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ABOUT THE PROJECT

“Capacity-building of the Georgian Leadership Community for Improved Decision-making and
Negotiation Skills” is designed to assist the Georgian government in addressing its governance
challenges. This multi-component initiative aims to introduce and reinforce modern management
skill sets, proficiency and practice among Georgian public officials. The project engages directly
with middle level public servants and civil-society representatives through practical in-service
training in policy development and negotiation techniques. Apart modernization of the Georgian
public administration and public policymaking, the project activities seek to deliver actionable
policy documents on the issues of national importance. The project activities and the policy
initiatives will be consistent with and supportive of principles of gender and diversity equality.

The program is funded by the Swedish International Development Agency (SIDA). The
Georgian Foundation for Strategic and International Studies (GFSIS), along with its
principal partners - the Swedish Institute for Public Administration (SIPU International)
and the Estonian School of Diplomacy (ESD), is the main implementer of the program.

The program will promote a likeminded leadership culture that is accountable and oriented to
meeting the needs of the Georgian society. Furthermore, the program aims at strengthening the
Georgian government capacity in decision-making, as well as increasing its transparency and
flexibility in responding to the changing circumstances. In addition, this initiative intends to
improve organizational cooperation among the Georgian public sectors and the country’s
interaction with other states and international organizations.

The program, which will be implemented during four years (2009 — 2013), includes the following
components:

e Training for government officials in policy and negotiation techniques. Selected Georgian
public servants will complete an eight-month intensive training program in public
administration, policy planning and negotiation techniques. Georgian, Swedish and Estonian
experts will conduct the training. Furthermore, under the guidance of GFSIS mentors, the
participants will work on the issues pertinent to the country development policy. The training
will be followed by a public discussion of the policy papers and a study visit to Estonia. The
best five papers will be published in Georgian and in English. There will be five training
groups in total with approximately 25 participants in each group.

e Under the training of trainers (ToT) component, six to nine Georgian professionals will develop
the curriculum and teaching materials in the public administration, policy planning and
negotiations in Georgian in order to conduct similar training in the Georgian language in the
future.

e Professional development training for HR managers is designed to contribute to the introduction
of the best practices in human resources management within the Georgian public service. The
component will include needs-based training sessions on professional development and a study
visit to Sweden.

o A knowledge and resource sharing component ensures the sustainability of the program through
promoting greater communication, knowledge sharing, consultation and collaboration among
public-policy stakeholders across the Government of Georgia and civil society. Under this
component, a project website will be established and a number of alumni retreats will be
organized.
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SUMMARY

The main goal of this policy paper is to study the major problems which prevent the
development of fullfledged relations between Georgia and the Islamic Republic of
Iran, and to evaluate the possibility of establishing commercial relations in order to
increase the attractiveness of Georgia as a transport corridor for Iranian cargo

carriers.

The main problem is that the low level of existing political and commercial
relations between Georgia and Iran is not representative of the two countries’ real
potential. The main obstacles to deepening relations are the current international
political situation, which has attributed completely different roles and positions to
Georgia and Iran; the absence of a regular and bilateral political dialogue between
the two countries and a consequent lack of mutual confidence; the increasing level
of alienation and the reduction in trade which the current "non-dialogue" relations
have resulted in; the passivity of the intergovernmental Common Economic
Commission (particularly during the past decade); a level of activity insufficient to
justify the commercial promotion of Georgia as a transit corridor for Iranian cargo
carriers; the poor quality of transport infrastructure; the high rate of corruption in
the countries of the transit corridor; the complexity of border crossing procedures;

and the absence of common regional tariffs (“through tariffs”).

In order to increase the level of activity of relations between Georgia and Iran, the

following measures should be implemented:

e Factors which Iran finds sensitive should be taken into consideration when
establishing strategic partnerships between Georgia and the West. Mutual
confidence between the two countries must also be strengthened by engaging
in constant political dialogue; such dialogue must exist at every level,
especially between the countries' Ministers of Foreign Affairs, and, most

importantly, bilateral consultations should be held at least once a year.

e The intergovernmental Common Economic Commission (CEC) must be
reactivated, as this would allow the planning of projects in the energy sector

and would help increase the turnover of commercial relations.
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e Georgia's potential for transit must be promoted in Iran. Transit infrastructure
must also be improved, border crossing procedures must be simplified, and
trilateral negotiations must be held between Georgia, Azerbaijan and Iran in
order to tackle the problem of corruption in Azerbaijan and to establish

common regional tariffs (“through tariffs”).

