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nomic challenge for Georgia. A more recent crisis – 
Covid-19 – demonstrated a broader palette of risks 
linked to dollarization: vulnerability of the whole 
economy to exchange rate fluctuations during a reces-
sion, exchange rate-inflation pass-through, and limit-
ed space for fiscal and monetary policies. Both crises 
uncovered the materiality of dollarization risks and 
displayed underlying power relations on the local and 
global levels. This paper unfolds the socioeconomic 
and political implications of foreign currency domina-
tion in the periphery and untangles related power ten-
sions during the two crises.

Asymmetrical relations between the countries 
in the core and the periphery are inherent to the phe-
nomenon of dollarization. The very fact that sovereign 
states with their own national currencies use dollar 
instead of their own currency underlines the global 
currency hierarchy (Strange 1971; Priewe and Herr 
2005; Helleiner 2008; Cohen 2011). Crisis unfolds and 
exacerbates these asymmetries even further. However, 
it also has the potential to politicize what had before 
been considered a natural phenomenon. Therefore, it 
serves as a good vantage point to observe and study 
subordination and power tensions in the periphery. 

Financial dollarization is a worldwide phenom-
enon with a long history. It refers to the replacement of 
national currency functions by another currency (very 
often, but not only, US dollar). Dollarization can be 
official or unofficial, but the latter is more common, as 
most dollarized countries have their own national 
currencies (Levy-Yeyati 2006, 63–64). Dollarization is 
commonly measured in terms of deposit and loan dol-
larization, yet foreign and government debt dollariza-
tion, as well as price dollarization, can also be import-
ant indicators. 

Georgia is an example of an unofficially dollar-
ized economy. The Soviet ruble remained as a curren-

cy in Georgia after 1991 independence, as it did in 
most former Soviet states. In 1992, Russia stopped 
providing Georgia with ruble banknotes due to the in-
flationary process in the ruble zone and the decision 
to replace the Soviet ruble with the Russian ruble, 
among other reasons. Consequently, the Georgian 
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Dollarization and crisis

T he US dollar has been an integral part of every-
day life and political-economic order in Geor-
gia for more than three decades. Thinking and 

planning in two currencies – the Georgian lari and the 
dollar – is common not only for local companies and 
the government but also for households. The dollar 
hegemony in Georgia is manifested in its high share in 
the currency composition of loans (45%) and deposits 
(51%), as well as in prices. From real estate companies 
to private tutors, prices are set and 
payments are made in US dollar, 
even though the only legal tender is 
the national currency, the lari. 

The emergence of dollariza-
tion coincides with Georgian inde-
pendence in 1991. The phenomenon 
was accepted as a norm for decades 
and not problematized by political 
and economic elites, civil society 
groups, or international organiza-
tions until the 2015 currency crisis. 
Drastic devaluation of the Georgian lari and protests 
by households who were indebted in foreign currency 
made the government and the central bank initiate 
de-dollarization policies in 2017–2018. Even though 
the dollarization rate has been decreasing since then, 
the phenomenon remains an important political-eco-
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government and the central bank issued a temporary 
currency coupon and postponed the introduction of 
the national currency due to the ongoing political-eco-
nomic chaos in the country and the lack of financial 
means for such a reform. Despite its attempts, Russia 
failed to establish a common currency zone in the 
post-Soviet space. Former Soviet states gradually in-
troduced their own national currencies (Eradze 2023a, 
75–79). Georgia issued the lari as its national currency 
in 1995, in the aftermath of the 1993–1994 hyperinfla-
tion of, with the financial assistance of the Interna-
tional Monetary Fund (IMF). However, the Georgian 
economy was already highly dollarized before the in-
troduction of the lari. While the Russian ruble was 
mostly used for smaller transactions, the dollar was 
used for bigger transactions and savings (Kakulia 
2008, 182; Khaduri 2005, 30). The level of dollariza-
tion was 67% in 1994 (de Nicolo, Honohan, and Ize 
2003, 33). Even though the lari’s introduction encour-
aged de-dollarization, the Russian financial crisis of 
1998 had negative impacts on the Georgian economy, 
as well as on the lari exchange rate (see Kakulia 2008). 
The level of deposit dollarization almost doubled from 
1998 to 1999, reaching 80% (Kakulia and Aslamazish-
vili 2000, 23). 

