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Abstract

T

his article analyzes the experience
Georgia and Russia have accumulated in their economic relations. It focuses in particular on the evolution of Russian-Georgian economic ties in the context
of the gradual aggravation of relations in
general between Moscow and Tbilisi and
delineates the trend toward drawing Georgia into Russia’s Liberal Empire network.
The author draws attention to the fact that

in spite of this flare-up in Russian-Georgian relations, trade and economic contacts
between Russia and Georgia have never
been interrupted. The experience gained at
the talks between Russia and Georgia on
the former’s accession to the WTO and the
positive outcome of these talks give every
reason to hope that Moscow and Tbilisi can
eventually find and launch real mechanisms
to resolve the accrued problems.

Introduction
The development of relations among the former Soviet republics has not received sufficient attention during the post-Soviet period. It stands to reason that, as the Soviet Union’s successor, Russia’s relations with each of the former Soviet republics deserve special analysis.
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Before the Russian-Georgian war of August 2008,1 study of the relations among these countries
was more spontaneous than systematic. And, unfortunately, post-Soviet economic relations among
them have received even less attention,2 although after the war the first joint publications on this topic
appeared on the initiative of international organizations.3
Unfortunately, after the collapse of the Soviet Union, political relations between Georgia and
Russia have mainly been characterized by the term “conflict.” At the present time, this conflict is far
from being resolved. Despite the fact that diplomatic relations between the two countries have broken
down in the post-war period, economic relations continue unabated. This situation, where there are no
official interstate relations between Russia and Georgia while economic relations seem to be developing under their own steam, requires in-depth study.
The aim of this article is to identify the main problems that have recently been hindering and
continue to prevent the normal development of economic relations between Russia and Georgia.

“Economic Divorce”
Within the framework of the Soviet Union, economic relations between Georgia and Russia
were akin to interregional relations within the single national economic complex of the command
economy. It is important to note that due to its relatively small size, Georgia was included in the Transcaucasian economic district in the Soviet economic zoning system, as were other relative small Soviet republics of the Caucasus (Azerbaijan and Armenia).4
The disintegration of the Soviet Union also meant the collapse of the command economy, which
naturally led to a gradual breakdown in the customary industrial communications among individual
enterprises of what is now the post-Soviet expanse. This trend occurred at an accelerated rate in Georgia. In particular, at the beginning of the 1990s, Georgia’s first post-Soviet leadership declared an
economic blockade on Russia, which was accomplished by closing the railway junction in the town of
Samtredia. This resulted in the industrial communications between Georgian and Russian enterprises
(and not only between them) being broken earlier and faster than in other post-Soviet republics,
whereby it was Georgia that suffered economically from this.5 So it was the erroneous steps taken by
the Georgian leadership that caused the first economic damage to Georgian-Russian relations. However, it is important to emphasize that Russia nevertheless continued to be Georgia’s top trade partner.
While remaining in the ruble zone, in the fall of 1992, Georgia (like other former Soviet republics) was unable to receive Soviet ruble banknotes (Russian rubles were not introduced to replace
Soviet rubles until the summer of 1993),6 which was Russia’s reaction to the central banks of some
former Soviet republics (including Georgia) transferring nonexistent money to Russia, that is, remittances unbacked by corresponding funds. This also accelerated Georgia’s introduction of coupons of
the National Bank.7
1

See: The Guns of August 2008: Russia’s War in Georgia, ed. by S.E. Cornell, S.F. Starr, M.E. Sharpe, Armonk,

