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recommendations. The report represents independent analyses and estimations of the corresponding issues 
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Executive Summary 
 

In line with its mandate, the Parliamentary Budget Office (PBO)  provides its Annual Macroeconomic Outlook, 

which aims to analyze core indicators of economic sectors (real, external, fiscal, monetary) in Georgia.   

The Annual Macroeconomic Outlook includes the following components: 

 Assessment of real economic sector, which includes an assessment of economic growth; analysis of GDP 

by activities and by expenditure components; assessment of factor productivity; estimation of potential 

GDP; and GDP forecast for 2016. 

 Assessment of external sector, which includes a review of current account balance; an evaluation of the 

main determninats of exports and imports; and an assessment of external sector as a key component 

of sustainable development.  

 Assessment of fiscal sector, which includes a review of consolidated budget and analysis of total tax 

revenue and its componenets.  

 Assessment of monetary sector, which includes a review of inflation and monetary aggregates; 

assessment of demand for money; and estimation of credit gap in the economy. 

Methodological aspects used in the Annual Macroeconomic Outlook are represented in various PBO’s reseach 

papers, which are publicly available on the PBO’s website. PBO’s research papers include papers that provide 

technical descriptions of official PBO’s analyses. Through those papers, PBO aims to enhance the transparency of 

its work and to encourage external review of that work. 

Main fidings of the outlook are summarized as follows: 

 Real gross domestic product (GDP) increased at annual rate of 2.8% in 2015; 

 In 2015, construction activity had largest contribution to economic growth rate (0.92%) in Georgia; 

 In 2015, aggregate consumption and investment expenditures contributions to GDP growth were 7.8%. 

However, net exports contribution in this respect was negative (-5.1%); 

 According to the PBO’s estimation, output elasticities of capital and labor are 0.44 and 0.56, respectively; 

 In 2015, the output gap was negative (-1.3%);  

 In 2015, trade balance of commodities as a percentage of GDP decreased by 4.9% points that negatively 

affected current account balance; 

 According to the PBO’s estimation, appreciation of real exchange rate by 1% is associated with decrease 

in net export of 0.33% of GDP and vice versa; 

 According to the PBO’s estimation, debt-stabilizing current account balance was -7.8% in 2015; 

 Georgian taxation system is a good automatic stabilizer (short-run buoyancy 1.18) and in ceteris paribus, 

it promotes fiscal sustainability in the long-run (long-run buoyancy 1.41); 

 Estimating the function of demand for real money shows that if the economy grows by 5% - 6% while 

targeted inflation (5%) is maintained, then broad money M3 should increase by 17 – 20%; 

 Estimation result of the credit gap shows that it did not exceed the 2% limit in 2015, meaning that 

instability in the financial system disappeared after the global financial and economic crisis.  
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1. Real Sector 

1.1 Economic Growth 

Real gross domestic product (GDP) increased at annual rate of 2.8% in 2015, according to the preliminary 

estimate released by on the national statistics office of Georgia (GEOSTAT).1  In 2015, real GDP was worth 26.3 

billion lari at constant 2010 prices. On the other hand, nominal GDP was worth 31.7 billion lari at the current 

prices.  

The increase in real GDP in 2015 reflected positive contributions from the majority of economic activities, but 

manufacturing (-0.45%) and trade (-0.04%).     

In 2015, nominal GDP per capita in Georgia was 8534 GEL, or 3759 in USD.  

Based on the historical data (1997-2015) real GDP growth reached its peak in 2007 (12.6%). On the other hand, 

Georgia experienced a large negative economic growth after the 2008 war and financial crisis of 2009, when real 

rate of economic growth ebbed to -3.7%. Overall, real GDP growth rate in Georgia averaged 5.6% from 1997-

2015.  

1.1.1 Gross Domestic Product by activity 

In 2015, construction activity had largest contribution to economic growth rate (0.92%) in Georgia.  Historical 

data for 2010-2015 shows that the major activities that usually contribute to growth rate in Georgia are trade 

(0.85%), transport (0.45%) and construction (0.41%) (Chart #1).  

Transport, communication, financial intermediation, real estate’s contribution to growth in 2015 is less than 

averages that are obtained for the 2010-2015 period. However, construction’s contribution to growth in 2015 is 

twice larger than average. 

Price dynamics (Chart # 2) show that, in 2015, prices for every activity, but communication, increased in 

Georgia---2010 is used as the base year for creating price indices. Historical data (2003-2015) also indicates that 

there is general tendency for prices to exhibit upward trends in Georgia.  It is important to note that, since 2010 

prices for education, agriculture, mining and health have shown substantial tendency to increase over time. 

Based on 2003-2015 data (Chart # 2), the highest increase in prices are observed for: public administration 

(464%); health and social work (157%); real estates (154%); and education (148%).  On the other hand, since 

2010, prices for public administration and communications appear to be either stagnant or decreasing.   

 

                                                           
1
 Real GDP is the value of the goods and services produced by the nation’s economy less the value of the goods and services 

used up in production, adjusted for price changes. 
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1.1.2 GDP expenditure components 

Based on the preliminary data, aggregate consumption and investment expenditures contributions to GDP 

growth was 7.8% in 2015. However, net exports contribution in this respect was negative (-5.1%). Consistent 

with economic theory, historical data show that consumption, investment and exports have always positively 

contributed to economic growth. Conversely, imports have a negative impact on GDP growth rate. During 

2011-2015, on average, contribution of consumption to economic growth equaled to 4-5%; but, in 2013, for 

which consumption contributed only 0.6% to economic growth. Historical data also indicate that with the 

exception of consumption, other expenditure components of GDP exhibit highly volatile trends during the last 

few years.  

As chart #3 shows, trend of GDP expenditure components in 2013 differs from overall tendencies. Namely, 

negative contribution of imports to growth has decreased substantially. Moreover, investment’s positive 

contribution to growth declined, while consumption had a negative contribution Improvement of net exports 

caused economic growth in 2013.  