Of the above-mentioned measures, priority should be given to reactivating the CEC
— which along with regular political dialogue between the two countries will offer
the best value for money in a short period of time. This measure is also easy to

implement in terms of administrative and political requirements.

INTRODUCTION

Relations between Georgia and Iran are centuries old, and the Islamic Republic of
Iran was one of the first countries to recognize Georgia's independence, with

diplomatic relations being established between the two on the 15th of May 1992.

Georgian-Iranian relations in the 1990s were positively dynamic in every
sphere. Some high-level meetings took place: The former President of Georgia
Eduard Shevardnadze visited Iran in 1993 and his Iranian counterpart Ali Akbar
Hashemi Rafsanjani came on an official visit to Georgia in 1995. In 1996,
Shevardnadze made another official visit to Iran in order to attend the official
opening ceremony of the Mashhad-Sarakhs-Tajan railway line to Turkmenistan —
visit during which he met Rafsanjani. The former Minister of Foreign Affairs of
Georgia, Irakli Menagarishvili, visited Iran three times (in 1996, 1998 and 2000),
and his Iranian counterpart Ali Akbar Velayati came to Georgia in March 1996.

Ever since, regular political consultations have taken place between the deputies of
the Ministers of Foreign affairs of both countries — consultations during which
positions regarding the co-operation of the two countries and problematic
international issues would be discussed. Georgia and Iran have co-operated actively
within the framework of the intergovernmental Common Economic Commission
(CEC). Since 1994, four sessions of this Commission have been held sequentially
in Thilisi and in Tehran, and several important economic, commercial, cultural,

scientific and educational agreements were signed during these meetings. The
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fourth session of the CEC was held after a pause of 8 years on 25-26 April 2005,

and was attended by the Iranian Vice-president Mohammed Reza Aref.

Relations between the two countries have continued to be positive and dynamic
during the past decade. In April 2001, the Georgian parliament’s Speaker visited
Iran, and in May of the same year the Georgian Patriarch Ilia II visited Tehran and
Isfahan. The head of Iran's Supreme National Security Council, Hassan Rowhant,
came on an official visit to Georgia in June 2001, and in July 2004 the President of
Georgia Mikheil Saakashvili visited Tehran — thus proving Georgia's willingness to
continue to develop close and friendly relations with Iran. But in 2005, when
Mahmoud Ahmadinejad became president and the conservative party came to
power, relations between the two countries worsened. This cooling down of
relations was not reversed by the meeting of the two countries' presidents on 16
September 2006 during the UN's General Assembly in New York, and the
Ministers of Foreign Affairs of both countries were unable to improve relations
during their visits (the Georgian Minister of Foreign Affairs, Gela Bejuashvili,
went to Tehran in October 2006, and his Iranian counterpart Manouchehr Mottaki

visited Tbilisi in January and September 2008).

The reason for this could be the political choices that Iran made after Mahmoud
Ahmadinejad became president viz. the immediate reversal of former president
Khatami's political reforms, which had considered easing relations with the West.
This change created a new international situation which in turn dictated different
roles, places and means of development in both countries. It is also remarkable that,
despite major differences, there are no incompatible positions in the two countries'
relations. With regular dialogue it becomes possible to harmonize positions, which
in turn could strengthen the fight against alienation and encourage attempts to
rebuild confidence between the two. All this would help to reactivate commercial

relations between Georgia and Iran.

Renewing dialogue was precisely the main purpose of Georgian Minister of
Foreign Affairs Grigol Vashadze's visit to Tehran, which took place on 18 January
2010. During this visit, Vashadze invited his Iranian counterpart Manouchehr
Mottaki to come to Tbilisi on an official, return visit. The Iranian Minister is

expected to visit Georgia in October 2010, where amongst other things he will
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participate in the planning of the 5th session of the CEC, which is to take place in
Tehran during the second half of 2010.