2009.
2
An exception is the following article: I.M. Ivanov, “Ekonomicheskie otnosheniia Rossii i Gruzii,” in: Gruziia:
problemy i perspektivy razvitiia, ed. by E.M. Kozhokin, Vol. 1, Russian Institute of Strategic Studies, Moscow, 2001.
3
See: Russia and Georgia: The Ways out of the Crisis, ed. by G. Khutsishvili, T. Gogueliani, ICCN, Tbilisi, 2010;
Russia and Georgia: Searching the Way Out, ed. by K. Gogolashvili, GFSIS, Tbilisi, 2011.
4
See, for example: Zakavkazskiy ekonomicheskiy rayon. Ekonomiko-geograficheskiy ocherk, ed. by A.A. Adamescu, E.D. Silaev, Nauka Publishers, Moscow, 1973.
5
See: V. Papava, T. Beridze, “Problemy reformirovaniia gruzinskoy ekonomiki,” Rossiyskiy ekonomicheskiy zhurnal, No. 3, 1994.
6
See: R. Gotsiridze, “National Currency of Georgia—The Lari,” in: Central Eurasia: National Currencies, ed. by
E.M. Ismailov, CA&CC Press, Stockholm, 2008, pp. 163-166.
7
See: Ibid., p. 166.
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Almost immediately after the collapse of the Soviet Union, the Commonwealth of Independent
States (CIS) was established, to which all the former Soviet republics, apart from the Baltic states,
belonged. Georgia joined the CIS later, at the end of 1993, after the Georgian armed forces had to
leave Abkhazia in the struggle over the country’s territorial integrity which produced a multi-thousand wave of internally displaced persons (IDPs). In the hope of regulating relations with Russia, the
Georgian leadership decided to join the CIS in order to find favor with Moscow, which from the very
beginning supported the separatist movements not only in Georgia, but also in other former Soviet
republics.8
Despite the fact that numerous important agreements promoting the establishment of economic
contacts among its members were adopted within the framework of the CIS, according to popular
opinion, the Commonwealth encountered integration difficulties from the very beginning due to the
striving to create integration systems on a market basis inherent in the production cooperation characterized by the relatively closed Soviet economic system.9
The mid-1990s is characterized by the fact that both countries, Georgia and Russia, were embroiled in their own problems of making the transition to a market economy, while interstate economic relations were established on the basis of the economic interest of specific economic entities in
these countries.
Russia’s currency and financial crisis of August 1998 had a particularly negative effect on the
Georgian economy. It also had a negative influence on the stability of the exchange rate of Georgia’s
national currency, the Lari, and on its economy as a whole.10 As a result, Turkey was the only country
to take precedence over Russia (and not for long) in Georgia’s external trade. This continued until
2006, that is, until Russia closed its market to Georgian wines and mineral water, as well as to all
Georgian agricultural products.
Special attention should be paid in Russian-Georgian relations to the Georgian parliament’s
compulsory ratification of the agreement on the so-called zero option, according to which Georgia
was to relinquish the assets of the former Soviet Union in exchange for restructuring its debt to Russia
in keeping with a scheme proposed by the International Monetary Fund and coordinated with the
Paris Club.11 Although the initialed text of this agreement said that it did not apply to the diamond
fund and accounts in the former Vneshekonombank of the Soviet Union, the official text signed in
1993 no longer featured such a provision, which the Georgian side did not notice until after it was
signed. Despite the numerous protests by the Georgian authorities, the Russian side refused to change
anything in the signed text, and when Georgia needed to restructure its external debt to Russia, the
latter demanded ratification of this agreement in the form in which it had been signed. Since restructuring the external debt was imperative, Georgia had no other alternative but to ratify the agreement
on the zero option in the rendition that differed from the initialed text to the detriment of its national
interests.
The transportation of Azerbaijani natural resources through Georgia has always held a special
place in Russian-Georgian relations. In particular, Russia thought (and unfortunately still thinks) that
implementation of this project poses a threat to its national security and contradicts its interests.12 As
8
See: Crossroads and Conflict: Security and Foreign Policy in the Caucasus and Central Asia, ed. by G.K. Bertsch, C. Craft, S.A. Jones, M. Beck, Routledge, New York, 2000; D. Lynch, Engaging Eurasia’s Separatist States. Unresolved Conflicts and De Facto States, United States Institute of Peace Press, Washington, D.C., 2004.
9
See: R.S. Grinberg, L.Z. Zevin, et al., 10 let Sodruzhestva nezavisimykh gosudarstv: illiuzii, razocharovaniia, nadezhdy, RAS IMEPI, Moscow, 2001; M.B. Olcott, A. Åslund, S.W. Garnett, Getting It Wrong: Regional Cooperation and
the Commonwealth of Independent States, Carnegie Endowment for International Peace, Washington, D.C., 1999.
10
See: M. Kakulia, “Before and After the Introduction of the Lari: Georgian National Currency in Retrospect,” in:
Central Eurasia: National Currencies, pp. 183-184.
11
See: N. Broladze, “‘Nulevoy variant’:” za i protiv,” Nezavisimaia gazeta, 17 January, 2001, available at [http://
www.ng.ru/cis/2001-01-17/5_variant.html#].
12
See: A. Rondeli, “Pipelines and Security Dynamics in the Caucasus,” Insight Turkey, Vol. 4, No. 1, 2002.
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a result, Russia was not only not interested in developing a transport corridor through Georgia and
particularly in building pipelines through its territory, but also continued to use every possible way to
prevent the implementation of these projects.13 Moreover, according to Russian experts, Russia is
waging an energy war against several former Soviet republics, including Georgia and Azerbaijan.14