In 2014, increase of exports had an insignificant impact on economic growth, while consumption and 

investment increased substantially.  

Compared to previous year in 2015 exports contribution to growth increased while investment contribution 

decreased. It is worth noting, that exports volume denominated in US dollars decreased, while export volume 

denominated in GEL increased and contributed to growth by 3.3%.  

 

1.2 Factor productivity of GDP  

The widely accepted way to assess GDP is to analyze production function and its components, i.e., labor, capital 

and total factor productivity. The widely used production function is cobb-Douglas: Y = AKαLβ , where α is the 

capital (K) input share and β is labor (L) input share contribution to output. Assuming that all inputs are 
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captured by the measures of capital and labor, then total factor productivity (TFP) measures Georgian economy’s 

long-term technological change. PBO estimates for  α and β coefficients are 0.44 and 0.56, respectively. PBO 

estimates growth rate of TFP as balance (leftover) from a Cobb-Douglas production function.  

Chart 4 represents that factors productivity had significant contribution to growth in 2005-2007. However, after 

global crisis and war in 2008-2009, factors productivity and capital decreased in 2009. Thus, one may conclude 

that 3.7% of the obserbed downward trend in the economy might be due to decreases in factor productivity and 

capital.   

However, in 2010-2011 capital and factor productivity increased and had a significant effect on GDP growth.  

Analysis of factor productivity and foreign direct investment dynamics as shown in  Chart 4 shows that foreign 

direct investment of GDP  and factor productivity  have decreasing trend. In 2007, foreign direct investment 

peaked its maximum and factor productivity growth rate was high. 

Based on the international practice, there is a possible positive interrelationship between foreign direct 

investment and factor productivity2. However, it is notewortly, that these indicators only showdynamics, and 

the present macroeconomic outlook does not assess possible interrelation between foreign direct investment and 

factor productivity. 

 

1.3 Potential GDP 

The main concern of economic analysis is how close current output is to potential output that could be achieved 

by maximum utilization of resources while maintaining stable inflation. Therefore, it is important to estimate 

potential GDP and compare it with actual GDP. The difference between actual and potential GDP is an output 

                                                           
2 Baltabaev B., 2013, “FDI and Total Factor Productivity Growth: New Macro Evidence”, Monash University, Australia. 
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gap3. If actual GDP exceeds potential GDP, then economy faces potential output gap. When actual is less than 

potential GDP output gap is negative.  

Potential GDP can be estimated by univariate statistical methods like Hodrick-Prescott (HP) filter and 

Christiano-Fitzgerald’s (CF) Band Pass (BP) filter, as well as multivariate methods like extended Kalman filter.  

In order to estimate potential GDP, PBO uses extended Kalman filter that depends on the relationship among 

economic activity, inflation, external debt and real exchange rate.  

Chart 5 represents PBO estimation of output gap in Georgia.  

 

 

 

 

 

 

 

 

PBO estimates that output gap is -1.3% in 2015. While actual GDP growth rate amounts to 2.8%, Georgian 

potential economic growth is 4.1%.  

Based on the historical data, it is worth to note that during 2003-2008 output gap was positive, while during 

2009-2015 output gap was negative. The aforementioned trend of output gap coincides with world economic 

tendencies. Before 2008 world economic activities boost positive output gap while after global economic crisis 

output gap is negative.  

 

1.4 GDP forecast 

According to the Parliamentary Budget Office’s forecasting model, Georgian economy will grow by 3.2% in 

2015. The forecast takes into account not only the domestic economic activities, but also assessments and 

forecasts of the economic growth in main trade partner countries of Georgia.  

PBO’s forecasted GDP growth rate to be 3.2%, that is by 0.3 percentage point lower than the forecasted value in 

January 2016. The change is mainly due to the following two factors: First, the IMF and other international 

                                                           
3
 See PBO publication “Output Gap”: http://pbo.parliament.ge/media/k2/attachments/KP0215.pdf 
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organizations reduced the forecasted growth rate of key trade partner countries.  Secondly, the adjusted real 

GDP growth rate for the 4th quarter of 2015 by PBO is slightly lower compared to the forecast made in January.  

 

2. External Sector 

2.1. Current account balance 
 

Balance of payment summarizes economy’s transactions with the rest of the world for a specified time period. 

Analysis of balance of payment provides the background to evaluate external sector, and its components – 

current account balance and financial sector. 

Recently, current account deficit is characterized by an increasing trend. In 2015, current account deficit as a 

percentage of GDP was 11.8% that is 1.1 percentage points more than previous year. In nominal terms current 

account deficit increased by 6.6% and amounted to 1,640.8 in 2015.  

Main driving factors of current account deficit are trade balance of commodities and services. Particularly, trade 

balance of commodities has a declining trend, while trade balance of services has an upward trend. In 2015, 

trade balance of commodities as a percentage of GDP decreased by 4.9% points and equaled to 30.8% that 

negatively affected current account balance. This negative impact was mitigated by an increase in trade balance 

of services. In 2015, balance of services as a percentage of GDP improved by 2.6% points and equaled to 10.4% 

(see chart #6) 

 
Chart  6:  Current Account Balance and its Components as a % of GDP, 2010-2015, Source: National Bank of Georgia 
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In nominal terms, trade balance of services increased by 12.2% in 2015, which was driven by increase in export 

of services, particularly, increase in tourism. Moreover, import of services has decreased, which had a positive 

impact on the trade balance of services. However, import of tourism increased by 10.2%. Percentage change of 

trade balance of goods and services is represented in chart #7 and chart #8.  
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(government and private savings) is more than investment, the current account balance is positive. While 

national savings is less than investment, the current account balance is negative. Moreover, national savings can 

be expressed as a difference between national disposable income and consumption. Consequently, reduction of 

disposable income negatively affects national savings. In that case, foreign savings can finance investment.  

