CMYK

14

HEADLINE NEWS & ANALYSIS

FactCheck

FINANCIAL

21 APRIL, 2014 | FINCHANNEL.COM

Davit Onoprishvili: “…Over the course of the last months, the GEL fell by up to 6%.
Meanwhile in neighbouring Turkey, the Turkish lira is falling by around 25% and the
rate of decline is fairly high in Russia as well; namely, over 10%. These are the major
importers in Georgia and, therefore, the strengthening of our currency at this stage
would have more detrimental repercussions. The growth in export [of Georgia] is
unprecedentedly high, trade balance has decreased and it is positive.”
Nutsa Tokhadze
FactCheck

A

t the plenary session of the Parliament
held on 5 February 2014, Chair of the
Committee on Budget and Finance, Davit Onoprishvili, stated: “The exchange
rate has practically stabilised now, hovering between 1.77-1.78. The inflation rate is within
the established margins. As specified in the State
Budget of Georgia, it is not to exceed 6% within a
year. I would also like to note that the GEL is not the
only currency experiencing a certain decline. Over
the course of the last months, the GEL fell by up to
6%. Meanwhile in neighbouring Turkey, the Turkish
lira is falling by around 25% and the rate of decline is
fairly high in Russia as well; namely, over 10%. These
are the major importers in Georgia and, therefore,
the strengthening of our currency at this stage would
have more detrimental repercussions. The trade parameters took a marked upturn: the growth of [Geor-

gian] export is unprecedentedly high which means
that significant changes are underway in this respect,
trade balance has decreased and it is positive.”
FactCheck inquired about the accuracy of Davit Onoprishvili’s statement.
As can be gathered from the data of 5 February
2014, the USD/GEL exchange rate equalled 1.7810
whereas as of 9 April it stands at 1.7495 (the GEL
has already stabilised and started strengthening).
In line with the data of 2013, the inflation rate (CPI)
amounted to 2.4% (comparing December of 2013
with the same period of 2012). In January of 2014,
as compared to the same month of the preceding
year, the inflation rate equalled 2.9% whereas in
February of 2014 the indicator reached 3.5%. The
monetary policy of the National Bank of Georgia
foresees the announcement of an inflation target
that should be maintained in the medium term.
For the year 2014, the regime of inflation targeting
envisages the rate of inflation at 6%, and at 5% for
2015. In the long run, the inflation target should
gradually decrease to 3%.

TABLE 1. USD/GEL, USD/TRY AND USD/RUB
EXCHANGE RATES

ship is the fact that with the depreciated currency,
local inhabitants have to pay more for each item of
imported goods. As concerns the strengthening of
the local currency, it produces reverse consequences. Foreigners start paying more for the goods exported from the given country whereas the local
inhabitants start paying less for the goods imported
from abroad. For instance, given the exchange rate
of the EUR/GEL which equals 1:2 and we pay GEL
10 for imported goods worth EUR 5, in the event of
the depreciation of the GEL (ex. 1:3), we will have to
pay GEL 15 for the same value of products (EUR 5).
As can be surmised, during the devaluation of
our currency imported goods become more expensive for us while the products exported from
our country become less expensive for foreigners
(in the case of the exchange rate of 1:2, foreigners will pay EUR 2.5 for GEL 5 worth of products
whereas in the case of the rate of 1:3, they will pay
EUR 1.7). As for the strengthening of our currency,
if the exchange rate reaches 1:1, we will pay GEL 5
for products with a value of EUR 5 and foreigners
will equally pay EUR 5 for GEL 5 worth of goods.
Therefore, the strengthening of the GEL renders
imported goods less expensive for the Georgian
population and makes Georgia’s exported goods
more expensive for foreigners. As Turkey and Russia are indeed major importers in Georgia, naturally, the strengthening of the GEL with respect
to their currencies would spur an increase in the