The Danger of Becoming
a Captive of the Liberal Empire
A particular place in Russian foreign policy is occupied by the idea of creating a Liberal Empire,
according to which Russia can and should restore its economic influence throughout the post-Soviet
expanse by means of economic expansion.15 In particular, according to the intent of its architects, the
Liberal Empire should be created not by means of forced armed occupation of the former Soviet republics, but by gaining possession of the basic economic facilities (by acquiring and developing assets) located in their territories.16
Armenia was the first Caucasian country to become part of the Liberal Empire fashioned by
Russia. In particular, as early as the end of 2002, the Russian-Armenian agreement on Property in
Exchange for Debt17 was executed, according to which Russia received enterprises from Armenia, the
total cost of which proved enough to fully cover Armenia’s debt to Russia of $93 million. Later, Armenia’s economy essentially became totally incorporated into Russia’s Liberal Empire.18
However, the fact that Georgia and Azerbaijan are located between Russia and Armenia creates
a geographical obstacle to uniting the Armenian and Russian economies into a single economic space.
In order to achieve this unification, the Georgian route is much more realistic than the Azerbaijani
owing to the Armenian-Azerbaijani conflict. If Georgia is successfully incorporated into the Liberal
Empire, it will easier to encompass Azerbaijan in this empire system since all of its main transport and
communication arteries, including the strategic pipelines, pass through Georgia.
Georgia’s integration into the Liberal Empire began as early as 2003 when RAO UES bought
shares and other assets of the Silk Road American Electrochemical Company which owned the Tbilisi
power distributing network, thus enabling RAO UES to gain control over 75% of the country’s electricity network.19
After the Rose Revolution in November 2003, Russian companies and their subsidiaries registered in third countries bought up most of the new facilities the Georgian government put up for sale
13
See, for example: S. LeVin, The Oil and the Glory: The Pursuit of Empire and Fortune on the Caspian Sea, Random House, New York, 2007; M. Tsereteli, “Beyond Georgia: Russia’s Strategic Interests in Eurasia,” Central Asia-Caucasus Institute Analyst, 11 June, 2008, available at [http://www.cacianalyst.org/?q=node/4879].
14
S.B. Druzhilovskiy, “K voprosu ob alternativnoy strategii Rossiyskoy Federatsii v sfere energeticheskoy politiki,”
in: Sredizemnomorie-Chernomorie-Kaspiy: mezhdu Bolshoy Evropoy i Bolshim Blizhnim Vostokom, ed. by N.P. Shmelev,
V.A. Huseynov, A.A. Iazkova, Granitsa Publishing House, Moscow, 2006, p. 80.
15
See: A. Chubais, “Missiia Rossii v XXI veke,” Nezavisimaia gazeta, 1 October, 2003, available at [http://www.
ng.ru/printed/ideas/2003-10-01/1_mission.html].
16
See: K. Crane, D.J. Peterson, O. Oliker, “Russian Investment in the Commonwealth of Independent States,” Eurasian Geography and Economics, Vol. 46, No. 6, 2005.
17
See, for example: A. Zeybert, “Balans interesov Armenii i Rossii nuzhdaetsia v pereotsenke,” Delovoy ekspress
(Express.AM), No. 4, 9-15 February, 2006, available at [http://www.express.am/4_06/geopolitics.html]; H. Khachatrian,
“Russian Moves in Caucasus Energy and Power Sectors could have Geopolitical Impact,” Eurasia Insight, Eurasianet,
25 September, 2003, available at [http://www.eurasianet.org/departments/business/articles/eav092503.shtml].
18
See: G. Minassian, “Armenia, a Russian Outpost in the Caucasus?,” Russie.Nei.Visions, No. 27, February 2008,
p. 9, available at [http://www.ifri.org/downloads/ifri_RNV_minassian_Armenie_Russie_ANG_fevr2008.pdf].
19
See: T. Gularidze, “Georgian Authorities, UES Chief Pledge for Cooperation,” Civil Ge., 7 August, 2003, available at [http://www.civil.ge/eng/article.php?id=4724].

Volume 6 Issue 1 2012

THE CAUCASUS & GLOBALIZATION

65

under insufficiently transparent privatization schemes.20 The Russian Industrial Investors Holding
Company was one of those typical companies that managed to acquire the main gold mine and then
half of a plant producing gold alloys.21
Gazprom, the gas monopoly controlled by the Russian state, also took active steps aimed at establishing control not only over Georgia’s gas industry, but also over the only gas pipeline via which
Russian gas could be pumped both to Georgia and Armenia. Only U.S. interference in the talks between the Georgian government and Gazprom prevented the sale of the pipeline to the latter.22
In 2005, Vneshtorgbank bought the controlling set of shares in the privatized United Georgian
Bank—the third largest bank in Georgia.23 This bank was subsequently nationalized by the Russian
government. It should be noted that in 2004, state-owned Vneshtorgbank of Russia also acquired a
controlling set of shares belonging to Armsberbank of Armenia.24
These examples show that Russia’s active efforts to incorporate Georgia into the Liberal Empire, which began even before the Rose Revolution, significantly intensified after the revolution,25
which the Georgian leadership openly promoted.26
In the context of the real steps Russia took to envelop the Caucasus (primarily Armenia and Georgia)
in the network of the Liberal Empire, the opinion that Russia has entirely lost Georgia from the economic
perspective27 (or that Georgia and Armenia are of minimum economic value for Russia)28 indicates the
prevalence of the political component (compared with the economic) in Moscow’s actions in Georgia.

