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AMBASSADOR'S STATEMENT 

Georya 1s at a cross-roads in its recovery from a civil war and its transition to a democratic 
market economy Important goals such as local elections, the successfd privatizat~on of a large 
btnte-owned asset and the creation of a more transparent and responsive legal and regulatory 
t~ mework have been achleved However, for the average c~tizen, material life is not improvmng 

The proposed Strategic Plan for Georgia addresses the needs of Georgia's cit~zens It focuses at 
the community level and br~ngs the benefit of important macro reforms to the local level By 
help~ng the average cltlzen to participate in those benefits the proposed Strateg~c Plan creates a 
conwuency tor contmued reform 1 hlly support this approach 

1 5 AlD/Caucasus has worked closely w ~ t h  the Country Team, the Government of Georgia, 
Pd~tners md Beneficlanes In the creation of the Strategic Plan It 1s hlly consistent with U S 
tore~gn pol~cy goals The proposed Strategic Plan and the Mission Performance Plan are inter- 
I eldted and strongly supportive of one another I anticipate that the results of both Plans m11 be 
s~gn~ficant 

Kenneth S Yalowitz 
Ambassador 



P4RT 1 SUMMARY ANALYSIS OF THE ASSISTANCE ENVJXONMENT AND 
RATlOlrv A L E  FOR STRATEGIC CHOICES 

Th~s  Strateg~c Plan sets forth a blueprint for the USAID program in Georgia over the next four 
years beglnn~ny in FY 2000 Its vislon is to foster, In partnership with Georgians a stable, more 
prosperous market-onented democracy that empowers citizens, is governed by the rule of law and 
promotes the basic welfare of the population 

The USAID Strategy 1s an mtegral part of the Mssion Performance Plan (MPP), conformng 
closely to the object~ves in the MPP The strategic challenge is to assist Georgia through its 
d~ficult transltlon per~od from Sov~et systems, attitudes and conditions to a nation of private 
market-drwen participative economic and democratic political systems Many of the factors 
affecting th~s  transltlon are the result of external influences such as its geopolitical posltlon, trade 
and transtt routes and cross-border relationships Combined with domestic circumstances and 
constraints Georgia's transltlon will stretch well beyond this strategic perlod Consequently, the 
strntegv contemplates continumg U S assistance beyond the plan penod 

I ... U S Forelgn Pollcy lnterests 

I h o  prlmnw themes establ~sh the underlying basls for U S foreign policy objectives in Georgia 
( I ) the requirement for a pol~t~cally and econo~n~cally stable Caucasus region at a geographic 
L I O S ~ ~ C M ~ S  that borders states w~th  potentla1 volatility such as Russia and Iran, and (2) the vltal 
po41t1on of Georga as a Caucasus transit country of oil and gas for the U S and the West 

Ach~ev~ng stability goes to the core of Georgia's need to restore its terntonal integrity strengthen 
~ t s  soveregn status and build a nation wlth socio-economic and politrcal standards accepted by 
western states and international mstitutions The U S has a central role in this process, and its 
contlnulng efforts are key to U S natlonal secunty interests as well as those of Georg~a 
Successful transition to a market economy and a democratic society are the means for Georgia to 
attaln a strong stable and endurmg soclety that w111 shape a positive cornrnerc~al and political 
relat ~onshlp with the U S and the West As the linchpin of the Euraslan corridor for Caspian 
Bas~n 011 and Transcaucasus gas transport to western markets, the Importance of a stable Georgia 
cannot be overstated Georg~a inamtains a policy of openness to the West and actively seeks 
closer and stronger formal ties with the U S and Europe 

411 Important aspect of the U S relationship wlth Georgla 1s the need to maintain reallst~c 
e\pectatlons of what can happen and the speed with which change can take place While 
independence occurred e~ght years ago the early years were preoccupied with civil conflict and 
~rentlon of the bnslc tenets of yovernment and governance Only in 1995, with the promulgation 
ot neb Const~tut~on followed by a shift in donor assistance from humanitarian toward 
development programs d ~ d  significant in~tlatives begm in the direction of economic and 
delnocrdtlc reform Much has been achieved, but the road ahead is steep and winding Patience, 



focus and determination wlll be required in working wlth Georg~a to broaden and deepen the 
~nit~al  changes in economlc and polltlcal systems in order to create a more stable, vtable and 
prosperous country 

4 strong and excellent bilateral relationship exists between the U S and the Government of 
Georgla whlch provldes the foundation for making thls country Strategy a reallty 

Factors lnfluencing the Reform Process 

4 Regional Context 

I hnt thrs Strategy IS Georgia-speclfic does not dimlnish the fact that the Caucasus countnes need 
t o  be looked at In an Integral manner Weak polltical, economlc and securlty condltlons in one 
( nucnsus country negatively Impact on the reglon's stability as do adversarial relatlonships 
between countnes Peace and political stabllity are especially critical as Investment decisions are 
made during the lnltlal perlod in which new Casplan Sea oil and gas exploltatlon and 
transportation lnltiatlves are implemented 

Georg~a wants and needs to solidify and build upon its cooperation wrth neighbonng countries 
Today these relatlonships are founded largely on commerce, but need to extend to greater 
pol~t~cal cooperation to sustain stabllity in the region 

Rev~vlng the Silk Route from Central Asla to Europe through the Caucasus wll facilitate trade 
and commerce that wlll help integrate Georgia Into the global economy and reinforce 
mdependence and economic development Improved reglonal transport and telecommunications 
rnfrastructure 1s essential for stronger tradtng tles and Investments that will lead to increased 
economic growth Regtonal sharing of electrlc power would substantially lmprove efficiency, 
rehabrlltv and availability of electrical energy for producers and consumers The relatively small 
Georglan marketplace cannot solely support major foreign investments outside the servlce sector 
so potential Investors likely will be looking for export opportunities in reglonal and global 
mnr hets Fostermg mechanisms to reduce trade and customs barrters, improve economic 
contacts and establtsh better understandmg between natlons wlll help in moving the Caucasus 
regon toward greater stability and prosperity 

B E t h n ~ c  Conflict 

4 n y  co~nprehens~ve discussion of Georgia cannot ignore the complex and troublesome problem of 
ethn~c confllct Georg~a is the slze of South Carolma w ~ t h  5 4 rmlllon people and numerous 
ethn~c lnlnorltles the most Important belng Abkhazian, Russian Armeman, Azen and Ossetian 
Culture rehglon and language are factors dlstmguishing Georgia's ethnic mix As a relatively 
new country Georgia's unlty as a natlon still IS being defined, and ~ t s  umficatlon of several e t h c  
rnlnoritles into the natlon-state has resulted in confllct and violence 

Georgia encompasses a varlety of key factors that put ~t at risk for conflict These include (1) 
poorly managed sharply defined ethnlc differences (2) political and economc legacies from the 



C old War ( 3  ) a weak corrupt governmental structure (4) threatening and provocattve regional 
r eldtlonships ( 5 )  a cultural pdtrlmony of rent-seeking rather than open econormc relat~onships 
and ( 6 )  inadequate mstitut~ons and resources to rebuild soclety 

L'S AID vlews confl~ct-preventton as an Integral aspect of development Unfortunately 
Georya has areas already In a state of ctvtl conflict wtth peacekeeping forces and delicate 
negotlatlons underway The ettology histor~c chronology and polit~cal aspects of the breakaway 
areas have been ~ntensively analyzed and understood by all parties A hrther d~scuss~on of t h s  
subject can be found tn Append~x D The necessity now IS to undertake preventwe measures 
outs~de the contested areas while separate actlons are underway to resolve emsting conflicts 

The best ant~dote for conflict IS a better livelihood for people measured in terms of employment 
and lnco~ne access to education and social services, participation in the governing process and 
cho~ce In the marketplace Of course this translates Into development, and IS the heart of 
USAID's overall goal The next stage ofthe USAID program tn Georgia, as descnbed in t h s  
Strategy IS to move M~ssion efforts even more closely to the comrnuruty and the people Now 
thdt  s~yn~ficant pieces of the macro-economic system are In place and beglnnlng to operate 
rensonably well the program will shlfi to greater emphasis on d~rect results at the local level 
Further ~t envisages a geographic focus In selected areas tncluding sltes around Kutaist and 
Zugd~di the latter reachlng r~ght to the border of Abkhazia the most serious area of conflict The 
ided 15 to bu~ld upon the M~ssion s strategtc initiative to move towards local development by 
concentrating on confl~ct border areas In order to help prevent spillover of unrest beyond the 
present areas demonstrate the benefits of development to those ins~de Abkhazia, and be in a 
better positlon to launch act~vities into Abkhaz~a when future secunty perrmts In the event a 
pol~t~cal solut~on is found and secunty cond~t~ons Improve during t h ~ s  strategc planning per~od an 
assessment will be conducted to set priorltles and determine the nature and extent of a program 
tor resettlement rehabilltatton and development T h s  Strategy does not Include plans to expand 
actlvitles d~rectly In 4bhhaz1a or South Osset~a However specla1 program attention will be given 
to southern Georgia an area of htgh potent~al unrest w ~ t h  a majortty ethruc Armenian populatlon 
and a prevalence of poberty 

Another potential confl~ct that wlll be carehlly monitored is the poss~ble return of up to 300,000 
Turk Meskhetians to Georg~a Muslim Meskhs were deported in 1944 by Stahn, and remain 
stateless without Turkrbh c~tizenshtp Georgia accepts the principle of Meskh repatnation despite 
l~helt domestic polmcal repercussions A Councll of Europe (COE) recommendat~on to resettle 
MeAhs In Georgia dlons f i l t h  simdar pressure from other ~nternational orgaruzatlons, has been 
~nstrumental In creating a coinmltment to repatrlate Meskhs over the comtng years 

Deep-looted culturdl dnd  tlrhn~c tdent~ty he at the center of the (lack of) cohes~on in the Georgian 
nntlon I t  15  th~s  multr ethn~c d~vide to whtch the bulk of conflict and potenttal conflict can be 
trnced I t  ~ntens~t~ed \i ~t h the relatively qu~ck transttion to tndependence that started a decade 
ngo The shft In poiLer nnd author~ty sparked an age-old struggle fort~fied by cross-border arms 
traffic reg~onal Interests and outs~de forces Issues such as economc Inequality and populatlon 
growth are rroi key factors In the genesls of Georgian civil conflicts 



By strategically concentratmg development actlvltles in selected local areas, and through cross- 
cuttlny efforts to devolve impact to the reglons outslde Tbil~sl, USAID is posltlorung ltselfto help 
prevent the spread of conflict Wlthm thls planning perlod ~t is anticipated that these areas w11 
d~rectly benefit from ~ncreased electrlc~ty availability through pr~vatlzed d~str~bution systems land 
t~tlmy and registration a greatly strengthened court and judlcial system, local business 
development access to credit, and a more responsive local government w t h  greater 
nccountab~l~ty and  inp proved transparency 

( 0 1  rupt~on directly impedes Georgia's transition to a democratlc market-based economy It 
d~storts growth and equlty prevents a free and fan- pollt~cal process and results in major costs to 
socletv In terms of effect~veness and efficiency In a society where cltlzens typically see the 
government as unresponsive and corrupt, there IS dlstrust and even opposlt~on to acceptance of 
support to the central government Pol~ce forces, tax police and customs officers that extort 
rather than enforce hrther d~mimsh the government's ab~hty to provide services The 
comb~natlon of a Georglan judmary noted for d~shonesty together wlth feeble enforcement of 
laws gives l~cense to widespread corruption by not applymg dlsincentlves and penalties T h s  1s 
turther exacerbated by low and unpald wages among civil servants Pervasive petty conuption, in 
n sense may contribute to a degree of stablllty by Income transfers and augmentmng meager 
salaries On the other hand ~t undermines the abil~ty of the state to properly fbnction and deliver 
servlces to citlzens It runs counter to open democratlc, market systems 

Talking openly about corruption is commonplace and the publ~c accepts ~t as a fact of life in 
transactlons that ~nvolve government at all levels There 1s a perception that corruption remains 
beyond the control of ordinary c~tizens and, consequently, 1s consciously factored mto mdlv~dual 
eLonomlc dec~sions The ordinary Georgian has histoncaily persevered in a culture of personal 
contdcts patronage and mdwdual relationships as a means of obtaining services and soc~al needs 
I n  the dbsence of effectwe government services, gettmg thlngs done has been accomplished 
ti11 ough personal connections that lnvolve favorltlsm nepotism and corrupt practlces Moving 
trom this system of personal relattonshlps for obtainmg servlces and conducting transactlons to a 
system of good governance and transparency 1s an enormous task that involves creating 
appropriate government structures publlc education and correct enforcement that together 
change mdivldual attitudes about corruption 

With regard to the USAID program, nearly every element of the assistance program directly or 
~nd~rectly mitigates dishonest practlces Some examples are assisting in bank supervlslon, tax 
ad~ninistrat~on registering of land tltles, judlclal tralnmg, strengthening local NGOs, energy 
metermg assisting the electoral process and support In estabhshng mternational accounting 
stdndards Each of these actlvltles forces openness, transparency and d~sclplrne tnto the 
government and society at large 

Equally Important IS the impact of helplng Georgla draw up a body of law that provides the 
trnlnework tor a legal system whlch demands openness and accountablllty Enhancing the rule- 
of-law will have an enormous influence on addressing and rooting out corrupt practlces Wlthout 



the legal framework adin~ntstratlon and enforcement become hollow words Further, by 
d e t ~ n ~ t ~ o n  the development of a market-onented economy implles openness and cho~ce as 
opposed to closed government decisions and shady practices resulting from control and slngular 
nuthor~ty Whde a prwatized open market system does not elirmnate corrupt practices its 
~nherent quest for effic~ency through competrtlon can reduce corruption if accompanied by proper 
nccountabrlrty and In some cases regulation Finally all of the strategic objectlves incorporate 
~ntormat~on and education components, which foster transparency and openness by advising the 
publ~c on r~ghts obl~gations and dutles of indlvlduals and lnstitutlons For a more detailed 
analys~s on corruption, see Appendix E 

There IS no solut~on to riddmg the country of corrupt~on that wdl succeed in the short-term It 1s 
lnyl arned throughout Georg~an soclety and cannot be ehminated or effectively mtigated by a 
,epnrnte targeted actlvlty It needs to be persistently combated on all fronts Therefore USAID 
does not plan a stand-alone antl-corruption initiative Rather the approach is to deal with thls 
Issue In a cross-cuttlng manner throughout the entire program Each Strategic Objective team 
w111 estnbhuh a knowledge-base of corrupt actlons known or probable in its respectwe area and 
determne what actions are planned or bemg ~mplemented to bring about greater lntegrlty A 
per md~c progress report wdl be prepared on thls subject that covers the portfolio Mssion-wlde 

1 The Sett~ng 

The exlgenc~es related to Georga's avil strife in the early 1990s not only delayed the startup of 
econornrc restructuring, but also seriously hampered creation of a post-Soviet politlcal system 4t  
the tme  of lndependence the Government of Georgla was ill-equipped to govern In 1995, four 
years after rndependence Georgia's Constitution was promulgated Presldentlal and 
Parl~amentary elections were held In late 1995, and first-ever local elections in 1998 Only in the 
pnst two to three years has a stable politlcal system been in place, wlth the capaclty to establ~sh 
and ieglt~ln~ze ~tself throughout soclety This process is far from complete 

Tvp~cally people feel removed lf not alienated, fiom government They have seen few posltlve 
results from the Western model adopted by Georgla at Independence For the majorlty material 
l~ te  may appear worse than ~t was In Sovlet tlmes There are mdications that the tide is just 
btynn~ny to turn for the better but cyniclsm 1s st111 a prevailing attltude 

Becnuse of the newness of a democratically-based polltical system of necessity the earlv 
ernphav~ on development has been skewed toward ass~sting Georgla to create a body of law and 
commensurate econom~c and soc~al polmes and structures that provlde the road map for natlon- 
bu~ld~ng To a large extent the entlre donor community In Georgla has had a similar focus The 
~onsol~datlon of dernocrat~c order and ~n~t~a t lon  of market-based reforms has made Georgia one 
ot the most progressive nations in transition among the former Sovlet states The country is 
lnovmg toward lncreaslng international t~es, having been granted membershp in the Councd of 
Europe In March 1999 and is expecting accession to the World Trade Organ~zat~on (WTO) later 
In 1999 lmpresslve as the reforms have been to date, they strll have not created condltlons for 
sustamed growth nor reached large portions of the population 



4s a country of 5 4 m~ll~on people in a geopol~t~cally strategic location, Georg~a has received 
eitraord~nary a ~ d  levels measured on a per capita basis Thls strong donor back~ng has sharply 
reduced ~nflat~on generally stab~l~zed the currency, brought a degree of fiscal dwipline, 
decontrolled most prices l~beralized the trade reglme, made strides tn pnvat~zat~on of state 
enter pi lses progress~velv strengthened the bankmg system and brought posltive economic 
gio\vth to the economy 

The wurce ot th~s  growth IS mcreased trade and small enterprise expansion, espec~ally m the 
sel \ ices sector 4 s~gn~ficant amount of trade and busmess transactions are In the ~nformal sector 
lndustnal capaclty ut~ltzation has shrunk to around 30 percent, and mdustry's share of the GDP 
has declmed from 30 percent to 10 percent over the past decade The structural change away 
from mdustry towards services and mformal actlvlties has been pronounced Such unbalanced 
growth 1s not conduc~ve to macroeconomx stab~llty 

Meanwh~le agriculture continues to be the backbone of the economy It represents one-thud of 
the GDP half of the labor force and 80 percent of the self-employed About 80 percent of 
ayr~cultural output IS produced by the private sector There are vrtually no d~rect pnce 
mterventlons In agricultural markets, wh~ch has fachtated a dynam~c domest~c ~nformal pnvate 
market for agr~cultural products Bread and m~lk prlces are not hlly liberalized and a producer 
subs~dy remains on water Once a major agncultural food exporter, product~on and processing 
hnve severely declined to the polnt that Georgia IS now a net ~mporter of food Us~ng its 
comparatlbe advantage Georg~a has the potentlal to become a slgn~ficant agr~cultural exporter 
ngnm 

k x - g l d  has glven h~ghest pr~or~ty to energy sector restructurmg and USAID along with the 
World Bank nre the lead partners In this process Georg~a's trade deficit is enormous 
I epresentmg three tmes the value of ~ t s  exports, wh~ch arises pr~mardy from energy-related 
Imports The first phase of pr~vatizat~on of electrlc power distrtbution has been completed, with 
the remamng two parts scheduled for complet~on in 1999 Hydropower plants are next to be 
PI ivat~zed Energy laws are passed and a regulatory body formed Electric~ty tar~ffs are movlng 
toward full cost recovery and collect~on rat~os have increased and financial dlsclpline IS bemg 
mposed 

Democrat~c transition IS underway with significant success in creat~on of an mdependent judiciary, 
essent~al c~vd codes and nascent mstitutlons A newly instituted system of examnation IS 

upgradmg the quahty and competency of judges Pol~t~cal partles have freedom to operate, and 
there 1s an mdependent media Parl~ament IS accessible by the pubhc, and adrmnlsters ~tself w~th  
transparency and openness However judicial reform and other democratic changes have been 
slow to reach local government and rural Georgia 

The soc~al systems have suffered greatly in the trans~t~on process The most vulnerable groups -- 
women chddren and the elderly -- have been most affected by the deterioration in health and 
weltare I n  the long-term progress wdl depend upon sustamed economlc growth that will 
imp ove lwmg standards and permlt recovery of consumpt~on As called for m the restructurmg 
p~ oLes\ the government IS sh~ft~ng more resources to health and education In 1997 23 percent 



of ~overnment expenditures were allocated to soc~al transfers with an Increase slated for 1998 
The budget crisls of 1998 however led to a general spending reduction on Government 
expenditures including the social sectors Pensions were raised, but remain far below appropnate 
levels and plans are being made to introduce private pension plans 

Agamst this backdrop a number of constraints which impede the reform and restructuring of 
Georya s economy and soclety need to be effectively surmounted for sustainable development to 
o c u r  Key among them are 

The government remains fragile and 1s In large part imposing its domain at the nat~onal level 
wh~le hav~ng inin~mal impact on local conditions 

5 t I u~tural adjustment and reform so far have offered llttle perce~ved benefit to ordmary 
ci tizens 

There is a prevailmg view that the Government and its inside circle are 
prospermg at the expense of the mqority 

A contrast exlsts between the actlve, reform-minded Parliament, whch 1s creatmng the 
framework for genuine transit~on and the mixed political will of the Executive to effectively 
mpleinent reform dec~s~ons 

Endemlc corruption undermmes values and d~storts the abil~ty to have an effective market 
economy and participative democracy 

Ethnlc conflicts wh~ch lim~t the ability to establish true nat~onhood, continue to res~st 
settlement 

H~gh uneinployinent low purchasing power and lack of opportunities characterize the 
cond~t~ons of a large portion of Georg~a's clt~zens 

I 111s St1 ategy seeks to contribute to rect~fication of these constramts d~rectly and indirectly 
51gn1ficant gdlns have been made in creatlng nat~onal-level legal and institutional structures for 
democracy and a market economy However the majority of the population has yet to see the 
benehts from these changes In thls strateg~c planning period USAID will focus on redressing 
t  IS concentration of benefits by addressing the dellvery of services to people in order to foster 
their ~ncreased partlclpation as partners In the development process 

5 Program D~rect~on 

At the outset of the USAID asslstance program to Georgia In FY92 the bulk of support was 
d~rected at humanltar~an asslstance pr~mar~ly for internally displaced people (IDPs) generated 
trom c1v11 conflicts In South Osset~a and Abkhazla Along w ~ t h  independence in 1991, Georgia 
e\iperienced a major trade shock on energy Imports and serlous d~sruption of traditional payments 



nnd tr nde Imhs Together these conditions resulted in a prectpitous economic decline, seriously 
nftect~ng hving standards However due to the conflict and prlority given to the associated 
humnnrtar~an crlsls donor support for creating a democratic society and economlc restructuring 
got n lnte btart In Georgia as well as elsewhere in the Caucasus 

The Government and donor response was to embark upon a structural adjustment program in 
1994 under the aegis of the International Monetary Fund (IMF) and the World Bank By 1996, 
US 4lD had initiated a development-oriented program that emphasmzed democracy, rule-of-law, 
eneryy sector support and macro-level economlc restructuring T h s  program became 
operat~onal in 1997 and 1998, with positive results just emerging over the past year 

USAlD has been a key player in creating a vastly improved econommc environment through 
support to monetary and fiscal reform measures Among other initlatlves, USAID support 
~ncludes new reform legislation, creating regulatory bodies, tax reform, budget management, land 
tenure reform pr~vatizatton assistance and introduction of internattonal accountmng standards 
Th~s  macro-level asststance is beginning to demonstrate excellent results, but requires more time 
to set its roots Energy sector policy and development of regulatory mechamms, as well as 
privatization of the sector are showtng posttlve change 

SI ni~larlv rule-of-law act~vltles such as judlctal education and training for an independent 
ludrcidry strengthening the legal professton and promoting a framework for legislative and 
lud~c~dl transparency are exhtb~ting nascent successes Importantly, these achievements are cntical 
components that remforce the advances on the economic restructuring stde, through assured 
entorcement of prlkate contracts and more accountable performance by governmental oversight 
rnstitutlons 

S~in~lar to economic assistance the democracy program has progressed well to include creatmng 
appropriate new legislat~on organizing lawyers and judges, introducing quakty and 
professional~sm In the judiciary strengthening legal instmtutions, and mmprowng parliamentary 
procedures At the local level NGOs are more actively monmtonng and engaging in rule-of-law 
activltles and pol~t~cal parties are becoming inculcated with democratic princ~ples 

Thls country Str<~teg\ 1s designed to sh~ft  the prlmary program emphas~s from establ~sh~ng 
,in enablmg en\ ~ronnlent for a market economy through macro-level legal and ~nstitut~onal 
reform to mcre,\sed ,~ttent~on on Impact at the local and ~ndiv~dual level Clearly, the job of 
economrc restructuring 1s tar from complete and USAID tntends to stay the course toward 
renchmy ~ t s  establrshed goals As restructuring has taken hold, the austerity and bite at the 
hou\ehold l e~e l  h n \  ~na-eased the size of the vulnerable populatton Government servtces and 
increased Income t i  i \  t not reached the majority of Georgians Pensions and salary arrears of 
publ~c sector N orher \ nre large problems that remain unmitmgated As e n e r a  IS privatized and 
metered its co\t\ I L I I I  r l\e to the consumer Soctal servtces and real wages collapsed mn the early 

I C)90s and hake \ et ro recover The combinatton of clvil conflicts and trans~tmon to a market 
economy have brought hardship to large segments of the population, especially those outside the 
Tbil~s~ envlrons Per caplta GDP gains in recent years have had mimmal affect on the typtcal 
Georg~an worker and none on the large number of unemployed and underemployed Crony 



cap~tal~sln and deep-rooted corrupt~on have created an uneven pattern of growth that, so far, has 
not benefited the majority 

Ot part~cular concern IS the worsened sltuat~on for women Soclal political and economc 
upheaval devastates coin~nunities and the most vulnerable people suffer the worst, especially 
women and chddren For women such dlsrupt~on leads to loss of employment the burden of 
lnalntalnlng fa~n~lles in times of econom~c hardshlp The number of families with women as the 
\ole or ~najor provlder has ~ncreased sharply Women's salaries are one-thud less than men's 
I he\ are underrepresented and often dlsenfranch~sed Women occupy only 3-5 percent of senior 

L I V I ~  service posltlons 

-2\ the t o ~ u s  of this Strategy mcreasingly supports clvrl society and small business development at 
the local level there IS expected to be a commensurate impact on improving the conditions of 
wunlen I t  has been demonstrated that one of the best means of empowerment and influence by 
women IS through actwe engagement in civil society organ~zatlons (CSOs) and NGOs Together 
w~th access to enterprise knowledge and support, and to a fairer judicral process, opportumtles for 
greater particlpatlon In economlc and polltical change should increase To the extent feasible, thts 
Strategy wdl dlsaggregate gender data m ~ t s  results framework to monitor and ensure that gender 
concerns are addressed In each Strategic Objectlve It will increase efforts through NGOs to 
d~rectly reach and Improve the hves of women 

USA1Dn;Vashmgton conducted a recent thorough envlronmental assessment The report 
recommends and the Mlsslon concurs that a separate environmental Strategic Objective 1s 
unnecessary Rather USAID will include modest envlronmental activities integrated w~thln other 
'5trateglc Objectwes that have high environmental risk are low-cost and rank h~gh in National 
Env~ronmental Action Plan (NEAP) priorities A number of options were proffered, and 
select~ons will be made agalnst these crlterla USAID belleves the best optlons that fit neatly 
h ~ t h ~ n  the Strategv are In the energy sector such as locally-managed conservation and public 
nwnreness actlvmes 

