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Abstract. Many countries suffer from Balance of Payments deficits. However, proper analysis is needed to determine how
systemic, strategically balanced, and objective it is. The pandemic has proven to be an excellent diagnostician for assessing the robustness of current economic strategies in general and in relation to the Balance of Payments. It, like the litmus paper, highlighted
the strengths and weaknesses of the economic strategies implemented by the countries. And that should be the main lesson the
world has learned from the pandemic.
Georgia, with persistent Balance of Payments deficit, is becoming increasingly vulnerable to global changes caused by pandemic processes. The current account deficit in 2020 was 12.5 percent of GDP, up from 5.5 percent in 2019. The development
of a worse-case scenario for the growth of the deficit was significantly hampered by the increase in remittances inflows, which
was less expected in the context of global lockdowns around the world. However, in reviewing developments over the last two
decades, the paper finds that the still-high dependence of current account on remittances continues to maintain the volatility
of Balance of Payments. Moreover, favorable conditions for the development of international tourism in the country have raised
high expectations for this activity, although this sector is very sensitive to a number of external and global factors, as confirmed
by the current pandemic. Thus, the article recommends considering international tourism as an additional source of foreign exchange inflows into the country, and not as one of the main and decisive ones.
The deterioration of the Balance of Payments and the reduction of foreign exchange earnings create unfavorable prospects
in terms of dealing with growing international financial liabilities. According to 2020 statistical data, the country's international financial liabilities were 2.3 times higher than GDP, of which debt liabilities - 129.9 percent of GDP, while the total foreign exchange
inflows of the Balance of Payments, which are intended to serve these liabilities, in the same year amounted to only 55.4 percent
of GDP. These data show that there are no alternatives to choosing the right strategy for achieving a reasonable relationship
between trajectories of external liabilities and foreign exchange earnings, taking measures to improve the Balance of Payments.
The purpose of this article is to clarify the nature of the country's Balance of Payments deficit; How realistic the prospect of
mitigating the degree of vulnerability to global factors is in a small economy with limited resources; How we can turn a problem
into an opportunity. On the other hand, it is unknown when the crisis, known as COVID-19, will stop finally, it is important to
critically evaluate both the pros and cons of given economic policy "... in order to make the economic development agenda more
rational, responsive, results- and long-term perspectives oriented” (Aslamazishvili, 2020).
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INTRODUCTION
Without any bias, it can be said that the Balance of
Payments, as a statistical tool for data analysis, is a kind of
combined measurement for assessing both domestic and
foreign economic policy of the country. Moreover, even an
empirical analysis of events clearly shows that in the context
of a global pandemic, the correctness of both short-term
and long-term visions of economic policy is comprehensively
reflected in the Balance of Payments.
On the other hand, it can be said without exaggeration
that the pandemic proved to be an excellent diagnostician in
assessing the reliability of current economic strategies. It, like
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the litmus paper, highlighted the strengths and weaknesses
of the economic strategies implemented by the countries.
And that should be the main lesson the world has learned
from the pandemic.
What lessons did Georgia learn from the pandemic?
Recent noteworthy trends in Balance of Payments
It can be said unequivocally that by 2020 it would have
been difficult to develop a hypothetical development scenario
that would have made such a comprehensive diagnosis of
our current social and economic condition, past mistakes in
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Figure 1. Georgia: Dynamics of Current Account and its components, mln USD
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Figure 3. Georgia: Dynamics of Service Account, mln USD
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Figure 6. Average transaction cost of sending remittances to a specific country (%) - Georgia, Armenia, Latvia, Moldova

Source: https://data.worldbank.org/indicator/SI.RMT.COST.IB.ZS?contextual=default&locations=GE-AM-LV-MD&view=chart