Iran named its Minister of Trade and Georgia its Minister of Economy and
Sustainable Development as Co-chairmen of the CEC. Despite the slight
improvement in relations which followed Vashadze’s visit to Iran, the main
problems which hamper the development of profitable relations between the two

countries have still not been resolved.

This policy paper seeks to find solutions to these problems and to make relevant
recommendations to decision-makers based upon available possibilities, so as to
correct current policies and attempt to realize the potential of relations between the

two countries.
The paper will answer the following research questions:

e What are the major problems which prevent existing relations between
Georgia and Iran from becoming fullfledged and mutually profitable?

e What possibilities are there for reviving decreasing commercial relations and
for the full potential of the commercial sector of both countries to be
realized?

e What measures would increase the attraction of Georgia as a transit corridor

for Iranian trade?

During this research, the author considered:

e Personal experience;
e Information from private archives;
e Statistics; and

¢ Information published on the internet.

PROBLEM DESCRIPTION

The level of existing political and economic relations between Georgia and the
Islamic Republic of Iran does not correspond to these relations' real potential. Iran’s

current attitude towards Georgia is more or less pragmatic, and the region could be
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described as a "cold but kind neighbourhood". Generally speaking, Iran’s relations

with Georgia are characterized by the following:

e [ran has no territorial dispute with Georgia and recognizes its territorial
integrity;

e [ran is against the United States, NATO and Israel strengthening their
positions in Georgia and in the Southern Caucasus, and supports Russia’s
interests;

e Building gas and oil pipelines which bypass Iran is not in the country's
economic interest, as it would reduce its importance as a transit corridor for
gas and oil from the Caspian; and

e [ran is interested in transit routes through Georgia towards the Black Sea and

Europe.

Georgia’s Western orientation and worsening relations with Russia are obstacles to
the country's relations with Iran. Obviously, Iran does not really mind the strategic
partnership which exists between Georgia and the United States, but it would not be
fair to say that this partnership does not harm relations between Georgia and Iran.
Members of the Iranian government have expressed their fear that the United States
could use Georgian territory to attack Iran during several meetings with their
Georgian counterparts. The Iranian president Mahmoud Ahmadinejad also voiced
this fear during a meeting with Grigol Vashadze, the Georgian Minister of Foreign
Affairs, which was held on 18 January 2010, when he declared that "strengthening

NATO's position in the region is not good for the region’s populations".

Another problem is a lack of mutual understanding — despite the secular character
of relations. Georgia certainly has to consider a number of delicate international
issues when dealing with Iran, such as Iran's nuclear programme, the negative
impact of the Israeli-Palestinian conflict and Iran's support for Hamas and
Hezbollah (which the West considers to be terrorist organizations), but dialogue

with Iran should not be stopped and the two countries should discuss these issues.

The absence of a political dialogue between Georgia and Iran has increased the
sense of alienation between the two — which in turn has harmed commercial
relations and trade. The fact that 5 years have already passed since the last (4th)
session of the intergovernmental CEC took place in April 2005 is proof of the
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negative impact of political issues on the quality of economic relations between the
two countries. Statistics for the turnover of trade between Georgia and Iran show
how little trade there has been during the past decade. Maximum trade turnover was
62.1 million USD in 2008, when Georgian exports amounted to 10.05 million USD
and imports 52.05 million USD. According to the Georgian National Office of
Statistics, the volume of economic relations between Georgia and Iran in 2009 — at
36.4 million USD (export: 6.4 million USD, import: 29.8 million USD) — had
halved, and according to an index published by the same agency, in the first quarter
of 2010 the turnover of trade relations between the two countries was 9.2 million
USD (export: 2.8 million USD, import: 6.4 million USD) — figures upon which an
optimistic prognosis could hardly be based. A final, remarkable fact is that in terms

of direct investment Iran is almost the last on the list of investors in Georgia.

