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Depreciation of the Georgian Lari: Necessary and effective 
 
The Georgian Lari has depreciated 26% against the US 
dollar over the last 12 months. The National Bank of 
Georgia has been criticised for allowing this deprecia-
tion to take place. Is this criticism warranted? We 
argue that it is not. The depreciation of the Lari was a 
necessary and effective response to external eco-
nomic conditions, in particular economic stagnation 
and contraction in neighbouring countries such as 
Russia, Turkey and Ukraine. However, the deprecia-
tion of the Lari against the US dollar is causing hard-
ship because the Georgian economy is highly dollar-
ised. Indeed, it is not possible to pursue two goals 
(external economic stability and domestic financial 
stability) with one tool (exchange rate policy). Criti-
cism of the depreciation - and the recent decision to 
take the responsibility for bank supervision away 
from the National Bank - could undermine the inde-
pendence of the National Bank.  

Background 

The Georgian Lari has depreciated strongly against the 
US dollar and the Euro over the last 12 months. From 
the end of September 2014 to the end of September 
2015, the Lari depreciated 26% against the US dollar, 
and 17% against the Euro.  

Georgian Lari exchange rates since January 2012 

 
Source: National Bank of Georgia, own calculations    

The National Bank of Georgia (NBG) has been heavily 
criticised for allowing this depreciation to take place. 
Some politicians have argued that the depreciation 
was either completely unnecessary, or that it was 
much stronger than required. Some have even ac-
cused the NBG of orchestrating the depreciation of the 
Lari to reduce the popularity of the current govern-
ment leading up to the parliamentary elections that 

will take place in 2016.  

Since the Georgian economy is highly dollarized, the 
depreciation of the Lari against the US dollar is unde-

niably causing hardship. About 60% of the outstanding 
loans in Georgia are denominated in US dollar. As a 
result, many borrowers – for example individuals who 
have taken out mortgages to purchase homes – must   
make payments in US dollar but earn most or all of 
their income in Lari. As the Lari has depreciated 
against the US dollar, these borrowers have seen the 
costs of servicing their loans increase dramatically. Not 
surprisingly, many are demanding that policy makers 

provide relief.  

The devaluation of the Georgian Lari: Necessary… 

While this political fallout is understandable, the de-
preciation of the Lari must be seen in the context of 
economic conditions in neighbouring countries. In 
2014, 60% of Georgia’s exports went to the CIS coun-
tries and Turkey and 45% of Georgia’s imports origi-
nated in these countries. Hence, these countries are 

important trade partners and competitors for Georgia.  

The Turkish economy has performed sluggishly in 
recent years, and many CIS economies have contract-
ed due to falling resource prices or unrest. Therefore, 
demand for Georgian products has weakened in these 
countries. Both the Turkish Lira and the Russian Rou-
ble have depreciated not only against the US dollar 
and the Euro but also against the Lari (see Figure), 
making products from these countries more competi-
tive relative to Georgian products.  

The result has been a widening of Georgia’s trade 
deficit, which increased by USD 790 m from 2013 to 
2014. This widening trade deficit has driven an in-
crease in Georgia’s current account deficit, which 
increased from 5.7% of GDP in 2013 to 10.5% of GDP 
in 2014, and which is projected to increase to 11.5% of 
GDP in 2015. Latest data show that this projection 
holds as the current account deficit rose to 12.0% in 
the first half of 2015.  

Georgia has consistently run current account deficits 
over the last decade, and such deficits are not unusual 
for a country at Georgia’s stage of economic develop-
ment. Nevertheless, it is clear that adjustment was 
required to restore Georgia’s trade competitiveness 
vis-à-vis its main competitors, and thus to ensure that 
the current account deficit does not grow beyond 
sustainable levels. Facing this threat of a major loss in 
international competitiveness, the depreciation of the 
Lari was a necessary response.   
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The evolution of Georgia’s current account  

 
Source: National Bank of Georgia, own calculations; *IMF projection    

… and effective 

Some critics maintain that the depreciation of the Lari 
was ineffective because Georgia’s trade does not re-
spond to exchange rate changes. Empirical analysis by 
the German Economic Team suggests otherwise. This 
analysis shows that, following a delay of 3-4 months, a 
real depreciation of the Lari does significantly boost 
Georgian exports and dampen Georgian imports.  

Exchange rate and income effects on Georgia’s trade 

                                        Effect on 
Effect of                                    

Exports Imports 

1% depreciation of the  
Lari real exchange rate 

1.3% -1.5% 

1% increase in  
Georgian incomes 

- 0.8% 

1% increase in incomes of 
export destination countries 

2.2% - 

Source: Own calculations with data from Geostat, National Bank of 

Georgia, Ministry of Finance of Georgia, OECD 

Recent trade data support this. Over the first quarter 
of 2015, Georgia’s trade deficit was USD 280 m higher 
than over the corresponding three months of 2014. 
However, in the ensuing 5 months of 2015 (April-
August), it was USD 276 m lower than over the same 
period in 2014. If the large import volume of medica-
tion purchased by the government in the course of a 
aid programme to fight Hepatitis C is subtracted, the 
reduction in Georgia’s trade deficit in April-August 
2015 vs. the same period in 2014 amounts to 
USD 500 m. Thus, the depreciation of the Lari is begin-
ning to have the desired effect on Georgia’s trade and 
current account balances. 

External stability and internal financial stability 

In summary, the depreciation of the Lari was an ap-
propriate response to external shocks. This is not to 
deny the hardship caused by the depreciation to those 
who have to repay loans denominated in US dollar.  

However, it is not possible to pursue two policy goals 
(external stability and internal financial stability) with 
one policy tool (the exchange rate). While the NBG 
might have intervened to stave off depreciation for 
some time, this would have come at the cost of a ma-
jor loss in international competitiveness and the risk of 
destabilising the entire economy. Furthermore, given 
limited foreign currency reserves, the NBG could only 
have pursued this strategy for a limited time. There is 
no question that the NBG’s first priority must be to 
maintain external stability. Hence, suggestions that 
the NBG should intervene to strengthen the Lari and 
ease financial hardships are misguided.  

Equally misguided is the recent decision to create a 
new institution for bank supervision and thus to take 
this function away from the NBG. Some suggest that 
this move is a necessary response to the NBG´s alleged 
deliberate weakening of the national currency. We 
disagree: the NBG´s exchange rate policy has been 
necessary and effective. Furthermore, the NBG is gen-
erally acknowledged to have done a good job of su-
pervising the banking sector. The decision to take 
banking supervision away from it threatens to weaken 
the institutional framework in Georgia. 
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Note: A more comprehensive analysis of the topic is 
provided by the Policy Paper PP/04/2015 "Exchange 

rates and the current account in Georgia" 

Available at: www.get-georgia.de 
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German Economic Team Georgia (GET Georgia) 
GET Georgia advises the Georgian government on a 
wide range of economic policy issues since 2014. It is 
financed by the German Federal Ministry for Economic 
Affairs and Energy. 
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