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E7. Georgia: One Wrong Can Make a Right

In 2007, the Georgian government embarked on a program to reform its secured financing system involving movable property. Donor disagreements over approach and political instability resulting from national and international crises slowed the initiative. The government, distracted by the crises and preoccupied with other reform activities, was unable to focus on a modern secured financing law reform. A modest law was eventually passed — but only after the business community put secured financing reform on its list of priorities at a meeting with the prime minister about what the government could do to mitigate the effects of the global financial crisis. Still, the secured financing legal reform remained limited; complete legal reform, the first pillar of secured financing reform, did not occur.
Legal reform failed to introduce a complete scheme of new priority rules among conflicting claims that determined rights in all situations, including bankruptcy. PMSIs were not a priority, and special provisions that would facilitate taking of security interests in special types of collateral (e.g., inventory, accounts receivable, crops, and warehouse receipts) were not introduced. Furthermore, expedited enforcement proceedings against movable property, including perishable goods, met with skepticism. One key feature that did pass was to give priority among completing claims based on the date of registration. This one change turned registration from a voluntary act that had no legal consequence to a source of certainty for creditors who did register their claims, making movables a viable source of collateral. The law also gave financial lessors the right and duty to register, eliminating conflicts with secured lending. Unlike in Rwanda, lessors in Georgia asked to be included in the registry.
Although the law is incomplete, the registry system is very good. It is designed to function as a fully Web-based registry system, a part of the reform that did not require passage of a full secured financing legislation, but instead was facilitated by a strong IT department within the government agency responsible for maintaining the registry. The significant efforts devoted to building the agency’s understanding of modern secured finance resulted in wise decisions about software design: the system can handle current needs and future reforms. The agency adapted its very strong land registration system, ranked second internationally on the Doing Business “Registering Property” indicator, to create a secured financing registry that provides online registration and search capabilities. However, the agency still maintains paper-based archives, allowing customers to submit registrations and search directly within the registry. 

To facilitate the move to a Web-based registry, the agency instituted a transitional period before the new registry took effect to re-enter all existing paper-based registrations into the new online database. It also provided training to financial institutions.
E7a. Lessons Learned
1. Legal reform is optimal, but registry reform can be a step forward. There is no substitute for modern legislation on secured financing to minimize the risks and transaction costs of dealing with movables. However, experience shows that registry system reform can take place without legal reform. The advantage of pursuing registry reform in this circumstance is that it reduces risks and costs to secured credit within the unreformed system. It also makes stakeholders aware of the advantages of modern computerized systems and, therefore, may trigger demand for further reform — including legal reform — to further simplify the use of movable property to generate credit. 

2. Public-private dialogue should be employed during the reform. Public-private dialogue during the reform process may reveal the private sector’s needs, which can generate the political support among government agencies necessary for complete reform. 

3. Local IT capacity may play a pivotal role in reform. Often, large resources are spent on international IT expertise when local capacity is sufficient to develop and maintain modern registry systems. While in many cases high-level professional expertise exists primarily in the private sector, it may also be available within the public sector. 
