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ABSTRACT
When we consider the main political and economic processes on the global level, we often think
about the state actors, especially policy of the leading geopolitical powers, but there are non-state
actors, which significantly influence the establishment new political and economic realities. Those
structures are leading International Interstate Institutions such as International Monetary Fund
(IMF), World Bank (WB) Group and World Trade Organization (WTO). Since their foundation and
from the second half of 40-s of the XX Century, those institutions played a significant role in the
economic recovery of many states providing liberal regime of the international trade.
Particularly the study discusses the main theories related to the world political and economic order,
role of the IMF and WB during the “cold war” and in the post “cold war” period, decision-making
process, global governance, perspectives of reformation of those institutions. Also, the research is
dedicated to the determination the role of General Agreement on Tariffs and Trade (GATT) and the
WTO in the providing the growth of the volume of international trade, attitude of the international
community to all three above-mentioned institutions and their role in in the process of economic and
political development of Georgia.

LIST of TABLES
Table 1. Assistance to countries in the settlement of the payment balance deficit provided by the
IMF in 1947-1970
Table 2. The balance of the current operations of the leading oil-exporting countries and other
developing and developed countries in 1973-1986
Table 3. Georgia: IMF Programs, 1995–2014
Table 4. Georgia: Technical Assistance Missions, 2008-2013.
Table 5. Volume of the trade of Georgia (mln.USD) 2007-2014
Table 6. Human Development Report, 2013
Table 7. Georgia’s Foreign Trade

LIST of MAPS
Map 1. Geographic location of Georgia
Map 2. CTC and Northern and Southern Corridors

ACRONIMS

AEO

Authorized Economic Operator

ANP

Annual National Program

ASEAN

Association of the South East Asian Nations

AU

African Union

BESEC

Black Sea Economic Cooperation

CEPAR

Center for Economic Policy and Reform

CIDA

Canadian International Development Agency

CIS

Commonwealth of Independent States

CPS

Common Partnership Strategy

CTC

Caucasus Transit Corridor

ECA

Eastern Europe and Central Asia

ECOSOC

Economic and Social Council

ESAF

Enhanced Structural Adjustment Facility

ESCAP

Economic and Social Commission for Asia and the Pacific

ESCWA

Economic and Social Commission for Western Asia

FDI

Foreign Direct Investment

GATT

General Agreement on Tariffs and Trade

GEOSTAT

Georgian Statistics

GEPLAC

Georgian-European Policy and Legal Advice Center

G4G

Governing for Growth Project

GSP

Generalized System of Preferences

IBRD

International Bank for Reconstruction and Development

ICSID

International Centre for Settlement of Investment Disputes

IDA

International Development Association

IDP

Internally Displaced Persons

IFC

International Finance Corporation

IMF

International Monetary Fund

IPAP

Individual Partnership Action Plan

IPU

Inter-Parliamentary Union

ITC

International Trade Centre UNCTAD/WTO

JICA

Japanese International Cooperation Agency

MIGA

Multinational Investment Guarantee Agency

MFN

Most Favored Nations

MOESD

Ministry of Economy and Sustainable Development

NATO

North Atlantic Treaty Organization

NAFTA

North America Free Trade Association

NGOs

Non-Governmental Organizations

NPV

Net Present Value

OAS

Organization of American States

OBOR

One-Belt-One-Road

ODI

Overseas Development Institute

PCA

Partnership and Cooperation Agreement

PRGF

Poverty Reduction and Growth Facility

ROLA

Rolling Highway

SBA

Stand-By Arrangement

SDC

Swiss International Development Agency

SDR

Special Drawing Right

STF

Systemic Transformation Facility

TADAT

Tax Administration Diagnostic Assessment Tool

TEU

twenty foot (ft) equivalent unit

TFA

Trade Facilitation Agreement

TFS

Trade Facilitation System

TNC

Trans-National Company

UN

United Nations

UNESCO

United Nations Educational Scientific and Cultural Organization

UNCTAD

United Nations Conference on Trade and Development

UK

United Kingdom

UNDP

United Nations Development Program

USA

United States of America

USAID

United States Agency for International Development

USSR

Union of Soviet Socialistic Republics

VAT

Value Added Tax

WB

World Bank

WEF

World Economic Forum

WTO

World Trade Organization

INTRODUCTION
In the modern times, many scientists and researchers have pointed out regarding the role of
international organizations in addressing political and economic challenges of the twenty first
century. International organizations have been viewed to be responsible to promote and actively
participate in the establishment of international peace and stability, from the economic, social or
political point of view, and that they should be acting in the interest of the international community.
According to critics of these institutions, there should be a greater transparency, regulation and
control within these organizations so that they reflect more than just the interest of the powerful
States.
The foundation of an international forum for multilateral negotiations process started with the InterParliamentary Union (IPU) in 1889, which is still active today and has 157 members - National
Parliaments. The IPU was the predecessor to the League of Nations, which was established in 1919
after the end of the First World War. As the result of the failure of the League, its functions related
to the providing peace and security and socio-economic development were taken by the United
Nations (UN). Due to the widening of the functions of International Organizations, main part of the
research paper will be dedicated to investigate the role of such international institutions as UN
specialized Agencies -IMF and WB Group, also WTO, as the UN partner organization in the
formation the modern World political and economic order. Furthermore, the political and economic
role of Georgia in the global system will be analyzed.
Problem Statement
The role of international organizations in the economic and political development of emerging
economies is critical due to its importance for macroeconomic stability, economic and democratic
development of these countries. At the same time, international organizations contribute to the
integration process of the countries with the rest of the World and process of globalization. Despite
significant role of the international governmental and non-governmental institutions in the
development of an integration process among of the states and different regions of the World, it is
evident that the impact of these organizations on the countries’ development as well as lessons
learned were not studied thoroughly. This is in particular true with regard to Georgia. In addition,
there is lack of researches, related to the preparation of materials about the influence of the
international organizations on the socio-economic and political processes at the global level. We can
1

say that there is lack of appropriate literature related to study of the functioning of the International
Governmental and Non-Governmental Organizations at the Global and Regional levels.
Research Tasks
The research developed the following research tasks:
•

First task - global governance. What are the main reasons for the formation of the
International Financial and Trade Institutions, their transfer into the actors of the global
governance and evolution of their functions;

•

Second task - “Effectiveness-legitimacy” dilemma. What are the major challenges before
the IMF and WB in addressing “effectiveness-legitimacy” dilemma?

•

Third task - political and economic influence. What are the main aspects of the
institutional design of IMF and WB, the mechanisms of the adoption the political decisions
by those institutions;

•

Fourth task - borrower countries’ opposition. What is the reaction on the activities of the
IMF and WB in the developing states?

•

Fifth task –anti-crisis regulation. How to evaluate the role of IMF and WB in the
regulation of the finance crisis as an Institutions of the global management?

•

Sixth task – global governance reformation. What are the problems of the reforming the
International Financial Institutions as a participants of the global governance and the roles of
the new actors on this space?

•

Seventh task – building investor friendly environment. Which issues represent the main
principles of International Trade and role of the International Organization – WTO in the
establishment of the new trade regime in the World?

•

Eighth task – Georgia’s integration into the global process. How Georgia’s membership
in the WB and IMF supports Georgia’s integration into the global political and economic
processes?

•

Ninth task - key impact factors. What are the main impacts of the relationship between
Georgia and the IMF and WB?

•

Tenth task – FTA network development. Did the relations between Georgia with WTO,
have an impact on foreign trade relations of Georgia?

2

Hypothesis
The IMF, WB and WTO have gained their influence on global political and economic processes
including Georgia’s economic, social-political development and its engagement into the global
politics and international order dynamics. Also, through collaboration with these institutions
Georgia had chance to promote its national interests. Economic and political reforms executed with
the support of these institutions significantly contributed to pursuing national interests and
geopolitical missions and goals according to global political environment. The success of
collaboration with such international institutions such as the IMF, WB and WTO depends on
concrete national interests and specifics of the political and socio-economic environment of the
country.
Novelty and Actuality
The research, while identifying major aspects of the role of the IMF, WB and WTO in the political
and social-economic processes of developing countries, outlines key benefits and challenges
emerging economies experience focusing on the case of Georgia and intends to testify how these
relationships contribute to the pursuing national interests and geopolitical missions of the country.
Practical and Theoretical Value
The issues of the functioning of WTO, WB Group and IMF were discussed within the theoretical
framework are viewed from the second part of 20th and beginning of the 21st century in the
framework of World Politics and International Economic Relations issues and evaluations are made
from the XX-XXI century theories of World political and economic order.
As for the practical value, it is important to actualize the discourse on the functioning of
international economic and financial institutions in Georgian and foreign academic and public
spheres, particularly, extesnively used by the international relations and economics students
throughout Georgia.
Furthermore, the research underlines the role of IMF, WB, and WTO in Georgia’s involvement in
the global economic, trade and financial order and their role in the implementation of different
reforms in Georgia. The problem has been viewed from the perspective of Georgia, which restored
its political independence since 1991 and during the transition period especially needed and
continues to require strengthening cooperation with the leading international institutions.
3

Research Methodology
Due to the nature of the research it is more appropriate to use both a qualitative and quantitative
research methodologies. It is important to mention, that quantitative data such as statistics is implied
in the thesis. It is a political and economic research (focused on historical dynamics of the functions
the International Institutions) and it can be considered as a descriptive research as well, with a strong
focus on identifying the different stages of the international institutions (WTO, IMF, WB)
functioning, adoption of historical decisions and their results. Furthermore, the research approach
will involve thorough review and analysis of scholarly peer-reviewed literature related to the
different approaches of the world political and economic order, global governance, functions of the
above-mentioned institutes, their impact on the economy of Georgia.
Primary sources including statistical data and interviews as well as secondary ones - Georgian and
foreign literature were used when writing this doctoral dissertation.
Limitations of the Dissertation
The aim was to study and describe the role of international financial and economic institutions in the
framework of World Politics and World Economy, importance for Georgia to cooperate with those
institutions after gaining its national independence. Dissertation did not aim to provide the study on
the deep analysis of the decision – making process and structures of the IMF, WB and WTO.
Sources of the Dissertation
Theoretical basis of the research is built on the following sources: books, scientific articles, media
sources, monographers, IMF, WB Group and WTO and government of Georgia reports.Primary
sources are mainly obtained from: IMF, WB Group and WTO, also Georgian government decisions,
archives (decisions by International institutes and Georgia which have been retrieved from free
internet web-sites), correspondence. During the research, there were used international as well as
scientific works of Georgian scholars, which depict the problem of WTO, IMF and WB functioning
from Georgian and the outsider’s perspective.
Structure of the Dissertation
The dissertation includes the following parts: Introduction, 4 chapters, conclusion and references.
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CHAPTER 1. LITERATURE REVIEW
Primary sources including statistical data and interviews as well as secondary ones - Georgian and
foreign literature were used when writing this doctoral dissertation.
There are some appropriate sources available regarding understanding of the main principles of
World Political and Economic order, activities of the WTO, WB and IMF at the global level and in
the relations with Georgia, which makes it possible to conduct objective and thorough research.
Foreign, as well as Georgian researchers, political analysts, economists, international relations
specialists provided valuable information about the role of three above-mentioned organizations on
the global level and their relations with Georgia.
1.1 Theories of international relations and international economic relations regarding the
role of international organizations
For the successful implementation of the research, it is important to discuss different theories of
international relations and international economic relations. For example, neorealist approach proves
that international institutions were, are and always will be fundamentally ineffective, due to the fact,
that they cannot prevent states from being self-interested and engaged in power politics. Many
scholars have point of view that institutions only have marginal power, giving way to an arena of
power relations between countries, making them a reflection of the distribution of power in the
international system. This was contested by two scientists - Keohane and Martin, as they developed
the theory that “institutions are created simply in response to state interests, and that their character
is structured by the prevailing distribution of capabilities.” (Keohane and Martin, 1995, p. 47).
Member states advocate for cooperation in the world that is intrinsically competitive, so naturally
countries will use this pretext to take advantage of others. To this end, neo-realists argue that the
international institutions are not relevant, as they believe they cannot provide remedy to the selfinterested anarchic system of states.
On the other hand, neoliberal institutionalism prides itself on the Kantian version of the international
system. While the UN attempts to coordinate the actions of states and harmonize the world
community, it becomes increasingly geared towards this ‘utopian’ model, even though it faces
numerous challenges when rallying Member States to follow its general principles and vision. It is
also considered that the UN has played a decisive role in the process of decolonization, human
rights, environmental protection, international law and socio-economic development. At the same
5

time, such International Universal Organization, as the WTO, has promoted an increase of the
volume of international trade at the global level. Neoliberal institutionalism underlines the role of
international universal organizations with regional organizations, as they become indispensable in
the international diplomatic process predicting, “the international community will increasingly direct
itself towards combined action of the universal organization with regional bodies.” (Cassese, 2005
p.338) This can be observed in the recent relations between the universal and regional organizations
such as the Organization of American States (OAS), the African Union (AU), the European Union
(EU), the Arab League, and the Association of South East Asian Nations (ASEAN). Some scholars
view that the failure of neo-realism resides in its ontology of institutions, as they believe it has the
capacity to redefine the policy of the countries. This is further analyzed in their reasoning to how
institutions affect countries’ conduct by both creating strong incentives for cooperation whilst, at the
same time, implementing punitive measures such as trade sanctions. Scholars of this theory believe
that once cooperation amongst the states is institutionalized, the states would be reluctant to leave it,
in fear of what could happen. (Navari, 2009, p. 39) This is particularly true for EU Member States,
as once states joined the membership they practically never leave it. By bridging the gap between
states and presenting them the arena for negotiations, institutions assist trigger important coalitions,
and with its congenial approach to weaker states, aids in their pursuit of linkage strategies. Hence,
states feel welcome in what was previously a hostile international environment. (Nye and Keohane,
1989, p. 36).However, recent events such as Brexit could question the assumptions of the scholars’
view described above and might require revisiting operations, rules and structures of multilateral
international organizations including regional ones to allow more flexibility and less bureaucracy in
reconciling economic and political objectives

of the Member States

and international

organizations.
In contrast, conventional constructivism opposes to both previous (neo-realist and neo-liberal)
concepts. It points out, that institutions and agencies, in the framework of international system, are
mutually constructed concepts by actors that employ social practice to define the ‘international
realm.’ First two theories, neo-realism and neo-liberal institutionalism, take for granted the idea that
economic and military power is the direct mechanism of influence in world politics and economy.
Constructivist theorists counter this, as they believe discursive power also plays a fundamental role
in the understanding of the global political system. (Hopf, 1998, p. 177).Constructivists deviate from
the neorealist approach that anarchy is involved significantly in the policy of institutions, and
6

alternately make a carefully depicted discourse of the role identity and interest in the formatting of
international actors. Thus, now that they have deconstructed this request, it appears that the policy of
the agencies cannot be objectively evaluated by quantifiable forces, as social interaction now gives
different meanings to ideas, actors and objects. For this reason, the theoretical model proves these
interactions can affect collective decisions in a global context. (Deitelhoff, 2009, p. 35) The idea of
anarchy and power politics has been essentially reduced, and according to notable constructivist
Alexander Wendt, “if today we find ourselves in a self-help world, this is due to process, not
structure. There is no ‘logic’ to anarchy apart from the practices that create and instantiate one
structure of identities and interests rather than another; structure has no existence or causal powers
apart from process.” (Wendt, 1992, p. 394) Demonstrably, many of the assertions made by the
constructivist theory were intended to focus not on the improvements and the successes of
international institutions, but rather on the questioning of core assumptions of neo-liberalism and
neo-liberal institutionalism, and deviate from their materialistic approaches. They draw attention to
the relationship between the structure and the agency, as well as the construction of state and
institutional interests. Thus, the theory holds that the function of international agencies is to uphold
their carefully constructed values and ideologies to States, determining their policy.
In conclusion, this research revealed that the role of international institutions should play in world
politics and economy is dependent on the theoretical framework and interpretation of what the
institutional system entails. From the neo-realists point of view, international institutions are and
will be weak, as they will not be able to influence over the anarchic structure of the international
system. At the same time, neo-liberals prove the opposite as they consider institutions greatly
influence state actions by both creating strong incentives for cooperation whilst at the same time
implementing disincentives, constructivists from their turn have different position by questioning
the core assumptions of the other theories and drawing attention to the relationship between the
structure and the agency, as well as the construction of state and institutional interests. This paper,
based on several theories, for example complex interdependence, international regimes etc. has
sought to discuss that we should look at the UN system and also functioning of the other
International Governmental Institutions objectively as a forum for nations to meet with each other
together and consider all those topics, which are connected with the functioning of the international
community.

7

1.2 International organizations and the concept of global management
At the present stage of development of the world political processes (with the participation of the
International financial institutions as one of the key characteristics of the phenomenon) remains
globalization, manifested in a substantial increase in the interdependence of countries and closely
interwoven processes taking place in different regions of the world. It can be observed that among
other things, the fact, that the local and regional political crises and conflicts are increasingly
becoming events of global importance. The examples are the events in the Middle East, which began
in 2011, or a conflict in Ukraine in 2014.
International community is facing a number of other challenges of global nature, such as global
migration, a sharp gap in levels of income between different social groups and between different
countries, and increasing global economic imbalance (including a growing number of developing
countries lagging behind developed ones), the whole complex of unresolved social (poverty,
disease), environmental and other issues. Thus, on one hand, debate and research in the field of
global governance promotes awareness of the severity of these problems, the need to resolve them at
the global level, as well as the fact that these problems represent a serious challenge to existing
institutions (Keohane, 2001 pp.1-13). According to T. Sinclair, "globalization has changed the basis
for global cooperation, as well as the ability of states to act independently of each other" (Sinclair,
2012. P.92). On the other hand, a consensus on the need for global governance and positive impact
of globalization is absent. So, civil society organizations of different countries advocate against
activities of international financial institutions, particularly the IMF since they believe that activities
of the Fund have destructive impact on the situation in the social sphere and submits policies of
developing countries to Western interests. Such critical view of the IMF and the WB is presented in
journalistic publications, such as book J. Perkins' Confessions of an Economic Hit Man "( Perkins,
2005), and other analytical works such as book by Peet "Unholy Trinity: The IMF, The WB and the
WTO, " (Peet R. 2009).
According to some experts, during the last years, non-satisfaction with the activities and
effectiveness of IMF and WB was increasing and the legitimacy was decreasing not only in poor
countries, but in the states with high income. The basic topics during the discussion about global
management have become important during the financial crisis in 1997 and global finance crisis in
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2008, which, according to some scholars, demonstrated that the IMF and WB as institutions of the
global management could not cope with the emerged challenges.
A significant number of protests in the modern world relates to the activities of the Bretton Woods
institutions. Thus, according to a joint study from Columbia University and Friedrich Ebert
Foundation, from the 843 protests, carried out in the world, about 20% - in 2006-2013, 168 were
directed against the IMF. The report indicates that it is not just about the poorest countries: 25%
protests occur in countries with high incomes. Among the main slogans of the demonstrators - the
IMF charged with persecution the interests of multinational corporations and the financial sector
(Ortiz I., Burke S.L., Berrada M., Cortes H. World Protests 2006-2013).
1.3 Institutions and actors
Since the theme of global governance is very extensive, we will focus only on those aspects of it,
that create the theoretical basis for the realization of the objectives of this work, and namely on the
issue of global governance based on international organizations (institutions), such as IMF and the
WB. In this work, the IMF and the WB are considered especially through the prism of Actor`s
approach, i.e. as institutions, self-adapting to the changing realities of world politics and economy,
developing new mechanisms of influence on the environment. Actor’s approach to the analysis of
world politics involves the study of the actors (in this case, the international financial institutions),
which have the ability "to act and make changes in their activities in the environment" as well as,
"despite the often very hard coercion on the part of the system, have within it the fullness of
freedom that they use strategically in collaboration with other" (Crozier M., Friedberg E. 1977).
Several experts define the term "international actor" as "an active participant (collective or
individual) of international relations, which has the ability - thanks to available to it actual and
potential resources, and the ability to use them effectively - on their own, according to their own
understanding of their interests, to make decisions and implement a strategy has a significant and
lasting impact on the international system, recognized as such by the other members and they have
taken into account when making their own decisions" (Crozier M., Friedberg E. 1977).
Based on the above-mentioned analysis, within the 70 years of its existence, the Bretton Woods
institutions really gained their functions as main actors, which is expressed in a certain degree of
autonomy from the Member States, a specific paradigm of formulating and solving problems, the
special formal and informal decision-making practices and organizational culture. At the same time,
9

the study of these institutions cannot ignore the problem of "principal-agent", as it is a key to
understanding of the decision-making mechanisms within these organizations. The literature on this
subject is very extensive. We should note first of all the works of D. Hawkins (Hawkins, 2006)
R.Stone (Stone, 2011), authors of the informal management theory, according to which in any
international organization there are mechanisms, both formal and informal governance, ensuring the
balance of power of the most powerful of their members and those that have the least impact
("structural power ").
Organizational structure and flexibility to quickly adapt to the changing environment is considered
by some scholars as one of the important aspects of the impact to be produced international
activities organizations. For instance, M. Barnett and M. Finnemore in the works "policy, power and
pathology of international organizations" (Barnett, Finnemore. 1999)"Rules for world" (Barnett
M.N., Finnemore. 2004) consider international organizations as institutions, generating a certain
degree of autonomy from their founders and create their own regulatory setup directly affecting their
activities. T. Hale and D. Held pointed out that special attention should be given to the institutional
design of international organizations, which, in many cases, has a decisive influence on the outcome
of their activities, and that institutional innovation is one of the key mechanisms of the response to
the challenges of a changing world (Handbook of Transnational Governance, 2011).With regard to
the Bretton Woods institutions of this line of research has generated a lot of interesting works,
including such outstanding author as N. Woods (Woods, 2006).
1.3.1 Concept of global governance
In the scientific and socio-political discourse, the global management is often seen as a "global
governance processes in the absence of a global government” or “Collective efforts to identify,
understand and address global problems beyond the individual capabilities countries” (Rosenau,
1992). L. Finkelstein defines global governance as "an international version of what the
government's doing at home." (Finkelstein, 1995). However, this view seems somewhat limited, as
in the modern era of globalization significant role in global governance is played by international
institutions and it cannot be reduced to the sum of their member states, as well as non-governmental
organizations.
As the expert on global governance O. Barabanov mentions, "Global Governance ... rather should be
related to the specific nature of cooperative arrangements aimed at solving specific problems. Such
10

an agreement can be formally enshrined in the form of laws or officially recognized institutions that
solve common problems with a variety of actors ... But they can also have an informal character (in
case of certain existing practices) or duration (in the case of coalition-building) "(Barabanov, 2006).
For the purpose of this work, we should consider also definition of T. Weiss, who understands
global governance as "collective efforts to identify, understand and address global issues that goes
beyond the capabilities of individual states." In other words, the ability of the international system in
the necessary time to provide the necessary administrative action and public goods in order to
maintain global order, stability and predictability in the absence of a world government, which is
based on a set of formal and informal values, rules, regulations, procedures, practices, policies and
different organizations (Weiss, 2013). Such administrative actions are necessary for the effective
functioning of international financial organizations such as IMF and the WB.
1.3.2 Role of international organizations
It can be argued that the idea of a political regulation on the basis of international organizations,
primarily the Unites Nations (UN), took center stage in the scientific literature and political thought
after the World War II. The success and the UN high prestige in the 1940s - 1950s gave rise to the
belief that international organizations can serve as a basis for "a long-term partnership in which the
state share knowledge, resources and responsibility for the creation of a peaceful and stable world"
(Bundy, 1947). It was expected that in the future, the number of such organizations will increase as
the range of issues they tackle. On the one hand, the development of, for example, the same Bretton
Woods institutions (the expansion of the WB Group, the development of new lending programs and
tools interact with the borrowing countries) is quite consistent with this vision, as well as the fact
that the total number of international organizations (of various kinds) has steadily increased and at
the end of the XX century has reached more than 2 thousand (Held, 1999).
On the other hand, some researchers being overly optimistic(mainly adherents of idealism in politics
think that international organizations can play much more bigger role than just implementing current
tasks - namely, to develop and implement new principles of global governance. This was contested
though by supporters of more rational theories, especially realistic ones. In their opinion, the most
influential states – members of the international organizations are not interested in the changes that
may reduce their influence and consequently such organizations cannot serve as a source of
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development of radically new principles of international regulation (Robert W. Cox, Harold K.
Jacobson, 1973).
Most profoundly similar skepticism eventually took root in the 1960s when the UN and other
international organizations have ground on hard discussions around issues on resource allocation
and international equity principles regulation. First of all, it was associated with an increased role of
the developing countries in the world politics and economy and discontent on US hegemony. A
typical example was the debate around the concept of the New International Economic Order, which
was developed by Non-Aligned Movement in early 1960s. The concept meant to provide much
more favorable conditions for developing countries as compared to those which were before
(including the terms of cooperation with the IMF and the WB). Although some of the requirements
of developing countries as a result were satisfied (in particular, the UN General Assembly in 1974,
was adopted manifesto, then "Summary of Economic Rights and Duties States"), the fundamental
political principles of the global regulation have not changed: the Bretton Woods institutions were
key actors global governance (Looney, 1999). The actual deviation from this and a number of other
similar proposals requiring reallocation of resources (and, accordingly, changes in the balance of
power) between the North and South, strengthened the skepticism in the academic community
regarding the prospective role of international organizations in world politics. This tendency can be
observed in the nature of the publications in the «International Organization» magazine of the time:
if from the moment of its creation in the 1940s, during the "organizational optimism", the leitmotif
of most issues of the magazine were the specific issues of international policy and cooperation on
the basis of international organizations, by the end of 1960’s, the specifics increasingly gave way to
the general, mainly theoretical calculations.
However, one of the key issues discussed during that period and remains actual today, is regarding
to who and how should determine the principles of global governance (Chang, 2004). This debate
raged with renewed vigor as tightening conditionality for IMF lending and conditions of the
structural adjustment programs of the economies by the WB, what did not agree to the UN, which
was dominated by the voices of developing countries. However, with the advent of new
governments in the late 1970s - early 1980s in the US, the UK and Germany (headed respectively by
R. Reagan, M. Thatcher and H. Kohl), the concept of regulation based of neoliberal principles,
which the IMF and the WB have followed for the past few decades, gaining more and more
popularity – thus, it was one more step towards understanding of the nature of global governance.
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Concept of global reformism and neo-liberalism and even today remains as one of the leading; their
interaction in the current period largely determines the dynamics of the international institutions.
Many scientists are in solidarity that the most powerful impetus in the understanding of the idea of
global governance, including recognizing important role of international organizations has
contributed to ending the Cold war (Weiss, 2013). The classic work of J. Rosenau "Managing
without government “was published in 1992 and marked the start of the global governance dilemma
- how to provide effective administration on a global scale. In 1992, an important event for the
understanding of the environmental problems, problems of sustainable development and ecology the summit in Rio de Janeiro took place. At the summit, the importance for the understanding of
institutional mechanisms for global governance and proposal for the establishment of socially
oriented international banks that could act in conjunction with the IMF and the WB were
highlighted.
Also in 1992, Sweden presented the initiative to establish a consultative and analytical agency of the
UN Commission on Global Governance. Report of the Commission "Our global neighborhood"
(The Report of the Commission on Global Governance. 1995) was published in 1995 and talks
about the system of international supranational institutions, primarily focusing on significant
strengthening and expansion of the UN powers. The control system should be maintained ensuring
implementation of democratic principles at all levels of government and in accordance with
international legal norms.
In addition to the existing UN institutions, the Commission was proposed to create a "People's
Assembly" (parliamentary body, which is composed from the representatives of the national
parliaments) and the "Forum civil society ", consisting of the representatives of 300-600
organizations accredited in the UN General Assembly, whose meetings were held annually before
the sessions of the General Assembly.
It seems appropriate also to pay attention to the proposed mechanism of global governance in the
Report of the Commission on Global Governance. The report says that the UN financial support can
be any type (from financial contributions to taxes), and should be based on global agreements,
embodied in the Convention. It should be assumed, that the refusal of the Commission on the
introduction of a global tax in favor of the UN as a leading institution of global governance is one of
the most prominent features, distinguishing the proposed scheme from the concept of "world
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government". At the same time, alternatively Commission financing offered "charging for the use of
some of the world's resources "and" corporate tax transnational companies" (The Report of the
Commission on Global Governance, 1995). So, it was proposed to establish a tax on oil at a rate of $
2 per barrel, which will be in 10 years increased to $ 10 per barrel. The international community
also continued to actively debate introduction of the so-called "Tax Tobin ", which has received the
wording "the tax for the financial interbank operations". It should be noted that the positions, which
were expressed in relation to this tax, shows a marked difference between the interests of states and
political forces on this issue. It is noteworthy that in 2010 the idea of the tax has not met support
from the IMF, as well as the in US and the EU.
The Commission's report also emphasized the problem of lack of IMF mechanisms to prevent future
crises and limited resources of the Fund as a whole; appropriate recommendations on expansion of
the IMF loan portfolio were subsequently taken into account. Also in 1995 the Academic Council of
the UN started to publish magazine «Global Governance: A Review of Multilateralism and
International Organization », in which in the first volumes interim results of the debate on global
governance, including the project of the Commission were announced (Global Governance, 2014).
The financial crisis of 1997 and the global financial crisis of 2008 became "reference points" in the
debate about global management. Both, the first and the second crisis demonstrated IMF mismatch,
the WB and other institutions of the global governance challenges facing them. Moreover, the
Bretton Woods institutions were directly accused by the number of experts, including former chief
economist of the WB, winner of the Nobel Prize in Economics Joseph Stiglitz in the spread of the
crisis. "... the credibility of the IMF has suffered greatly due to the constant Fund support of
deregulation and liberalization policies, was the main cause of the crisis and its rapid spread around
the world [...]. Finally, the problem was and that the IMF typically provides funds in the form of
short-term loans. But, many poor countries only started gradually freed from the burden of debt and,
accordingly, did not want to be in the same unenviable position" (Stiglitz, 2010). The experience of
the crisis was taken into account - under the auspices of the "Big Twenty" IMF arrangements were
diversified, as it was increased disposable by them capital; but discussion on the need for further
reform of the institutions of global management actively continues today, and within its framework,
the idea from moving the "decoration" of the IMF and the WB, to very radical changes was
expressed (Bernes, 2013).
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In general, the evolution of the role of international organizations is not far completed. This is due to
the transitional situation in the world politics and the system of international relations, as well as the
contradictions between different actors in world politics. By the other words, the system of global
management in the current situation shows a number of disbalances and disfunctions, and its future
is not yet determined. Accordingly, the interpretation of the role of international organizations in the
global governance is still far from its logical conclusion. Thus, in today's world, there is a collision
of different views on the role of international organizations such as global governance actors, and
this process will obviously continue.
1.3.3

"Good governance" and the problem of the legitimacy of international
institutions