Dollarization remained high in Georgia after 
the 2003 Rose Revolution. If dollarization was benefi-
cial for the shadow economy throughout the 1990s, 
after the revolution it became compatible with the for-
eign direct investment-oriented accumulation regime, 
a dollarized real estate sector, and a financial sector 
with a high share of foreign-owned banks. Foreign 
ownership of banks was encouraged by international 
organizations, such as the IMF and the World Bank 
(WB), after the 2003 revolution (Eradze 2023b). Due 
to the liquidity of the Georgian banks in foreign cur-
rency and the absence of regulations on foreign cur-
rency lending, commercial banks started to issue loans 
in foreign currency both at corporate and retail levels 
from 2004 onwards. The lari to US dollar exchange 
rate was relatively stable and the interest rate on for-
eign currency loans was lower compared to loans in 
the national currency, until the 2008/09 crisis. This is 
why loans in dollar were popular in Georgia and 
household borrowers did not pay attention to the ex-
change rate risk, which they had to bear. Moreover, as 
the real estate prices were set in US dollar, for many it 
was more convenient to take out mortgages in dollar; 
the level of dollarization in mortgages was therefore 
very high (more than 80%) (Eradze 2023a, 164–69).

Even though official dollarization has support-
ers in political and academic debates, it is a phenome-
non that is mostly perceived as problematic (see 
Eradze 2023a; Aslanidi 2008; de Nicolo, Honohan, 
and Ize 2003; Mecagni et al. 2015). Dollarization lim-

its monetary sovereignty, diminishes the effectiveness 
of monetary policy, and prevents central bank from 
being a lender of last resort. It causes higher financial 
risks, especially during a currency crisis, negatively af-
fects output volatility, and hinders economic growth 
(Levy-Yeyati 2006, 108–09). Dollarized countries 
practically lose the exchange rate as a policy tool 
(Priewe and Herr 2005, 175–76). Denomination of 
corporate, retail, and government debt in foreign cur-
rency increases vulnerability to exchange rate fluctua-
tions for households, firms, and the government. In 
the event of a depreciation of the national currency 
against the US dollar, those who are indebted in dollar 
but earn in the national currency are exposed to cur-
rency risks. This might lead to solvency issues and an 
increase in poverty rates. These economic issues can 
unfold into a political crisis. Georgia is a good exam-
ple for such developments. 

Dollarization has widely been recognized as an 
economic phenomenon in academic debate (Kubo 
2017; Arellano and Heathcote 2010; Versal and 
Stavytskyy, 2015; Rappoport 2009; Winkelried and 
Castillo 2010; Valev 2007), but it is also a social, cul-
tural, and political process that cannot be explained 
through economic models only (see Eradze 2023a; 
Wilkis and Luzzi 2023). Moreover, dollarization is not 
a natural phenomenon that unfolds in developing 
economies due to the underdevelopment of financial 
sectors and high inflation, but is also a result of a cer-
tain set of policies. For post-Soviet states like Georgia, 
this phenomenon is directly linked with the policies of 
transition from planned to market economy, be it ear-
ly liberalization of the exchange rate and current ac-
count, deregulation of financial markets, absence of 
rules on foreign currency lending and payments, or 
the inflow of foreign capital into the banking sector 
(see Eradze 2023b). Therefore, the political economy 
of dollarization can be explained by understanding the 
state, as argued in Eradze (2023a). 

The moment of crisis displays the complexity of 
conflicts of interests among households who are in-
debted in foreign currency, the dollarized banking 
sector with excess liquidity in foreign currency, local 
producers who depend on imports in the production 
process, owners of assets with prices in dollar (for e.g., 
real estate), and the broader public that suffers under 
increased prices. These conflicts are translated into 
policy dilemmas and disagreements among the gov-
ernment, central bank, and international organiza-
tions. Moments of crisis therefore serve as fruitful ter-
rain for studying local political and economic con-
flicts, as well as hierarchical global relations, in the 
context of dollarization. And it is important to ask 
who has the power, who profits from a foreign curren-
cy hegemony, and who bears the losses.
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and had to pay interest on loans in dollar. Moreover, 
the currency crisis of 2015 led to a rise in prices and 
widening of the current account balance. 

