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Georgia – Assessment Letter for the Asian Development Bank 

November 12, 2020 

Recent Developments, Outlook, and Risks 

1.      Georgia continues to battle the COVID-19 pandemic. The authorities declared a state of 
emergency on March 20th, imposing sweeping mobility restrictions, suspending international flights, 
and closing non-essential services. COVID-19 cases remained well-contained and by mid-June, most 
businesses started reopening. However, cases have surged sharply since early October. The 
authorities are expanding health service facilities and testing tracking to contain the “second wave” 
and to avoid a nationwide lockdown.   

2.      The pandemic is expected to cause a GDP contraction of about 5 percent in 2020. 
Tourism receipts, representing about 18 percent of GDP in 2019, have fallen drastically, weakening 
economic activity in the hospitality sector (accounting for an estimated 7⅔ percent of GDP in 2019). 
Inflation is projected at 3.5 percent by end-2020 as high food prices during the lockdown have been 
compensated by the decline in inflation since the reopening, supported by a relatively stable nominal 
effective exchange rate. The pandemic and ensuing containment and reduced mobility are expected 
to dampen potential GDP and growth, lowering tax revenues and putting pressure on the lari. The 
lari depreciated by around 20 percent vis-à-vis the dollar in March but has since recovered about half 
of this and remains around 10 percent down since the beginning of the year. The NBG has sold 
around $710 million in reserves since March to prevent excessive volatility.  

3.      External balance-of-payment needs have increased as the shock turned out to be more 
protracted than initially envisaged. BOP financing gaps are estimated at $1.3 billion and $0.8 
billion in 2020 and 2021, respectively, financed by IMF and donor financing. The current account 
deficit is expected to widen to 9.7 percent of GDP in 2020 (from 5.4 percent in 2019), despite a 
narrowing of the trade balance. Import growth decelerated more than export growth, mainly driven 
by lower oil prices and weaker domestic demand. The financial account is projected to deteriorate by 
3.1 percentage points to 2.4 percent of GDP in 2020 as outflows are only expected to be partially 
compensated by additional donor financing to help cope with the COVID-19 shock. Gross 
international reserves in 2020 are projected to remain adequate at 106 percent of IMF’s reserve 
adequacy metric. 

4.      Growth is projected to rebound to 4.3 percent in 2021, subject to significant downside 
risks. Inflation is expected to decline further in early 2021–as demand remains subdued–before 
converging to the 3-percent target by end-2021. The recovery is supported by the lift in containment 
measures and a small recovery in tourism and trading partners’ growth, and hinges on the 
authorities’ managing the pandemic with localized lockdowns and on a peaceful resolution of the 
regional conflict in the coming months. A protracted COVID-19 shock along with intensified regional 
conflicts and security risks could harm investment, dampen external demand for longer – especially 
tourism – and weaken financial stability. Financial volatility in neighboring countries could exacerbate 
lari volatility, reverse the declining trend on inflation, and reduce demand in the short term, 
hindering the recovery. Delays in structural reforms may deepen the scarring effects from the crisis. 
Delays in establishing the new Parliament may exacerbate uncertainty and deteriorate the recovery. 
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Economic Policies 

5.      The authorities have appropriately loosened the fiscal stance to address the COVID-19 
pandemic. The augmented deficit is projected to reach 8.7 percent of GDP in 2020, as previously 
anticipated. Revenues are projected to fall by 1.6 percent of GDP with respect to 2019 levels while 
current primary spending is projected to rise by 4.5 percent of GDP as a result of the COVID-19 fiscal 
relief package (3.8 percent of GDP). Public debt is projected to increase to 57.7 percent of GDP–
about 70 percent of which is denominated in foreign currency. Public debt remains sustainable but 
vulnerable to FX risks. The authorities continue to monitor fiscal risks, including from power 
purchasing agreements and state-owned enterprises, disclosing them in their fiscal risk statement. 
Enhanced PFM monitoring in view of risks relating to COVID-19 spending will be critical. Medium-
term fiscal consolidation is envisaged under Georgia’s fiscal rule.  

6.      External assistance is expected to finance BOP gaps and a widening fiscal deficit. The 
authorities' financing strategy involves higher external borrowing in program loans (8.1 percent of 
GDP), mostly from external donors and the IMF. This higher financing would help build government 
deposits (7 percent of GDP by end-2020), to be used to allow gradual fiscal consolidation in the 
context of an uncertain recovery and downside risks. To cover expected liquidity shortfalls in 2020, 
part of the IMF financing (see below) is taking the form of budget support (70 percent of quota). 

7.      The moderately restrictive monetary policy stance remains adequate. The National Bank 
of Georgia (NBG) reduced the policy rate by 100 basis points through October in response to weak 
aggregate demand. With inflation declining faster since the reopening of the economy, the monetary 
stance nevertheless remains moderately tight. In deciding policy rates, the NBG would need to 
balance the impact on inflation expectations of the lari depreciation (which calls for keeping the rate 
high for longer) with a sharp weakening in demand (which would allow for reducing rates).  

8.      A flexible exchange rate regime remains the first line of defense against external 
shocks, but lari volatility would need to be contained. In a dollarized economy like Georgia, 
excessive lari volatility could become disruptive to financial stability; hence, the NBG has been 
intervening in the foreign exchange (FX) market to prevent disorderly market conditions. The NBG 
will continue to primarily rely on ad-hoc discretionary interventions; complemented with smaller FX 
sales triggered by lari volatility and the need to support FX market liquidity. Gross international 
reserves are projected to remain at 95 percent of the IMF’s reserve adequacy metric in 2021. 
Following the shock, the NBG is committed to upgrade its FX intervention policy and strengthen its 
communication.  

9.      The NBG has adequately released capital and liquidity buffers to safeguard financial 
stability. The release of the capital conservation buffer (GEL1.4 billion, 2.8 percent of GDP) allowed 
for preemptive provisioning ahead of the expected deterioration in credit portfolios as a result of the 
COVID-19 shock. The NBG also scaled up access to lari and FX liquidity. The MOF issued GEL600 
million in government securities, with receipts being placed in long-term bank deposits, to further 
provide long-term GEL liquidity to banks. Banks, in turn, used the government securities as collateral 
to secure NBG funding.  
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10.      Advancing structural reforms remains critical to support the recovery after the COVID-
19 pandemic and limit economic scarring in the medium-term. The authorities are implementing 
the legislation on corporate insolvency, which would ease insolvency procedures. Efforts to improve 
education and skills of the labor force need to resume, with the education reform having stalled. The 
implementation of the banking resolution framework is advancing as planned.  

11.      Should risks materialize and the shock be more protracted, the policy mix would need 
to be calibrated to support the economy and preserve financial stability. This would require 
additional fiscal spending and, inflation permitting, a more accommodative monetary stance, while a 
further weakening of the lari could require continued use of reserves and proactive financial policies 
to sustain financial stability. Donor assistance would help build both external and fiscal buffers, in 
turn supporting additional policy response and strengthening confidence. 

Relations with the IMF 

12.      Georgia has been engaged with the IMF under an Extended Fund Facility (EFF) 
arrangement since April 2017. On May 1, 2020, IMF Board approved the completion of the Sixth 
Review under the EFF and an augmentation of access (130 percent of quota, or about $375 million). 
The authorities reached staff-level agreement on the Seventh Review under the EFF on November 10, 
2020. The program implementation remains broadly on track. The Executive Board meeting is 
scheduled for mid-December. The program will conclude in April 2021.  
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Table 1. Georgia: Selected Economic and Financial Indicators, 2018–25 
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