The emergence of the concept of "good governance" in the late 1980s - early 1990s was directly
related to the structural economic and political reforms conducted in several countries, including
with the participation of the Bretton Woods institutions. It is also one of the first concepts, which
was formulated by the WB in 1981 in the report "Accelerated development in the countries of the
southern of Sahara." The formation of concepts is associated with the neo-liberal tradition, which
was continued in the UN Development Programme documents published in 1997, where the "good
governance" is defined as an achievement of the objectives within the given timeframe, with
minimal costs for the resources, the principles of democracy and efficiency. Thus, the role of
international organizations in global governance is focused on the production of public good,
development of public sector, civil society engagement in the political process, as well as the
leveling of negative effects of the global economy.
The Bretton Woods institutions, in the opinion of one of their most prominent researchers, N.
Woods, may be (and, in fact, are) a global management quality monitoring agency. Thus, both the
IMF and the WB are implementing analytical work to assess their programs, national government
action in the area of regulation. However, these institutions to ensure the long-term "good
governance" require a broad consensus among all its members on issues of institutional design,
setting goals and making decisions (the concept occupies a significant place in the works of a
number of authors, including P. Keohane) (Keohane, 2001, pp. 1-13). At the same time, more
importantly, the organization must have the ability to incorporate in its agenda with new ideas and
meet three principles of "good governance" - participative (ensuring the equal participation of all
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members in decision making and implementation), accountability, justice (transparency of the
decision process making and implementation, as well as the correlation of its operations with the
external environment) (Woods, 2003. P.360). These ideas of Woods can be attributed to various
international organizations.
The principles proposed by N. Woods, are in connection with another the most important issue of
global governance based on international organizations - a problem of legitimacy. This problem has
become updated as the growing influence of international organizations in which their policy was to
influence the growing number of people and countries. In this regard, in the literature two key
questions often raised: how to assess the legitimacy of international organizations (compared to the
legitimacy of the state) and their accountability to stakeholders, as well as whether it is possible to
talk about a democratic deficit problem in the institutions of global governance (Woods, 2001.
P.90). It should be noted that although the legitimacy of the international institution formally derives
from the fact, that it was created by states to carry out specific tasks, there is a contradiction: most of
founding states prefer not to give up such status, because it will bring to exit the act that will cause
the costs and weakening its negotiating positions (Reinalda, 2004. P.54).
For this work it is interesting to analyze works of R. Keohane, who notes that the global political
governance institutions, including the IMF and the WB, working in the neo-liberal paradigm, are
experiencing serious problems with legitimacy. If, according to the concept of "good governance" in
the mainstream of liberal democracy, activities of these institutions should contribute to
strengthening capacity of individuals to lead an independent life, as much as possible by
implementing their own capabilities, in practice the result is often (as shown below) is reversed,
resulting in a dropping the legitimacy of the IMF and the WB.
The problem of legitimacy today is very acute for an organization such as UN, the fate of which will
largely depend on solutions to this problem. According to R. Keohane, global institutions should
seek to address the problem of legitimacy, ensuring compliance of its activities in the following six
criteria (which is a continuation of the basic democratic principles) (Keohane, 2013.P. 99-109):
1) Minimum moral acceptability: the institutions do not violate the basic human rights;
2) Inclusiveness: if institutions claim the right to set the rules at the global level, they should
be open to all nations wishing to participate in the achievement of their objectives;
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3) Epistemological quality: transparency and institutional integrity (the democratic character
of conformity purposes the real practices of the Institute);
4) Responsibility and accountability: the existence of democratic standards; the availability
of information for decision makers; the ability of decision makers to impose restrictions
(punishment for failure to fulfill standards);
5) Compatible with democratic governance in the country and the ability to consolidate
democracy: first, through the promotion of global introduction of certain management practices;
Secondly, through the promotion of the protection of the rights of minorities and individuals; third,
through the elimination of discussions of various solutions to a new level, in order to avoid tunnel
vision in adopting them;
6) Ability to stand the test of "comparative advantage", i.e. be able to achieve better
performance in comparison to alternative institutions. At the same time, according to
Keohane, the accountability of global institutions must comply with their character and be
"broad" - only under this condition efficiency of such institutions can be achieved (Buchanan
A. 2006. 4. P. 405-437).
The legitimacy of international institutions is one of the central issues in the theory of
transnationalism. Institutions, according to the supporters of this theory, should act on the basis of
consensus with civil society organizations, and their activities are losing legitimacy in the case of
appearance of the protest from such organizations. In this regard, it appears, that civil society
organizations can develop normative regulations and deliver them to the international institutions
(Junne, 2001. pp.191-192). It should be noted, that the WB has become the first international
economic organization, which entered into active cooperation with the civil society organizations in
order to increase its effectiveness. WB holds regular meetings with the representatives of these
organizations and journalists, which publishes reports and adopt action plans for the correction of
the respective programs. IMF also uses similar mechanisms, but to a much lesser extent. However,
wider application of these mechanisms could be an important step towards addressing one of the key
problems of the Fund in the formulation of reform programs - insufficient consideration of the
specifics of individual countries, their social and cultural features.
It should be emphasized that the IMF and the WB facing in its activities dilemma of "legitimacy" "efficiency" (Cottarelli, 2005) should take into account the following:
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First, to preserve and increase the legitimacy of international organizations, they were often forced
to limit their applicable regulatory instruments, by the elimination the most unpopular measures,
such as freezing the salaries of public sector employees and raising the retirement age. Secondly, it
could enhance the legitimacy to ensure maximum transparency of the decision-making process,
however, because it would mean a significant increase in the burden on the organization, its
effectiveness may also be affected. Third, legitimacy may be increased by more equitable
distribution of resources of the organization among the potential contractors, but the efficiency in
this case, may be reduced due to the violation of prioritization (for example, in the case of manifest
the necessity of the provision of larger amounts of assistance to one of the countries with the
financial crisis).
There is no single solution to this dilemma, apparently, it does not exist, but we can affirm with
certainty that the IMF and the WB can take a number of steps that will enhance their legitimacy, do
not have a material adverse effect on the efficiency. These steps can be the publication of a greater
number of documents on the work of the missions in the country-borrowers, materials of the key
meetings of the executive bodies and finally, in the case of the IMF - the implementation of the
quota reform, approved back in 2010, and a more careful consideration of the specifics of individual
countries in the design of reform programs.
In general, we can say that today the IMF and the WB are experiencing significant challenges to the
legitimacy of the decision that will largely determine the prospects for their activities.
1.4 Theories on world economic and political order and international trade
International economic order
International economic order can be explained as a separate, independently acting system, with its
own rules and laws, but it is so closely interconnected with the international political system, so it is
very difficult to divide those two notions from each other. International economic system sometimes
seems as an independent event, which has its own structure and dynamics. Capital, together with the
needs of the humanity, is the source of these dynamics, and an international division of labour is part
of its fundamental structure. International economic system or world economy has its own very
complex and dynamic history, generators of which were: growth of population, technical and
technological discoveries, strengthening political organization and development of the economic
theory. During its development, international economic system created enormous wealth and
18

provided millions of people with jobs, food and accommodation. International economic system
created not only strong national economies, but even established economic unions among of them.
The complex of international economic systems, first of all, international trade has become the
indivisible issue of the humanity existence. International political system and order in comparison
with the economic order seem to be behind. International capital, as it this mentioned by R. Murray,
is becoming more and more independent from the interests of the states (Murray, 1971.pp.104-109).
Despite economic globalization and intensification of the international economic relations, national
economy still remain to be a main element of the international economic system and order. In the
modern times, many consider, that it is not necessary to divide from each other international
economic and political systems, since international economic relations are strongly interconnected
with the state structures and dynamics of the power and security, the same is that the state systems
are interconnected with the industrial structures, consumption and dynamics of wealth. At the same
time, we should recognize that both systems have their own structures and dynamics. In the
literature, there is a wide discussion about the fact- which system has the dominant position.
The interdependence between international economic and political processes since the 70s of the XX
Century caused recovery of the subject – political economy of the international relations. The
revival of this discipline was based on the two connected events:
First, the fact, that it appeared the difference between the abstract events of the political and
economic processes, between real politics and economic relations – the theory become far from the
reality. The second reason was the fact, that for this time, the economic problems become more
politicized, and political systems, from their turn, were more and more economized. The difference,
which has been increased between the rich and poor states, the discussion about the global problems,
the requirements related to the establishment of the new economic order increased interest of the
international relations toward the political economy (Rondeli, 2003, pp. 130-131).
The process of establishment of the World economic system is the process of the capitalism
development. In the XIX Century, when the development of capitalism was accelerated and under
the dominance of the Great Britain, so-called “free trade” system was functioning, which created the
base for the World Economic System. The development of capitalism was the development of the
market economy, but market economy could not be developed by itself, there had to be the
conditions. One of the main conditions of it was the establishment of the neoliberal state. The state
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is the creator of the domestic and foreign policy. Then traditional Marxist view, according to which
the state is presented as an instrument of the ruling class is, of course, primitive.
States differ from each other by the conditions of foundation, main characters of the development,
ideology and political culture. Western states in the XIX Century were under the influence of the
two political cultures – Liberalism and Nationalism. The state, which is founded on the base of
nationalism, is more militarized; in this state the influence of the state is high in all spheres of life,
including economy. In the nationalistic state, military elite plays very important role in the
determination (and in many cases decisive) of the domestic and foreign policy. Liberal state from
itself is motivated to be a protector of the ownership and human rights. Due to it, liberal state is
minimally interfered in the economic affairs; its main function is the establishment of the fair and
effective laws and their protection. The states of the Northern America and Western Europe were
established during the fighting between nationalism and liberalism. Prussia was more nationalistic
type of state, and USA become the liberal state. US Federal Government was minimally interfering
in the social and economic life (only during the 1929-1933 “Great Depression” period federal
government for the first time interfered in the socio-economic issues). The economy of the strongest
state of the XIX Century – Great Britain, also was developing under the liberal conditions. The same
was going on in the many states of Europe.
International Relations and comparative order in the International System in the XIX Century was
developing on the four institutes: 1. Balance of power system; 2. International Gold Standard; 3.
Self-regulated market; 4. Liberal state. Among them, two institutes are economic, and two
international. The period of 1815-1914, when all four institutes were functioning, is known as a
period of the “100-years peace”, because during this period, there was no destructive war. In case of
the existence the problem in the field of international economic relations, only balance of power
mechanism would not be able to provide the international peace (Polanyi, 1957.p.4). The leading
states during this period, where the market economy was developing and the state institutes were
strengthening, were interested in peace, because economic development was possible only under the
conditions of peace. It was one more factor, which is mentioned by Polanyi – which was partly
invisible, but thanks to it, become possible the establishment of the bridge between the political and
economic structures during this period. International finances, international banks were the factors
that made contribution to keeping peace. (Polayi, 1957. pp. 9-10). International trade also needed
peace. Under the conditions of the war, it would not be possible to develop international monetary
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relations and due to it, the strongest states during this period, economy of which was developing by
the dynamic way, were doing their best to avoid global war. So, the internationalization of the
economic life promoted keeping the global peace.
When fighting for the colonies has transferred to the new stage and leading states were divided into
the two antagonistic camps, balance of power system also was partly disintegrated and international
economic unions have been weakened. It was functioning only gold standards, which was not
enough for the providing peace and stability within the international system.
During the discussion about the international economic system, it is also shortly consider the topic
related to the imperialism, which has its ideological importance. The dominance beyond the national
borders of the states over the other nations, it is historic event, which is called the imperialism or
colonialism (Doyle, 1986).
After the disintegration of empires and emerging former colonies as sovereign states, the economic
relations remained characterized with invisible or visible political or economic domination. This
type of domination is called neo-imperialism or neocolonialism.
According to Kautsky, imperialism is the product of high developed industrial capitalism and each
industrial capitalist country because of needs for the satisfaction its industrial needs is “forced” to
subordinate the agrarian states. According to the scientists, in the future, the capitalism will be
transferred to the “ultracapitalism”, when the policy of cartels will be spread on the foreign policy of
the imperialist states.
With regard to the Austrian economist J. Schumpeter (1883-1950), in the research “Imperialism and
the public classes”, is spread the view that capitalism and aggression do not agree with each other
(Schumpeter, 1951). Under the capitalism, the economic relations establish the new type of
personality, which in comparison with the aggressive policy of the predominant formations, tries to
resolve all its problems by the peaceful means, to get the wealth by the agreements and not by
violence, as it was going on during the feudal period. According to the economist, who did not agree
with the Marxists view (first of all Lenin), when the latest were considering the imperialism as a last
stage of capitalism etc. According to Schumpeter, the imperialistic policy is not the policy of the
high development of the capitalism, but is the result of not enough development of this formation.
Today imperialism is mostly presented by using economic mechanisms. Due to it, it is sometimes
called as neo-realism or neo-colonialism.
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During the first half of the XX Century, the international economic system, as a political system,
was in the deep crisis. The second half of the XX Century, is the period of the rapid and dynamic
development of this system. International economic system, the base of which is an international
division of labour and increased international trade, from the post-war period gained real global
dimension.
Subsystems of the International Economic Order
By the development of the processes, which are going on in the international economic system,
during the analysis of the conflicts and cooperation, and during the discussion about main reasons
and results, American economist J. E. Spero presented the discussion about three sub-systems
(western – inter-depended, North-South and East-West). Those systems are not isolated from each
other, but at the same time, political and economic processes in the each system are specific.
Western Subsystem. This subsystem includes the highly developed market economy of the North
America, Western Europe and Japan. Those countries are interrelated with each other by many
economic, trade, finance, technological and other unions. The strong relations among of them were
developed thanks to the Breton Woods monetary-finance system and signing GATT, according to
Spero, those two international regimes were based on the American Dollar and American economic
and military hegemony (Spero, 1990).
At the same time, the national economy of one member state of this system is strongly depended on
the economy of the other national economies. The changes in the monetary, trade and capital
investment spheres of one country affect the same fields of economy in the other countries.
Accordingly, by the scientists J. Dutheil de la Rochele, one of the most difficult problems before the
national governments is the coincidence of the national and team interests, which would be optional
for the separate states, also for the partners (Dutheil de la Rochele, 1990).
North-South System. In this system the confrontation between developed and developing countries
can be observed. If in the western subsystem, the countries with the more or less equal development
are presented. It should be noted that is huge difference of the economic development between the
countries of the global North and Global South, which has the asymmetric character.
The export of developing countries is not diversified. Due to it, these countries are dependent on the
markets of the countries from the Global North. Their export is mostly mineral and agricultural
products and raw materials.
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The dependence is reflected in the field of capital investments. The biggest part of the capital
investments to the economies of developing countries is coming from the developed countries.
One of the other forms of the dependence is the financial dependence. Many countries with the weak
economy receive aid from the IMF, and the last one has the right to present its own positions related
to the granting or not granting the credit (Spero, 1990). At the same time, developing states are
receiving credits from the commercial banks of the developed states. As to the 2003, the volume of
such credits prevailed 700 Billion US Dollars (Rondeli, 2003. P. 138).
East-West Subsystem – This system has been practically disintegrated as a result of the collapse of
the communist system. As it is known, during the “cold war” period, the member states in each
system were in the opposite to each other political and economic camps, represented by free market
economy in one camp and centrally planned economy domination in the second one. One of the
main specifics of this system was the fact that socialist countries did not participate in the activities
of the IMF, WB and GATT.
After the disintegration of the communist system, most of the states from the Central and Eastern
Europe and former Soviet Republics started the development of the market economy. In fact, they
started to participate in the relations, which today exist between the Global South and Global North.
Part of them have already managed to be integrated to the global North (Baltic States, Poland, Czech
Republic, Slovenia, Hungary etc.), but part of them during the long time period can be remained in
the “South”. According to R.G. Kayser, the reintegration to the Capitalist economy of the countries
from the East represents the one of the most important, complex and dramatic events of our epoch
(Kayser, 1990. Pp-29-31).
Liberalism – This model, first of all, is connected with the theories and Adam Smith and David
Ricardo. It should be mentioned, that classical liberalism is different form the liberalism discussed
today. The classical one, first of all, is connected with the researches of Adam Smith, David Ium, J.
Bentamm, D. Ricarod, F. Bastia, J.S. Milles. According to the classical liberalism, economy should
be dominated by the free market and government should not be interfered to the economic
processes. Modern liberals from themselves, in the certain cases require more active involvement to
the economy. Thus, the classical liberals today are called as conservators.
It is considered that involvement of government to the economic processes is weakening market
forces and hampers rapid economic development. So, the task of the state is a creation of
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appropriate conditions for the normal functioning of the market. At the International level, based on
the liberal concept, the same processes have to be developed – in the international economic
relations free market relations should be dominated. At the same time, for the regulation of the
currency exchange processes, they have to provide appropriate norms and rules (so-called
international regimes) and not to admit to “abuse” of interests of any other state as a result of the
international competition.
As it is known, liberalism is known as a “free trade”. At the same time, according to H.G. Johnson,
the future problem will be a conflict between the political forces of nationalism and those economic
forces, which work over the World Integration. Some liberals consider, that during the determined
period of time, despite the strengthening the nationalistic ideas, the forces of economic integration
will “prevail” over the political forces and the Global Federal Government will be founded
(Johnson, 1970. p.24).
According to liberalism, the national economic relations are involved in the such “spider`s net”,
from which it is impossible to be out without damaging the interests of its own people. Those ideas
are presented by such scientists, as R. Vernon, V. Cable, S. Strange (Vernon, 1971).
In this regard it is also important to point out about the role of Trans-National Companies (TNCs),
which are as strong as the national states (in many cases even stronger). Those corporations are
always able to export the production outside of the country and in this case, concrete state can have
losses related to the employment, income, entrance to the world market etc. From another side,
developing states, by the “import” of capital, technologies and management, will be able to promote
their development. Thus, liberalism, free trade is the guaranty of the economic growth of the whole
economic system.
Structuralism and dependence theory. Structuralism is located closer with the Marxism economic
point of view. According to structuralism, the liberal free market economy promoted the keeping of
the differences between the developed and developing states and prevents further development of
the developing states. According to the views of the representatives of the Structuralism school, in
XIX Century, free trade was promoting the development of the world economic system. In the
modern period it cannot implement the same function, because of the difficult conditions in the
economically backward states from the demographic, social, economic conditions.
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In 60s of XX Century, it became clear, that countries of the global “South” would not be able to
overcome the above-mentioned problems, and based on the structuralism there were born more
radical theories, such as “dependence” theory. This theory was worked out in Latin America by such
radical economists and political scientists, as F.E. Cardozo, E. Faletto, A.G. Frank, J.N. Braghwati,
S. Bodenheimer, K.T. Fann and D.C. Hodges, P. Sargent, T.Smith, D. Seers (Faletto).
The dependence theory is coming from the point of view, that the structural factors of the history
represents the economic processes and during the last centuries the Northern capitalism (in the form
of Mercantilism, later – Free trade and International finances, and today – transnational
corporations) was the main force of the history.
During the discussion about the dependence theory, western analysts pay attention to the
modernization aspect, which represents the systemic transferring process and includes all spheres of
society and all aspects of the social behavior. According to E. Hermassi, the changes started in the
one field of public activity would cause the changes in other fields (Hermassi, 1978).
In the dependence theory, the special attention is paid to the characters of the mechanisms of the
International Trade, which play the negative role in the attitude toward the developing states. The
foreign trade has significant importance for the countries with the weak economy. About 2/3 of their
foreign trade is coming on the economically developed states. For the developing states, the main
sources of income represent: export (mostly agriculture products and raw materials, foreign aid,
commercial debts and private capital investments. One of the main source for those states is export,
from which is coming about 75% of the foreign currency income for the developing states.
According to the supporters of the dependence theory, founded after World War II international
trade (GATT) and monetary-financial (Bretton-Woods) system became non-convenient and not
acceptable for the developing states (Valenzuela, 1978).
The experts and scientists of the UN economic commission for Latin America, whose leader was
Argentinean economist Raul Prebish worked out the new ideology based on the new economic
order, related to the dependence theory.
Since 70s, the new initiatives about foundation of the new economic order, which would create the
better conditions for the backward states were developed by the representatives of the dependence
theory. The victory of the Prebish school can be considered the foundation of UNCTAD. It
represented the institutionalization the ideas of Prebish. The scientist himself, was the first secretary
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of this organization. The supporter of GATT and economic liberalism negatively evaluated this
factor, but taking into account the requirements from the developing states, they were forced to
retreat.
UNCTAD has implemented several programs, which somehow created the better conditions for the
developing states, related to the stabilization of export and increasing the incomes from the export.
Despite of it, the realities of the world economy are still the dominance of the developed countries
and international financial institutions, which have been founded by them.
The dependence theory was not only the attentive scientific attempt, but it became a powerful
ideological weapon for the weak developed states to fight for the establishment of the new economic
order and gaining some economic and trade benefits.
The authors of the dependence theory and their followers were proving that the gap between
“North” and “South” in the framework of the International Economic system was the result of the
exploitation by the first of the second.
According to the dependence theory, the backward countries are not able to be developed normally
because they are not given such opportunities by the character of the International Economic system.
At the same time, the liberal economists and political analysts of the west blamed the developing
countries in their backward positions because of the problems existed inside of those states and not
in the structure of the international economic system. Those ideas were developed by economists
P.T. Bauer and B.S. Yamey, S.D. Krasner, C.F. Bergsten (Bauer, 1977).
In the liberalism and dependence models, world economy, international economic system is
considered as one unity, where the functions of the national economy (sovereign state) are
decreased. According to mercantilists, the main actors of the world economy development for the
future are still the independent states. By this point of view, in the future, in the framework of the
world economy the confrontation will be increased. This confrontation will be reflected in the field
of capital investments, rivalry for the markets and sources of raw materials.
By R. Gilpin, in comparison with the mercantilist point of views of the XVIII Century, the modern
mercantilism (neo mercantilism), should be understood as priorities of the national economic and
political purposes (establishment control over the export and import, intension for the gaining the
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positive trade and payment balance etc.), in comparison with the global economic progress and
prosperity (Gilpin, 1992. P. 293).
During the discussion about the processes in the international political and economic systems, in
general, for the functioning of this system it is important to determine the role of hegemony. In the
modern period, such hegemony is USA. According to several experts, it is finishing the period of the
hegemony of this gigantic state and it is starting the process of gradual decreasing its role. It is
clearly was presented by the American historian Paul Kennedy. In his work “The rise and Fall of the
Great Powers”, where he predicted the falling of the US hegemony (Kennedy, 1987. P. 515).
The other group of experts, on the contrary, deny the possibilities of the decreasing the US
hegemony. According to American Richard Rozcreans, R. Gilpin, C. Layne, B. Schwartz etc.
despite the fact, that USA is in the declining process, but it is able to keep its hegemonic position
(Gilpin, 1987. P. 341).
According to British economist, S. Strange, the hegemony of US did not weaken, because it is based
on the structural advantage and strength, which means, the USA have the ability, to “build” the
international economic relations, institutions, “rules of behavior” and norms (Strange, 1987. P. 565).
The structural strengths of USA are coming from the leading position of the state in the structure of
International security, strong position of Dollar and in the structure of “producing” knowledge. The
knowledge is the strengths and it is proved by the number of the educational institutions in USA
(about 3 thousand high educational institutions and more than 12 million students).
The existence of the hegemonic order in the international economic system does not mean that the
system is not multi-polar and there is no possibility of strengthening neo-mercantilism tendencies.
Due to the fact, that international political system became more multi-polar, the supporters of neomercantilism consider that political multi- polar system will promote the economic nationalism and
neo-mercantilism economic processes will dominate over the integration and interdependence
deepening tendencies. According to neo-mercantilists, the World economy would be divided in
regional blocks, because the struggle between the integration and internationalization factors from
one side and economic nationalism from the other side can have such result.
In this case, integration will be developed in the framework of the separate regions, because the
separate states will not be able to be competitive, but, at the same time, they will not deny principle
of sovereignty. Resolving this problem will be possible by the way of regional integration.
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The different groups of the states will create various blocks (like the European Union) and in this
case, the result will be that international trade, finance relations and investments will have more
interregional character. The regionalization of the economic relations is able to limit somehow the
US hegemony in International trade and dominance of the US TNCs. All those factors can bring us
to the International economic conflict (Garten, 1992).
As it is mentioned by R. Gilpin, the modern mercantilists can be divided in two camps: so called
“positive” and “negative” mercantilists. The representatives of both camps consider, that world
economy would be divided in regional blocks. “Negative” mercantilists consider that the
regionalization will cause the international economic conflict (Mandel, 1970). The concentration of
the each block will be possible around the leading industrial region or state – USA, Japan, Western
Europe and other. Each block will fight with another for the markets, raw materials, capital
investments division. In this case, the World will return in the situation, which was in 30s of the XX
Century (Silk, 1993. P. 181).
“Positive” mercantilists see the in the economic regionalization as the stabilization factor of the
international economic relations (Calleo, 1973).
According to them, the regionalization will give an opportunity to the states, together with the
maximal providing the political and economic sovereignty, to take advantage from the global
economy and interdependence. By the integration to the regional blocks, independent states will be
able to resist to those global forces, which threaten their sovereignty. Countries will not be able to
do it separately.
There is an opinion that keeping the order in the international economic system will be possible
without of hegemony power. According to R.O. Keohane, USA is not able to be the only hegemony,
because it has other problems inside the country. Due to it, it will be possible to cooperate within the
international economic system among the states without the powerful hegemony (Keohane, 1984,
pp.182-216, 243-259).
During the discussion about the actions of the states in the framework of the economic or political
order, it is necessary to point out about regime, which is the coordinator of actions. Main characters
of the regime are principles and norms. If principles and norms are changing, the regime also is
changed. Regime is the social institute, which coordinates actions of the participants. International
regime from itself unifies the participants of the interested parts of the international system.
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International economic relations are characterized by the two different tendencies – integration
(interdependence) and neo-mercantilism (economic nationalism). After the World War II,
integration process became more dominant. Nowadays, many experts consider, that it is started the
process of the neo-mercantilism dominance due to the division of the world in the regional
economic blocks. From the other side, the global integration among the regions, particularly
European Union, NAFTA seems to be developing more and more.
Main theories in the field of international trade
With regard to the theories in the field of International trade, there are two principal differences.
First gives the advantage to free trade and second to the protectionist policy, when the state, from
the national interests’ position, plays active role in the regulation of international trade.
The first theory of International trade is considered mercantilism, which at the first stage was
developed in England, because this country first introduced the principles of market economy.
Representatives of the early mercantilism (English scientist W. Stafford, Italian G. Skaruffi) was
functioning in the XV-XVI Centuries. Its main principle was “money balance”. They considered,
that the wealth of the state was determined by possessing the gold and silver by the state, for which
it was important to increase the export and decrease the import by the prohibition of the export the
metals abroad.
Late-developed mercantilism (representatives English T. Mann, Italian A. Serra and French A.
Moncretienn) was established in XVI Century and was continuing till the end of the XVIII Century.
The main issue of this direction was “active trade balance”. According to them, as more is the
positive trade balance, the richer country is.
Absolute advantage theory was presented by the Scottish economist Adam Smith. In his research
“wealth of Nations”, he criticized the mercantilist theory and mentioned about the ability of each
country to produce concrete goods with the less expenses due to the different reasons.
Comparative advantage theory was developed by English scientist - David Ricardo. He was
proving that independently from the trade it was possible to gain the comparative advantage, if the
country would be specialized in the production of such goods, production of which it can with the
less expenses.
The basic principle of the trade model of David Ricardo was “The most competitive good for the
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World Market”.
Both above-mentioned theories were meaning only labor expenses. In the beginning of the XX
Century Swedish economist Heckscher and Ohlin, who worked out the Heckscher–Ohlin Theorem
and were proving, that for the producing of any product it was necessary the existence of the three
factors of production: Labor, Land and Capital.
The next theory, which should be considered is the Theory of Product Life Cycle, according to
which, each product passes the four stages – Introduction, growth, maturity and decline.
According to Theory of competition of M. Porter, the companies from the different countries during
the involvement in the international trade gain some competitive advantages. Due to it, one of the
problem in international turnover is the integration of the interests of countries and companies.
American Economist M. Porter, by the implementation research of the 10 leading industrial state
companies’ practices worked out “the international competition theory of the national”. He reviewed
the four main stages:
First – Stage of production factor
Second – Investment stage
Third – Innovation stage
Fourth – Wealth stage.
Strategic trade theory (sometimes presented in the different sources as "strategic trade policy")
analyzes the policy certain countries adopt in order to affect the outcome of strategic interactions
between firms in international oligopoly, an industry dominated by a small number of firms
(Spencer, Bredner, 2008). The term ‘strategic’ in this sphere is interrelated to the strategic
interaction among the companies; it does not refer to military objectives or importance of a specific
industry.
The basic concept in this theory is that trade policies can increase the level of domestic welfare in a
concrete country by shifting profits from foreign to domestic subjects of entrepreneurship. Strategic
use of export subsidies, import tariffs and subsidies to research and development or investment for
companies facing global competition can have strategic impact to their development in the
international market. Since intervention by more than one government can lead to cases resembling
the Prisoner’s dilemma, the theory emphasizes the importance of trade agreements that restrict such
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interventions. The prisoner's dilemma is a standard example of a game analyzed in game theory that
shows why two completely rational individuals might not cooperate, even if it appears that it is in
their best interests to do so. It was originally framed by Merrill Flood and Melvin Dresher while
working at RAND in 1950.

International economic system and globalization
Today, the term “globalization” is one of the most widespread terms. The contemporary world is
called as global world and epoch – the era of globalization. The main confrontation in the modern
world is interconnected with the tensions between the “globalists” and “anti-globalists”.
The term globalization got introduced in the 80s of XX century, namely, in 1983 and marked the
integration of the markets of specific products. However, a wider meaning of globalization, namely,
creation of the common world society, gradual eliminating of differences between national values,
abolishment of borders, etc. is used from the 90s. The term unites all the processes which unite
world nations into one common society.
There are five different contents of globalization. First is one, internationalization of which implies
activation of ties among the states and gradual decrease of the role of borders. The second is
liberalization, which is reflected in the integrated economy and free movement of people; under
this position, globalization is an universalization – wide distribution of the material and spiritual
values in different regions of the world; under the fourth meaning (this is how it is expressed in
developing countries and causes a particular irritation) globalization is the dominance of the role of
western civilization or westernization. Lastly, globalization is considered under the deterritorization, when the geographic location, distance and territorial borders lose their first
significance.
From the above-mentioned factors it is shown that the main character of globalization is the
abolishment of the state and national borders, the replacement of the national economy to the global
economy, and national culture – by global culture, and national mentality with the global mentality.
It is clear, that globalization is a very complex and painful process. On one hand, it implies
coexistance of global, political, economic and cultural processes and, on the other side, local
interests, which often complement each other and often are in the confrontation with each other.
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Thus, globalization appears in different ways in different regions. For the expression of the global
processes according to the scenario of local development, expression of the local characters, a
special term – globalization is used (Sharma, 2009).
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CHAPTER 2. INTERNATIONAL FINANCIAL INSTITUTIONS – IMF AND WB IN THE
FIELD OF WORLD POLITICS
Instability in the international financial system after World War I directly provoked the internal
social and political instability in many European countries, as well as instability in world politics.
Hoping to establish a relatively stability, more and more countries were in favor of the return of the
gold standard. The issue of multilateral regulation of international financial system has been the
subject for discussion at the Brussels Conference in 1921 and the Genoa Conference in 1922.As
result of the last one partial gold exchange standard was approved and regime of floating exchange
rates was restored (Krasivaya, 2005). However, a significant drawback of such system became the
mechanism of stabilizing the currency, which was based on the use of foreign loans: the US, France
and Britain used their advantage of the winners and the difficult economic situation of some
countries in order to impose intergovernmental loans on their own terms. So, one of the conditions
of loans granted to Germany, Austria and Poland, was control over their monetary and foreign
exchange policy by experts of creditor countries (Krasivaya, 2005). Such conditions caused a
strengthening of domestic and social conflicts in borrowing countries, as well as new intensification
of the contradictions in the European and wider in the international politics.
Despite the return to the gold standard many countries have found themselves in difficult
circumstances. Britain, still claimed the role of a global financial center, has experienced stagnation
of the economy and inability to meet external obligations became increasingly obvious. At the
beginning of the Great Depression the situation became more complicated and in 1931 Great Britain
itself refused the gold standard. One after another the countries were covered with a monetary crisis
and one of the forms of reaction to which was the introduction of restrictions on international trade the beginning of a new wave of protectionism. Genoese monetary system was separated into
currency blocks: sterling (since 1931), dollar and gold (since 1933). On the eve of World War II the
major currencies were sharply devaluated: for example, in 1939 the dollar rate has decreased in
comparison with the level of 1929 by 41%, the French franc by 60% (Krasivaya, 2005, p. 65).
During the 1930s several additional international conferences were held where attempts to reach a
political consensus on the regulation of international economic policy were made but they were
unsuccessful.
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As a result of the fact that most developed countries have chosen a strategy of closing and isolation
of the economy the world trade was a sharply reduced; the world economy was coming out of the
prolonged depression. All this has a direct impact not only on the world economy condition but also
on the condition of world politics: during the period of the Great Depression numerous international
conflicts involving Germany, Italy, Japan, China and many other countries were sharply
deteriorated. Struggling with the consequences of depression in the minds of the majority of the
world community has established the idea that if it could be reached a political agreement on the
creation of international institutions, which would help countries to maintain external balance and
financial stability not at the expense the objectives of their internal development than international
political regulation on the basis of such institutions would be benefit for all the participants.
The World War II brought with it more stringent financial realities. After its completion it was
necessary to create a regulatory framework that would include the majority of countries in the world
had a unified character and provided the movement towards full employment, price stability and at
the same time would allow the country to maintain external balance without the restrictions of
international trade and most importantly - it was necessary to create international institutions,
whose task would include permanent control over these issues. A multilateral political consultation
process with respect to such a system of projects began, among which were two key: the
international stabilization fund plan developed by G. White (USA) and published on April 7, 1943
and the International Clearing Union project offered by J.M. Keynes (United Kingdom) that was
submitted soon after White's plan.
D. Keynes’s plan that was a basis for the first of the projects involved the creation of Clearing Union
by states, which should responsible for the regulation of the international monetary and financial
relations. The Union issues an international account unit “Bancor”, which has a solid gold content
and becomes the basis for the establishment of parities of currencies of member countries of the
Union. Bancor’s emissions are made in quantities that depend on global economic conditions. Each
country has its own account in Bancor by which it carries out settlements with other countries
including mutual loan support using which, the borrower would have to restore the balance of its
balance of payments. Experts agree that Keynes's plan reflected the interests of the Great Britain,
which needed loans to cover the liabilities of its balance of payments and to strengthen the positions.
The International Clearing Union would solve the problems of the Great Britain on the cost of the
USA, which would have become the largest creditor (Kuznetsov, 2001). This is evidenced by the
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distribution of quotas in the organization offered by Keynes: the Great Britain - 4.98 billion USD,
the USA – 4.04 billion USD, France -1.93 billion USD, Federative Republic of Germany - 3.13
billion USD, the Soviet Union - 0.41 billion USD (Block, 1977).Contrary to the American project
Keynes organization would have the shape of the temporarily acting club for the most powerful
states.
A second project developed by G. White the Deputy Minister of Finance of the USA, on contrary,
primarily reflected the interests of the USA. The USA left the war as the country with significant
gold reserves, a stable economy and had long-term plans to promote the influence of the dollar on
the international scene. The key provisions of White's plan was to stabilize exchange rates, fighting
against the protectionism and the establishment of a permanent institution with its own staff - the
International Stabilization Fund of united and associated nations disposing the currencies and
securities of member countries for an amount not less than 5 billion USD for the issuance of shortterm loans in order to withdraw current account deficit. The initial version of the plan offered
existence of far-reaching powers for the Fund's: the possibility to intervene in the economy of
member countries, to modify one-sidedly its exchange rate, to control over domestic policy. Then
the plan was substantially processed and the clearest mechanisms of political and economic
influence to the internal affairs of Member States were taken by experts.
In the Monetary and Financial Conference of the United Nations, which was held from 1 to 29 July
1944 in Bretton-Woods, in which were participated the representatives from 44 countries the basic
principles of a third world monetary system were agreed and an agreement on the establishment of
the international financial institutions was adopted. At its base lay White’s Plan - thus he American
project gain the upper hand to the British one. The new monetary system was based on a fixed rate
towards the dollar, which has acquired the role of gold and currencies of international payments and
reserves. Bretton-Woods Agreements established a regime of fixed exchange parities and rates
(within 1%).
The institutional structure was formed: the IMF and the International Bank for Reconstruction and
Development (IBRD). However, as will be shown later, the IMF and the IBRD since the beginning
performed not only economic, but also political functions. One of the main functions was to prevent
wars in the spirit of J.S. Mill’s thesis that trade not only promotes peace but makes war meaningless;
New international financial institutions had to overcome disunity and protectionism, which in the
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past have had a destroying impact on the world economy and world politics, causing large
disagreements.
The Soviet Union also participated in the Bretton Woods conference and signed the founding
documents of the IMF and the WB, but soon the negotiations about its full participation in these
institutions came to naught, as the US was not ready to go for the provision of the USSR similar to
the American share of the vote in the organization regardless of size entrance fee i.e., to fulfill the
Soviet demand for parity in the voting. Suffered heavy economic losses during the war, the USSR
could not easily offer the same fee as the USA. On the other hand, the Soviet government was
concerned that the terms of giving the loans by the IMF were interference in the internal affairs of
borrowing countries. In connection to this the USSR has not ratified the Bretton-Woods
Agreements, which meant its non-participation in the activities of both the IMF and the IBRD
(according to the Charter of IBRD only the IMF member country may be a member of IBRD). Only
in 1992 the Russian Federation became a part of these organizations including to the processes
controlled by them and in order to provide financial assistance.
So, in fact it was a question of the future structure and principles of the global political governance
considering at the Bretton-Woods conference. If Keynes's plan stipulated a global organizationbased management, which has a purely technical nature, the minimum authorities, and actually did
not have the political functions and gave a key political role in the international regulation to the
states, the White’s plan offered a qualitatively different approach. He laid the foundations of the
global political management based on international financial institutions –the IMF and the WB - as
actors in world politics, having their own political subjectivity, internal rules, goals, objectives and
methods of their achieving.