The potential for co-operation in the energy sector is completely unrealized.
Ensuring the country's energy security implies diversifying energy supplies. The
best example of co-operation in this field was the support Iran provided during the
winter of 2006, when — because of an artificial energy crisis created by Russia — the
Iranian government decided to supply Georgia with gas at a very low price.
Unfortunately, this co-operation did not turn into long-term relations. Alongside
other factors, the attitude of the international community towards Iran was also
detrimental. Relations in the energy sector should not limit themselves to the
provision of gas, but should instead be capitalized and turned into co-operation and
investment. In the energy sector, it would, for example, be very interesting to share
Iran’s rich experience in generating electricity from wind power and to encourage

Iran to invest in this field.

Another major problem remains the small volume of Iranian freight transiting
through Georgia and in its ports. During the early 1990s, Iran showed interest in
Georgia's transit capacity and was considering the country as a viable alternative
for shipping freight to Europe. The Iranian government of the day was interested in
purchasing land in the port of Poti, and the president of Iran at the time, Ali Akbar
Hashemi Rafsanjani, visited Poti and Batumi during his official visit to Georgia in
1995. Because of the absence of relevant legislation, however, the Iranian
government was unable to purchase land in the port of Poti, and later lost interest in

the matter.
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Currently Iran is mainly transporting its freight to Europe by land through Turkey,

and only a small amount of freight is transported through Georgia and its ports on
the Black Sea.

The following is a table showing the volume of Iranian freight transported to (red)

and from (blue) Georgia during the past three years:

Freight transported by Georgian Railway

2000
1500
g
5 1000
|_
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0 i
2007 2008 2009 (Jan-Sep)
u .
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To Georgia 0 1925 0

(Source: Department of Transport Policy of the Ministry of Regional Development and

Infrastructure of Georgia)

Weight of cargo transported by road
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(Source: Department of Transport Policy of the Ministry of Regional Development and
Infrastructure of Georgia)
Based upon these tables it becomes obvious that the flow of freight coming from

and going to Iran through Georgia is very small. Iran is, however, interested in
diversifying the routes it uses to ship cargo to the world market, and is considering
routes through Georgia. During a meeting with his Georgian counterpart held in
Tehran on 18 January 2010, the Iranian Minister of Foreign Affairs confirmed his

country's willingness to increase the flow of freight transiting via Georgia.

POSSIBLE SOLUTIONS
(ALTERNATIVES)

In order to solve the problems that hamper relations between Iran and Georgia,
some ways can be considered for Georgia to keep its strategic relations with

Western countries and simultaneously profit by trade relations with Iran:
Alternative 1.

Georgia should consider facts Iran finds sensitive when pursuing its international
relations. Political dialogue with Iran would help strengthen mutual confidence and

relations between the two countries.
Alternative 2.

The reactivation of the intergovernmental Common Economic Commission —
within whose framework it would be possible to discuss and plan new ideas and
projects in order to use the two countries' existing potential in the energy sector,

and to improve the low overall level of trade and economic relations.
Alternative 3.

The promotion of Georgia’s transit potential and the removal of obstacles which
prevent the flow of freight transiting to or from Iran through Georgia and its Black

Sea ports from increasing.
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Analysis of possible results

Alternative 1.

Iran is one of the most important countries bordering upon the southern Caucasus,
and the country could play a major and positive role in the resolution of this
region's problems. An example of this could be seen in the balanced position of
Iran during the 2008 conflict between Russia and Georgia: Although Iran did not
criticize Russia's aggression, the Iranian Ministry of Foreign Affairs officially
declared Iran's position regarding the sovereignty and territorial integrity of states
and the importance of respecting international legislation. Astonishingly, this came
at a time whenthe relations between Georgia and Iran were at their lowest point
since Georgia's declaration of independence. It is important for both countries to
engage in regular and constant dialogue. With regular dialogue it would be possible
to discuss issues which both countries find sensitive or problematic. It is true that
Iran does not dramatize Georgia-US relations, but Tehran fears that Georgia could
be used as a staging point for the West in case of military operations against Iran. It
is in Georgia's interest for Iran to respect its territorial integrity in the future and to
not recognize Abkhazia and South Ossetia, as, coming from one of the most
influential countries in the region, this lack of recognition would send an important,
positive message to neighbouring countries. Another point worth noting is that the
major part of the economic sector in Iran belongs to the government, and that the
latter very often considers politics before making economic decisions.
Consequently, the possible result of this first alternative would be to increase the
Iranian government's interest in developing trade and economic relations with

Georgia.
Alternative 2.