  

During 2014-2015 current account balance deteriorated because of rising investment. National savings as a 

percentage of GDP, however, remained fairly stable and amounted to 20%-21% of GDP. In 2015, national 

savings increased by 2.3 percentage points and amounted to 32.1%, while private and government savings 

increased by 0.3 and 0.8 percentage points.  

 
 

2.2 External Trade  
In 2015, external merchandise trade (excluding non-

organized trade) amounted to USD 9,930 million, i.e., it 

declined by 13% compared to previous year. Export 

decreased by 23%, while import decreased by 10%. 

Corresponding to export reduction, share of export in 

overall external trade decreased by 3 percentage points 

and reached to 22% of GDP. 
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2.2.1 External Trade by countries 
 

2.2.1.1 Trade turnover by region 

In 2010-2015 trade turnover to EU countries was 

characterized by upward trend (78%), while it 

decrease to CIS and other countries (by 24% and 

39%, respectively). During 2013-2015 share of 

total export and import with EU increased while 

share of total export and import with CIS 

decreased. A downward trend in trade turnover 

with other countries (equaling to 19%) also was 

observed during 2015.  

 

 

 

 

 

2.2.1.2 EU countries 
 

Trade turnover with EU countries increased by 6 % in 2015 and amounted to USD 3,165 million. 

 Export increased by 4% and amounted to USD 646 million;  

 Import increased by 6% and amounted to USD 2,518 million.  

Deep and Comprehensive Free Trade Area agreement was adopted in 1 September 2014, which had a positive 

impact on commodities turnover with EU countries. Based on the agreement, Georgia benefits from tariff 

liberalization with EU countries:  If commodities satisfy production standards, they can be exported without 

tariffs. But, recently, exports experienced an overall decreasing trend with certain EU countries (i.e., Bulgaria, 

Germany, Ireland, Netherlands, Latvia, Poland and Romania). It is worth noting that the share of exports to EU 

countries was more than 29% in 2015, 22% in 2014 and 21% in 2013.  

Based on 2015 data, exports of commodities to EU countries include: copper ores:-  USD 153 million (34% of 
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exports to EU); nuts: USD 149 million (23%), crude oil:  USD 78 million (12%); fertilizers: USD 66 million (10%); 

etc. (see chart #15).  

Imports from EU countries include: medicaments:  USD 608 million (24% of imports from EU); petroleum: USD 

347 million (14%), cars: USD 115 million (5%); etc. (see chart #15).  

Based on EU assessment, in the long run DCFTA adoption would increase exports to EU countries by 12%, while 

imports would increase by 7.5%.  

2.2.1.3. CIS countries   

Trade turnover with CIS countries has increased by 22% in 2015 and reached  USD 2,808 million: 

   Exports decreased by  43% (Azerbaijan, Russia, Armenia and Ukraine) and reached to USD 840 million; 

   Imports decreased by 7% (Azerbaijan, Ukraine) and reached USD 1,968 million.   

Share of exports to CIS countries was 38% in 2015, 51% in 2014, and 56% in 2013.  

In 2015, exports to CIS countries mainly included medicaments: USD 132 million (16% of exports to CIS 

countries); cars: USD 118 million (14%), etc. (see chart #16).   
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In 2015, imports from CIS countries included petroleum gases: USD 419 million (21% of imports to CIS); 

petroleum and petroleum oils: USD 293 million (15%), etc. (see chart #17). 

  

2.2.2 Trade Turnover by Countries 
 

In 2015, top trade partners were: Turkey ( USD 1,517 million, 15% of commodity turnover ), Russia (USD 789 

million, 8%), Azerbaijan (USD 783 million, 8%), China (USD 713 million, 7%) and Ukraine  (USD 515 million,  

5%). (See chart 10). Share of top 5 trade partners in total trade turnover was 43.5%, while share of top 10 trade 

partners was 64.2% (in 1014, 48.1% and 67.9% respectively). Consequently, diversification of trade turnover 

improved.  

Compared to previous year, trade turnover increased to Ireland (hepatitis medicaments) and also with others 

countries: Switzerland (126%), Sweden (98%), Uzbekistan (53%), Turkmenistan (52%), United Arab Emirates 

(47%), and Canada (44%).  
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However, recently, commodities turonver increased with following countries: Azerbaijan (34%), Armenia 

(29%), USA (28%), Ukraine (25%), Turkey (23%), China (13%), Russia (8%), Germany (5%), etc.  

 

2.2.2.1 Exports 

Based on 2015 data on exports, major trade partner countries are:  

 Azerbaijan (USD 240 million,  11%  of total exports); 

 Bulgaria (USD 214 million, 10%);  

 Turkey (USD 186 million, 8%); 

 Armenia (USD 180 million, 8%); 

 Russia (USD 163 million, 7%).  

Top five exports partners countries contribute to 44.6 % of total exports(previous year 54.3%), while  top ten 

exports partners countries  contribute to 66.3% (previous year 74.2%). Thus, currently exports are more 

diversified.   

In 2015, exports to following countries has increased substnationally:  

 Uzbekistan (increased by 77%, mainly medicaments); 

 China (by 39%, copper ores, wine and mineral water); 

 Bulgaria (by 28%, copper ores, crude oil fertilizer); 

 Germany (by 10%, nuts, wine, mineral water and agranian products). 

On the other hand, exports to the following countries decreased: 

 Azerbaijan (56%, cars, live animals and sheep); 

 Russia (41%, wine and mineral water, undenatured ethyl alcohol, spirits and other spirituous beverages); 

 Armenia (38%, cars);  

 USA (50%, ferro-alloys and fertilizers);  

 Turkey (22%, iron, meat and fish, electricity). 

