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I. Introduction

1.
Francis Hillmeyer, Chairman of the Sub-committee on Transition and Development led a delegation of eight parliamentarians from the Sub-Committee on Transition and Development and members of the Georgia-NATO Inter-Parliamentary Council of the NATO Parliamentary Assembly on a three-day visit to Georgia from 25-27 March 2015. The visit included meetings with Senior Georgian officials including: President Giorgi Margvelshvili, Foreign Minister Tamar Beruchashvili, First Deputy Minister of Defense Gocha Ratani, Chief of General Staff Vakhtang Kapanadze, Chairman of the Parliament David Usupashvili as well as some members of both the governing coalition and the opposition.  It also exchanged views with the World Bank’s Regional Director for the South Caucasus Henry Kerali, the Head of the NATO Liaison Office, William Lahue, and the Governor and Chairman of the Board of the National Bank of Georgia, Giorgi Kadagidze as well as a number of observers of the Georgian political, strategic and economic landscape.

2.
Members of the delegation visited the headquarters of the European Union Monitoring Mission in Georgia, spoke with the Head of that mission, Ambassador Kestutis Jankauskas and visited the Administrative Boundary Lines (ABL) separating the South Ossetia region from the rest of Georgia.  

3.
During the visit members learned that the vast majority of political parties support Georgia’s accession to both NATO and the EU. The general sentiment is pro-Europe, but the Georgians repeatedly expressed their desire for a Membership Action Plan (MAP) with NATO. So far, Georgia has worked with a package of measures aimed to help the country better defend itself and advance its preparations for membership. Georgia remains committed to implementing the Wales package. 

4.
The crisis in Ukraine has had a strong impact on Georgia’s views of the region and the problems Russia poses. For many Georgians, it has only confirmed the idea that Russian harbours ambitions to exercise hegemony over the entire region.  There is no fundamental disagreement between the ruling and opposition parties in Georgia about the Euro-Atlantic agenda. This position is enhanced by the wide support the Euro-Atlantic agenda enjoys with the population. These developments have encouraged Georgians to be more vocal about their hopes to join the EU and NATO – membership in these organizations is now seen as a matter of survival for the country. At the same time, more than 12 Allies have already pledged officers to work at the Georgian Ministry of Defence as part of the support package created at the 2014 Wales Summit. Georgians are hopeful that this will come together quickly and give NATO a visible presence on the ground. 

5.
While Russia’s actions in Ukraine have tamped down residual pro-Russian sentiment in Georgia, it has certainly not eradicated it.  Russia is actively supporting this. The delegation noted that there is some debate about whether some pro-Russian elements are poised to strengthen their hand in Georgian politics. There is an increasing number of so-called pro- Euro-Asian NGOs. These forces often present themselves as neutral rather than pro-Russian, but they oppose NATO and EU integration. There are estimates that this view may resonate with about 20% of the population’s support.

6.
Economic matters remain a source of tension in Georgian politics. Unemployment is relatively high and wages are low. The problems resonate particularly with the older generation, who have a degree of nostalgia for the time when Georgia was the wealthiest region of the Soviet Union. 

7.
External factors are conditioning the economic situation in Georgia. The collapse of the Georgian Lari has triggered a new set of economic challenges in the country. The crisis in Ukraine, the sanctions against Russia, and the fall of the rouble have deepened the sense of economic malaise, but these factors affect less than 20% of Georgia’s exports. The rise of the dollar has been much more devastating for the economy, particularly as many mortgage loans and debts are tied to the dollar. There is a risk that if Georgia does not succeed in promoting economic development, it could have an impact on the country’s Euro-Atlantic agenda.

8.
The crisis in Ukraine has had a political impact on South Ossetia and Abkhazia. Russia has signed association agreements with both regions, and Georgia sees this along with Russia’s “borderization” strategy, as pointing to a gradual if nonetheless illegal annexation by Moscow. The current Georgian government had tried to be more pragmatic towards Russia, and the response from Russia was quite negative. The Georgians find it difficult to continue the Geneva International discussions when they believe it is clear that the Russia has no interest in discussing the status of these regions. Georgia continues to ask the international community to support its territorial integrity.

9.
The judicial system in Georgia is neither fully developed nor fully reliable and there is some evidence that it has been exploited for political score settling. This zero-sum game can make it difficult to move forward on the policy front.  Internal politics are often highly polarized even when the level of policy disagreement does not warrant the level of mutual accusations.  More reform of the judiciary is needed, but there is a sense among outside observers that the political class needs to find ways to work together for the good of the country.