The currency crisis also crystalized the issue of 
over-indebtedness, as by that time more than 30% of 
retail borrowers spent more than half of their income 
on servicing loans (IMF 2015a, 18). This was a prob-
lem for the Georgian banks as well, as the solvency of 
their borrowers was questioned (IMF 2015b, 5). Thus, 
the debt burden, along with increasing prices, wors-
ened the socioeconomic situation of Georgian house-
holds and the level of poverty was exacerbated. A 2018 
report by the United Nations Children’s Fund 
(UNICEF) stated that the poverty level had increased 
primarily because of the 2015 currency crisis. Almost 
22% of the population and around 28% of children 
lived in absolute poverty in 2017. More than 40% of 
the surveyed population declared that their economic 
condition had worsened since the lari crisis and they 
needed credit to cover daily expenses (UNICEF 2018, 
8–14). 

Lari depreciation led to public unrest, protests, 
and hunger strikes. As parliamentary elections were 
coming up in 2016, the public pressure on the govern-
ment increased. Opposition parties used the momen-
tum and politicized the issue to criticize the governing 
party. While the government tried to portray lari de-
preciation as yet another natural process, it soon real-
ized that the issue could not be disregarded any longer. 
The National Bank of Georgia (NBG) was also criti-
cized for not being able to handle the issue, as it stood 
firm on not selling foreign currency reserves to stabi-
lize the lari exchange rate. The NBG justified this pol-
icy with its inflation targeting mandate, which obliged 
the central bank to control price stability. The NBG 
increased the interest rate to fight inflation, raising it 
from 4% to 8% between May 2015 and March 2016, 
despite the harmful effects of such a decision on the 
economy (Eradze 2023a, 195–97). Consequently, the 
interest rate spread between lari and dollar loans in-
creased and national currency loans became even 
more expensive compared to dollar loans. The level of 
deposit dollarization also increased, as people con-
verted their lari deposits into dollar and commercial 
banks continued lending money in foreign currency 
due to their excess liquidity in foreign currency (Na-
tional Bank of Georgia 2015, 75–76). 

While the government and the central bank 
shared the same position at the beginning of the cri-
sis, this soon changed. The government blamed the 
NBG for failing to handle the crisis. Bidzina Ivanish-
vili, the head of the governing party, criticized the 
NBG’s president, Giorgi Kadagidze, personally for the 
bank’s ineffective policies. Kadagidze, for his part, saw 
it as the government’s responsibility to reduce spend-

The lari crisis: Politicization of 
dollarization 

A high level of dollarization persisted in Georgia 
throughout the 1990s and 2000s. One of the factors 
that contributed to its persistence was the stability of 
the lari to US dollar exchange rate from the early 2000s 
until 2013, with the exception of the 2008/09 crisis. 
Between 2004 and 2008, the lari was constantly appre-
ciating to the US dollar due to the inflow of foreign 
capital after the 2003 Rose Revolution (National Bank 
of Georgia 2024). Exchange rate stability encouraged 
the rise in foreign currency loans at the beginning of 
the 2000s. The National Bank of Georgia adopted a 
floating exchange rate in 1998, and its interventions in 
the currency market were further reduced from 2009, 
after the shift to inflation targeting. The long-term sta-
bility of the exchange rate was disturbed by the 2015 
currency crisis. 

Lari devaluation started at the end of 2014; the 
currency gradually lost its value against the US dollar 
between 2015 and 2017, depreciating by 50% in this 
period (WB 2018, 6). The currency crisis had multiple 
drivers, from external shocks to internal causes. The 
crisis evolved alongside the Russian invasion of 
Crimea (2014) and falling oil prices, as well as dollar 
appreciation under the US Federal Reserve’s quantita-
tive easing policy. Moreover, due to political and eco-
nomic turmoil in Russia, Turkey, and Greece (key des-
tination countries for Georgian emigrants) at the time, 
remittances declined and the inflow of foreign curren-
cy decreased. In addition, diminished Georgian ex-
ports to its neighboring countries and expansive fiscal 
and loose monetary policies contributed to the lari’s 
depreciation (see Anguridze, Charaia, and Dogho-
nadze 2015, 19). 