Aggravation of Relations,
or the Economy beyond Politics
Supposedly due to the low quality of Georgian wines29 and mineral water30 (although Georgia
understood this as the punishment Moscow was inflicting on it for its pro-Western orientation), in
20
See: N. Gujaraidze, M. Barbakadze, K. Gujaraidze, R. Mchedlishvili, K. Kakhaberi, “Aggressive State Property
Privatization Policy or “‘Georgian-Style Privatization’,” Green Alternative, OSI, Tbilisi, 2007, available at [http://
www.greenalt.org/webmill/data/file/publications/Privatizeba-Eng4.pdf]; idem, “Aggressive State Property Privatization
Policy or ‘Georgian-Style Privatization’-2,” Green Alternative, OSI, Tbilisi, 2010, available at [http://www.greenalt.org/
webmill/data/file/publications/privatization_report_GA_2010(1).pdf].
21
See: “Aktivy Madneuli pereshli k rossiyskoi gruppe ‘Promyshlennye investory’,” Alfa-Metall, 7 November,
2005, available at [http://www.alfametal.ru/?id=news_details&news_id=10505].
22
See: J.D. Gordon, “Russia’s Foreign Policy Ace,” Paterson Review, Vol. 8, 2007, pp. 85-86, available at [http://
www.diplomatonline.com/pdf_files/npsia/Paterson%20Review%20Vol%208%202007_BYPRESS2b.pdf].
23
See, for example: “Vneshtorgbank (VTB) Rossii priobretaet kontrolnyy paket aktsiy kommercheskogo ‘Obedinennogo gruzinskogo banka,’” Finam.Ru, 18 January, 2005, available at [http://www.finam.ru/investments/newsma
000010201D/default.asp?fl=1].
24
See, for example: “Vneshtorgbank priobrel kontrolnyy paket aktsii Armsberbanka,” Vedomosti, 24 March, 2004,
available at [http://www.vedomosti.ru/newsline/news/2004/03/24/16606].
25
See: V. Papava, F. Starr, “Russia’s Economic Imperialism,” Project Syndicate, 17 January, 2006, available at
[http://www.project-syndicate.org/commentary/Russia-s-economic-imperialism]; V. Papava, “The Political Economy of
Georgia’s Rose Revolution,” Orbis. A Journal of World Affairs, Vol. 50, No. 4, 2006, pp. 663-665.
26
See: V. Papava, “The Essence of Economic Reforms in Post-Revolution Georgia: What about the European
Choice?” Georgian International Journal of Science and Technology, Vol. 1, Iss. 1, 2008, p. 3.
27
See: S. Lounev, “Central Asia and the Southern Caucasus: Geopolitical Value for Russia,” Central Asia and the
Caucasus, No. 3 (39), 2006, pp. 24-25.
28
See: Ibidem.
29
See: Z. Anjaparidze, “Russia Continues to Press Georgian Wine Industry,” Eurasia Daily Monitor, The Jamestown
Foundation, 20 April, 2006, available at [http://www.jamestown.org/single/?no_cache=1&tx_ttnews%5Btt_news%5D=
31602]; M. Tsereteli, “Banned in Russia: The Politics of Georgian Wine,” Central Asia-Caucasus Institute Analyst, 19 April,
2006, available at [http://www.cacianalyst.org/?q=node/3904].
30
See: R. Parsons, “Russia/Georgia: Russia Impounds Georgian Mineral Water,” Radio Free Europe / Radio Liberty,
19 April, 2006, available at [http://www.rferl.org/featuresarticle/2006/04/e3ee1b53-6b14-4553-a05d-4aa389364dd0.html].
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2006, Russia’s chief sanitary inspector closed the Russian market to these commodities and to all
Georgian agricultural products in general. This had a negative effect on the Georgian economy,31 on
the one hand, while it significantly helped Georgian commodities to find access to other markets,32 on
the other. Russia’s blockade on Georgia added fuel to the fire when Moscow halted air, rail, sea, road,
as well as postal communication with it.33
When Moscow decided to ban the import of Georgian agricultural products into Russia, the
prohibition did not extend to Abkhazia.34 Following in Russia’s footsteps, Abkhazia also banned
Georgian wines and mineral water,35 although Moscow’s decision regarding Abkhazian wines was
essentially different to the one it made with respect to Georgian wines.36
The tension in Russian-Georgian relations reached its peak during the Russian-Georgian war of
August 2008, after which official diplomatic relations between the two countries were interrupted.
The war itself, as well as Moscow’s unilateral recognition of the state independence of Abkhazia and
South Ossetia that followed, cast doubt on the expediency of the CIS’s existence, which only formally
recognizes the inviolability of the borders of those states belonging to it.37 After Russia’s aggression,
it came as no surprise that Georgia withdrew from the CIS.38
The Russian-Georgian war made it extremely difficult to use Georgia as a transit corridor for
transporting Azerbaijani energy resources. In particular, during this war, Russian aviation also