2.1 Mechanisms of political decision-making in international financial institutions
Three main approaches to the analysis of processes of decision-making in the international financial
institutions could be observed.
First, a functional approach, according to which institutional design and formal practice of the
relevant institutions are studied. This approach entails that international financial institutions make
decisions about the parameters of the project in different countries, solely based on the analysis of
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standard economic indicators and are guided only by the formal regulations, which govern their
activities.
Second, a political approach discussed by various anti-western-oriented experts. This approach
includes political component influencing activities of the IMF and the WB and political benefits
from the implementation of the programs for a variety of actors in the world politics, among which
the main role is played by the USA and American Transnational Companies.
Third, equilibrium regulation approach, according to which the IMF and the WB are institutions, in
which decision-making process is based on a complex of formal and informal components, as a
purely economic and political motivations involved in this process. This last point of view seems the
most adequate because it takes into account various aspects of the activities of international financial
institutions including political ones. Through the prism of the appropriate approach we will consider
the most important decision-making practices of the IMF and the WB.
The highest governing body of the IMF is the Board of Managers. The Board meetings are held
twice a year at a joint conference of the IMF and the WB. Each member country has a representative
in the Board (usually the Minister of Finance or the Head of Central Bank). The Board of Managers
delegates the current management to the Executive Board which includes 24 Executive Directors
and Managing Director. Managing Director is elected for five years usually from the representatives
of the European Member States while his/her deputy is elected by the US government. Meetings of
the Executive Board are usually held three times a week at the headquarters of the IMF in
Washington. Representatives of the USA, Japan, Russia, China, Germany, France, Great Britain and
Saudi Arabia have permanent seats in the Executive Board. The rest 16 Executive Directors are
elected by the groups of countries for two years. The USA has 16.74% of the votes in the Board,
Japan - 6.23%, Germany - 5.81%, France and Great Britain - 4.29% of the votes each (IMF, 2017)
(thus, the number of votes belonging to the USA, exceeds the total number of votes of Germany,
France and the Great Britain). The latter fact points to a special, privileged role of the USA in the
IMF.
The total number of Fund personnel as of 2014 is 2600 persons (IMF, 2017) (for comparison, in
1962 staff of the IMF was about 500 persons) (De Vries M.G. 1985). Most of the Fund staff is
located at the headquarters in Washington and the rest are part of the missions located in member
countries where they advices on economic and financial policies.
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The structure of the WB is similar to the structure of the IMF: the Board of Managers consists of
one manager (usually the Minister of Finance or the Head of the Central Bank of a member country)
and one deputy manager appointed by each member state. The Board of Managers delegates its
functions to the Board of Directors composed of 25 Executive Directors of WB and is led by the
President of the WB Group. In accordance with the Articles of IBRD Agreement the Bank's
membership is open to all IMF members. The awarded quota of votes is equivalent to contribution
made by the IMF and determines the number of its votes in the Fund. The USA, Japan, Russia,
China, Germany, France, the Great Britain and Saudi Arabia are presented by one executive director
in the IMF and in the WB, which is appointed by these countries, while other directors represent
several countries at the same time. This institutional design is repeatedly criticized as archaic and
not sufficiently democratic, especially in recent years.
For the purpose of this thesis the most interesting are the individual decision-making practices of the
IMF, which have the most clearly expressed political component and as a rule is duplicated within
the WB structure. In the frame of equilibrium approach, one of the most important is the process of
interaction between the Fund staff and its key authority - the Executive Board which makes political
decisions. In particular, we speak about the impact that the IMF staff have on the formation of the
agenda of the organization. This is evidenced by a series of informal principles of functioning of the
Fund that are not fixed in the formal rules and regulations.
The process of the IMF lending to the member country consists of several stages: the first of is to
assess the situation in the borrowing country; further, technical assistance programs of the Fund are
initiated. Main volume of the work for the preparation of crediting programs lies on the regional
departments of the IMF. After the request has been made by the country for the provision of
financial support, the relevant regional department prepares a project that contains a preliminary
assessment of the key program elements and volume of the desired loan. On the basis of this project
a document for the Fund's mission is prepared, which is sent then to other departments for the
comments.
Upon receipt of these comments, as well as approval of the management (managing director and his
deputies) the mission is sent to the capital of the borrowing country in order to conduct negotiations.
The result of the negotiations is the letter of intent, where the conditions of the program are
proposed. The Executive Directors of the Fund and officials of countries usually do not pay enough
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attention to the confidential documents containing the essence of the terms of the negotiations for
the loan (such as IMF mission briefing documents, as well as reports sent by these missions to the
central office) and do not request this information in real time and therefore usually cannot influence
to the content of the negotiating position of the regional staff of the mission.
In the headquarters of the Fund the mission staff prepares a report containing an assessment of the
negotiations held with officials and details of the agreed changes in the political course, as well as
the volume of the loan. Report and letters of intent are sent to other departments for the assessment.
These departments check compliance of the proposed loan with the IMF procedures and offer their
points of view (often critical) for the associated risks. The adjusted project is submitted to the
management, which approves and sends it to the Board for approval. Although the management has
the final word in determining of the amount of the loan and details but it usually do not make any
amendments to the provisions agreed by the regional department of the mission (Mussa M.,
Savastano, 1999.p.12).
It is important to note that the members of the Executive Board consider and approve only those
programs, which are submitted by employees. As practice shows, if the latter suggests that a
particular proposal is likely to be rejected by the Board, they prefer to postpone the submission until
better time. Since the rotation of the members of the Executive Board takes place more frequently
than the rotation of the core staff, the latter has more organizational experience; in this regard the
Board members generally prefer to listen to the opinion of employees in the decision-making
(Martin, 2006). In this regard, it can be mentioned that the opinion of the leading role of the
bureaucracy in the functioning of social and political institutions offered by M. Weber long before
the IMF and the WB were created, is fully justified in the case of these institutions (Weber, 2012).
At the same time, the bureaucracy in these international financial institutions in fact perform not
purely technical but political and administrative functions and has considerable influence on the
decision-making process.
In some cases during the preparation of the Fund's programs very active bidirectional informal
exchange of views, information on the country's preferences (having sufficient influence) occurs
between its representatives (mainly by the member of the Board) and by employees of the Fund on
the terms of the loan program. We are talking primarily about economic and geopolitical interests of
a country. However, most of the programs represent the product of creativity of the Fund employees
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exclusively, especially in situations where influential members of the Fund are unanimous in saying
that they need urgent action. In these cases, usually the principle of the consent from the key
principles works that underlies appropriate functioning of the international organization (Stone,
2008, p.590-620).
Thus, the current practice of decision-making is that the IMF member countries can do little with
regard to the specific provisions of loan programs but they are able to create their general direction.
Formally, Executive Directors can veto a separate program but in reality it is very rare; usually
everything is limited to the recommendations to the staff.
Based on the analysis of political decision-making in the IMF, number of scientists came to the
conclusion that the institutional design of the Fund (as well as WB) is mainly aimed not at reducing
of transaction costs and improving the efficiency of operations as seen in the neo-liberal paradigm
but to maintain the power balance and interests of the USA and the rest of the member states. R.
Stone as one of the most outstanding experts highlights the following types of the impact of the
member states in the international organizations: structural power, formal control, informal impact
(Stone, 2011). The United States has significant structural power: its resources allow to implement
its policy on the world scene solely (so it has an attractive "external alternatives"); while its
participation in the organization produces a benefit for the rest of the participants. Such countries
need a mechanism that supports their interest to the membership.
According to R. Stone, the principles of the international organizations reflect equilibrium
expectations of all participants and consist of both formal and informal elements. Thanks to them
the "weak" states receive a significant effect in the formal structure (formal control) and give
guaranty that in the average will benefit from the participation. The "strong" states are ready to share
their influence because they need the legitimacy of the organization and voluntary participation of
the other members. The "strongest" ones take part if they have full control over the situation in the
fundamentally important cases for themselves (paying a certain price). If they start to abuse this
right other countries can use formal control in order to review the organizational mechanisms in
order to increase this price. However, it at the same time dramatically reduces the value of the
organization for its leader the balance will be broken and it may lead to its marginalization. Stone
expressed his theory of informal governance as a set of equation system describing seven stages from the establishment of the organization to making of decision by the leader in a particular case.
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He notes that in the organizations members of which are several countries at the same time with
significant structural power increase the level of costs providing each of them with informal
influence. As a result, on the one hand, formal management has a greater importance in them; on the
other hand, the contribution of each of the countries in organization is reduced. The informal
governance is most expressed in the organizations with significant powers.
Thus, due to the informal influence in the IMF (whose quota in the Fund is only 17%) USA is able
to have a decisive influence on decision-making on granting loans. While in the opinion of some
researchers such influence have all countries “G-7”, it appears that the leading role here belongs to
the USA, with some exceptions that take into account political relations between the States that are
members of the IMF, and borrowing countries. So, France and the Great Britain have a significant
influence in determining the amount and terms of loans to its former African colonies.
Thanks to the IMF, the USA is capable to mobilize amounts in emergency cases greater than
through USAID, and to make them available in the form of loans to friendly countries (in order to
maintain the stability of their regimes) without the need for approval by the Congress, which is an
important resource of foreign influence. “G-1" as the USA mentioned in many international
financial institutions has the best access to the IMF's information - including by locating its
headquarters in Washington and regular consultation with representatives of the American agencies.
At the same time, as the author rightly notes, it would be wrong to say that the IMF is only executor
of American interests (in this case interest for other countries to participate in it would disappear).
Interest for further research is analysis of use by the USA of informal control mechanisms
conducted by R. Stone, depending on five variables: 1) the provision assistance to other countries by
the USA, 2) the interests of the USA banks, 3) the USA export interests, 4) the proximity to the
USA position during the voting in UN, 5) the USA alliances, taking into account the wide range of
opinions on the impact of these variables on the patterns and specific of international crediting
through the IMF and the WB in the scientific literature. It should be highlighted that the fourth and
fifth variables are directly connected with the world politics, which once again indicates the
presence of the political component in the activities of international financial institutions and their
role as actors in world politics.
The organizational structure of the IMF also reflects the balance of power described above and gives
the Fund a significant autonomy from the majority of its members. Such autonomy have only those
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international organizations whose members reached an agreement on the key principles on which
they are based. In the case of the IMF –this is the financial stabilization, market opening and
carrying out of liberal economic reform. Thanks to this consensus the majority of members of the
Fund, the need to monitor USA activity in the organization does not arise.
At the same time, the procedural structure of the Fund and Fund’s practices allows to minimize the
publicity of the USA intervention on an informal basis and reduce its costs. R. Stone rightly focuses
on three of them. Firstly, to avoid voting: Members of the Executive Board of the IMF from 1953
rarely asked to bring the agenda items to the vote. In fact, there was a tradition to approve the
management’s proposals unanimously (“the decision according to the spirit of the meeting").
Secondly, the dominant role of the management (Managing Director and his deputies). No loan
project is submitted for consideration to the Board without the approval of the IMF's Managing
Director, who determines the agenda of the meeting and expresses an opinion about it in advance.
The Board has no right to make changes in the loan project. In fact, the Board is unable to control
the Fund's activities significantly. Thirdly, centralization of information: essential informational
asymmetry among stakeholders and between stakeholders and management. As we noted above, the
Board members do not participate in the Fund's mission and in the negotiations on the loan project
(with the exception of the representative of the borrower) and do not deal with confidential
documents of these negotiations, which excludes their ability to affect the loan terms. At the same
time a Board member from the USA (and position special of the USA is showed) regularly holds
meetings with the heads of missions before and after their work.
Thus, the principles of the IMF's work provide the USA with an opportunity to have a significant
influence on its decision. The requirement of political concessions in exchange for the allocation of
funds and facilitation of loan terms from the USA, as well as the inability to predict the financial
crisis correctly - the main reasons of low legitimacy of the Fund in developing countries. However,
any fundamental change in the mechanism of functioning of the IMF will affect the balance of
formal and informal aspects of management that is not approved by most members of the
organization. This is the answer that gives R. Stone on the issue of slowness of reforms in the IMF.
Another interesting concept of the influence to the decision-making mechanisms in the international
financial institutions on their participation in global political governance offers a professor of the
London School of Economics J.M. Chwieroth, the author of the popular book "The IMF and the rise
42

of financial globalization"(Chwieroth, 2010). Like R. Stone he considers informal governance as a
result of the spread of informal influence within the frame of the formal rules and procedures. The
process of a formal delegation of authorities creates an environment in which the employees of an
international financial institution have informal influence like the formal right to vote forms the field
in which the same states may have informal influence.
In the opinion of J.M. Chwieroth informal control of the international financial institutions should
be considered at the same time through two prisms: the rationalist and constructivist. Following this
point of view two groups of factors have influence to the maintenance of crediting program and
evaluation of level, in which the borrower will be able to fulfill his reciprocal commitments, by the
Fund’s staff: on the one hand, the rational (the possibility of career advancement), on the other hand,
the installation and orientation rooted in organizational culture. So, informal stimulus and
orientation motivate the employees to provide certain borrowers with the most favorable terms
(Chwieroth, 2013).
For the administration of the Fund it is advantageous to maintain the programs, the probability of
successful completion of which in practice is the greatest. At the same time, the IMF is forced to
take into account not only the technocratic considerations but also political risks that may prevent
the implementation of the program. According to the formal procedure, the loan amount is
determined by the deficit of payments balance, however, much more volatile factors are taken into
account such as forecast of the impact of policy changes in the country for its development, the flow
of resources from other external sources and the response of private capital. Especially important is
the last factor that largely depends on the degree of confidence to the proposed changes in the
political course of the country.
As practice shows the success of taking into account the above factors and interaction with the
borrowing country depends on the ability of the Fund's employees to find and establish a working
contact with a comfortable mediators from the recipient country sharing the political purposes of the
Fund, which, in turn, is largely inspired by the Anglo-American concept of financial development.
J.M. Chwieroth analyzed the situation in 44 developing countries by comparing the professional
background of more than 300 IMF employees of the relevant sector and more than 1000 officials of
these countries. Based on this analysis he concludes that those countries where the professional
background of both parties and their opinions of the economy reforms were coincided to the greatest
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extent, they received larger loans on more attractive terms. Similar results were obtained at one time
J. Boughton one of the most eminent IMF researchers: according to him, such coincidence of the
professional characteristics played a key role in the complex large-scale reforms in developing
countries carried out under the conditions of the IMF in the 1980s. J. Boughton called this
phenomenon a "Silent Revolution" (Boughton, 2001): an informal rule that the Fund's employees
have considerable influence on the agenda of the organization was progressively affirmed during the
1950s and early 1960s.
Thus, the analysis of J.M. Chwieroth shows that one of the important mechanisms of the IMF's
influence on global political processes is, on the one hand, in the establishment of the internal
coherence organizational culture, and on the other hand, in the choice of political entities from
borrowing countries keeping the spirit of this culture (for example, officials or politicians) as
negotiating partners, i.e. in the construction of certain multinational coalitions. We are talking about
the "Anglo-American" backgrounds of economists who follow a comprehensive liberalization of the
economy, maximizing of the efficiency and rationality of the market. This view is shared by the
authoritative researcher of international financial organizations the author of the book "Globalizers:
IMF, WB and their borrowers” Ngayre Woods, which concludes that "in areas where the IMF and
the WB used similar tools of expertise and methodology have a similar understanding of the
problems and solutions with officials of the borrowing country, their ability to transmit (or
strengthen) the ideas is enhanced". (Woods, 2006). So the functionaries of the IMF and the WB
themselves choose officials of the borrowing countries "convenient" for themselves forming a
channel of influence on the ongoing policy of these countries.
The historian of the IMF Stephan Haggard expresses the similar thoughts on this matter: "The
programs of the IMF and the WB have a little chance of success in a situation where there is no
administration, which articulates long-term political and economic benefits of structural reforms.
The core of this administration is a group of technocrats who have similar economic views. If such
group in the borrowing country is absent or politically marginalized the commitment of the IMF
policy falls ... These networks even more than resources are the basis of political power and
influence of the IMF and the WB. Apparently, a prerequisite for the success of their programs is the
presence of such "stabilizing layer" in the borrowing country"(Haggard, 1985. P.184).
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As J.M.Chwieroth notes in some cases lack of partners convenient for negotiation is a prerequisite
for attempts to form such a coalition in the future. For these purposes the IMF and the WB are
beginning to support a group of reformers the best for them in the hope that this support will
strengthen their position in the power structure. They are provided with the necessary analytical and
technical support and in the media has been underlined that the package of measures proposed by
this group is optimal for this country. Among the clearest examples of this activity is a policy of
international financial institutions in relation to Indonesia (1960 - 1970s), Chile (1980s.), Mexico
(1980 – 1990s), and Russia (1990s). For example, in Chile in the early 1980s few radical market
reforms took place developed mostly by group of economists educated in the University of Chicago,
which became one of several factors that led to the economic crisis. In 1983-84 due to public
pressure they were removed from their posts and a new Minister of Finance was appointed. Tariffs
were raised and expansive measures were taken to stimulate the economy. H. Byuchi the head of the
group of Chilean banks than supported many of the IMF's political goals. The Fund started to
negotiate with him bypassing the Ministry of Finance of the country. H. Byuchi studied economics
at Columbia University and supported the IMF course. When in 1985 it became clear that the
expansionist measures did not give the desired result Byuchi took the post of a Minister of Finance
and signed long-term agreement with the IMF to conduct complex market reforms (Chwieroth,
2013).
Based on opinions and the facts above we can conclude that the analysis of the IMF's role in global
political governance is important to consider not only in the position of some of its member
countries. Specific of political decision-making in the IMF is composed of a minimum four
elements:
1) the distribution of formal authority among the majority of Member States while retaining with
the USA a key mechanism of formal influence - the right of veto in strategic decisions - as well as
the powerful mechanisms of informal influence;
2) The dominant role of the top management of the IMF, in particular the Managing Director,
and the relative weakness of the Executive Board from the process of formation of political
decisions. As a result the role of "technocracy" in this process is significantly higher than role of the
body which includes representatives of member countries of the Fund;
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3) The significant role of the IMF staff in assessing the situation of the economy of the
borrowing country, negotiations with it and development of lending programs in the light of
representations of employees of the correct model for the Fund of economic transformation and
political risk, which leads to the building of a system of transnational relations of the experts with
similar ideas and transformation of the economies of the creditor countries in the relevant paradigm.
Recruitment in the IMF and WB of the staff with certain views due to the organizational culture of
these institutions, the continuing and reproducing on the principle of "the iron cage of bureaucracy"
of Max Weber;
4) The IMF and the WB as actors in world politics are interested, on the one hand, to maximize
their budgets, number of staff, to increase their independence and to ensure the success of long-term
projects; on the other hand, to increase their legitimacy and demonstration "principals" ability to be
"good agent" (in the frame of the model "principal agent").
At the same time, the WB has been criticized by the non-governmental organizations, such as the
indigenous rights group Survival International, and academia, including its former Chief Economist
Joseph Stiglitz, Henry Hazlitt and Ludwig Von Mises (Stiglitz, 2003). Henry Hazlitt presented his
idea, that the IMF along with the monetary system, designed within, would promote the world
inflation and "a world in which international trade is State-dominated". Stiglitz argued that the socalled free market reform policies that the WB conducts are often negatively reflected on the
economic development if fulfilled badly, too quickly ("shock therapy"), in the wrong sequence or in
weak, uncompetitive economies.
One of the strongest criticisms of the WB has been the way in which it is governed. While the WB
represents 188 countries, it is run by a small number of economically powerful countries. These
countries (which also provide most of the institution's funding) choose the leadership and senior
management of the WB, and their interests dominate the bank’s decision making.
With regard to the IMF, Overseas Development Institute (ODI) research undertaken in 1980
included criticisms of the IMF:


First, developed countries were seen to have a more dominant position and influence over less
developed countries.
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Secondly, the Fund worked on the incorrect conclusion that all payments disequilibria were
caused domestically. The Group of 24 (G-24), on behalf of the countries, and the United Nations
Conference on Trade and Development (UNCTAD) presented their position, that the IMF did
not distinguish sufficiently between disequilibria with predominantly external as opposed to
internal causes. This criticism was the consequence of the 1973 oil crisis.



Some IMF policies can be anti-developmental; the report signifies that deflationary effects of
IMF programs quickly led to losses of output and employment in the economies under the
condition when incomes were low and unemployment rate was high. Furthermore, the burden of
the deflation is disproportionately borne by the poor.



The last point, that the IMF's policies lack a clear economic rationale. Its policy foundations
were theoretical and unclear due to the differing opinions and departmental rivalries whilst
dealing with the states with widely varying economic circumstances (Titus, 1996).

In summary, it can be argued that the IMF and the WB have an impact on the development of
borrowing countries through both formal and informal, as well as through ideological mechanisms
(that include certain paradigm of changes recognized at the expert level and channels of
communication among its supporters). The staff of these institutions has its own interests connected
with the maximization of attracting and disbursing resources and with increase the coefficient of
their programs success and has a significant impact on all stages of the IMF and the WB activities
from conduction of initial negotiations with potential borrowers to implementation of the officially
approved program.
2.2 Evolution of functions of the IMF and the WB in the world system
The objectives of the IMF according to its statute includes the following obligations:


to support development of international cooperation in the monetary sphere;



to support the process of expansion and balanced growth of international trade and to try to
achieve and maintain high levels of employment and real income as well as development of
the productive resources of all member countries;



to promote monetary stability, to maintain regulated exchange rate regime in the Member
States and to avoid the use of monetary devaluation in order to obtain a competitive
advantage;
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to assist in the development of a multilateral system of payments between Member States as
well as in the cancellation of foreign exchange restrictions which prevent growth of world
trade;



due to the temporary provision of the general resources of the Fund to the Member States
following the adequate guarantees to create their state of confidence providing an
opportunity to correct disproportions in their payment balance without usage of measures
that might damage well-being at the national or international level;



to shorten the duration of imbalances international balances of payments of Member States
as well as to reduce the scale of these misbalances. The Charter reflects a desire of the
founders to prevent a repetition of the period of financial instability, unemployment,
violation of international economic relations.

To assist the IMF in solving its problems was involved the IBRD, a loan institution whose main
purpose was to provide long-term support in the reconstruction of countries whose economies have
been destroyed by the war as well as to support the colonies in the development and in
modernization of their economies. According to the Charter the IBRD aims:


to support in the reconstruction and development of territories of Member States;



to support in attracting foreign investment;



to promote long-term balanced development of international trade, to support in improving
of productivity, living standards and working conditions in the territory of the Member
States;



to organize loans in order to ensure the priority of realization of the most useful and urgent
projects;



to carry out operations with regard to the effect of international investment on business
conditions in the territories of the Member States as well to assist in the early postwar years
in a smooth movement from a war economy to a peace economy.

So, on the one hand, within the framework of the Bretton-Woods system was finally implemented
the idea of the need for creation of a global political governance institutions that can regulate the
payment balance of the countries, coordination of lending activities, development and
implementation of economic development programs. It brought to an end the active protectionism
and a period of liberalization of world economic relations began.
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The first important steps as an actor in world politics were taken by the IMF in 1947 in an
environment where the majority of Western European countries needed to increase import but were
unable to increase export and thus had a passive payment balances. The IMF began to provide loans
for the European countries to align their balance of payments. Later, IMF loans were received by the
countries from the other continents too.
Table 1. Assistance to countries in the settlement of payment balance deficit provided by the
IMF in 1947-1970 (mln. USD)
Year

