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Strong economic growth despite Russian sanctions 
In spite of the Russian sanctions, Georgia’s economic 
growth was high reaching 5.2% in 2019. The successful 
absorption of this external shock demonstrates the 
strong resilience of the Georgian economy, which will 
grow by more than 4% also in 2020.   

The announcement of Russian sanctions in June 2019 
caused uncertainty, which led to a depreciation of the 
Lari by 7.3% by the end of the year. As a consequence, 
inflation significantly surpassed the National Bank’s 
target reaching 7.0% by end-2019. The National Bank, 
however, reacted appropriately by strongly increasing 
the policy rate to 9.0% and intervening on the foreign 
exchange market. Inflation will decrease during 2020. 

External trade developed positively: goods exports in-
creased by 12%, imports decreased by 1% yoy. The 
surplus in the services trade balance could be sus-
tained despite the sanctions in the tourism sector. 
Tourism revenues have not decreased.  

The budget deficit was at 2.1% in 2019 and thus in line 
with the IMF programme. The extension of the pro-
gramme beyond parliamentary elections in autumn 
2020 was an important move for maintaining fiscal 
stability.  

High economic growth in 2019 

Despite the Russian sanctions (ban of direct flights), 
which came in force in the middle of last year, eco-
nomic growth reached 5.2% in 2019. This indicates that 
Georgia as a growing economy is resilient against exter-
nal shocks. Due to an increasingly difficult external en-
vironment, GDP growth will decelerate slightly to 4.3% 
in 2020.    
Real GDP growth 

 
On the demand side, the drivers for growth were pri-
vate consumption as well as external trade and higher 
public investment.  

On the supply side, especially the strong performance 
of the service sector, which expanded by 6% in the first 
nine months despite sanctions in the tourism sector, 

contributed to GDP growth. Consequently, the im-
portance of the service sector increased even further.   

Depreciation and high inflation   

The announcement of Russian sanctions as well as the 
possibility of further measures (an embargo on wine 
and mineral waters was discussed) caused depreciation 
expectations. This was indicated by a switch of bank de-
posits from Lari to foreign currency. At the same time, 
loans denominated in US dollar were exchanged for 
loans in Lari. As a consequence, the Lari lost 7.3% of its 
value versus the US dollar in the course of 2019. In ad-
dition to the depreciation expectations, lower FDI in-
flows had played an important role in this develop-
ment.  
Exchange rate and currency reserves 

 
The National Bank (NBG) reacted appropriately by in-
creasing the policy rate in four steps from 6.5% to 9.0%. 
In addition, it intervened on the foreign exchange mar-
ket in order to support the Lari. This led to a decrease 
in foreign currency reserves from USD 3.7 bn in June to 
USD 3.3 bn in November 2019. This way, the NBG man-
aged to keep the Lari below the psychologically im-
portant value of 3 GEL/USD. Towards the end of the 
year, reserves slightly increased and the Lari gained 
some ground. Thus, the NBG’s stabilisation policy can 
be assessed as successful.  

As Georgia is an open economy with high imports, de-
preciation led to an increase in consumer prices (“pass 
through” effect). In addition to this “imported inflation” 
excise taxes on cigarettes were increased. By the end of 
the year, inflation increased to 7.0% yoy, which is sig-
nificantly higher than the NBG’s inflation target of 3%. 
Assuming that depreciation has now bottomed out, we 
expect inflation to decrease in 2020 and to meet the 3% 
target by the end of the year.  
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External trade develops positively 

While exports of goods increased by 12% in 2019, 
driven mainly by wine and fertilisers, imports de-
creased by 1% yoy. This was caused not only by the de-
preciation of the Lari, but also by the NBG’s tighter 
lending standards for consumer loans. Additionally, 
lower oil prices and less FDI inflows (and thus less FDI-
related imports) contributed to this development. In 
consequence, the traditionally high current account 
deficit decreased significantly. Although exports of ser-
vices were affected by the Russian sanctions, the high 
surplus in the services trade balance could be sus-
tained. The strong increase in tourism revenues since 
2015 has been interrupted; however, in the first nine 
months of 2019, revenues remained on the same level 
as in the respective period of the previous year (USD 
2.6 bn).  
Tourism revenues 

 
The current account deficit decreased to 4.4% of GDP 
in 2019, supported by positive external trade dynamics. 
This implies a continuation of the positive trend that 
could be observed in recent years.   

Public finances in line with IMF programme  

In 2019, the budget deficit was at 2.1% of GDP despite 
higher public investment. In 2020, it will increase to 
2.4%, partly due to higher pension expenditures. 
Hence, public finances remain in line with the IMF pro-
gramme.  
Budget deficit 

 
The extension of the programme for one year is a posi-
tive sign that fiscal stability is also maintained in the 
context of the upcoming parliamentary elections.  

Conclusion 

It is beyond question that the important tourism sector 
has been hit by the Russian sanctions. However, Geor-
gia could successfully absorb this shock. The following 
three factors played a key role. 

First, the Russian sanctions were targeted at a growing 
sector. Their impact was reduced to interrupting 
growth of the tourism sector in 2019; however, tourism 
revenues have not decreased – which is a significant 
difference.  

Second, exchange rate flexibility has helped absorbing 
the shock. Net exports have increased and have thus 
contributed positively to economic growth.  

Third, the NBG has appropriately reacted to the shock 
by a strong increase of the policy rate. This has made 
the Lari more attractive and decisively helped stabilise 
the exchange rate.  

In the short term the effect of the sanctions was man-
ageable. The long-term effect will be rather moderate, 
as we can assume that Georgia will attract additional 
tourists from other countries.  
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