imports of Georgia and a decrease in exports of the
country. This development would fuel a further deterioration of the trade balance.
Obviously, the process described above does not
automatically entail that the depreciation of the currency undoubtedly has a favourable impact upon
the state economy. Devaluation of the currency can
kindle positive repercussions only in specific situations and specific periods of time. In order to determine the actual impact of a currency devaluation on
the state economy, we need to be familiar with certain economic parameters of the given country; for
example, whether or not the given country can be described as an importer or an exporter (e.g., Georgia
is an importing country as over the course of many
years imports exceeds the exports of the country),
how the depreciation of the currency is reflected upon
the volume of imported and exported goods (to what
extent it is increasing the exports and decreasing the
imports) and, respectively, how does it alter the incomes accrued through these activities. Procurement
of such information demands additional and more
comprehensive research. Supposing that the depreciation of the currency does indeed boost the incomes
of the country, even in that case this process can be
advisable only during a certain period of time. The
continual devaluation of the currency is prone to spur
numerous adverse consequences such as an unstable
economic situation in the country, a decline in investments, economic stagnation and so forth.

TABLE 4. EXTERNAL TRADE INDICES (USD MLN)
Source: National Bank of Georgia – nbg.ge; x-rates.com

As can be seen in Table 1, over the course of the
last five months (as compared to the same period
of the past year) the GEL was depreciating with respect to the USD. In October of 2013, the value of
the GEL fell by 0.32%, in November – by 0.96%, in
December – by 3.19% and in January – by 6.05%
(as compared to the same months of the previous
year). Calculation of the average indicator for the
given period reveals that on the whole, over the
months of October, November, December and
January, the GEL depreciated by 2.63%. This figure does not correspond to the number indicated
in the statement of Davit Onoprishvili (claiming a
6% depreciation of the GEL over the course of the
last months). However, if we take into account the
indicator for January, separately, we observe that
the GEL depreciated by 6.05% relative to January
of 2013 and, therefore, the statement of the Chair
of the Committee on Budget and Finance proves to
be accurate.
As for the exchange rate of the TRY (Turkish lira)
against the USD, throughout the last months it has
invariably been depreciating in value. In October of
2013, the TRY fell by 10.05% as compared to the
same period of 2012, in November – by 12.91%, in

December – by 15.65% and in January – by 25.47%.
Calculating the average indicator for the fourth
quarter of 2013 and January of 2014, we see that the
TRY depreciated by 16.02% in the given period. Accordingly, Davit Onoprishvili’s statement regarding
a 25% depreciation of the TRY over the span of the
last months is inaccurate. Similar to the previous
case discussed above, however, in the event of taking into consideration only the month of January,
the MP’s statement proves to be correct.
In parallel to the currency depreciations in
Turkey and Georgia, the value of the RUB (Russian rouble) saw a decline as well. Specifically, in
October 2013 depreciation amounted to 3.02%, in
November – 4.20%, in December – 6.97% and in
January – 11.61%. Calculating the average indicator for the fourth quarter of 2013 and the month of
January of 2014, we get the result of 6.45%. Hence,
Davit Onoprishvili’s statement with regard to a
10% depreciation in the value of the RUB is incorrect. Nonetheless, examining the indicator for the
month of January, separately, we again come to the
conclusion that the MP’s estimations are accurate.
Let us examine Georgia’s import indices in respect to the neighbouring countries.

TABLE 2. GEORGIA’S IMPORT INDICES (FROM
RUSSIA AND TURKEY)

Source: National Statistics Office of Georgia – geostat.ge

As can be drawn from Table 2, in the period from
2007 to January of 2014 Turkey ranks first by the volume of goods imported to Georgia. As for Russia, it
occupies one of the leading positions as well. In 2007,

Russia ranked third among 114 countries holding 11%
of the total volume of goods imported to Georgia. In
2008 its share saw a slight decrease but beginning
from 2013, the indices take an upturn again.

TABLE 3. TRY/GEL AND RUB/GEL EXCHANGE RATES

Source: National Statistics Office of Georgia – geostat.ge

As can be gathered from Table 4, over the period
of 2007-2013 the export volume of Georgia indeed
reached an unprecedentedly high indicator (USD
2,909 mln) in 2013 (in line with the preliminary
data). It is also to be noted, however, that the largest
volume of imported goods was registered in 2013
as well (in line with preliminary data – USD 7,874
mln). Consequently, an “unprecedentedly” high volume of export does not result in an “unprecedented” improvement of foreign trade as the imports
and, therefore, a negative trade balance accordingly
remain high. The balance of trade has been negative in Georgia throughout the whole period from
2007 to today. During the years 2007-2009 the
negative trade balance was characterised with continual fluctuations and from 2009 to 2013 it reveals
a tendency of growth. Even though the balance of
trade in 2013 (USD -4,965 mln) decreases relative
to that of 2012, it is still negative and represents one
of the highest indicators witnessed over the course