IMF Loans to the member countries
USD
Other currency*

Total

1947

461

7

468

1948

197

11

208

1949

101

-

101

1950

-

-

-

1951

7

28

35

1952

85

-

85

1953

68

162

230

1954

62

-

62

1955

28

-

28

1956

678

14

692

1957

977

-

977

1958

252

86

338

1959

139

41

180

1960

148

132

280

49

1961

822

1656

2478

1962

109

475

584

1963

194

139

333

1964

282

1668

1950

1965

282

2151

2433

1966

159

1289

1448

1967

114

721

835

1968

806

2756

3552

1969

1341

1530

2871

1970

589

1890

1839

Source: G. Van Der Wee 1994. p. 288.
*Other currency is presented in USD
During the 1950-1960s the IMF and the WB held a leading place in the political regulation of the
international financial relations together with the Federal Reserve of the USA and a number of the
largest US and certain other national banks. The US involvement in the supporting of other states
from one side was connected with the limited financial resources of the Fund and with some
political factors.
In general, the Bretton-Woods system has become a fundamentally new stage in the development
mode of international political and financial regulation. According to George Arrigi "in all previous
world monetary systems including the UK system a large network of financial capital as in the
hands of private bankers and financiers, who organized them and manage them in order to get profit.
The world money was a byproduct of activities aimed at making profit. In the global monetary
system established at Bretton-Woods, contrary, the "production" of world money was made by a
network of government agencies guided primarily by welfare considerations, security and power by
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the IMF and the WB and in practice the United States Federal Reserve System interacting with the
central banks of the closest and most important allies of the USA.” (Arrigi, 2006. p. 355).
Thus in addition to economic conditions the leading role in the specifics of the IMF and the WB up
to the 1970s was played by political factors related primarily to the USA claims to be the world
leader as well as with the deepening confrontation of the USA and the USSR. In general, the impact
of these factors was maintained throughout the "Cold War" and to a certain extent after its
completion (dissolution) too.
In the first years after the war in European States left-wing ideology had a very strong influence,
which contributed to the formation of a mixed economy in them concentrated on the tasks of
internal development. As it was noted above, in contrast to the trend the USA was in favor of a
general liberalization of the economy by means of bilateral and multilateral negotiations on the
liberalization of trade, the purpose of which was to open the world states and especially Europe for
the American goods. In this context and on the background of the "Cold War" the USA has initiated
the Marshall Plan, which was adopted on July 1, 1948 and had a great contribution to the restoration
of infrastructure, production and stabilization of prices in Europe. The WB had an important role in
implementation of the plan, through which the most of the operations were performed. This plan has
an obvious practical effect and also it created the foundation for the new principles of global
economic policy based on the principles of openness with the leadership of the USA.
It should be noted that in the first phase of its activity in addition to the function of recovery of
European economies, which for the most part has been implemented in the framework of the
Marshall Plan, the first phase of its activity, the IMF had to perform two major tasks additionally: to
ensure a balance between the currencies and to restore convertibility. During the postwar period in
contrast to expectations governments of the Western European States have experienced difficulties
in the fight against inflation and some of them had considerable problems with the rehabilitation of
the economy, which has led to inequalities in the purchasing power of different countries. Those of
them that were in need of large volumes of import established overvalued parities so there was a reevaluation of many national currencies (for short-term use of which was obtained the consent of the
IMF). It was expected that eventually the economy will come to a more independent basis, will be
able to refuse the excess of imports and at the expense of falling of prices (which will occur when
the amount of supply of goods will be increased) the effect of monetary revaluation will be leveled
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without interference from international financial institutions. However, the IMF Member States
themselves have not coped with the task of ensuring the monetary balance. One of the clearest
examples are Italy and France, in 1947 and 1948 they introduced free exchange rates against the
dollar. This step led to the cross-rates (exchange rates of the two currencies established through the
course of each of them to the third currency) which had a negative impact on the Italian economy
(Van Der Wee, 1994.p.290). If at the official exchange rate of one pound was equal to four dollars
then in the Italian market calculating lira the cross-lira exchange rate was already 2.6 dollars. Such
imbalances arose in case of the establishment of multiple courses too. In fact, the countries
manipulated courses to ensure the best conditions for the internal development of the country. A
Black Market has developed where trading with the currencies was below the officially established
parities. This practice was most widely spread in the Middle East States where they received income
from oil sales in pound sterling.
It was clear that these imbalances need to be eliminated but the IMF, the last one did its best to
propose measures to eliminate the problem. Thus, in this situation, the IMF acted as the organizer
and coordinator of the institute that provided informational support; the resolution of this situation
became an important point on the way to strengthening of the IMF's role as an actor in global
governance.
For the United States, which supported the creation of an open global economy, it was much
important to prevent isolation of the Euro zone from the dollar zone and to ensure their interaction.
The political situation - establishment of the USSR as a state with nuclear power, coming to power
of Mao Zedong in China and strengthening of the Socialist Block, supported rapprochement
between Europe and the USA. In 1950 the European Payments Union (ENP) was established, which
gave a powerful impetus to the formation of the system of multilateral payments and further
liberalization of the economy. Establishment of the EPU has also contributed to the maintenance of
convertibility. The IMF adopted a package of measures for this: for example on February 13, 1952
was signed a number of agreements with the countries willing to enter the convertibility but have a
financial difficulties, for which the IMF, regardless of the total amount of the debt of these
countries, provided them with loans for this purpose. Initially, the loan amount was low but after
beginning of the Suez crisis in 1956 the situation changed and large loans in December 1956 were
received by the Great Britain and France. At the expense of these loans as well as the redistribution
of the world's gold reserves in December 1958 the full convertibility of the currency was achieved.
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Since the mid-1950s a new period of IMF activity related to the gradual disintegration of the
colonial system and the creation of new independent states, began. At their expense the number of
Member States of the Fund has increased from 44 in 1957 to 113 in early 1980 (Kuznetsov, 2001).If
most of the Fund’s loans receive developed countries before in this period the developing countries
began to experience the greatest need for them. They mostly have a passive balance of payments due
to the unfavorable terms of trade, due to the predominance of imports over exports, and due to the
need for debt repayment and the outflow of profits of foreign companies abroad. Until 1950 the
USA, which have a decisive influence in the IMF, tried to limit the total amount of loans issued for
the purpose of dissemination of the gold standard but realized that without evolution of borrowing
countries and the Fund's functions and its strengthening as an institution of global political
governance, successful development the global economic system is impossible; In addition, demand
for loans would be pushed most of countries to conclude bilateral agreements, that was not in the
USA interests and did not fit within the management system. In addition, the condition of "Cold
War" contributed to the decision to expand the Fund's functions and to strengthen its position as an
actor in world politics. The Soviet Union pursued an active policy of involvement of developing
countries in its own zone of influence giving them economic assistance including through the
provision of cheap loans. The IMF, which operated in the paradigm of liberalization of the world
economy was in a counterbalance to such a policy.
In this regard, in 1959 the volume of IMF quota was increased by 50% provided the Fund with 9.2
billion USD and in January 1962 from the "Group of 10" Member States were concluded General
Loan Arrangements, according to which these countries undertook to give the IMF an additional 6
billion USD in case of need. The contributions should be made as follows: the USA - 2 billion USD,
the Great Britain and FRG - 1 billion USD each, France and Italy - 550 million USD each, Canada
and Netherlands - 200 million USD each, Japan - 250 million USD, Belgium - 150 million USD,
Sweden - 100 million USD. After that the Agreement was extended and adjusted several times. As a
result of the reform the share of loans for developing countries has increased but was not enough: in
the 1960s it was about a third of the total volume issued by the Fund. The need for the development
of international financial system led to the fact that in the 1960s three regional development banks
appeared as special UN departments: Inter-American, Asian and African. Their task was to provide
the countries of the regions with credit funds for long-term development, to provide regional
associations with loans.
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On the other hand, in relation to the IBRD cooperation with developing countries gradually became
more active that led to the expansion of the IBRD to the WB Group. In 1956 the International
Finance Corporation (IFC) was established, task of which was to coordinate actions between
governments and businesses in order to ensure a constant flow of private investment to the
developing countries. In 1960 the International Development Association (IDA) joined the WB
Group. The purpose of its establishment was to reduce poverty by providing interest-free credits and
grants for programs aimed at acceleration of economic growth, to reduce inequalities and to improve
people's living conditions. Later, in 1966, the International Centre for Settlement of Investment
Disputes (ICSID) the institute for reconciliation and arbitration of disputes between foreign
investors and borrowing countries joined them, and in 1988 the Multilateral Investment Guarantee
Agency, the institution for providing of guarantees to foreign investors for political non-economic
risks. So the WB has gradually increased its tools and influence as an actor in world politics
covering new areas in the field of development assistance improving the tools of dialogue with the
authorities of the recipient countries and their business and public communities.
On the background of global diversification of economic relations by the end of the 1960s
imbalance of the global monetary system became worsen. In this regard, the IMF had to monitor
more closely the maintenance of the market exchange rates in most countries within the established
boundaries in relation to the dollar, which was not always beneficial for these countries and caused a
range of problems. At the same time, the USA had no obligation to comply with "monetary
discipline" and factually used the established system of political regulation of international finances
in order to support their profitable dollar rate by other participants, which could not incite their
displeasure. According to the Charter of the Fund the devaluation and revaluation of the currencies
of the Member States could be applied only in emergency cases; But in 1971 the USA themselves
refused to devalue the dollar for political reasons in fact, it emphasized its role as a leader of the
global monetary system. The United States began to exert pressure on Germany and Japan trying to
convince them to revalue their currencies. The participants of market relations were waiting for
another such measure and intensified speculative activity to decline in rates the "weak" currency and
to increase the rate of the "strong" currency, which contributed to the destabilization of the financial
conjuncture (Krasavina, 2005. P. 72). A similar impact has the activity of TNCs having enormous
financial resources and using them in international speculative operations. By this time, the IMF
could not fully balance the data of disparities; in the world stage request to cancel the forced
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correction of monetary and financial policies of individual countries has formed. And there was a
correction of the IMF's role as a participant in global political governance; it lost part of its
functions. At the same time, the Fund's credit function was still in high demand and continued to be
very significant.
Also the balance of forces in the world scene has changed: the Western Europe gradually took shape
as an independent global economic and political center securing its position with a "Common
Market", which became the basis for the future of European Union and European Monetary Union.
Japanese yen, Swiss franc and German mark began to compete with the dollar creating the need to
integrate new, more complex international political and financial realities. The stability of the
Breton-Woods system largely reflecting the position of the USA economy as a whole and of the
dollar in particular, was shaken as a result of American currency crisis. In the postwar period foreign
debt of the USA began to grow: in the 1949-1971 it’s urged 8.5 times (Krasavina, 2005. P. 72). The
result of this fact was that in 1950-1960 in practice the dollar stopped to be convertible into gold.
The peak point of the system crisis was in 1971 when it became clear that the deficit of the USA
payment balance amounted to more than 20 billion USD. In conditions when the international
monetary liquidity was directly dependent on the USA payment balance, it meant the need to reform
of the Breton-Woods system.
The processes taking place in the world economic system required the adoption of fundamental
decisions on its political regulation. Pound sterling underwent a severe pressure in 1965-1967 and
on November 18, 1967 the government of the Great Britain decided its devaluation. Demand for
compensation of the payment balance fluctuations was increased. The attempt to compensate the
negative effects of these and other factors was the reform of the IMF mechanism through
establishment of Special Drawing Right (SDR) in 1968, decision on issuance of which was made by
all the IMF Member States. From that moment the IMF has a new function: the ability to create
additional global reserves, together with its function of creditor: the IMF became a body of the
reorganization of the world monetary and financial system. Every five years since the introduction
of the SDR mechanism the Managing Board of the Fund began to make a decision on the amount of
SDR that was put into overturn. Also this year, the Fund's capital was doubled to 28 billion USD
and 9.5 billion SDR were issued (Krasavina, 2005). Thus, the Fund decided the problem of lack of
cash to meet the needs of crediting and it took another step in order to strengthen its position as an
actor in world politics. By the end of 1972 states of the "Third World" have received not less than
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92.3% of loans granted by Fund (Van Der Wee, 1994.p.322). In conditions of the struggle between
the Western countries, the Soviet Union and China for influence in the states of "Third World" it
has become an important manifestation of the political functions of the IMF and its increasing role
as a regulator of global political processes and promoter of the introduction the principles of market
economy.
However, the gold standard system crisis and the fixed dollar rate was growing up and on August
15, 1971 Richard Nixon the USA President decided to terminate the exchange of the dollar with the
gold and in March 1973 the majority of the members of the IMF introduced a floating exchange
rates. The exhaustion of the former regulatory paradigm happened and one of the main functions of
the IMF control of the system of fixed exchange rates began to lose power. Since then, the IMF has
lost one of the most important levers of influence on the world economy and politics. Its policy to
have connections with the states by pointing to the need for adjustments to their domestic policy and
of some internal reforms including social and political reforms, met serious resistance from their
side. The world monetary system was becoming less susceptible to regulation and more asymmetric.
Its crisis was added to the global economic and energy crises, political and socio-economic effects
of which were expressed in the growth of inflation, delays of salary, increasing unemployment, mass
protests. Tensions between the IMF Member States increased. The situation spoke of the need for a
substantial reform of the international regulatory framework, which would allow to stabilize the
world monetary system, to overcome the results of the crisis and to establish international political
situation. Various projects of such reform were offered by the supporters of neo-Keynesian and neoclassical trends. In 1972 for consideration and preparation of the final project "Committee of
Twenty" was established, which then evolved into the Temporary Committee of the IMF for the
international monetary system.
The energy crisis put new challenges for the global financial institutions as the actors in world
politics, especially for the IMF related with the decrease of the dollar rate. In November 1973
Organization of the Petroleum Exporting Countries (OPEC) states announced the oil price increase
by 4 times: as a result in 1974 the excess of the payment balance amounted to 55 billion dollars and
the deficit of importing countries balance increased. In such situation, it was important to take
prompt and coordinated actions, as the IMF did, which acted in the role of coordinator and
regulator of the credit policy. For its implementation special mechanisms of the Fund was created in
1974-1975: "expanded", "oil" and "additional" funding targeted to the interests of the oil-importing
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countries. During these years funds in the amount of 6.9 billion SDR were submitted to 55 countries
and most of the funds received an industrialized countries (Kuznetsov, 1980.p.25). However,
developing countries were unable to obtain enough funds to cover the deficit of their balances due to
high interest rates on loans; debt of many of them in the end turned out to be too high (see Table 2).
The energy crisis of 1974 showed that the activities of the IMF as an actor of global governance
was highly in demand and the introduction of the SDR mechanism was a timely measure that would
allow many countries to receive vital resources for them. At the same time the crisis became an
indicator of the fact that the funds available in the IMF were not enough to meet the needs of
developing countries and, therefore, the Fund once again raised the question of the necessity of
increase of their capacity. At the same time, there have been changes in the world political scene
related to the new changes in the balance of power, which created an objective need for the
adjustment of the global system of political control and the formation of a new world monetary
system.
In response to these challenges in August 1975 the Temporary Committee adopted a number of
amendments to the Charter of the IMF, which included increase of its capital by 32.5% and change
the quotas of Member States. Thus, the total quota of OPEC states was doubled from 5% to 10%
and the quotas of developed countries reduced from 63% to 58%, and the USA quota was reduced
from 22.93% to 21.53% (Kuznetsov, 2001.p.25).It allowed to reflect partially changes in world
politics associated with an increase in the capacity of oil-exporting countries. However, the share of
the developing countries has not been revised and the USA remained the most influential member of
the organization. Jamaica Agreement signed on January 8, 1976 fixed the final contours of the new
regulatory system that fixed the floating exchange rates, multi monetary standard, status of the IMF
as a key regulator of the system and use of the SDR as its principal reserve (Kruglov, 1998). The
Jamaican monetary system has become more flexible than Breton-Woods system because it was
associated not only with the dollar but also with the national currencies of the most significant
players in the international economic relations. This distribution of "Fiscal Responsibility" was
recognition of the political importance of the new world economic centers.
In May of the same year the Trust Fund was established under the management of the Fund for
concessional loans to finance deficits in the payment balance and subsidies to the poorest
developing countries. From 1978 to 1982 it issued loans to 102 countries and from 1986 it began to
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operate as a source of concessional financing for restructuring of economy (Kuznetsov, 2000.
P.64).Establishment of a Trust Fund has allowed the IMF to attract the votes of developing countries
and to expand the geography of its action. After the introduction of the floating exchange rates
regime over time a core function of the IMF has become to provide loans not to finance payment
balance deficits but to support the economic programs of structural regulation in connection with the
payment balance deficit.
Table 2. Balance of current operations of the leading oil-exporting countries and other
developing and developed countries in 1973-1986 (bln. USD)
Year

Main oil exporters

Other developing countries

Industrialized countries

1973

6.7

- 11.3

20.3

1974

68.3

- 37

- 10.8

1975

35.4

- 46.3

19.8

1976

40.3

- 32.6

0.5

1977

29.4

- 29.6

- 2.4

1978

- 1.3

- 33.2

14.6

1979

56.8

- 49.7

- 25.6

1980

102.4

- 74.4

- 61.8

1981

45.8

- 95

- 18.9

1982

- 17.8

- 73.2

- 22.2

1983

- 18

- 40.9

- 23

1984

- 10

- 25

- 64.2

1985

- 5.5

- 28.7

- 54.2
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1986

- 37.1

- 9.4

- 27.1

Source: G. Van Der Wee, 1994. p. 692.
The crisis of the world debt (World Debt Crisis) became new shock to the global economy and the
challenge for global financial institutions as actors of world politics in the1980-90s. During the
previous years the IMF continued to perform an active lending activities and the WB continued to
carry out programs of assistance in economic development; the private banks actively compete with
them offering loans at more attractive terms. Their interest was to accelerate the turnover of the
petrodollars mass that appeared in the market as a result of the next increase in the black fuel prices.
The decline in business activity in developed countries and cancellation of fixed exchange rates at
the end of 1970s caused creation of excess of the capital and increased demand for borrowed funds.
As a result of the "Third World" countries experienced the influx of private loan capital, 50% of
which was for Latin American countries. In second place were the countries of Eastern Asia and the
countries of Pacific Ocean, in the third place were African countries that received about 10% of
international bank loans (Lomakin, 2002.p.133). If before 1970 the developing countries mainly
have attracted funds from official sources their external debt grew slowly from 1950 to 1970
increased by 64 billion USD then for the period 1970-1980 it was increased by nearly 700 billion
USD (Polyak, Markova, 2002.p.280). These funds were intended for the implementation of
economic programs, most of which due to lack of experience in developing countries were poorly
developed. In addition, these countries have often failed to make effective use of the resources
because of the general weakness of the economy and corruption (Bogaturov, 2003-2004. P.427).
Most of them have not calculated the possible risks of private loans, which are issued by
transnational banks under the agreements with a floating interest rate. This condition meant that the
lender had the right to change the interest rate payable by the borrower on the loan as soon as the
market rate changes (Kurgman, Obstfeld. 1993. P.693).As a result of the above factors the situation
became worse in the early 1980s: as a result of the economic crisis the increase of the dollar rate and
interest rates on the debt payment service in many countries exceeded the volume of the funds
attracted to the country. And private capital outflow in 1976-1985 natural for such a situation began
the debtor countries lost about 200 billion USD, which amounted to 50% of their debt for the same
period (Lomakin, 2002. P. 134). Most banks were trying to give up prolonging of loans and began to
demand an immediate refund. The result of the debt crisis was lag of the economic growth rate of
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the debtor developing countries in comparison to other developing countries in 2-3 times; inflation
rate reached 9-22 times higher in the debtor developing countries than in other developing countries
(Lomakin, 2002. P. 134). Debtor countries were not able to solve the debt problem, which had a
complex character. In the conditions of increased competition from private capital the international
financial institutions joined the settlement of the crisis in its active stage. The IMF and the WB did
their best for the resolving the problems but in some cases could not prevent the crisis because such
function has not been laid down in their Carters and they did not have the relevant mechanisms
however, they successfully participated in its resolution.
In such situation, the only right action that should been performed and was performed by the
international community to pass to the IMF functions of the coordinator of international lending and
to prevent the development of the situation on the scenario zero-sum game where all the banks have
demanded immediate payment of loans, which would lead to default and the loss of the majority of
participants. It can be argued that since 1982 the IMF occupies a central place in the system of
international financial institutions acting not only as the chief arbiter and coordinator of their
activities but also as a senior consultant on the issues of the world economy development.
According to the agreements reached, no organization (including private creditors, the London and
Paris clubs) has right to render credit services to the countries with a deficit of the payment balance
without the IMF's permission since that time, it was one of the most important instruments of
political influence of the IMF.
Mexico is one of the clearest examples of the IMF’s activities as a central actor in the global
political regulation of financial processes in this period. On August 12, 1982 Mexico reported about
the exhaustion of reserves of its central bank and the inability to make payments of the external
debt, which at that time amounted to more than 80 billion USD. Similar problems experienced other
Latin American countries too such as Brazil (debt as of 1982 amounted to 88 billion USD) and
Argentina (40 billion USD) (Kurgman, Obstfeld, 1997. p.698). If they all declared the refusal of
payment of the external debt the survival of many banks would be threatened; it would be followed
by a chain reaction, which could cause serious damage to the global financial system. The IMF, the
USA and Mexico have organized a round table with the participation of all the banks, which had
claims against Mexico. The joint structure the Interbank Committee under the auspices of the IMF
was formed, which should accumulate information on all deals and to develop proposals in order to
resolve the situation. The Committee made decision to organize the process known as "Concerted
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Lending" (Kurgman, Obstfeld, 1997. p.698). According to this mechanism banks were required to
continue to provide funding to the country and to restructure existing debt. In this and few similar
cases the IMF has fulfilled important functions of the Developer, the Coordinator and Executive of
agreements adopted convincing the banks and governments of other countries to continue lending
coordinating their actions. In fact the significant role, was manifested by the IMF in the
implementation of global governance.
The second important function of the IMF and the WB that they are fully implemented in the period
of the debt crisis has become a function of related(due) loans funding bounded to the
implementation of economic reforms by the model of global financial institutions. The reason for the
introduction of a mechanism of related loans was, first of all, desire of the international financial
institutions to maximize the chances of success of the reforms in the long term perspective and, on
the one hand, to increase their own legitimacy and effectiveness and, on the other hand, to achieve
expansion of its own funding base and to strengthen position in the international scene.
Countries affected by the crisis including Mexico were included in the carrying out of these reforms,
which served as a signal for the multinational banks that the country started "qualified" (or favorable
for the USA and other developed countries) solutions to its problems reducing the tensions in the
financial sector. From 1982 to 1987 about 2/3 of the state enterprises have been privatized. In
Mexico, foreign investment in the economy was encouraged but as a result the country has suffered
by a high social cost. Like other Latin American countries reforms designed by global financial
institutions, which included the requirement for the reduction of salaries in the state sector, increase
of prices for goods and services, reduction of subsidies, devaluation of the national currency Mexico
has experienced an increase in unemployment, social disruption, which negatively affected the
quality of human life and caused rejection among citizens. People’s anger predictably turned to the
IMF and national governments that threaten the political stability in the region. For example, the
average unemployment in Latin America in urban areas increased by 24% in 1980-1987 while the
prices of food products increased by 185.2% (Lomakin, 2002, p.135).
In order to solve the debt problem new measures were needed, which have been developed by the
IMF and the USA and embodied in the "Brady Plan" offered in March 1989. In addition to a
package of measures how to work with commercial banks this plan provided new forms of
participation of financial institutions. The IMF and the WB should act as guarantors of the bonds
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issued by the debtor countries and provided them with loans for the repayment of their debt. In
addition, the related lending mechanism was revised, which stopped dividends. Thus, the focus was
on the patronage of the global financial institutions, reduction of the debt of developing countries
through the conclusion of these countries of market deals (Kurgman, М. Obstfeld, 1997.
P.710).Returning to the example of Mexico it must be mentioned that the IMF and the WB have
provided it 7 billion USD to issue bonds, which were transformed into debt. Also, the country
signed an agreement with creditors on the agreed easing of the tax burden. As a result, by 1990 the
cost of Mexico's foreign debt decreased by 12% and by 1991 private capital flows to Latin America
amounted to 36 billion USD (Kurgman, М. Obstfeld, 1997. P.710) that generally indicated the
overcoming of the crisis.
Thus, during the operation of the Breton-Woods World Monetary System the global financial
institutions have played an important role as actors in world politics and the regulators of the system
of fixed exchange rates in 1945-1973; they provided the balance between the currencies and restored
their convertibility, they helped to restore economies of the Western European countries and growth
of developing countries. So they contributed to the establishment of a new financial and political
systems in the world eliminating the threat of revolution in Western Europe and preventing spread
of the political influence of the Soviet Union. As they began to focus to flexible exchange rates
mainly they paid attention to the establishment of additional world reserves and undertook the role
of political coordinator and manager of international credit policies. The IMF and the WB made a
significant contribution to overcoming energy crisis in 1973 and the debt crisis of 1980-1990, which
contributed to the increase of the political influence of the USA in the world. In the field of the
Jamaican currency order the regulating the impact of global financial institutions was strengthen by
taking the credit arbitrage form: provision of IMF loan become the equivalent of the international
recognition of the creditworthiness of the borrower country allowing it to launch in the other capital
markets and to get loans from other countries, from the regional and private banks, etc. The refusal
of the IMF to provide a country with loan meant its isolation from all other capital markets, which is
one of the most important political functions of the IMF up to this day.
This analysis of the evolution of the IMF and the WB functions as actors of global political
regulation is important for understanding of their current role on the world scene. Establishment of
these organizations was the embodiment of the international community request (first of all of the
USA and other Western countries) to establish supranational management institutions for global
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economic processes that was formed at the end of the World War II. A rational decision was made
to eliminate economic protectionism, monetary imbalances and trade wars. However, development
of international economic and political relations resulted substantial correction of the functions of
these institutions. On the one hand, they lost separate mechanisms of political influence on the
borrowing country: in particular, the IMF lost the ability to control the system of fixed exchange
rates. In addition, they were faced with a number of new challenges, the most serious of which were
the international financial crisis, the fight against which was not originally included in their tasks.
On the other hand, the need for global regulation has demonstrated steady growth and the IMF and
the WB constantly strengthened their position as actors in world politics getting all the new
functions and principles of operation. As it was shown above their role in the current system of
global regulation gradually went far beyond the simple regulation of the monetary system and
economic development, which was discussed at the Breton-Woods Conference. By the end of XX
century these institutions have become one of the world's key centers of economic and political
power they concentrated a significant political and financial resources defining paradigm of not
only economical but also political development of most countries. They formed a special
organizational culture and ideological concept of activity, specific control system, determining the
nature and direction of the decisions made.
2.3 Prospects for reform of international financial institutions and new actors
Conditionality credit as a factor in the control of international financial institutions of developing
countries' borrowers, any funding programs developed by the IMF and the WB, as well as similar
international agreements, carries the risk of default by the recipient country. In contrast to private
financial institutions, international financial institutions are not able to reduce their risk by closing a
short-term agreements require collateral or property to set a higher risk premium. In this regard,
their main means of providing a refund and the effectiveness of the control mechanism was the
lending conditionality, which appeared in the adaptation of the IMF and the WB to the changing
conditions of activity. A powerful impetus to the development of this mechanism gave the crossing
of international financial institutions to lend mainly developing countries in the 1970s. The related
risks increase, and the growth of developing countries, borrowing is possible to compensate the
tightening of credit conditions. The concept of economic reforms carried out in the framework of the
stabilization program in 1989 was issued in a set of measures for the structural transformation of the
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economy, borrower countries, known as the "Washington Consensus." Together, its provisions are
intended to maximize the likelihood that the borrower after their implementation will be able to
return as the loan itself and the interest on it. The article by J. Williamson (Williamson, 1990)
published the results of a conference at the American Institute of World Economy with the
participation of representatives of 10 countries of Latin America, experienced the impact of the
crisis and transformation of the IMF recipes, outlining 10 points of appropriate reforms: 1) fiscal
discipline: the budget deficit must be held at minimum level in order to avoid inflation and capital
flight. 2) the reorientation of public expenditure: a reduction or removal of subsidies, the direction
of the majority of public spending on education, health and infrastructure development. 3) tax
reform: expansion of the tax base, moderate tax rates; 4) The liberalization of interest rates: the
definition of interest rates in accordance with the situation on the domestic financial markets.
According to George. Williamson in one of his later articles, this item would be more correctly
stated as financial liberalization, carried out within a reasonable time (Williamson, 2003.); 5) The
adoption of competitive exchange rates; 6) trade liberalization: the minimization of tariffs,
elimination of tariffs for export-oriented products; 7) The liberalization of foreign direct investment;
8) privatization; 9) deregulation; 10) the strengthening of property rights. In essence, the
"Washington consensus", as can be seen from these reform items, is not just a system of measures
aimed at maximizing the likelihood that the borrower will return the taken loan, with interest rates
and the global governance system of economic and political development. The basis of this system
is based on the basic principles of the ideology of neo-liberalism that emerged in the 1970s - 1980s
in the West. These principles later spread around the world and have been used in carrying out
economic and political reforms in many countries. On the other hand, the development of
management of lending conditionality contributed to the processes of globalization and the
"softening" of state sovereignty, and the strengthening of the idea of the importance of "good
governance" for sustainable development. In 1998, at the meeting, following which it was agreed
the 12th replenishment of the International Development Association, adopted a resolution, which
read: "good governance is crucial to the development process and the effectiveness of development
assistance and the main objective of the IDA (WB, 1998). The complex is on the economic
restructuring measures and stabilize it, it is assumed privatization of industrial enterprises,
government spending cuts and new taxes, liberalization of capital markets and products aimed at the
incorporation of developing countries into the world economy and an improvement in their
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macroeconomic performance over time became to cover new areas internal policies, including the
addition of the tax, financial and trade policies as the scope of labor law, health care, social security,
energy policy. Thus, the management of the same standards, has become an imperative of
international financial institutions, and the consequent unification of specific covered the most
important sectors of the economy and social policies of many countries. In the late 1980's - early
1990's "Washington Consensus" was the basis for a number of large-scale reforms of the IMF and
the WB on the post-socialist space. So, one of the most successful cases is Poland, where, under the
arbitration of international financial institutions in 1989 was carried out the structural adjustment
program of the economy. Its key provisions are, firstly, the tightening of financial regulation: the
zloty was devalued and pegged to the dollar. Currency support carried out from the stabilization
fund, and through loans from international financial institutions. Much have been raised interest
rates, set limits on increase of salaries in the public sector plan, which was set for exceeding the
large penalty, abolished most tax incentives and subsidies. Second, the liberalization of the economy
has been made: the whole canceled control over pricing, energy prices are in line with costs, instead
of import restrictions set tariffs, eliminated foreign trade monopolies. Finally, thirdly, substantial
funds have been invested in the market infrastructure for the purpose of a more efficient
privatization, the modernization of the banking and fiscal areas, set strict standards regulation (IMF
Report, 2014). By the end of 1991, the success of reforms became obvious: unemployment rose only
slightly, the inflation rate slowed down considerably after the fall in demand, the level of living of
the population as a whole declined slightly compared to most other post-socialist countries.
Nevertheless, the government to carry out reforms, was defeated in the 1991 election, the history of
the programs of international financial institutions know how successful examples and cases of
failure. The main side effects of programs were declining quality of education, health and the
deterioration of the social situation of the most vulnerable groups of the population. Thus, according
to the UN Economic Commission for Latin America and the Caribbean, after the IMF and WB
programs in the region, the poverty rate in 1996 was still significantly higher than in 1980, there was
an increase in unemployment and inequality of distribution earnings. One of the most controversial
in the history of international financial institutions have become structural adjustment programs
economies of several African and Asian countries implemented in the 1980s. Their result was the
increase in the level of integration of these countries into the world economic processes, but
compared to the beginning of the 1980s. By 2000, GDP per capita in Africa, on average fell by 43%
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(Stein, 2010). The social and political implications of these programs are the most illustrative
examples of the IMF and the WB's influence on society, borrower countries and the ways to control
their development, carried out by these institutions and therefore deserve special consideration. The
following cases combines the similarity mechanisms of regulation of the IMF and the WB, however,
each case has its own specifics related to the socio-political and economic factors that are unique to
each country. It seems that the high costs associated reforms, on the one hand, taking into account
the insufficient international financial institutions this specificity. On the other hand, the success of
reform is largely dependent on their implementation by these national authorities. Given the
complexity of the data to separate the two aspects, below we focus on the core provisions of the
reforms, their implications for the political activities of the countries concerned and the public
reaction to the implementation of reforms, which will conclude on the main aspects of these reforms
impact on the socio-political sphere in the short term. If during the “cold war” period, more attention
was paid to the changes in the international trade relations, with regard to the reformation of the
International Finance Institutions, this process gained its actualities especially after the “cold war”.
According to many specialist`s point of view, the IMF and the WB are capable for self-adaptation to
the changing conditions, but only in the framework of the already existing regulatory paradigms. At
the same time, for them will be difficult to master the principally new functions and act as an
independent center for the development of the new regulation of the international financial
mechanisms system.
It seems that the international community needs the reform of the global financial institutions, which
would lead them into line with the qualitative changes in the world economy and world politics. In
the role of the developer most likely such a reform advocates “Group of Seven” and ”Group of
Twenty", which provides the option to account a fairly broad range of interests.
However, as practice shows, "twenty" format has a number of deficiencies that may reduce its
effectiveness. A key problem is the substantial differences in the interests, resource potential and the
willingness of member countries to be responsible for the development of new mechanisms for
global economic management and their application in practice. As were shown by the summits of
the "twenty", the majority of its members are not willing to sacrifice their own interests and to invest
significant resources in projects that are not directly related to the optimization of their own
economies.
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One of the main problems of the reform of international financial institutions is the fact, that the
package of IMF reforms, adopted yet at the summit of "Great Twenty" in Seoul in 2010, was
blocked in the US Congress. Among the reasons for such a position can distinguish two. On the one
hand, if at the moment the United States quota in the IMF amounts to 17.6%, after the reforms, it
will decline to only 17.39% (only slightly); Thus, the US reserved the right to veto to adopt the
strategic decisions in the discussion (since their adoption requires 85% of the Members of votes). At
the same time, a similar influence of European Union after the reform will also decline as it loses its
quota in 30%. However, the overall increase in the Fund's resources to 739 Billion Dollars (i.e. from
238.4 billion. SDR to 476.8 Billion SDR) and an increase in the quotas of developing countries is
already causing serious concern of Congressmen. So, after the reform, China will take third place
among the Fund's annual quota to 6.39% (Bardin, 2014. P. 158).
On the other hand, the US Congress, and especially Republican party`s unwillingness to approve the
reform package can be attributed to the fact that it will affect the interests of major financial groups,
whose interests they are lobbying. So, is widely believed that the Republicans, including bind its
position on the reform of the IMF with the requirement to pass a bill repealing the restrictions
imposed by the US Internal Revenue on the political activity of conservative groups that have taxexempt status. A striking example of this can serve as a political battle between Republicans and
Democrats, which preceded the adoption by the US Congress of the bill "On the financial support of
Ukraine and sanctions against Russia." At the initial version prepared by Democrats and adopted on
6 March, 2014 Resolution № 499 "On the provision of financial support for Ukraine", on which was
based the text of the bill, was introduced item on the reform of the IMF - an increase in the IMF's
the share capital by 60 billion USD by the transfer of funds from the crisis fund to the general
budget: it was a step, which was done by pro republicans lobby group Koch Industries, Inc., which
was opposing to former US President Obama and his healthcare reform, because last one was in the
contradiction to the business interests of the Koch family, which owns the largest US network of
private medical clinics. On March 14, voting of the resolution was postponed as the Republicans
insisted that the question of the aid to Ukraine had to have no connection with the issue of the
reform of the IMF, and Barack Obama was dealt a clear reputational damage as for the leader of the
majority in Congress, because of inability to effectively promote its own agenda (Bardin, 2014. P.
158-166).
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The problem of the delaying reforms of IMF has become perhaps the central during the meeting of
the "Big Twenty" on April 12, 2014. So, during this event, Minister of Finance of Brazil Mr.
Mantega urged the other participants of the forum to initiate the reform process without taking into
account the views of the US Congress. He stated that the delay in the reforms, "holds the IMF in the
paralyzed situation and does not adequately solve the current problem”. The Minister presented very
bold for a modern institutional design of the international financial institutions the proposal, to
abolish the binding representation of the IMF's member countries in the organization of the
Executive Board to the size of its quota, that is, the transfer of the member states from the economic
to the political issue. Brazilian Minister was not the only politician, speaking about US criticism of
the issues of global governance. For example, Australia's finance minister Joe Hockey said about US
inability to complete the quota reform "undermines their global position" (Bloomberg, 2014).
Finance Minister of Singapore, Tharman Shanmugaratnam, who served as head of the IMF's
International Monetary and Financial Committee, in his turn, gave a very important comment about
reforms, "the IMF - an organization that adheres to the principles of multilateralism, following the
concept of global solutions of global problems. If the IMF will not be reformed and will not receive
the necessary resources – permanent and not temporary resources, the result will be the growth of
regionalism and bilateral approach to resolving the problems. We find ourselves in a fragmented
world, which will not be more secure, and there will not be better for anyone, including the United
States” (IMF, 2014).
Thus, the IMF is seen as an actor in world politics, which promotes the globalization by economic
methods, unification of mechanisms of interaction among the countries in the neoliberal paradigm.
In the recent years, there are increasing the initiatives for the creation of new international financial
institutions that would operate in parallel to the IMF and the WB and would enable developing
countries and members of the international community, which are not satisfied by the US dominance
in the existing structures according their opinion more effectively and freely decide their own
development objectives. Taking into account the fact, that the share in the world trade, falling on
these countries is steadily growing, such a project can have its own perspective.
For example, the share of the developing countries in the World Trade has been significantly
increased. If in 1980, share of the developing countries in the world export composed 25% (600
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billion USD), then by 2008 it reached 38-40% and in 2012 it increased to 44% of the world
commodity turnover (Studme, 2016).
One of the main opponent of the functioning IMF and WB Group is new interstate unity – BRICS
(Brazil, Russia, India, China, and South Africa). According to the research, conducted by the author
of the term "BRICS" Jim O'Neill and his counterpart Alessio Terzi, in 2020 on the BRICS countries
will come about 34% of the world trade - significantly more than on the share of EU; at the same
time, China will have a much bigger weight in the world trade than the US (O’Neill J., Terzi A.
2014). Movement in this direction, what is going on today, inevitably creates the tensions in the
situation of representative mechanisms of the existing institutions of global governance, taking into
account the fact, that the liberal-democratic project in its current form are often rejected or only
partially accepted by many countries in Asia, Africa and Latin America.
In recent years, the BRICS countries had difficult negotiations on the establishment of their own
international financial institutions, in the positive outcome of the majority of experts who doubt.
However, on July 16, 2014 at the summit in Brazil, members of the group reached an official
agreement on the creation of a new Bank of the BRICS countries with an initial capital of 100
Billion Dollars. The main task of the Bank will be financing the infrastructure projects in developing
countries. According to the representative of Brazil, the Bank "will examine the financial condition
of the borrower, but it will never interfere in its economic affairs. Any country can become a
member of the bank by acquiring a share in the amount of $ 100 000. The idea is to provide loans at
a lower price than it could get on the private market”. In the socio-political discourse, the creation of
an organization once it had to represent as "an attempt of BRICS to the active pressure on the WB
and the IMF, in which the address on the part of developing countries have long heard complaints of
excessive American and European influences” (Lee, 2017).
In general, it is necessary to point out about the implementation of the following reforms for the
improvement the function of the IMF and WB: 1) Significant strengthening the role of the Executive
Council of these organizations; 2) Increasing transparency of procedures for the discussions of the
conditions for the crediting programs and adoption of the decisions in general; 3) Conducting open
elections of the Heads of IMF and WB; 4) Working out the mechanisms of the influence on the
market of speculative capital and determination the anti-crisis strategy; 5) Working out the new
mechanisms of the resolving the crisis of liquidity; 6) Providing the IMF and WB with the enough
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volume of resources for the implementation of its activity; 7) More deep consideration of specifics
of the individual states and in general, transition to more adequate modern conditions of the politicoeconomic paradigm of the reformation process.
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CHAPTER 3. ROLE OF WTO IN THE PROMOTION OF THE INTERNATIONAL TRADE
AND FORMATION OF THE NEW ECONOMIC AND POLITICAL ENVIRONMENT IN
THE WORLD
3.1 History of foundation and functions of the WTO
The idea of the foundation of the international organization, for the regulation of international trade,
arose up to the end of the Second World War. In essence with the efforts of the USA and Great
Britain, during the Bretton Woods Conference in 1944 the IMF and the WB for the Reconstruction
and Development were founded. As a third base of a new economic and political order together with
the above-mentioned organizations was assumed the creation of International Trade Organization
(ITO). The international conference on trade and employment in Havana was held in 1946, which
had to establish the material-legal framework for the international agreement about reduction of
the tariffs, propose to the interested countries and companies the regulations of this organization,
take upon itself the coordinating role in the issues of simplification in foreign trade and
reduction of the customs barriers on international trade. The GATT was signed in October of 1947,
which was initially examined only as the part of cross-border agreement within the framework of the
new international trade organization. This agreement, considered as temporary, came into force on
January 1, 1948 (WTO, 1994).
The congress of the USA, however, unexpectedly refused in ratification of regulations of ITO, in
spite of the fact, that the United States were the main motive power of the organization of ITO
and GATT, initially interim agreement, continued to act without any organizational structure,
which had to become ITO. During the subsequent years, GATT proved to be the sufficiently
effective system, within the framework of which, average customs tariffs were reduced from 45%
up to the moment of the signing of the agreement in the middle of the 1940s to 4% in the
middle of the 1990s (Lebedeva, M. 2007. P. 259). For the purpose of reduction the customs duties
and the concealed, so-called non-tariff barriers to the import within the framework of GATT
regularly conducted rounds of talks between the participating countries. The so-called Uruguayan
round of talks, which lasted from 1986 until 1994, were the most successful. As a result of the long
negotiations in Marrakesh, in 1994 the agreement about creation of the WTO, was signed, which
came into force on January 1, 1995 (WTO, 2017). Participating countries reached an agreement
about the fact that within the framework of this organization, not only trade of goods will be
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regulated (what was the object of GATT already since 1948), but also taking into account
increasing role of services in the post-industrial society and with their growing portion in the
world trade (to the beginning of XXI century — about 20%) general agreement about the trade in
services (GATS), which regulates this sphere of foreign trade (WTO, 2017) was adopted. Within
the framework of the Marrakesh agreement, the agreement on the commercial aspects of intellectual
property rights was also adopted, which regulates commercial questions of rights to the results of
intellectual activity and being an integral part of the legal foundation of the WTO. Thus, after almost
50 years after unsuccessful attempts, and at the same time, existence of a temporary regime of
GATT, since January 1, 1995 the WTO started to implement its functions.
In