bombed the pipelines passing through Georgian territory39 that were far from South Ossetia, the protection of which was supposedly the reason for the beginning of the war. The war cast doubt on the
security of the transport corridor in Georgian territory through which the pipelines passed.40 There is
reason to believe that one of the aims of the Russian aggression was to intensify doubts about the
security of the pipelines passing through Georgia.41 Fortunately, it did not take too much time to restore trust in the transportation of energy resources through Georgia.42 Furthermore, the fact that
Moscow was unable to establish control over these pipelines by military means,43 that is, completely
31
See: E. Livny, M. Ott, K. Torosyan, “Impact of Russian Sanctions on the Georgian Economy,” in: Georgia in
Transition, ed. by L. King, G. Khubua, Peter Lang, Frankfurt am Main, 2009.
32
See: J. Mackedon, “Russian Economic Pressure Has Georgia Thinking About Life Outside the CIS,”
Eurasianet.org, 8 May, 2006, available at [http://www.eurasianet.org/departments/business/articles/eav050906.shtml].
33
See: “Rossiia obyavila blokadu Gruzii,” Lenta.Ru, 2 October, 2006, available at: [http://lenta.ru/news/2006/10/
02/blockade/].
34
See: E. Arsiukhin, “Oranzhevoe preduprezhdenie. Rossiia zapretila vvoz gruzinskikh fruktov,” Rossiyskaia gazeta, 21 December, 2005, available at [http://www.rg.ru/2005/12/21/mandariny.html].
35
See: “Vsled za Rossiey gruzinskie vina i mineralnye vody zapretila Abkhaziia,” News.Ru, 15 May, 2006, available at [http://www.newsru.com/finance/15may2006/abhasia.html].
36
See: A. Gordienko, “Vinno-politicheskiy obgon. ‘Buket Abkhazii’ vernetsia na rossiyskiy rynok ranshe
‘Khvanchkary’,” Nezavisimaia gazeta, 17 October, 2007, available at [http://www.ng.ru/cis/2007-10-17/6_obgon.html].
37
See: R. Allison, “Russia Resurgent? Moscow’s Campaign to ‘Coerce Georgia to Peace,’” International Affairs,
Vol. 84, No. 6, 2008, p. 1161.
38
See: “Georgia to Quit CIS,” Civil.Ge, 12 August, 2008, available at [http://www.civil.ge/eng/article.php?id=19064];
“Parliament Supports Quitting CIS,” Civil.Ge, 14 August, 2008, available at [http://www.civil.ge/eng/article.php?id=19143].
39
See: A. Jackson, “IA Forum Interview: Vladimer Papava,” International Affairs Forum, 14 August, 2008, available at [http://ia-forum.org/Content/ViewInternalDocument.cfm?ContentID=6377].
40
See: S.F. Jones, “Clash in the Caucasus: Georgia, Russia, and the Fate of South Ossetia,” Origins: Current Events
in Historical Perspective, Vol. 2, Iss. 2, 2008, available at [http://ehistory.osu.edu/osu/origins/article.cfm?articleid=20];
J. Mouawad, “Conflict Narrows Oil Options for West,” The New York Times, 13 August, 2008, available at [http://www.
nytimes.com/2008/08/14/world/europe/14oil.html]; J. Roberts, “Georgia Falls Victim to Pipeline Politics,” BBC News,
12 August, 2008, available at [http://news.bbc.co.uk/2/hi/business/7557049.stm].
41
See: P. Hassner, “One Cold War Among Many?” Survival, Vol. 50, No. 4, 2008, p. 250.
42
See: V. Socor, “Business Confidence Returning to the South Caucasus Transport Corridor,” Eurasia Daily Monitor, The Jamestown Foundation, Vol. 5, No. 186, 28 September, 2008, available at [http://www.jamestown.org/single/
?no_cache=1&tx_ttnews%5Btt_news%5D=33978].
43
See: A. Cohen, L.F. Szaszdi, “Russia’s Drive for Global Economic Power: A Challenge for the Obama Administration,” The Heritage Foundation, 30 January, 2009, Backgrounder No. 2235, available at [http://www.heritage.org/research/RussiaandEurasia/bg2235.cfm].
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monopolize the transportation routes of energy resources from the former Soviet Union in the westerly direction, prompted the Americans and Europeans to step up their efforts even more to find ways
to develop oil and gas transportation routes as an alternative to Russian routes.44
The aggravation in relations between Georgia and Russia gave rise to the impression that there
were no economic relations between these countries either. This of course is not true since Georgia
“exports” manpower to Russia and Russia is one of Georgia’s main investors.
In light of the narrow range of external trade operations, trade between Georgia and Russia is
extremely limited at present, although it has not been entirely halted. For example, according to the
official statistics, the share of Georgian exports to Russia in Georgia’s total export volume dropped
from 17.8% in 2005 (that is, one year before Russia declared its ban on the import of food products