U'h~le ~t 1s recogn~zed that broad economic restructurmg 1s a m e  qua non for mcreased 
emplovment and ~ncolne Georgla 1s not In a posltlon to awalt ~ t s  tr~ckle-down to the household 
level Although genuine economlc reform has been underway only for one year m the USAID 
proyrarn tremendous strldes have been made in policy change, capacity-buildmg and creating a 
body of new legslatlon Gettlng the macro-environment "r~ght" still leaves numerous distortions, 
and pohcy and lnstltutlonal problems to be resolved at the sector and sub-sector level m terms of 
both democratic and economlc development Consequently, ~t 1s necessary to carry the program 
to the next log~cal step -- that is, an effort to enhance local development 

The M~ss~on carefully reviewed ~ t s  portfolio and sought external guidance from partners and 
stakeholders In order to find ways in which current activities can have greater local development 
Impact and to ]dent@ appropriate lnitlatlves for the planning perlod that translate into an 
~ncreased effort at the people level -- democratic, social and economic The Strategy reflects t h s  
next seneratlon shift to a sub-nat~onal emphasls whtie reta~nlng ~ t s  continuing but targeted, 
prlorltv In econolnlc restructurmg Programs that touch people directly qulcldy and tangibly will 



be glben precedence Humanltar~an assistance will contmue to serve the IDP population albeit at 
n dimln~shed level There wlll be an Increased emphasis on assisting vulnerable groups (including 
now I DPs) In attainmg greater self-sufficiency 

6 Strategic Pr~orrties 

The USAID M~sslon In Georgia was officially established in July 1998 Prior to that, assistance to 
Georg~a was managed through the Caucasus regional program headquartered m Yerevan This is 
the first Georgla country Strategy to be reviewed by USAIDtWashngton The above discussion 
ot Program D~rection IS based on the current country development program that has evolved over 
the past two years In the absence of an approved Strategy Changes in program emphasis are 
I elnted to present cond~tlons In Georgia, and the extent of program matunty and progess that 
permlts it to extend onward for greater focus on reaching citizens 

rwo overarchmg assumptions crlt~cal to the success of the strategy are ( I )  that the polltlcal 
bystem w~ll remaln relatively stable w~th  reform-minded leadership, and (2) that civil conflict will 
remm contamed w~thout spreadmg into new areas 

Georgia IS scheduled to have parliamentary elect~ons in November 1999, and presldent~al elections 
In Aprd 2000 It 1s mperatwe that these elections be free and fair The present governing party 
has a somewhat weakened base of popular support, but continues to be strongly reform-onented, 
desplte the fact that the advantages derived from reform have reached the ind~vidual Georg~an 
only rn~nimally to date This s~tuat~on spurs the need for an Intensified effort to roll out the reform 
benefits to the local and ind~vidual level w~th  a degree of immediacy An effective local 
development ~n~t~a t lve  can have a meaningful impact on maintenance of polit~cal stability 

The past year has seen a generally stable situation regarding outrlght conflict m Abkhazia, but 
negotlatlons st111 evade a permanent solution Condit~ons in South Ossetia are quiet but tense 
Prospects for genulne peace in e~ther of these areas are totally unpredictable USAID assumes the 
cond~t~ons wdl not worsen to the point that the Georglan Government will be undermined in its 
quest for reform and that physical access to the countryside will not further detenorate 

In the event elther of the above assumptions becomes invalid, USAID w~ll need to reassess its 
strntegy Dependmg upon access to government ~ t s  polltical wdl for continued poslt~ve change, 
nnd securlty condlt~ons the country program would be downsized and redirected accordingly In 
n worst-case scenarlo where USAID wdl no longer be able to work w ~ t h  the government the 
program l~hely would shift toward a humanitar~an response mode 



The USAID program env~saged in t h ~ s  strategy will play a pivotal role in Georga's transition to a 
market economy and conversion to democracy USAID 1s the lead bilateral donor in Georgla It 
has prov~ded ~ntellectual and techn~cal leadersh~p to reformers at all levels USAID is the largest - 
dr)nor ot development and humanltarlan assistance and ww .A" 

I \  looked to tor adv~ce in all sectors In which it IS 

engnsed 4s  the Mlsslon has become staffed with a 
hilater dl tows there has been ~ncreasmgly closer 
ccwrd~nnt~on between USAlD ~nclud~ng ~ t s  contractors 
nnd the balance of the donor commun~ty Append~x C 
detnlls donor partlclpatlon in respective development 
dreas Structural adjustment efforts and their related 
cond~t~onalit~es are closely coordinated w~th  USAlD 
asslstance to economlc reform The USAID program in 
n number of Instances -- such as privatization, energy 
sector support tax administration, bank supervlslon and 

Common Stmterx Themes 
Confl~ct Prevention 
Corruption Mlhgauon 
Gender E q u ~ n  
Cihzen Partlclpahon 
Capacitc Buildmg 
Publlc Awareness 
Pmate Enterprise 

* Legal Framework 
Local Debelopment 
Instmtlonal Suengtherung 

lntroductlon of international accounting standards -- provides t echca l  assistance that directly 
compleinents the Georgian structural change program Equally important to economc reform are 
judlclal reform and establ~shment of the rule-of-law and democratic process throughout soclety 
I t  the economic reform 1s to take hold and lf distrust and uncertamty are to be overcome, reform 
has to benefit the majority, and the majorlty must participate m the pohtlcal, soc~al and economc 
systems w~th volce and choce 

As the strategc shifr of the country program moves toward more dlrect Impact on the people, 
there wdl be renewed effort on local enterprise development This focus will entail association 
bu~ldlng and strenythenmg, Improved small and med~um enterprise (SME) credit lnrtlatlves and 
1nt1 oduct~on of appropriate business practices This effort wdl tle d~rectly Into democracy 
Inltlntlbes such ds creatmy more responsive local government and governance, and strengthening 
Iocnl ludlclnl systems As stated earher the entire effort will involve broader participat~on, 
111~reased transparency and openness and greater accountabhty 

Another aspect of the program that wlll change through t h ~ s  Strateglc Plan is geographc focus 
The M~ss~on's  approach 1s to budd on the devolution of program emphasis outside Tb~lisl by 
concentrattng resources as feasible, in potential areas of conflict spillover T h ~ s  focus has the 
further advantage of aimmg for near-term Impact through resource concentration whle 
recoynizlng overall resource l~m~tations The areas tentatively ident~fied subject to fimher needs 
nscessment are Kuta~sl and Zugdidi Although these pnor~ty areas will get special attention, some 
elements of the country program will have nat~onwide impact, such as prrvatizat~on of 
the electrlc~ty d~strlbution system and judicial capac~ty-buildmg 

An especially noteworthy aspect of the Strategy is ~ t s  common themes across Strateglc Object~ves 
nnd the interrelated mpacts and synergies among SOs In economic reform, democratic transition 
nnd human~tar~an asslstance An illustrat~ve 1st of common themes is shown In the box on the 
prekious paye Refer to Append~x B for a matrix descr~bing key linkages across Strateglc 
O b l e ~ t ~ ~ e \  The Performance Mon~torlng Plan IS presented In the Performance Data Tables in 
Append11 A 



B Economic Reform 

The most recent (third) Policy Framework Paper (PFP) of the World Bank, issued in July 1998, 
sets forth a medlum-term strategy aimed at consolidating gains in macroeconomc stabilization, 
accelerating structural reforms, sustaimng the country's growth path, and strengthenlng the social 
satety net USAID has been an essential partner wlth the Bank and Fund in worlung with Georgia 
to dch~eve ~ t s  bold stabilization program and structural reforms The two pnmary areas of 
USAlD support are in fiscal reform to lmprove tax administration and collection, and structural 
I etorm to reduce the role of the state in the economy 

Regnrdlng fiscal reform much headway has been made in streamlining the tax system with a new 
Tal Code ( 1 997) tralnlng and admin~stratlve improvements The collection rates still are low, 
but s~gn~t~cant  change IS beylnnmg to occur and should be reflected in 1999 revenues well in 
excess ot those collected in 1998 

Reydrdjng structural reform USAID IS supporting a host of critical initiatives that weigh heavily 
In the baslc retorln process including land registration, privatization of public enterpnses, energy 
sector restructunng banking sector reform, creating capital markets, establishing international 
accounting standards legal reform and sound public expenditure management Each of these 
areds currently receives technical support that is closely coordinated wlth other donors By the 
end of this strategy per~od lt is expected that the Government will not need to rely on sigmficant 
donor assistance In these areas, but if so other donors wll p ~ c k  up res~dual support needed for 
turther reform measures USAID will have successfilly attained its objectives associated with 
fiscal and structural reform with the exception of modest training and very limted technical 
support 

Durlng this plan per~od USAID objectives in economic restructunng will show a decrease in 
support to nat~onal reforms, with the except~on of the energy sector, but give renewed and 
pnmary emphasis to the small and medium enterprise (SME) sector, including agriculture and 
ng~ ~bus~ness T h ~ s  concentration on enterprise development will be directed toward selected 
(~eoyraphlc areas wlth the vlew of consolidatmg the reforms achieved to date and bringmg their 2 

benehtb to Georga s cltlzens The focus reinforces the overall Strategic Objective (SO I) to 
del~ver development to the local level and ~t links closely with other elements ofthe Strategy 

There are SIX components to the democracy assistance program (1) rule-of-law, (2) Parliament 
strengthen~ng (3) pol~t~cal party development, (4) independent media, (5) civil society 
development and (6) electoral support The democracy program is Implemented, In large part, by 
NGOs 

O ~ e r  the first two years of the strategy period, it is planned that electoral and media assistance 
w~ll be phased down while support to political parties and institutions w11 continue into 2002 and 
beyond Also lim~ted support to training parliamentarians will continue The major thrust of the 



democracv program wdl be In strengthening rule-of-law and in crvil society development at the 
Iocnl l e~e l  I t  w~ll work to empower communltles build partnerships between citizens and local 
pber  nment and create more responsive local government instltutlons These priorities will 
Lenter o n  the Mission 5 strateylc program extension to bring democratic and economlc change 

ectlv to the cltlzenry Democracy and economic enterprise development programs will 
Lomerge at the comlnunlty level w~th  synerglstrc relat~onshps 

USAlD antlclpates continued humanitarian support to the 250 000 IDPs, primarily from Abkhazia 
and South Ossetia In principle, the level of U S humarutarian assistance to DDPs is planned to 
decrease At the same tlme local development activities targeting vulnerable populations 
includ~ng non-IDPs will ~ntensifi wlth greater support planned for small-scale development 
Inltlatlves a~med at decreasmg dependency The primary objective of t h s  portlon of the Strategy 
is to asslst vulnerable groups In making a transltlon from relief assistance to greater self- 
sufficiency Not only IS this tactic almed at improving the livelihoods of the most vulnerable, it IS 

an essent~al part of the conflict prevention aspect of the Strategy Conflict prevention is one of 
the crlteria to be used in select~ng geographic locations and commuruties for asslstance under this 
objectwe Regardmg the Abkhazia conflict lf there is a polit~cal settlement and the IDPs return 
home human~tar~an ard may be mitially required but rt is intended to be reduced as local 
development support goes up Ln Abkhazia a region recelvmg almost no support at present The 
amount and time per~od for human~tar~an asslstance cannot be projected because of unpredictable 
e.tter ndl tactors I t  w~ll be assessed annually or more frequently as required 

7 Customer and Partner Part~crpation 

The plann~ny and preparation of the Georg~a Strategy has depended heavily on the input of 
USAlD partners These partners will be regularly mvolved throughout the life of the Strategy 

Customer part~clpatlon has been sought informally In the months leading up to actual preparation 
ot the strategy Thew input has helped shape the concept and directron of the Strategy, and been 
especially Important In assessing the likelihood of achieving results In addition, there has been a 
consistent exchange of v~ews with USAID/Washington through numerous TDYs and other 
coln~nunlcatlons 

USAID has marntained close lia~son wrth the Embassy throughout the process of conceptuahzing 
and preparing the Strategy It mirrors the U S foreign policy Interests and basic objectives of the 
M P P  The program d~rect~on establishes the approaches necessary to attam the Strategy s 
5tr ategc Objectives w~thtn the resource Ilin~tat~ons 

Keguldr ~onsultatlons have been held wlth senior Georgian partners In determining the focus, 
~n lue  relatlve Importance U S mterest and capacltv of the US4ID program Government plans 
nnd priorltles ellcited In the budget process the PFP and strateg~c documents of other donors 
here reviewed Programs and plans of the IMF World Bank EU and bilateral donors have been 
tnhen Into dccount In the Results Framework set forth in Part I1 below 



USAID consulted and had numerous exchanges with NGOs, grantees and contractors in the 
strateglc plannlng process Blweekly meetings among all partners involved in econormc reform 
not only provlde knowledge of program status, but more ~mportantly, identifjr lessons on what 
works and where constraints exlst whlch has greatly asslsted the planmng process Although 
Georyan customers generally were less directly involved m discussions due to time constraints, 
eLew  OR was made to mcorporate their views and concerns m the strateglc planning process 
t h ~  ough NGOs contractors and staff who interface directly with them on a daily basis In 
de~elopmy the Results Framework there was strong participation of partners 

The USAID Georga program is expected to contmue to be affected by a number of stakeholders 
wcIi ns C onyress the State Department U S -based Georgian interest groups and segments of 
the 1 5 bus~ness coininunity About 40 percent of Freedom Support Act (FSA) fbnds allocated 
t o  Cleorg~a are bemg transferred to other USG agencies for a varlety of programs outsde of 
L'SAID management Most of these actlv~tles directly impact on achievement of the economic 
reform and de~nocrat~c participation Strategic Objectives set forth in t h s  plan Implementors of 
the programs are regularly engaged in coordination and wlll be members of the Strategic 
Objective Teams In the plan period 

A Customer Servlce Plan will be prepared prior to inauguration of t h s  strategy in FYOO It wll 
include mcreased participation of Georgian customers and thelr representat~ves in implementation, 
inon~toring and evaluation (as feasible) of the program and its objectwes Partners will be 
required to bring the customers more extensively into this process, and will include mechamsms to 
do so In their workplans Each Strategic Objective will stnve to better inform the customers -- 
Georgian cltlzens -- on the nature and purpose of activities, and soliclt feedback on Issues, 
progress and suggestions for improvements As USAID becomes fblly staffed, site visits will 
become more routine to asslst with increased direct interchange between USAID and ~ t s  
ustomer5 The Customer Senwe Plan will lncorporate these and other actions into improved 
I~nl\nyes w~th  the ult~mate benefic~arles of the Strategy - the Georgian publlc 





PART I1 STRATEGIC PLAN 

5 TRA TEGIC O H  JEC TI VE 1 3 
4C C ELERA TEl) 1)E VELOPMENT AND GROWTH OF PRIVATE ENTERPRISE 

I n  I ecent yedrs w~th  strong support from international donors, Georgia has been implementing a 
\tdb~l~zation dnd structural reform program that has made significant progress in solving some of 
rhe nmon s most pressing economic problems It has cut inflation, improved fiscal discipline, 
l~beral~zed prlces and establ~shed and stabilized a new currency As a result, econormc growth 
has relat~vely strong (over 10 percent) in 1996 and 1997 However, economic performance in 
1998 was disappointing Unemployment remains high (estimates range from 7 percent to 25 
percent) and most Georgians have yet to experience the benefits of economc growth 

Busmess development in Georgia IS essential to create jobs, generate income, expand services, 
Increase tax revenues and produce other economic benefits Recent reforms are helping to 
establsh an enabling environment for such growth, but have yet to overcome the many constraints 
to accelerated business development including the hlstoncal lack of experience worlung in a 
private sector-driven environment Furthermore, if the benefits of economic growth are to be felt 
outs~de of Tbrl~s~ agriculture must increase its contribution to the national economy To address 
t h ~ \  sltuatlon SO 1 3 intends to pursue enterpnse-level interventions in selected geographc 
I eglons of the country whde continuing ~ t s  support for reforms and restructuring at the central 
level The objectlve IS to achieve accelerated development and growth of private enterprise 

2 Problem Anaiys~s 

Two sectors with the potential to contribute to an accelerated growth of private enterprises are 
the mall and medium enterprise (SME) sector and agnculture The SME sector is growmg (34 
percent increase In output durmg 1997) but still accounts for only 14 percent of the GDP 

The Government of Georgia (GOG) defines a small business as having up to ten employees, and 
annual sales of less than 40,000 lari (US$18,200) Over 24,000 such small enterprises are 
reg~stered w~th  the government By contrast only 61 private companies have more than 500 
employees In add~t~on to the registered small businesses there is an actlve informal sector of 
self-employed quasl-entrepreneurs scrambling to survive the disintegration of public sector 
enterprises and the remnants of a command economy While the public-sector economy remains 
largely stagnant much of the economic activity in recent years has come from small and micro 
enterprises in the mformal services sector 

Agr~culture accounts for one-third of Georgia's GDP and provides for about fifty percent of 
employment Georgia's temperate and semi-tropical climates and strategic location should in the 
tuture a> they d ~ d  In the past prov~de opportun~ties for export of selected agricultural products, 
~nclud~ny \due-ndded processed goods Desp~te agriculture's large share of GDP and 



employment its strong endowments and historical significance, the agricultural sector has yet to 
contribute its potential to Georgia's post-independence economic growth 

Whde efforts conttnue to ensure implementation of economlc reforms at the central level, many 
 inp pediments to estabhshing and operating successfbl small businesses need to be confronted 
d~rectly at the enterprise level Entrepreneurs in Georg~a are constrained by a lack of business 
shlls ~nh~bi t~ng their abil~ty to grow The lack of busmess skills 1s compounded by the lack of 
bus~ness service prov~ders offering trainmg madequate access to credlt and a pol~cy/reg~datory 
environment that Impedes business development 

Access to finance and the knowledge and experience In uslng it effectively, are other major 
constrdlnts to business development Thls problem IS compounded by the fact that most Georgian 
eriterprlses are too small to attract or capture the attention of pnvate investors and institut~ons 
u ~ t h  cap~tal to lend Georgian banks have yet to build the capacity to servlce the long-term credit 
needs ot nascent enterprises Lending perlods usually do not exceed six months, with annual 
Intelest rates between 37 and 60 percent As the banking sector has restructured, the number of 
bnnL\ hd\  decl~ned trom a h~gh of 247 In 1995 to only 46 today It IS antnpated that after the 
cnpltdl reserve requirements are ralsed again thls year a shake-out of 20 to 30 additional banks 
will occur due to failure to quahfy or by merging w~th  the other financial institutions 

In other EN1 countries women are a key element In expandmg the SME sector2 but Georg~a 
continues to place pre-Soviet restrlct~ons on the economc actlv~ties of women In order to 
achieve the necessary expansion of the sector in Georgia, these gender-based impediments need to 
be addressed 

In the agricultural sector mcomplete land pnvattzation, the lack of tltle reglstratlon and a scarclty 
ot agricultural credit severely limit the potential for accelerated growth Even with the realization 
of the benefits of increased cred~t availability, land privatization and titlmg, Georg~an farmers will 
need to learn how to operate their farms as businesses in a competitive economy Access to 
bus~ness adv~sory services w~ll enable acqulsltlon of such knowledge 

The perception of many Georg~ans 1s that the substantial economic restructur~ng that has taken 
place has had little practical benefit for the great majorlty of people This perception has led many 
to questlon the value of reforms and has strengthened the hand of those forces opposed to 
lndrhet reform Furthermore what benefits that are seen to flow generally are believed to be 
l11111ted to the cap~tal city of Tblllsi and concentrated in the hands of the nornenklamw and others 
uho\e success has not been based in competing on a level playing field To address these and 
other sirnlldr concerns USAID mends to pursue enterprise-level interventions in selected 
geographic reyions outside of Tblllsl whlle continuing ~ t s  support of reforms rule-of-law and 
restructurmg at the central level 

For c \mple  In Hungan women have started 40 percent of all neu businesses created slnce 1990 In 
Polnnd i h  percent of all reglstered SMEs are women-owned In Russla 38 percent of 1998 EBRD small bus~ness 
Timd ioms went to women 



3 Results Framework 

A Causal Linkages 

7 he] e is dgreement thdt recent economic progress in Georgia has in large part been dnven by 
pr ibnte sector lnitlatlve The SME sector has been the centerpiece ofthls achievement There is 
n l w  ng~ee~nent that the prospects for contmued growth m the SME sector are highly promising 
Recogniz~ny the importance and potential of SMEs in Georgia, particularly in terms ofjob 
LI  ention and Income generation, USAID wlll focus much of its attention under SO 1 3 on how to 
Improve the performance of the Georgian economy through SME development 

When preparmg a results framework for accelerated development and growth of private 
enterprises a challenge for USAID was to select a number of necessary and sufficient conditions 
that will set In motion or accelerate changes needed to promote a sustainable SME sector To 
ldenttfi those conditions, a range of factors was assessed for their potential contribution to SME 
growth in the Georgian context Based on this assessment, four major Intermediate results were 
selected increased access to credit by SMEs and rmcro-entrepreneurs, reduced transaction costs 
for enterprises fbnctioning land and real estate markets to support SME growth, and 
~dentificat~on and facilitation of selected agribusmess opportunities The rationales for 
e~nphas~zmg each of these priorities are briefly discussed below 

IR 1 3 1 increased Access to Credtt bv Doinestlc SMEs and Micro-entrepreneurs 
There IS consensus that SMEs in Georgia need credit both for short-term working capital and 
longer-term Investment The traditional banking structure continues to be ill-equipped to service 
CME cred~t needs Thus while continued assistance to modernize the banlung sector will be 
Important alternat~ve approaches to extending credlt to SMEs need to be identified and 
p~ ornoted This 1R wdl make available a vital component required for private enterpnse growth 

IR I 3 3 Reduced Transactions Costs for Enterprises 
H~gh transactions costs for private busmesses in Georgia have been a major constraint to 
accelerated econoinic growth These transactions costs result from the registration in process and 
d u d e  interaction wlth twenty agencies, notonzation of numerous documents and application to 
the local courts Addlt~onal transactions costs arise out of an arbitrary and corrupt taxation 
system and a f a h r e  by the judlclal system to provide speedy and honest dispute resolution Since 
transactions costs are in large part determined by the policy legal, and operating environment for 
pribate businesses improving the legal and pollcy framework must be an integral part of any effort 
to reduce transactions costs Even though Georgia has made significant progress in the 
establ~shinent of a supportive legal and regulatory environment for private sector development, 
much relnarns to be done An Important result under t h s  IR will be to strengthen t h ~ s  effort, 
~ncl uding assistance in ad~n~nistering exlsting and future laws and regulat~ons more effectively 

1R I i 3 Functionm~ Land and Real Estate Market to Support SME Growth 
1'1 Ibnte ounersh~p of agr~cultural and enterpnse land IS critical in facilitating investment allocating 
r t w u ~  ces more efhc~ently and semng financing opportunities through the use of land as collateral 
nnd through real estate mortgages In addit~on to continuing land titling and registration in both 



the ~ndustnal and agr~cultural sectors, the Mission plans to work with the nascent real estate 
brokers sector to develop Self-Regulating Organ~zations (SROs) in residential, industrial and 
ngricultural real estate These SROs w~ll be voluntary and independent of government ~nfluence 
This IR  w~ll add s~gn~ficantly to efficiency and productivity in SME operations 

IR 1 3 4 Selected Aor~busmess Op~ortunities Ident~fied and Fac~l~tated 
4lthough th~s  IR supports activities In all sectors ~ncluding the rnanufactunng and service sectors, 
US AID believes that cap~talizmg on agr~business opportunities in Georgia wlll pay hgher 
dwdends ylven Georgia's trad~tlonally strong agr~cultural sector and assessment reports 
~ons~stently ~nd~cating strong growth potential in this sector Part of USAID assistance will be 
de~oted to bulldmg agrtbusmess partnerships It 1s expected that such an effort will not only 
\ t ~  ensthen U 5 dnd local interests but it  will also contribute to the long-term vital~ty of Georgia's 
pl lbnte-\ector dnd national economy 

The tollow~ng critical assumptlons are made in assessing this SO 

Bas~c securlty and pol~tical stab~lity will be ma~ntained 

Development partners -- particularly the World Bank, P C ,  EBRD, UNDP the Britlsh Know- 
How Fund and World V~sion -- will contmue to support Georgia's lncreasmg SME credit and 
tramng needs 

SMEs are expected to be the fastest and least capital-intensive path to new jobs but with the 
exception of agriculture they are most likely to be In the service or non-tradables sector 
whlch earns or saves only limited foreign exchange Whde t h s  bias potentially leads to 
unbalanced growth and chronic shortage of foreign exchange, it is assumed that growth in 
tradable agr~cultural commod~t~es and the recovery of some large industrial unlts w11l provide 
the necessaw foreign exchange to fuel growth In SME employment 

5MEb ~ncludlng dgr~culture wdl pay their falr share oftaxes 

The r d  In each of these assumptlons relatwe to ach~eving SO 1 3 has been taken into account In 
preparation ot the results framework 

4 Progress to Date 

A Overall Progress 

In the br~ef per~od of 18 months, durmg which USAID'S market reform program has been 
operatiny much progress has been made in Georgia in terms of the enactment of economic reform 
legislation in the areas of tax and fiscal pollcy accounting enterprise land pnvatlzatlon and 
registration and securities and entrepreneurship law 



Altlicx~gh most of the broad policy and legal framework is now in place much remains to be done 
regnrdlng the development of the capacity and will of the Georglan administrative and judlclal 
In\tltutlons to mplelnent the new laws Toward t h ~ s  end, USAID and its partners have imtiated a 
r dnge of trntnlng and demonstration activities including training In international accounting 
standards a major effort to tram the Tax Inspectorate, establishment and traimng for the Banlung 
and Fmance Academy of Georgla the ~mplementat~on of small, medlum, and mcroenterpnse 
cred~t actlvltles and demonstration projects for agncultural credit and other Inputs 

USAlD's comprehenswe market reform program is about halfway through its currently projected 
per~od of ~inpleinentation The rapid progress made so far on an assortment of economic 
restructuring initiatives has contributed to the creation of a market-oriented economy It is, 
however a fraglle foundation, budt of laws st111 only partially Implemented, and with enforcement 
Iimlted by the embryonic capabil~ties of the appointed enforcement ~nstitut~ons 

B Econom~c Policy and F~scal Reforms 

1'1 oyl ~ 5 5  / o w l  d WOI Id Trude Organrzatron Acc~?s~ron - USAID has been worlung with the 
GOG to brmy varlous aspects of its tax code and other laws in line with WTO requirements 
Desp~te a few problem areas Georg~a remains on the "fast track" for accession to WTO by the 
end of 1999 

/ ( I \  LIIIU' I I\LLI/ liefoim - Georg~a has one of the lowest tax compl~ance rates in the world, 
resulting In one of the world's lowest rates of tax revenue in relation to GDP Consequently, the 
wbernlnent has faced serlous and chron~c budget deficits while the ease of tax evaslon has 
L 

encouraged corruptton and cyniclsm regarding the rule of law and the official commtment to 
entorcement USAID and ~ t s  partners, including the U S Treasury Department, have moblllzed 
tax and budget spec~alists to facilitate implementation of the country's revenue mobilization effort 