the

fall

of 2001, in the capital of Qatar Doha

round

of

talks in

the

framework

of

WTO about further liberalization of the world trade began. The following issues were included in
the

agenda

- liberalization of the

world

trade in

agriculture

production, reduction the

tariffs and the cancellation of subsidies, financial services and protection of intellectual property
rights (Karumidze, 2004).
World Trade Organization ( Fr. Organisation mondiale du commerce (OMC), Spanish:
Organización of Mundial del Comercio) - the international organization, which as it was mentioned
was founded on January 1, 1995 for the purpose of the liberalization of international trade and
regulation of the commercial-economic-political relations of the member states.
The

WTO

is responsible for

the development

and

introduction

of

the new

trade

agreements, and also it follows the observance by the members of the organization of all
agreements, signed

by

the

majority

of

countries

of

the

world and ratified by their

Parliaments. The WTO builds its activity on the basis of solutions, accepted in 1986-1994 in the
framework

of

Uruguay

GATT. The considerations of

rounds and earlier
the

agreements

problems

and

in

the

decision-making

framework

of

of the global

issues of liberalization and prospects for further development of the world trade and commerce
pass within

the

framework

of multilateral

trade

negotiations(rounds).

To

date,

9

rounds of such negotiations, including Uruguayan and Doha round of talks were carried out.
The headquarters of the WTO is located in Geneva, Switzerland.
Approximately 600 people works in the organization. On April 26, 2015 the WTO consisted
of 162 countries (WTO, 2015).
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In the framework of the WTO, several decisions have been adopted in the five fields: 1. Industrial
Standards, which takes into consideration the same attitude toward locally produced and imported
products; 2. State procurement, which means non-discriminatory consideration of the applications of
the foreign companies; 3. Subsidies and compensation fees which considers the using of subsidies as
a policy instrument; 4. Licenses. It gives the responsibility to the state for the important
simplification of the license procedures; 5. Customs valuation. It requires using a unified
methodology among of the states (Karumidze, V. 2004. Pp. 166-167).
Another significant function of WTO is a dispute settlement system which gives a chance to all
parties for just and objective dispute resolution process. Thus, the WTO’s establishment can be
argued was beneficial to the WTO members.
One of the fundamental principles of the WTO’s is the non-discrimination principle. The member
states notwithstanding size of the economy can complain and realize their rights through the dispute
resolution mechanism. Without a multilateral regime such as the WTO system, the more powerful
countries could unilaterally impose their will on smaller countries.
According to A. Kavadze, the trade liberalization is also an important part of the WTO, in particular
taking into account binding import tariffs and commitments undertaken during accession process to
reduce import duties gradually. Many can argue that the trade liberalization stimulates economic
growth allowing resources to be used for production. However, complains and actions coming from
the poor South very often did not play into hands of the WTO and break the process of further
liberalization (Doha round) (Kavadze et al, 2003).
It is also can be argued that even today the issue of inequality was not resolved. The developing
counties have majority during Ministerial Council deliberations and developing countries can block
any proposals coming from the industrialized countries. One of the examples is endless debates over
Doha ongoing negotiating round (on agriculture and services). This is due to lack of understanding
and mutual trust in talks to resolve differences between developed and developing countries.
Some critics argue that the organization is even though undemocratic due to the less power of small
countries which are forced by developed countries, that can also lead to a creation of groups
dominating the others.
One of the important issue that needs to be taken into consideration is the challenges related to the
knowledge and subject-matter expertise and costs of implementation for some developing countries,
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especially for the Least Developed Countries, when it comes to implement rules in new trade areas
(e.g. TRIPS). Therefore, developing countries request some concessions in terms of longer periods
for implementation.
Developing countries and NGOs often argue that the WTO promotes economic liberalization at the
expense of development, social and environmental interests of the countries. In particular, they
claim that the EU and US businesses would prefer a regional or bilateral trade agreements, to gain
greater market access abroad. Moreover, developing countries are not homogeneous. For instance,
developing countries like Brazil and India are given greater trade talks.
In any case all these factors contributed to the Doha’s failure that ultimately could weaken the
organization.
Additionally, there it should be mentioned that significant portion of developing countries lack of
experience and expertise in conducting trade negotiations; WTO rules require in depth technical
knowledge of many multilateral agreements and means of their implementation. Thus, often occur
cases when developing countries enter negotiations they are not prepared. Consequently, one can
argue that the WTO does not pay enough attention to the needs of developing therefore, favoring
more leading and developed countries than developing countries.
3.2 International trade and commerce promoted by the WTO
As a result of signing the GATT agreement and other economic processes, from the second-half of
the XX century, when the international exchange regarding M.Pebro acquires “explosive nature”,
world trade was developed by the fast rates. The WTO assumes that during the recent decades the
volume of the world trade grows considerably rapidly, than the whole world production. Thus, for
the years of 1950-2000, world trade grew by 20, and the production by 6 times (Avdokushin. 2006).
In 1999, total volume of export composed 26.4% of the world production in comparison to 8% in
1950. In the period of 1950-1998, the world export grew by 16 times (Avdokushin. 2006).
According to the estimation of Western specialists, the period between 1950 and 1970 years can be
described as “the Golden Age” in the development of international trade. In the 70s, world export
was reduced by 5%, having been even more than reduced in the 80s (Avdokushin. 2006). At the end
of 80s, it demonstrated noticeable reanimation. From the second-half of the XX century, it has been
appeared the non equality of the dynamics of the foreign trade. In the 90s Western Europe was the
main center of the international trade and its export for the almost 4 times exceeded the exports of
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the USA? Toward the end of the 80s, Japan began to be among the leaders by the facts of the
competitive ability. During the same period, “new industrial countries” of Asia —Singapore, Hong
Kong, Taiwan have joined. However, in the middle of 90s, USA again took the leading position in
the world trade. Before the crisis of 2007-2008, on the average, the world trade grew by 6%. Export
of the goods and services according to the data of the WTO, was in 2007 16 trillion dollars. The
share of the group of goods composed 80%, and services 20% of the total volume of the global
trade. The annual turnover of the trade in the goods and raw material by 2012 was about $20 trillion
(UNCTAD, 2013). According to the report of UNCTAD (2013), the growth rates in world trade
of goods and services after their rapid restoration in 2010 again reduced by 5% in 2011 and to less
than 2% in 2012 (news. ru. 2013). At the present stage, international trade plays important role in
the economic development of the countries, regions, entire world community:
Foreign trade became the powerful factor of the economic growth and promotion the business
activities;
The dependence of the countries from the international commodity exchange considerably
increased. Basic factors, which influence the increase in international trade:
The development of international division of labor and the internationalization of the production;
Based on the above-mentioned positions, it should be finally determined, that the task of the WTO is
as establishment of the general principles of international trade. According to the declaration, the
activity of the WTO as GATT before it, rests on the basic principles, among of which the following
should be mentioned:
• Equal rights. All members of the WTO are obligated to allow all other members and their
companies

the

most

favored

nation

preferences, given to one of the members of

policy in

trade. This

the WTO is

principle means

that the

automatically extended also on all

remaining members of the organization in any case.
• Reciprocity. All concessions in

the

determining

of the

double-sided commercial

limitations must be mutual.
• Transparency. The members of the WTO must completely publish their commercial rules and
have institutes, which are responsible for the dissemination of information among other members of
the WTO.
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• Creation of the acting obligations. Obligations at the commercial tariffs of the countries are
regulated in essence

by

the organs of

the countries. But in

the

the WTO, but not by interrelations between

case of worsening in

the conditions of trade into any to

the country inthe concrete sector, the pinched side canrequire compensation in other sectors.
•Protective

mechanisms. In

certain

cases, government

has

right to

introduce commercial limitations. The agreement of the WTO makes possible for terms to take
measures not only for the environmental protection, but also for the support of public health, animal
health and plants.
There are three types of the activity in this direction:


The articles, which

make

it

possible to

use commercial measures

for

the

achievement of uneconomical purposes;


The articles, directed toward the guarantee of “fair competition”. Terms must not use natureconservation measures as the means of masking the protectionist policy;

Exceptions from the principle of liberal trade are also developing and least developed countries
(which have privileged regime in the WTO), regional Free Trade Zones and customs unions.
Furthermore, according to the opinion of the professor A. Kavadze, the significant function of WTO
is a dispute settlement system which gives a chance to all parties for just and objective consideration
of trade disputes. Thus, the WTO’s establishment was beneficial to the WTO members.
As it was mentioned above, one of the WTO’s strength is the non-discrimination principle. All
countries, rich or poor, have the right to complain each other in the context of dispute settlement
procedures. Without a multilateral regime such as the WTO system, the more powerful countries
could unilaterally impose their will on smaller countries (Kavadze et al, 2003).
Besides, peace is partly an outcome of two of the most fundamental principles of the trading system:
helping trade to flow smoothly, and providing countries with a constructive and fair outlet for
dealing with disputes over trade issues. It is also an outcome of the international confidence and
cooperation that the system creates and reinforces.
It should be mentioned, that according to WTO practices the organization operates on a democratic
way in which state every represents one vote, regardless of its political or economic size. However
the practice shows quite a different picture. The main players in WTO are the biggest economies and
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global economic and financial payers – US, EU, China, India, Brazil, and recently Russia joined the
club.
Till present the issue of inequality was not resolved. The developing counties have majority during
Ministerial Council deliberations and developing countries can block any proposals coming from the
industrialized countries. Bright example is endless debates over Doha ongoing negotiating round (on
agriculture and services). This is due to lack of understanding and mutual trust in talks to resolve
differences between developed and developing countries
In spite of the “one member - one vote system”, critics argue that the organization is even though
undemocratic due to the less power of small countries which are forced by developed countries, that
can also lead to a creation of groups dominating the others.
Among its weaknesses, the US voice for environmental protection is critical at the WTO. Disputes
on environmental provisions challenged the U. law, like the ‘tuna-dolphin’ dispute, Mexico exported
tuna to the US but cannot prove that it meets the dolphin protection standards from the US.
Another issue to take into account is the inadequate challenges and costs of implementation for
some developing countries, especially for less developed countries, when it comes to implement
rules in new trade areas (e.g. TRIPS). Developing countries request some concessions in terms of
longer periods for implementation.
Developing countries and NGOs accuse the organization to promote economic liberalization at the
expense of development, social and environmental goals. The EU and US businesses would prefer a
regional or bilateral trade agreements, to gain greater market access abroad. In addition, developing
countries are not homogeneous between them, for instance the G20 group gives major developing
countries like Brazil and India greater trade talks.
For all these reasons, it is thus true that the Doha’s failure would weaken the organization. The gap
between developed and developing countries is still present.
On top of that, it should be particularly stressed that many developing countries luck experience and
professionalism in conducting trade negotiations; WTO rules need in depth knowledge of many
multilateral agreements and means of their implementation. Here the key issue is that developing
countries have less human and technical resources than developed countries. Thus, when they enter
negotiations they are less prepared than developed ones.
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Besides critics argue that procedures of the organization have some problems to fairly provide the
same interests for developed and developing countries. Among the key issues discussed are the
WTO challenges to bring human rights, free movement of people and hidden discrimination of
foreign service providers.
The WTO cannot claim to make all countries equal. However, it does reduce some inequalities,
giving smaller countries more voice, and at the same time freeing the major powers from the
complexity of having to negotiate trade agreements with each of their numerous trading partners.
Small countries certainly can enjoy some increased bargaining power. Without a multilateral regime
such as the WTO’s system, the more powerful countries would be freer to impose their will
unilaterally on their smaller trading partners. However smaller countries would have to deal with
each of the major economic powers individually, and would be much less able to resist unwanted
pressure.
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CHAPTER 4. ROLE OF THE WB, IMF AND WTO IN FORMATION OF POLITICAL AND
ECONOMIC ORDER OF GEORGIA
4.1 Georgia and New Political and Economic Order
Georgia, one of the oldest country in the world, has gone through long historical process of
reconstruction and national development. Today it is an independent and sovereign country.
According to geographical and geopolitical point of view the country is a part of unique region,
Caucasus, which is located on the crossroads of Eurasia. Historically, after the unification of
Georgian tribes, has been raised heir of Colchis and Iberia, which was well- known even in the
ancient period.
According to physical-geographical point of view Georgia is located between the borders of Europe
and Asia. Georgia's territory, which borders in the north with Russia, in the east with Azerbaijan,
and in the south with Armenia and Turkey, that share a South-Eastern portion of its border with Iran,
makes Georgia an attractive geopolitical-economic region, particularly since it is a country through
which runs the Baku-Ceyhan oil pipeline that flows from the Caspian Sea to Europe. Georgia also
has easy access to the Black Sea ports. However, it is Georgia's military strategic importance which
brings Georgia into greater focus and attraction geopolitically than its neighbors.

According to general features of geopolitical location, Georgia has: 1. the central location in the
Caucasus region; 2. Peripheral location towards European countries; 3. the neighborly location
(border) – towards Turkey, Russia, Azerbaijan and Armenia, which borders our country. Also there
is a second row (nearby) countries which directly border the neighboring states of Georgia and have
some territorial closeness with our country. Their neighborhood role grows if first row neighbor’s
territory “space” is not big and it’s “bandwidth” is good. We may consider that such neighbors are:
Iran, Syria, Iraq and Greece (via Turkey). 4. Location on the sea, which directly connects Georgia
not only with Black Sea Coast countries, but also opens suitable way to the world markets
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Map 1. Geographic location of Georgia
Ever since Georgia regained its state independence on April 9, 1991, the Supreme Soviet of Georgia
passed a resolution on the restoration of independence and after the collapse of the Soviet Union in
December of 1991, Georgia managed to introduce itself under the conditions of the new world
political and economic order independently, establish diplomatic, trade, economic and other
relations with countries around the world.
In this process country gained the new perspective to be integrated into the international society and
becoming plenipotentiary member of the world democratic community. At the same time, civil war
and political and economic instability seriously hampered economic and political development.
Crisis in Georgian economy after the disintegration of the Soviet Union was aggravated by the
different factors, particularly by the increasing of political tensions – civil war, conflict in Abkhazia,
stopping the economic links with other post-soviet republics, etc. Already in 1992, the volume of
Georgian industrial production was reduced by 43% (Chitadze, 2011).
According to Prof. Papava apart from the economic crisis, in the 90s the most important issue for
Georgia was to establish its state institutions and systems and adopt constitution. During
Gamsakhurdia’s presidency soviet constitution was merely slightly modified. Only in 1995 Georgia
adopted its constitution. During that period Georgia did not have central bank, own currency, no
borders, no customs, no foreign affairs ministry, no clear laws and rules, no competent people
(Appendix 6).
To the middle of 1994, the crisis enveloped all sectors of Georgian economy. Forestry and
construction service almost stopped functioning and remaining branches reduced volume of output
to the level of 1960s. Production and transport infrastructures were destroyed and the new monetary
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unit depreciated. Inflation was about 9000% per year, and unemployment reached 20% (Georgia,
Economics, 2011).
Conflict in Abkhazia seriously affected the number of tourists in the country. Mean real salary wage
fell approximately by 10 times, occurred the mass migration of the population to the different
countries, in whole, more than 1 million people left the country (Grigoriev, Salikhov, 2012). As
consequence, employment in Georgia was reduced from 2.8million to 1.8 million people and the
transfers of working migrants into Georgia became the basic source of mobile monetary resources
and method of the support of consumption level (Grigoriev, Kondratiev, Salikhov 2008). Country
was going through the hyperinflation spiral. A total drop of the GDP in Georgia (to 72%) within the
period of recession was the greatest among the Post-Soviet States (Grigoriev, Kondratiev, Salikhov,
2008).
In these circumstances, the only way for Georgia to survive was to start integration into the
structures of international organizations.
In July 31, 1992, Georgia became the 179th member of the United Nations. Georgia also became a
member of the United Nations Specialized Agencies, first of all IMF and WB and also member of
OSCE, Council of Europe and many other international organizations. Today, Georgia is a member
of up to 100 international intergovernmental organizations (MFA, 2017). Furthermore, Georgia has
diplomatic relations with more than 100 states from the five continents of the world. At present,
there are about 40 Embassies in Georgia and about 50 international organizations’ representations.
After the restoration of state independence, Georgia was in a very difficult situation. It was
conditioned by political instability and difficulties in the field of transformation to market economy.
With the help of the IMF and the WB, in 1994 an anti-crisis program was adopted, which has
promoted starting a reform main task of which was to launch market mechanisms in the country and
to integrate into the international economy. The reform covered all areas of economy, financialcredit policy and banking system, acceleration of privatization, liberalization of prices, improvement
of tax system, strengthening of legislative base.
Russia has strengthened its pressure on Georgia, which is clearly seen in May 1998, in Abkhazia,
especially in the Gali district, where newly returned fifty thousand Georgians become refugees
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again. In addition, Russia introduced a visa regime and has also intensified its support to the
separatists in the regions of Abkhazia and so called South Ossetia, which is expressed by issuing
Russian passports to the occupied territories on a people living in the separatist regions.
In response, it is natural that Georgia became more pro - western oriented country. Already in 2001
the US military launches a soldier training in the Pankisi, with an aim of stabilization.
In 2002, on a Prague summit, Georgia's former president, Eduard Shevardnadze, officially
announced Georgia’s desire, to become a full member of North - Atlantic Alliance.
Of course, Georgia's rapprochement with the West has developed much more after the Rose
Revolution. Georgia becomes closer with European Union, United States of America and with
NATO. In May 2004, Georgia became a member of EU's Neighborhood Policy and in October
2004, NATO and Georgia signed an agreement, under which was approved the “Individual
Partnership Action Plan (IPAP). Besides, the United States has intensified its military aid and
training of Georgian soldiers, who were sent in Iraq and later in Afghanistan (Chitadze, 2008).
Naturally, all the above mentioned was irritating Russia, which, in turn increased its pressure on
Georgia, which is expressed in the fact that Russia has increased natural gas price for Georgia, from
60 USD to 110 USD and in 2006 from 110 USD to 235 USD. Moreover, Russia has imposed an
embargo on Georgian products, for example: on alcoholic products, on Georgian wine, as well as on
Georgian fruits - vegetables and on mineral waters also. After the arrest of Russian spies on
Georgian territory, Russia cut off any means of transport cooperation with our country, international
flights among Russia-Georgia was cancelled. Russia has blocked as the air as well land border with
Georgia (Chitadze, 2011).
In spite of everything Georgia managed to get over Russia's economic - and political pressure. For
example, in 2007 foreign investments in Georgia increased by two billion dollars (Chitadze, 2011).
But tensions between Russia and Georgia reached its peak in August 2008, in its result Georgia lost
20% of territories. It’s obvious that, after war diplomatic relations between Georgia and Russia has
vanished, after that Georgia’s will to get closer with the West become even stronger, which is
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expressed in the fact that Georgia become a member of Eastern Partnership program, in May 2009.
Also there was created Georgia-NATO commission and after the beginning of 2009 our country
intensively face its obligations under the Annual National Program. Today Georgia has closer
relations with the West. It should be noted that, in 2010, according to the foreign trade turnover, the
share of EU was approximately 26% (GeoStat.ge). It’s very important to be considered the threats
and challenges facing Georgia after Russian aggression. This threats and challenges are: After the
war Russia occupied almost 20% of Georgian territories, also their occupation forces are in 40
kilometers from Tbilisi, and Russia is trying to encourage subversive and terrorist acts on Georgian
territories. From the above mentioned it is necessary to be considered new realities created after
Russia-Georgia war, therefore should be defined Georgia's national security and foreign policy
priorities.
Georgia is actively involved in the program "Partnership for Peace" as well as in the work of the
Euro-Atlantic Cooperation Council. NATO discusses Georgia as a country that has moved into a
democratic system and is in the process of building a market economy. The US supports the
development of democracy in Georgia, its sovereignty and territorial integrity. With the help of the
US, Georgia has the ability to control its borders. The United States has transferred helicopters to
Georgia which support independent border protection and patrols.
Georgia’s geopolitical location attracted the interest of regional and global powers and promoted
more involvement of Georgia in the regional initiatives such as membership of Black Sea Economic
Cooperation (BSEC) since 1992; involvement of Georgia in the Caspian energy projects when
Government of Azerbaijan in September, 1994 signed century contract with 20 largest oil
companies in the world; involvement of Georgia in the NATO program PFP since March 23, 1994;
signing Partnership and Cooperation Agreement in 1996 (entered into force in 1999); joining the
WTO in 2000, involvement of Georgia in the EU neighborhood initiative since 2004; construction
of three pipelines; involvement of Georgia in the eastern partnership program in 2009; signing
Association Agreement with the EU in 2014; opening of NATO training center in Georgia in 2015
and signing Free Trade Agreement with China in 2017.
Starting from 1994, Georgia began to obtain credits of the WB and IMF (Egizarian, 2007). In 19941995, with the aid of these credits, the economic situation in Georgia was comparatively stabilized.
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In 1995, government took measures for the preventing further economic crisis: inflation was biased,
almost all loans of the IMF were received for the stabilization of finances, macroeconomic stability
and the structure of the economy was brought into correspondence with assignment conditions for
loans.
The foreign assistance saved the population from hunger strike. For example, The WB has allocated
large and multilateral "credit portfolio" for Georgia. In the first years of independence, 1992-2004,
about 60 projects were implemented in Tbilisi. The WB financed the project of the Social
Investment Fund of Georgia with 20 million USD. Within the framework of the project, the
rehabilitation of major socio-economic infrastructure in all regions of Georgia have been started,
which in general included 370 micro projects. In 2001, the WB allocated 38 million USD to finance
road projects, under of which it started the rehabilitation of Poti-Tbilisi-Red Bridge main roads. The
World Bank's Cultural Heritage Protection Project, which has been implemented since 1998, aimed
to support Georgia's unique culture. Within the framework of the project, rehabilitation and
reconstruction works were carried out by the Church of Ikhor, the Church of Bochorma St. George's
Church, the Temple of Nikozi Cathedral, the Palace of Egrisi Kings, Nekresi Basilica, Atskuri
Cathedral, Urbnisi St. Stephen's Cathedral, Gareji St. David's lavra and many other unique
architectural monuments or structures. The WB supported Georgia's private sector’s development.
Privatization process has contributed to the attraction of investment, in the beginning of 90s, there
was no private entrepreneurship, but in 2000, more than 80% of GDP was coming on the share of
private sector (Karumidze, 2004). The major investment project was Baku-Supsa oil pipeline. It
amounted 370 million USD. However, in 2000-2001 annual investments in the country's economy
amounted 175 million USD.
At the same time, the total value of four programs implemented in Georgia in 1994-2003 with
support of IMF amounted to 300 million USD. In January 2001, the Executive Council of the IMF
approved a three-year program for demolition and economic development. The program envisaged
the allocation of 141 million USD long-term and preferential credit. From the first year of
independence, the European Union has provided the most important support to Georgia. In 19922001 the European Union contributed 400 million euros to the country. Out of 400, 300 million
euros Georgia received as grant.
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Since Georgia became an independent country, its foreign policy priorities changed, the primary
goal became an integration with Europe and global institutions. However, it was much more
difficult to join such structures with appropriate ideology and concepts, as the Council of Europe
and the WTO. It required serious transformation of political and economic systems of Georgia.
Taking into account recommendations of international political and economic institutions, Georgia
was the first country in Caucasus and one of the first from the post-soviet space, which became the
member of WTO and Council of Europe (1999-2000). During the entire period of independence,
one of the main tasks of Georgia's foreign policy was an expansion of international cooperation in
political, economic, social or