from Georgia) to 2.0% in 2008, while in 2010 and 2011 it amounted to 2.2% and 1.7%, respectively.45
The same trend is also seen in the drop in the share of Russian imports to Georgia: whereas in 2005
imports from Russia to Georgia amounted to 15.4%, in 2008, this index dropped to 6.7%, while in
both 2010 and 2011 it was 5.5%.46 It should be emphasized that in 2010, Russia ranked fifth in Georgia’s external trade turnover (after Turkey, Azerbaijan, Ukraine, and Germany), while in 2011 it
ranked sixth (after Turkey, Azerbaijan, Ukraine, China, and Germany).47
It is known that many Georgian citizens, as well as ethnic Georgians who have managed to
obtain Russian citizenship, live in Russia,48 and some of their earnings are sent to their relatives
living in Georgia. Russia’s introduction of a visa regime with respect to Georgia, as well as the
ostracism in 2006 of ethnic Georgians living in Russia (including Russian citizens),49 in addition to
the development of the banking system, promoted an increase in the use of banking channels for
remittances, which largely replaced the well-established system in the post-Soviet expanse of sending money to relatives through acquaintances returning home.50 Even the Russian-Georgian war of
August 2008 could not affect this trend. In particular, in 2005 (that is, one year prior to the ostracism of Georgians in Russia), a total of more than $403 million were sent to Georgia, including
more than $240 million from Russia, which amounted to 59.6% of the total amount of all remittances. As early as 2008, the total amount rose 2.5-fold compared with 2005 and reached $1,002 million, while remittances from Russia increased 2.6-fold and amounted to almost $634 million, that
is, 63.3% of the total amount of all remittances.51 In 2009, the global financial crisis caused remittances to Georgia (a total of $842 million) to drop to 84 percent of the amount transferred in 2008,
while this amount was even less from Russia—only 71.0% ($450 million or 53.5% of the total
volume of all remittances to Georgia),52 which is primarily explained by the particular severity of
the economic crisis in Russia. Compared with 2009, remittances to Georgia in 2010 rose both on
the whole (a total of $940 million) and from Russia (a total of $530 million), whereby the share of
44
See: I. Krastev, “Russia and the Georgia War: The Great-Power Trap,” Open Democracy News Analysis, 31 August, 2008, available at [http://www.opendemocracy.net/article/russia-and-the-georgia-war-the-great-power-trap].
45
See: “External Trade of Georgia by Countries,” The National Statistics Office of Georgia, available at [http://
www.geostat.ge/index.php?action=page&p_id=137&lang=eng].
46
See: Ibidem.
47
See: Ibidem.
48
The problem of labor immigration is one of the most urgent for Russia (see, for example: S.V. Antufiev, “Realii
trudovoy immigratsii v sovremennoy Rossii,” Pravo i bezopasnost, No. 3 (16), August 2005, available at [http://dpr.ru/
pravo/pravo_16_18.htm]).
49
See: V. Papava, “Russia’s Illiberal ‘Liberal Empire’,” Project Syndicate, 28 February, 2007, available at [http://
www.project-syndicate.org/commentary/russia-s-illiberal—liberal-empire-].
50
See: M. Kakulia, “Labour Migrants’ Remittances to Georgia: Volume, Structure and Socio-Economic Effect,”
Georgian Economic Trends, October 2007, p. 56.
51
See: “Workers’ Remittances by Major Partner Countries, Money Transfers by Countries,” National Bank of
Georgia, available at [http://nbg.gov.ge/index.php?m=306&lng=eng].
52
See: Ibidem.
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remittances from Russia to Georgia also grew and amounted to 56.4%.53 Compared with 2010, in
2011 the given indicators amounted to more than $1,268 million for the country as a whole and
more than $655 million from Russia, respectively, although the share of remittances from Russia to
Georgia decreased and amounted to 51.7%.54
The situation with Russian (and not only Russian) investments in the Georgian economy is
much more complicated since statistical information is so incomplete that it does not allow justified
conclusions to be drawn about the actual situation. This is primarily caused by the fact that many
companies carrying out direct investments are registered in offshore zones, which makes it essentially impossible to trace where the money comes from. Furthermore, according to the official statistics, Russia ranked fifth in the volume of foreign direct investments into Georgia in 2010, and
sixth in 2011.55