By the time the currency crisis broke out, more 
than 90% of Georgia’s foreign debt, 50% of retail loans, 
and 70% of corporate debt were denominated in for-
eign currency (National Bank of Georgia 2016a). In 
2015, Georgia had the highest rate of foreign currency 
debt in the non-financial private sector among emerg-
ing economies, which was around 55% of GDP (Kli-
atskova and Mikkelsen 2015, 7). The accumulation of 
debt in foreign currency at different levels aggravated 
the implications of currency devaluation and conse-
quently led to the problematization of dollarization. 
Georgia’s external debt (government debt, intercom-
pany debt, and debt of commercial banks) increased 
from 81% of GDP in 2014 to 108% of GDP in 2015 
(National Bank of Georgia 2016b, 44–45). While cor-
porate borrowers were also hit by the lari crisis, the 
most vulnerable group were households – unhedged 
borrowers, who earned money in national currency 
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ing and taxes. The International Monetary Fund also 
became involved in the conflict and took the side of 
the central bank. The IMF has been an important ac-
tor in Georgian politics since the start of its macro-
economic stability program in 1994, not only in terms 
of providing funding but also shaping economic poli-
cies. It was convinced that lari depreciation would 
boost Georgia’s export competitiveness and was there-
fore not necessarily a bad thing. The government did 
not share this view. The government-central bank 
conflict was exacerbated when the Georgian parlia-
ment initiated a law to remove supervisory function 
from the central bank and shift it to an independent 
agency. Yet not everyone in the government shared 
the same position on this matter. The president of 
Georgia denounced the interference of politics in the 
economic sphere and vetoed the parliament initiative. 
The IMF threatened to stop its funding if the govern-
ment continued to pressure the NBG. The WB, IMF, 
and European Bank for Reconstruction (EBRD) rep-
resentatives in Georgia stated that they were against 
the law to remove the supervisory function from the 
NBG. Opposition party members, the Business Asso-
ciation of Georgia, the American Chamber of Com-
merce in Georgia, the EU-Georgia Business Council, 
the Banking Association of Georgia, and Geor-
gian-based NGOs shared this position, too (Kunchu-
lia 2015). The president’s veto was overruled by a ma-
jority in the parliament (Gogua 2015) and the law was 
adopted in June 2015. A separate supervisory agency 
was established in October 2015, but it only operated 
for two days before being outlawed by Georgia’s con-
stitutional court (Voice of America 2015). The heated 
conflict between the government and the central bank 
ended in 2016, as the NBG president term was over 
and a new president, Koba Gvenetadze, seemed to 
have a better relationship with the government 
(Eradze 2023a, 197–200).

This politicization of dollarization translated 
into a set of de-dollarization policies, which were ini-
tiated by the Georgian government and the NBG in 
2017–2018. The IMF also supported and participated 
in the process. Some of the most important de-dollar-
ization measures included the establishment of a pen-
sion fund and enhancement of the capital market re-
form to develop the lari market, introduction of a 
floor for foreign currency loans (loans up to 100,000 
lari had to be issued in national currency), and stricter 
foreign currency reserve norms for commercial banks, 
adoption of payment-to-income and loan-to-value ra-
tios for financial institutions (differentiated across 
currencies), prohibition of real estate transactions in 
foreign currency, and one-time conversion of foreign 
currency loans into national currency loans (Eradze 
2023, 202–04). 

Coping with the pandemic  
amid dollarization

Nevertheless, dollarization-related issues returned 
during Covid-19. Along with the widening global in-
equality gap, high inflation and weak currencies being 
devalued, existing power asymmetries between the 
Global North and the Global South, as well as among 
world currencies, grew further. Rising public and pri-
vate debt during Covid pointed to the perils of in-
creased borrowing in foreign currency for households, 
firms, and the state.

