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Abstract. Clearly money is very important for any community of humans, especially for business purposes. It is well known that in
modern world currencies of all developed countries have their own problems but problems of coping with own currency is much bigger
in developing countries. Steve Hanke offers fixed exchange rate as a solution for developing countries. There can be some other ways
too: not to have national currency, to have free currency regime, etc. Here is given a research about the currency problems of Georgian
businessmen and of their opinions about how one could better cope with the currency’s problems.
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1. Introduction

Money is one of the main tools in the economy. There is a lot of attention to various facets of money func-
tioning, to be it innovative forms of money, money laundering, factors affecting value of local currencies etc.
(e.g. Simonova et al, 2019; Kordik, Kurilovska, 2017; financing, Baltgailis, J. 2019; Humbatova et al., 2019;
Limba et al., 2019). Monetary policies allow to tackle such issues as unemployment, poverty, to impact eco-
nomic growth patterns. Monetary policy directly affects conditions of entrepreneurship.

The presented paper aims to reveal reaction of Georgia’s business companies to diminishing value of national
currency and their opinions about country’s monetary policy alternatives, which will be faced in the near future.

Context of the research.

Looking at the history of money it seems that the best period was the one with golden standard, not ideal but
better than we have now. All the time there were some supporters of golden standard but as Josef Salerno
writes: “As recently as the early 1970s, the prospect of a governmental body seriously deliberating the merits
of reinstituting the gold standard would have been considered unthinkable. In the years following World War
II, the overwhelming majority of economists and economic policymakers as well as the population at large
came increasingly to consider gold as a relic of a barbarous and bygone age, unfit to perform the functions of
money in a modern industrial economy. The tiny handful of gold standard advocates, both inside and outside
the economics profession, were then regarded as hopelessly benighted economic Neanderthals or thralls to a
peculiar fetish” (Salerno, 2010, p. 324).
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It is clear that money which is manipulated by someone (government) is not sound, it cannot be sound when
its value depends on political expediency. During centuries people understanding this problem tried to find
its solution. Salerno writes: “The idea of sound money was present from the very beginning of modern mon-
etary theory in the works of the sixteenth-century Spanish Scholastics who argued against debasement of the
coinage by the king on ethical and economic grounds. The concept of sound money, or “sound currency” as
it was then called, was central to the writings of David Ricardo and his fellow “bullionists” in the early nine-
teenth century who argued that the price inflation observed in Great Britain during and after the Napoleonic
Wars was caused by the suspension of the convertibility of bank notes into gold and silver mandated by the
British government. The ideal of the bullionists was “a self-regulating currency” whose quantity, value and
distribution among nations were governed exclusively by market forces of supply and demand” (Salerno,
2010, p. xi).

It is clear that the stability of money is very important for economic subjects, for making any contract it is very
important that 100 dollars today is equal to tomorrow’s 100 dollars. Without this stability there appear prob-
lems with making long term agreements and this delays economy. John Maynard Keynes did understand this
mentioning that inflation is method of taxation. However not business subjects and their activity were important
for him but the government: “A Government can live for a long time, even the German Government or the Rus-
sian Government, by printing paper money. That is to say, it can by this means secure the command over real
resources, - resources just as real as those obtained by taxation. The method is condemned, but its efficacy, up
to a point, must be admitted. A Government can live by this means when it can live by no other. It is the form
of taxation which the public hind hardest to evade and even the weakest Government can enforce, when it can
enforce nothing else” (Keynes, 1924, p. 41). But the question is if this is better either for the business subjects,
or for the business activities, or for the economy. What is better for the nation, wealthy government or more
activity of business subjects?

Many authors wrote about this problem in USA showing the problem of US Dollar with Federal Reserve
System (FRS) and trying to find way out from this blind alley. For example, Milton Friedman says that the
FRS turned to a stubborn institution... (Friedmen, 2002, p. 44) and he thinks that the range of FRS should be
limited to print money (make emission) by range 3-5% (Friedmen, 2002, p. 54). Because of his understand-
ing the problem with FRS he emphasized impropriety of supporters’ mind. For example, after every crisis the
supporters claimed that this crisis could be much worse if not the attempts of FRS. Friedman writes that all
these arguments are wrong. The fact is that depression and partially also other periods of unimploiments are
the results of wrong steps of government and not result of non-stability of private sector of the economy. The
responsibility was given to the agency — Federal Reserve System which was established by government. And
this agency in years 1930 and 1931 attained that the problem which in other case could be small recession of
economics became to a huge catastrophe. (Friedmen, 2002, p. 39).