[ I f  h m  I.mJ PI ~~xrfrzatrorr - Parliament has passed a land law declaring that all land associated 
w~th  private enterprises automat~cally is owned by those enterpnses The government also has 
approved mplementing regulations that authonze the reglstratlon of ownership of such land 
Titles for urban enterprise land have been Issued and a market for urban enterprise land has begun 
t o  operdte 

&I I L I I ~ I I I ~  611 I L I I I ~  PI I V L I / I X I / I O ~ ~  - Beginning in 1993 residents of former state farms were 
nllocnted ngr~cultural lands In addltlon to their house plots To date, titles have not been Issued 
o r  regbtered in a way that allows these small-holder lands to be legally sold leased or used as 
~ollnterdl US AID has demonstrated that ~t 1s poss~ble to survey title and register small-holder 
plots nt a cost of about one dollar per parcel Once an Executive decislon IS made, about 400,000 
pnrcel~ can be tltled and registered In elght months 

I ) /  1 1  ul~z~~trotr of 91 ategic. Errterpr I J ~ J  - USAID has worked closely with the worlung groups for 
se\ era1 strategic prlvatizatlon lnltlatlves, assisting in the development of falr and transparent 



tender procedures and other cond~tlons necessary to attract potentlal ~nternat~onal Investors Of 
the three strateglc enterprlses targeted (Pot1 Port state-owned telecommunicat~ons assets, and 
Telasi Electr~c D~str~but~on Company), only Telas~ has been successfLlly prlvat~zed It was 
purchased In December 1998 by the Amencan firm, AES Prwat~zat~on of Telaa, a company that 
wpphes electr~c~ty to the cap~tal of Tbillsl and ~ t s  envlrons has demonstrated that the government 
intends to serrously pursue its strategic prlvatlzatlon program 

D Bdnkmg and Accountmg 

- 1 ~  i o//11/1/1g lk folm - Momentum has been establlshed regardmg the consolrdatlon of var~ous 
profeswnal assoclatlons of aud~tors bookkeepers and accountants Into a Self Regulation 
O~gnn~zdt~on (SRO) with Increased profess~onal standards of membership and servlce 
Interndt~onal Accounting Standards (IAS) have been adopted Intenswe training has taken place 
to convert a broad spectrum of Georg~an enterprlses to IAS from Sov~et-era accounting methods 

( 0177n7er L I U I  Hankeu' Trarnlng - USAID has provided tralmng, retralnmg, and educatlon to 
bankmg executives management, and technical staff With USAID support, the Banlung Finance 
Academy of Georg~a has been establlshed and operationalized through a tralrung-of-tramers 
program The academy provldes a broad range of banlung courses, includmg cred~t, accountmg, 
and operat~ons A computer-based tra~nlng program (Bank-Sim) has been licensed for use in 
Georg~a T h ~ s  s~mulat~on program adheres to best practices as determned by the Amencan 
Ban kmg Assoc~ation 

H t r r r k ~ ~ r ~ ~  51pe1 wwrl wwd 5e~ure Ektronrc Payment  system^ - Progress has been made in 
helpmg move the Georg~an banklng system Into the electronlc age so that ~t can respond 
etlectwely to the requ~rements of private-sector cllents USMD has asslsted the National Bank of 
C~eorg~a (central bank) to establish the mformat~on technology systems necessary to ensure ~ t s  
nb~l~tv to ~ntertace w~th the cominerc~al banklng sector Assistance from USAID's Information 
Kewu~ ce Mandgement Office (IRM) has prov~ded the Nat~onal Bank w~th  computer~zed banking 
tunctions data securlty and partlclpatlon In electron~c transfer payments through systems such as 
5 W 1 FT d worldwde bankmg electronlc payment system Addlt~onally, an mtegrated accounting 
svsteln and electronx mterbank payments system 1s belng established to prov~de technical capaclty 
tor real-tme settlements and payments withln Georgla A US AID banlung sector assessment 
team carr~ed out a banklng sector revlew and recommended the development of a banlung 
supervlslon program to help restore publlc confidence In the banking system and improve ~ t s  
efic~ency 

E Support for Private Enterprise Development 

( L I ~ I I L I I  MLU keir - USAID supports the mobll~zat~on of financial resources for pnvate enterprise 

by asslstlng In the development of a securltles market W~th USAID asslstance a new securities 

law was formulated passed by Parhament and slgned into law by the Pres~dent USAID'S partner 
the Barents Group also has prov~ded technical assistance for the professlonal~zation of 
~ndependent share reglstry management and has carr~ed out related extenswe public educatlon 
nctlvltles throughout Georg~a In addmon Barents conducted a successfid tender to select a 



qunlitled entlty to become the primary stock exchange in Georgia, and have developed a draft 
decree and enabling acts for establishing the securities commission 

/ I ~ I L I I I L I U I  \CI w e )  - USAID partners, Shorebank Advisory Services and FINCA International, 
have established models of successfbl lending to small, medium, and micro-enterprises FINCA 
successfidly has introduced micro-credit lending and has already established itself as the market 
leader In this area During the fourth quarter of 1998, FINCA disbursed over $450,000, lending 
at the rate of 1 000 new clients (75% women) per month with an average loan size of $85 
Arrearages stood at only 1 percent of the portfolio at the end of 1998 Shorebank, operating in 
Tb~lls~ and In the regions, 1s providing both capital and advisory services to Georgian commercial 
bdnhs for onlendmg to small businesses with loans in the range of $1 000 to $500,000 The 
buccess of these two credlt programs provides a foundation for an expanded program to develop 
n broader capaclty In Georg~a for the provision of financial services to prlvate enterpnses 

H I I \ I I I ~ \ \  A \ W L I L ~ / ~ O ~  - Through its partner ACDIIVOCA, USAID has established a successfbl 
program that IS helping to transform agricultural cooperatives into modern associations providing 
bus~ness serwces and credit to members Several of these associations are now providing 
ngr~cultural credit and w~ll soon prov~de assistance in secunng agricultural inputs for their 
~neinbers An mportant accompllshinent is that loan repayment rates exceeded 98 percent even 
d u ~  ~ n g  a ditXcult agr~cultural season Ind~cative of Georgia's agricultural potential, once 
appropriate servlces are in place one group increased the amount of land under production by 35 
percent and increased employment on their fields by 93 percent in companson to prevlous years 
Charging Interest rates of 24 percent plus a 3 percent service fee for the association, these three 
associations are on track for financial sustainability 

Additionally through the Eurasia Foundation USAID has facil~tated the development of business 
nnd profess~onal assoclatlons by awarding grants to these nascent orgarvzations These 
organlzatlons will provide services to their members as well as advocacy for issues important to 
the~r respectwe sectors 

5 Program Approaches 

Beg~iin~ng In FY 2000 USAID will move decisively to support those initiatives that can rapidly 
nnd d~rectly demonstrate the practical people-level benefits of a market-oriented economc 
\vstem By that tme most of the broad economic reform program will be established Although 
there certainly wdl be further work needed Into the new century especially regarding tax reform 
nnd prlbntlzatlon ~t 1s Imperative that the benefits of reform be experienced by a larger segment of 
the population USAID's mternatlonal donor partners -- espec~ally the World Bank EBRD, and 
the IMF -- are expected to heep up the pressure toward full ~mplementation of economc reforms 
Although USAID wlll contmue ~ t s  current work in the areas of land pnvatization, banking 
supervlslon financ~al servlces and regulatory reform, it will focus such efforts under this SO to 
d~rectly support the accelerated development of prlvate enterprises 

Before the start of the new strategy USAD will develop a broad SME program that wll be 
further defined during FY 99 These approaches will build on the experiences of the many NGO 



p~ ograms currently underway In Georgia and will apply the lessons learned by USAID in other 
EW l countries The approaches will lnclude the general areas of credit and banlung semces, 
decelopment of local capacltv for busmess servlces and tramlng, and creatlon of the enabling 
einlronment for business by working through assoc~atlons and with local governments Special 
attentlon wd be focused on the part~cipatlon of women entrepreneurs expanded outreach to the 
i eyonc md opportun~ties In the agricultural sector 

I R 1 ? I Th~s  component will lnclude provision of loan knds as well as technlcal assistance to 
implement the program An ~mportant element of the approach 1s that ~t will focus on provldmg 
credlt to enterprises outs~de of Tbil~si -- especially, but not exclus~vely, In western Georg~a 

1R 1 3 2 To reduce transact~ons costs for enterprises USAU) wdl focus its attentlon on three 
nreas 

lrnprovmg the laws and regulations governing the SME sector 

Asslst~ng the commercial banking sector to address enterprises' financlal needs, and 

Helpmg busmesspersons to form and manage busmess associations that are capable of 
provtdmg servlces for the~r members and of lobbying for their sector's Interests 

1'5 41D plans to award a grant to a major non-profit organizat~on worlung in SME support 
activities who wdl take the lead In providing a range of technlcal assistance and tralning as well 
a\ prov~de oversight to the credlt portfolio USAID and ~ t s  partner will work closely w~th  a 
number of newly established Georglan NGOs and ~nternat~onal groups actwe in the field of small 
and inedlum enterprise support The program wdl focus on three areas (1) buildlng capaclty of 
lnd~yenoub orgdnizat~ons to overcome pol~cy legal and regulatory impediments that d~scourage 
prlbate enterprlse growth and development, (2) assist development of business assoclatlons and 
other local business support entlties that can provide technlcal assistance, tralrung, and technology 
trdnsfer to SMEs on a sustainable and long-term basis, and (3) provlde greater access to cred~t for 
lnlcroenterprlses whrch are the largest and fastest growing segment of the private enterpr~se 
economy and the one least integrated into the formal financlal sector These complementary 
actions wdl result In a comprehensive SME program targeted on creatlng jobs and generating 
Incomes for the average Georg~an both In Tbllis~ and in the regions 

I R 1 3 3 Follow~ng on the achievements in prtvatizing and reglstermg urban enterprlse land, 
USAlD wdl focus on mplementmg a program for agricultural land t~tling USAID'S partner, 
Booz Allen & Ham~lton will accelerate the ~ssuance and reg~stratlon of titles for small-holder 
plotb u m g  a smpllfied survey and registration process that will be free to the farmer This 
a c t ~ ~ i t y  1s expected to proceed despite resistance to thls approach by the State Department of 
Lmd Management whtch favors a more elaborate and precise survey that would delay 
I eslbtratlon greatly Increase the cost to cllents and slow rural enterpnse growth Land title 
I eglbtrdtlon will provlde an Incentwe to farmers to use this asset more product~vely, mcluding the 
powb~l~t \ i  ot u m g  ~t as collateral for loans 



IR 1 3 4 Although the SME program will support actlvities in all sectors -- services, 
manufacturing, and processing -- USAID views agribusiness as the sector most likely to benefit 
trom direct assistance to estabhsh larger enterprises, including posslble joint ventures, especially in 
areas outs~de of greater Tbllisi USAID's approach will be to work directly w ~ t h  selected strategic 

dgribusrness opportunities to facilitate the development of business plans, arrange for the requ~red 
mvestment or credit, and negotiate the path through government approvals and licenses 

6 Development Partners 

LISAID will contmue to coordinate its efforts with those of other multilateral and bilateral donor 
lnstltutions Overall however, the World Bank, the IMF, and the EBRD have played a l~rmted 
role 111 prov~ding technical ass~stance at the enterprtse level 

The1 e dre many Georgian organizations providing SME training and consulting support services, 
he~erdl ot them offshoots of International organizatlons, including USAID-fbnded actlvities 

The H L Y I ~ I P I ~ J  ~ I ~ I L E ~ L ~  A~uu'etny of Georgla, created w ~ t h  USAID ass~stance can be expected 
to continue to play a role in supporting increased eficlency of the banking sector 

( omlmla an organizat~on created by Save the Children, focuses on providing credit to 
women-run mlcroenterprlses 

l,t/kr established by ACDVVOCA, IS a Georglan foundation that establishes rural credlt 
unlons prowding basic business trainlng and credit 

1 he ( I ~ O I  p , r ~  Fede~ atzon of Pr oJe~ clonal Accountants nnd Audztors is a newly created (with 
assistance from USAID) association which bnngs together the former Bookkeepers Club and 
4ccounting Association They conduct accounting sermnars m 16 c~tles and towns for 
bus~nesspersons and for Georgian NGOs 

Hal / : o r / / /  conducts NGO management training programs and has expressed interest in 
p~ o ~ ~ d l n g  s~ln~lar servlces to business associations 

lhllt $1 \/u/e 1~\/1/1i/e (I# J , L O N ~ ~ I L .  Kelaf70n.s and T~ZIZJI  T e ~ h n ~ ~ a l  Unzverszty may jom forces 
to develop an MBA Program wlth support from Georgia State University and the Eurasia 
Foundat~on 

\MLllA established by EUITACIS, is now a Georgian consulting organization that assists 
busmesses to develop busmess plans 

Cred~t IS scarce In Georgia but a number of international organizatlons have stepped in to fill the 
gap at least for the medium term The World Bank has allocated US$6 5 milllon to establish 
cred~t unions with lending occurring excluswely through commercial banks The World Bank 
dlso has made ava~lable US$ 2 2 mill~on for lending to agricultural industries The International 
F~nance Corporat~on (IFC) has established varlous lines of credit w ~ t h  local banks to finance loans 



to smdll and medium enterprises The European Unlon's Regional Agncultural Reform Program 
uses counterpart funds from food aid to finance a loan program for farmers And a number of 
hGOs provide cred~t to mlcro-entrepreneurs The challenge facmg the development of USAID'S 
5bIE credit program w~ll be to add its own unique value maximizing the synergy among this 
Inr ge but uncoordmated constellation of assistance prov~ders 

Due to the many challenges faclng the nascent SME sector In Georgia, sustainabllity is not 
expected to be achieved within the four-year tlmeframe of thls Strategy By the end of the 
Strategy period a continued rel~ance on donor fknds for SME credit w1I remain Furthermore, a 
number of effectwe mtermedlate sewce orgamzat~ons and Georgian NGOs still will be partially 
dependent on donor finance and assistance However ~t is anticipated that the expansion of 
buslness opportunity espec~ally outside of Tb~lisi, will have paved the way for future sustainable 
growth of lnstltutlons that support development and expansion in the SME sector 



Str ntegrc Objectwe I 
Ccotiomrc Resti uctu~ mg 

SO 1 3 
Accelerated Development and Growth 

of Prwate Enterprlses 

I R 1 3 1  
Increased Access to Credlt by 

Domestlc SMEs and Mlcro entrepreneurs 
Tlmeframe 2000-2003 

Reduced Transactions Costs 
for Enterprises 

Tlmeframe 2000-2003 

Servlces Provided to 
Entrepreneurs and Enterpr~ses 

by Busmess Assoc~at~ons 

- 

- 

Functlonlng Land and Real Estate 
Market to Support SME Growth 

Tlmeframe 2000-2002 

I R 1 3 2 1  
lmproved Pol~cy Legal 

and Operatmg Env~ronment 
for SMEs 

IR 1 3 2 2  
lmproved Efficiency of 

Banklng Sector 

I R 1 3 4  
Selected Agr~busmess Opportunltles 

ldentlfied and Facllltated 
Tlmeframe 2000-2002 

Partners 
1 3 1 WB IFC NGOs, Parliainent 
1 3 2 EUITACIS, Colnnlerclal Banks, Parliament 
1 3 3 Mln of State P~operty, WE!, Local Gov't 
1 3 4 Pli\ ate Enterpr~ses, Caucasus Fund, Cornm'l Banks 



5 TR4 TE(r1C ORIECTIVE 1 5 
1 MORE ECOR,OMICALL Y EFFICIENT AND E h  VZRONMENTALLY VUSTAINABLE 
Elc ER(, Y SECTOR 

1 Statement of Strategic Objectwe 

While inlt~al USMD assistance Involved the provlslon of crltlcal equipment and he1 supplies, 
future assistance will bulld upon more recent lmtlatlves that have focused on econormc and legal 
retorm It IS expected that these efforts will lead to enhanced sector sustainability through (a) 
~ncreased pr~vate sector partlclpat~on, (b) hlgher economic effic~ency, and (c) greater attention to 
env~ronrnental cons~derat~ons USAID expenence and continumg leadershp m buildmg Georgia's 
enel gv sector to become more efficient provldes the centerplece for SO 1 5 Along with hrther 
prlbatlzatlon of the supply s ~ d e  of energy and establishment of a market-onented legal and 
regulatory system the SO will begin to more directly address environmental aspects of the energy 
Lector 

The Georyan energy sector has been weakened by (a) the d~ssolutlon of the Former Sovlet 
1111011 and ~ t s  energy tradlng relat~onsh~ps (b) c~vtl d~sturbances that led to disruption of the 
enei yy and fuel supply network and (c) h~storically low energy pnces and low collect~on rates 
that have both promoted excesswe energy use and resulted In low revenue collection Insufficient 
revenues have faded to cover inamtenance and Investment needs as well as the cost of imported 
tuel 

The two energy sub-sectors w~th  the greatest Impact on the Georglan economy are the electric 
power and 011 sub-sectors Whlle the electrlc power sub-sector provides vltal servlces to prlvate 
residences and Industry the 011 sub-sector has geo-strategic importance due to the development of 
011 reserves In the Azerba~jan area of the Casplan Sea Gwen ~ t s  role In the provision of he1 for 
the generation of electrlclty the natural gas sub-sector also is Important Major features of the 
three sub-sectors as they affect Georgia are summarized below 

A Electr~c Power 

S~nce electr~c~ty is the major energy source both for llghting and for space and water heating, the 
con\tnnt d~srupt~on and shortage of electr~cltv adversely affect almost all of Georgia's five rmllion 
~itiLen5 W ~ t h ~ u t  ndequate suppl~es of electric~ty indlv~duals busmesses and government 
In\tlrutlom aut'fer economc loss and personal hardshlp As a result more expenswe and 
en~~~onnientally damagng energy sources such as kerosene gasoline and diesel he1 are used for 
power generatlon In addlt~on predolnlnant rellance on wood as an energy source In rural areas is 
lead~ng to deforestation 

Although the country's Installed capaclty of 5 200 megawatts (MW) -- consistmg of 2 800 MW 
of hydroelectr~c sources and 2 400 MW of gas or mazut (he1 011)-fired thermal power sources -- 



IS  relat~vely large Georgia's generation sources currently are producing at only 20 percent of 
~nstalled capaclty This is due to the deterioration and canrnbalization of thermal and hydro 
fnc~l~t~es  as a result of poor maintenance and a lack of fimds to upgrade the physical plant The 
Lev Gardaban1 thermal power station has been plagued with mecharucal and other problems over 
the past yedr In December 1998, a recently refbrbished 300 MW unlt caught fire and was taken 
out of product~on temporarily This major station currently is running at less than full capacity 
H o w e ~ e ~  4tnt-t-up ot n new 300 MW Unit will be commissioned in April 1999, which together 
f i l t h  hydropower generation should bring 24 hour electricity to the entire Tbilisi area Still, 
~ o n s ~ d e n n ~  nll sources of electricity -- domestic and imported -- there is insufficient supply to 
meet nat~onw~de demand on a 24-hour basls 

The Georg~an energy sector suffers from inefficient operation, inadequate planmng, poor billing 
prnctlces low collection rates and a rapidly deteriorating physical plant The cost of upgrading 
these facilit~es to international standards is estimated at over $1 bill~on 

Even though the separation of the monolithic state electnc enterpnse (Sakenergo) into generation, 
transmission and distribution enterpnses has revealed the underlying inefficient cost structure of 
each segment it also has created coordination problems and new inefficiencies resulting from 
r~valries among the new enterprlses The creatlon of 65 murncipal electric distribution umts 
produced enterprises that lack the benefit of economies of scale Also, since electnc~ty pnces still 
nre below long-run inarglnal cost and collections are very low state enterprises do not have the 
necessary resources to upgrade or rehabilitate their Infrastructure 

Although rehab~litat~on of the physical plant, energy cdnservatlon measures, and collection 
~mproveinent have lagged progress in ~nstitutional, legal and regulatory reform has laid the 
:I oundwork for prlvatlzatlon With passage of the Electricity Law in 1997, and establishment of 
the Cleoryan Yational Electr~c Regulatory Commission (GNERC) the legal and regulatory 
mechnn~sms are In place to facilitate privatization of the electncity sector 

Pr~vat~zat~on ot Telas~ the Tbilisi area municipal electrlc distribution enterprise, in December 
1998 demonstrated that electricity sector enterprises mght be attractive to international 
companies To expedite the privatization process, the World Bank has placed pnvatization of all 
electricity d~stribution and generation enterprises, except those in Abkhazia and Ajaria, as a 
condition precedent to disbursement of a proposed $25 million Energy Sector Adjustment Credit 

B Natural Gas 

H~stor~cally natural gas has been the single most important energy source in Georgia, accounting 
for over 70 percent of the country's primary energy use in 1989 Gas was used for industnal, 
commerc~al and residential purposes After the breakup of the Soviet Umon and begmnrung in 
1992 the prlce of mported natural gas rose by 2 500 percent, w ~ t h  severe adverse effects on the 
Geo~  yan economy Domestic natural gas reserves are estimated at 98 billion cub~c meters (bcm), 
w ~ t h  0 3 bcm produced In 1998 



Due to rnountlng payment arrears of more than $400 million Turkmenistan stopped supplymg gas 
to Georg~a on credlt As a result the gas transmisslon sector in Georgia has been underutihzed 
and In most areas gas d~str~but~on to resldentral and small cornrnerc~al customers has been totally 
d~scontmued Since there IS no effectwe metermg or collect~on of bllls from residential and small 
co~n~nerc~al  customers revenues are not suffic~ent to pay for gas imports from Russ~a and/or 
Turkmenistan or to rehabil~tate the d~str~but~on system 

When hnds are avadable some natural gas stdl IS ~mported, pr~nc~pally for power generation at 
the Gardaban] thermal power plant and for major mdustr~al faahtles, such as the Rustav~ 
~netnllurg~cal plant However annual natural gas consumpt~on has dropped from a h~gh of 6 2 
bun per year In 1989 to an estmated 0 8 bcm per year In 1998 The state-owned natural gas 
t r  nnbportatlon enterprlse Saktransgasmretsvl currently operates the transrmsslon system The 
newly ~redted Georyan Gas lnternatlonal Company (GIC) has taken over p~pel~ne ownership 
from Snhtransgasmretsvi pursuant to a pres~dentlal decree However there is disagreement 
between these two entitles over ownersh~p transfer 

51m1lar to the power sector the natural gas sector has been separated into transmisslon and 
d~str~but~on enterprlses Th~s  separation has revealed the sector's underlymg ~neffic~ent cost 
stlucture The gas d~strlbut~on system was krther segmented Into seven large and several small 
mun~c~pal natural gas dlstr~but~on enterprlses most of wh~ch are too small to operate effic~ently 

Smce the d~strlbut~on and transmiss~on system 1s In an advanced state of d~srepa~r mvestments of 
over $250 m~ll~on are needed for rehabhtat~on and upgrade Present tanff rates for gas 
translnisslon and d~str~but~on servlces are too low to generate the revenues necessary to 
rehab~lttate the system Leg~slation 1s pending to regulate the gas industry accordmg to cost-of- 
servlce pr~nc~ples 

Desp~te these constraints d~strtbutlon servlce now 1s bemg restored in some areas after seven of 
the largest dlstr~but~on enterpr~ses were prlvat~zed In 1998 However, prwatization of these 
enterprises was not based on a transparent well-advert~sed, mternat~onal tender procedure, and 
the largest gas d~str~but~on enterprlse coverlng the Tb~llsl area recently had ~ t s  prlvatlzatlon 
I e~ersed tor not Ineetlng contract cond~t~ons 

E\t~mnted proLen 011 rewxes are 12 million tons and probable reserves are estimated at 580 
m~ll~on tons colnprlung ; S3 m~ll~on tons onshore and 197 mill~on tons offshore However, recent 
estlrnates by fore~gn companies mdlcate that reserves are likely to exceed these estimates Current 
o ~ l  product~on amount, to about 130 thousand tons annually 

Quest~ons related to all aspects of production-shanng agreements wlth foreign 011 compames that 
were not h l l y  conslstrnt L L I ~ ~  the Georgran Constitution and other Georgian legislat~on have been 
resolved w~th  the passage of the Georg~an Law on 011 and Gas in April 1999 T h s  law has 
prov~ded legal clar~tb together w~th  the wlde array of llcensmg and related requ~rements necessary 
to attract fore~gn investment The law prov~des for the right of ermnent domain to ensure that 



petroleum product~on can be transported across private land w~th  market compensation to 
owners for nccess to existing pipelines for new crude oil and natural gas production, and for 
~nternnt~onal arbitrat~on of contract d~sputes The new law also established a hlly empowered 
\~ngle competent author~ty to negot~ate contracts and slgn agreements, lssue l~censes, and regulate 
the ~ndustry Passage ot th~s  leg~slat~on vahdates exlstlng production-sharrng agreements 

Led by major western 011 companies such as Chevron, Mobll, BPIAmoco, Shell and Exxon, the 
mternational 011 mdustry has targeted the Casp~an region as a potentially r~ch  source of 
hydrocarbons W~th ever-lncreasing production activity both onshore and offshore in the Caspian 
Sea the surroundmg countries, emerging from recent Soviet dominance, are bemg encouraged to 
harmonize their collective regulatory policles Requ~rements include establishing new mdustry 
regulations and env~ronmental protection of an ecosystem that remams under lncreaslng pressure 
tollowlny a long hlstory of neglect and abuse 

Georgia has an agreement with the herbaljan International Operatmg Company (AIOC), the 
~nternat~onal oil company consortium created to transport oil from the Casp~an Sea area to world 
markets to build a p~peline for transport of so-called "early oil" from herbaljan The Georgan 
lnternat~onal 011 Company (GIOC) was created w ~ t h  the spec~fic alm to serve as a counterpart to 
A1 OC In early od transportation The early oil p~pehne from Baku, herbaljan to Supsa, Georgia 
was completed and commlssloned in Aprd 1999 It is expected to carry about 200,000 tons per 
vear 

AIOC 1s completmy studies on the Main (oil) Export Pipelme (MEP) and is cont~nuing to 
negotiate p~pelme routes The World Bank has prov~ded financmg for a feasib~l~ty study 
~nclud~ny options for a line to Ceyhan Turkey The MEP route decls~on, originally expected in 
the tall of 1998 has been delayed due to record low crude-011 prices and hlgh cost est~mates for 
the U S -backed Baku-Ceyhan hne No final decision has been made yet on a p~peline route 

3 Results Framework 

A Causal Linkages 

The Mlss~on goal of creatmg a stable market economy depends, among other things, upon 
establ~shing an efic~ent energy sector which includes rel~able availability of market-pr~ced oil, gas 
and electr~c power Energy 1s one of the essential budding blocks requ~red for nat~onal 
development 