 

2.2.2.2. Imports 
 

Based  on  2015 data on imports, major trade partner countries are:  

 Turkey (USD 1,331 million, 17%  of total imports); 

 Russia (USD 626 million, 8%); 

 China (USD 587 million, 8%); 

 Azerbaijan (USD 543 million, 7%); 

 Ireland (USD 456 million, 6%).  
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Five major import partner countries contributed to 45.8% of imports. (previous year – 49.1%), while ten major 

import partner countries contributed to 66.0% (previous year – 68.4%). Therefore, diversification of import 

countries improved in 2015.  

Compared to previous year, in 2015 imports has increased substantially from the following countries: 

 Ireland (by 46.7%, C hepatitis medicaments); 

 Russia (by 8.7%, Petroleum jelly; paraffin wax, other mineral waxes, and similar products); 

 United Arab Emirates (by 7.0%, black metal , telephone sets). 

On the other hand, imports from the following countries decreased:  

 Romania (by 33.5%, petroleum, and petroleum products); 

 Turkey (by 23.0%, black metal, Hygienic or pharmaceutical articles, of vulcanised rubber);  

 China (by 19.9%), Ukraine (by 16.7%-ით), Azerbaijan (by 14.9%), etc. 

 

2.2.3 Trade turnover by commodity groups 

2.2.3.1. Exports 

Chart 19 represents export of major commodity groups for 2010-2015. 

  

Georgian exports is concentrated only on a few commodities. Therefore, external shocks significantly affect 

external trade and contain economic risks. Thus, export diversification is crucially important. For example, wine 

export is highly diversified (42 importing countries, including China with the highest potential for market 

expansion). However,  because of lower demand from top trading partners, wine export decreased by 46.9% in 

2015 and reached  USD 95.8 million (4.3% of total exports). Compared to previous year, wine exports increased 

by 41.3% Y-o-Y and reached USD 180.4 million (6.3% of total exports). However, one should take into account 

that in 2006 Russia restricted trade with Georgia and in 2007 wine exports was determined at USD 29.1 million. 
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Chart 19: Exports of Major Commodity Groups 2010-2015  
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Top trading partners for wine exports in 2015 are: Russia (45%), Kazakhstan (15%), China (9%), Ukraine (8%), 

Poland (4%), Belorussia (3%). Top trading partners for wine export among the EE countries are: Poland, 

Lithuania, Netherlands, Estonia, Germany.   

Moreover, compared to previous year mineral water export decreased by 40.0 % and reached USD 82.2 million.  

Recently, major export commodity group is cars (Azerbaijan, Armenia, Kazakhstan). However, new regulations 

in trading partners countries export of cars decreased by 65% and totaled USD 179.6 million  (8% of total 

exports) in 2015.  
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2.2.3.2. Imports 

Chart 20 represents import of major commodity groups for 2010-2015: 

Based on 2015 data,  top five commodity groups contributed to 32.2%  of imports (2014, 29.3%). While top ten 

commodity groups contributed to 38.8% (2014 – 36.5%). Thus, imports is more diversified than exports. 
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2.3 The main Determinants of Exports and Imports 
 

Exports and imports volumes contribute to economic growth. Namely, increase of net exports boost aggregate 

demand, which has a positive impact on real GDP. 

Based on the historical data, main determinant of real GDP 

growth (except in 2013) is domestic demand (aggregate 

consumption and aggregate investment). For 2015 

contribution to growth of domestic demand and net exports 

was 7.9% and -5.1% respectively. Decrease in exports 

caused negative contribution to growth of net export. 

However, decrease in imports mitigated this negative 

contribution to growth. Therefore, it is important to assess 

the factors that have an impact on trade.  

Parliamentary Budget Office of Georgia assessed Georgian 

exports and imports functions to determine the relationships among exports and imports and their determinants. 

 

2.3.1  The Determinants of Exports  

PBO assessment uses a widely accepted theoretical 

framework. In this framework, exporting firms maximize 

profits by choosing export prices subject to the demand for 

their products in foreign market, taking into account 

competitors’ prices. Accordingly, demand for exports 

depends on relative export price and demand conditions in 

trading-partner countries. Based on these assumptions, 

export prices relative to foreign prices depend on real 

exchange rate. Particularly, depreciation of real effective 

exchange rate causes decrease of relative export prices that 

finally boost demand on export volume and vice versa.  

PBO uses trading-partners’ weighted average of Real GDP 

as an indicator of demand conditions in foreign market. PBO assesses that on average, a 1 percent increase in 

trading-partners aggregate demand is associated with 2.27% increase in real exports and vice versa. PBO assesses 

that real exports of goods and services is inelastic to relative export prices. Particularly, a 1% increase in relative 

prices causes decreases in real export volume by 0.5%.  

The analysis suggests that exchange rate movements have substantial effects on trade prices. The estimates of 

exchange rate pass through elasticities typically lie, as would be expected, in the 0-1 interval. PBO analysis 

imply that, a 1% depreciation in real exchange rate reduces relative export prices by 0.71%. Consequently, a 1% 

depreciation in real exchange rate increases real exports by 0.36%.  

Chart 22:  Export of Goods and Services, %-change. 

Source: NBG. 

Chart 21:  Contributions to Growth, 2012-2015 
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Furthermore, PBO’s analysis of exports demand function implies that volatility in real exchange rate negatively 

affects export volume. Namely, a 1% increase in volatility of rate exchange rate reduces real exports of goods and 

services by 0.05%.  

Based on the PBO assessment, lag of export volume is the main determinant of real export of goods and services 

in Georgia. Increase in exports during the previous period increases real exports in current period by 0.71%.  

2.3.2 The Determinants of Imports  

During the last year, volume of imports was characterized by a decreasing trend. Namely, volume of imports of 

goods and services decreased by 9.7% in 2015. 

PBO assessment uses widely accepted assumptions. 