cultural fields, also obtaining the international support for the

resolving tasks of state security and development of free market economy.
Agreements about the transport of oil through the territory of Georgia were also signed, market
prices of the grain products were introduced, and laws about the commercial banks, tax and agrarian
reforms were adopted. The introduction of new monetary unit Lari and adoption of the relatively
balanced budget showed beneficial effect on the situation. In 1995, GDP grew by 2.4%, in 1996 —
to 14% (Diclib, 2011).
During this period, more than 30,000 private enterprises were registered. By 1997, private
sector was contributing more than to 50% to the GDP (Diclib, 2011).
In 1996, the economic growth in Georgia continued. External financing played significant role in the
guarantee of the economic growth, and also in the forming of the state economic policy and branch
structure of economy. At the same time during Shevardnadze's time, Georgian economy continued
to be in crisis situation, when country was depended on the foreign transfers and grants. By 1998,
the GDP of Georgia composed 36% of the level of 1990, the volume of industrial production —
16%, production of agriculture -63%, the volume of investments — 14%, retail commodity turnover
- 18.9 % (GeoStat.ge).
After the Russian economic crisis of 1998, the growth rates in the economy of Georgia were reduced
to several percentages per year because of the reduction of Georgian export to Russia.
Since 2001, sufficiently dynamic growth of the economy of Georgia has begun, the factors, which
were connected with the domestic consumption, and partly increasing of export, development of the
sectors, which did not experience the competition with the import, such as construction, service
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industry, financial mediation, etc. obtaining the transit incomes from the transport of energy. The
significant acceleration of the rates of economic growth and inflow of foreign investments in
connection with the construction of the strategic pipelines in Georgia were observed. The
overwhelming majority of foreign investments in 2002-2004 was concentrated in the sphere of
transport and construction, because of the construction in the country of transit pipes, investment
environment beyond of this sphere was not paid enough attention.
After the “Rose revolution” in 2003, new authorities of Georgia managed to have the agreement
about important foreign aid. In 2004-2006, the volume of this aid was about 1, 1 Billion USD (25%
of the GDP of Georgia in 2004 (Case of Georgia, 2012).
After the appointment in 2004 on the post of the Minister of Economic Development Kakha
Bendukidze, social-economic reforms gained the new impulses. Bendukidze mentioned, that
Georgia should sell everything except of conscience.
Large tax reform was implemented out of 20 taxes 7 remained: the income tax, social tax, VAT, tax
on profit, tax on property and excises on some goods of the type of cigarette, and also tax to
gambling business. In addition to this, tax amnesty for entire period until 2004 was declared.
Privatization: There were presented the most important enterprises of the country, in particular,
Zestafony plant of ferro alloys, “Chiaturmarganets”, Rustavi metallurgical combine, Madneuli oredressing combine, sea port of Poti. In 2007, Georgian State Railroad was transmitted into the
administration of the British company Parkfield Investment, but later this solution was abolished.
All these measures were one of the factors, which contributed to a significant increase in the foreign
investments and GDP of the country. Other factors of an increase in the economy were: adaptation
to the prevailing situation, an increase in export and money transfers from the labor migrants,
foreign investments into the transit oil pipeline.
As a result, in 2006 the GDP grew by 8.6%, and in 2007 — to 12.4%. According to the data in
2007, GDP growth on the average in 5 years composed 9.7%. At the same time, negative trade
surplus was 40% of GDP, balance of payment — 20% of GDP (Bank of Georgia, 2007).
According to the report of the European Union, published in April 2008, economic growth in
Georgia during that time was provided for in essence due to the expansion of financial sector and
inflow of foreign capital.
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The military aggression of Russia against Georgia, which broke out in 2008 obstructed this
development and the world’s markets reaction to the conflict was immediate which was visible by
the decrease of the ratings of two leading International Rate Agencies, Fitch Ratings and Standard &
Poor’s. Fitch decreased Georgia’s long term ratings for national and foreign currency from BB- to
B+ (Reuters, 2008) and changed the rating change outlook from “stable” to “negative.” Standard &
Poor’s also downgraded Georgia’s long-term rating from B+ to B (Reuters, 2008).
World economic crisis, which was developed since the beginning of 2008, together with other
countries, was reflected on the economy of Georgia. The problems with the financial resources arose
from spring of 2008, investment activity fell, and consumption was reduced.
In October 2008, WB, IMF and leading Western countries declared about releasing to Georgia 4.55
bln. USD financial aid, from which 2.5 bln. —long-term low-percentage loan and 2 billion —grant.
In the sums of 2008 the GDP increased by 2.1%, the inflow of direct foreign investments decreased
by 22% (to 1.56 bln. USD). In October 2009, Mikhail Saakashvili stated that Georgia experienced
the unfavorable action of the war as a result of military aggression of Russia and the world
economic crisis (Civil.ge, 2008).
Because of the reforms and liberal openness of the economy Georgia, also financial support from
the West, the economy of Georgia generally was not brought down. By the result of 2009, the GDP
descended in all to 3.8%, what was not a large decrease in the world (to the comparison: Ukraine 14.8%, Russia -7.8%, Armenia −14.2%). Moreover the noticeable part of this drop was connected
with the consequences of Georgian-Russian war. Industrial production in the same year fell to 8.5%,
the inflow of direct foreign investments was reduced by two times (to 658 mln. USD) (Gov.ge.
2009).
Already in 2010, increase of the GDP in Georgia composed 6.4%, what is high index in the world
(to the comparison: Armenia 2.6%, Azerbaijan 5%, Russia 4%, and Ukraine 4.2%).
In June 2010, the draft of the new tax code was presented to the Parliament of Georgia, in which, in
particular, it was provided that the entrepreneurs, with turnover to 30,000 Lari per year will be
exempt from taxes, the enterprises with turnover up to 200,000 Lari would pay only tax from the
incomes at the rate 3 or 5%. (matsne.gov.ge).
On July 5, 2011, Georgian Parliament adopted the report of the economic freedom of Georgia,
which radically limited the interference of the state institutions in the economic life of Georgia and
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which became of its kind the culmination of Georgian liberalization 2004-2012 in the first editorial
staff of this document is the preamble, where the ultra-liberal ideology of the economic policy of the
limited state economic policy is clearly formulated.
Parliamentary elections in October 2012, have significantly affected on the economic growth of
Georgia. Within the first three quarters, the economy of Georgia was developing dynamically. The
rate of the GDP growth during this period was 7, 5%. Since the third quarter, the recession process
of the economic activity has started. At the fourth quarter, this data was decreased to 2, 8%. The
recession first of all was fixed in industry and construction.
The falling of the GDP was deepened at the first quarter of 2013, when this index in comparison of
the previous year was only 2, 4%. The decreasing of the annual growth was fixed in industry,
finance and tourism, also construction, energy and transport.
According to GeoStat, within the 8 months of 2012, the economic growth index was about 1, 6%.
The falling of the economic growth was significantly determined by decreasing the volume of the
foreign investments, the volume of which at the second half of 2012 and first half of 2013 decreased
for 22%.
Foreign investors were in undetermined situation after the parliamentary elections, which as it is
known was caused the changing of government. It was reflected in the model of behavior “wait-andsee”.
At the same time, it was significantly decreased the expenditures of the state on goods and services:
At the first quarter of 2013, this number decreased for 49.6% (Geostat.ge).
Situation has comparatively improved in 2014. The GDP growth in comparison with the previous
year was 4, 6%. The volume of GDP was about 29 150, 5 million Lari.
Among of the sectors of economy, 17, 5% was coming on trade, 16, 9% on Industry. Other positions
had transport and communication 10,4 %, public sector 9,9%, agriculture 9,3%, construction 7,1%,
Health and social service 6,0% (Geostat.ge).
In 2015, the economic growth again decreased. The volume of GDP become 31 755, 6 Million Lari.
The GDP Growth determined by 2, 9% and deflators increased by 5, 9% (Geostat.ge).
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According to the economic sectors, it was determined by the following way: on the share of Industry
(16, 8 %) and trade (16, 7 %). The next positions had: Transport and Communication (10, 5 %),
public administration (9, 3%), agriculture (9, 1 %), construction (7, 9 %), Health and social
protection (6, 0 %).
In 2016 GDP according to the current prices was 33 921 million Lari, which prevailed for 6, 8% the
index of the previous year. GDP growth in comparison to the previous year was determined by 2,
7%, deflator increased for 4, 0% (Geostat.ge).
According to the sectors, the biggest share had Industry (17, 1%) and trade (16, 3 %). Next positions
had transport and communication (10, 1 %), agriculture and fishery (9, 3 %), public administration
(9, 1 %), construction (8,3%), operations by property, renting and customer`s service (6, 6%), health
protection and social service (5, 8 %).
The Estonian model of the Corporate Income (Profit) Tax, a major tax reform became effective from
January 2017. The new tax model exempts companies from payment of profit tax for non-distributed
profits. According to GeoStat, the amount of reinvested earnings on Georgia’s foreign direct
investments (FDIs), which is defined as the difference between profit/loss and dividends in Quarter
2 -Quarter 3, 2017, increased by 30% compared to the corresponding period in 2016. It should be
pointed out that one of the factors contributing to the significant increase of the reinvestments
related to FDIs in 2017 was business-friendly fiscal reform in Georgia. At the same time, foreign
trade was increased by 13.8 % in comparison with the previous year. Export was increased by
29.1% as compared to 2016 (2728 million USD) and import increased by 9.4 % (7979 million
USD). By the third quarter of 2017 GDP increased by 4.4% (GeoStat.ge).
Also, it should be noted that, in the WB “Doing Business” report for 2017, Georgia improved
overall rating and was promoted from the 16th to 9th place (WB Doing Business 2017). Among
indicators improved are those for Energy Strategy Reform, Access to Finance and Tax Reform
demonstrated significant improvement compared to 2016; there is also a positive trend in the
Customs and Trade Facilitation area.
Regarding new development in the one of the important sectors of Georgian economy such as
energy, in 2017, the protocol on accession to the Energy Community signed by the Government and
ratified by Parliament. By this agreement, Georgia has made a commitment for approximating
Georgia’s energy sector with the European Union (EU) energy market rules and regulations.
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Georgia’s comparative advantage in light of the liberalized economy, its favorable geographic
location, transparent and effective state regulatory framework, low level of corruption and free trade
regimes network enables Georgia to become a regional transit hub and, in collaboration with other
regional players such as Azerbaijan and Turkey, to increase the competiveness of Caucasus Transit
Corridor (CTC) as compared to other alternative corridors.
The CTC is a gateway connecting several important economic regions, including the EU with 495
million (mln), the Commonwealth of Independent States (CIS) with 200 mln, Turkey with 73 mln
and the Caucasus region with 17 mln inhabitants. Georgia forms the shortest transit route between
Western Europe and Central Asia for transportation of oil and gas as well as dry cargo. At the same
time, Georgia and Azerbaijan serve as a horizontal transportation link between, Turkey, Central
Asia states and Iran.
In 2013, Chinese President Xi Jinping announced the One-Belt-One-Road (OBOR) initiative aiming
at facilitating trade and transport throughout various corridors including ones from Central and
Southeast Asia towards the EU. By investing in infrastructure projects and increasing commerce,
China hopes to foster relations, growth and economic development.
The OBOR as other similar initiatives is shaped by competing political interests. National interests,
sanctions, conflicts and instability have always influenced cargo flows, and OBOR is no different.
The competing interests of the actors are impacting development efforts in multiple countries.
The competitor routes to the CTC include: the Northern Corridor, the Caucasus Transit Corridor,
and the Southern Corridor.
In 2017 USAID Governing for Growth (G4G) Project conducted a study “Competitive Analysis of
the Caucasus Transit Corridor” (USAID G4G CTC Study, 2017).
According to the study the CTC has a great potential. However, there are some barriers that hamper
the competitiveness of the routes. Some of the examples of the issues to be resolved are:


It is expected that capacity of Georgian Ports will reach its maximum capacity by 2023.
Given current Georgian GDP, and the estimated Georgian GDP growth rates according to
the IMF, Georgian Ports are expected to exceed the 650,000 TEU capacities by 2023.
Therefore, new port infrastructure needs to be developed to meet the increasing demand. It
should be noted that Anaklia port construction that started in December, 2017 with initial
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capacity of 900, 000 TEU and APM Terminals Poti project (additional 2,000,000 TEU)
expansion will contribute to the competitiveness of the corridor and serve the region’s

shipping needs.
Map 2. CTC and Northern and Southern Corridors
Source: USAID G4G CTC Study, 2017


Limitation of Poti or Batumi ports to accept large vessels. For the moment, no single
Georgian port can receive a ship larger than 1,500 TEUs due to pier and draft restrictions.
Therefore, usually cargo is transshipped in the Eastern Mediterranean, increasing time and
cost, while reducing the reliability of shipment. The new port developments (i.e. Anaklia
Port construction and Poti Port expansion) should resolve this matter.



Frequent closed down of Poti and Baku due to the weather conditions. In fact in 2013- 2016,
on average, Poti was closed for 94 days per year and Baku for 90 days per year. The closure
of ports negatively affects fixed scheduling and reliability of the shipping service.



High port charges. Due to the limited ability of Poti port to allocate containers at the
container berth in Poti, Containers have to be transported to the off-dock terminals located
several kilometers from the port. Operators often are standing in the queue to pick up
containers as they are offloaded from the vessel. Therefore the supply and quality of the
trucks vary during the day, reducing crane productivity and increasing the unloading and
loading time of vessels. The operation has to deal with the traffic through town and increases
the terminal handling charges.



Issues related to the reliability of the Caspian ferry service to Aktau and Turkmenbashi:
There is a limited number of farriers available and priority is given to rail wagons rather than
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containers. Furthermore, the scheduling is not transparent and rates change frequently. This
reduces the reliability and increases the cost of the transportation


The exchange of information is partially electronic and partially paper-based. GoG attempted
to introduce the Trade Facilitation System (TFS) electronic system that will allow participant
of the transport and logistics sector to exchange information electronically and as a result
reduce the time and cost for the market participants. Unfortunately, the system was
implemented partially for several types of operations in Batumi and Poti ports. In future, the
system should be expanded and cover Anaklia port as well.



Intermodal infrastructure needs to be upgraded and expanded. The block container trains
need to be more frequent and regular. There is also limited number of rolling highway
(ROLA) type services. The container handling equipment at the Poti and Baku rail terminals
is outdated and requires repairing frequently.



The operating speeds on the rail network is limited.



There are other issues related to the border crossing points such as Sarpi (Turkish side) and
the Red Bridge (Azerbaijan side) that do not have multiple lanes, a separated truck parking
area or specialized lanes. As a result, the border-crossing time is increasing. Alternative
border crossing points at Kartsakhi and Lagodekhi are not well utilized due to infrastructure
limitations and the geographical difficulties of accessing them (USAID G4G CTC Study,
2017).

Based on the identified issues the study recommends for the countries along the CTC to further
develop an infrastructure (ports, railways, border-crossing points and etc.) as well political decisions
need to made by Georgia, Azerbaijan and Central Asia countries to streamline transit procedures and
harmonize tariff structure. The first steps have been already taken in 2016-2017 and single base for
the rail tariffs was introduced. However, the further steps should be taken fast in order to be able to
compete with alternative south and north corridors.
4.2 Georgia and the WB
Georgia became a member of the WB in 1992 and a member of the IDA in1993. It should be
highlighted that the WB along with IMF represents one of the long term partners supporting
Georgia’s economic stability. The WB has been supporting Georgia in economic reform
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implementation, institutional transformation and capacity building and development of
infrastructure and sectors of economy.
The WB activities in Georgia followed the "Washington Consensus" concept that implied set of
measures for the structural transformation of the economy of the borrower country. The idea behind
these measures is to maximize the likelihood that the country after implementation of the structural
reforms will be able to return as the loan itself and the interest on it (Williamson, 1990). The
implementation of the structural reforms are usually managed by the WB through provision of the
technical assistance and lending conditionality which are considered as contributing to the processes
of globalization and promoting "good governance" to ensure sustainable development.
Key structural reforms supported by the WB included ones on: fiscal discipline, reorientation of
public expenditure: tax reform, liberalization of interest rates, adoption of competitive exchange
rates, trade liberalization, liberalization of foreign direct investment, privatization, deregulation and
strengthening of property rights.
Since the 90s the WB had been supporting Georgia in keeping the macro-economic stability,
providing the economic growth support, strengthening the financial discipline in the private and
public sectors. During this period, the WB`s funds were oriented toward the municipal
infrastructure, agriculture, judicial reforms, projects in the field of protected territories and cultural
heritage. After joining the WB, this organization funded more than 50 projects. The whole sum of
the financing was 1,68 Billion USD as credits of the IDA and IBRD.
About 67% of the released funds for Georgia were coming on the investment projects, 33%
represented the aid for the budget (budget support), in the framework of the development policy.
WB released 39,8 million USD for the funding the systemic transformation of Georgia and 98
million reserve credit (Stand-by), and within the period 1994-1999, it was released three years’
installment (239 Million USD) for the structural reformation of economy (Jones, 2009).
It should be noted that the WB’s assistance could not bring any results if there were no political will
and corruption rate was very high. Therefore, in 1997 the WB had been advocating for the initiation
of a program that would lead to better enforcement of laws and regulations and reduction of
corruption, particularly the payment of bribes. The WB was promoting the establishment of a highlevel working group (in 2000) to define the government’s anticorruption strategy. The working
group drafted the Guidelines for the National Anti-corruption Plan of Georgia (Anti-Corruption
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Policy Coordination Council and Anti-Corruption Bureau of Georgia 2000), which had never been
implemented and therefore did not have any impact on corruption. In fact, public perception of
corruption got worse after the introduction of the plan.
After 1999 financial institutions lost hope that Government of Georgia will show political will to
eliminate corruption and implement real reforms in Georgia. Endless budget cuts evidenced that.
Therefore, the IMF decided to suspend cooperation with Georgia in 2003 and the WB also ceased its
program in Georgia (Papava, 2010).
The situation got changed after the “Rose Revolution” and new government took over in 2004. The
WB assistance included a condition for the government to prepare/update the anticorruption plan,
which the government published in 2005 (National Security Council of Georgia 2005). By that time,
however, the government had already launched an effective anticorruption campaign, especially at
the lower levels of state administration, such as traffic police, customs, and tax inspection. Public
perception surveys showed that petty corruption has almost disappeared, but it still existed at the
higher level (World Bank in Georgia, 2009).
Since 2004, the main priority of cooperation with the new government was to support in such
critical spheres as public sector management and social protection networks.
The WB also issued investments for the transport and energy infrastructure, by which it promoted
the development of the private sector and supporting strengthening transit potential of Georgia.
The WB supported the human capital development by putting investments in the sector of education,
by supporting of which education reform and funding of the schools was implemented together with
the transparent system during the admission to the universities and rehabilitation of the schools.
The investments in the health sector promoted the modernization of the healthcare objects. Bank
also supported the introduction of the new program in social protection, which was very important
success:
At the same time, Bank funded several different projects:


East-West Auto highway I ,II ,III projects was funded by 184.12 mln. USD in 2007-2009.



Regional and Municipal Infrastructure development project, was funded by 85 million USD
in 2008. The project was completed in June 30, 2013 (WB and Georgia, 2015).
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To assess whether the WB programs and projects were leading to the results, the WB hired
independent evaluation group. According to the outcome assessment of the World Bank Program in
Georgia within the period of 1993–2007 conducted by the independent evaluation group, the rates
of the overall outcome of the WB assistance in Georgia was moderately satisfactory based on the
weighted aggregate rating of (a) the four pillars, where more weight is assigned to those pillars that
constituted the bulk of the WB’s lending and analytical and advisory services and (b) the three
subperiods: 1994–97 (moderately satisfactory), 1998–2003 (unsatisfactory), and 2004–07
(moderately satisfactory), where equal weight is assigned to any given year (World Bank in
Georgia, 2009). One can argue that the WB criticized Georgian Government by putting low ratings,
in particular within the period 1998–2003 resulted in suspension of the program. However, Prof.
Papava believes that the WB has not been paying attention to some of the Government’s decisions
and did not state its position in cases such as antimonopoly regulation abolishment in 2007 and
reducing powers of the National Bank of Georgia in 2006 (Papava, 2010).
After Russia-Georgia war in 2008, the WB was leading the joint estimation of the needs, which
existed before in Georgia and together with the EU took the responsibility for the organization of the
Donor`s conference. At the same time, in 2010-2011 for the reconstruction of the economy, the
funds were increased by three times.
During the cooperation with the authorities of Georgia, the WB released the credit for the creation of
the living conditions for the 30 000 Internally Displace Persons (IDPs), when in December of the
same year, , new houses for IDPs have been constructed.
By the decision of September 10, 2009, the Director`s Council of the Bank considered the new
country partnership strategy.
With Georgia, for the decreasing the damages of the war, the Bank again funded several projects:


Reconstruction of the roads in Kakheti region of Georgia for 30 mln. USD within the period
from December 2009 till June 2013.



The events for the development policy were funded by 175 mln. USD within the period of
2009-2011(WB and Georgia, 2015).

During the last period, the Bank supported regional economic sector development initiatives of the
Government, such as agriculture and tourism.
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Bank continued to support the budget policy of Georgia and by this way it has been supporting the
important reforms, which are directed toward the strengthening competitiveness of the country.
Also, WB continued to support the private sector by the investments and consultative projects.
Taking into account the global financial crisis, after the implementation of the important
investmernts in the financial sector, WB paid attention to the fields such as energy, agriculture and
infrastructure.
Such important strucrtures of the WB, as IDA and IBRD funded several projects:


Regional Development Project, which was funded by 60 mln. USD on March 20, 2012.
Completion of the project was planned for the December 31, 2016.



The project of the reconstration of the local roads, which in 2012 was funded by 70 mln.
USD. The completion of the project was planned for June 30, 2017 (WB and Georgia, 2015)

New country partnership strategy FY14-17, was considered by the Council in May, 2014 and took
into consideration the credits for 1,18 bln USD. The purpose of the new program: decreasing the
poverty and creation of the new job places.
As to the May 2017, Georgia expected from WB 100 million USD. It is the result of the cooperation
with the WB for the implementation of the government`s reforms. At the first stage, Georgia got 50
mln. USD, at the same time, during the meeting of the Vice-Premier of Georgia with the
representatives of the IMF and WB Group, when the topics related to the macroeconomic
parameters of Georgia and investments potential researches, the next 50 million dollars releasing
also will be considered. Also, it is being considered the new framework agreement for the next three
years period.
It should be noted that before 2014 Georgia was part of IDA and was eligible to concessional loans.
Since 2014 based on the defined methodology (increased GDP per capita and calculation of SDR
inflators), Georgia grand mothered from IDA to IBRD. The latter, resulted in changing lending
terms for Georgia (increased rates and reduction of concessional periods). It should be noted that in
the transitional period (2012-2014) both IDA and IBRD instruments have been used.
One can argue that one of the major challenges for Georgia in the relationship with the WB is that
Georgia has to move to the new system with the condition of co-investment form the Georgian

96

Government. Usually, the rate of co-investment differs from country to country. Azerbaijan is
actively using this mechanism.
Currently, with the support of the WB Georgian Government has been implementing structural
reforms, such as: Pension Reform: Reform of the Capital Market: Creation of the system of the
deposits insurance; Creation the system of the private and public sectors cooperation; legislative
framework of the insolvency; land reform; reform of the insurance system and public finance
management.
In summary, one can argue that the WB:
•

Influenced not only economical but also political development of Georgia;

•

Seen as actor in world politics, which promote the globalization by economic methods,
unification of mechanisms of interaction among the countries in the neoliberal paradigm;

•

Played significant role in transforming Georgia into market economy;

•

Contributed to the establishment of a new financial and political systems;

•

Supported structural reforms to maximize the likelihood that Georgia will repay the loan;

•

Through management of lending conditionality contributed to the processes of globalization
and strengthening of the idea of the importance of "good governance" for sustainable
development;

•

Faced issues on legitimacy and transparent decision making process.

4.3 Georgia and the IMF
Georgia joined to the IMF on May 5, 1992. In the outset of the relationship between Georgia and the
IMF, one can argue that it was not an easy one. For instance, in the beginning, the IMF rejected to
support Georgia in the introduction of its own currency and recommended Georgia to stay in the
“ruble zone”. In 1993, Georgia was induced to introduce the temporary currency (legal tender)
“Coupon” which in the period of 1993-1995 devaluated by 22800% with regard to USD (Grass,
2015). It got slightly stabilized in 1995 when the IMF allocated 27 mln. USD to the National Bank
of Georgia to form the reserves. The real program started in 1994 when the Head of State, Eduard
Shevardnadze has initiated the “anti-crisis program”. According to one of the leading Georgian
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economist Papava, there was an understanding that there is no other way to rescue the country from
the macroeconomic disorder and hyperinflation other than establishing relationship with the IMF
and WB. In this process, the IMF has to adjust the status of its recommendations from “desirable” to
“mandatory”. (Papava, 2003). One can argue that Georgia would not achieve a progress to date
without the support from the IMF and WB, especially with regard to the macroeconomic stability
and monetary policy. According to Papava, introduction of Georgian currency Lari was one of the
most successful reforms implemented with the IMF support (Appendix 6). IMF played an important
role in the introduction of Lari by the releasing 60 Million USD for the National Bank of Georgia.
Another fundamental reform was related to enhancing of the banking sector and overall financial
sector. The question is though once basic macroeconomic foundation is established, what should be
a next generation of reforms and how the IMF should approach them.
It should be noted that the IMF itself was going through the reformation process to adopt the
concept of economic reforms carried out in the framework of the stabilization program in 1989.
Within this concept, a set of measures for the structural transformation of the economy, borrower
countries, known as the "Washington Consensus" was issued. The provisions of the program were
aiming to maximize the likelihood that the borrower will repay the loan and as well as to support
sustainable governance system of economic and political development of the country (Williamson,
2003). To ensure the latter, the reforms were need to be adjusted to the local reality and not to be a
“copy-pasted” from other countries so called “best practices”. For instance, in 1997 Georgia has
adopted Tax Code according to the “Model Tax Code” developed by the IMF which was a
significant step forward. However, for a long time a lot of provisions were not understood properly
and never been implemented due to the gap between Georgian economic reality and the provisions
of the Tax Code.
At the same time, in 1995, by the strong cooperation with the IMF and WB Group, Georgian
authorities started the programs in the field of privatization and social insurance. There were
established three new structures: Health insurance state fund (for the poor part of population); Social
insurance unified fund (for pensions); and Unified state fund for the employment (to support the
unemployed people and poor population) (Jones, 2010).
The economic conditions of Georgia started to improve in 1996. The primary objectives of the IMF
reflected in its 1996 strategy were:
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Stopping the inflation for about at least 10%;



Decreasing the budget deficit from 15,3% to 4,2%;



Increasing the currency reserves of the country

With the support of IMF, based on the consultations, the National Bank of Georgia started the
implementation of the new monetary policy for the decreasing the level of inflation. Accordingly,
the level of inflation was decreased from 4800% in 1993-1994 till 13.5% in 1996. By the
recommendation of IMF, during the working over the supreme document of the country,
constitution, the new functions of the National Bank within the adopted constitution in 1995 were
determined. According to the Constitution of Georgia, “the National Bank is independent in its
activities. The members of Georgia’s legislative and executive bodies do not have the right to
intervene in the NBG’s activities. The rights and obligations of the National Bank of Georgia as the
central bank of the country, the principles of its activity and the guarantee of its independence are
defined in the Organic Law of Georgia on the National Bank of Georgia…”( Constitution of
Georgia) (matsne.gov.ge)).
Due to the assistance from the IMF in 1996 and 1997, moderate rates of inflation were observed
(13.5% and 7.3% accordingly) in comparison to 53% in 1995 and high rate of economic growth
(GDP grew by 11% and 10.8 respectively). Drastic measures recommended by the IMF to improve
investment climate based on the equal conditions were extremely important for the realization of the
Silk Road reinstating plan (Papava, 2003).
Despite rapid economic growth in the first half of 1998, since May of the same year, the economic
situation drastically deteriorated. Within this period, the slowdown was triggered by the renewal of
military clashes in Gali District of Abkhazia and new tide of internally displaced persons leaving
their native places, the budgetary crisis emerged from authorities’ inefficiencies in the fiscal area
and the currency crisis sparked of by the turmoil in Russia’s financial system. All above-mentioned
problems were accompanied by the several droughts that caused serious problems to the country’s
agricultural and hydropower sector. Even under such unfortunate circumstances, national economy
continued moving upwards (2.9% GDP growth). However, National bank of Georgia started using
its hard currency reserves to support commercial banks. In this situation, under the conditions of
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several currency crisis, the only way to provide macroeconomic stability was to replace regulated
exchange rate of Lari with floating exchange rate (Papava, 2000).
At the same time, it should be pointed out, that due to the decreasing the GDP growth in the country
and Georgia`s reluctance to follow the IMF instructions, first of all related to the fighting against
corruption, decreasing the number employees at the public sector etc. IMF delegation left the
country in summer 2003, however, through the IMF`s Assistance Fund, within the period 20012005, organization helped the government of Georgia in the implementation economic reforms,
which were aimed toward the overcoming the poverty and increasing the standard of living.
On January 12, 2001, the credit, for $141 million was approved, for the assistance in the field of
economic programs, which meant the rapid economic development and decreasing the poverty and
unemployment.
The relationship between Georgian Government and the IMF periodically was difficult. In 2005
mostly due to the extrabudgetary accounts the conflict between IMF Mission and Georgian
Government occurred (Papava, 2010). The conflict was resolved and common solution was found.
Here, it should be noted that IMF showed flexibility and constructive approach. Later, in 2007 the
IMF program was completed since Government of Georgia decided not to start new program.
Following the years of economic recovery, the brief war in mid-2008 posed serious risk to Georgia’s
economic prospects. Despite the world economic crisis in October, 2008, the conference was held in
Brussels under the aegis of the WB, where the decision, related to the allocation of 2.55 bln. USD in
financial aid including 2 bln. USD in grants and the rest as loans, was adopted. The funds were
intended to cover economic and social losses borne by Georgia as a result of August war (Papava,
2010).
The IMF immediately extended a Stand-By Arrangement (SBA) to the country to mitigate the
negative impact of the conflict. A stand by arrangement is for middle income countries, unlike
preceding Poverty Reduction and Growth Facility (PRGF) programs (2001-2007), which were for
low income countries. The SBA with Georgia was approved on September 15, 2008 for an amount
of SDR 477.1 mln. (about 750 million USD). On August 6, 2009, the size of the financial package
provided under the SBA was increased to SDR 747.1 mln. (about 1.2 bln. USD) and the SBA was
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extended to June 14, 2011. Georgia closely observed all the structural benchmarks provided in the
IMF program.
In the wake of the world economic crisis, IMF injected liquidity into the global economic system by
providing SDR allocation to its members. In 2009 Georgia received SDR 144 mln. allocation from
the IMF to boost the country’s international reserves.
In August of 2009, the Exucutive Council of IMF approved additional funds – SBA 50 mln. USD,
and the date of the action of SBA was prolonged till June 14, of 2011.
Additional funds and continuation of SBA promoted overcoming internal and foreign deficit.
Since 2006, fund implemented the technical aid to Georgia in the different fields:


Tax administration;



The classification of the budget;



Monetary policy;



Operations related to the currency exchange rate;



Regulations of the bank supervising;



Statistics

(Mchedlidze, 2011).
On April 2012, the IMF Council approved new SBA for the 24 month period. According to the
program, Georgia could to gain the credit for 386 mln. USD.
In 2017, the IMF and Georgia signed the agreement about releasing for Georgia 285 mln. USD in
the framework of the new program.
According to the Minister of Finance of Georgia Dimitri Kumsishvili, based on IMF
recommendations, the budget of 2017 represents the transformed fiscal policy (IPN, 2017).
By the information of the Minister of Finance, the budget of 2017 takes into consideration the
decreasing administrative expenditures, creation of the friendly tax environment for the economic
growth, more effective budgetary programs and increasing investments in the infrastructural
projects.
In 2017-2020 the back bone of the auto traffic infrastructure will be completed, which will give an
opportunity for Georgia fully use the logistical and tourist potential. The important result of the
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infrastructure development will be the improvement connections among the regions of Georgia,
which will increase their involvement in the economic development of the state.
According to the Minister, the capital investments within the period 2017-2020 will be increased
from 5,6% to 9% of GDP. At the same time, the administrative costs will be decreased from 26, 5%
to 21, 7%.
According to the Minister, during the negotiation process, IMF and Georgia agreed on 4-point plan
and importance of the planned reforms in 2017, including with the direction of the reforms for the
mobilization tax revenues, decreasing government expenditures, main puirpose of which should be
the acceleration of the economic growth, supporting businesses and providing high standard of
living.
In the framework of the program, government plans to implement structural reforms, such as:
Pension Reform: Reform of the Capital Market: Creation of the ystem of the deposits insurance;
Creation the system of the private and public sectors cooperation; legislative framework of the
insolvency;

land

reform;

reform

of

the

insurance

system

and

public

finance

management.(Kumsishvili, 2017).
IMF programs
The country’s quota, representing relative size of the economy in the in the global economy,
presently stands at SDR 150.3 mln., or 0.06 percent of the quotas of 189 IMF member countries.
Special Drawing Right (SDR) is the monetary unit of the reserve assets of the IMF. The SDR unit is
defined as a weighted sum of contributions of four major currencies: USD (42%), EURO (37%),
Yen (10%) and GBP (11%). SDR/USD exchange rate published daily on the official IMF web site.
The average SDR/USD rate for 2010 is 1.5. Respectively, the voting power of Georgia in the board
of the IMF equals to 1,753 votes or 0.06 percent of total votes of all IMF members.
The IMF had a number of programs in Georgia. Among them: Systemic Transformation Facility
(STF)1995-1996; Enhanced Structural Adjustment Facility (ESAF) 1997-2000, Poverty Reduction
and Growth Facility (PRGF)

2001-2007; Stand-By arrangement 2008-2010. The 2011-2014

Georgia’s program was called “the Stand-By arrangement (SBA) and Standby Credit Facility. The
country’s outstanding use of IMF credit currently totals SDR 270 million (Nov, 2013) (See Table 3).
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1
2
3
4
5
6
7
8

Type

Approval Date

Expiration Date

Stand-By
ESAF
PRGF
PRGF
Stand-By
Stand-By
SCF
Stand-By

Jun 28, 1995
Feb 28,1996
Jan 12, 2001
Jun 4, 2004
Sept 15, 2008
Apr 11, 2012
Apr 11, 2012
Jul 31, 2014

Feb 28,1996
Aug 13,1999
Jan 11, 2004
Sep 30,2007
Jun 14, 2011
Apr 10, 2014
Apr 10, 2014
Jul 31, 2017

Amount Approved Amount Drawn
(SDR Million)
(SDR Million)
Status
Sector
72,12
22,2 Completed Macroeconomics
172,05
172,05 Completed Macroeconomics
108
49,5 Completed Macroeconomics
98
98 Completed Macroeconomics
747,1
577,1 Completed Macroeconomics
125
0 Completed Macroeconomics
125
0 Completed Macroeconomics
100
0 Ongoing
Macroeconomics

Table 3. Georgia: IMF Programs, 1995–2017
Source: http://www.imf.org/en/Countries/GEO
The IMF programs, designed in close consultations with the country’s authorities aim to ensure
country’s macroeconomic stability and promote growth. The National Bank of Georgia and the
Ministry of Finance are the major counterparts for the IMF in Georgia. Through the years, the IMF
programs have been successful in combating hyperinflation, solving the country’s balance of
payments needs, and ensuring country’s economic growth.
The IMF has also provided vast amount of technical assistance in different areas of economy, such
as tax policy, tax administration, balance of payment statistics, price statistics, bank supervision,
budget classification and program budgeting (see Table 4).
Table 4. Georgia: Technical Assistance Missions, 2008-13
Subject