5 0  I 5 has four lntermed~ate Results necessary to achieve the objective of economc efficiency 
nnd en~~ronmental sustamabdity In the sector They are (1) ~ncreased prlvate sector participation, 
( 2 )  a legal and regulatory climate conducive to private investment, (3) a sound set of 
en\~~onmental laws and regulat~ons In place and (4) increased efficiency 

I K  I 5 I Increased Prwate Sector Participat~on in the Enerq  Sector - 
Onh through pr~vat~zat~on can the necessary investment fimds be generated to bring about a full 
rehab~l~tat~on of the energy sector and create a viable commercially sustainable industry To 



ensure that pr~vatlzatlon of the Georgian energy sector is sustained, USAID will provlde t echca l  
mlstance to GOG ministries and regulatory bod~es In evaluat~ng b~ds  and contract terms offered 
by mternat~onal and doinestic private investors USAID wlll help ensure that an attractwe 
investment clmate IS present In the petroleum and p~peline sectors for potentla1 mvestors by 
dcslstlng the Qoverninent and state 011 entlties In preparmg laws and regulations that fac~litate 
transparency are easy to understand and farly administered 

I R I 5 2 A Leqal and Regulatow Environment More Conduc~ve to Private Investment In the 
Energy Sector 
Pri~atizat~on and more effic~ent energy ut~llzat~on will not occur w~thout supporting leglslat~on 
nnd regulations I t  is therefore essentral to continue to asslst the GOG rn drafting laws and 
I egulations and to budd the capacity of government ministries Parl~ament and regulatory bodies 
to nch~eve these results 

1 K I 5 3 Environmentallv Sound Laws Adopted and Implemented rn the E n e r g  Sector 
To linprove air qual~ty In Georg~a a phase-out of lead in gasolme will be requ~red Ths  effort wdl 
Improve the health of all citizens especially children Other environmental protection measures 
will be needed to protect the environment in proxlm~ty to oil and gas transit pipelines and the 
Georg~an Black Sea coast if offshore 011 and gas exploration and development are undertaken by 
mternat~onal 011 companies 

1R I 5 4 Increased Eficiencv in the Enerv  Sector 
Increased effic~ency in electricity generation and d~strrbution gas transmsslon and dlstnbutlon, 
and in water and space heatlng wdl be major components of a sustainable energy sector m 
Georya To ach~eve this important result, technical assistance to GOG rmmstries, state-owned 
electr~c~ty and gas transm~ss~on enterprlses electricity and gas d~str~bution enterprlses and the 
eiectrmty and natural gas regulatory commission wlll be needed to fac~litate conservat~on and 
~ndustrv rehab~l~tation Energy ef'iiclency also w~ll be enhanced through regional cooperatlon 
mong  Georg~a Armenla and Azerbaijan to Integrate then- electr~city transmission systems 

B Crit~cal  Assumptions 

i\diwement of SO I 5 1s contmgent upon the following assumpt~ons 

The GOG cornplles wlth World Bank Energy Sector Adjustment Credit condit~ons These 
requirements cons~st of ( I )  passlng petroleum legislation that meets mternational investors' 
requ~rements (2) arnendlng the Electrrcity Law of 1997 to expand the regulatory authority of 
the Georglan Nat~onal Electr~c Regtlatory Comm~ssron to include gas supply, transmission 

and d~strtbut~on and (3) adoptmg wholesale electnclty market rules that promote electnclty 
generatlon competltlon 

The GOG complles w~th  World Bank Energy Sector Adjustment Credlt conditions to privatize 
the electr~c~ty and gas distrlbutlon systems and the electricity generatlon fac~lities by the end of 
the year 2000 The GOG creates a hlly hnct~onlng one-stop-shop entity wlth the authonty to 
negotiate and slgn contracts Issue llcenses and regulate the Industry based on internat~onal 



pet1 oleum ~ndustry standards and procedures The GOG makes transit fees for the MEP and 
gas trnnslt plpel~nes cost-based and consistent wlth mternatlonal norms 

The GOG adopts long-run marginal cost-based tartffs m the electrlcity and gas sectors, 
develops cost-effective energy conservation standards and programs, and authorizes the new 
Electnc~ty and Gas Regulatory Coinm~sston to recover conservat~on program costs in 
customer rates 

4 Progress to Date 

USAlD's assistance has contributed to several important milestones in the restructuring of the 
Georgian energy sector Sigmficant legal and poltcy reforms have been implemented, a major part 
of the sector has been prtvatized and a successfbl pilot program has provided a demonstration of 
the benefits and workabhty of privatization of energy dlstnbution fhctions 

l(rfol HI of ihr Legd h~ ~ ~ r n e w ~ r k  - A modem electricity law was enacted tn 1997 estabhshng the 
Geory~an National Electnc~ty Regulatory Commission The Comrmsston has developed 
reyulat~ons and rate methodologies that provide a stable and transparent regulatory chmate, whle 
rnlvng rates to recover the costs of serving resldenttal and mdustrial customers 

/ ' / I \  LIIIZLIIIOII of /he / ~ I L I \ I  1 h . 1 1  ICIIJ I)IW I ~ I A ~ I O I ~  Enterp~lst! - The newly establtshed modern 
leynl nnd reyulatory framework was instrumental in making Georgia's electricity sector a good 
Investment opportunity An American mvestment-banlung firm IS under contract w ~ t h  the 
Government of Georgla to help pnvatize the electricity sector through a transparent tnternattonal 
tender process W~th assstance from a USAID technical partner, the Tbillsi area state-owned 
electrlcity distribution enterprise Telasl, was successfidly privatized 

Pr~vat~zation of Telasl is a giant step in leading the electricity sector into the fbture Although 
electrlc~ty supplies still are not available 24 hours per day, tmprovements m service conttnue to be 
made international power purchases have added to supplies from domestic hydroelectnc and 
thermal power plants This prlvatizatlon effort wtll bnng a $94 million infbsion of capital needed 
to rehabhtate and upgrade the distribution system Plans are underway to carry out the 
prlvatizatlon of reinalning state-owned distribution and generation enterprises through a 
trmsparent mternational tender process based on the successful Telasi model 

I ' I  oc /ICLI/ I)PMIOII\II LYIIOII P r o p I  - USAID hnded a p~lot electricity meter relocation, meter 
I end~ng bdllng and collection demonstration project in Rustavi Georgta The project 
demonstrnted that appropr~ate management reforms publ~c educat~on modest equtpment repatrs 
nnd Improvements and polmcal colnmltment to cut off non-paying customers can lead to bill 
collect~ons of almost 100 percent In exchange for Increased supply and reltabtlity of electricity 
Potenrd Inbestors In Telas~ vis~ted this pllot project and the data gathered by USAID factored 
h e d ~ ~ l y  Into b~ds  they submitted Prlvat~zatlon of the remaining distrrbutlon enterprises IS 

xheduled for late 1999 These enterprises will be more difficult to pnvatlze than Telas~ because 
ot the~r rural customer base 



1'1 o,y L' 5 5 I I I  Pet1 oleurn Tectov - Wlth US AID asslstance Georglan Law on 011 and Gas was 
enacted in Aprll 1999 The law encompasses all of the key elements encouraged by USAID Thls 
new legislation provides the legal basls to make Georgla attractwe for future oil and gas 
lmestlnents 

The prospects tor the petroleum sector have been improving steadily, indlcatmg an improved 
enblronment tor prlvate mvestment U S and Brltish companies recently have reported that there 
I \  a b~gn~f~cant potentla1 for 011 development In Georgla They estlmate reserves oftwo to three 
b~ll~on barrels 

/'//)L I I I I L  \ - 011 has started flowmg through the Baku-Supsa Early 011 Pipeline at a rate of 11 5 000 
bnrrel., per day However the dec~slon has yet to be made regardmg the Main 011 Plpellne route 
trom central Asla and the Casp~an Sea to world markets USAID and the World Bank will supply 
techn~cal assistance to the Georglan International 011 Company (GIOC) to negotiate an equitable 
and mternatlonally competitive plpeline translt agreement for the MEP 

nl~r~~uul  ( ~ a r  5e~tor \tdI Face& Huge Constraznts - In addition to poor physical plant condition, 
weaknesses In financial management and intemat~onally acceptable accountmg practices continue 
to plague the natural gas sector Training in financial controls and tra~mng for enterprise 
dccountants In Internat~onal Accounting Standards (IAS) has begun so that acceptable audlts can 
be performed to allow these enterpnses to qualif) for loans from mternatlonal donors 

In summary the energy sector now has the foundat~on of a modem legal and pollcy environment 

to justify receiblng the level of prlvate investment requ~red to put the sector back on ~ t s  feet again 
The tlrst major prwatlzatlon has signaled that the task has begun In earnest The Rustacl 
demonstrat~on project of prlvate electr~c~ty distnbut~on provlded a practical example of how 
 nete el s md d~sc~pl~ned revenue collection work In a prlvate system and showed that consumers 
nre w~ll~ng to pay for electrlc~ty consumed In exchange for reliable service 

C, Program Approaches 

Desp~te s~gnlficant progress much remams to be done to complete the legal framework, ensure 
that the new laws are fairly and fully enforced, assist wlth fbrther pnvatlzation, and show the way 
toward energy conservation and env~ronrnentally sound practices 

IR 1 5 1 To ensure that the prlvat~zat~on of the energy sector In Georgla contmues, USAID will 
provide technical asslstance to GOG ministries and regulatory bodles to support the divestiture 
process USAID also will asslst ~nvestment-banlung firms selected by the GOG to facilitate 
prlbatization lnvestors will be ass~sted In determining asset values and bldding requirements To 
Improve the mternational investment cllmate for petroleum and transit pipeline privatization, 
USAID w~ll prov~de technical assistance to ministries, parliament, the state oil company 
(Sdknavtobl) Georglan International Oil Company, and the Georgian Internat~onal Gas Company 
In order to draft appropriate laws and regulat~ons 



I R 1 5 2 To ensure that the baslc legislat~on and regulations are In place to hlly pnvatize the 
electrlclty natural gas, and petroleum sectors and to provide incentives to conserve energy, 
USAlD will contlnue to provlde assistance to the GOG in drafilng laws and regulations, and will 
prov~de tramng to build the capacity of Government mmlster~al, parhamentary, and regulatory 
bod~es' management and staff to ach~eve these results Regulatory agencles w~ll receive support 
to budd the capacity of management and staff through traimng, expert advice and study tours, so 
that these agencies will hnctlon as professional mdependent regulatory authorities in 2-5 years 

1R 1 5 3 USAID will asslst the GOG with development of a leaded gasolme phase-out plan in 
cooperatlon wlth the Mmstry of the Env~ronment, the Mlnlstry of Fuel and Energy and the oil 
companies 

To ensure that Casp~an Basm 011 flowmg through the Caucasus translt plpelmes and possible 
tu t  ure oflshore Blach Sea exploration and development are conducted m an environmentally 
d~ceptdble manner USAlD w~ll work w~th  the United States Energy Association (USEA) and the 
NGO Hor~zont~ In support of the Casp~an Environmental Partnership Program The pnmary 
purpose of th~s  program IS to provlde envlroninental regulatory asslstance to local regulators via a 
pnrtnerdi~p program w~th counterparts In the U S regulatory system Through exposure to 
uestern evperlence and methodologies, the intent IS to help local regulators develop, ~mplement, 
and ndm~n~ster effectwe and comprehensive envxonmental regulatory programs 

I R 1 5 4 US AID will prov~de technical asslstance to GOG mimstnes, state-owned electncity and 
gas transmission enterprises, electricity and gas dlstnbutlon enterprises, and the Electricity and 
Natural Gas Regulatory Cominiss~on to fac~litate conservation and rehab~l~tation of electr~clty 
yeneration and d~strlbution systems and gas transmssion and dlstr~bution systems USAID also 
will encourage NGOs to develop mformatlon programs to promote end-user conservation m 
wdter and space heat~ng Techn~cal assistance wdl concentrate on system evaluation and least- 
cost ways to achieve efic~ency increases ~n the electricity and gas transmsslon systems 
development of innovatwe rate structures to promote conservation of electric~ty and gas, and 
tundlng for information and conservation demonstration projects 

I'SAID also wdl explore the poss~bilit~es for reestablishing reglonal cooperatlon m electr~c~ty 
t~ nnmlmon systems The first phase will be to carry out analyses to estimate the potentla1 gams 
t~ om remtegratmg the reglonal systems Dependlng on the results of this study, USAID may need 
to conuder requestmg a partial exception to the restrictions currently In place regardmg asslstance 
to the Government of Azerbaijlan 

6 Development Partners 

USAID staff IS In nearly daily contact wlth various development partners, and has held detailed 
d~scuss~ons w~th them In terms of pr~orities the~r respective plans and assistance levels 
Government agencles and bod~es, NGOs, other donors and Georgian enterprises have been 
consulted on the development of t h ~ s  Strategy Thls close cooperatlon in the energy sector has 
led to des~gn of a results framework that reflects optimal synergy among partners 



4t the government level USAID wdl continue to work closely with the parhament, Min~stry of 
Fuel and Energy M~nistry of Environment and Natural Resources, Mmstry of State Property 
Mnnayement M~nistry of Just~ce, 011 and Natural Gas Regulation Agency, and State Department 
ot Lnnd Management Two Georgian NGOs, Horizont~ and the Georg~a Greens, will be partners 
in p~ omoting hn environmentally sound energy sector espec~ally through the Caspian 
t n v ~ i  onmental Partnersh~p Program 

The energy hector has a very high prlorlty In the programs of the international donors USAID 
closel) coord~nates its efforts w~th those of major bdateral and multilateral donors such as the 
World Bank the EBRD EUITACIS and UNDP For example USAID w~ll assist the GOG in 
meetlny the conditlonalities of a proposed World Bank $25 rmllion Energy Sector Adjustment 
Cledit USAID w~ll contmue to work closely w~th  the EBRD as it helps the GOG qualify for 
bank loans to upgrade the Engur~ Hydroelectric Power Stat~on the main source of electnc~ty m 
Georgia 

Prlvate energy enterprises ~nclud~ng American companies, plav an increasingly important role as 
investors and developers of Georgia's energy sector Contact and lia~son will be maintamed w ~ t h  
them since their corporate dectsions have an Impact on achievement of SO 1 5 planned results 

While it IS  not expected that Georgia will have a sustainable energy sector at the end of this 
srrnteyic planning perlod all elements of the results framework are des~gned to move t h ~ s  sector 
toward more economically sound and env~ronmentally sustamable conditions The legal and 
I egulatorv framework establ~shed for the energy industry provtdes the foundation for a system of 
plibdte ownership that will attract private fore~gn and domest~c Investment that will help to 
develop susta~nabll~tv In the energy sector over the long-term The creatlon of a modern 
electr~city and natural gas regulatory commission and the establishment of a one-stop-shop 
competent authority for the petroleum mdustry are aimed at developmg mst~tutions that w~ll 
nttrnct the ~nternat~onal mvestinent in the energy sector needed to help transform Georgia mto a 
modern economy 

In addlt~on, prlvat~zation of state-owned energy enterpnses will allow an effic~ent commercial 
approach to providmg energy to Georgia's c~tlzens The ehmmation of subs~dized energy rates 
throuyh the adopt~on of long-run marginal cost princ~ples for d~stnbution, transrmss~on and 
generation wdl ensure that energy is used efic~ently by consumers and that rates are hgh  enough 
to maintam and upgrade mfrastructure 

Adopt~on of cost-based rates also wdl ensure that energy is used efficiently, thereby reducing 
greenhouse gas emissions and natural gas and electnc~ty imports Scarce fore~gn exchange used 
tor energy imports instead will be used to bu~ld other sectors of the national economy Adoption 
ot stricter envlronmental Iiabhty laws partlctpat~on in the Casp~an Env~ronmental Partnersh~p 
Program IIEC s consenation program wlth the Georgia Green Movement and the phase-out of 
lend In yasollne will add ~aluable contributions toward making Georg~a's env~ronmental protection 

et'fol-ts susta~nnble 
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5 TRA TEG IC OB IEC TIVE 2 2 
I E6AL SYSTEMS' THAT BETTER SUPPORT 
IMPI, EMENTA TION OF DEMOCRA TIC PROCESSES' AND MARKET REFORM 

I Statement of Strateg~c Objectwe 

1 he frequently heard complamt that "Georgia is law rich and mplementation poor" reflects the 
gnp between leyalitv nnd reallty that Georglan cltizens face every day Building a civil society 
bnsed 011 the rule of law (ROL) requlres narrowing this gap SO 2 2 "Legal Systems that Better 
support implementation of Deinocratic Processes and Market Reform" supports overall Mission 
oblect~ves by empowering citizens through public awareness of their legal nghts and by 
supportmy leyal access inechanlsms to enable them to pursue these rights Also, increasing the 
cnpaclty of leyal mstltutlons for the effectwe, transparent, and fair implementation and 
enforcement of laws and regulations will lead to a more prosperous market-oriented democracy 
SO 2 2 in some ways can be viewed as the linchpin of the Mission's Strategy Building a solid 
basis for ROL is a necessary component of economic growth IR 2 2 3, in particular, IS a cntlcal 
component for the success of the Mission's overall goals, in that ~t provldes a legal framework 
that serves as the foundat~on for all reform 

Th~s  Strategy entails both supply and demand components The ROL approach to date has 
focused on the supply-stde by working with government reformers T h s  approach will contlnue 
nt n dower pace to meet a still exlsting need and to maintain Influence and consolidate 
Inbestments made at the national level However, demand-side activities that foster 
I esponslveness to cltlzens will increase as private sector capacity grows Such act~vlties must be 
appl~ed with carehl balance so as not to create unmet demands To ensure the greater Georgian 
publ~c d~rectl) benefits from reform laws the Strategy also targets reglons outside of Tbillsi 

On the posmbe side much of the legal framework to establish democratic processes and market 
reform IS In place Lan 5 supporting human rights democratic ~nstitutions, a market economy, 
nnd Crlln~nal and Cn 11 Procedure Codes have been passed The 1995 Constitution guarantees 
democracy separation of powers and an independent judiciary The Council of Justice (COJ), 
created In 1997 u i th  representatives from the Executlve Legislative, and Judlcial branches, guides 
the judlclal reform process The judicrary's role in the COJ should increase as the judiciary 
becomes ~ncreasingl\ competent honest, and independent 

The current Parl~al-nent represents a force for positive change and is relatively transparent and 
dccesslble H o ~ e \  er the Parliament needs to assume a stronger role in conducting oversight of 
the Executlve branch and ensuring the implementation of laws In light of the upcoming 
pnrllnmentary elect~onb th~s  area will require strengthening The Execut~ve branch has proven less 
t I ansparent and e f f e ~ t ~ ~  e than the Parliament The Jud~ciary IS in a state of flux The USAID- 
~n~tiated jud~c~al qualhcat~on examinations help ensure that competent judges are appointed to the 
bench based on merit but t h ~ s  process will take time and sustained polltical will to reach ~ t s  



ult~ninte objectwe Nevertheless judlclal reform IS already widely recogn~zed as the most 
wcce~stul of the reform efforts 

The legnl educat~on system IS  In disarray A plethora of unregulated law schools exlst Tbilisi 
5tnte Un~vers~ty the mam law school In the country, IS noted for its corruption Indeed, one of 
the most serious problems facing legal reform 1s the pervasive and systemic corrupt~on in 
government Human rights abuses represent another serious problem Whde the GOG has made 
some mprovements police and securlty forces continue to torture beat and abuse pnsoners and 
detamees force confessions, and routmely fabricate or plant evidence 

Full and equitable access to justlce does not exlst The judlclal system fails to provide elther a 
forum In which to seek and receive justice or a framework to resolve busmess and personal 
d~sputes There are several reasons why people do not use the courts Most cltizens see the legal 
svstem as ~nequ~table and favormg those with greater Income higher education and personal 
connections In part~cular they drstrust the legal system, are unfarml~ar with laws and the legal 
svstern cannot afford or access counsel and are faced with h~gh costs in filmg claims 

The challenge now hes In buildtng citlzen confidence In the legal system through the 
~inplementat~on and enforcement of laws and regulat~ons Meeting thls challenge w~ll help change 
the mmd-set trom the rules of the game to the rule-of-law 

3 Results Framework 

A Causal Lmkages 

USAID s new ROL Strategy Objectwe addresses the need to continue strengthemng key publ~c 
and pr~bate sector instltutlons such as the Judiciary, the Council of Justice, and the legal 
profess~on and will Inmate a new generation of legal reform measures that wlll reach beyond 
Tbhsl to targeted outlymg reglons Over the course of the strategic planning period t h s  SO wdl 
tocus on building the customer-demand-s~de of the ROL scale, producing a stronger balance 
between supply and demand that w~ll ultimately lead to a sustainable legal sector -- a goal that 
USAlD expects to ach~eve in the long-term, beyond the life of t h s  SO At the end of t h s  
m-ateglc period USAID mtends to help achieve a greater balance in this equation, Improving 
dccess to avenues for justice and enhancing the ~nstltutions that oversee justice Intermediate 
Results represent three key mterdependent prongs of the framework, all of whch are necessary 
condmons for accomplishment of the SO All three key IRs have direct links to the other four 
I I I I ~ ~ I O I I  SOs and several IRs withm those SOs 

i K  2 7 1 Access to Adm~n~strat~on of Justice -- 
I l l \  IR ~ d l  develop the demand prong of the framework by addressing the need to fill the gap 
betueen establ~sh~nent of a legal framework (IR 2 2 3) and full use of that framework by all 
(leory~ans ROL by defin~t~on cannot exist wlthout equitable access to the legal mechanisms that 
dre In place Th~s  IR aims to increase crt~zens' access to legal mechanisms, mostly through the 
support of private sector organizations on the cutting edge of legal reform, empowering cltizens 
to seek redress and obtain justice Ach~evement of t h s  IR will directly support accomplishment 



of the ~rnplernentation" element of the SO Human rights issues will constitute an important 
component of th~s  IR 

IR 2 2 2 Effectwe, Transparent, and Fair Public and Private Legal Sector Institutions 
Ths  IR along with the third IR, addresses the supply-side of the ROL equation by focusing on 
wpport of legal ~nstitut~ons such as the judiciary the Parliament, the Executive branch and the 
legal protess~on Strengthenmg and improving these institutions will help ensure that the demand 
t I ule of Idw IS met In dn effectwe transparent, and fair way Achievement of this IR will 
d~rectlv support the SO by (1) strengthening mstltutlons and (2) improving implementation and 
entot cement of existmg laws 

I K 2 2 3 Poltcles. Laws. and Resulations Promoting Democratic Processes and a Market-based 
Economy 
Th~s  IR addresses the continuing need for critical laws and implementing regulations that 
stakeholders help formulate A fimctioning market economy cannot exist without confidence m 
the prompt and efficient enforcement ofjudgments As noted above, this IR can be viewed as the 
backbone of the entire Mission Strategy -- a solid legal framework serves as the foundation for 
economic ~ r o w t h  and is a necessary condition for all Strategic Objectives 

Corrupt~on IS an ~mportant cross-cutting theme in the Mission's Strategy This SO addresses 
corruption by supporting results that aim to limit opportunities for corruption and prov~de 
incentives for honest and transparent behavior among officials (e g , a more independent 
jud~c~dry court monitoring and increased public awareness) Gender, another important cross- 
cutting lssue also IS addressed primarily through work that will attempt to decrease human nghts 
c~olations agalnst women and by measuring, where possible the SO'S Impact on women through 
gender-d~sdggregated mdicators 

The follow~ng cr~tical assumptions are made In assessing this SO 

Supporters of reform w~ll have continued influence in the Legislative and Executive branches, 
and reformers w~ll pass and implement needed legislation 

The GOG will demonstrate the polit~cal will to support change within the legal and political 
culture that enables corruption to flourish 

The GOG wdl provide sufficient resources to the Judmary continue the merit selection 
process for judges and develop similar accreditation procedures for other legal professionals 

The economy w~ll remaln reasonably stable If the economy fbrther detenorates, the 
prospects for legal reform w~ll d~minish 

USAID's ROL partners will follow through with relevant programs 



The b e 1  of r~sk assoc~ated w~th  these cr~t~cal assumptions was carefully considered In developing 
the results framework In  add~t~on critical assumptions will be monitored as part ofthe 
performance monitorlng plan 

4 Progress to Date 

S~gnlficant results have been achieved in develop~ng the framework for a ROL-onented soclety 
Progress IS due largely to the polit~cal will and reformst onentation of the Georgian partners 
USAlD and other implementing donors have worked in close collaborat~on wlth Georgians to 
tac~lrtate the reform process 

US A1 D has contr~buted extensively to development of the legal framework, includ~ng a new 
C onstltutlon and several Important laws In particular the Civil Code and the Cnmnal Procedure 
C ode S~gn~ficant resources have been devoted to the draftlng of a modern Admlmstrative Code 
nnd a C r ~ ~ n ~ n a l  Code These efforts are expected to come to fruit~on before or dunng 2000 

1 5 A1 D has prov~ded asslstance for the development and lmplementatlon of a groundbreakmg 
lud~c~nl qual~ficat~on exainmatlon system as well as hmlted judicial tralning Significant progress 
cnn be seen In the 3 l judges newly appomted to the bench and the 247 candidates who have 
passed the exam Havlng achleved progress toward establishing a competent judiciary USAID 
now w~ll place increased emphasis on ensuring the honesty and independence of the judlclary 

US 41D also has pro~lded technical and financial support to the Georgian Young Lawyers 
Asboaation (GYLA) Georgia's most progresswe and independent lawyers7 association in the 
provwon of tralnlng and enhancmg the legal profession The work w ~ t h  GYLA demonstrates the 
vahd~ry of delivering legal tralning through a prlvate bar assoclatlon, rather than law schools, and 
s~m~larly h~ghlights the need for a pr~vate judges' assoclatlon to enhance jud~cial profess~onalism 

US AID - knded NGO public education campaigns have facilitated the ~mplementat~on of the 
Civil Code and human rights provlslons In varlous laws Lessons learned from these activ~t~es 
demonstrate the need to generate greater publlc awareness of the law, develop mechamsms for 
ens~er access to legal lnstltutlons and focus on lmplementatlon and enforcement 

4ccon1pl1shment~ ach~et ed bv USAlD and its partners to date lay the groundwork for fbture 
tows In the three kt\ n r w  outlmed in the IRs Most ofthe work to date has addressed the 
wpplv s~de of the ROL equatlon by building a legal framework and bolstering ~nstltutions By 
the vear 2000 U S  AID 4 Strategy wlll requlre a more balanced approach to the problem By 
Increasing demand t o r  ROL past results will be tested and the supply-side w~ll contlnue to be 
st renythened 

5 Program 4pprollches 

Overall USAID bill focus asslstance during the strategic planning penod on the three areas 
represented by the hev 1Rs Numerous activities are contemplated, and pnonties will be set 
dui ing the planning phase Illustrative program approaches include the following 