The WTO:
A Bone of Contention
or Path to Rapprochement
Georgia acceded to the World Trade Organization (WTO) on 14 June, 2000.56 Russia has been
trying to accede to the WTO since 1993,57 and the long talks did not end until 16 December, 2011.
This was preceded by signing an agreement on 9 November, 2011 between Georgia and Russia on the
latter’s accession to the WTO.
As a member of the WTO, Georgia was willing from the very beginning to give its consent to
Russia’s accession to this organization providing it could open customs control check points on the
Abkhazian and South Ossetian sections of the border with Russia. Tbilisi’s conditions were based on
the fact that movement of commodities at the borders of the two neighboring countries should be
executed on the basis of national customs legislation. It must be emphasized that at this time the
Kremlin had still not recognized the state independence of Abkhazia and South Ossetia, so Moscow
officially recognized the Abkhazian and South Ossetian sections of the border with Russia as part of
the Russian-Georgian border.
The situation was complicated further by the five-day war between Russia and Georgia in August 2008 and Moscow’s unilateral recognition of the state independence of Abkhazia and South
Ossetia immediately following it. Moscow regarded economic (and not only economic) relations
between Russia, on the one side, and Abkhazia and South Ossetia, on the other, as interstate, regardless of Tbilisi’s reaction, as well as that of international organizations and most states of the
world.
On the whole, the Georgian leadership has not changed its prewar position with respect to Russia’s accession to the WTO. Moscow interpreted Tbilisi’s conditions on this issue as exclusively political, although the Georgian side emphasized that its demands fully complied with the system of
trade relations since these relations could only be executed by goods crossing the borders of the trading states.
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Abkhazia and South Ossetia were displeased with the agreement reached in Geneva. The
thing was that it envisaged the appointment of international observers to monitor the goods crossing the border with Russia, which Abkhazia and South Ossetia perceived as an infringement on
their sovereignty.58 According to Moscow’s official position, on the other hand, the indicated
agreement between Georgia and Russia does not infringe on the independence of Abkhazia and
South Ossetia.59
Although the accession process to the WTO usually takes six years, it has taken Russia three
times as long, largely owing to the inconsistent steps by the country’s leadership with respect to
this accession.60 This was most likely also promoted by the economic skepticism regarding Russia’s accession to the WTO. It was based on approximate calculations, according to which the most
Russian companies could gain from accession to the WTO was estimated at $23 billion, while the
appearance of foreign companies in the Russian domestic market could reap losses of up to $90 billion a year.61
Furthermore, Moscow found it well worth drawing attention to the fact that Russia, as a participating country in the Group of Eight, is not a member of such a large international organization as the
WTO, the share of the member states of which accounts for more than 95% of the world trade turnover. Russia was also the only country in the G-20 that was not a member of the WTO. So it was unacceptable for Russia, which has every reason to consider itself a world leader, to, even for political
considerations, not be a member of a world organization that directly forms trade rules on a global
scale. And from the economic viewpoint, Moscow is extremely interested in participating in drawing
up international trade rules, keeping in mind that the WTO member countries account for 92% of
Russia’s trade turnover. This explains Russia’s particular interest in accession to the WTO. The possibility of the U.S. cancelling the derogatory Jackson-Vanik amendment also played an important
role, which was expected to happen after Russia acceded to the WTO.62
The talks on Russia’s accession to the WTO, and even more the agreement reached with Georgia, confirm the reality yet again that Russia’s interests do not always coincide with the interests of
Abkhazia and South Ossetia in everything. And this stands to reason if we keep in mind not only the
fact that Russia is territorially much larger than these two states, but also has greater international
significance.63 At the same time, however, it is important for Moscow to advocate the state independence of Abkhazia and South Ossetia it has recognized.
Switzerland’s mediation in the talks between Georgia and Russia created a more or less acceptable opportunity for both sides to reach an agreement, for they were able to discuss and come to terms
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on the proposals of a third side—Switzerland, which put forward a compromise solution. In particular, observers from a private certified company specializing in customs operations to be recommended by the Swiss side will be appointed in Russian territory to the de facto border with Abkhazia on the
River Psou and to the de facto border with South Ossetia at the northern point of the Roki Tunnel, as
well as at the Kazbegi-Verkhniy Lars control point on the Military Georgian Road (which links Georgia and Russia through North Ossetia beyond South Ossetian territory).64
This solution to a controversial issue between Georgia and Russia in the context of the interests of Abkhazia and South Ossetia can be interpreted ambiguously.65 On the one hand, Tbilisi