Type of Mission

Timing

Counterpart

Fiscal Affairs Department (FAD)
Expert assistance

Apr. 6-19, 2010

Ministry of Finance

Expert assistance

Apr. 21-27, 2011

Ministry of Finance

Public Financial Management

Advisory

May 14-24, 2012

Tax Administration

Advisory

Aug. 15-28, 2012

International Tax Policy

Advisory

June 6-7, 2012

Ministry of Finance,
Partnership Fund
Ministry of Finance,
Revenue Service
Ministry of Finance

Public Financial Management
Pension Reform
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Tax Administration

Expert Assistance

Oct. 2-17, 2012

Public Financial Management

Expert Assistance

Sept. 11-24, 2013

Tax Administration

Follow-up assistance

Sept. 25-Oct. 8 2013

Tax Administration

Advisory

May 28–June 10, 2014

Ministry of Finance,
Revenue Service
Ministry of Finance
Ministry of Finance,
Revenue Service
Ministry of Finance,
Revenue Service

Monetary and Capital Markets Department (MCM)
Macroeconomic Modeling for

Advisory

June 2-10, 2010

National Bank of Georgia

Advisory

October 4-13, 2010

National Bank of Georgia

Advisory

May 3–12, 2011

National Bank of Georgia

Monetary Policy Formulation
Macroeconomic Modeling for
Monetary Policy Formulation
Payment Systems Oversight

Statistics Department (STA)
Follow-up assistance

Jul. 14–16, 2010

External Sector Statistics

Follow-up assistance

Oct. 4–15, 2010

ROSC Data Module

ROSC

Oct. 4–17, 2011

National Statistics Office,
Ministry of Finance,
National Bank of Georgia

External Sector Statistics

Follow-up assistance

Oct. 17-26, 2012

National Bank of Georgia

National Accounts Statistics

Follow-up assistance

Sept. 23-Oct. 4 2013

National Statistics Office

Evaluation of Technical Assistance

National Statistics Office,
National Bank of Georgia,
Ministry of Finance
National Bank of Georgia

Legal Department (LEG)
AML/CFT

Advisory

May 13–20 2010

Advisory

May 25–Jun. 5, 2010

AML/CFT

Advisory

Sep 20–23 2010

Payment Systems

Follow-up assistance
Advisory

Nov. 8–14, 2010
Feb 28–Mar 7 2011

Advisory

June 6–11 2011

Payment Systems

AML/CFT
AML/CFT

Source: http://www.imf.org/en/Countries/GEO
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Financial Monitoring
Service Advisory
National Bank of Georgia
Financial Monitoring
Service
National Bank of Georgia
Financial Monitoring
Service
Financial Monitoring
Service

In summary, it should be noted that the IMF played mostly positive role in Georgia’s economic
development and integration into the global processes. It should be noted that between the IMF and
WB, informally, the IMF has the leading role since aims to ensure country’s macroeconomic
stability and promote growth. While macroeconomic order established with the support of IMF is
not ideal, the only way for Georgia to be integrated into global processes is to share the scheme
developed by the IMF and follow the structural reforms. It is also important to highlight that with
the support of the IMF and WB, Georgia managed to promote its national interests globally.
4.4 Georgia and the WTO
On July 28, 1999, at the WTO, the multilateral meeting of the WTO was held, when the bilateral
and multilateral negotiations and working over the protocol for the joining to the organization were
finished. On October 6, 1999 at the General Assembly of WTO, decision regarding Georgia’s
membership in the WTO was made (Karumidze, V. 2004. p. 167-168).
This factor played important role in the field of business and foreign-economic policy of the
country. Georgia became a participant of the international order in trade. Georgian production
gained the opportunity to be exported at the market of the developed countries using preferential
regimes. WTO membership became an important basis for the protection of the trademarks and
other IPR related rights. Many countries granted Georgia General System of Preferences (GSP)
regimes, which intend to protect Georgian exporters from the unfair competition.
According to Ambassador Kavadze’s view first GATT from 1947 and then WTO from 1995 set
rules for international trade and establishing global multilateral trade system. The elaborated rules
entail main principles related to trade liberalization including the principle of reciprocity, of nondiscrimination (MFN principle). The rules also allow special and differential treatment for
developing and least-developed countries usually for the specific time period. These privileges may
be given to the countries in transition and newly acceded countries. The WTO as an organization
considers that each state should represent one vote, regardless of its political or economic size.
However, according to Kavadze the practice shows quite a different picture. The main players in
WTO are the biggest economies and global economic and financial payers – US, EU, China, India,
Brazil, and recently Russia joined the club.
The gap between developed and developing countries is still present. However, the WTO attempts
to reduce some inequalities – through the WTO small countries certainly can enjoy some increased
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bargaining power. Without a multilateral regime such as the WTO’s system, the more powerful
countries would be able to impose their will unilaterally on the smaller trading partners.
In case of Georgia, it should be noted that both WTO secretariat and member-countries provided
great support to Georgia during the accession process. Technical assistance from major players US, EU, Japan, Canada, Switzerland and other countries Georgia was vital to the successful
completion of both bilateral and multilateral negotiations with WTO (A. Kavadze et al, 2003).
One of the challenges Georgia had to go through in the WTO accession process was introduction of
the laws and establishment of the institutions for the operation of private enterprises and markets
free from government controls – other than those explicitly provided under WTO regulations –
regarding, for example, standards, sanitary and phyto-sanitary provisions, intellectual property
rights, and state-trading practices.
It is important for the country`s economy to introduce greater stability in commercial policy, which
is a consequence of adherence to WTO rules and legally binding agreements. It is important both to
domestic producers and importers wishing to access these economies` markets. Adherence to WTO
provisions – for example, by binding tariffs and by specifying conditions for foreign direct
investment in the services agreement – improved efficiency and productivity of acceding countries
(A.Kavadze et al, 2003).
It should be noted that the WTO membership offered opportunity for Georgia to lock in existing,
relatively liberal trade regimes. However, trade regimes in acceding countries might vary
considerably, many have established regimes with relatively low tariffs and no significant formal
non-tariff barriers. For these countries, membership provides an opportunity to lock in these regimes
by assuming legally binding obligations regarding tariff levels. This approach not only allows them
to enjoy the benefits of liberal trade but also gives them a first line of defense against the domestic
protectionist pressures that are present in all market economies, including Georgian one.
Georgia was provided technical assistance on WTO matters by USAID, first through CEPAR
(“CEPAR” was the Center for Economic Policy and Reform, supported by USAID under a contract
with Chemonics, Inc. that ended December 31, 1997) and then, after December 1997, through IRIS
(The IRIS Caucasus Center was established in Tbilisi effective January 1, 1998 under a contract
between USAID and the IRIS Center of the University of Maryland) and the Georgian-European
Policy and Legal Advice Center (GEPLAC). Besides the Canadian International Development
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Agency (CIDA), the Japanese International Cooperation Agency (JICA) and the Swiss International
Development Agency (SDC) were active in supporting and providing expertise and training to
Georgian officials during the accession process (A.Kavadze et al, 2003).
In case of Georgia political will to join the multilateral trading system was driven not only by
economic concerns but also by geopolitical one. The accession process was largely concentrated on
putting new laws and regulations in compliance with the WTO norms and principles, thus making
business environment more attractive, predictable and secure for foreign companies and investors.
Accession was only the beginning of the extensive reform of Georgia’s trade regime. As a result, the
major WTO player-countries increased their bilateral cooperation with Georgia. Besides the
implementation of WTO Agreements generally made possible an expansion of trading opportunities
for Georgia. the US, Estonia, Switzerland, Turkey and Poland decided to include Georgia into the
list of beneficiary developing countries for the purposes of granting the scheme of the GSP.
In fact, after the Georgia’s accession to the WTO the EU has started expanding its trade and
economic ties with Georgia. Bilateral negotiations on trade of wine products were underway. The
accession to the WTO Agreements brought higher transparency and predictability for Georgia’s
trading. Moreover, Georgia got an access to the WTO dispute settlement mechanism to safeguard its
trade rights and interests.
It should be underlined that in the process of accession to the WTO, Georgia also was actively
involved in the negotiations process of accession of other applicant countries. For example, Georgia
was involved in the bilateral and multilateral negotiations with other CIS countries – non-members
of the WTO – Armenia, Azerbaijan, Kazakhstan, Moldova, the Russian Federation, Tajikistan,
Ukraine and Uzbekistan. This kind of participation in the negotiation and the membership as such
enabled the advancement of the trade and economic interests of Georgia through effective
participation in the WTO mechanisms and multilateral trade negotiations and trade policy reviews.
What could be the lessons learned and challenges faced as a result of Georgia’s accession process?
Obviously, for the developing country like Georgia the following issues arose: inadequate technical
knowledge and understanding of the WTO Agreements and their implications for the economy and
development; lack of adequate negotiating strategies based on national development, financial and
trade needs; lack of human and resources; and lack of the analytical tools needed to prepare for
negotiations, including insufficient data and information management systems, local industrial
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pressure requesting protectionist measures (in case of Georgia local beer and tobacco producers
were requesting different (low) level of excise taxes for locally produced products). These issues
were addressed by the Georgian delegation before they enter into negotiations and during talks.
WTO membership and Foreign-Trade Relations of Georgia
As it was already mentioned, the main purpose of the WTO is the creation of the unified World
Market for the entrepreneurs of the all countries in the World under the conditions of the free and
fair competition. Accordingly, Georgia as a state, and Georgian companies, who are oriented on the
export-import operations, gained an opportunity, by the successful implementation of the foreign –
trade relations to be one the plenipotentiary part of this market.
Foreign Trade of Georgia is one of the most important factors, which determines the country’s
active involvement in the globalization processes.
In this regard it is important to point out about the specifics of the trade regimes, which Georgia has
with the different countries of the World:
Most Favored Nations (MFN)-Majority of the trade partners of Georgia are members of WTO,
thus, among the WTO member States (158 countries) trade relations are regulated on the basis of
MFN principles.
GSP - Major quintessence of GSP is to institute low rate tariffs on goods imported from the
beneficiary countries, which simplifies access of goods from developing countries to the markets of
developed countries.
Georgia is the beneficiary of GSP regime with the following countries:
USA, Japan, Canada, Switzerland, and Norway.
Free Trade Regimes - Free Trade Regime implies liberalization of trade from customs duties and
other import taxes and non-tariff barriers among the contracting parties, besides the agreed
exceptions. Georgia has free trade regimes with the Turkey, EU, European Free Trade Association
(EFTA) states, China, and CIS countries. Free trade agreement negotiations with India are planned
to be launched in the nearest future.
Trade volume of Georgia within 2007-2014 years period - As a result of the WTO membership,
more and more Georgian companies managed to be presented on the international market, which
108

significantly promoted the volume of the international trade of the country. For example, it can be
noticed the gradual increasing of the volume of the trade on the example of the years: 2007-2014.
Table 5: Volume of the trade of Georgia (mln.USD) 2007-2014
2007

2008

2009

2010

2011

2012

2013

2014

6.444

7.797

5.634

6.935

9.254

10.424

10.934

11.457

Source: GeoStat.ge

At the same time, in 2007, for the first time in the foreign-trade history of Georgia, Georgian
companies exported the products to the different countries of the World, volume of which prevailed
1 bln. 232 mln. USD in 2007 (GeoStat.ge). In 2014, the volume of the Georgian export already was
2 bln. 861 mln. USD (GeoStat.ge).
We can conclude, that Georgia’s membership in the WTO assisted Georgia’s integration into the
global trade processes. In particular, currently Georgia has trade relationships with more 100 states
in the world. However, due to low industrial output, volume of import still significantly prevails
volume of export.
4.5 Key Challenges
Many experts in Georgia, who have critical attitude toward the activities of the IMF and WB,
mentioned, that as a result of cooperation with those institutions, Georgia has the foreign debt and
the biggest part of which is coming on the share of International Financial Institutions.
Foreign Debt of Georgia: Even during the modern period, the economy of Georgia is strongly
dependent on the foreign financial aid, including foreign credits, investments and money transfer
from abroad.
Within the period 1994 to 2006, the IMF offered to Georgia credits, with the volume of 500 mln.
USD.
Within the period from 1990 to 2016, the volume of the foreign financial aid, which was received by
Georgia, was estimated at the level of 4 bln USD, without the aid, which was received after the war
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in 2008. In October 2008, western countries declared about releasing for Georgia 4,55 Billion USD
as a credit with low interest rate for the period of 2008-2010.
In April, 2008, before the war, Georgia for the first time located securities at the “London Stock
Exchange” with the support of agents UBS and JP Morgan with the volume 500 mln. USD.
Foreign debt of government of Georgia for October 31, 2011 was 4 bln. USD (31% of GDP), which
by the calculation per capita was 917 USD.
As of December 31, 2015, entire foreign debt of Georgia was 15 bln USD. In this volume are
included the following: the state debt (governmental agencies, state enterprises and national bank)
and private sector debt (banks, companies). The research was implemented by the methodology,
which was approved by the IMF. On December 31, 2017, only state foreign debt was 5,177,390
USD (MoF.ge).
According to the National Bank of Georgia, the state foreign debt was 6 bln. USD, which is 43% of
the GDP. From this sum, 4, 4 bln. USD is coming on the state agencies (31, 5%), 219 mln. USD on
the National Bank, on securities (bonds) and credits of the state companies – 650 mln. USD (4, 7%
of GDP).
The debts of the banking sector consisted of 2,9 bln. USD (21,1% of GDP), debts at the early stage
of research even with limited knowledge facing post-communist and post-Soviet group of countries
and particularly Georgia as well as the role of global financial, economic and trade institutions in the
post- communist transformation of planned economies.
Other sectors of economy – 4,4 bln. (31,8%), the debt between companies – 3 bln. (21,5%).
With regard to foreign debt, 40% is coming on the credits of the WB, on Euro Bonds – 21%, the
IMF – 10%, Germany – 8%, EU – 4%, USA – 2%, Turkey – 2%, Japan – 2%, EBRD – 1%, IFAD –
0,5%, others – 9,5% (WB and Georgia, 2015).
Demographic challenges: Improving the demographic situation is important for the country’s
development if we take into consideration the fact, that according to the census of population in
2002, the number of population in Georgia was 4,4 million people, however, in 2014, this number
decreased by about 15% till 3.7 million people (GeoStat.ge).
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Property Rights: The Heritage Foundation’s Economic Freedom index rates countries on ten
economic freedom factors. Thus, Georgia received its lowest score (40.0) in the protection of
property rights category (69th worldwide) (Forbes, Georgia. 2016).
Rule of Law: Georgia received its lowest score in the Rule of Law category, which incidentally
covers the property rights and freedom from corruption criteria.
Georgia scored 40 points in the Protection of Property Rights category. The Heritage Foundation
evaluated the score as follows:
“The court system is highly inefficient, and delays are so long that they deter the use of the court
system. Corruption is present, and the judiciary is influenced by other branches of government.
Expropriation is possible” (Forbes, Georgia. 2016).
The Corruption Perceptions Index prepared by Transparency International was used in the
evaluation of the Freedom from Corruption category. According to that Index, Georgia received 52
points out of 100. Corruption impedes economic development, as feelings of vulnerability and
uncertainty appear in economic relations. It’s noteworthy that Georgia received the same score in
2012, which means that no progress has been documented in that direction over the last three years
(Forbes, Georgia. 2016).
Limited Government: The government’s level of interference in the economy is evaluated by the
amount of government (budget) expenditures and fiscal freedom.
The budget amount is defined in relation to the country’s GDP. Since according to Georgian
legislation, budget expenditures may not exceed 30% of GDP, Georgia observes this threshold.
However, if the government is able to lower its expenditures further (under 30% of GDP), this will
increase the level of economic freedom. Currently, Georgia ranks 67th in terms of expenditures,
which is the second worst position for the country after the property rights category (Forbes,
Georgia. 2016).
Regulatory efficiency: Regulatory efficiency covers business freedom, freedom of the labor
market, as well as monetary freedom. Georgia ranks 24th among 189 countries in that Index.
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However, Georgia occupies the worst positions in terms of business closure (101st place), customs
procedures (78th place) and access to electricity (62nd place) (Forbes, Georgia. 2016).
Negative Balance of the Foreign Trade: Despite the increasing the volume of the trade balance in
Georgia, country still has the negative balance of trade - 5251.2 million USD, which consists the
49% of the whole foreign trade volume (GeoStat.ge).
Unemployment: Most important national issue is jobs (54%) according to the National Democratic
Institute (NDI). About 66% consider themselves as unemployed (NDI, 2017).
GDP per capita – The Gross Domestic Product per capita in Georgia was last recorded at 4 079.80
US dollars in 2016. The GDP per Capita in Georgia is equivalent to 32 percent of the world's
average (Trading Economics, 2018).
Index of Development: By the GDP per capita, Georgia is not included to the list of the 100 states,
but only due to the life expectancy and education factors, according to the Human Development
Index, Georgia as to the 2016, had 70 places (http://hdr.undp.org/en/countries/profiles/GEO).
Gini Coefficient: By the 100 score system (0 is highest score and 100 the lowest score) as to 2016,
index of Georgia was 36.5 (data.worldbank.org).
Index of globalization – By the summary index of globalization 2018 – political, social, economic Georgia has 72.5 score out of 100 (the highest) (statista.com).
Despite of the significant assistance from the IMF, WB and WTO, there are still significant
challenges existing before the socio-economic development of Georgia which can be interrelated
with painful process of the transition from the Soviet totalitarian system to democracy and from the
centrally-planned economy to the free market economy.
4.6 Impact of the IMF, WB and WTO on Improving Completeness of Georgia
Many supporters of western financial institutions discuss, that transition of Georgia from the
centrally planned economy to a market economy was very much depended on the cooperation and
getting consultations from the IMF, WB and WTO. In this regard should be mentioned the
following:
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It should be noted that the economy of Georgia is oriented to the principles of market economy.
Since, 2003, Georgia continued its economic progress since, "moving from a nearly-failed state in
2003 to a relatively well-functioning market economy in 2014" (US State Department, 2016). In
2007, according to the WB indices, Georgia was the World's number one economic reformer (WB,
2016), and has consistently ranked the country at the top of its ease of doing business index.
According to many experts, economy of the country is provided by more or less
free and transparent conditions inside the country. For example, based on the Transparency
International's 2015 report, Georgia is the least corrupt nation in the wide Black Sea Area,
outperforming all of its immediate neighbors, and even several members of the European Union
(Transparency International, 2015).
After signing the Association Agreement with the EU, since 2014, Georgia is part of the European
Union's Free Trade Area, with the EU continuing to be the country's largest trading partner during
the last several years period (EU Commission, 2016) Following the EU trade pact, 2015 was marked
by further increase in bilateral trade, at the same time, volume of the trade with the Commonwealth
of Independent States (CIS) gradually decreased (Civil Georgia, 2016).
Within the first decade of the XXI Century, Georgia activated the implementation of important
reforms. For example, fulfilled institutional reforms established an effective, professional and
transparent public sector, based on the principles of free economy. Because of the economic
deregulation policy, several of state regulated structures significantly decreased. At the same time,
the regulation procedures have been simplified.
Georgia got success in fighting against corruption. This progress is recognized by different rating
institutions. Based on the dates of the Transparency International, Georgia is the top country in the
post-Soviet region in terms of fighting corruption. According to the Corruption Perception
Index published by Transparency International, Georgia ranked the 50th in 2014 (Corruption
Perceptions Index 2014) (up from 113rd in 2004) (Corruption Perceptions Index 2004). "Global
Corruption Barometer 2010" ranks Georgia as the leader among the different states from the
different regions of the World in the term of reduction the corruption level (Global Corruption
Barometer 2010)
IFC Business Perception Survey conducted in 2012 showed that only 0.11% of businesses subject to
survey identified corruption as a key barrier in the relationship the government (IFC, 2012).
113

Tax policy - Tax and Customs Codes were combined into the one Tax Code that entered into force
from 2011. The integrated Tax Code improved predictability by introducing public rulings,
increased confidence towards the Georgian tax system by increased public-private discussions on
the tax policy and administration, and increased trust in the Georgian tax authorities, by improving
taxpayer services and tax audit processes and procedures.
Starting from 2005, the number of taxes in Georgia decreased from 22 to 6. The tax rates
represented the following: Income Tax (personal income tax) 20%; Profit Tax (corporate tax) –
15%, since 2017 it applies only to the distributed profit; Value Added Tax – 18%; Excise – varies
based on the types of goods; Property Tax up to 1% and is based on self-assessment; customs duty
– 0%; 5%; 12%. In addition, substantial institutional reforms were performed such as establishment
of the integrated Revenue Service in 2007 replacing Tax and Customs Departments and Financial
Police, introduction of customs and tax risk management systems, introduction of electronic filing of
tax returns, unifying tax payment code, reorganization of tax dispute resolution system, improved
taxpayer services and streamlined tax administration that decreased the time and cost of paying
taxes. For example, as a result of introduction of unified single tax payment code total savings to the
government and private sector accounted for 15 mln. USD annually (USAID G4G Tax Payment
Simplification Impact Study). See Appendix 7.

These reforms also contributed to improving

Georgia’s rankings in Paying Taxes Category of Doing Business Survey (from 160 in 2006 to 22 in
2017).
The IMF and WB have been providing technical assistance to the Revenue Service in reforming its
institutional set up, operations and building capacity.
For instance, the IMF developed an assessment methodology - Tax Administration Diagnostic
Assessment Tool (TADAT) which was used to evaluate tax administration in various countries and
develop recommendations to improve their capacity. In 2016, on Revenue Service’s request, the
IMF mission visited the Revenue Service to assess its performance. The results of the survey were
used to define the reform priorities (Appendix 4).
Human Development Index of Georgia - Human Development Index is a composite statistic of life
expectancy, education, and income indices used to rank countries into four tiers of human
development. Georgia’s HDI value for 2012 was 0.745—in the high human development
category—positioning the country at 72 out of 187 countries and territories. Between 2005 and
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2012, Georgia’s HDI value increased from 0.713 to 0.745, an increase of 5 percent or average
annual increase of about 0.6 percent. The rank of Georgia’s HDI for 2011 based on data available in
2012 and methods used in 2012 was– 75 out of 187 countries. In the 2011 HDR, Georgia was
ranked 75 out of 187 countries.
Table 6. Human Development Report, 2013
Year Life

expectancy Expected years of Mean years of GNI per capita HDI

at birth

schooling

schooling

(2005 PPP$)

value

1980

69.7

12.9

N/A

6849

N/A

1985

70

12.9

N/A

8136

N/A

1990

70.5

12.9

N/A

6134

N/A

1995

70.7

10.9

N/A

1684

N/A

2000

71.8

11.7

N/A

2064

N/A

2005

72.8

12.5

12.1

3650

0.713

2010

73.5

13.2

12.1

4460

0.735

2011

73.7

13.2

12.1

4727

0.740

2012

73.9

13.2

12.1

5005

0.745

Source: http://hdr.undp.org/sites/default/files/Country-Profiles/GEO.pdf
Economic Freedom - As a result of Relations with the WB and IMF, several reforms in the
different field of economy have been implemented. For example:
Several Liberal labor legislation simplified the relations between employers and employees. As a
result of the reform, ”Heritage Foundation” and other analytical centers recognized the Georgian
Labor Code as one of the most liberal in the world, because it significantly reduced hiring and firing
expenses.
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Georgia offers the most simplified procedures for registration of business, property, for getting
different documentations via “One-Stop-Shops”, where the most procedures could be done online. Doing Business 2012 report (WB) placed Georgia 16th in terms of Ease of Doing Business
index (up from 112 in 2006), naming Georgia as the top reformer amongst the 174 countries over
the last 5 years. Georgia is amongst the leaders in other ratings, namely, registering property – first
place; Dealing Construction Permits - 4th place, starting a Business - 7th place; Getting Credits - 8th
place (Doing Business, 2012). According to the Doing Business 2017, Georgia was promoted to the
9th place (Doing Business, 2012).
With regard to the Index of the Economic Freedom, presented by the Heritage Foundation, Georgia
is at the 13-th place in the World and 5-th place in Europe according to the economic Freedom
(For.ge. 2017).
As to the index of economic Freedom, the rate of Georgia in comparison with 2016 improved by 10
positions (23-th place in 2016), and for 21 position in comparison with 2012 (34-th place in 2012).
The economic status of Georgia is: “Mostly Free”, and the score of the whole index is 76, which is
higher in comparison of the previous year for 3, 4 and in comparison of 2012 for 7 scores.
According to the report of 2017, the index of economic freedom in comparison of 2012 has been
radically improved in the following directions:
• Property protection rights
• Fiscal policy
• State expenditures
• Monetary Freedom.
Licensing and permits – Around 90% of the permits and licenses have been reduced as a result of
regulatory reform. The procedures of issuing licenses and permits were simplified to reduce the
regulatory burden on the businesses, the “One-Stop Shop” and “Silence is Consent” principles were
introduced. According to the latter in case, person is not notified with argumentation rejection about
issuance of license in limited framework, the license is considered as issued from the relevant body.
The new Law on Issuance of Licenses and Permits that was introduced in 2005. The approval
process for building a warehouse in Georgia is now more efficient than in all EU countries except
Denmark.
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One of the examples of the permits simplified was construction permit. In 2005, the construction
sector, was considered one of the most corrupt government sectors. Civil servants who worked
within the Tbilisi and regional permitting offices were underpaid, lacked sufficient training, and had
little knowledge of construction regulations and how to apply them to the permit applications that
they reviewed. Coupled with the private sector’s lack of knowledge of the same regulations, this
meant that corruption was rampant, and the costs of building legally in Georgia were extensive and
unclear. Illegal construction throughout the country was common, if not the norm, compromising
safety and standards. As a result of the reform, the procedures for getting a construction permits
were dramatically simplified and it requires just 3 procedures. The time for getting the construction
permits was sharply reduced (USAID Georgia Business Climate Reform (GBCR) Final report).
According to Doing Business 2012 (WB) Georgia is the best performer in the Eastern Europe and
Central Asia (ECA) region and places on 4th position in the world. The number of procedures and
days, the cost (% of income per capita) is much lower, than in ECA region and OECD countries.
Trade facilitation – Significant reforms were implemented in the area of customs and trade
facilitation. Before the reform that started in 2006, regulations, standards, and procedures to obtain
customs permits were complex and non-transparent. Phyto-sanitary and veterinary permits were
needed for products that are no risk and not subject to such controls in developed countries. Permits
were required for several customs regimes, including inward processing relief, outward processing
relief, customs warehouses, and shipping of goods within a customs territory. Obtaining a permit
required numerous visits, to several different government agencies, and/or several offices within one
agency. In the absence of clear procedures, customs officers were using the ambiguity in their favor.
For example, to obtain a permit to operate a customs warehouse, an applicant had to visit numerous
offices at the Customs Department. So many offices were involved because each of them had to
approve some procedures or documents. Procedures were unclear, duplicative, time-consuming, and
expensive, with numerous opportunities for corruption.
Before the reform, customs administration was arbitrary, disorganized, nontransparent and
extremely unfriendly. Public perception survey showed that customs agency at that time was
considered as the most corrupt agency in Georgia. The Revenue Service did not exist and separate
Tax and Customs Departments as well the financial police were individually responsible for tax and
customs administration and enforcement. The three agencies had overlapping mandates with no
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regular means of communication and coordination. The similar ambiguity was appearing at the
border, so it was not at possible for traders to be customs compliant.
It was no risk management in place, the process of allocating resources where the risks of noncompliance are greatest, did not exist in Georgia. All shipments of imports and exports, regardless
of the risk were subject to 100% inspection. 100% inspection was unrealistic taking into account the
time and costs associated with this approach.

The superficial methods used in the process

accomplished little other than to create opportunities for corruption.
The submission of the document was paper-based and required significant number of document to
be presented at customs. Customs officers were authorized to request submission of up to 23
specifically identified documents. Importers could not determine in advance how much customs
duty they had to pay, since customs did not follow WTO customs valuation rules. Dispute resolution
process was so complicated that could be implemented in practice. There was no incentive for
voluntary compliance or disclosure. Companies that might make honest mistakes and attempted to
disclose errors to the customs administration were severely penalized. Finally, there was no publicprivate dialogue mechanism or platform for communicating and sharing feedback between the
private sector and customs administration to facilitate meaningful reform.
As part of the reform, customs tariffs reform significantly simplified and reduced the compliance
costs. The import duty was abolished for the 90% of products and only 3 customs duty rates
remained instead of previous 16. Currently 86% of customs duty lines are duty-free compared to
26% in 2005. Modern Customs Clearance Zones were introduced and customs clearance procedures
were significantly expedited.
The Risk management was introduced via regulatory reform, the Gold List program, and post
clearance control that created more effective and less burdensome for the businesses customs control
system. Simplified procedures have been introduced for almost all customs regimes including
customs warehousing, inward processing relief, outward processing relief, temporary importation,
export, re-export, and returned goods release. Documentation requirements have also been clarified
and dramatically reduced in number.
The introduction of the risk management and training of customs officials has allowed Georgia to
dramatically improve the environment for cross border trade. Today at the Azerbaijan/Georgia
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border crossing, customs procedures are simplified and the most goods are cleared by customs in
less than two hours.
The Gold List program, the program that is considered as a simplified version of the WTO program
– Authorized Economic Operators (AEO) now enables eligible high-volume importers to e-file their
declarations, clear their goods at their own facilities without going to a customs warehouse, and
post-pay duties and other taxes due at the border. It should be note that for the first time, the post
clearance control measures have been introduced and are necessary to offset the potential increases
in non-compliance that could result from significantly reduced physical examinations and promote
voluntary compliance. Due to the new rules and risk criteria as the basis for inspection, physical
inspection for import has been decreased to 10-15 percent inspection and 13 percent for export, the
time required for release of goods has decreased to two hours on average, down from three days, and
85 percent of all shipments are cleared through the yellow channel, requiring only documentary
checks. The dispute resolution process has been significantly improved and now consists of two tiers
– one at the Revenue Service level and another one at the Ministry of Finance level. The voluntary
disclosure has been introduced. Businesses can now amend customs declarations without being
penalized. Various public-private dialogue platform were introduce to involve private sector
stakeholders in the reform process (USAID GBCR Final Report, 2009).
These above-mentioned reforms were supported by various donors. Significant support was
provided by the USAID, IMF and WB.
It is also important to mention Georgia’s progress regarding the WTO Trade Facilitation Agreement
(TFA) that Georgian Parliament ratified at the end of 2015.
The TFA contains provisions for expediting the movement, release and clearance of goods,
including goods in transit. It also sets out measures for effective cooperation between customs and
other appropriate authorities on trade facilitation and customs compliance issues. It further contains
provisions for technical assistance and capacity building in this area.
The implementation milestones for Georgia:
All requirements except once specified below under category B and C are applied according to
“category A” meaning immediate implementation of requirements.
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Disciplines on fees and charges imposed on or in connection with importation and exportation will
be implemented according to “category B” meaning that Georgia will have 3 year transitional period
for implementation.
AEO concept and pre-arrival processing of documentation for transit goods will be implemented
according to “category C” meaning that Georgia will have 3 year transitional period for
implementation but additional assistance and support for capacity building is requested by Georgia.
Georgia has already implemented the following activities to comply with the WTO TFA:
Notification Category A
1. Customs Post-Clearance Audit
TFA Article 7: Release and Clearance of Goods; Paragraph 5: Post-Clearance Audit
2. Trade facilitation System (TFS)
TFA Article 10: Formalities Connected with Importation, Exportation and Transit; Paragraph 4:
Single Window.
Notification Category C
3. Implementation of Authorized Economic Operator (AEO) concept
TFA Article 7: Release and Clearance of Goods; Paragraph 7: Trade Facilitation Measures for
Authorized Operators.
It would be interesting also to analyze the foreign trade of Georgia, as a member of WTO after the
war and economic crisis.
Table 7. Georgia’s Foreign Trade
Year
2011
2012
2013
2014
2015
2016

Volume (mln.)
9.247
10.219
10.784
11.457
9.928
10.700

Change (%)
+36
+11
+6
+5
-13
+13

Source: GeoStat.ge
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The biggest trade partners were Turkey (1517 mln. USD), Russia (789 mln. USD) and Azerbaijan
(783 mln. USD) (GeoStat.ge).
Georgia-EU Trade Relations - Taking into consideration the fact, that Georgia and all EU member
states are members of the WTO, country gained an opportunity to sign the trade agreement with EU,
accordingly, since 2014, Georgia is part of the European Union's Free Trade Area, with the EU
continuing to be the country's largest trading partner, accounting for over a quarter of Georgia's total
trade turnover (European Commission, 2016). Following the EU trade pact, 2015 was marked by
further increase in bilateral trade, whereas trade with the Russian-led Commonwealth of
Independent States (CIS) decreased by 22% (Civil Georgia, 2015).
In this regard it is interesting to point out about foreign trade of Georgia in January-March, 2017,
when volume of trade was 2 285 mln. USD, which is higher for 18% in comparison of the previous
year (GeoStat.ge). Export was 577 mln. USD, which is higher for 30%, and import 1708 mln. USD
(more for 15%). Negative trade balance was 1132 mln. USD, which is 50% of the foreign trade of
Georgia.
Within January-March 2017, the foreign-trade turnover with EU was 641 mln. USD, which is higher
in comparison with previous year by 26%, export 159 mln. USD (More for 44%), and import 481
mln. USD (more for 21%).
On the share of EU, was coming 28% of the foreign trade of Georgia, the same 28% was coming on
the trade deficit of Georgia (GeoStat.ge).
In 2017 based on preliminary data, GDP growth was 4.9%, tourism was increased by 28%,
Georgia’s export increased by 29% and current trade balance deficit decreased from 12% to 7%. At
the same time, budget deficit decreased from 4.9% to 3%. Within the 5 year’s period according to
the Global Competitive Index 2017-2018 in the macroeconomic environment category Georgia’s
position improved by 89 places and country moved from 137 to 48 place (WEF, 2018).
While reviewing economic reforms of Georgia supported by various donors including the IMF,
WTO and WB, it is important to learn regarding the attitude of Georgian businesses towards these
reforms.