I R 2 2 1 The focus of this IR is to ensure more widespread justice for Georgians This objective 
will be ach~eved through support to NGOs that advocate for legal nghts and implement public 
nwnreness campaigns Professional associations that represent small businesses and other under- 
protected groups also wdl be assisted Organizations outside of Tbillsi will be especially targeted, 
vnce one of the hey goals of th~s  program IS to enhance utilization of the just~ce system in 

outlvmg nreds Support for legal services to indigent citizens in targeted areas is an important 
~omponent ot this program US AID also envisages the opportunity to assist advocates in 
br Ingng test cases that would help establish ~mportant legal precedent Human rights abuses 
should decline as a result of activities in this assistance area as NGOs and other advocacy groups 
de~elop legal skills and as public awareness campaigns are deployed Anticipated impact at t h s  
l e~e l  will be broad-based and especially significant for women 

1 R 2 2 2 To achieve this IR, US AID anticipates several approaches to ~mplementation A court 
monitoring program that will serve to enforce standards of transparency and fairness throughout 
the judiciary and a poll for legal professionals that will further test the effectweness of the 
ludic~ary will be introduced Contmued assistance in enhancing the independence of the jud~ciary 
is contemplated through a variety of possible activ~ties, including support for a pnvate judges' 
dbsociatlon that will provide both advocacy and self-monitoring funct~ons 

Increased mstitut~onal capacity wdl be addressed through support to the Council of Justice, 
cont~nued judicial training In ethics and discipline, and contmued support to orgamzations charged 
w ~ t h  vettmg judicial candidates and mvestigating jud~cial ethics complamts The Executive branch 
will recelve support for a number of activities in particular the implementation of the 
4dimni\trat1ve Code Parhament will contmue to receive USAID support for oversight and 
con\tituent outreach activltles that will benefit particularly local governments and clt~zens in 
outlving areas 

hs l s tdn~e  will be provided to develop a private, voluntary bar association Direct support for 
law schools 1s not contemplated unless the political will 1s matufested to reform the management 
structure and administration at law schools Selected students however, will recelve traimng and 
cl~nical legal experience Asslstance will be provided for developing and implementmg law school 
accreditation standards 

1R 2 2 3 To facilitate passage of cntically-needed laws, USAID will sponsor conferences and 
workshops on draft legislation for Georgian lawyers from the pnvate and public sectors to ensure 
the~r input In the drafting process farmlianze the attorneys with proposed laws and strengthen the 
political will for enactlng and implementing reform laws An illustrative list of possible laws, 
~ncludes a Judicial Disctplinary Law Jud~cial Ethlcs Code Law on the Supreme Court Law on 
the Bar a Freedom of lnforinatlon Law and amendments to the Law on Courts of General 
Jurt\diction 



6 Development Partners 

As part of the planning process for the 2000-2003 Strategy, USAID facil~tated an intensive 
consultation w ~ t h  other ROL providers and partners in Georgla and recelved crltlcal input on a 
prellmmary results framework Thls consultative approach has led to the development of a results 
framework that hlly optimizes the synergies and cooperation among relevant partners 

PI iinary Georg~an counterparts for thls SO Include the Minlstry of Just~ce, the Parlrament, the 
Councd of Just~ce the Supreme Court the Const~tut~onal Court and selected lower courts These 
orsanlzatlons represent the supply-side of USAID asslstance USAID plans to work wlth a 
prlbdte judges assoc~at~on and the Conference of Judges ne~ther of whlch have been established 
tor ~nally lllustratrve Georglan NGO partners are GYLA, Artlcle 42 the Center for the 
Protect~on of Const~tutlonal bghts and slmilar organlzatlons These NGOs and assoc~at~ons play 
n c ~ ~ t ~ c a l  role In the trarnework as they w d  prov~de the crltlcal lmk to achlevlng IR 2 2 1 access 
to luctlce 

Key donors workmy towards th~s  SO along with USAID Include the World Bank, EU, Soros, 
GtZ U N D P  and the Councd of Europe The World Bank has taken the lead In providing 
nsslstance for court adminlstratlon The EU, Soros and the World Bank have extenswe judmal 
t ra~n~ng programs Soros also plans to establish a masters of law program UNDP prov~des 
asslstance to the Ombudsman (an organization similar to a publlc defender), Parhament's anti- 
corruption cornmlttee and the Constltutlonal Court's publlc outreach program The COE and 
Soros wlll provlde asslstance for the transfer of the penal system from the Mmstry of Interior to 
the Mlnlstry of Justice The EU and UNDP have a var~ety of gender legal actlvltles 

USIUD recognizes that law enforcement constitutes an Important component in any anti- 
corruption effort Working wrth prosecutors and the pollce, however, goes beyond the Msslon's 
manageable mterest The U S Department of Just~ce (DOJ) recently began actlwtles In Georga 
and w~ll  provlde techn~cal asslstance to prosecutors USAID plans to work with DOJ on a variety 
ot Issues The extent of cooperation 1s expected to Increase over the strategic plan perlod 

As noted earller USAID does not belleve ~t poss~ble to achieve a balanced and sustamable ROL- 
oi lented bocletv wlthln the tlmefra~ne of t h ~ s  SO However USAID expects to make progress 
towdrds that goal by bu~ldlng demand and bolstering the capaclty of instltut~ons to respond to 
thnt  demand If th~s  SO IS accompl~shed much progress will have been made Withn the llfe of 
t his Strategy meanlnghl results can be achleved Once the public becomes aware of the benefits 
of legal reform they wdl expect and demand more from their legal institutions These instltutlons, 
when strengthened wlll prove to be more responsive and accountable W~th  market-onented 
laws and regulat~ons in place the pleces of the framework begin to connect and the result wlll be 
a society more firmly grounded in rule-of-law prlnclples 



S O 2 2  
Legal Systems That Better 

Support lmplementat~on of Democratlc Processes 
and Market Reform 

Increased Access to Effectwe Transparent and Falr Publ~c 
Adm~n~strat~on of Justice and Prlvate Legal Sector lnst~tutlons 
T~rneframe 2000 2003 Timeframe 2000 2003 

i I R 2 2 1 1  
lncreased Publ~c Awareness 

of Legal R~ghts 

l R  2 2 1 2  
lncreased Ava~labll~ty of 

Effectwe Counsel 

Court Mon~tormg Introduced 

lncreased Independence 
of the Judlclary 

I R 2 2 2 3  
lncreased lnst~tut~onal Capaclty 

(Parl~ament Jud~c~ary Executive 
Legal Profess~on Assoc~at~ons etc ) 

Pol~c~es Laws and Regulat~ons Promotmg 
Democrat~c Processes and Market Reform Estbd 

Partners 
2 2 1 Soros, EU, NGOs, GOG 
2 2 2 WB, Soros, EU, GOG 
2 2 3 GtZ, WB, EU, UNDP, GOG 



5 TRA TEGIC' OBJECTIVE 2 3 
MORE EFFICIENT AND RESPONSIVE LOCAL GOVERNMENT 

I Statement of Strategic Objectwe 

Decentrahzat~on IS cr~t~cal  to USAID's efforts to foster democracy and economlc development in 
Geory~a It  w~ll place polltical and economlc declslon-maklng where ~t 1s most appropriate, 
effectwe and responsive to cltlzens' needs and priorltles for servlces Devolution should lessen the 
bu~den on the nnt~onal government increase cltlzen oversight and local government 
d ~ ~ o u n t d b ~ l ~ t ~  and prov~de expanded busmess opportunities that capitalize on each reglon's 
I I I I I C I U ~  1ebources 

The Strnteg~c Object~ve "More Eficlent and Responsive Local Government" sets a modest goal, 
in heepmy with the newness and fluldity of the sltuatlon and wlth the incomplete devolution of 
authorit~es and llm~ted resources that will prevarl for most of the plamng per~od The standard 
test of local government -- 1 e ~ t s  ablllty to manage resources and effectively dellver services -- 
appears overly amblt~ous at present The dynarmc environment, the lack of authontles and 
resources and the tenslons inherent In the current mix of appolnted and elected local and regional 
officials argue for a more limlted and appropriate goal USAID therefore wdl focus I ~ S  assistance 
on ~inprovlng local governments' efficiency empowenng communities and budding productwe 
partnersh~ps between local, reglonal and natlonal stakeholders 

2 Problem Analys~s 

In the bake of c~vd and ethnlc wars In the early nlnetles Georgia succeeded in curbing 
lawlesaness nnd establ~shlng political and economic stability albelt wlth certain uneasy 
wlnpromlses reached to dehse conflicts in Abkhazla and South Ossetla Other significant 
ad~nnces have been ach~eved In jud~cial reform and in the creatlon of a vlbrant clvd soclety and 
enhnnced governance However the overwhelmmg majority of these advances In the first phase 
ot delnocrdtlc tranmon have been Tb~llsl-based and Tbillsl-centered Thus life In the provinces 
I elndlns more or less the same as ~t always has been, wlth llttle cltlzen partictpation or posltlve 
Internctlon between the community and local government 

Mdjor legal and ~nstltutional reforms ach~eved over the past five years have had llttle ~f any, 
posltlve Impact on the majorlty of Georg~a's populat~on, wh~ch llves in the regions There 1s a 
growmy publlc perception that the democratic transltlon IS, in fact, responsible for a dramatlc 
decrease In Georgians' quallty of hfe compared wlth that of Soviet times T h s  1s partially due to 
the fact that the country's economlc growth and democratic galns have not yet penetrated the 
tntormal systems of mtertwmed polltlcal social and economlc lncentlves and dlsincentlves 
tnher~ted from the past Local officials appolnted by the central government fimctlon In 
~solat~on w~th  few resources other than near-total authority and Impumty, a prescnptlon for 
corruption and abuse 



4 rdnge ot problems needs to be addressed in order to improve the capab~l~ty of local government 
nnd to tac~l~tate the partnersh~ps between local authonties busmess and communit~es to achieve 
sustninnble results 

l r ~ d e ~ p ~ ~ e  L e g i h t i o r ~  - The 1997 Law on Local Self-Governance IS unw~eldy, internally 
mconsistent and vague concermng local council responsibilities and authonties The Law on 
\ L I ~ I  eh1110 (Local Council) Functions IS equally ambiguous about members' respons~bilities, and is 
restr~cted in scope Draft legislation prepared w~th  USAD and Treasury ass~stance, on local 
budgets local audits, mun~c~pal finance, the formula for ~ntra-governmental transfers, and other 
matters are deemed unl~kely to pass during the impending 15-month electoral period USAID 
consultations with local councd members and parl~amentar~ans ldent~fied reform of exlst~ng 
leg~slat~on and enactment of new laws concernlng local budget and finance as a top prionty 

W w k  ( u y a u t y  - Both appomted and elected local government offic~als are ill-equipped to deal 
w~th the new respons~bil~ties that have been transferred to the local level, e g health servrces and 
educat~on In  fact most have had no trainlng in modern adm~n~strat~ve or financial management 
Those w~th  experfence are using antiquated and non-transparent Soviet models of behav~or and 
mdnngement Local yoverninents need to obtam sk~lls in strateg~c plann~ng, improved 
ndmin~strat~on public outreach and med~a relations 

I ( I L L  of A L L L ' ~  5 l o  l t~ fo l  nwiiott - Accordmg to a recent print media assessment, local governments 
nnd the publ~c have l~m~ted access to mformation Because of the scarclty of electrmty in the 
outly~ny dreas many Georgians are unable to rely on independent TV for objective news, and the 
print ined~a operate sporadically due to financ~al constraints and lack of professionalism and 
marketing sk~lls A new Freedom of Informat~on Act is scheduled for debate ~n Parl~ament In FY 
1999 however it 1s unclear whether it w~ll pass t h ~ s  session 

I trek o f  Pm trcryailon - There are few precedents for c~tizen engagement in the pohcy-mahng and 
overs~ght process of local government Non-governmental orgamzations (NGOs) and 
commun~ty-based orgamzations (CBOs) outs~de of the cap~tal lack experience and slulls in 
advocacy The medla espec~ally the local prmt media, are sometimes excluded from covenng 
publ~c or local government events, and harassed when they try to obtain informat~on AU partles 
need to accustom themselves to the practices associated with transparency and responsib~lity, and 
to the way each relates to the other in a democracy On the pol~tlcal side, parties need to focus on 
public outreach and issues that concern voters at the local level Voters need to understand the 
\takes of then- cho~ces and belleve that their vote counts 

J ' o o l  ( ~ I ? ~ I ~ ~ I I ~ I I L L ~ / I ~ / I  - Based on past relations and systems economic distress and the local 
c ~ i ~ t i i ~ ~  itleh mabd~ty  to prov~de servlces dialogue and contact between the population and the 
yokel nlng pdrtles is a serious problem NGOs and CBOs can help civil society bndge the gap, but 
ywernlnent ofic~als must first commit to engage in a d~alogue w ~ t h  the community 

1 ~ ~ I L I ~ L I I  Rote5 L Z I I ~  A ~ ~ t h o l i t l e l  - Central government institutions are themselves not clear about 
their new roles in a democratic society much less how they should Interact wlth local 
governments Although new and amended laws should clariljr these nghts and obligat~ons to 



some extent actlon 1s needed now offering an opportumty to develop mixed working groups of 
natlonal reglonal and local officials to develop input to the legislat~ve process 

3 Results Framework 

A Causal Lmkages 

I Ls 41D determined that the most effect~ve use of ~ t s  ass~stance will be to expand and Integrate 
e.il\tlng support for c~vd soclety I e the demand-slde, w ~ t h  that of local, regional and selected 
portlonh of nat~onal government I e the supply-side There also must be a vertical balance 
between supply and demand to ensure a smooth transition The purpose 1s to budd a flexible, 
multl-level partnership that wlll ease the transfer of authontles and respons~b~lities from the center 
to qu~ckly produce tangible benefits at the local level An integrated program to Improve the 
capaclty of local government and expand clvil soclety activlty in the regions will lead to more 
efficient and responsive local governance and more active commuruty partlcipatlon In 
conjunction wlth the SME activity planned under SO 1 (IR 1 3 I )  and the activitles contemplated 
under SO 3 (IR 3 1 2 ) ,  these program d~rect~ons should lead to better governance and accelerated 
economic development In targeted areas 

USAID wdl contmue to monltor events m Abkhazia and South Ossetia with a view to identifying 
Inltlatlves that can serve as Incentives towards a settlement package or elements of a post-conflict 
program Th~s  effort wlll be part of a larger qual~tattve monitormg program of social political and 
other md~cators that pomt to potentla1 Increases in diverse types of confllct or violence lncludlng 
ethmc d ~ v ~ s ~ o n s  among the population The monltormg system to be ~nitiated in 1999, will be 
used to ~ntorrn the full range of democracy and governance activitles includmg technical 
n\slstmce to resolve spec~fic problems prov~de tralnlng and other confl~ct mlt~gation lnlttatives 

The M~ss~on debated the relat~ve ~mportance of enhancing informat~on flows vs media 
strengthen~ny w~th the latter deemed to have pnorlty Geograph~c criteria for target locations 
dl50 were dlscussed at length Illustrat~ve crlteria include (1) economic development potential, 
( 2 )  collaborative relationsh~ps between local government authorities and the commumty, and (3) 
svnergy andlor co-locat~on with previous or current USAID activities in democracy and 
governance SlWE development and/or humanltarlan asslstance Other donor programs wd1 be 
carehlly considered and dlscussed to ensure complementarity and maxlmum impact 

Corruption will be addressed as w~th  all US AID'S asslstance In Georgia via activitles and 
prnctlces woven throughout the local government portfolio, with a major emphasis on oversight 
bv the commun~ty watchdog NGOs and the med~a Gender Issues are primanly addressed under 
the rule-of-law SO however an upcoming gender assessment will determine whether additional 
focus IS needed under SO 2 3 

IR 2 3 I lncreased Communltv Part~cipat~on In Local Government Oversight and Political 
Processe\ 
C ~t~zens '  and rned~a rnonltorlng of local government actwtles w~ll produce a higher demand for 
pertormdnce more accountab~llty and greater commitment from the community Increased 



~nvolvement In polit~cal processes will enable more Georgians to better understand and voice their 
dec~sions effectwely on local government and elected representatives' performance 

1R 2 3 2 Increased Capacitv to Plan and Manage Resources Efficiently 
Wlth ~ncreased understanding and skills traimng, local officials will perform their jobs more 
et'fic~ently In so doing, they will make the lirmted resources at their disposal go hrther and 
produce more services for their communities 

1R 2 3 3 Increased Partnerships between Local Government, Business and Communities to 
P r o ~ ~ d e  Serv~ces 
Once all parties learn and buy into the advantages and compromises of cooperation, they wll seek 
opportunltles to collaborate to resolve local problems and meet local needs At a later stage, this 
dpnnm~c process could open up opportunities for more advanced partnerships in which local 
gmernment5 reach out across nat~onal borders to facilitate and promote expanded business 
opportunmes that wdl brmg jobs to their regions 

Phe go\ ernment wdl contmue to support decentralization and will enact legislation necessary to 
devolve fiscal author~t~es to the local level The Council of Europe requirement for direct election 
of mayors and governors in 200 1 will be met 

4 Progress to Date 

The first phase of democratic institution-building began w t h  the creation of Georgia's 
Const~tut~on followed by parliamentary and presidential elections in 1995 Since then, with 
substantla1 donor assistance significant progress has been made at the national level to establish 
an enablmg environment for democratic institutions and economic growth The reformist 
Parl~ament has been the primary agent for change, passmg 482 major laws and amendments, e g , 
n new C I L ~  code new criminal and civil procedures codes, a new tax code, anti-corruption 
leg~slation and prlvatlzatlon laws Thls reform legislation has replaced the Soviet legal framework 
w~th one better-su~ted to Georgia's formal movement Into the western community of nations, 
stnrtlng w ~ t h  ~ t s  accession to the Council of Europe and to the World Trade Organization in 1999 

Ot the three branches of government the Parliament and the judiciary have led the way in 
~rnplement~ng Internal reforms with support from USAID and other donors, including the World 
Bnnh the U N D P  the European Union and GtZ The executive branch lags far behind, but is 
xheduied to recelve substantial support from the World Bank and the UNDP for civd service 
retorrn and other mprokernents a~med at eliminating the perrmssive climate and opportunities for 
cclrruptlon 

Clvd soclety organizations have registered remarkable growth both in numbers and in 
effect~veness with considerable ass~stance from USAID and other international donors From a 
startlng total of four NGOs in 1995, Georgia's "Third Sector" has grown to more than three 
thousand NGOs There currently are over 100 NGOs active in public policy debate at the 



nat~onal level and the NGO community 1s represented In consultative groups recently established 
w ~ t h  USAID asslstance w~thm the leadersh~p ranks of the Parliament and the State Chancellery 
Assoc~nt~ons also have flour~shed becommg strong advocates for busmess and key professions 
1 I ecent NCO assessment found that at the grassroots level CBOs have become tncreas~ngly 
n L t l \  e and et'tectwe and are cons~dered to be a unlfying force in their communities because they 
b~ ~ d g e  the yap between cmens  and local government Independent telev~slon, whlch formerly d ~ d  
not ewst now numbers 34 stations 15 of whlch are linked In a nat~onal network though prlnt 
~nedld lag far behmd Pol~t~cal partles are stronger and have begun to modermze their 
organ~zat~onal structures and to develop platforms 

Based on the advances in election admimstration, c1v11 soclety strengthening and med~a 
development In th~s  second phase of democracy-bullding, ~t 1s time to consohdate the galns at the 
center but: move the emphasis to ~mplementation out in the regions The November 1998 
elect~ons of the first local counc~ls smce enactment of the 1995 Constitution have dramatically 
altered the playing field for civil soclety and government at all levels throughout Georgla The 
newly-elected local counctls offer a promlse of increased grassroots citizen partrcipatlon and the 
beginning of a true political and fiscal devolution of power 

In the area of local government USAID has been the most active donor, assisting with the 
development of legislat~on on self-governance and local budgets supporting the local elections, 
and prov~d~ny handbooks and trainlng to the newly elected officials, as well as modest grant 
programs tor local lnlt~atlves The M~ss~on  IS thus uniquely posltloned to help shape Georg~a's 
understandmg and development of good local governance 

is Program Approaches 

O~erdll from FY 2000-200 1 USAID will focus lntenslve assistance on the elected local councils 
at the town and d~str~ct  level Following the anticipated first elect~on of mayors and governors in 
late 200 1 asslstance w~ll be expanded to provide immed~ate orientation and tralnmg Throughout 
the strategy per~od USAID also wlll provide asslstance to appomted local author~tles ~n order to 
promote understandmg and cooperation and defkse concerns that self-governance could lead to 
add~t~onal or Intensdied separatist or ethnic conflrct 

The three IRs under SO 2 3 wdl provide support for the following main elements (1) legislative 
reform (2) development of local governance assoclat~ons, (3) planmng for service dehvery, (4) 
management and financ~al tralnlng, (5) partnership-building, (6) N W  strengthening (7) medla 
strenythenlng and (8) pol~t~cal processes Support for elect~ons wd1 be ehrmnated, followed by an 
01 derly phase-out of clvd soclety actlvlties in 2002 

6 Development Partners 

I 541D conulted w~delv w~th ~ t s  partners dur~ng the development of t h ~ s  strategy part~cularly 
hi t11  senior Ceorg~an counterparts In the pubi~c and prlvate sectors Of part~cular importance 
u e ~ e  the extenslke consultat~ons conducted with 50 NGOs and w~th  88 newly elected local 



council members from all of Georgia's 65 district councils regarding their traimng needs and their 
communities' priorities 

In the field of local governance development as well as civil society strengthening, USAID has 
played the lead role due to its broad and comprehens~ve approach to the entire environment The 
World Bank focuses on municipal infrastructure development, whlch should improve economc 
cond~t~ons In key municipalities over the strategy penod Other donors fill equally valuable 
n~ches such as the UNDP1s prominence in support of Georgian think-tank publications that enrich 
Lurt ent political analys~s and Great Britain's support for tailored journalism shlls trairung 

The European Un~on (EU) UNDP Great Britain, Germany, the British Know-How Fund, the 
5oros Founddt~on and other private foundations have been actwe in support of civil society and 
cltlzen particlpatlon US  AID has taken the broadest approach including techrucal assistance, 
r r  nlnlng md mall grants to NGOs associations independent media and political parties as well 
n \  \upport tor admlnlstration and the domestic monitoring of elections 

Local government strengthening IS a new area for most donors in Georgia USAID has been 
workmy toward this end for two years, helping to develop the legislative framework, providing 
tora tor Georglan debates on the model to pursue, how to plan and structure local budgets, and 
how to involve local communities in the governance process and provide incentives for local 
~nitiatives The World Bank has a large municipal infi-astructure project, whch is still in the 
aud~t/assessment stage i e local activities have not begun The EU and the UNDP have 
announced plans to design local government programs and the Soros Foundation wll add local 
governance grants to its portfolio later In 1999 

The program's proposed strategy to build capacity in both the supply and demand sides of 
Georg~an ~nunic~pal~ties and to foster multi-level partnerships will have met its target if local 
gob erninents manage resources more efficiently, with mcreased commumty participation in the 
p o l ~ c ~  and oversght process as well as pol~tical processes and if tripartite partnerships emerge 
between locdl government the coininunity and business to address needs and resolve problems 

lrltegrntmg the local government and legal systems strategies through reciprocal linkages with 
I'd~l~ament and the reg~onal court centers should help build a rule of law environment at the local 
level that wdl promote confidence in the government and encourage investment 

In the long-term however local government wdl requlre a strong economy to be sustainable 
Serv~ces require h n d ~ n g  as well as capacity and cltizens require effective servlce delivery as well 
as partmpatlon to belleve that democracy can make a positlve d~fference m thelr llves Targeted 
support at the local level from SO 1's SME initiatives and SO 3's commuruty development 
activltleb and continued engagement at all levels regardmg the legal framework and policy 
d~rect~on will contribute to sustainability 



Str nteg~c Objei t ~ v c  2 
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Trmefr ame 2001 -2004 
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Increased Commun~ty Partrc~patron rn Local 

Government Overs~ght & Pol~t~cal Processes 
T~mefr ame 2000-2003 
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2 3 2 WB, Soros, EU, Local/Regl Governments, Mm of Fmance, Parliament, Chancellery 
2 3 3 CSOs UNDP 



STRATEGIC OBJECTIVE 3 1 
REILUC El) HUMAN SUFFERING IN TARGETED COMMUNITIES 

1 Statement of Strategic Objective 

I ?AID s strategy to reduce human suffering focuses on vulnerable communities, and consists of 
two prmary components The first component will focus on assisting commumties in 
t rnnsi t ionlng from relief to longer-term development by encouraging self-sufficiency, especially m 
potent~ally volatde reglons of the country where reforms have not been visible to most citizens In 
ddd~t~on the Miss~on will continue to maintain the capaclty to respond to new challenges tfthey 
emerge Such chdllenges could be positive such as the need to respond to a peace settlement and 
d\414t IDPs In returnmg home However the M~ss~on  must also maintain the capacity to respond 
to negatlve developments such as new outbreaks of ethnic conflict The Mission's Strategy 
dddresses the underpinnings of conflict by meeting urgent needs and supporting the capacity for 
communities to meet the~r own needs over the longer term In turn, t h s  approach is central In 
supporting the overall U S foreign policy objective to promote stabil~ty 

2 Problem Analysis 

Shortly after ach~eving mdependence in 1991, Georgia found itself immersed in civil and e t h c  
confl~ct The internat~onal community reacted by pourmg masslve amounts of humamtanan 
amstance mto Georg~a and the rest of the South Caucasus International organizations marshaled 
the I esources of countr~es large and small, and brought thetr unique talents to bear on the 
problems of Georg~a T h ~ s  timely and coordinated response brought Georgia back from the bnnk 
ot starvation and gave the forces of reform a chance to fight back the growmg chaos and to re- 
e\tnbllsh control over the country 

4 I I L I ~ I I P  / 111 1 1  011t17~tll - I n  1996 and 1997 the economy showed sustained growth and a 
dvnam~c Parlia~nent t i  as provrng to be an Independent source of support for continued reforms 
IDP\ were beg~nn~ng to move back to districts of Abkhazia and South Ossetia and a peace 
\ettlement seemed \r l thin grasp which would allow all to return home The rap~dity with whch 
these hopes were ddhhed showed how fragde this initial progress had been In May 1998, the 
Abhhaz m111t1a forced the ethnic Georgians who had returned to the Gall distnct of Abkhazia once 
ngnm to flee from the~r homes 

W m k  ( etm a1 L I  t m r ~  ttt  - There is a high degree of unsustamable dependency on government 
nnd rnternational asblctance Persistently high but continuously frustrated expectations among the 
populat~on toward4 the~r government or international aid may trigger more dramatic expressions 
of resentment and dl\content beyond the pervasive disaffection and alienation whlch most of the 
population feels An e\trernely low level of financ~al resources and lack of institutional traditions, 
w-uctures and sh~ll\ u ~ t h  u hich to administer and coordinate humamtanan aid contnbute to these 
problems 