could regard using the same observation regime in the customs sections of the borders between
Abkhazia and South Ossetia and Russia, as well as at the Kazbegi-Verkhniy Lars check point, as
Moscow’s indirect recognition that the border between Georgia and Russia also passes through
sections of the latter’s borders with Abkhazia and South Ossetia. On the other hand, precisely the
use of identical observation regimes in the customs sections between Russia and Abkhazia and
South Ossetia and at the Kazbegi-Verkhniy Lars check point could indirectly mean that Russia has
the same regime with all three bordering independent, from Moscow’s viewpoint, states—Abkhazia, Georgia, and South Ossetia.66
There is also an essential difference between Abkhazia and South Ossetia. The thing is that
the agreement reached between Georgia and Russia applies only to land borders, while trade relations between Russia and Abkhazia are also executed using sea transport. And the sea borders between Russia and Abkhazia are not monitored by international observers. South Ossetia does not
have this opportunity. Nor will the air borders between Russia and Abkhazia be monitored, although Abkhazia’s airports are for the time being only designated for receiving passenger and military cargo planes.
It must be admitted that carrying out border observation over goods traffic is essentially an additional barrier to international trade. Furthermore, it should be kept in mind that this barrier applies
not only to Abkhazia and South Ossetia but is created equally at all three above-mentioned check
points.
However, due to the ban Moscow introduced in 2006 on the import of Georgian agricultural
products into Russia, as well as taking into account the relative diversification of Georgian external
trade ties (for example, finding new sales markets for Georgian wines), this new barrier will essentially not create any particular additional difficulties for Tbilisi.
In all likelihood, South Ossetia will suffer much more from this barrier since the Russian Federation accounts for the entire volume of its external trade and it is carried out exclusively by land.
As for Abkhazia, it is in a slightly more preferable position, whereby not only because this barrier will not apply to goods transported from Russia by sea. The thing is that Russia accounts for only
64
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two thirds of Abkhazia’s external trade and its second largest trade partner is Turkey, with which it
trades by sea.
In our opinion, introduction of the above-mentioned customs monitoring could yield a positive
result for the entire region, the gist of which will lie in a cutback in smuggled goods traffic (at this
stage it is not possible to give a more or less adequate quantitative assessment).
It should be kept in mind that after Russia accedes to the WTO, the rules of this international
organization will apply to most of the countries of the region, since Armenia and Turkey, as well as
Georgia, are its members. This will create principles for developing regional trade since the WTO
offers legal mechanisms for trade development, primarily by resolving trade conflicts. In so doing, it
should be remembered that the WTO institutionally creates the necessary conditions for augmenting
trade transactions, although membership in the WTO in itself is not sufficient for increasing these
transactions.
It is important to note that the talks between Georgia and Russia on accession of the latter to the
WTO has taught the Abkhazians and South Ossets another lesson, showing them that they must learn
to live with the fact that Moscow far from always can and wants to reckon with their interests in everything.67 Furthermore, neither Sukhumi and Tskhinvali, on the one hand, nor Tbilisi, on the other,
are used to this yet. However, essentially “a precedent of complete disregard for Abkhazia’s opinion
and interests has been created. And precedents, as we know, have the tendency to repeat themselves.”68
Russia’s accession to the WTO will create new opportunities for those Georgian companies that
decide to return to the Russian market, particularly if they have documents that confirm the quality of
their food products. If Moscow does not change its decision to close the Russian market to Georgian
commodities, the WTO format could serve as a tool for resolving this controversy.

Conclusion
Despite the difficulties in Georgian-Russian relations, particularly after the August 2008 war,
economic relations between the two countries continue unabated. In particular, they are still trading
with each other (although at a qualitatively low level), while Russian capital is being much more vigorously invested in the Georgian economy and Georgian manpower (just as the manpower from other
former Soviet republics) is actively engaged in the Russian economy and remits some of its income to
relatives living in Georgia.
Georgia (like other post-Soviet countries) must deal with Russia’s striving to integrate its economy into the Russian economy through the mechanisms of the Liberal Empire, which Moscow is
actively engaged in implementing.
Several urgent problems have accumulated in Georgian-Russian economic relations, the resolution of which requires special attention. They primarily relate to the return of Georgian products to the
Russian market.
The positive result of the Russian-Georgian talks on Russia’s accession to the WTO gives good
reason to expect constructive steps from both Moscow and Tbilisi toward resolving the many other
burning problems.
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