Commercial relations between Georgia and Iran were never very developed. The
1990s witnessed closer relations between the two: Trade exhibitions of Iranian
products were held in Georgia more frequently, as were sessions of the
intergovernmental Common Economic Commission (CEC). Georgia’s experience
of relations with Iran shows that Iran often tries to develop foreign relations
through the reactivation of the CEC. In 1997, the third session of the CEC took

place in Tehran, and the fourth session was organized in April 2005 after a pause of
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8 years. The current pause of 5 years will definitely harm trade and economic
relations between the two countries, but this fact should not be thought of as the
only reason for the low rate of commercial turnover between the two countries:
Other points should also be mentioned, such as the Georgian market's increasing
competitiveness (since the 1990s the amount of manufactured goods imported from
other countries to Georgia has significantly increased and has replaced Iran's low
quality production) and the fact that Georgia’s reserves of scrap metal are nearly
exhausted (during the 1990s and until the Rose Revolution, Georgia's main export

to Iran was scrap metal).

Organizing regular (annual) sessions of the CEC could be very useful in terms of
co-operation, as the two countries' businessmen could meet and find new spheres
for co-operation within the framework of this Commission. These spheres should
be chosen in terms of their potential for co-operation. One of them is the energy
sector, where co-operation is practically non-existent. The co-operation which took
place in the winter of 2006, when Iran helped Georgia during the country's energy
crisis, was a successful precedent which should be pursued, as the diversification of
the energy sector is very important for Georgia. Co-operation in the field of wind
power would also be interesting, particularly given Georgia's interest in and Iran's
readiness to co-operate on such matters. Considering all these points, the second
alternative could result in the reactivation of trade and economic relations between
the two countries and the creation of new common projects in the energy sector.
This would improve the turnover of trade and would also increase the amount of

Iranian direct investment in different areas of the Georgian economy.
Alternative 3.

One of Georgia's competitive advantages is its potential for transit, and the country
would reap enormous political and economic dividends if this potential is ever
realized. On one hand, strengthening this potential depends on improving transit
infrastructure, and on the other on increasing the competitiveness of the Europe-
Caucasus-Asia transport corridor. The haulage of freight by road is currently free
from taxation in Georgia, and the country's transport policy is liberal. The owners

of cargo only deal with private transport companies. Road haulage is free from state
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taxes®, and rail transport has the lowest tariff in the region. To transport one tonne
of freight 400 kilometres costs 20 USD (in Armenia, by comparison, to transport 1
tonne of goods 300 kilometres would cost 300 USD). Different discounts also exist:
The transportation of dry freight benefits from a 17% discount, and oil and oil
products receive a 24% discount. Export-import transportation enjoys a 50%
discount. There are also significant discounts for countries which ship their transit

freight through Georgia’.

Despite all these above-mentioned preferential rates, the flow of Iranian freight
transiting through Georgia and towards Georgian ports has not increased at all. This

is due to several factors, the most important of which are:

1. Compared to other corridors, the Europe-Caucasus-Asia transport corridor is
a relatively new route. Traditional transit corridors such as the route through
Kazakhstan and Russia or the route linking Asia, Iran and Turkish ports
manage to constantly improve themselves. Consequently, Iranian cargo
carriers are not acquainted with the preferential duties of the Europe-
Caucasus-Asia corridor and prefer to use the services of the traditional routes

they have always used;

2. Corruption at the borders of Azerbaijan and in its transport system: Iranian
carriers declared having had to pay 700 USD or more in "unofficial excise"

for every vehicle on the territory of Azerbaijan;
3. The poor condition of transport infrastructure;
4. Complicated border crossing procedures; and
5. The absence of common regional tariffs (“through rates”).