I c o i r o m ~  ( I 1 \15 - The current economic crisls intensifies the suffering of those groups least able 



to help themselves It also makes clear the need to make assstance programs visible to ordinary 
Georgldn citizens to hrther the democrattzat~on process Job creation and real income growth 
I ia~e  not been reahzed as the benefits of economlc reform are at best only beginning to tr~ckle 
down There is wide belief that macro-reform In the presence of such w ~ d e  dispar~t~es 1s necessary 
but  ~nsuficient Extreme economlc stress at the household level preventing access to mimmum 
l ~ v ~ n g  standards (health education, water/sanitation, housing, heatmg) still exlsts, which hrther 
alienates the publ~c from the reform process 

/ L / /  o 1 1 r  - A key problem IS that the most vulnerable populations have not been 
ident~fied and tracked A methodology must be developed to identtfy vulnerable households 
differently than done under the former Sov~et social categories Soviet categories such as 
pensloners or multi-ch~ldren famihes have been shown to be unrel~able for targeting assistance A 
second problem 1s that of the IDPs This group is well-orgaruzed and polltically influential 
ailthough many lDPs In fact are extremely vulnerable many others are dolng reasonably well A 
recent World Bank assessment showed IDPs hving outs~de of collective centers to be less 
~ulnerable to poverty than the average Georgian These data show clearly that some IDPs can lift 
themselves out of poverty 

3 Results Frameworh 

A Causal Llnkages 

The Mlss~on's strategy to reduce human suffering IS predicated on linking relief to development 
dnd addressmg the root causes of conflict USAID will focus ~ t s  efforts on transltloning 
communities out of emergency circumstances by starting vulnerable groups on the road toward 
longer-term development Confllct prevention IS addressed by directly treating one of the root 
causes of conflict namely a lack of economic opportunity In addition, thls type of approach will 
necessarily draw on a broad group of community representatives and will be instrumental in 
bullding br~dyes between various groups wrthln the commun~ty 

The ach~evement of this SO is dependent pr~marily upon the ability to support a bas~c level of 
capac~ty-butld~ng wlthin local commumties to meet their own needs However In the event of a 
crlsls the M~ss~on's  prlority will shift from community development toward meeting basic 
emergency needs such as food shelter and immediate health requirements Health is an 
iniportant aspect of the program which has been integrated tnto the Mission's Strategy When 
nAed Georgans consistently point out that employment IS ther foremost concern, followed by 
health-related Issues For example mdicators for SO-level ach~evement include two health- 
I elated ~ n d ~ ~ a t o r s  -- linmunization rates and maternal and chdd mortality 

( 01 I uptmn 1s a cross-cutt~ng Mtssion concern that w~ll be addressed through worlung with a 
I anye ot actors at the community level including C~vd Soclety Organizations (CSOs) as well as 
Iocd governments The Strategy will maximlze opportunit~es to work with orgamzations that 
mcorporate and promote cltlzen participation and transparency 

Gender w~ll be incorporated In the strategy in a number of ways First, the Iihss~on will consider 



whether CSOs have broad community representation -- mcluding women -- In determining which 
( SOs to support However, female roles In dec~sion-making processes at the communlty level 
nnd w ~ t h ~ n  CSO organizations also w11l be exammed Second, several of the health programs 
focus on gender-related Issues such as reduct~ons in maternal and child mortality or the provlsion 
ot micro-credlt whlch targets female beneficiarles Thlrd, mdlcator data w~ll be d~saggregated, 
where posslble 

The Mlsslon will ensure that resources are concentrated where they will have the most impact 
C I lter la for the select~on of communit~es are as follows 

$ L ~ L /  Need IS  based on communities that have emergency-induced requ~rements or whch 
hnve the heavlest concentrat~ons of vulnerable citlzens In add~t~on, to meet objectives in 
communlty development USAID w~ll attempt to fill ass~stance gaps in communit~es where 
other donors are not actlve (IR 3 1 1 and IR 3 1 2 )  

Areat fol Potentml ( lnre~t  The program wlll be concentrated in areas where potential unrest 
IS greatest yet at the same tlme, there must be a mnimal level of stability to allow access (IR 
3 1 1 and IR 3 1 2) 

/,t~crhl~r~g Er~vn ormnwnt The presence of an enabling environment lmplies that bas~c 
condlt~ons are met whlch allows a community to become more self-sufficient Needed 
cond~tions lnclude an economlc environment where m~cro-busmess can succeed, access to 
land andlor productive Inputs such as fertilizer is present 

I o I ~ J I I I I I  Preferably USAID wdl work w ~ t h  local governments which are w~llmg 
to cooperate wlth other CIVIC organlzatlons However at a mlnlmum there must be non- 
lnterterence 

( o~nnr~~t~ltj A L ~ I W ~  Cltizens must be Interested in working together toward a common goal 
(as ev~denced by requests for assistance wh~ch are plural~st~cally supported or where the local 
community IS wlil~ng to commlt its own resources) 

1R 3 1 1 Urqent Needs Met Duma Cr~ses 
The focus of thls IR IS to malntaln the capacity to meet urgent needs in the event of a crtsis T h s  
capac~ty st111 IS crucial for Georg~a because the country faces continued economc hardship and 
decllnlng volumes of international assistance from most donors and PVOs USAID w~ll 
coordtnate wlth other donors to fill in gaps where the most vulnerable are without assistance 
However unless local resource development is firther encouraged and communities mobilized to 
understand mutual obhgat~ons r~ghts and responsibil~ties (under IR 3 1 2), there wll be Increased 
dependency on mternatlonal ald In Georgia 

I R 3 1 2 Vulnerable Communltles Better Able to Meet Own Needs 
1 h ~ s  objective focuses on asslstlng communttles in bu~ldmg the capaclty to organize themselves to 
meet rhe~r own bas~c needs By mobillzing resources and managlng projects, community groups 
gnin hands-on experience in local governance and also ~dent~fy problems for resolut~on at the 



pol~cv level Each commun~ty wdl hkely ~dent~fy slightly different pr~onty needs but experience 

hns shown that health care will be a hlgh prlority for most commumtles USAID wdl look for 
opportunltles to create partnerships with alternatlve local service providers (e g through CSOs) 

USAID would target the areas of Georgla which are not yet npe for implementat~on of sigmficant 
SME programs under SO 1 3 Still a continuing problem w ~ t h ~ n  Georgla is the mclusion of 
vulnerable groups especially IDPs, ~n to  the legal economy (IR 3 1 2 2) A combination of 
communities d~scoverlng new ways to deliver serv~ces themselves and the self-suffic~ency of 
greater numbers of vulnerable groups will result in vulnerable cornmunlties better able to meet 
their own needs 

C ross-cuttlnrr IR Vulnerable Groups Ident~fied 
This IR  supports both IRs under th~s  SO and 1s viewed as a first step m achlevmg the Strategic 
Oblect~ve W~th reduced resources ~dent~fjmg vulnerable goups  w~ll make poss~ble better 
tnrgetlny of programs Add~t~onally it w~ll Increase the capaclty of the GOG to implement ~ t s  
oun  dl safety net programs and lay a foundat~on for a posslble translt~on to SO 3 2 at some 
time in the future 

The followmg crlt~cal assumptlons have been incorporated rn assessing the Strategic Objective 

A mmnal level of stability must exist in order to shlp commod~ties or implement development 
actlvlt~es rn local cornmunlties 

Confl~ct could occur at any t ~ m e  When the level of confllct IS low resources will be 
concentrated on attainmg self-suffic~ency Additional resources would be allocated only to 
rel~ef actlvitles in times of crrsls 

There must be adequate resources for the capacity-building component ofthe SO, as 
represented In 1R 3 1 2 to achleve impact at the SO level An emergency would require 
resources to be concentrated on IR 3 1 1 so that Immediate humanitarian needs could be met 

The GOG IS supportive of efforts to define vulnerable groups by need as opposed to by 
h~stor~c categories 

The level ot r15b associated w~th these crltlcal assumptlons was carehlly cons~dered in developing 
the results framework In addltlon crlt~cal assumptlons will be monltored as a part of the 
performance monltor~ng system 

4 Progress to Date 

US 41D has been the largest bilateral donor In Georgia, meetlng more than half of the country's 
emergency needs USND regularly has provided assistance to over 750,000 Georgans since 
1992 d~rectly reducmg human suffering USAID assistance has financed the importat~on of he1 



011 dnd natural gas to help meet Georgia's emergency winter &el requirements USAID grants to 
~nternnt~onal human~tar~an organlzatlons such as UNICEF, UNHCR, WFP, and IFRC have 
benet~ted 92 000 1DPs while 65,000 more have participated In Food for Work opportunities In 
ndd~t~on USDA provided wheat and other food commodities to PVOs for monetization under the 
P L  -480 proyrdm WFPts Caucasus Loglst~cs Advlsory Unit (CLAU) IS an example of a regional 
loy\t~cal project that was partially fbnded by USAID to support the humanitarian operations in all 
three C nucdsus countries and malntaln essent~al transportation lmks and servlces 

The stab~l~zat~on program already has brought positive results, whch allowed USAID to dimrush 
11s humanltarlan asslstance in favor of transitional programs, as IS emphasized in the new M w o n  
Strategy USAID primarrly focused its resources on continued provision of humamtarian 
asslstance for the most urgent baslc needs to vulnerable households at steadily decreasing levels, 
wh~l e siinultaneously creating greater income-earning and employment opportunities through one- 
time infusions of cash or materials, small business development, and traimng and technical 
nsslstance for mlcro- and small businesses and farmers USAJD has supported creation of small 
busmesses generatmg and mainta~mng income and creation of sustainable employment for 
vulnerable households to meet their own basic needs in vanous regions throughout Georgia 

USAIDts future self-suffic~ency approaches may be built on the successes USAID has acheved 
though supportmg such programs as IFRC community development actlvlties in Western and 
Eastern Georg~a des~gned to assst the Internally displaced population and other vulnerable 
elements of the soclety and the FY99 Wmter Heatmg Assistance Program, which provided 
electr~c~ty subs~d~es to the most vulnerable in Tbllisl The latter also can serve as an example of 
I I I I ~ I  oved targeting 

i Program Approaches 

I R 3 I I Ass~stance to meet urgent needs can be rendered through support to NGOs targeting 
Income generatlon health and shelter services to vulnerable groups in potentially volatde regions 
of Georgia Programs deslgned to comply with Congressional earmarks for v ~ c t ~ m s  of the 
Abkhazia conflict llkely would fall under this IR as well 

IR 3 1 2 USAlD w~ll focus on assisting communities in Increasing their capacity to dellver basic 
servlces (IR 3 1 2 1 )  and will integrate community development with the piloting of healthy 
coinmunlty lnltlatives to address infectlous dlseases and reproductwe health 

l ncome generatlon and mlcro-credlt activit~es concentrated In potentially volat~le areas can start 
t h ~ \  process and prepare the ground for future SO 1 3 programs 

( robs-cuttln~ 1R A database of vulnerable groups IS currently under development m partnership 
w ~ t h  the GOG 



6 Development Partners 

The ~nternatlonal community's role In addresang social problems has allowed the GOG to stabilize 
and concentrate on economic reforms Workmg on behalf of the GOG ~nternat~onal donors and 
relief agencles have concentrated on meeting essent~al needs for the most vulnerable The GOG's 
npproach to addressmg humanitarlan needs has been to allow donors and rel~ef agencies wide 
operatrng d~scret~on, an approach that has led to household stab~lizat~on withm the vulnerable 
populat~on 

The World Bank IMF and EBRD have been worklng on the macro env~ronment In areas such as 
ewnomlc restructuring the policy and lnst~tutlonal reform needs of the soc~al safety net health 
I dorm nnd educnt~on The UN EU and a number of b~laterai donors (such as USAID Germany 
( J I  ent Brlta~n the Netherlands md Italy) have worked on varlous aspects of local community 
development However there IS a complementar~ty between USAID and other donors since the 
others often work in areas of confl~ct where USAID IS proh~bited from workmg In addlt~on, one 
of the crlterla for selecting vulnerable communltles will be that other donors are not actwe In 
them 

W~thm the USG the State/PRM focuses on promot~ng the legal nghts of refugees, cornrnodlty 
transport and support to internat~onal organlzatlons The U S Department of Defense 
contr~butes excess medlcal equipment and other humamtarian cornmod~t~es USDA provldes food 
to lnternat~onal Orthodox Chr~st~an Chant~es (IOCC) and other NGOs for dlrect distr~butlon, 
concess~onal wheat sales to GOG and agr~cultural commodltles for monetlzatlon to some U S 
PVOs 

Emergency response does not lend Itself to sustamabil~ty Rather it places the pnonty on meetmg 
~lnmed~ate human needs However, over the long-term, the Mlss~on's prlonty 1s to focus on 
~dpac~ty-bu~ldrng w ~ t h ~ n  cominunltles so that they can become more self-sufficient over tune In 
ndd~tlon as broader economlc and democrat~c reforms become entrenched and y~eld results there 
u ~ l l  be d d~mlnlshlng need for t h ~ s  SO Dur~ng thls per~od of t~me  the approach presented In 
n~Iile\/~ng SO i I w~ll also support the act~vitles of the other SOs by laylng the groundwork for 
development and through encouraging the partlclpatlon of cltizens In local actlvlties designed to 
ldentliy and address local problems 
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5 PEC IAI. INITIA TIVE 
TARO ETEI) PRIVA TIZA TION ACTIVITIES 

I Background 

(~eorg~a's  small-scale pnvatlzation program which began in 1993 has been comprehensive To 
dare more than 10 000 enterprlses engaged In trade and servlce activltles have been transferred to 
the prlbnte sector by auctlon tender or direct sale Pr~vatizat~on of medium and large enterpnses 
hns been much slower A new prlvatlzat~on law was passed in May 1997 to speed up the pace of 
the pr ~cdt~zat~on ef'fort S~nce August 1997 prlvatuatlon has ~ncluded a number of strategic 
enterpnses In dreas such as energy and metal mmng In additlon a comprehens~ve program of 
prlvatlzntlon for 1998-2000 was ~nitiated The program included certain energy enterprlses 
airports large manufacturing unlts and non-energy infrastructure umts However, despite these 
apparent progressive steps, results have been below expectations 

USAlD actlvmes related to privatization have been camed out under SO 1 1 SO 1 1 has 
concentrated on developmg a model for privatizing strateg~c enterprises, and on land 
privatization Due to the cnt~cal importance of land privatrzation to the development of the SME 
sector -- and more particularly agriculture -- USAID has deterrmned that land privatization and 
t~tllng act~vit~es should be an mtegral part of SO 1 3 Accelerated Development and Growth of 
Pr~vate Enterpr~se 

Pr~vat~zat~on of medium and large enterprises the second component of SO 1 1 wdl be 
transferred to th~s  Specla1 Init~atlve 

In  wb\t~tut~ng t h ~ \  Spec~nl ln~t~ative for SO 1 I several factors were considered F~rst as 
p~eb~ouslq ment~oned land prwatlzation and t~tling (a major component of SO 1 I )  will be 
~niplemented under 5 0  1 ; Second as detaded below US AID'S activities related to pr~vatlzatron 
ot ~ned~um and largt. enterprlses wdl be l~mited In scope and hnding Third, the timeframe 
~ontemplated for th15 eftort -- two years - also will be limited 

I t  should be noted hou e\ er that the expected impact of t l s  Specla1 Imtiative will be much 
greater than ~rnpl~ed b\ ~ t s  slze scope, and timeframe Equally important, t h s  Spec~al Imtiative 
w~ll enable USAlD to respond to unplanned imtlatives (see below), should the need to sene a 
strdtegic opportunlt\ ame In the strategic planning period 

3 Targets 

llSAlD w~ll focur 11s prl\ atlzatlon effort on two strategic targets Pot1 Port and 
telecommun~cat~ons Be~ond assistance in the privatization of telecommun~cations assets and Poti 
Port USAID may a ~ d  the Ministry of State Property Management to reshape about fifty non- 
energy enterprises and help In finding a strategic partner who will bring appropriate management, 
cap~tnl dnd market opportun~tles to them This support would mvolve l~mited inputs directed 



toward bu~ldmg the GOG's capaclty to complete the prwatizatlon of its remaimng assets Such 
nss~mnce will be of short duration Part of the rat~onale for this effort is that without successfid 
reshaping and strateglc prlvatizatlon the GOG will have llttle in the way of potentially successful 
~ n d u s t r ~ h q u ~ t l e s  for the nascent stock market Also, demonstrably successful imtlatives in larger 
enterprise prlvatlzatlon will create a more attractive overall investment environment 

Smce the beginnmg of FY 1998, USAID has sought GOG approval for the inclusion of Pot1 Port 
as d target for privatization To date, the GOG is deferr~ng a final decision while it considers the 
rnerlts of other port restructuring proposals, and while it works out pol~cy conflicts with the local 
yovernment officials concerning local versus central oversight of the privatization process 

The I ole of Pot1 Port IS expected to expand as activities under the EUITACIS-financed 
transportation corr~dor init~atlve gain momentum It is USAID's belief that successful 
pr~batlzat~on of Pot1 Port will build support for privatizing other strateglc industries such as 
energy (see SO 1 5)  transport, and telecommun~cat~ons It IS important to note that EUITACIS 
hns advanced an alternatlve to the USAID-preferred approach for privatization of Pot1 Port, in 
v,, h~ch the port would be structured inore like European parastatal ports In the final analysis, the 
structure of a pr~vatized Pot1 Port IS something which requires a political decision by Georgians 
Once that dec~s~on IS made and ~f both the anticipated structure of the port and the modalities of 
prlcatlzatlon -- e g transparency and competltlveness -- are consistent with USATD's policy 
framework USAlD will provlde limited technical assistance 

The GOG owns two telecommun~cations properties that may be considered for immediate 
privatization 5 1 percent of Georgia Telecom (long-distance and internat~onal lines), and all of 
Georg~an Elektrohavshiri (local lines) USAD stands ready to support a transparent tendering 
process that could be conducted by an international investment bank and a tender evaluation 
comlnlttee USAID wlll work closely wlth the World Bank to ensure that the results of 
prlvatlzatlon are consistent w ~ t h  the development of a telecommun~cat~ons sector that serves the 
~nterests of ordmary Georgians and promotes economic growth through competition In 
pnrt~cular USAlD contemplates technical assistance In the formulation of a competition policy 
and establishment of a regulatory body for the telecommun~cat~ons sector USAID also will assist 
In public educat~on act~vltles to promote w~despread understanding and acceptance of the costs 
nnd benefits of prlvatlzatlon If legislat~on IS considered as a prerequisite to prlvatizatlon or to the 
establ~shment of a regulatory body USAID will ass~st in developing the necessary law 

4 Expected Results 

I t  s u ~ c e s h d  prlvatizatlon of Pot1 Port and the state's remaimng telecommumcations assets will 
plnce two important but declining elements of the nation's infrastructure in prwate hands where 
they can attract ~nternational investment and management skills necessary to Improve thelr 
effic~ency and promote national economic growth If USAID assumes a larger role m assisting 



the Mln~stry of State Property Management to reshape -- and find strategic partners for -- about 
httv large state-owned enterprlses scheduled for privatization m the next two years, the expected 
I esult wdl be a resuscltatlon of an Important element of Georgia's former mdustr~al capacity, 
together w~th cumulat~ve benefits In terms of employment forelgn exchange earnlngs and tax 
I evenues Further prlvatlzatlon of these assets by means of a transparent and competltlve 
tendenny process wdl s~gnal -- both to the Georgian people and the rnternatronal business 
~onirnunltt -- Georyla s lntentlon to allocate resources by means of a competltlve market 
econom Flndllv the prospects of the Georglan stock exchange wdl be Improved ~f the GOG 
I eserves some shares of these enterprlses for placement at the exchange 



CROS5-CUTTING PROGRAMS 
TRAINING AND YMALL GRANTS PROGRAMS 

1 Introduction 

The Georgia Mlss~on's cross-cutting program is comprised of two components directly involved 
w~th  bolstering ~mplementation of the Strategy They are (1) training and (2) small grants 
dsslstance to selected local organizations These act~vltles complement needs and fill 
mplementatlon requlrernents in support of the five Mission Strategic Objectives Both programs 
nl e expected to make demonstrable contributions toward achievement of the Strategy Currently, 
trnlnlng and small grants programs are being carried out by two U S NGOs Traimng supports 
nll SOs across the entlre country program, and the small grants assistance to local groups is an 
idenl trt as the Strategy lnltlates a more community-focused program Stnce both NGOs have 
been workmg throughout the Caucasus thelr experience and perspectives have demonstrated the 
\due  of these programs rn helpmg to achieve the results sought in this Strategy 

USAID supports a reglonal participant tralning program in the Caucasus through a U S NGO, 
the Academy for Educat~onal Development (AED), which set up a field ofice in Georgia in 1997 
Part~cipant trainlng programs have been carried out in the Umted States and th~rd countnes, as 
well as through in-country training activities As cittzens of a former Sov~et Republic, even the 
most educated Georg~ans lack many of the slulls, attitudes and knowledge on which democracy 
and free market economies are based, e g , the roles pnces and markets play m market systems, 
sound prlvate busmess management and practices the rlghts and responsibilities of lndiv~dual 
citizens or groups wlthin a democracy, and the role of elected local governments in promoting 
prlvate sector development While an enabling environment for economc reform and a more 
democrat~c society has been created at the natlonal level the benefits of these reforms have not 
tricl\led down to soclety as a whole leavlng cltizens skeptical and susp~cious of the positive 
Impact these reforms can have on improving the overall quality of life Education and tralning will 
have a central role in ~mplementmg the reform process 

The purpose of the part~clpant tralning program is to support each of the Strategic Objectives as 
necessdw to ach~eve the~r respectwe results Training wlll supplement technical assistance 
nctlblties dnd equlp host country leaders and profess~onals wlth the slulls and knowledge needed 
to gu~de therr country's transmon to a free market economy and democratic government 
Tramng support contributes to each of the followmg strategic assistance areas pnvate enterpnse 
development (SO 1 3) an efficient energy sector (SO 1 5) a legal system that supports 
democracy and market reform (SO 2 2), efficient responsive local government (SO 2 3), and 
I educed human suffering (SO 3 1) 



3 Small Grants Program 

4 m n l l  yrnnts program w~ll be ~mplemented by a non-profit grant maklng organlzatlon that 
p r o ~ ~ d e ~  f~nanc~al support to local organlzatlons for programs promoting economlc and 
democrdt~c reform In Georg~a Currently thls hnct~on 1s being carr~ed out bv a U S NGO, the 
Ful nrin Foundatwn wh~ch has had a successfd program In Georgla slnce 1995 

4\ the M~ss~on s Strategy moves to consohdate the galns made through varlous reforms at the 
macro level and to funnel them to soclety as a whole, the small grants program will serve as a 
vdluable component in fostermg assoc~ation-building and organizat~onal development at the local 
and colnmunlty levels The ~mplementlng NGO's actlvltles will be especially supportwe of SOs 
I 3  2 2  2 3 a n d 3  1 

Th~s  actlvlty 1s expected to concentrate on specific geographic sttes and organlzatlons that d~rectly 
Impact on achievement of SO results Illustrat~ve of areas of activlty key to the reform process 
are busmess development busmess education management tralnlng, NGO advocacy, publlc 
adm~n~strat~on and local government reform NGO development, rule-of-law, media, and 
electron~c communications In supportrig these toplcal areas the small grants program w~ll  bnng 
svnergstlc benefits among the Mission's Strategic Objectives 



PART I11 RESOURCE REOUIREMENTS 

I Budget 

The Strategy represents a serles of lntermediate Results that can be achieved wlth the finding 
levels expressed In the two tables below Sgnlficant diminution of this budget would require 
mdh~ng d downward adjustment In the planned results Under SO 3 1 if conditions in Georgia 
call tor a substantla1 Increase In humanitarian assistance additional hnds may be requlred to 
nddress t h ~ s  need 

As presented In the tables Strateglc Objectwe budget levels are roughly constant over the llfe of 
the Strategy w~th  the exception of economic restructuring Thls area wdl trend downward as 
macro-pollcy and related economlc reform measures are put m place However, levels w~ll be 
offset somewhat by an increased allocation for enterprise development under SO 1 3 

The Freedom Support Act budget for Georgia totals $83 milllon m FY 1999 About 40 percent 
of th~s  amount is transferred to other USG agencies and is not withln the manageable interest of 
USAID Consequently the f h d s  available to USAID are reflected in the resource request As 
the total budget to Georgia decreases throughout the plannmg penod, the USAID level goes 
down proport~onatelv The USAID level each year is based on the assumption that about 35 
pel cent of the total of FSA appropriations will be transferred by USAID to other agencies 

The Georgn budget 15 part of a Caucasus regional earmark from Congress, so overall levels are 
const r a ~  ned and Ilrnited in flex~bil~ty The Mlssion also absorbs other mandatory requ~rements 
\kith111 t h ~ s  budget For example a requlred global cllmate change attribution is made by support 
to the energ\ sector nidndatory fimdmg to the health sector IS made under humanitanan 
n\\i\tnnce nLtl\ltle\ dnd  rhe Eurasla Foundation requirement IS specially allocated In addition, a 
number ot other p r c y - d m  areas such as m~cro-credit mlcroenterpnse democracy and partnerships 
nre cons~dered irnponm b\ Washmgton and budget~ng for them IS strongly encouraged The 
extent to whlch the \11\51on must accommodate speclfic mandatory knding requirements during 
the Strateglc Plan perwd could impact on planned implementation activities 

2 Management 

The USAlD Mlss~on In Georga was formally established in July 1998 as a regional Caucasus 
M~ss~on to ~nclude Azerbaijan Prror to that, it was part of a regional Mmion headquartered in 
Yerevan Full staffing I S  not completed yet as more FSNs still are bemg recruited It IS expected 
that planned staffing le~els  - USDH, USPSC and FSN - wlll be adequate to manage and 
~~nplement this Strategy However regional demands will affect the ability to cover Georgia's 



hurnnn resource requlretnents so a review of personnel requirernenrs will be made in 12 to I8 
months In order to determne whether adjustments need to be made in staffing levels 



FY 2000 - FY 2003 
USAID GEORGIA RESOURCE REQUIREMENTS BY STRATEGIC OBJCCTI\'C 

STRATEGIC OBJECTIVE 

Economrc Restructurrng 
1 3 Accele~ ated De\ elopnlent and GI OM 111 or PI I \  dlc 
Enterpt Ise 
Spcc~al In~ t~a tn  e 
Actn ltles Closmg Out 
1 5 A More economic all^ Effic~enl and 

- -- 

2 2 Legnl ~ ~ s t e i n s  that Better Support 
Inlplementat~on of Deinocrat~c Processes and 
Market Reform 
2 3 More Effk~ent and Responsn e Local 
Go1 ernment 