In 2016, USAID G4G conducted Business Perception Study (USAID G4G Business

Perception Study) that aimed to accurately assess the perceptions of businesses on the policy
environment.
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As the research results revealed, the majority of businesses are aware of economic reforms
undertaken in Georgia (77%). The tax reform (90%), land registration reform (80%) and pension
reform (70%) are the areas with the most awareness.

Access to information about ongoing

economic reforms has been evaluated as easily accessible (54%) or relatively accessible (38%).
Only six percent of inquired businesses have concerns with the accessibility of information. The
internet (59%) is a primary source for information. According to the survey 25% of the companies
did not experience any hindrances in their day-to-day operations. Many companies stated that their
major challenge is the high interest rates for loans (31%). More than a half of interviewed business
representatives stressed the importance of improvement of taxation policy and rates (57%). The
second on the priority list is access to affordable finance (48%).
A large number of the companies surveyed view the process of the audit as quite simple (5%- very
simple; 35% - simple; 31% - more or less simple). In fact, the tax audit does not represent a major
hindrance in business operations for the majority of businesses. Also, most of the companies
declared that submitting tax declarations and obtaining tax refunds are simple or very simple.
According to businesses which have been exporting/importing during 2015, the majority (74%)
claim that currently customs fees are reasonable. Customs procedures have been evaluated by the
majority of the survey participants as transparent (94%) and convenient for their company (92%).
The companies believe that sufficient information is available on customs regulations to ensure
compliance during import or export (90%). Also, the majority of companies state that they have
sufficient information regarding changes to customs regulations (87%).
Overall, the results of the survey confirmed that public opinion regarding the major economic
reform are positive and well regarded (USAID G4G Business Perception Study, 2016).
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CONCLUSION
Based on the conducted research, it can be pointed out, that the hypothesis have been accepted.
Particularly, it was explained, that since the foundation, as a result of the implementation the various
projects in the different regions of the World, the IMF, WB and WTO have managed to increase
their influence on global political and economic processes including Georgia’s economic, socialpolitical development and integration of the country to the regional and global political and
economic affairs. Furthermore, as a result of cooperation with these institutions, Georgia managed
to promote its national interests. Economic, political and legal reforms executed with the assistance
of these institutions significantly contributed to pursuing national priorities and geopolitical
purposes according to global political environment. In most of the cases, the success of
collaboration with International economic and financial institutions such as the IMF, WB and WTO
depends on taking into consideration the national interests and specifics of the political and socioeconomic environment of the country from one side, and missions of the above-mentioned
institutions from another side.
As a result of the implemented research, the tasks, which were included at the introduction part of
the thesis, have been resolved.
In the framework of the first task - global governance, which is connected with the determination
the main foundations for the formation of the International Financial and Trade Institutions, their
transfer into the actors of the global governance and evolution of their functions, it was analyzed the
context of the given process.
It was shown, that in the middle of XX Century, the majority of the participants of the World
Community agreed, that for the effective development of the World Economy it is necessary the
creation of the global financial institutions, which would assist the countries in the providing the
internal stability and promoting the development of the World Trade. Those Institutions – the IMF
and WB were founded at the finance conference in 1944 and WTO, which was founded in 1995 on
the basis of GATT, which was signed in 1947. Those institutions became the key institutions of the
global finance and trade regulations. For example, the IMF and WB, in the framework of the
Breton-Woods system, promoted the reconstruction of the economies of the Western Europe and
assisted the developing countries. After the moving to the Jamaica finance system in 1976, the role
of IMF and WB as an actors of the global governance become from one side, in the coordination the
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organizational and analytical assistance of the international regulation. This function was highly
evaluated and played important role in the stabilization of the World System. From the other side,
this role was interrelated in the liberalization of the international economic relations and
introduction more neoliberal paradigms in the economy of the developing countries through the
programs of the structural reformation of their economies.
For the realization of the second task - “Effectiveness-legitimacy” dilemma, it was shown, that
one of the central problems of the International Financial Institutions and challenges for their
development is the dilemma “effectiveness-legitimacy”. There were presented possible direction of
the partly resolving the problem: More effective informing by IMF and WB the society about the
activities of the missions in the debtor-countries, publication of the materials and leading assemblies
of the executive bodies, increasing the role of them in the organizational structure, implementation
the quota reforms in IMF in 2010, more specific consideration of IMF in the different states during
the working out the reform programs.
Realization of the third task - political and economic influence, which is connected with the study
of the institutional design of the IMF and the WB, the mechanisms of the adoption the political
decisions by those institutions were shown, that IMF and WB have the influence on the
development of the countries - borrowers by the formal, and non-formal and also ideological
mechanisms. The personnel of those institutions have its own interests, which are connected with
the maximization of attractive and distributing resources and increasing the coefficient of the
successes of the realized programs and effects important influence on the all stages of the
functioning IMF and WB from the organization of the primary negotiations with the potential
borrowers till the implementation of the officially approved program.
During the consideration of the fourth task - borrower countries’ opposition, which is connected
with the research of the programs of the activity of IMF and WB in the developing states and
determination the key socio-economic problems for the borrower countries, connected with the
activities of those institutions, was shown, that the presented specific first of all includes the fact,
that during the stabilization the economy of the borrowers, Bretton-woods institutions are in the
conflict with the groups, on which is coming the basic part of the reforms.
During the realization of the fifth task – anti-crisis regulation, to analyze and evaluate the role of
IMF and WB in the regulation of the finance crisis as an institution of the global management,
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which are resolving the tasks of the political stabilization – were shown, in many cases those
institutions managed to resolve the problems but, at the same time, in XX were before the
complication of the World economic architecture, and the speeds of those changes were before the
capabilities of IMF and WB for the resolving the problems. For the adaptation to the new realities,
one of the tendencies, which were outside the frame of its regulation, was the increasing the
activation of the private speculative capital, which had its own interests, but which contradicted to
the interests of the World Economic Stability. The result of its tendency became the emerging of the
regional and world crisis, fighting with them became the serious challenge for the Breton – Woods
institutions. Despite the fact, that their potential has founded its implementation during the
regulation of the most important crisis of XX Century, energy crisis of 1973, the crisis of the global
debt 1980-1990 and World finance crisis of 1997-1998, and also first global financial crisis in the
XXI Century, the existence of those crisis points out that the potential of the global regulation was
not enough for those prevention (which formally is not included to the responsibilities of IMF).
Nevertheless, the dynamics of the events shows, that in the framework of the acting paradigm of the
regulation, mechanisms of the IMF anyway have some positive evolution, which is increasing their
potential of the anti-crisis regulation.
During the working out sixth task – IMF and WB reformation, which is connected with the study
of the problems of the reforming the international financial institutions as participants of the global
governance and the roles of the new actors on this space, it was shown, that necessity of such
reformation is recognized by many participants of the international community, due to the fact, that
it is existed the objective need in the increasing the legitimacy of the IMF and WB by the way of
more equal distribution of votes at those organizations with the taking into account the role of the
developing countries. Nevertheless, one of the main obstacles in the current situation is the position
of several economically developed states.
It is necessary to point out about the implementation of the following reforms for the improvement
the function of the IMF and WB: 1) Significant strengthening the role of the Executive Council of
these organizations; 2) Increasing transparency of procedures for the discussions of the conditions
for the crediting programs and adoption of the decisions in general; 3) Conducting open elections of
the Heads of IMF and WB; 4) Working out the mechanisms of the influence on the market of
speculative capital and determination the anti-crisis strategy; 5) Working out the new mechanisms of
the resolving the crisis of liquidity; 6) Providing the IMF and WB with the enough volume of
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resources for the implementation of its activity; 7) More deep consideration of specifics of the
individual states and in general, transition to more adequate modern conditions of the politicoeconomic paradigm of the reformation process.
In case of the foundation the new financial institutions, for example by “BRICS” states, can be
served for the reformation of the system of global governance, however, it will be depended on the
political balance of powers on the International arena.
The seventh task – building investor friendly environment was interrelated with the exploration
of the main principles of International Trade and role of the International Organization – WTO in
the establishment of the new trade regime in the World, promotion of the international business and
international trade among the different companies, role of the transnational corporations in this field,
main aspects of FDI, economic and commercial role of the companies from the Global South and
importance of WTO for the commercial and trade activities.
Based on the above-mentioned positions, it should be finally determined, that the task of the WTO is
proclaimed not achieving any goals or results, but establishment of the general principles of
international trade.
The eighth task – Georgia’s integration into the global process considers the issues, related to
Georgia, the role and place of the IMF, WB and WTO in the integration of Georgia into the global
processes. We can conclude that the main factors affected Georgia’s global integration were:
Internationalization (activation of ties among the states). Since its independence Georgia has
united into more than 100 international organizations and established diplomatic relationships with
more than 100 countries.
Liberalization (integrated economy and free movement of people, goods and services). By
joining the WTO, Georgia has introduced globally recognized principles of trade into its legislation
and practice.
Universalization (wide distribution of the material and spiritual values in different regions of
the world). With the support of the WB, IMF and WTO Georgia has introduced democratic values
and principles.
Westernization. With the support of the WB, IMF and WTO “best practice” structural reforms such
as fiscal reform, banking supervision, privation, etc. were implemented in Georgia.
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De-territorization. Due to the strategic geographical location, Georgia has been involved in
strategic regional transport and energy projects often supported by the WB and other international
financial institutions.
It is also important to highlight that with the support of the IMF and WB, Georgia managed to
promote its national interests globally.
The ninth task - key impact factors was connected with the implementation research related to the
determination the relations of Georgia with IMF and WB:
•

Influenced not only economical but also political development of Georgia;

•

Seen as actor in world politics, which promote the globalization by economic methods,
unification of mechanisms of interaction among the countries in the neoliberal paradigm;

•

Played significant role in transforming Georgia into market economy;

•

Contributed to the establishment of a new financial and political systems;

•

Supported structural reforms to maximize the likelihood that Georgia will repay the loan;

•

Through management of lending conditionality contributed to the processes of globalization
and strengthening of the idea of the importance of "good governance" for sustainable
development;

•

Faced issues on legitimacy and transparent decision making process.

The Tenth task – FTA network development was connected with the relations of Georgia with
WTO, which provided the further liberalization of the trade relations of Georgia. Due the accession
to the WTO, major WTO player-countries increased their bilateral cooperation with Georgia and
new free trade agreements have been signed. Georgia has free trade regimes with the Turkey, EU,
EFTA states, China and CIS countries. Free trade agreement negotiations with India are planned to
be launched in the nearest future.
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Appendix 1. Interview with Mariam Dolidze, Economist, WB
1. What are the major areas WB has been supporting Georgia?
It should be noted that the WB has been supporting Georgia for over two decades in the
implementation of major reforms. Over last several years, the WB has been supporting Georgia in
implementing its four-point reform agenda, which includes tax administration reform, infrastructure
projects, good governance reforms and an improvement of the education system.
2. What instruments (programs, projects) World Bank use to assist Georgia?
Major instruments include investment lending, adjustment lending and other non-project lending,
WB guarantees and other financial products. WB activities are based on the 4 year country
partnership strategies and 5 year country strategy framework. For the small size procurements the
WB acknowledges Georgia’s procurement rules. Usually, the WB administers other donors’ funds
through the trust funds.
3. How World Bank operates?
WB develops 4 year country partnership strategies and its completion reports and 5 year country
strategy framework and its completion report.
4. What are the recent developments?
Before 2014 Georgia was part of IDA and was eligible to concessional loans. Since 2014, based on
the defined methodology (increased GDP per capita and calculation of SDR inflators), Georgia
grand mothered from IDA to IBRD. The latter, resulted in changing lending terms for Georgia
(increased rates and reduction of concessional periods). It should be noted that in the transitional
period (2012-2014) both IDA and IBRD instruments have been used.
5. What are the major challenges?
Georgia has to move to the new system with the condition of co-investment form the Georgian
Government. Usually, the rate of co-investment differs from country to country. Azerbaijan is
actively using this mechanism.
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Appendix 2. Interview with Giorgi Muchaidze, Executive Director of the Atlantic Council of
Georgia
1. What are the main characters of the World Political Order in contemporary period?
World is becoming increasingly multi-polar as US and EU are getting more inward-looking. The
international law based world order is challenged by resurgent Russia. as well as renaissance of
autocracy and radical groups worldwide. This happens on the background of declining popularity of
mainstream parties that in the eyes of big part of electorates of many countries, especially western
democracies, are failing to ensure equal opportunity, middle class prosperity growth and prevention
of mass illegal migration. Economic uncertainty feeling runs deep and after financial crisis of 2008,
from which many countries have not fully recovered, there is a disbelief that mainstream parties can
tackle economic problems. Closing the borders, increasing tariffs and protectionist policies are
becoming more popular.
2. What are the main characters of the World economic Order in contemporary period?
Free trade is still main driving force, but the concept of governmental non-interference in business
sector is seriously challenged, as recent financial crises have shown that market self-regulation is not
working and smart regulations are necessary to prevent predatory and/or stupid behavior which can
cause bankruptcy too-big-to-fail corporations that could easily trigger worldwide economic crisis.
3. How can you imagine the Role of Georgia in the modern political and economic World?
Georgia must have economic strategy, which will identify sectors that can curve out the niches in
international market are potentially profitable in the long term. It should support this process not
through protectionism, but smart incentives and regulations, as well as co-financing of research and
development and basic business and marketing skills acquisition. At the same time, government
should create permanent consultative body with business sector, and ensure that all business laws
and regulations are worked out with involvement business sector stakeholders. Special emphasis
should be made on small and medium enterprise development and competitiveness. Government
must support establishment of vocational training institutions and should restructure entire education
system to ensure that it complies with modern standards and supports the real needs of the market.
Agricultural sector can be just one, but not the main industry that generates the GDP growth.
Services and innovation oriented economy must be given preference to stimulate Georgia's
transition from developing to developed country.
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As for political role, Georgia should punch well above its weight through consolidating its young
and fragile democracy and giving the inspiring example for countries in the region to follow. Further
efforts must be made to increase its status and capacity as an energy and other commodities
transportation corridor and logistics hub. Active involvement in NATO and EU peacekeeping
operations should be maintained to cement Georgia's status as security contributor and reliable ally
that will facilitate speeding up its integration in these organizations.
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Appendix 3. Interview with Nino Chokheli, USAID G4G Deputy Chief of Party
1. What do you think regarding the WB involvement in the economic reform process?
WB supports the implementation of the systemic reforms in Georgia. I would highlight the Land
Registration Reform and Pension Reform. Both of the reforms address the root causes of Georgia’s
low economic development and poverty.
The deficiencies related to agricultural land registration and titling remains the significant
constraining factor for the agricultural and rural development in the country. It prevents the
development of the secondary land market, consolidation of the land plots, investment in agriculture
and overall agricultural development. The solution to the problem is the systemic land registration,
which implies proactive land registration by the Government and participation of all owners of land
plots within the larger land blocks to agree on the borders. To address this issue WB issued the USD
2,5mill loan to the Government to implement the pilot project in selected municipalities to be
followed by the country wide rollout.
The Pension Reform implies the introduction of the so called Second Pillar of the pension system.
This is a mandatory defined-contribution scheme with participation of employee, employer and the
Government. The reform on the one hand will address the problem of decent living conditions after
retirement and on the other hand will create the long term financial resources in Georgian Lar and
trigger the capital market development.
2. What are the main challenges in your view?
Very often the reform implementation implies several Ministries and state agencies. Effective
coordination between various beneficiaries is usually poses a problem.
Also the level of technical capacity of involved institutions as well as uneven capacity of involved
institutions might impede the smooth implementation of the reforms.
The reshuffles in the Government can seriously impede the reform process. Even though the same
political team might stay in power, the changes in the Ministries’ leadership might result in revising
the priorities and reform agenda.
3. What are the lessons learned?
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The reforms should be based on prior analyses. Ideally the impact assessment should be conducted
in order to identify the stockholders, possible impact on them as well as the impact on
macroeconomic indicators.
Another important precondition of the reform success is the inclusive policy-making process. The
stockholders should be involved in the dialoged process from the very beginning.
Before initiating the reform the implementation capacity of the relevant institutions should be
carefully studied and awareness rising and capacity building done as necessary.
Building the allies among the stakeholder groups including the donor community is important to
advocate for the reform with unified voice.
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Appendix 4. Interview with Maia Daiauri, Tax Advisor, PMCG
1. What do you think regarding the IMF involvement in the tax policy and
administration formations process?
The IMF is providing technical support to the Revenue Service from 2012. In recent years supported
areas included:
Unified treasury code. IMF expert examined the new system simplifying for users of governmental
services payments to the treasury and provided recommendations on further improvements.
Voluntary compliance. The IMF experts consulted on a strategy to raise voluntary compliance of
taxpayers and on a comprehensive action plan, outlining particular activities implementing the
strategy. Recommendations covered as well the issues surrounding audit procedures and strategies.
Risk assessment model. The IMF experts evaluated risk assessment methodology of the RS and
provided recommendations.
Thorough assessment of the performance. In 2016, on Revenue Service’s request, the IMF mission
visited the Revenue Service to assess its performance under the TADAT which sets a baseline of tax
administration performance that can be used to determine reform priorities and, with subsequent
repeat assessments, highlight reform achievements. Embracing more transparency, the Revenue
Service consented to make report publicly available. To view the report, one may proceed to the
following webpage: http://www.tadat.org/files/Georgia_Final_PAR_2016.pdf.
The TADAT methodology measures, in particular, integrity of the taxpayer base, risk management,
supporting voluntary compliance, timely and accurately filing and payment of taxes, effectiveness of
dispute resolution and of revenue management, as well as accountability and transparency of the RS
to the government and society.
As the assessment is evidence-based, the process evolved in close collaboration with intense
involvement of Revenue Service officials of various ranks. The final report highlights, that the IMF
mission highly appreciated the willingness of the Revenue Service to embrace innovations,
particularly the extensive use of modern information technology applications (taxpayer portal, efiling, e-payment, tablets for district tax officers) and the variety of taxpayer service (call center,
service centers, ‘privé’ tax advisor program). The mission also identified as strengths the existence
of Effective advance payment system, Emerging focus on compliance risk assessment and
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management, Good engagement with taxpayers (public rulings, open door days, student education
program), Simplified systems for small taxpayers and accessible and independent dispute resolution
mechanism.
2. What are the main challenges in your view?
TADAT assessment particularly highlighted main strengths and weaknesses in the system of
Georgian Revenue Service. The main challenges could be seen in the identified list of main
weaknesses which include: poor organization-wide operational planning and performance
monitoring; lack of control of the tax register (which is under direct control of National Agency of
Public Register, the NAPR); Low filing compliance rates with inadequate follow-up of non-filers;
design and operation of the VAT refund system with consequent accumulation of unpaid VAT
credits; Very restricted access to bank account data; large and growing stock of old and uncollectible
arrears; No focus on institutional risks; general failure to evaluate impact of initiatives (satisfaction
surveys, impact of audit and compliance mitigation programs).
One of the challenges identified under the TADAT assessment, namely the lack of assessment of tax
expenditure, was once reconfirmed by another IMF mission, providing technical assistance to the
Ministry of Finance, delivering the Fiscal Transparency Evaluation, based on the IMF’s Fiscal
Transparency Code. It was identified that there is no systematic reporting of the overall costs of
existing and new tax expenditures in budget documents or fiscal reports during presentation of tax
laws to parliament. One of the eleven recommendations in the report was to assess and publish an
estimate of revenue foregone from tax expenditures in the budget documentation, including
individual costs for the major measures as well as the groups and sectors benefiting from
exemptions, and establish control over or budgetary limits for their size. Significant uncertainty
relates to the size of exemptions for VAT purposes.
3. What are the lessons learned?
Following the TADAT assessment, the RS issued the first long-term Strategy document (for 20172020). Based on the Revenue Service request IMF provided as well expert opinions on longstanding
problematic issues identified in the assessment report, such as operations planning, indicators to
measure performance and management reporting. Obviously, the assessment raised awareness
among Revenue Service officials not only on existing problems in the system, but also on the best
practice and on the positioning of the Revenue Service on the way towards the best practice.
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Appendix 5. Interview with Kakha Gogolashvili, Rondeli Foundation
1. What are the main characters of the World Political Order in contemporary period?
Contemporary World Order per se is still based on UN and OCSE (at Euro-Atlantic level)
principles - respect for sovereignty, equal rights of states, territorial integrity, right for self defense,
but also recognition of inviolability of human rights and respect for fundamental freedoms. Indeed,
established multilateralism, through which the New World Order is instrumentalised, slides towards
growing crisis. The reason (among other problems) is the resurgent Russian revisionism,
isolationism and assertive move towards recourse of force and threat of force in the international
relations. The crisis of the new order is also well observed within the UN Security Council, which
increasingly faces difficulties in adopting decisions. Its post WWII shaped structure has become
obsolete and cannot reform. The lack of consensus and lack of instruments for enforcement of
decisions is puts the OSCE based European order under the threat of collapse too.
2. What are the main characters of the World economic Order in contemporary period?
New economic order is characterized by liberalization of trade, investments (WTO), internalization
and cohesion of the financial markets, growing role of IFIs in supporting monetary stability and
structural reforms, economic and financial stability and development. Indeed, growing poverty and
inequality in distribution of wealth on individual level, as well as between nations challenges the
economic stability worldwide. Openness of the markets and growing interdependence of states
makes difficult localization of distortions and increases risk of spillover of crisis from one country to
another, whet it breaks. Technical progress reduces costs of production but threatens the advanced
economies with unemployment because of robotizing of production process. Ageing of population
in advanced countries and demographic balance shift also threatens economies of advanced
counties.
3. How can you imagine the Role of Georgia in the modern political and economic World?
With a weakening multilateralism and reappearance of power politics (mainly by Russia) Georgia as
a small country cannot survive being a sole rider. It lacks economic and military resource.
Integration into the Euro-Atlantic and European structures, if secured, could provide necessary
umbrella – military security (in case of NATO) and economic stability, stability of institutions
anchoring democratic reform and

sustainability (in case of EU especially).

Exercising its

geopolitical and geo-economic advantage Georgia can from one side become a credible partner and
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attract interest (so securing protection) of the democratic community/western powers, become
transport and economic hub between Europe and Asia. Advancing on the European Integration way
Georgia can gain its stake on EU markets and achieve stable economic growth. Europeanizing
Georgia, can also become an example and inspire and positively influence the countries of the
region.

147

Appendix 6. Interview with Vladimer Papava, Rondeli Foundation
1. After the collapse of the Soviet Union, do you think the WB and IMF played positive or
negative role in Georgia’s political and economic development?
There is no simple answer to this question. Overall, these organizations had positive impact.
However, in some cases serious mistakes were made and it is natural, since employees of these
organizations despite their high status are an ordinary people. At the same time, as the former
Minister of Economy I can say that if not the IMF and WB, Georgia would make much more and
more serious mistakes than it made.
2. Do you think Georgia’s membership in the WB and IMF was important to Georgia’s
integration in the global political and economic processes and why?
The IMF and WB played significant positive role in Georgia’s integration into the global processes
since the world political order usually is based on international financial institutions. It should be
noted that between the IMF and WB, informally, the IMF has the leading role since it works on
macroeconomic stability, while the WB deals more with the sectoral projects and reforms.
Naturally, if there is no macroeconomic stability in the country, no other economic sectors will be
developed. And of course, macroeconomic order established with the support of IMF is not ideal,
however, Georgia is not a country which cannot take into account IMF rules since we don’t have oil,
significant reserves of gold and therefore, cannot be an independent player. We need international
integration and the only way for us to be integrated into these processes is to share the scheme
developed by the IMF. Can we criticize the IMF? The answer is yes, however, without the IMF and
WB, we will not be successful on this path since Georgia is not a part of Great 7 Countries or part of
BRICS. We can, though, state our position. There are only two ways for us: either we are part of the
world financial order or we are not. If we are not part of the order than it is much worse choice since
it includes corruption, poverty. However, if we part of this order, it is not enough to be successful, it
is a minimum requirement. If country is not motivated to use this order for the good purposes, then,
it is not due to the order.
3. What were the major areas the WB and the IMF had been supporting Georgia?
IMF works on macroeconomic stability with the GoG and Central Bank. Its recommendations and
programs are directly related to the macroeconomic stability, exchange rate, inflation, monetary
reserves. As for the WB, it covers almost all sectors of economy including healthcare, education,
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energy, privatization, agriculture, judiciary, etc. The areas of IMF and WB are not overlapping,
however, if the requirements of the IMF are not fulfilled, it does not make sense to have the WB
programs.
4. In your opinion, how relationship of Georgia with the WB and the IMF has been
developed (transparency, decision making, structural reforms, etc.)?
There is no unified answer. For example, Georgia before joining the IMF asked the IMF to help with
the establishment of national currency; the IMF rejected and advised Georgia to stay in the “ruble”
zone. At the same time, later when Georgia was fighting hyperinflation, the IMF supported Lari
reform which turned out to be the most successful one. This reform was conducted with high degree
of transparency. However, it was some cases when the IMF was not transparent or was exceeding its
mandate. For example, IMF was requesting Georgia to establish Anticorruption council which was
not a part of the mandate of IMF. It is structural institutional reforms and is not related to the IMF. It
is more related to the WB competence. It was some mistakes related to the taxation of the
agricultural products, some of the decisions were not relevant and I describe these in my book. I was
criticized for this. There is conflict of interest, you know that the IMF mission that covers Georgia
does not include Georgian citizens. IMF and WB employees regularly change countries they cover,
therefore, it he/she works with Kenia or Georgia, it part of his/her career. At the same time, it is my
country and I responsible for it. IMF was transparent but not always. For example, when
Saakashvili’s government decided to implement free industrial zones, IMF developed a
recommendation why these zones are not acceptable and are bad for the country. This document is
secrete. It was available only to the major political elite. At that time I was MP but not part of this
elite and this document was distributed to limited people and discussion was conducted in closed
doors where IMF explained why Georgia does not need free industrial zones. This was not
transparent. It was done because the WB gave position conclusion to this project and they did not
want to show institutional conflict.
5. What were the main challenges in 90s and now?
In 90s the most important issues was to establish statehood (state institutions, system, etc.) in
Georgia, since when Soviet Union collapsed, only one country inherited statehood and this was
Russia. In Georgia no state institutions existed, we did not even have constitution. During
Gamsakhurdia’s time technical changes were made to the soviet constitution. Georgia adopted its
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constitution in 1995. We did not have central bank, own currency, no borders, no customs, no
foreign affairs ministry, no clear laws and rules, no competent people. In case of Poland after the
collapse of the socialist regimes, Poland, Romania and Bulgaria had statehood. In this situation,
relationship between Georgia and IMF was not easy. As I said before, they refused to support
Georgia in the introduction of its own currency. It was quite a difficult process. The real program
started in 1994 when Eduard Shevardnadze (President of Georgia) understood that there is no other
way to rescue the country other than establishing relationship with the IMF and WB. And if I am not
mistaken, in February 1994, Mr. Shevardnadze went to the US to meet with the IMF and WB and
took Georgia’s development program. Unfortunately, this program did not work. However, due to
the Shevardnadze’s international reputation, the cooperation with these organizations started. At that
time, country was in the hyperinflation spiral. The objective was to suspend these negative
processes. It was a difficult period. Namely, the speaker of Parliament had an initiative to join the
ruble zone. It was after Abkhazian war. Shevardnadze did not agree with this and started formation
of the so called government of the reformers. I was among those young people who was asked to
start working on the program. I joined the GoG in June 1994. The economic team was established
and one of the key priorities was to stop hyperinflation, no going back to ruble zone, preparation for
the introduction of Lari. It was a need to establish central bank and commercial banks, tax and
customs administrations, privatization implementation, liberalization of trade and other issues which
would not be resolved without these institutions. All these reforms were implemented successfully
The situation got changed after attack on the President in 1998. The corruption became very strong
after that. There were conflicts within the team, machinations, those people who pretended fighting
corruption, themselves were involved in corruption. President could not control these processes.
You know that the next was 2003 Rose revolution. Today, our aims are different. We want to be
civilized European state… EU is the mechanism for us to get closer to EU values. The WB has been
supporting Georgia on this path. My observation is that the WB is following Georgian
Government’s decisions and is not taking critical look which damaging to the country’s
development. The question is why the IMF and WB are not criticizing country’s economic
development plan.
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Appendix 7. USAID G4G EX-POST IMPACT ASSESSMENT OF TAX PAYMENT
SIMPLIFICATION REFORM
EXECUTIVE SUMMARY
The main goal of the Revenue Service is to achieve a high level of taxpayer compliance and to
collect due taxes on a timely basis. There are a large number of factors affecting taxpayer behavior
and voluntary compliance. The simplicity with which a taxpayer can ascertain its tax obligation and
pay their taxes is one of the main levers to control a taxpayer’s behavior and the risk of noncompliance. Simplicity to understand one’s own tax obligations depends on various factors,
including the scope and complexity of tax legislation as well as existing room for differing
interpretations (or ambiguity). Simplicity also depends on streamlining administrative procedures,
which mitigates the margin for error. G4G continuously supports both fields of activities designed to
raise voluntary compliance, namely, G4G helps the Ministry of Finance to review tax legislation in
order to improve/change policy or minimize ambiguity, and the RS to improve tax administration
practices.
One of the reforms supported by G4G was Tax Payment Simplification reform which entered into
force on January 2016. The reform unified numerous1 treasury codes, into one single code. USAID
Economic Prosperity Initiative and G4G actively supported the reform throughout all stages of its
preparation and implementation. As the reform began to show the positive results for the RS and the
business sector, the RS has approached G4G with the request to conduct an ex-post impact
assessment of the reform.
The cost-benefit analysis approach was utilized to conduct the ex-post impact assessment. The net
present Value (NPV) of the reform was determined based on a 10-year time horizon for a 10%
discount rate.
During intensive consultations with the corresponding high-level administrative and information
technology personnel of the RS, they did not confirm that the RS incurred any identifiable and
quantifiable significant costs from the reform’s implementation. Thus, in the assessment, it is
assumed that the RS has not incurred any significant initial or further annual costs from the reform’s
implementation and NPV is determined only based on the assessed monetized benefits of the
reform.
Total reform benefits during 10 years period
151

GEL 61,710,000
Total reform costs
No significant costs Total NPV during 10 years period GEL 37,918,000
Apart from the quantifiable monetized benefits of the reform, the analysis identified the following
qualitative benefits: improvement of tax related statistics; increase in revenues for the local budgets
through improved allocation of revenues between the state and local budgets; and increase in
revenues for the consolidated state budget, that may be considered, along with the other conducive
factors, triggered by reduced compliance costs. The treasury uses a nine digit identification system.
Prior to the reform, taxpayers paid taxes identifying specific codes/digits in a payment document for
many categories in this nine digit code. The first digit identified the collector, the next four digits
identified the receiver and the last four digits identified the type of liability. The number of all
possible combinations changed many times, but immediately before the reform, taxpayers faced a
range of 125 codes, designed to identify the types of liabilities, such as taxes and customs duties,
whereas all possible combinations could amount to more than 14 000.
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Appendix 8. Interview Consents
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