CONCLUSION

of the last years. As for January of 2014, in this period trade turnover totalled USD 761 million which
exceeds the indicator recorded in January of the
past year by 15%. Of this amount, export amounted
to USD 224 mln (14% more) while import totals
USD 538 mln (15% more). As to what concerns the
foreign trade balance, it is still negative in January
of 2014 and equals USD -314 mln. As can be seen,
the negative trade balance has indeed decreased in
2013 relative to the indicator of 2012, precisely as
asserted by Davit Onoprishvili. Additionally, granted that Onoprishvili was describing the whole process as positive and not the trade balance itself, this
part of the MP’s statement is entirely accurate. If we
interpret this part of his statement literally (which,
in our opinion, is less probable) assuming that he
characterised the balance of trade as positive and
not the process on the whole, then this statement is
unquestionably false and demagogic.

Category: External Trade (Economy)

Our inquiry about the accuracy of Davit Onoprishvili’s statement revealed that on 5 February 2014 the
USD/GEL exchange rate equalled 1.7810 (as of 9 April – 1.7495). In line with the data of 2013 the rate of inflation (CPI) amounted to 2.4% (setting the indicator of December against the same period of the previous year)
whereas in January 2014 the rate stood at 2.9% (relative to the same month of the previous year). For the year
2014 the monetary policy of the National Bank of Georgia envisages the upper limit of the inflation rate at 6%
and so the current rate of inflation is within the defined margins.
Based upon the average indicators of the fourth quarter of 2013 and January of 2014, the GEL depreciated
by 2.63% with respect to the USD whereas in January, in particular, the rate of depreciation equalled 6.05%.
As regards the TRY and the RUB with respect to the USD, in the fourth quarter of 2013 and January of 2014,
the TRY depreciated in value by an average of 16.02% and the RUB – by 6.45%, however in January alone the
TRY devalued by 25.47% while the RUB – by 11.61%. As for the exchange rate of the GEL against the TRY and
the RUB, in the last months the GEL has strengthened with respect to these currencies.
In accordance with the statistical data, Turkey and Russia represent the largest importers in Georgia. As
the appreciation of the state currency results in less expensive imported goods for the local population and
more expensive exported goods for foreigners, strengthening the GEL against the TRY and the RUB leads to
increased imports and decreased exports which creates the deterioration of the trade balance. However, the
judgement about the specific impact of a strong currency upon the economy demands additional and more
comprehensive research. The negative balance of trade improved in 2013 as compared to 2012 although it still
represents one of the highest indicators registered over the course of the past years.
Bearing in mind the facts elaborated in the article, FactCheck concludes that Davit Onoprishvili’s statement: “The exchange rate has practically stabilised now, hovering between 1.77-1.78. The inflation rate is
within the established margins. As specified in the State Budget of Georgia, it is not to exceed 6% within a
year. I would also like to note that the GEL is not the only currency experiencing a certain decline. Over the
course of the last months, the GEL fell by up to 6%. Meanwhile in neighbouring Turkey, the Turkish lira is
falling by around 25% and the rate of decline is fairly high in Russia as well; namely, over 10%. These are the
major importers in Georgia and, therefore, the strengthening of our currency at this stage would have more
detrimental repercussions. The trade parameters took a marked upturn: the growth of [Georgian] export is
unprecedentedly high which means that significant changes are underway in this respect, trade balance has
decreased and it is positive,” is MOSTLY TRUE.