While arguments by gold standard proponents are increasingly serious in light of the current problems, there
seems to be no sign that the dispute will reach a consensus in the near future. Even Alan Greenspan himself
(who later served as chairman of the US Federal Reserve System for all 19 years, from 1987-2006) states:
“This is the secret of the welfare state against the faded secret of gold. Deficit spending is a simple scheme
of ‘hidden’ wealth seizure. On the way to this insidious process lies gold as a proponent of property rights. If
each of us embraces this insidious plan, it will not be difficult to imagine the aggression of those who advocate
state intervention against the gold standard”. (Greenspan, 2010, p. 147). He compares the system before the
First World War (before the Federal Reserve System which was istablished in 1913 there was the gold standard
regime) and the current one with a clear indication of how much worse the new system to overcome the crisis:
“a completely free banking system and the gold standard of the system so far has not been achieved. But before
World War I, the banking system in the United States (and many countries around the world) was based on gold,
and although governments sometimes intervened, banks were more free than controlled. Periodically, as loans
expanded rapidly, banks lent below their gold reserves limit, new loans ceased to generate sharp increases in
yields, and the economy was in a sharp but short recession (compared to the Depression of the 1920s and 1932,
production declines were moderate until World War I). It was limited by the availability of gold reserves, which
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prevented an unbalanced expansion of production activity. The transition periods were short and the economy
was quickly restoring a reliable base for expansion.” (Greenspan, 2010, p. 145).

Shortly, the government spending is giving illusion that it can hurry up an economic growth. Hayek says: “The
origins of contemporary monetary problems related to Keynes and his disciples, who have given scientific
power to centuries old prejudice about that spending money gives long-term prosperity and achieving full em-
ployment”. (Hayek, 2016).

The current situation is that each economic entity has to constantly take into account the inflation factor, but
this was not so during the history of humanity, as “for centuries tobacco, wheat, non-ferrous metals, sheep,
etc., played a role of money in various societies. However, gold and silver have been the most well-loaded
functions of money. Most states speaking in different languages recognized the advantage of using gold mon-
ey, compared to other commodities that made gold (and partly silver) a world currency many centuries ago.
The public has never had a need for modern monetary policy, as inflation in the money market has never both-
ered the public despite the fact that the banking system was free from any central bank pressure and restric-
tions. Inflation is the result of excess of money, and the bank itself is a source of additional money” (Tsomaia,
2010, p. 218).

There are much more radical views from some other scientists. For example, Hans-Hermann Hoppe thinks that
the emission of printed money means to put fiat money in the turnover and only the ones get profit from this
emission who get the new printed money at first (Hoppe, 2010, p. 173).

While the problem exists for developed countries like USA and others, the same problem is much bigger for the
developing ones. Different countries have different currency regimes and mostly the problems occur because
of these regimes. National bank of each country tries to argue that the current system for their country is most
appropriate and it should be as it is. In Georgia there is free floating regime and Georgian national bank argues
that this is the best one for Georgia. Tamar Baiashvili analyses some circumstances and concludes that: “current
floating regime for Georgian economy is optimal” (Baiashvili, 2018, p. 59).

Opposite to the national bank’s position there are scientists who think that it would be much better if developing
countries used foreign stable currencies as theirs or at least to fix national currencies’ exchange rates to one of
them or to their combination. Steve Hanke even wrote a special book for Georgia to help to change Georgian
national bank to the currency board of Georgia. In this book he wrote: “dollarization is much more transparent,
trustable and profitable for the economy...” (Hanke Steve, 2010, p. 39).

Another issue needs to be emphasized. It is widely believed that reducing the value of a currency against
foreign currencies is good for the economy as it promotes export. In fact: “The encouragement of export by
depreciating means of payment directly means giving a benefit to the population of the importing country at
the expense of own population (the same economic entities N.Ch.) - the local population is already buying less
through their depreciated means of payment, and foreigners have a more chance to buy imported goods in better
price at the expense of the population of the exporting country” (Jandieri, 2010, p. 209).