The pandemic crisis led to a surge in debt on the 
government and corporate level, as well as for house-
holds, in Georgia. Increased unemployment, 10-year-
high inflation rate (13.9%) (National Bank of Georgia 
2022), devaluation of the Georgian lari (by 7.4% in 
real effective terms in 2020), and the lack of social se-
curity compelled Georgian households to meet their 
financial needs through new loans. The debt burden of 
retail borrowers soared as the unemployment rate ex-
ceeded 20% in 2021 (Geostat 2022). The Georgian 
government responded to the Covid crisis by subsi-
dizing payments of communal bills and paying target-
ed unemployment assistance. The total support that 
the government provided to households and business 
was 3.8% of GDP in 2020 (IMF 2021a, 6). Yet the rate 
of absolute poverty increased. According to the World 
Bank, 350,000 people were pushed into poverty and 
800,000 people into a lower income group (the total 
population is 3.5 million) (WB 2021). The number of 
families who received subsistence allowance also in-
creased by 22% in 2020 and by 19% in 2021 (Geostat 
2021). 

Rising food and energy prices reduced the pur-
chasing power of the Georgian lari and exacarbated 
the insolvency of retail borrowers with foreign curren-
cy loans. Consequently, non-performing retail loans 
in foreign currency more than doubled in the first six 
months of the pandemic (reaching 12% in October 
2020) (National Bank of Georgia 2021, 21–22). The 
level of loan dollarization remained high in 2021 
(51%) (National Bank of Georgia 2022), and 37% of 
household loans were denominated in foreign curren-
cies at that time (National Bank of Georgia 2021, 23).

In spring 2020 the government, together with 
commercial banks, initiated a loan-restructuring pro-
gram for households (Government of Georgia 2020, 
55). Borrowers realized rather late that this restructur-
ing increased not only the payment schedule but also 
the monthly interest rate on their loans (Svimonishvili 
and Loladze 2021; Public Defender of Georgia 2024). 
A further significant risk that became visible during 
the pandemic was the issue of evictions of borrowers 
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who were not able to repay their loans. While the gov-
ernment requested its citizens to stay at home and 
obey quarantine rules, many insolvent families were 
about to become homeless due to forceful evictions; 
the Georgian state does not have a housing policy or 
structural solutions to homelessness (Janiashvili and 
Chubabria 2022). There is no statistical information 
available, but it is known from individual cases and 
interviews that most of these borrowers were also in-
debted in dollar, which increased the risk of their in-
solvency. Evictions were temporarily stopped in April 
2020 and a moratorium was announced for two years, 
under the state emergency. Yet auctions on the collat-
eral and freezing of assets continued (see Eradze, 
forthcoming, 2024). 

The pandemic had a negative influence also on 
Georgia’s public debt, which increased by 20% from 
2019 to 2021, reaching 60% of GDP – Georgia’s fiscal 
rule threshold for public debt; 80% of this debt was 
denominated in foreign currency (IMF 2021a, 31–32). 
Georgia’s current account deficit also doubled in dollar 
terms between 2019 and 2020, when it reached 12.3% 
(IMF 2021a, 5). The rise in public debt above the legal-
ly allowed threshold significantly constrained Geor-
gia’s fiscal policy space and spending during the crisis. 

Like the lari crisis of 2015, Covid not only 
showed the fragility of the existing political-economic 
order but also unfolded power relations among local 
and global actors. The policy decisions met by the Na-
tional Bank of Georgia and the role of the IMF in this 
process are a good demonstration of core-periphery 
relations. While it was a common sense in advanced 
economies that spending should have increased 
during the Covid crisis and the central banks were fol-
lowing loose monetary policy and quantitative easing 
(Giles 2020; Gaspar and Gopinath 2020; IMF 2021b), 
the Georgian central bank was supposed to raise the 
interest rate and the government was called on to ex-
ercise caution in fiscal spending. Such an approach is 
not only a demonstration of double standards in glob-
al policymaking but also shows how peripheral coun-
tries must follow different rules of the game, while 
they are most in need of financial support during the 
crisis. 