by the fact that personal transfers to our country are quite
high in relation to GDP. Even in a pandemic, in 2020 this
indicator was 13.3 percent. For comparison, below is Figure
7, which shows the ratio of personal transfers to GDP for
selected countries and groups of countries.
To better understand the scale of personal transfers in
Georgia, it is enough to compare it with the volume of foreign
direct investment. In particular, by 2020, the volume of
inbound personal transfers was 2.5 times higher the volume
of inbound foreign direct investment (see Figure 8).
The difference between the current account calculated
with and without personal transfers has sharply increased
since 2009 (see Figure 9), and it has remained since then. As
statistics show, the current account in 2020, without personal
transfers, would be 1.8 times worse than the current one: It
would be USD -3.54 billion instead of USD -1.99 billion, i.e.
the deficit would be 22.2% instead of 12.5 percent of GDP,
which is a critical issue due to several factors.
Firstly, these are Georgia's relations with countries of emigration, which may develop in an unfavorable direction (for
example, with Russia) and cause a reduction in remittances;
Second, the pandemic and its economic impact on both
the local and global economies remain unpredictable, yet job
losses and declining incomes may affect the earnings of our
expatriate compatriots;
Third, a number of experiences show that crises in
general are not easily predictable and / or easily overcome.
Consequently, our donor compatriots abroad are vulnerable
to such events;
Fourth, with the change of generations and their behav-
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ioral culture, the attitude of the emigrated young generation
towards sending money to Georgia may change.
At the same time, if the deficit of jobs continues to
remain stable and is not overcome at a rapid pace, already
in the medium term, the country's prolong chronic current
account deficit will reach alarming proportions. Therefore,
without maximum concentration on this problem, the risk of
irreparable consequences is very high.
Thus, the increase in the scale of the country's current
account dependence on remittances and, consequently,
personal transfers is undoubtedly an alarming signal. Especialy when the chronic deficit of goods and primary income
balances remains the "Achilles' heel" of Georgia's Balance of
Payments. In particular:
•

•

•

If we look at the dynamics of the last two decades,
the foreign trade balance continued to decline again
after a slight improvement in 2009, and its deficit
remained at the average level of 2008 (on average
USD -3.8 billion) during 2010-2019; In 2020 alone,
it fell to USD -3.2 billion; However, it is likely that
even such a small improvement in the foreign trade
balance is largely the result of the supply chain
disruption caused by the pandemic.
The ratio of imports to exports has hardly changed
and has remained in the range of about 1.7-2.1 in
favor of imports over the last 20 years (except in
2007-2008, when these ratios were 2.4 and 2.6,
respectively).
Exports of goods are still focused on raw materials;
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Figure 7. Inward Personal Transfers to GDP (%) by selected countries, 2020
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The share of high-technology products in manu
factured exports is insignificant - only 2.57 percent
(according to 2019 data), when in 1999-2006 the
figure was 27.0 percent per year on average, and in
2002 - even 41.1 percent (www.theglobaleconomy.
com/rankings/high_tech_exports/). Although the
share of foreign direct investment was high during
this period, both in terms of GDP and the total
volume of investments in the country (gross fixed
capital formation; GFCF) (Figure 11). The situation is
worse in terms of information technology exports:

•

only 0.4 percent in total goods exports.
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Figure 8. Georgia: Dynamics of Inward Personal Transfers and FDIs, mln USD
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Figure 9. Georgia: Dynamics of Current Account, Mln USD
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GDP. A particularly sharp jump in this rate started in 2010
and acquired an alarming scale (see Table 1), which sharply
worsened the primary income balance, and this dynamic is
likely to be maintained at least in the medium term due to
several factors.
In particular, according to data for 2020, the country's
international financial liabilities were 2.3 times higher than
GDP, of which debt liabilities - 129.9 percent of GDP, and the
total foreign exchange earnings of the Balance of Payments,
which should serve these liabilities, in the same year
amounted to only 55.4 percent of GDP. Thus, even these few
data indicate the need for fundamental structural changes
in the economy in order to make a major breakthrough in
the export sector, in order to service external liabilities and
reduce them at an appropriate rate. The analysis of these
issues is the subject of a separate study, which definitely
requires permanent attention.

CONCLUSION
The dynamics of the Balance of Payments deficit and the
observation of the long-term trajectory of its individual items
suggest that no systemic and effective ways of its improving
have been found to date, which would fundamentally change
its structure, weaken the impact of vulnerable factors on it,
and mitigate the risks of its deterioration.
Particular attention should be paid to the country's
foreign trade balance and export structure in terms of quality,
without of which it will be impossible to overcome the foreign
trade deficit dramatically.
In the long run, the tourism sector should be considered
primarily as a source of additional growth in exports in
services and less - as a strategic sector and a guarantor of
stable foreign exchange earnings. Such a realistic approach will
greatly reduce the sharp fluctuations of key macroeconomic

Figure 10. Georgia: Import-Export coverage ratio, 2000-2020
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Fugure 11. Georgia: The relationship between Inward FDI and High-technology export, %
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Figure 12. Georgia: Primary Income Balance by Components, mln USD
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