MOSTLY TRUE
Source: The National Bank of Georgia – nbg.ge; x-rates.com

As shown in Table 3, the GEL has been strengthening over the last months with respect to the
TRY as well as to the RUB. In October of 2013,
the GEL strengthened by 8.98% against the TRY
as compared to the same period of 2012 whereas
in respect to the RUB, the GEL gained in value by
2.74%. As concerns the subsequent months, the

GEL strengthened even further with respect to the
aforementioned two currencies.
When a country’s currency is depreciating, exported goods from this country become less expensive for foreigners while for the local inhabitants
imported products from foreign countries grow
more expensive. The reason for this interrelation-
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Euro Area Annual
Viktor Dolidze: “The
Inflation Down to 0.5% previous government
The FINANCIAL

E

uro area annual
inflation
was
0.5% in March
2014,
down
from 0.7% in
February. A year earlier
the rate was 1.7%. Monthly inflation was 0.9% in
March 2014.
European Union an-

nual inflation was 0.6% in
March 2014, down from
0.8% in February. A year
earlier the rate was 1.9%.
Monthly inflation was
0.7% in March 2014 according to Eurostat, the
statistical office of the European Union.
In March 2014, negative annual rates were
observed
in
Bulgaria
(-2.0%), Greece (-1.5%)

and Cyprus (-0.9%), Portugal and Sweden (both
-0.4%), Spain and Slovakia (both -0.2%) and Croatia (-0.1%). The highest
annual rates were recorded in the United Kingdom
(1.6%), Maltathe United
Kingdom (1.5c%), Austria
and Malta (1.4% each).
Compared with February 2014, annual inflation
fell in eighteen Member

States, remained stable in
three and rose in six.
The largest upward impacts to euro area annual
inflation came from tobacco, restaurants & cafés
(+0.08 each) and milk,
cheese & eggs (+0.06),
while fuels for transport
(-0.24), telecommunications (-0.10) and heating
oil (-0.06) had the biggest
downward impacts.

ANNUAL INFLATION (%) IN MARCH 2014, IN ASCENDING ORDER
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* Data for Austria are provisional.

Counting the Cost of Education

had one-and-a-half
million people living
on 72 tetri a day…”
Teona ABSANDZE
FactCheck

D

elivering a speech at the
plenary session of the
Parliament of Georgia
on 21 March 2014, representative of the majority,
Viktor Dolidze, stated: “The previous
government had one-and-a-half million people living on 72 tetri a day…
They gave GEL 28 to persons below
the poverty threshold, so that’s what
we get through arithmetical calculations.”
FactCheck inquired about the
actual number of people living below the poverty threshold and the
amount of social assistance they
were given. We verified the accuracy
of the MP’s statement.
The state programme of social
assistance in the form of a subsistence allowance was launched in
2005. The socio-economic state of
a household is evaluated in accordance with the following criteria:

Up until 1 July 2013, the first
member of a family living below
the poverty threshold was given a
monthly assistance in the amount of
GEL 30; that is, GEL 1 a day and every other member received GEL 24;
that is, 80 tetri a day. Starting from
1 July 2013, the subsistence allowance was doubled resulting in GEL
2 a day for the first member of the
family; that is GEL 60 a month and
GEL 1.60 a day for each of the other
family members, amounting to GEL
48 a month. As can be seen, pecuniary assistance for the socially vulnerable families has grown although its
volume is still minimal.
In line with the statistical data
of 2012 collected by the Social
Service Agency, subsistence allowance was given to a total of 501,445
citizens (163,183 families). We also
inquired about the statistical data
of the past years (see table below).
As can be gathered from the table,
the highest number of social aid recipient citizens is registered in 2012
(501,445).
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ost parents see paying for education as
the best financial
support they can offer their children, according to new research from HSBC
. On average, 58 per cent of parents
believe that paying for a child’s education is the best investment you can
make for your children. The figure
is much higher in countries such as
Brazil (79 per cent), China (77 per
cent), Indonesia and Turkey (each
75 per cent).
An independent research study
commissioned by HSBC Retail
Banking and wealth Management
(RBWM) questioned more than
4,500 parents in 15 countries around
the world.
The Value of Education Springboard for success report reveals that
89 per cent of parents want their
children to go to university and 62
per cent want them to study to postgraduate level. They believe education is crucial in helping to compete
for jobs and boost earning potential,
according to HSBC .
But many find it difficult to plan
and finance their child’s education.
Of parents who fund education, 82
per cent do so from their current
income. More than half of parents
wish they had started to plan and
save earlier for their child’s educa-
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tion.
Parents can also feel overwhelmed
by the pressure to make the right
choices – 38 per cent say the decision-making process is “daunting”.
In Taiwan, the figure is 69 per cent,
and in Hong Kong 60 per cent.
The report reveals differences between attitudes in some countries.
While the majority of parents in
some emerging economies see paying for their child’s education as the
best investment, the figure in the UK
is just 35 per cent, in France 36 per
cent, and in Australia 37 per cent.
It is clear though that across all 15

