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ABSTRACT. The paper discusses the China-Georgia economic relations and their activation
promoted by the Belt and Road Initiative. Georgia finds its place in one of the corridors of this
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Relations between large and small countries is a
rather difficult phenomenon as, given their diffe-
ring sizes, a question is immediately asked about
whether or not it is at all possible for these countries
to be equal partners in a geopolitical or geo-eco-
nomic sense. Studying the economic implications
of the size of a country is one of the important
directions of modern economic science [1,2].

The economic (and not so economic) relations
of the small country of Georgia with its large
northern neighbor, Russia, turned out to be quite
difficult and have created numerous complications
[3]. At the same time, Georgia’s economic relations
with another large economic area, the European
Union (EU), give a reason for hope [3-5].

Georgia’s economic relations with China have
been especially activated in the past couple of

years. This includes both direct trade relations
between the two countries as well as Chinese direct
investments in the Georgian economy [6, pp. 5-10;
7, pp. 13-16].

China-Georgia Modern Economic Relations.
It is noteworthy that the trade turnover between
China and Georgia has been increasing almost
every year which is especially important for
Georgia as the indicators of the export of Georgian
goods to China are increasing (main export
production is wine and other alcoholic beverages).
The share of China in Georgian exports already
reaches almost 10%. Georgian exports to China
increased 4.5 times by 2016 as compared to 2010
while imports increased 1.6 times in the same
period (Fig. 1) which indicates a new stage in
Georgian-Chinese trade relations providing a basis

© 2018 Bull. Georg. Natl. Acad. Sci.
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Fig. 1. Trade between China and Georgia (Left column USD million, right column percentage).
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Fig. 2. Money transfers from China to Georgia and vice versa.

for developing Georgia’s economy with a view to
attract new international companies [8].

It is quite clear that the free trade agreement with
China [9] will stimulate the export potential of
Georgian companies. At least Georgian wine
companies will have new opportunities, as previously
they had to pay 40% duty tax in order to enter the
Chinese market, thereby making Georgian wine
uncompetitive. China has become one of the most
important consumers of Georgian wine from 2015.

Despite the fact that the Georgian-Chinese
partnership in terms of money transfers is not
especially important or large, it should be pointed
out that it is characterized by quite active dynamics
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and the incoming transfers increased by more than
five times in the past seven years (Fig. 2).

The tourism sector is also looking quite
dynamic and attractive. The number of Chinese
tourists increased almost five times from 2010 to
2016 (Fig. 3). If we take into account the interest of
the Chinese in travelling and sightseeing around
historical monuments, also the direct air connection
with China and the recent growth of the number of
Chinese cultural elements in Georgia (Chinese food
restaurants, Chinese speaking guides, Chinese
investments in tourism industry and others), we
should expect even greater number of Chinese
tourists to visit Georgia.
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Fig. 3. Number of Chinese tourists by year.
Table 1. Direct Investments from China to Georgia (USD thousand)
Year 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 29! | ot
Quarter*
Overall 9,643 | 36,126 | 89,874 | 217,944 | 66,948 | 27,379 6,575 454,489
Construction 8,752 6,809 | 55,472 | 202,921 | 56,815 | -3,176 -6,316 321,279
Finance Sector - 28,919 | 36,041 7,210 4,973 8,408 1,960 87,512
Real Estate - 64 -72 4,193 27,719 | 19,351 10,357 61,612
Mining Industries 627 1,476 -132 -89 -425 408 -1 1,865
Energy -1,322 18 -1,795 | 2,457 -1,619 548 109 -1,604
Processing Industries 1,534 -1,145 -133 607 -20,539 953 182 -18,541
Other Sectors 52 -15 493 645 23 886 282 2,367

*Preliminary Data

Source: National Statistics Office of Georgia, http://www.geostat.ge/index.php?action=page&p_id=2231&lang=eng

Sectors which attract the most foreign direct
investments (FDIs) in Georgia are considered to be:
energy, transport, real estate and construction, and
processing industries [10]. It is interesting that the
structure of the Chinese investments in Georgia is
consistent with this list of attractive investment
destinations (Table 1). A negative investment
indicator means that the investor sold the previous
investment to someone else.

Several large projects can be distinguished in
the list of Chinese investment in Georgia connected
with the construction sector such as, for example,
the Thilisi Sea Olympic Complex, an especially
large investment, prepared for the 2015 Youth
Olympic Festival with USD 200 million in
investment from the Hualing Group. The Hualing
Group invested in such sectors as construction,
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hotels, medical care, wood processing, cement
production, free trade zones, airplane transfers and
the banking sector [11].

FDIs play an active role not only in favor of the
local market and consumers but also in balancing the
external trade. The share of companies created
together with Georgian and foreign participation in
the overall exports is growing year by year,
exceeding 60% according to the data of 2016 (Fig.
4) which means that FDIs play an important role in
the formation of Georgian exports. However, this
happens mainly at the expense of low-technology
fields.

Several important projects that are already
planned by the Chinese in Georgia and whose
operation can reach significant success should also
be mentioned here. These include:


https://gnta.ge/statistics/
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Fig. 4. Share of exports in total exports, created by enterprises with foreign capital.

e The creation of the Georgia Development
Bank with USD 1 billion in capital from 2018
by the CEFC China Energy Company Limited
and Eurasian Invest LLC [12]. In strategic
terms, this bank will serve as a new magnet
for attracting Chinese investors to Georgia.

e Development of tea production in Georgia
[13].

e Creation of the Georgian-Chinese Fund for
the Regeneration of Georgia which will be
implemented with the support of the Georgia
Partnership Fund and Chinese CFC and fund
Georgian startups with its USD 50 million
budget (51% of the money will be Chinese
contribution while 41% will be Georgian)
[14].

e Creation of the Silk Road Common Market
Zone which should facilitate the development
of an innovative trade model [15].