According to these assumptions, volume of real 

imports depends on import prices relative to domestic 

prices as well as on domestic demand (aggregate 

consumption and aggregate investment). Based on 

these assumptions, import prices relative to domestic 

prices depend on real exchange rate. Particularly, 

depreciation of real exchange rate causes increase of 

relative import prices and consequently reduces  real 

import of goods and services and vice versa.  

Based on the PBO analysis, domestic demand is the main determinant of real imports in Georgia. PBO assesses, 

that in the short-run, a 1% increase in aggregate real consumption and real investment increase is associated 

with 1.25% increase in real imports and vice versa. The analysis suggests that a 1% increase in relative import 

prices reduces the level of imports by 0.98% and vice versa.  

PBO analysis suggests that exchange rate movements have an impact on import prices. PBO estimates that 

depreciation of real exchange rate by 1 % increases relative import prices by 0.44% that finally negatively affects 

the level of import. Consequently, depreciation of real exchange rate by 1% reduces level of real imports by 

0.43%.  Furthermore, increase in imports during the previous period increases real imports during the current 

period by 0.81%.  

 

2.3.3 Real Exchange Rate’s Overall Effect on Net Exports 

As mentioned above, change in real exchange rate has an impact on the level of real exports and real imports. 

Appreciation of real exchange rate by 1% reduces real exports by 0.36%, while increases real imports by 0.43%. 

Depreciation of real exchange rate has a counter effect. Furthermore, it is worth to note that those adjustments 

materialize after two quarters. Finally, appreciation of real exchange rate by 1% is associated with decrease in 

net export of 0.33% of GDP and vice versa.  

Chart 23:  Import of Goods and Services; % change. Source: 

NBG 
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2.4. External Debt4 Sustainability 

External debt sustainability entails the need to pursue a time-consistent path that will allow that debt servicing 

burden does not hamper economic growth. It is worth mentioning that various macroeconomic factors 

(economic growth, exchange rate, GDP deflator) and debt component of trade balance can impact external debt 

dynamics. Therefore, it is important to estimate debt-stabilizing current account balance.  

In 2015, external debt of Georgia increased by 24 percentage points with respect to GDP and reached 107.3% of 

GDP. Substantial increase of external debt was caused by increase of external debt volume by 9%. Furthermore, 

one should take into account that recently Georgian currency depreciated and consequently nominal GDP in US 

dollar decreased. Decrease of nominal GDP in US dollar also contributed to increasing dynamics of external 

debt.  

 

 

PBO estimates that debt stabilizing primary current account balance as a % of GDP is -1.5%, while actual level is 

-5% in 2015. Moreover, debt-stabilizing current account balance is -7.8%, while actual level is -11.8%.  

If we assume that current account balance will remain at -11.8% of GDP for next years, then projected external 

debt will have an upward trend (scenario 1). If we assume that current account balance will improve at debt 

stabilizing level, then projected external debt dynamics is expected to have downward trend. (Chart #14, 

scenario 2). 

 

                                                           
4
 It should be noted that this analysis is on total external debt including public and private sector’s debt. 

 

Chart 24:  External Debt as a % of GDP, 2010-2015. Source: NBG;  

                  Expected Debt Dynamics, 2015-2025. Source: PBO 
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3. Fiscal Sector 

3.1 Review of Consolidated Budget 

In 2015, consolidated budget revenues were GEL 8,963 million that exceeds previous year revenues by 10.4%. In 

2014, growth of consolidated budget revenues was 9.2%.  

Chart 25 shows that during 2009-2015 tax revenues has an increasing trend (except 2013), while other revenues 

and grants are volatile.  

Compared to previous year, the following taxes had the highest growth in nominal terms: personal income tax 

(GEL 284 million); value added tax (GEL 207 million); and corporate income tax (GEL197 million).  Increase of 

these taxes contributes to growth of overall tax revenues by 89.7%.  Furthermore, growth of excise and real 

estate taxes was insignificant while import duties decreased by GEL 26 million.  

In 2015, current expenses increased by 7.0%, but growth in nominal terms was less than growth of budget 

revenues. Therefore, budget operating balance improved. 

Acquisition of nonfinancial assets increased (capital spending) by GEL 332 million and disposal of nonfinancial 

assets increased by GEL 240 million. Finally, net lending/borrowing decreased by GEL 239 million.    

Among financing items, growth of net acquisition of financial assets exceeds growth of liabilities. Moreover, in 

2015, government deposits to commercial banks decreased by GEL 120 million, while government deposits to 

national banks increased by GEL 265 million.   

 

4389 4867 
6135 

6671 6659 
7242 

8011 
389 

472 

223 

271 239 
279 

319 

487 
526 

515 
618 536 

598 

634 

0

1000

2000

3000

4000

5000

6000

7000

8000

9000

2009 2010 2011 2012 2013 2014 2015
Taxes Grants Other Revenues

Chart 25: Components of Budget Revenues, thousand GEL 



     
24 

 

3.2 Analysis of Tax Revenues Components 

The main source of overall budget revenues is tax revenues, therefore, analysis of tax revenue components is 

crucially important. After 2009, based on budget law, there are six types of taxes: personal income tax, value 

added tax, excise, import duty and real estate tax.  

PBO analyzes dynamics of tax revenues as well as assesses tax burden. Tax burden is estimated as the ratio of 

taxes to GDP. Therefore, tax burden implies share of overall revenues that are paid by taxpayers.  

As chart 26 represents, during 1996-2003 size of the tax burden was 8.4%-12% of GDP, while during 2004-2009 

tax revenues reached 25% of GDP. After 2009, the size of tax burden stabilize by adoption of organic law of 

Georgia on economic freedom imposes fiscal limits.  

After 2009 based, on budget law there are six types of taxes, five of them are state taxes,  and one of them is 

subnational government tax. As chart 27 shows, value added tax takes the highest share of tax revenues. 

Furthermore, personal income tax, corporate income tax and excise have a significant share of tax revenues. 