Despite the economic recession, the National 
Bank of Georgia started to increase the interest rate in 
March 2021 and gradually raised it from 8% to 11% by 
May 2022 to combat inflation. The IMF approved the 
NBG’s strict monetary policy, as fighting inflation was 
a cornerstone of Georgia’s macroeconomic frame-
work, and noted that a further increase in the interest 
rate could have been necessary (IMF 2021a, 1–2). The 
NBG expressed readiness to raise the monetary policy 
rate further in the event of increasing exchange rate 
pressure on prices (IMF 2021a, 11). 

Even though the NBG intervened in the foreign 
exchange market and sold reserves in autumn and 
winter of 2020 to stabilize the lari exchange rate (IMF 
2021a, 8), local producers were not happy with the 
central bank policies in Georgia. According to the 
Business Association of Georgia, local businesses 
wanted the central bank to stabilize the exchange rate. 
From the central bank’s perspective, it was crucially 
important to maintain a floating exchange rate, espe-
cially at a time of shocks and crises. The prime minis-
ter was playing a mediator role in this process. The 
central bank intervened only if a change in exchange 
rate negatively impacted prices. According to the for-
mer governor of the NBG, Koba Gvenetadze, Geor-
gian business often demanded a fixed or pegged ex-
change rate for stability, but in his view this would not 
have been beneficial for the overall economy and the 
financial sector (Business Media Georgia 2021b). 

The IMF called for caution in terms of govern-
ment spending in 2021. It recommended that the 
Georgian authorities did not stop all government sub-
sidies immediately but also did not widen the existing 
fiscal deficit. Its suggestion to the government was to 
cut capital spending and extend cash transfers to the 
households most in need of the money (IMF 2021a, 
10). The IMF also advised the Georgian government 
not to take out new loans to cover incresaed social 
spending but to reprioritize budgetary spending in-
stead (Business Media Georgia 2021a). The Liberty 
Act of Georgia imposed a fiscal rule according to 
which the fiscal deficit should not exceed 3% of GDP,  
which the Georgian government agreed to follow 
(IMF 2021a, 10). 

Final reflections
Dollarization is not a purely economic phenomenon. 
It is embedded in the political and civil societies and 
within the accumulation regime, and it is underpinned 
by the positioning of a country in the global hierarchy. 
The complex character of this phenomenon is best 
manifested during crisis, when not only winners and 
losers of dollarization are possible to identify but eco-
nomic and financial issues also turn into questions of 
political legitimacy. 

The lari crisis of 2015 was a good manifestation 
of such processes. The depreciation of the lari led to 
the politicization of dollarization and unravelled 
complex power relations not only within the Geor-
gian state but also between the core and the periph-
ery. The crisis showed that households who were in-
debted in dollar were hit worst by the devaluation of 
the national currency. The combination of public pro-
tests and pressure of upcoming parliamentary elec-
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tions made the Georgian government acknowledge 
the importance of this crisis. Yet it soon found a solu-
tion in shifting the blame towards the central bank, 
which considered itself primarily responsible for 
price stability. The involvement of global actors (IMF, 
WB, EBRD) to protect the central bank from govern-
ment pressure was yet another clear example of 
 subordinate power relations, as well as protection of a 
neoliberal inflation targeting mandate in the peri-
phery. 

Covid-19 made visible once again that house-
hold borrowers who were indebted in dollar were 
most vulnerable and prone to insolvency risks. The 
pandemic also demonstrated how volatile entire econ-
omies and governments are made by dollarization. In 
Georgia, local businesses and the government were 
also affected by the depreciation of the lari, and dollar-

ization notably shrank monetary and policy spaces. 
Moreover, crises can demonstrate that peripheral 
countries have to accept different rules of the game, 
which can be damaging for their economies during 
crisis. The National Bank of Georgia’s strict monetary 
policy during the pandemic, approved by the IMF, is a 
demonstration of faithfulness to the price stability 
mantra in the periphery. 

Thus, looking at the two crises, it can be argued 
that crisis not only aggravates existing socioeconomic 
issues but also brings them to light, encourages the 
politicization of these issues, and reveals power rela-
tions underlying and shaping the crisis. Moreover, the 
moment of crisis is an opportunity to question the re-
silience of socioeconomic and political orders and re-
think the existing power asymmetries between the 
core and the periphery.
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