10.
Georgia’s signing of the association agreement with the EU appears to be a driving change in the country. The crisis in Ukraine has prompted Georgia to push to speed up this process. Many in Georgia want to transform the country into a liberal democracy, but not all Georgians support the process. While the public is strongly Euro-Atlantic, it is not always clear what this means in terms of initial sacrifice, legislation and public policy more generally.  The government is well aware that the public’s short-term priorities are jobs and economic growth. 

II. MEETINGS WITH GEORGIAN PARLIAMENTARIANS AND GOVERNMENT OFFICIALS 

11.
Georgia’s political environment is extremely polarized. While there are large differences between the government and the opposition, both sides support Georgia’s integration in the EU and Euro-Atlantic structures and take European concerns seriously, including those about Georgia’s political processes. Georgian parliamentarians believe that integration with NATO will help incentivize the government to seriously tackle reform, in order to improve the rule of law and justice.

12.
Russia’s annexation of Crimea, its support for anti-government rebels in Eastern Ukraine, and it hardening of the Administrative Boundary Lines (ABL) between Georgia and the breakaway regions of Abkhazia and South Ossetia have only reinforced Georgia’s Euro-Atlantic aspirations. Nevertheless, Georgia is trying to maintain some of its relations with Russia, particularly the trade market. The situation on the border is making this difficult. Georgians have diversified their trade base because trade with Russia was blocked
13.
Georgia bases its foreign and security policy on realism and pragmatism, and is well aware that it cannot change its geography. Georgian leaders are worried about Ukraine and sees Russia’s actions there as a continuation of the 2008 war. Thus Ukraine’s problem is also Georgia’s problem. Georgia has provided assistance to Ukraine and is supporting their reform effort. 

14.
Georgia is also working to maintain its own defence, streamline the Defence Ministry, and improve interoperability with NATO. The NATO package is key for Georgia, particularly as it compliments national defence initiatives. The NATO-Georgian training centre is very important for Georgia as it will reinforce national security and help the country upgrade its defence capabilities. The Georgians are prepared to implement this package. Georgia is serious about dedicating the resources and manpower needed to make the NATO training centre a success. Georgia is also actively supporting international missions further from its borders, and for example, has provided rapid reaction forces in Central Africa. 

15.
While the Georgians are appreciative of the training centre, they also want to know what else they can do to be offered a Membership Action Plan with NATO. Officials value honest and straightforward communication and sometimes worry about the mixed messages they receive from high-level visitors from NATO countries about the countries MAP prospects..

16.
The delegation also met with opposition leaders who shared their vision for Georgia and their critique of current government policies. There are clearly problems with the use of judicial detention and investigation of opposition politicians. The opposition also laid out a number of specific economic, foreign policy and security related areas where their positions diverge from that of the government.  While Georgia continues to face a number of severe challenges, the opposition leaders also pointed out how far Georgia has come, with some describing the country’s democratic reforms as genuine transformation. In 2012, Georgia held its first democratic elections in 20 years. Today, Georgia’s media is free, and businesses no longer risk asset seizure. The opposition takes credit for many of these changes.  

III. MEETING AT THE CENTRAL BANK

17.
Central Bank representatives described Georgia’s economy as small but open, with USD 8.2 billion in imports per year and USD 4 billion in exports, leaving the Central Bank to finance a USD 4 billion deficit, USD 3 billion of which is financed by remittances and tourism. The rest is financed through the capital account, foreign direct investment and loans.

18.
Georgia’s economy was faring relatively well prior to August 2014. Georgia had a flexible exchange rate from 2003-2008, during which time the currency tended to appreciate and Georgia experienced high foreign direct investment. Aggressive domestic reforms triggered a capital inflow. Russia embargoed all Georgian goods and energy in 2006, but Georgia continued to experience high growth rates despite the fact that Russia had previous constituted 40% of Georgia’s foreign trade. Georgian economic actors simply diversified their trading base as a result of the embargo.  The trend reversed for roughly a year in the wake the five day war with Russia in 2008. A donor conference resulted in USD 4 billion in capital inflow, which allowed the currency to appreciate and stabilize.

19.
Starting in August 2014, exports fell by 30% and the trade deficit widened. Remittances have also fallen considerably as a result of the slowdown in the Russian, Ukrainian and Greek economies where many Georgians have gone to live and work. Low oil prices partly compensate for these losses as petroleum is the largest import. Tourism has fallen by 10% and foreign direct investment has slowed. The Lari’s exchange rate has depreciated by 30% against the dollar. The challenge is exacerbated by the high dollarization of the Georgian economy. Because many loans in Georgia are denominated in dollars, the Lari’s depreciation is having a highly adverse economic impact. 