After In 2008, personal income tax and social taxes were merged; therefore, share of personal income tax in 

overall tax revenues increased significantly. Also it is noteworthy that after merging of social and personal 

income tax rate was set 32% and then eventually decreased to 20%.  

Furthermore, it is crucial to analyze stability of taxes mobilization and potential responses to various policy 

changes. In order to estimate response of taxes to policy changes, one should check stationarity of times series 

data. Nonstationary variables are characterized by some trend; therefore, impact of policy changes on them does 

not deteriorate over time. Namely, policy shocks have temporary effects on nonstationary variables. However, 

policy shocks to stationary variables have a one-time impact, meaning that after policy impact stationary 

variable eventually will return to initial level. Therefore, impact of policy shocks on stationary variables has a 

downward trend over time.  
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Based on various diagnostic tests, PBO estimates that personal income tax, value added tax, import duties and 

excices are nonstationary variables, while profit and real estates taxes are stationary variables. 

PBO estimates variance coefficients for assessing stability of taxes mobilization. Variance coefficient is estimated 

as a standard error over mean.  

Table 3 represents variance coefficients for different time periods. 

Table 3. Variation in coefficients 

As table 3 represents, variance coefficients is high before 2007. The high coefficients may be caused by various 

tax system reforms before 2008. However, after 2008 almost all taxes except import duties stabilized eventually. 

Import duties variance coefficients is high because exchange rate directly affects it. Moreover, share of import 

duties in tax revenues is small (see chart #27). Therefore, high variance coefficient of import duties is not 

expected to jeopardize mobilization of budget taxes.  

 

3.2.2 Sensitivity of Tax Mobilization with Respect to GDP (Tax Buoyancy) 

Estimation of tax buoyancy for every taxe helps to evaluate the impact of GDP on tax revenues. When tax 

buoyancy is 1, it implies that 1 % increase in GDP will increase tax revenues by 1%. If tax buoyancy is less than 

one, then growth rate of GDP exceeds   growth of tax revenues; if tax buoyancy is more than one, then growth 

rate of GDP is less than growth of tax revenues.  

Tax buoyancy may differ between short-run and long-run. Short-run buoyancy is closely related to the 

stabilization function of fiscal policy. If tax revenues increase by more than GDP (short-term buoyancy 

exceeding one), the tax system is a good automatic stabilizer. In other words, ceteris paribus, tax revenues 
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promote accumulation of economic buffer during economic boom and stimulate economy during recession. If 

short-term buoyancy is smaller than one, tax revenues are more stable than GDP and function less as an 

automatic stabilizer.  Long-run buoyancy is important for the impact of economic growth on fiscal balance. 

Long-run buoyancy exceeding one, ceteris paribus, implies that higher growth will improve the fiscal balance 

through the revenue side of the budget, whereas a long-run buoyancy smaller than one will do the opposite.  

Buoyancy can be estimated based on various methods. The easiest way toestimate buoyancy is to compute 

percentage change in tax revenues over percentage change of GDP.  

             
               

      
 

This formula can be used to calculate overall tax revenues buoyancy as well as each tax’s buoyancy.  

  
VAT CIT PIT Excise Real estate 

Import 

duties 

Overall tax 

revenues 

1996-2015 1.37 1.70 2.29 2.80 0.83 1.64 1.46 

1996-2007 2.01 2.28 1.81 3.62 1.17 1.87 1.68 

2008-2015 0.48 0.90 2.95 1.67 0.38 1.33 1.15 

Table 4. Tax buoyancy,1997-2015 

Table 4 represents that buoyancy is more than 1, but for more precise results it is preferable to use more 

sophisticated methods like regression analysis.  

Regression analysis is based on Error Correction Model (ECM) and allows for estimating short-run and long-run 

byouancy. Table 5 represents the results:  

  
PIT CIT Excise VAT Real estate 

Import 

duties 

Overall tax 

revenues 

Short-run buoyancy 0.94 1.58 1.42 1.19 0.24 1.31 1.18 
Zero probability 0.01 0.00 0.01 0.00 0.60 0.00 0.00 

Long-run buoyancy 1.63 1.56 1.42 1.49 0.84 0.37 1.41 
Zero probability  0.00 0.00 0.00 0.00 0.00 0.09 0.00 

R2 0.71 0.35 0.86 0.58 0.34 0.74 0.65 

Table 5 . Tax buoyancy   
 

As Table 5 represents overall revenues buoyancy is more than one in the short-run and long-run. Therefore, 

Georgian taxation system is a good automatic stabilizer (short-run buoyancy 1.18), and in ceteris paribus, it 

promotes fiscal sustainability in the long-run (long-run buoyancy 1.41). Regression based analysis of tax 

buoyancy (1.41) is close to the estimates represented in Table 4 (1.46).  

Corporate Income Tax and VAT have the highest buoyancy, meaning that they are good stabilizers. During the 

past decade, the highest CIT buoyancy is characterized for the countries where labor income share decreased 

and capital income share increased. VAT buoyancy exceeds one and it can be explained by rapid decline of 

consumption relative to revenue due to accessibility of consumer loans during economic recession. Moreover, 

luxury goods are mostly subject to standard VAT rates, for which the income elasticity exceeds one. Buoyancy of 

excise (luxury goods are mostly subject to excise) in the long-run and short-run exceeds one (1.42).  
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Buoyancy of personal income tax is less than one, therefore it cannot be considered as an automatic stabilizers. 

However, in the long-run buoyancy of PIT is the highest.  In countries with rigid wages revenue from PIT is 

relatively stable and, therefore, the short-run buoyancy coefficient might be below one. For Georgia, buoyancy 

of PIT is less than one (0.92).  

In the short-run buoyancy of import duties exceeds one, and in the long-run is relatively stable, because in the 

long-run buoyancy depends on volume of imports and exchange rate.  

 

 

4. Monetary Sector 

4.1 Review of Inflation 

Compared to previous year, average price level increased by 4% in 2015, i.e., it exceeded average price level in 

2014 by 0.9%. CPI inflation was 4.9% in 2015. However, inflation target was 5%.  