In order to solve these problems, it is vitally important to popularize the Europe-
Caucasus-Asia transport corridor through an active marketing policy and to provide
Iranian cargo carriers with more information about the route's preferential rates of
duty. Trilateral negotiations between Georgia, Azerbaijan and Iran should also be

held in order to plan measures for reducing the rate of corruption in Azerbaijan.

* Interview with Lado Kvelidze, the Head of the Road Transport Department, 07.10.2009. Web site of the
"Rezonansi" newspaper.

> Interview with David Jinjolia, the Director of Freight Transportation at Georgian Railways Ltd., 07.10.2009, the
"Rezonansi" newspaper.
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Improving transit infrastructure implies building new roads and ancillary
infrastructure according to modern standards. All these measures certainly require
financial resources, but their results — accelerated transportation, improved safety,
and an increased flow of transit — would justify such investment. In order to
simplify border crossing procedures, lorry drivers could be given long-term or
reusable visas — or the visa requirements could be dropped altogether. Such
measures would significantly reduce the expenses of cargo carriers and increase
their interest in transporting their freight through Georgia. Negotiations should be
organized at different levels in order to draw up an agreement regarding the
establishment of a common regional tariffs (“through tariffs”). Once these
measures have been carried out, they might increase the attraction of Georgia’s
transit potential for Iranian carriers, which in future would increase the flow of

freight transiting through Georgia.

Criteria for assessing possible results

1. Efficiency;

2. Cost;

3. Political feasibility;

4. Administrative capacity; and

5. Length of period of implementation.

Table of possible results®

Political Administrative Length of
Alternative / Criteria | Effectiveness | Cost oo - period of
Feasibility Capacity . .
implementation
Alternative 1 Medium Low Medium Medium 6 months
Alternative 2 High Low High High 2 months
Alternative 3 High High High Medium 2 years

% The index given in the table is based upon intuitive evaluation.
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Choosing the appropriate alternative

Based upon a comparison of the alternatives’ results, the second option was chosen
viz. the reactivation of the intergovernmental Common Economic Commission —
within whose framework it would be possible to discuss and plan new ideas and
projects in order to use the two countries' existing potential in the energy sector and
to improve the low level of trade and economic relations. If this alternative is
chosen, the main goal will be achieved and profit will be maximal at minimal cost —
which would be reasonable from a political point of view, and would require less

time.

RECOMMENDATIONS

During the implementation of the chosen alternative, the leading role should be
given to the ministries of foreign affairs of both countries as well as to ministries
dealing with economic and commercial issues. The organization of the next session
of the Common Economic Commission mainly depends on the active work of these
ministries, as will the implementation of agreements made within the framework of
this session. The following measures should be taken in order to implement this

alternative:
The Ministry of Foreign Affairs:

1. Must confirm the date upon which the next session of the Common
Economic Commission (CEC) will be held with Iran and co-ordinate with

the Georgian Ministry of Economy and Sustainable Development;

2. Through co-ordination with the Iranian government, the Ministry must
organize the visit of the CEC’s preliminary working group to Iran in order

to prepare every detail of the next session; and

3. The Ministry must also prepare and organize those documents which will

be agreed upon and signed during the CEC's session.
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The Ministry of Economy and Sustainable Development:

1. The Ministry of Economy and Sustainable Development must present the
members of the Georgian delegation to the Prime Minister for approval —
the Georgian Co-chairman of the CEC, the Secretary and other members

according to the priority given to their responsibilities;

2. In co-ordination with the Chamber of Commerce and Industry, the
Ministry must organize the large-scale participation of Georgian

businessmen in the CEC's session; and

3. The Ministry must organize a special forum for Georgian and Iranian

businessmen within the framework of the CEC's session.

The implementation of the above-mentioned measures would prepare the ground

for the next session of the Common Economic Commission after a pause of 5 years

— session which will hopefully be very effective and useful. This is the most

important goal, for it would improve the rate of trade and economic relations

between Georgia and Iran. The large-scale participation of representatives from

both countries' private sectors in the CEC’s session and private meetings between

them will help to start new projects and to develop co-operation in new fields.
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