Soc~al Sector Reform 
3 1 Reduced Human Suffering 111 Targeted 
Cointnunit~es 

CI oss-Cutting Programs 
4 2 Small Grants Ploerain 
4 2 Ewhanges and T~ainmg 

TOTAL USAID 



FI 2tl(tf) - F j  2003 
COUNTRY RESOURCE REQUEST B Y  STRATEGIC OBJECTIVE 

GEORGIA 

New Stt 'lteg~c Objectwe 

s ~ s ~ x ~ ~ o n s  swsa,sae %%+,oa~,octn S~~,OM,OOQ 
13 1 l 3 I I / Accele~ated De~elopment and Glontli of I $13 750 000 1 $15 500000 1$13000000 1 $ l 1 000 000 

St~ategy  

SO Number 

F\ 00 Pinti 

SO 
N umbel 
(111 NMS) 

[IP ECONQ-WC l3ES'SBUCZ'UXU.NG 

Spec~al Inlt~atnc 
Specla1 Inlt~atl\ e 

FY 01 Plan 

Closing Out ( Account~ng Reform / $2 000 000 
I Ta\ and F~scal Reform 1 $2 000 - 000 

Legal S~stelns that Bette1 Support 
Imple~nentat~on of Democrat~c Processes 

FY 02 Plnn 1 F \  03 Plat, 

aid I 4 
1 I 

Closlng Out 
1 5  

and Market Reform 
I and More Eflic~ent and Respons~~e  Local 1 $5  450 000 

$0 
$1 000,000 

( Reduced Human Suffermg In Targeted 

PI I\  ate Enteqmse 
Targeted Prn atrzatron Act11 ltles 
Market De\ elopnienr 

1 4  
I i 

$0 
$0 

I I TOTAL USAID BUDGET ( $54,000000 ( $52,000,000 1 $49,000,000 I $46,000,000 0 $i30,0m9aOQ $T5,00#,tHQ $70 OQROM 

$2 000 000 
$0 

$0 
$0 

Cap~tal Markets 
A More Econom~call~ Efficient and 

4 2 1 E\clianges and Tramng 1 $3 000 000 1 $3 000 000 I $ 3  000,000 ( $3 000 000 
1 

$450 000 
$0 

$3 063 000 1 $0 I $0 
$6 500 000 1 $7 500 000 1 $9 000,000 

I 

$0 
$9 000 000 

$0 
$2 000 000 

$0 
$2 000 000 
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KEY LINKAGES ACROSS ETRATEGIC OBJECTIVES' 

RESULT LINKAGE 

SO 1 3 Accelelated 
Development and G I  owth of 
PI lvate Ente~ 111 lses 
IR 1 3 1 Incredsed Access to 
CI ed~t by Dornestlc SMEs and 
MICI oentrepl eneul s 

Transactions Costs 

Legal, and Operatmg 
Envil onlnent for SMEs 

- .... ..... . . . ~ . .  ... . , , , 

IR 2 3 3 Increasing access to credlt by SMEs and mlcroentrepreneurs will st1 engthen the buslness 
sector and better enable ~t to fo~ge partnel ships w~ th  local governments and comtnun~tles 

IR 3 1 2 2 Whlle vulnerable gt oups are defined differently than SMEs and m~croentrepreneurs, there 
could be oveilap, thus, lncreaslng access to c~edlt could help vulnerable gi oups be more actlve in 

local economies 
IR 2 3 3 Reducing the transactions costs for pnvate enterprises wdl contr~bute to a stronger busmess 
sector, thereby enabllng businesses to be more actwe partners with local governments and 
communities 
IR 2 2 1 1 A mole sultable enabling envlronment for SMEs wlll help open up access to legal 
mechanisms for the business sectol by contributing to Increased public awareness of legal t ~ghts 

[R 2 3 3 A more sultable enabllng environment for SMEs will support the active partlclpatlon of 
vulnerable groups In the economy, to the extent that the vulnerable groups overlap In definition with 
SMEs 

[R 3 1 2 2 A more su~table enabling environment for SMEs will help vulnerable groups be more 
xctlve in local economies, to the extent that SMEs and microentrepreneurs Identified in SO 3 1 
werlap 

' The analjsls e\plams llnkages ~dentlfied across Strategic Objectives at the IR and sub-IR levels It does not shon llnkages nltllin SOs It h~ghlights kej 
sttateglc lmkages and 1s not Intended to be ~nclus~ve of all potential linkages Speclal inltlatlves are not lepresented 



APPENDIX B 

- 

Efficreiicly of the Bankrng 
Sector 

11 IR 1 3 2 3 Servrces PI ovrded 

I to Entrep eneurs and 
Enterpr ises by Bus~ness 

IR 1 3 3 Funct~on~ng Land 
and Real Estate Market to 

Agrrbuslness Opportun~t~es 
Identified and Facrlitated 

IR 2 3 3 Imp~ovmg the qual~ty, transparency and ettllclency of the banking sector could enable 
~ncr eased partner shrps among local government bustness and cornmutittles to provide ser vlces at the 
local level by creating more opportunities for tlansactions to be successfully rmplemented 

IR 3 1 2 2 To the extent that bankrng reform measures extend to outlyrng regrons, rmprovement of 
the bankmg sectol could help vulnerable g~oups  become more acttve parttctpants in the economy 
through ~rnproved access to lendrng mechanrsms and othet forms of financtal assrstance 
IR 2 2 1 I Increased use of effectwe busmess associattons wrll support Increased publlc awareness 
of legal ~rghts w ~ t h ~ n  the pitvate enterprrse sector stnce advocacy and education are prlmary 
functions of assoc~attons, and thus help create access to the admrnrstratron ofjust~ce for the busrness 
sector 

IR 2 3 1 2 Increasing the number of entrepreneurs and enterprrses lepresented by busrness 
associatrons wlll help provrde Increased representation of constituent needs at the local level s m e  
one fbnction of assoclat~ons 1s advocacy and representatron of member ~nterests 

1R 2 3 3 More acttve bustness assoc~atrons can contr~bute to tncreased partnersh~ps between 
busrness, community, and government by allowrng the pr rvate enterpl lse sector to be more organ~zed 
and coherent part~clpants In cominun~ty service activities 
IR 3 1 2 2 Prrvatrzatlon of land and real estate could help vulnerable groups become mole integrated 
In the economy 

IR 2 3 3 Str engthenrng agrrbuslness could support stt ongei partnersh~ps among busmess, local 
sovernment and commun~t~es 

[R 3 1 2 2 Strengthenrng agribusiness could support incieased partwpat~on of vulnerable groups In 

:he economy, to the extent that the ass~sted targeted groups Intersect 



RESULT LINKAGE 

Srlstalnable Enel gy Sect01 
IR 1 5 1 Increased Prrvate 

1 Sect01 Partrclpatlon In Energy 
Sector 
IR 1 5 2 Legal and Regulatory 
Envrronment More Conducive 
to Prlvate Investment In 

Sound Laws Adopted and I Implemented m the Energy 
Sector 
IR 1 5 4 Increased Eficlency 
in the Energy Sector 
SO 2 2 Legal Systems that 
Bette1 Suppol t 
Implementat~otl of 
Democi atlc PI ocesses and 
Market Ref01 m 
IR 2 2 1 Increased Access to 
Admlnrstratton of Justice 

Overall, suppoi ts SO 1 3 

~vela l l ,  supports SO 1 3 and SO 2 2 

Overall, supports SO 2 2 

IR 1 3 2 Increased eficlency In the energy sector wdl help prrvate sector enterprlses reduce 
transaction costs 

IR 1 3 2 Increasrng access to counsel and courts could support ieduced transaction costs for prrvate 
enterprrses by empowering enterpr~ses and entrepreneurs to enforce judgments and contracts 

IR 1 3 3 Increasrng access to admlnlstration ofjustice could support a fbnctloning land and real 
estate market to support SME growth by giving landowners access to legal tools needed to enforce 



LINKAGE 

IR 2 2 1 I Increased Publlc 
Awareness of Legal Rtghts 

Ava~labtllty of Effectwe 
Counsel 

tttlmg and reglstratlon 

IR 1 5 3 Increastng access to legal systems could help establtsh more laws di~ected at envtronmental 
p~ otectlon by enabltng tntet ested ctttzens to be more lnvolved In legislative and poltt tcal pi ocesses 
and to brlng test cases that could establtsh legal precedent 

1 R 2 3 1 Increas~ng access to legal systems could help provtde the means for cltizens to become 
more actwe partlctpants 111 local government oversight and pollttcal processes 

IR 3 1 2 2 Increasmg access to courts and other legal mechan~sms could help vulnerable gt oups have 
hndamental legal ttghts met, theteby strengthentng thelr abtllty to parttclpate In local economies 

IR 1 3 I Increased publlc awareness of legal tights could Increase access to credtt by generating 
demand on the part of constttuents for greater access to cred~t 

IR 1 3 2 3 Increased publ~c awareness of legal rlghts could motlvate constttuents to demand more 
busmess assoclattons that advocate on behalf of the prlvate enterprise sector 

IR 2 3 1 2 Increased publtc awareness of legal rights could support tncteased representation of 
constituent needs by generattng demand on the part of constituents for more mfor matlon and 
responsiveness on the part of local government representattves 
IR 1 3 2 Greater access to effectlve legal counsel could help reduce commelc~al tlansactton costs by 
enabllng for met ly under-represented entrepreneurs or enterprtses to more effecttvely enforce 
conttacts and to more effectively seek other means of redress 

[R 3 1 2 2 Increased access to effectlve legal counsel could help vulnerable groups be more actlve 
partlclpants In the economy by provldlng them wlth the means to obtatn baslc human and legal rights, 
:hus strengthenmg thelr capaclty to partuxpate In soclety 

Butldtng the capactty of legal Instltutlons supports nearly all other IRs and sub-IRs In the Mlss~on 

8 1 



APPENDIX B 

RES I) LT LINKAGE 
- 

T~anspa~ ent and Fa11 Publrc 
and Private Legal Sect01 
Instltutlons 

Independence of the Judlciaiy 

IR 2 2 2 3 Incieased 
Inst~tutional Capacity (of legal 
sector inst~tutions) 
IR 2 2 3 Policres, Laws, and 
Regulat~ons Promoting 
Democratic Processes and 
Market Reform Estabhshed 
SO 2 3 MOI e Effic~ent and 
Resporulve Local 
Govet nment 
1R 2 3 1 Incl eased 
Communrty Partrcipatlon ~n 
Local Government Oversight 
and Political Pi ocesses 

[R 2 3 1 1 Increased 
Availability and Access to 
Different Sources of Oblectrve 

tr amewor k because it  seeks to strengthen the under lyng rnst~tut~onal framework respons~ble for 
1mp1erneritat1on of all polic~es laws a~id regulat~ons across all sectors of soc~ety 

- 
i< I ;-2 ( oul t n ~ o n ~ t o ~ ~ n g  could cor~tirbute to reduced tiansaction costs for the prwate enterpllse 
4 c c  1 0 1  b y  I~cll)trlg to ensure that court cases r elated to corn me^ c~al transactloris ar e being 
~11)pt o p  - - -  mtely handled 
IR 1 3 2 Independent judges w~ll be more l~kelp to enforce contracts and other legal mechan~sins 
wlthout undue influence, thereby helprng to reduce transaction costs associated with corruptron, legal 
delays, and unfalr court decls~ons 
This sub-IR has the potential to create impact across nearly all results, because lncreaslng the 
capacity of legal sector rnstrtut~ons will help strengthen the underlyrng rnstitutlonal framework upon 
whlch all sectors of society rely 
Thrs IR underpins the entire Misslon strategic framework Wlthout a solid foundation of policies, - 
laws, and reg;latrons - development cannot occur Therefore, this IR is a necessary condition for all 
other SOs 

IR 2 2 3 Increased citlzen partxipatlon could lead to the establishment of policies, laws, and 
regulations needed for democratic processes and mar ket reform by strengthening the role of citlzen 
advocacy in legislative processes 

IR 3 1 2 Increased crtrzen participation in over sight processes at the local level could help vulnerable 
communities better meet thew own needs by generating demand for mole effective representation of 
citizen needs by communrties, to the extent that there is an overlap between targeted communltres 
Thls IR has broad cross-cuttrng rrnplmtrons for numerous other 1Rs and sub-IRs, because a more 
rnforrned public empowers the citizenry to take actlon and participate rn the development of society 
across all sectors 



APPENDIX B 

RESULT LINKAGE 

Repr esentat~on of Const~tuent 

IR 2 3 2 Increased Capac~ty 
to Plan and Manage 
Resources Efficiently (by local 
governments) 
IR 2 3 2 1 Legal Autliorit~es 
of Local Government 
Establrshed 
IR 2 3 2 2 Bette1 Defined 
Roles of Local and Cent1 a1 
Government 
IR 2 3 3 Increased 
Partnershrps Between Local 
Government, Busmess, and 
Commun~t~es to Provlde 
Servlces 
SO 3 1 Reduced Hunlan 
Suffer rng 111 Tal geted 
Commun~tres I 

- 

1R I i 2 i Incieasrng the numbel of Cornmun~ty Service Organrzatrons that effectively rep1 esent 
commun~ty and constrtuent needs could lead to an miease rn the nurnber of effectwe busmess 
assoc~atrons to the extent that that the target communrtles overlap beca~~se  one of the htict~ons that 
CSOs rn~glit serve 1s to help establ~sh mechan~sms for effectrve Iepresentatron of the pr~vate 
enter prrse sector 

IR 3 1 2 2 Inc~easrng the number of Commun~ty Serwce Organ~zatrons that effect~vely represent 
commun~ty and constrtuent needs could lead to more actlve par-t~crpat~on of vulnerable groups In the 
economy to the extent that ta~get communit~es ove~lap, smce one of the functions of CSOs could be 
to help suppo~t vulnerable groups In a number of ways 
IR 3 1 2 To the extent that target comrnun~tles overlap, lncr eased local govet nment capacity to 
manage resources tnole efficiently could help vulnerable commun~tres meet the11 own needs by 
strengthenrng the publ~c sector prong of the government-communrty-busmess tr~angle that wlll 
strengthen vulnerable commun~ties 
IR 1 3 2 I Enhanced local government legal autho~lty could support an rmproved enabling 
envlronmetit for SMEs, to the extent that local governments have responsrbllity for overseeing 
pollcres that m~ght affect pnvate sector enterpr ~ s e  development 
IR 3 1 2 1 To the extent that target commun~tres overlap, better defined roles for local government 
could contrrbute to an Increased capacrty to delrver health and other servlces for vulnerable 
communltres 
IR 1 3 2 1 Increased government-bus~ness-community partnershrps could Improve the operatmg 
enw onment for SPI/LEs 

[R 3 1 2 Increased government-busmess-community partnersh~ps could help vulnerable communlt~es 
Setter meet therr own needs. to the extent that the target commun~t~es overlat, 



RESl l l  T LINKAGE 

IR 3 1 1 Urgent Needs Met In 
the Event of Ct is~s 
IR 3 1 2 Vi~lneiabie 
Communrttes Better Able to 
Meet Own Needs 

IR 3 1 2 1 lncr eased Capacity 
to Dellvet Health and Other 
Serv~ces 
IR 3 1 2 2 More Active 
Partlclpation of Vulnerable 
Groups in the Econoiny 

Th~s  1R IS specific to SO 3 1 

1R 2 3 2 To the extent that tatget communrties overlap more self-suffic~ent vulnelable communrt~es 
could lead to   ti creased capacity of local governments to plat1 and tnanage resources eficrently 

1R 2 3 3 To the extent that target colnmunltres overlap more self-sufficient vulnerable comrnunrtles 
could lead to Increased government-busmess-communtty partnersh~ps fot provtslon of servlces 
T h ~ s  sub-IR IS specific to IR 3 1 2 

IR 2 3 3 To the extent that target cotnrnuritties overlap, more economically actlve vulnerable groups 
could contr~bute to Increased government-business-community partnersh~ps 
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CONFLICT VULNERABILITY ASSESSMENT OF GEORGIA 

Georgia has a number of natural advantages It 1s a country blessed with a well-educated 
population a good cl~mate and agricultural resources, modest but Important mineral resources 
(~ncludmy petroleum) a potent~ally vlable industrial sector with outdated equipment, but tramed 
mdustnal workers a location which gives Georgia easy access to Europe and world markets as 
well as an opportunity to be a transportation corridor between Europe and Central Asia So far 
Georgm has not been able to take proper advantage of ~ t s  natural and human resources The 
USAID M w o n  1s addressmg the structural causes of the shortfalls in performance by Georgia in 
the soc~al economlc and polltlcal spheres While much has been achieved In the last several years, 
there are factors beyond USAID's capablllt~es that can adversely affect and even derail, the 
progresswe development of Georgla Some of these factors can be Influenced by USAID, but 
outcomes cannot be guaranteed by an agency whose area of action is soclal and economic 
development The Mlss~on's only practical optlon is to bulld polltlcal and economc stability 
throuyh ~ t s  programs to ass~st Georgia Nevertheless it is Important to understand the 
~ulnerab~llt~es which relate to armed conflict and the threat of armed conflrct Follow~ng IS a bnef 
d e w  lptlon of the major confl~ct vulnerabilit~es that expose Georgian development to nsk and an 
~i\lrewnent of the M~sblon's abhty to respond 

I Abkhma The Abkhaz confl~ct currently is the most dramat~c problem faced by Georgia 
Although a d~st~nct  ethnic group the Abkhaz have been associated w~th  Georgia wlth varying 
degrees of lndependence since ancient tmes In the Soviet per~od Abkhazia was an autonomous 
repubhc (an "oh lmt " )  wlthm the Soviet Socialist Republic of Georgia Since the 19th Century, 
the Abkhaz have been frustrated to find themselves an increasingly smaller mnonty in their 
homeland Shortly after the d~ssolut~on of the Sov~et Unlon Abkhaz~a declared its Independence 
from Georgia Beg~nnlng in 1992, in a serles of ml~tary maneuvers and with Russ~an assistance 
the Abkhaz expelled ethnic Georgians and have since mamtained then- state of rebellion The 
estimated 300 000 ethn~c Georgians who fled Abkhazia represent a potentially destabilizing force 
In western Georgla Many of the IDPs supported the rebels in the 1994-95 Georglan Civil War 
and are a contlnulng source of discontent on the political scene in Georgya as well as a cntical 
element In any attempted settlement of the conflict by the Minsk Group, five countnes assistmg In 
negotlatlng a settlement A Russlan force under the aegis of the CIS has been present in 
Abkhaz~a slnce the war ended 

Among the long-term costs to Georg~a of the Abkhaz conflict are 

the presence of d cont~nual threat of destab~lizat~on from long-term discontented IDPs 
1s 110 represent 6 percent of the population of Georg~a 

r the unrelentmg dram on pubiic resources to provlde assistance to the IDPs 



the contmual distraction of attention, energy and diversion of fbnds from the country's 
other critical problems to deal with the mlitary and political problems created by the confllct, 
and 

the ever-present threat of renewed and costly armed confllct precipitated by either the 
AbLhaz w~th Russlan asslstance or by dlscontented groups in Georga 

The M~ssion's strategy for the v~c tms  of the Abkhaz conflict in western Georgia IS to use its 
programs to provtde human~tartan asslstance to the most vulnerable, to help Georgian institutions 
(both governmental on nat~onal and local levels, and NGOs) increase then- capacity to provide 
n\\lstmce to lDPs and to help the lDPs become more economically self-sufficient The Mssion 
alw has a number of projects to prov~de humanitartan ass~stance ~nslde Abkhaz~a and confllct 
I esolutwn alnony the warring partles However some are not in an actlve status They are 
~on\tra~ned by pol~cy cons~derat~ons ~~nposed by the M m k  Group and securrty concerns related 
to the armed conflict The thrust of the Miss~on's efforts to address the Abkhaz confllct is to 
create cond~tlons that will promote economlc and social stabhty among the IDPs as a means of 
lessening the threats of destabilization and the costs of assisting long-term IDPs, whle increasing 
the capaclty of the government on all levels to manage the situation wlthout distracting it from the 
routine tasks of governance and development The intent is to help the vulnerable populat~ons 
move from rehef to a degree of economic self-sufficiency The USAID strategy, with its emphasls 
on local development and specific orientation to worlung in and nearby potential confl~ct areas, 
also presents a strong prevention approach to spread of conflicts 

4 modest Increase In the M~ss~on's humanitarian asslstance withn Abkhazia could make a 
contnbutlon to decreasmg the sense of  sola at ton among the people there The Abkaz receive 
almost all of their ~nforinat~on about the outslde world from the self-styled "Government of 
Abhhma " The mformation permitted to be disseminated wlthin Abkhazia IS geared toward 
remtorcmg the pol~t~cal poslt~on of the "Government" and is presented in a manner designed to 
Increase ethn~c tenslons Resentment among the Abkhaz has been mcreased by awareness that the 
b n b t  majority of mternat~onal human~tar~an asslstance for victims of the confl~ct has been given to 
ethn~c Georgans who are IDPs It  IS thought by some partles that a more even-handed 
d~ctr~but~on of humanltanan asslstance could help dissipate the resentment and stimulate 
Interaction w ~ t h  outs~ders including humanitarian PVOs, and that such contact could contribute 
to a more cr~t~cal att~tude toward officially controlled mformatlon 

2 Alkhalkalak~ There has been concern about the potential for conflict in the Alkhalkalalu areas 
near the border w~th  Armenia The majorlty population of the area IS ethnlc Armenlan A Russian 
base there is suspected of provtding arms to members of the Armenian Djavakhk orgamzatlon and 
Georgian Armenian separatists who desire autonomy for this reglon In August 1998, the 
Georg~an Army was prevented from conducting mlltary exercises in thls region when ~t was 
confronted by a group of heavily armed ethn~c Armen~ans The situation was resolved peacefully, 
and smce that time tensions have eased considerably However, this relatively isolated, poor, and 
ethnically d~stmct populat~on remains tinder for a major conflagrat~on In September 1998, the 
M~ss~on had the Office of Trans~tion Inltlatives (BHRJOTI) assess the situation m Alkhalkalalu 
OTI determmed that the major difficulty was both the physical isolation and the sense of polit~cal 



d ~ s t n n ~ e  trom the malnstreain Smce that time the Mlsslon has taken advantage of opporturut~es 
to ~nclude this region in its programs and efforts wlll be dlrected there under the new Strategy 
The thrust of the activities is to promote economlc and social stability by creating participatlon by 
htdheholders In the polltlcal and economlc development of Georgla It should be noted that there 
15 no dpparent ethnic rivalry or particular animosity between ethnlc Armen~ans and ethnlc 
beorglans I ~ v ~ n g  In the region 

There is an underlymg assumpt~on that Armenla or extremist groups in Armenla, like the 
Djavakhk wdl not seek to destabilize areas bordering on Armenla, whlch appears to be borne out 
at the present tlme 

3 Adlaria Adjaria IS an "Autonomous Republic" wlthin the Republic of Georgia The majority 
of the people are ethnlc Georgian and Muslim After nearly a century as a province of Turkey, 
Adjaria was returned to Georgia after the Second Turkish-Russian War m 1878 The 
4utonomous Republic of Adjarla 1s administered by an authorltarlan locally-elected governor 
whose tltle IS  Chairman of the Supreme Counc~l of Adjarla Adjaria has a fa~rly strong economlc 
bn\e supported by the agriculture of the warmer cllmate of the Black Sea and the important sea 
and land port of Batuin~ through wh~ch many goods enter and leave Georgia Aslan Abashldze 
the local strongman is perceived by some to be a potentla1 contender for the Georg~an 
PI e\~dencv The sources of his power are a strong pol~tical base In Adjana a Russ~an mllitary 
bdse the perception of an admlnistrat~on effectwe In providing local services and rumored 
t~ndncing from Russian sources Occasionally Abashidze makes overtures to the Armenians In 
4lhhalhalaki to join Adjarla In some sort of a larger autonomous republ~c within whch they 
would have more control and freedom A polltical jomt venture between Chnst~an Armenians and 
Musl~m Adjarlans IS not hkely Nevertheless, Abashdze will continue to have the power to be a 
spoiler in the nat~onal scene by inciting political mischief and by being a source of fbnds and ideas 
tor ~nalcontents But ~t is believed unlikely that he would receive sufic~ent political support to 
wln any Important nat~onal office Over time, as the situation In Georsla stabilizes economically 
and polit~cally Adjarla llkely wdl lose ~ t s  importance as an independent power base 

4 South Ossetia Followmg the 1991 v~olence created by demands for Independence South 
Osset~a accepted the presence of a United Nations observation group the Uruted Nations 
Observation Misslon In Georgia (UNOMIG) Many of the issues that led to armed confllct w t h  
the Ossets are on the path to resolut~on At times the path is rocky, but there is dialogue between 
the central government and the government of Ossetla Crltical lssues relate to natlonal security, 
~ontrol of ndt~onal borders autonomy wlthin the framework of the Republlc of Georgia and the 
I eturn ot the 30 000 IDPs displaced by the conflict In the near term South Ossetia does not 
dppear to lepresent a threat to the stablllty and development of Georgia 

gouth Ossetia has been associated with Georgia for many centuries and the favorable resolut~on 
of the 1994-95 C I V I ~  War lowered nationalist extremlsin The current instab~lity in North Ossetia 
(which is part of the Russ~an Federation) may lncrease but is not expected In ltself to affect South 
Osset~a and its dialogue w~th  the GOG or affect the development of Georgia In any case, the 
Mission's programs to Increase opportunltles for participatlon in the economy and in democrat~c 
governance will create stakeholders in a stable Georgia 



5 North Caucasus It IS difficult to assess the potentla1 threats of destabilization due to events in 
other areas of the Northern Caucasus There are constant rumors of a Chechnya-type rebellion or 
Independence movement in lngushetia and Dagestan Even if there is active warfare in these areas 
bordering Georgia it is not likely that fighting rehgees or other destabilizing forces would 
d~rectly aftect Georgla During the Chechen conflict, Georgia was not affected directly Chechens 
were involved In the last assassination attempt on President Shevardnadze, but it is thought that 
others hired them 

6 4rnien1~1-Azerba~lan Renewed fighting in the state of no warlno peace which exists between 
Armenla and Azerbaijan could create problems for Georgia For example, the sudden death of 
Presdent Ahev of Azerbaljan who is thought by the general public to be in 111 health can create 
hn opportunity for Armenia to increase the area of Azerbaljan that it occuples In the event 
wccession does not take place quickly and smoothly because of confusion or a contest for power, 
a renewed war could force refugees to flow into Georgia, could prec~pitate fighting among the 
two ethntc groups within Georgia and could cause borders to be closed limiting the flow of 
goods and commerce or other d~slocations Any involvement by other states would be to 
Georgia's detriment since it would expand the conflict It is not clear what the Russlans -- allies 
and suppliers of mllitary assistance to Armenla -- would do in such a conflict There IS also the 
possibility that Central Asian states, f e a h l  of having the~r  land bridge to Europe cut off, would 
enter the fray Neighbormg countrtes like Iran or Turkey also have motives to see that Russian 
involvement tn Azerbaijan is kept to a minimum The Mission has been active m using its 
programs to promote reglonal cooperation among the three South Caucasus countnes as a means 
of contrlbutrng to econoinic stabdity and conflict resolution It is hoped that over time the 
benefits of an uncertain peace outweigh the incentives and presumed gains of war for Georgia's 
two ne~yhbors 