Chart 28 shows that food and non-alcoholic beverages (1.3 % point) and health (0.8 % point) have the highest 

contribution to average annual inflation rate. However, transport prices reduce annual inflation rate (0.4 % 

point.  

Chart 28: Decomposition of Annual Inflation Rate  

 

 Analysis of inflation by consumer basket reveals that electricity bills and therapist consultation have the highest 

contribution to inflation. (see Table #6).  

Recently, structure of contribution to growth by commodities differs from previous year. As a result of lower oil 

prices, oil products as well as import prices decreased and consequently it had a positive impact on inflation in 

2015. Therefore, it can be concluded increase of domestic product prices caused inflation in 2015.  
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2015    2014  

Gasoline -0.48   

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

-0.08 Sunflower oil 

Diesel -0.18 -0.06 Wheat bread 

Potato -0.10 -0.05 Woman’s summer dress 

Mobile Phone -0.06 -0.04 Wedding ring (958 gold) 

Fresh Cheese -0.05 -0.04 egg 

Firewood -0.02 -0.03 Natural gas fee 

Higher Education Fee -0.02 -0.03 Woman's summer shoes 

Woman’s summer dress -0.02 -0.02 Internet tariff 

Cardiovascular dilative medicaments 0.10 0.10 Domestically produced filtered cigarette 

Tutor's fee 0.10 0.10 Imported filtered cigarette 

Refrigerator 0.11 0.11 Cable TV fee 

Domestically produced filtered cigarette 0.12 0.16 Firewood 

Vodka 0.13 0.16 Child delivery services 

Imported filtered cigarette 0.13 0.24 Therapist's consultation 

Therapist's consultation 0.18 0.24 Fresh Cheese 

Electricity fee 0.19 0.53 Potato 

Table 6. Decomposition of Average Annual Inflation by Consumer’s Bundle Items 

 

4.2 Review of monetary aggregates 

In 2015, monetary policy rate increased to 8%. Monetary policy committe meeting was held eight times  during 

the year.  Monetary policy committee decided to increase monetary policy rate by 0.5 or 1 percentage point in 

seven meetings. However, the committee in their March 25 meeting decided to keep the policy rate at 4.5%.  

Based on NBG information, depreciation of exchange rate relative to US dollar caused increase in monetary 

policy rate. Higher monetary policy rate reduces inflationary expectation causing the inflation rate to remain at 

its targeted level. 

Compared to previous year, interest rate for total loans has increased, while interest rate for total deposits has 

decreased. Interest rate for deposits and loans in national currency increased last year, while their spread 

decreased by 1.7% point. However, interest rate for deposits and loans in US dollar decreased, but spread 

increased by 0.7 % point.  
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Compared to previous year, broad money aggregate M3 increased by 19%, while M2 decreased by 2.5%. Both 

aggregates had an increasing trend, but from May 2015 growth rate of M2 slowed down and finally Y-o-Y 

decreased by GEL 148 million. Recently, deposits in national currency has decreased, deposits in foreign 

currency has increased and caused reduction of M2.  

At the same time, deposit dollarization increased by 9.6% and reached 66.7%. Overall, deposits increased by 

22.9%. Particularly, deposits in US dollar increased by 43.6%, while deposits in GEL decreased by 4.7%.  

In 2015 reserve money increased by 9.9%.  

Lari depreciated significantly in relation to US Dollar (see Table #7) last year. Lari also depreciated relative to 

Armenian Dram (11%), euro (7%) and Turkish lira (3%). However, lari appreciated significantly in relation to 

Ukrainian Hryvnia (45%), Russian Ruble (25%) and Belarusian Ruble (20%). While appreciation of lari in 

relation to Moldovan Leu (3%) and Azerbaijani Manati (0.2%) were insignificant.  

It is worth noting that all these currencies depreciated with respect to US dollar.  

  2011 2012 2013 2014 2015 

Euro 0.7 10.6 -3.9 -5.8 -6.9 

US dollar 5.7 2.1 -0.7 -5.8 -22.2 

Turkish lira 17.2 10.2 4.8 8.4 -3.3 

Russian Ruble 2.1 8.1 1.7 11.6 25.0 

Azerbaijani Manati 4.0 1.6 -0.9 -5.8 0.2 

Belarusian Ruble 51.7 99.1 5.7 8.4 20.3 

Moldovan Leu 0.4 5.3 3.2 4.9 3.5 

Armenian Dram 5.4 10.1 1.3 -4.5 -10.8 

Ukrainian Hryvnia 6.2 2.4 -0.7 35.1 45.4 
 Table 7. Exchange Rate of Lari  (+ appreciation, - depreciation). 
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4.3 Analysis of Demand for Money 

Various economic theories argue different interlinks between economic growth and inflation. It is widely 

accepted that in the short term monetary policy can stimulate economic growth and boost demand that finally 

causes higher inflation (a general rise in prices of goods and services). In medium and long-term, high inflation 

rate negatively affects investment and capital.  

Based on 112 countries’ experience (1995-2015) Chart 31 shows the relationship between inflation rate and 

economic growth. Chart 31 shows that, in the long run, higher inflation associates with low economic growth. 

This relationship becomes clearer if one excludes low inflation – low economic growth countries (see Chart # 

32).  

Moreover, it is widely accepted that in the long-run inflation is a monetary phenomen. Therefore, increasing 

money supply causes inflation. Moreover, aforementioned relationship is more significant for countries with 

high inflation.   

 

 

 

    

 

 

 

 

 

 

 

Chart 33 repesents interlation sof inflation and % change in broad money (as measured by %ΔM3 And %ΔM2) 

in Georgia. As Chart 33 shows, % change in broad money affect inflation with lag (inflation rate picks-up 3-5 

quarter after a an increase in money is observed).  
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Chart 33.  Annual inflation and % change of money aggregates. 