countries parents view education as
a top priority for their children, according to HSBC .
On average, parents say they
would ideally allocate 42 per cent
of the funds they set aside for their
children to education, against 11 per
cent to long-term investments and
10 per cent to a deposit for a house.
“Though parents’ ideas about
education vary around the world,
they believe that a good education
can improve children’s opportunities and prospects,” Simon Williams,
Global Head of wealth Management,
HSBC , said.

London House Prices Could Average Over
£0.5 Million by the end of this Year - PwC
The FINANCIAL

T

oday’s ONS data shows
that average house prices
in the UK grew by 9.1%
between February 2013
and February 2014. This
compares with a January 2013 to
January 2014 growth rate of 6.8%.
In London the growth rates were
almost double the UK average growing by 17.7% between February 2013
and February 2014. This compares
with a January 2013 and January
2014 growth rate of 13.2%.
The last time we saw growth in
UK house prices at these levels was
in May 2010. The last time we saw

Citizen

300,000

London house prices at these levels
was at the peak of the boom in the
summer of 2007 when prices increased by nearly 19%.
“The latest data from the ONS
confirms our view that house price
growth is accelerating across the UK
and we expect this trend to continue
during the first half of 2014. By the
end of 2014, our analysis suggests
the average property in the UK could
be worth around £270,000, up from
£250,000 at the end of 2013. In
London the average property at the
end of 2014 could be worth around
£510,000, up from £450,000”, William Zimmern, a Senior Economist
at PwC, commented.
For the UK outside London, our

research does not yet suggest that
these prices are unsustainable - we
are seeing a normal cyclical recovery
after a period of relatively subdued
house prices. Other recent data supports this view. For example, on the
demand side, home builders have
reported a pick-up in both site visits
and reservations, while on the supply side we are not seeing evidence
of significant changes in numbers of
housing starts (see attached charts).
However, the London picture is
more mixed. Concerns of overheating in London may grow if house
price to earnings ratios and mortgage repayments as a portion of income continue to rise rapidly and
diverge from the rest of the UK”
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family income, family property and
family needs. In order to receive
social assistance, a family needs to
submit the relevant application to
the Social Service Agency. Following the submission, an agent from
the Agency will visit the family
to assess its income and property
and assign it a certain rating score
based upon the assessment. Families whose rating score is no more
than 57,000 points are included in
the state assistance programme and
granted relevant pecuniary assistance (subsistence allowance) from
the government.

2010

2009

2008

It is also to be noted that pecuniary social assistance in the form of
a subsistence allowance was discontinued to 47,588 citizens (12,576
families) in 2013. As clarified by the
Social Service Agency, the subsistence allowance was discontinued
or temporarily suspended to those
households from the unified database of socially unprotected families
whose income was proven by the information of the Revenue Service to
be higher than declared. This matter
has been examined by FactCheck
in a previous article.

Category: Economy/Healthcare

CONCLUSION
Prior to 1 July 2013, the first member of a family living below the poverty
threshold was given a monthly assistance in the amount of GEL 30; that is,
GEL 1 a day and every other member received GEL 24; that is, 80 tetri a day.
The indicated numbers more or less correspond to the figure named in the
statement of the MP (72 tetri). However, Viktor Dolidze was pointing out
one-and-a-half million people living below the poverty threshold whereas in
actuality, throughout the governance of the United National Movement, the
highest number of persons receiving pecuniary social assistance amounted
to 501,445. As can be seen, the number of aid recipients named in the MP’s
statement exceeds the real number of such persons threefold.
Consequently, FactCheck concludes that Viktor Dolidze’s statement,
“The previous government had one-and-a-half million people living on 72
tetri a day…” is MOSTLY FALSE.

MOSTLY FALSE
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