7 RUSSIA R U S S I ~  represents vulnerabtlity for Georgia in a number of different ways Russia has 
t i ~ e  military bases in Georgia which it has been reluctant to leave The Russians have been 
LI  ttlcnl to the success of the Abkhaz through the supply of arms and, at times combat units 
They have provided support inilitarily and financ~ally, to Adjarla and to groups in Alkhalkalalu 
The conventional wisdom is that the Russlans are reluctant to glve up the Transcaucasus, 
~ncluding Georgla and Azerbaijan, which had been part of the Russian Empire for almost 120 
vears before the Soviet Revolution in 19 17 These countnes have real value as buffer zones for 
Russia and equally important their independence is a constant remlnder of lost ~mperial 
greatness 

For the Russlans the South Caucasus is a buffer in particular against Turkey and Iran, both of 
which have been competitors in war and peace for many centunes To maintain ~ t s  independence, 
Georgia a small country has sought alliances with distant countnes as a means of protecting 
itself All reglonal parties hope the uneasiness of relat~ons between Russia and Georgra will 
d ~ r n l n ~ s h  over time In the  meantme the Mission can deal with these Issues only by helpmng the 
Georg~ans budd a strong econornlc base and a viable democracy 



APPENDIX E 

ASSESSMENT OF ANTI-CORRUPTION IN GEORGIA 

Att~tudmal change and changes m the manner in which the public and private sector interact are 
hey to combatmg corruptlon in Former Soviet Umon (FSU) countnes The ingramed hablts of 
seventy years of prlvate deals and abuse of power cannot be successfidly counteracted by stand- 
nlone actlvltles whlch crusade against corruption A strong emphasis on transparency, 
nccountabd~ty rule of law level playlng fields and access to information -- across the board in all 
d\slbtance nctlvltles -- IS the most effectlve approach By promoting anti-corruption actions every 
day In every strategic asslstance area USAIDICaucasus IS sending a strong message that the fight 
ngalnst corruptlon IS not l~m~ted to specla1 occasions or specific circumstances but requires daily 
~ig~ldnce Bv maklng ant]-corrupt~on actlvlties an lntegral part of our asslstance programs, we 
dei-nonstrate our ~ntolerance of corrupt~on In any form and our commltment to ~ t s  ellminatlon 

Str,lteg~c Ass~stance Area I Econom~c Restructuring 

C omprehensrve Market Reform 

The Comprehensive Market Reform program addresses corruption by support~ng the creation of 
laws and practices wh~ch promote transparency and consistency in the development of pnvate 
enterprlse In Georgla 

Through the Tax and F~scal Reform actwty, USAIDICaucasus IS providmg extenwe technical 
asslstance to create a central automated tax mformation-gathenng and reporting system to ensure 
un~for~n appl~catlon of the laws and to enhance the integrity and efficiency of the system Georgla 
hns one of the lowest tax compliance rates in the world Tax avoidance is endemc, denymg the 
Government crlt~cal revenues needed to prov~de publlc servrces and to pay salanes and penslons 
The Tax and Fmal Reform actlvlty is currently being refocused to address the need for an 
et ' tect~~e Internal aud~t function In the Large Taxpayer Un~t of the Tax Inspectorate Addressing 
th15  very L ls~ble example of corrupt~on will demonstrate a new level of commltment to stamping 
out corruptlon on the part of the Government of Georgla (GOG) The Tax and F~scal actlvlty is 
also addressmg the Issue of exc~se taxes It  1s estimated that only 9% of excise taxes were 
collected In I998 The creatlon and enforcement of an exclse stamp program also will 
demonstrate renewed attent~on to the fight against corruption on the part of the GOG 

An Important success in the fight agalnst corruption has been one product of the Land 
Pr~vat~zat~on actlv~ty In the face of concerted opposition from the State Department of Land 
Management USAIDICaucasus, in partnership with Georgia's reform-mnded Parliament 
supported the passage and implementation of the strongest enterprlse land privatization legislation 
In the FSU The new enterprise (urban) land prlvatlzatlon law IS simple, highly transparent and 



tree from loopholes that would have permitted corrupt bureaucrats to solicit or extort extra-legal 
payments from entrepreneurs Key elements in the strategy to prevent corruption include the 
tollow~ng 

reclulrmg only the use of ex~stlng sketch maps of property boundaries, not new suweys, to be 
cert~t~ed by a government ofice 

el~m~nnt~ng the need for a formal land registration application form that could have been sold 
tor lndny times ~ t s  cost or w~thheld pending a bribe, 

el~mlndt~ng w~de  administrat~ve discret~on of officials in the determnatlon of the level of a 
one-tme payment by usmg an already published measurement, and 

requmng that a registrar who derues the registration of a parcel, state the reasons in writing 

Less than three months afier the promulgation of the law, more than 3,000 commercial enterprises 
have qualified to recelve tltles There have been no substantiated complaints of corruption to 
date 

4 second land law was enacted to administer the lease and sale of non-agricultural land not in use 
b] prwate and prlvatlzed enterprlses Thls law the Law on Administration, created a great 
number ot loopholes for bureaucratic misbehavior and corruption USAID/Caucasus and the 
World Bank have jolned forces to draft revrsions to the law to improve transparency in the 
allocat~on of leases and In sales In addition USAID/Caucasus IS turmng its attention to 
ngncultural (rural) land prlvatlzatlon both to bring the benefits of privatization to rural areas and 
to more w~dely demonstrate the benefits of transparency and accountability 

LC, 41DIC aucasus has agreed to place a consultant In the Ministry of State Property Management 
(MSPM) for a limted pertod to assist in the orderly and transparent placement of residual shares 
of prev~ously p r ~ ~  at~zed enterprlses In the case of enterprlses in which the MSPM holds a 
lnajorlty posltlon the consultant will help to assess options for stock sales, including the 
placement of controlling blocks with strategic investors who stand ready to bnng new capital and 
technology to Georgian firms USAID's support to the MSPM has both t e c h c a l  and 
anti-corruption content The Minister of State Property Management has a reputation for honesty 
and has declared that he \\ants the sale of state-owned-enterprises to be both transparent and 
cons~stent w~th  nat~onal economic priorities 

Other Market Reform act1kmes aimed at combating corruption are Enterprise Accounting Reform 
and Cawltal Market Intrastructure Development Reliable accounting and audit ~nformation is 
cr ]tical to eficlent management It IS also critical to reducing fraud and mismanagement and 
promoting transparencl and accountability The Accounting activity continues to make progress 
011 adoptlon ot Internar ~onal Accounting Standards (IAS) as the accounting standards for private 
enterprise In G e o y d  dnd on GOG agreement that the accounting standards be interpreted by 
p~ ofes~ional practicing accountants not the Ministry of Finance Use of IAS is cntical to fair 
~nluat~on of yoods and services It IS a transparent system which does not lend itself to hding 



costs or assets The Mlnistry of Fmance continues to use Soviet-style accounting which is not 
cost-or-value-dr~ven USND/Caucasus is engaged In dlalogue with the Wnlstry to convmce 
them of the benefits of adoptmg IAS for the Government 

The Cap~tal Markets lnfrastructure Development activity will create a securities trading 
mechanism and independent reglstry system with hgh degrees of systemic integnty and 
transparency Only an open transparent and eficlent system wlll gain investor confidence 

Other Econom~c Restructunn~ Reform Programs 

USAiD/Caucasus IS asststlng the GOG in developing a legal and regulatory environment 
conduc~ve to free trade and mvestment In Georgla The pnmary activlty is to facilitate 
Georgia's accession to the World Trade Oreanlzat~on (WTO) Membership In the WTO 
requires thn t  Georg~a conform many of ~ t s  laws and practices to mternational standards, 
help~ng to el~~ninate favoritism Georg~a is making excellent progress and likely will become a 
WTO member by the end of 1999 

The M~ss~on 1s iinpleinenting a Commercial Bankers' Training actlvity, which provrdes finance 
educat~on and retraining for bank executives, management and technical staff Important 
results of t h ~ s  activ~ty are transparency in access to credit and dellvery of loan services, as well 
as the undermmng of crony capitalism 

A new activrty -- Banking Supervls~on -- has just begun Through thls actlvity, bankers will 
be trained In modern supervisory techniques on-slte and off-slte supervlslon and problem 
b a d  resolut~on leading to a more accountable pnvate banking system in which the publlc can 
have confidence 

In a related activlty USAID/Caucasus provides information technologv services to the 
National Bank of Georgia This actlvity has put Georgra on the path to havlng a secure 
electron~c payment transfer system and the abillty to protect against the electromc theft of 
domestic and mternat~onal financial assets 

Energv Sector Restructurmy 

In the Energy Sector USAID/Caucasus combats corrupt~on by supporting systemlc reform 

USAlD/Caucasus was ~nstrumental In the development and passage of an Electricity Law which 
separated pol~cy-makmg the creatlon of regulations such as a tanff system and market rules, and 
electric~ty system operations breaking the monopoly of the state power company and improvmg 
accountab~lity of operat~ng unlts Another antl-corruption achievement is the creation of 
Georg~a's first mdependent regulatory body -- the Georglan Natlonal Electricity Regulatory 
Co~nm~ss~on (GNERC) 

However much remalns to be done Georgia's generat~on, dlstrlbution and transmsslon entltles 
are notorious for their lack of financial controls and accurate reporting Due to inefficient 



operatlonc and poor cost accountmg, the state IS loosing s~gn~ficant tax revenue 
1 5AIDiCnucasus wdl continue to support GNERC as it undertakes the difficult task of br~nging 
tr nnymency to the sector through the development and ~mplementat~on of new tariff structures 
nnd mdrhet rules 

B ~ l l  collection relnalns a serious problem It is estimated that collect~ons hover at around 50 % of 
vvh~ch 17% 1s a direct transfer made by the GOG for pensioners and GOG employees The 
pro\lslon of electric~ty is haphazard at best -- especially during the wnter months Currently In 
Creory~d the meter reader is also the bill collector T h s  process leads to corruption Most meters 
are Inside customers' homes The customer reaches a financial agreement w t h  the collector who 
reports lower-than-actual usage while pocketmg a portlon of the reduced payment Some 
collect~ons ~nclude a barter arrangement, wh~ch does not accrue to the benefit of the electr~city 
dlstr~butlon company Through the Rustavl pilot project USAID/Caucasus has successfully 
demonstrated that corruption in electric~ty metenng, meter reading, collections and b~lling can be 
elimmated through the adoption of md~vldual, outside-the-home metenng, and separation of meter 
readmg from b~lling and collections Over 96% of customers are paying the~r  bills m the pilot 
project demonstratmg that people are will~ng to pay when they believe that payments are properly 
recorded and used The Rustav~ project IS bemg expanded by popular demand In addition, AES, 
the Amencan company that recently purchased Telas~, the largest power distr~but~on company in 
Georg~a has begun a program to follow the Rustavi model 

In the 011 dnd gas sector the physxal delivery of energy products IS poorly tracked and reported 
b\ the GOG Lack of an adequate legal and regulatory framework and the existence of a 
Government monopoly body ~oinpound the problem Building on ~ t s  success m the electric 
power sector USAlD/Caucasus 1s promoting a Petroleum Law, regulatory system and regulatory 
entltv In the oil and gas sector 

Strategic Assstance Area 2 Democracy 

USAlD/Caucasus has worked closely with other donor orgamzations and reform-mmded 
counterparts who have demonstrated the pol~tical will to tackle the problems that facihtate 
corruption The rule-of-law (ROL) strategy cons~sts of coordmated, sequenced in~tiatwes that 
hol~stically mainstream anti-corruption ~nit~at~ves The ROL strategy facilitates the movement 
away from a society that practices the Soviet-era rules-of-the-game to one based on the rule-of- 
Idb The ~nst~tut~onal reforms respond to the internal pressure for reform In 1999 USAID 
proposes to expand ~ t s  act~vities to work with professional associations through NGOs monitor 
court proceedings 

A vgltlcant component of the ROL ass~stance supports the establishment of a competent honest 
nnd Independent ~udlclary The 1997 Law on Courts of General Jur~sd~ct~on formally mcreased 
the ~ndependence of the courts by transferring the respons~bility for ~mplementing judicial reform 
trom the Mln~stry of Justlce to a newly establrshed Council of Just~ce The Counctl is composed 
ot retorm-mmded representatives from the executive, leg~slat~ve and judictal branches 



The Law on Courts mandates that judlcial cand~dates pass a judicial qualification exam 
USAIDICaucasus provldes technical ass~stance for adrmnlstering the exams The publ~c vlews the 
qudl~ficat~on exams as fair and transparent, owmg to the extenswe medla coverage the exams 
I ecerve The exams are startmg to change peoples' negatlve att~tudes about Georg~an capaclty to 
conduct an honest examination process and has helped galvamze polit~cal wdl for judicial reform 
Subsequent amendments to the Law on Courts hrther refined and professional~zed the selection 
nnd removal process for judges USAID/Caucasus provldes asslstance for judicial capaaty- 
bullding through tralniny I n  addltion to developing judicial skills the tralning activities inculcate 
the new judges w~th the sprrlt of a competent honest and independent judiciary The new judges 
I ecerbe n great deal of publ~c recognition and are determined to maintain their reputations for 
lionem nnd lnteyrlty 

1 he Law on Courts mandates the establlshment of a Conference of Judges and specifies that the 
Conference meet twice a year and implement the judlcial ethics code All sltting judges are 
members of the Conference of Judges Ass~stance for drafting a judicial ethlcs code, on wluch the 
Conference w~ll vote has been prov~ded In addlt~on, USA1D/Caucasus is supporting the first 
organ~zat~onal meeting for the Conference In the event that the old judges come to domnate the 
Conference -- a possibility slnce they currently outnumber the new judges -- the asslstance wll 
sh~fi to the establlshment of a prlvate Judges Association with membership l~mited to sitting 
judges that have passed the qualification exam USAD/Caucasus-supported judicial etlucs 
tralnmg is on-gomg 

The failure to prov~de a living wage constitutes one of the root causes ofjudicial corruptlon In 
this regard the GOG has undertaken the s~ngle most important inlt~ative to fight judlclal 
corruptlon The judges who pass the qualification exam will recelve a dramatic salary increase 
Awmng the financ~al ~ndependence ofjudges is no small matter considering the country's severe 
economlc problems 

1 SAID/( aucasus ha4 and will contrnue to provrde technical assistance to Parliament and the 
Executwe Branch tor dratting and ~mplementing the key laws that provide the legal framework for 
tr$t~ng corruption I S 41 D sponsors conferences and workshops for Georglan lawyers from the 
prlvate and public sector4 to ensure ther input In the drafting process farmliarlze the attorneys 
wi th  proposed l a~ i  4 dnd  btrengthen the polit~cal will for enacting and implementmg reform laws 
Frnally USAIDKaucasus hnds Georg~an lawyers usually the pnmary drafters of the reform 
laws to wrlte cornmentarres and practical how-to manuals on the new laws Parhament's Legal 
Retorm Comm~ttee and the Min~stry of Justice have been the principal counterparts for the reform 
laws d~scussed belou 

The Civrl Code mas one of the first pieces of reform legislation Six books constitute the Civil 
C ode two of mh~ch are the Law on Obligations and the Intellectual Property Law These two 
laws clan@ propem r~ghts and the commercial relat~onshlp between parttes and reduce 
opportunmes for corruptron On another front, the recently passed Criminal Procedure Code, 
and the Crmnal Code m h ~ h  IS expected to pass in Spnng 1999, w~ll provlde important weapons 
ti) prosecute corrupt acts 



In  01 der to lncr ease honesty effic~ency and falrness in the government, significant assistance has 
been prov~ded for the development of an Adm~nistrative Code expected to pass in 1999 The 
4dm1n1stratlve Code wdl prowde fair and transparent processes and procedures for individuals 
and busmesses to mteract w~th  the~r Government and afford an opportumty for the courts to 
revlew the legality of execut~ve branch act~ons Furthermore, the Admnistrat~ve Code will 
provide a mechanism for the newly elected local government counsels to seek redress for arb~trary 
central government decwons Support for a Freedom of Information Law will further ensure 
transparency w~thin adininistrat~ve bodies 

4 Busmess L~cens~ng Law will prove particularly important Currently, businesses must obtain a 
plethora of licenses from several government agencles Limit~ng license requirements to a few 
\ectors that directly impact public health and safety will strip government officials of rent-seelung 
opportunities Furthermore, the proposed law will reduce transaction costs, ehmnate bottlenecks 
and foster cornpet~tion The law will prove controversial to enact and implement 

In FY 1999 USAlD wdl mt~a te  new activities for Non-governmental Orgamzat~ons CNGOs) and 
bumess professional assoclatlons The work wlth professional assoc~ations will enhance the 
et'tect~veness of the proposed Adlnlnistrat~ve Code In many cases a small or medium-size 
bumess cannot afford the t m e  or expense of challenging over-intrusive laws and regulations and 
corrupt government actlons A profess~onal assoclation, however can undertake such actions 
Furtherinore a profess~onal assoclation can develop codes of conduct for its members 

A court watch program will send Georgian observers into the courts to momtor the performance 
of judges and prosecutors The mformat~on gathered will be publ~shed with the objective of 
st~mulating reform and Improvements in court performance Violations ofjud~cial ethics and 
procedure w~ll be reported to the Supreme Court 

4 thlrd key a c t m y  w~ll carry out a poll of legal professionals on how to improve the judicial 
system and rate judges The poll will provide a powerful tool for capturing the attention of 
government authorit~es and elevat~ng judic~al issues m the mind of the publ~c Fmdmngs wlll be 
publ~shed and a conference held to discuss the results and make recommendations The poll mll 
prov~de base h e  ~nformation against which subsequent polls will show ind~cators of success 

The court watch and court poll actw~t~es will shine light on the judges' court performance and 
help deter and remedy corruption Furthermore the new activ~ties wdl enable production of a 
\v\tematic record of what really happens In the courts Such factual information will inform anti- 
LOI ruptlon efforts and prove far more usehl than the anecdotal ~nformation that now circulates 
An lnforined and mvolved clvil soclety will help guarantee proper judicial process 

Since 1 995 w~th  USAlD/Caucasus assistance, Georg~an NGOs have played a cruc~al role in 
deinandmg reform and an end to corrupt practices USAID/Caucasus also has worked to 
fachtate better and more regular consultations between the reformst Georgian Parliament and 



NGOs on issues of publlc interest Such external assistance recogmzes that reform programs 
must be owned and driven by the internal actors 

F~nanc~al support and tramng enable Georglan NGOs to actively monitor and report on cases of 
Inlause of power and authority by government offic~als For Instance, in 1998, the Liberty 
lnst~tute mvestlgated the financial dealmgs of the well-connected and powe&l Mimster of 
Co~nmun~cat~ons and launched a vlgorous public lnformat~on program whtch led to parliamentary 
heanngs and h ~ s  subsequent res~gnatlon 

1 'i 41D/Caucasus prov~des funding whlch asslsts C~t~zen  Advlsory Counclls (CAC) To date, 
( 4 C c  hdve organ~zed public budget hearings In five reglons of Georgia The budget hearings 
lu te  led to more accountab~l~ty by local offic~als to the publlc 

A recent change wlth far-reach~ng consequences took place on November 15, 1998, when, w t h  
substantla1 USAID/Caucasus assistance the first elect~ons were held for counclls at the local, 
munlc~pal and dlstrlct levels A broad range of actlvltles to support devolved governance IS 

already underway 

In addltion to provldmg technical assistance whch produced a local budget law 
USAIDlCaucasus 1s sponsoring a year long sertes of tralning events for the newlv elected local, 
~nun~c~pal  and d~str~ct-level council members These are the first locally elected official's In 
Georg~a's h~story The first conference, held in February 1999 prov~ded two members from each 
ot the 65 d~strlcts with t ranng and reference matenals and a procedures manual on the~r hnctlons 
nnd responsib~llt~es budget and tax planning, relations w ~ t h  the executive branch and Parliament, 
overs~ght and constituent relat~ons Thls inaugural effort w~ll be followed by a month-long USIS 
( nmlnunltv Connections program In the U S which w~ll prov~de more advanced exposure to the 
bnsics of local governance espec~ally budget plannlng and monitoring for 40 council members 
111 spi I I I ~  I999 a grant competltlon for local counc~l in~tiatlves w~ll be launched It is antic~pated 
t hnt thls serlea of actlvltles wdl energize the councils to qulckly become effectrve countenvelghts 
t o  the appomted authorit~es who have governed the majorlty of the country for many years w ~ t h  
l~ttle accountabll~ty to the local c~t~zenry In their respectwe districts The power of the purse 
4iould make a slgn~ficant difference In the political and economc environment empower local 
coinlnunitles and provtde average cltlzens w~th  the means to Identify and resolve thelr problems, 
whrle holdlng the government to account for ~ t s  management of publlc resources 

Political Process 

USA1D/Caucasus efforts to reform the polma1 process and empower the average Georglan 
crtlzen operate on lnultlple levels 

In the area of elecr~ons training and commodities prov~de the means to amend Sowet-era electlon 
lab\ and reform electoral lnstltutlons procedures and practices On the demand side, through 
nwstance from USAID/Caucasus-supported grantees NGOs and the Georg~an publlc learn the 



pol~tlcal process debate the stakes questlon cand~dates and monitor the outcome The media, 
nlso wlth USA1D/Caucasus support are actively mvolved In the campaign and electoral process -- 
1 i c ) ~ i g  cand~date roundtables and call-ln shows, track~ng campagns and reporting on the conduct 
nnd results of electlons Political parties recelve trainmg on message and platform development, 
constituent outreach and the nuts and bolts of electoral competition, tncluding get-out-the-vote 
techniques requirements for candidate registration, electoral processes and how to file 
colnplamts These dlverse groups have changed the environment for electlons Though many 
mprovements are needed to hrther level the playlng field, continuous and vigdant momtonng of 
the electoral process has changed the Georglan political environment, ensunng that attempts to 
manipulate the process and the results wlll be publlcly identified, protested and pursued in the 
courts 

I!SAIDlCaucasus works with the Georg~an Parliament to streamhe and modertuze its operations, 
provlde oversight of the execut~ve branch and focus attention on respondmg to constituent and 
ddbocacy group demands for consultatton and performance In less than four years, led by a 
dvndmlc group of forward-thmking Members, the Parllarnent has passed more than 300 laws 
~nclud~ng major reforms such as pr~vatlzation, reform of the judictary and procuracy, a new tax 
code and many others The process now features regular publlc consultat~on wlth NGOs, the 
prlbnte sector and other advocacy groups, thus ~ncreaslng cltlzen oversight of then 
I epresentnt~ves' actions Wlthln the Parllarnent an ad-hoc Anti-corruption Corninlsslon as well as 
hectoral committees have become mcreas~ngly aggressive In the~r oversight of the executive 

brnnch conductmy mvestlgatlons and heanngs that have led to resignations of several mimsters 
accused of corruptron and abuse of power 

The Georgian mass medla have been among the most influential and outspoken sources of 
~nformatlon on corruption USAIDICaucasus support for the development of independent 
television stations has considerably ~mproved the objectlvlty of news p rogramng ,  the 
professional level of journalists and investigative journalism The reputation, economc viab~lity 
and ~nfluence of the Independent broadcast medla grow steaddy 

Public pollcy and watchdog NGOs cooperate closely with the Independent media 
USA1 DICaucasus-supported grantees arranged televised round-table discussions wlth 
~ndependent stat~ons before local councd elect~ons in Telavi, Karel~ and Batum In Kareh, after 
the program was aired reglonal authorities selzed the stat~on's files ostensibly for audit purposes, 
nnd thi eatened the statlon director NGOs provlded legal assistance and public~ty, and the 
I egional authorities subsequently dropped the case The weekly news exchange program, Kvzra, 
nlso prepared several stones on Improper actlons at Sakenergo, the State Electricity Transrmssion 
nnd D~spdtch Company The invest~gation prompted the Tbillsl Clty Councd to hold hearings By 
eiposlng these improper acts the media generated popular ind~gnation and prompted the 
Government to take appropriate action 

Kl11 tr also featured a story on the Tbll~si police chief, who was bulldmg several pnvate houses m 
the capltal reglon The police chlef who was not requlred to file financ~al disclosure documents 



based on h ~ s  rank subsequently was forced to do so and to explain h s  activities on television 
This tvpe of ~ n e d ~ a  spotl~ght IS turnlng corruption from a low-r~sk, high-profit activity to a hgh- 
nsL low-profit actlvity 

Strntegic Ass~stance Area 3 Qual~ty of Life 

Human~tdrian Assistance 

I 5 3,I D-tunded hu~nanitarian ass~stance IS mostly prov~ded through mternatlonal organizations 

4s part ot the Georc~a Wlnter Heatlnn Asslstance Program USAID began m January 1999 a 
vulnerable population reglstratlon project which wlll be used to better target human~tarian 
dsslstance and eventually to target soc~al safety-net servlces An important component of this 
activity 1s to Increase transparency in how beneficlanes are selected for humanltar~an assistance 
reducing the poss~billty of corrupt~on In the~r selection 

FIREWALLS 

All USAID technlcal assistance programs have built-m safeguards to ensure that the h n d s  are 
used for the purpose for wh~ch they were Intended These include deta~led internal planning 
documents regular financ~al reports audits site v ~ t s  and close-out reports 

The inajorltv of USAID f h d s  are obligated through grants contracts and cooperatwe 
agreements USAlD holds the contractors and grantees responsible for the correct use of these 
tunds USAlD staff IS requlred to Interact frequently with contractors and grantees in order to 
aswre themselves that ~mplementat~on actlvitles are proceeding properly 

The m d l l  amount of commodit~es whlch are purchased as part of program implementat~on (e g 
~omputers tor Parl~ament) are always purchased by USAIDICaucasus' contractors and grantees 
and their correct use monitored throughout the life of the program Used commod~tles are 
disposed of in accordance wlth applicable U S regulations 

Commod~ty programs involvmg the GOG are prepared with specific provisions to Increase 
accountability and transparency USAID routtnely inslsts that prior-exlstmg dlscrepanc~es be 
resolved before commencing new programs An example of t h s  rlgor 1s found m the new 
Georgla Wlnter Heating Asslstance Program (GWHAP) The GOG has been informed verbally 
and In wrltlng that the GWHAP d ~ d  not commence until ~t filly reimburses the U S Government 
for huinan~tarian wlnter he1 dlverted dur~ng the wlnter of 199711998 

411 USAID/Caucasus program actlvlties are carrled out through contractors or grantees There 
are no direct payments made to the GOG 