Table  8  shows quarterly percentage change of broad money, CPI and growth rate of real GDP. Factors that 

impact the demand for money are important for understaning Georgian economy. The function of demand for 

real money has the following form:           , where M – is broad money  (M2 or M3), P – price level , R 

– interest rate, Y – Real GDP. Transformation of this equation provides us with demand for real money:  

           .   

  Broad money (M2) Broad money (M3) CPI Real GDP 

  % change Y-o-Y 

2010Q1 35.0 26.8 4.7 2.8 

2010Q2 36.8 37.6 4.4 7.7 

2010Q3 26.0 37.9 8.8 6.9 

2010Q4 27.0 30.1 10.5 7.1 

2011Q1 13.8 21.9 13.3 6.0 

2011Q2 15.8 19.6 12.6 5.9 

2011Q3 22.9 11.6 6.7 8.6 

2011Q4 27.8 14.5 2.1 8.0 

2012Q1 30.4 15.8 -1.3 6.7 

2012Q2 25.4 17.5 -1.9 8.4 

2012Q3 25.6 18.8 0.0 7.7 

2012Q4 7.6 11.4 -0.6 3.2 

2013Q1 11.6 16.5 -1.9 2.4 

2013Q2 18.0 15.3 -0.5 1.6 

2013Q3 18.3 15.0 -0.6 1.4 

2013Q4 33.2 24.5 1.0 7.6 

2014Q1 26.4 20.1 3.3 7.2 

2014Q2 19.7 21.3 2.6 4.9 

2014Q3 14.4 17.5 3.7 5.6 

2014Q4 9.1 13.8 2.7 1.7 

2015Q1 9.2 21.2 1.7 3.3 

2015Q2 8.6 16.4 3.5 2.5 

2015Q3 4.8 24.8 5.1 2.5 

2015Q4 -2.5 19.3 5.6 2.9 

Table 8. Real Broad money, inflation, GDP 2010-2015  
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PBO estimated this function using quarterly data for the 1999-2015 periods. PBO used an unrestricted error 

correction model in order to evaluate the impact of GDP and interest rate on broad Money. 

The estimates show that the short-term and long-term coefficients of elasticity of M3/P with respect to GDP 

equals to 1.17 and 2.16, respectively.  It implies that if real GDP increases/decreases by 1% in the short run and 

long run, the demand for money (M3/P) increases/decreased by 1.17% and 2.16% respectively.  

In the short-term, 1% increase/decrease in the interest rate spread decreases/increases demand for money 

(M3/P) by 0.02%, while in the long run – 0.05%. These coefficients are small but statistically significant.  

PBO evaluation implies that if economy grows by 5% - 6% while targeted inflation (5%) is maintained, then 

broad money M3 should increase by 17 – 20%.  

 

 

4.4 Credit gap to national economy 

Analysis of financial cycle is crucially important for assessing financial system---financial cycle differs from 

economic cycle. For example, analysis of financial cycle is important for determining and operating 

countercyclical capital buffers for banking sector (see Basel III – Guidance for banking supervision, Basel 

Committee on Banking Supervision5). For that purpose, it is widely accepted to evaluate credit gap, which is 

deviation of credit/GDP from long-term trend. Credit gap is a reference point for countercyclical capital buffer 

regime. The aim of capital buffer regime is to avoid banking sector’s risks while increasing credits.  

Despite the fact that credit gap as an indicator has some limitations, credit gap is widely accepted as an early 

warning indicator. (One must note that credit gap is not a perfect early warning indicator especially for a 

developing country; moreover, some measurement errors may arise as well.) 

Basel III considers6 that limits for credit gap is 2%, if credit gap exceeds this limit, then operation of capital 

buffer regime is necessary. The highest limit for credit gap is 10 % point deviation from long-term trend.  

Chart 34 represents net credit to private sector from commercial banks. As chart shows at the end of 2015, credit 

as a percentage of GDP was 50.0%, while at the end of 2014 it was 42.7%.  
 

If we exclude increases of credit that were caused by lari depreciation in 2015, then we observe rapid increases 

in credit for the 2007-2008 periods. Namely, on average credits as a percentage of GDP reach 25.8% level for 

that time span.  

                                                           
5
 Guidance for national authorities operating the countercyclical capital buffer, December, 2010. Basel Committee on Banking 

Supervision, available at: http://www.bis.org/publ/bcbs187.pdf 
6 Long-term trend of the credit-to-GDP rate is calculated by means of a one-sided (backward-looking) Hodrick-Prescott filter, of 

which ex post evaluation is based of recursive calculation. As specified in Basel III, the filter uses   to be set equal to 400 000 

(the smoothing parameter is suggested by Borio and Lowe (2002)). 

 

http://www.bis.org/publ/bcbs187.pdf
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For 2015, if we convert loans denominated in US dollar with average exchange rate (1.7) of 2004-2014, then at 

the end of 2015 credit as percent of GDP equals to 40.0%. However, if we convert loans denominated in US 

dollar with average exchange rate of 2015 (2.3), then credit as a percentage of GDP is 52.2%.  
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       Chart 34. Credit to national economy as a % of GDP 

 

Empirical analysis of gap based on monthly data for 2004 January- 2015 December. Evaluation of credit gap 

implies that during 2007-2009 credit gap were very high (see chart #25).  
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          Chart 35. Credit Gap 
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Chart 35 shows that credit gap started to become smaller after 2009, and before January 2015 the size of gap 

was less than zero. For assessment of 2015, if we use two cases, one when credits are converted with average 

exchange rate of 2004-2014 and another case when credits are converted with average exchange rate of 2015 

than size of credit gap is positive. The size of aforementioned gap was less than critical limit from December 

2014 to July 2015. However, after August 2015 indicators were 0-1%. Consequently, indicators did not exceed 

the 2% limit.  