20.
However, the Central Bank believes that the fundamentals of the Georgian economy are healthy. Georgia does not have large public deficits, its monetary policy is prudent, and many subsidies have been eliminated.  Georgia’s economy is market-based, the foreign debt to GDP ratio is only 35%, and the banking sector is well-capitalized and 90% foreign-owned. Nevertheless, Georgia remains one of the poorest countries in Europe, and instability in the region weakens its prospects. With the Russia-Ukraine and ISIS crisis in the Middle East nearby, investors too often unfairly see Georgia as part of an unstable region. Georgian economic leaders recognize that they need to work hard to distinguish the country as a solid option for investors. 

21.
That said, Georgia confronts daunting structural problems. Half of the population lives in the countryside, yet agriculture generates only 9% of GDP Another challenge is the need for more industries to offer competitive goods on world markets. Foreign direct investment will be crucial to bringing ideas, knowledge, and skills into Georgia. 

22.
Officials also stressed that education is a central challenge for Georgia. Although successive governments have advanced important school reforms, the national education system constitutes a bottleneck to the country’s development. Georgia needs to ensure that its workers have mastered the English language in order to operate in a global setting and it also needs to cultivate an entrepreneurial ethos. Central Bank officials suggested that the signing of the Association Agreement with the EU should lead to a free trade agreement. However, Georgia has to harmonize its legislation with the EU to that aim and this poses a significant challenge.  
IV. MEETING WITH THE WORLD BANK

23.
The World Bank’s goal is to end extreme poverty worldwide by 2030. In practical terms, this means that the world’s population should be able feed, clothe, and house itself at the minimum wage. The World Bank’s second goal is to promote shared prosperity – as a country grows, its wealth should be shared.  

24.
Georgia has had steady growth despite the 2008 war. But there are constraints to further growth. Persistent poverty remains a significant challenge, and the unemployment rate remains high – jobs are simply not being created at an adequate pace. There has been a reduction of extreme poverty, which was due to the introduction of a social protection program aimed at the poorest 20% of the population. 

25.
In the past, Georgia’s growth was led by foreign direct investment in the non-tradeable sector.  Real estate and construction boosted growth in certain sectors, but those sectors only had minor impacts on the Georgian population.  Thus the World Bank decided to focus on a Country Partnership Strategy that emphasized private sector growth through improving Georgia’s macro‑economic framework. Much of this support is extended through budget-support mechanisms. The World Bank currently has two development policy operations, which are loans to the government tied to policy reforms. A second approach would be through government loans. While Georgia does not qualify for the most favourable loans, it still it receives soft loans linked to development projects. 

V. MEETING WITH EU MONITORING MISSION AND VIST TO THE ADMINISTRATIVE BOUNDARY LINE

26.
The EU Monitoring Mission (EUMM) was established following the cease fire brokered by the EU that ended hostilities between Georgia and Russia in 2008. Under the six-point agreement, Russian military force withdrew to the lines held prior to the initiation of fighting. Russia has not fulfilled this agreement. Instead, Russia is following a policy of “borderization” and has begun to “harden” the ABL so that it increasingly assumes the form of an international border. Russia has put in place de facto authorities in Abkhazia and South Ossetia and constructed what has all the appearance of state borders. It has put into place five controlled crossing points and 19 observation posts. The EUMM does not have access to the breakaway territories.

27.
During their visit to the Administrative Boundary Line with South Ossetia, delegation members noted that Russia had recently constructed a heavily reinforced modern border guard base as well as an array of sensors and fencing along the ABL. This kind of infrastructure has led a number of experts to conclude that Russia is moving very quickly toward a de facto and illegal annexation of these two territories

28.
The EUMM signed a Memorandum of Understanding with Georgia’s Ministry of Internal Affairs and Ministry of Defence. The Georgians have committed themselves to some restrictions, including limits on weapons and the size of military units near the breakaway territories. Georgia has pledged not to use military means to challenge the status quo and there has been no change to this pledge following Russia’s annexation of Crimea. Russia’s “borderization” strategy, the stalled Geneva talks over Georgia’s territorial conflicts and President Putin’s decision to annex Crimea have essentially quelled any hopes in Georgia that a broadly cooperative relationship with the current Russian government is possible.  

29.
Many people have sought to cross into the breakaway territories at uncontrolled locations, risking detentions. Detentions are reported every week. South Ossetia had 153 detentions in 2014 while there were 400 detentions in Abkhazia.  Internally displaced persons, particularly from Abkhazia, confront problems with housing, unemployment, and the right of return.
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