The activation of China-Georgia economic
relations naturally begs the question about why
China is interested in developing economic
cooperation with a geographically remote Georgia.

Belt and Road Initiative and the Role of
Georgia. Answering this question is not at all
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difficult based upon new global projects put
forward by Beijing, including the Silk Road
Economic Belt (SREB) and the 21st Century
Maritime Silk Road (Road), both of which together
create a Belt and Road Initiative (BRI), launched by
the Chinese president Xi Jinping in 2013. The
SREB has three routes connecting China to Europe
through Central Asia, the Persian Gulf, the
Mediterranean via West Asia, and the Indian Ocean
through South Asia, and the Road has been planned
to create connections among regional waterways.
The SREB composes an overland network of road,
rail and pipelines roughly following the old Silk
Road trading routes to connect China’s east coast
with Europe via the Eurasian land bridge [16]. Five
regional corridors will then branch off this land
bridge: the China-Mongolia-Russia Economic
Corridor, the Central Asia-West Asia Economic
Corridor, the
Corridor, the China-Pakistan Economic Corridor
and the Bangladesh-China-India-Myanmar Econo-
mic Corridor [17, p. 17]. It should be pointed out
that the Georgian corridor (as well as that of
Azerbaijan) is located in the Central Asia-West
Asia Economic Corridor [18, p. 5].

Indo-China Peninsula Economic
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Even though most official Chinese accounts
prefer to use the term “initiative” rather than “grand
strategy”, the BRI is still considered as “not only a
regional policy but a grand global strategy for
achieving the Chinese Dream” [19, p. 20], or, at
least, “the most ambitious, strategic interconnected
infrastructure initiative devised in recent memory”
[20, p. 7]. This initiative is an important means to
multiple ends and seeks to pull those disparate
threads together into a unified and comprehensive
framework [21].

There exist different emphases as to the
motivations and rationale behind the BRI. For
instance, Zhao [21] identifies the motivations such
as a new round of Chinese opening-up, a much-
needed economic rebalance, and a need to adjust
China’s periphery policy. Furthermore,
though it has been argued that this initiative has a
fundamental geostrategic component, it appears far
more geared to achieving the key economic goals
[22]. Usually, it is pointed out that the BRI can help
to reach domestically-focused goals, i.e. solving the
issues of excess production capacity in such areas
as steel, metals, and cement, creating new markets
for Chinese products and services, catalyzing the
economic development of China’s underdeveloped
parts, especially western regions or border zones,
ensuring better value for recycling China’s foreign
exchange holdings, providing alternatives to
vulnerable maritime transportation routes, and
stabilizing volatile neighbours [23-24].

Georgia, together with its neighbor and strategic
ally, Azerbaijan, has been considered in the context
of the historical Great Silk Road right from the
beginning of the 1990s. The practical implications
of this idea have been the TRACECA project
initiated by the EU in 1993, the INOGATE project
starting in 1996. In fact, practically all projects
envisaged in terms of the Silk Road transport
corridor are functioning successfully today.

The inclusion of Georgia in the SREB project is
facilitated by the already implemented Silk Road
Transport Corridor (SRTC) project.

cven
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If we compare the SRTC or TRACECA and the
SREB’s Central Asia-West Asia Economic
Corridor projects, the differences, on the other
hand, lie in at least two things: first of all, the first
project was initiated by the West (more
specifically, the EU) while the second one
originated in the East (more specifically, in China)
and secondly, (which, we believe is very important)
the first project is clearly and primarily a transport
project while the second one is much more complex
as it is economic (which means that apart from
transport it also includes other economic fields). It
should be pointed out that the idea about the
transport corridor for Georgia would, in the future,
turn into a complex economic project as it would
facilitate the development of different parts of the
economy as was voiced back in 2002 [25].

The fact that the institution of a free trade
regime between China and the EU is under active
discussion is very important for Georgia [26]. In
this regard, the SREB creates a new stage in the
economic cooperation between China and the EU
[27,p. 9].

China and Georgia are members of the World
Trade Organization. The fact that a free trade
agreement has been signed between the two
countries [9] is very important in terms of the
development of trade relations. Georgia also has the
Deep and Comprehensive Free Trade Area
(DCFTA) agreement with the EU [28] as well as a
free trade agreement with the European Free Trade
Association (EFTA) [29]. Hence, the expansion of
trade between the EU and China will enable
Georgia to become a logistical hub, connecting
China with Europe (for which the Baku-Thbilisi-
Kars railway and the implementation of the Anaklia
Black Sea Deep Water Port project will have vital
importance) [30] and increase the level of its
security at the same time [31].

Of further note is that due to the transportation
of Caspian oil and gas to Turkey, Georgia already
plays the role of an energy resources transportation
hub [32].
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For Georgia, the SREB project creates an
opportunity to transform its role as an energy
resources transportation hub to a regional economic
hub in general. In this regard, it should be
underlined that with the DCFTA agreement signed
between the EU and Georgia, products exported
from Georgia to the EU must be produced in
Georgia [33]. This, therefore, makes Georgia
attractive to all countries without free trade

3638035

agreements with the EU to invest in Georgia and
export the production manufactured here to the EU
market. This includes China as well which is
already investing in Georgia.

Consequently, Georgia can actually become an
economic hub in the region which would be in full
accordance with the content of the Central Asia-
West Asia Economic Corridor project crossing
Georgia.
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