On April 13-14, 2017, the Asian Development Bank (ADBI) Institute in Tokyo, Japan, hosted a two-day semi-
nar on the 20th anniversary of the Asian Financial Crisis: Lessons, Challenges, and the Way Forward. At this
two-day busy seminar which was broadcasted live, many interesting insights were expressed about the crisis
twenty years ago, about the post-crisis period, including the year 2008 crisis, and the currency problems (so-
called currency mismatch), which was one of the perpetrators in forming bubbles, and this is followed by a
steady rise and the rupture of the crisis. Hyung Sung Shin, a representative of the Asian Development Bank,
identified three main challenges:

e Global dollar funding and financial channel of exchange rates;

e Local currency bond markets and monetary policy challenges;

e Local currency bond markets and financial stability challenges.
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The strengthening of the local currency is associated with problems in terms of financial conditions, so it is
a question of which system is better, an efficient regime or a bilateral US dollar? What mechanism plays the
major role, additional risks, or agreed courses? How to determine the agreed value? He concludes that the
global dollar is important to Asia as a major backdrop; In terms of monetary policy, the dollar exchange rate is
a crucial financial condition and the local currency situation depends on the dollar exchange rate; In terms of
financial stability, the local bonds’ procyclicality is backed by cash. (ASDI, 2017, p. 28:03).

Understanding the existence of this problem Georgian National Bank tries to give some advices how to cope
with it. For example, it offers to make hedging. “Various hedging instruments are used to minimize foreign
exchange (FX) risk. The main purpose of FX hedging is to avoid the uncertainty associated with exchange rate
fluctuations.

FX hedging enables importers and exporters to:

e Project cash flows in different currencies;
e Determine the prices that were foreseen in business plans;
e Maintain operational stability.” (Georgian National Bank, 2018).

Besides the scientists’ and researchers’ opinions it should be interesting to know what the economic subjects
think about this issue, especially businessmen who continually make contracts with their partners and cus-
tomers.

It is clear that changing of the money’s value (non-stability of money) is one of the biggest problems for busi-
ness subjects in developing countries. With the purpose of studying the businessmen’s opinions about the
problems of business, with focus on local currency, in Georgia there was done research in the period of Janu-
ary — April of 2019. Some interesting results of this research are given below.

2. Hypothesis

Fixed exchange rate relative to US dollar (or to Euro) is better for the economic subjects in Georgia.

3. Methodology

For this research the platform SurveyMonkey for sending emails was used. The research used structural ques-
tionnaire with 21 questions. Four out of 21 were questions for classification of having information about com-
panies (are they local or international, in which sector of business, how big is size of the company, how long it

operates, etc.)

It was very important that respondent had all needed information, therefore the questionnaire was sent to CEO
members only (see the Figure 1).

The base of national statistic’s service companies was used for the list of respondents. There were chosen 5000
companies to whom emails were sent and answers were received from 8.5% of them.

The limitation of the study is due to the fact that the percentage of respondents was relatively low. It can be as-

sumed that the e-questionnaire was filled out mainly by the respondents for whom the topic in the questionnaire
was relevant and who wanted to express an opinion on the issue.
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Figure 1. Respondents’ positions in their companies

Source: author

The respondents were from companies differing by their sizes, time of existence and business specifics.

B Founder/partner

B Director/president

= Vice director/president
B Financial director

¥ Other

Distribution of companies by their size is provided in Figure 2, and distribution of companies by their operating

time is provided respectively in Figure 3.

Big size company (annual income is more
than 60 million GEL or employees more
than 250).

Middle size company (annual income
from 12 to 60 million GEL or employees
from 50 to 250).

Small company (annual income from 1 to
12 million or employees from 10 to 50)

Micro company (annual income less
then 2 million GEL, employees up to 10)

Size of companies

:

e

0% 10% 20% 30% 40% 50% 60% 70%

Figure 2. Size of representative companies

Source: author
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Companies by their operation time in Georgia

More than 10 years

5to 10 years

|

1to 5years

Exists less than 1 year F

0% 5% 10% 15% 20% 25% 30% 35% 40%

Figure 3. Companies by their operating time in Georgia.

Source: author

The companies were from different sectors of the economy. Here is a chart for companies by their business
segments, Figure 4.

Companies by their activity sectors

The financial sector

Health care and social services

Education

Transport, Warehousing and Communications
Restaurants and hotels

Wholesale and retail

Construction

Electricity, gas and water supply

Processing industry

Mining and quarrying activities

Agricultural

0% 10% 20% 30% 40% 40%

Figure 4. Companies by their activity sectors.

Source: author

Statistical processing

During this research the following methods of descriptive and inferential statistics were used: Frequency analy-
sis, traction tables (contingency coefficient) comparison between independent groups by T-test.

The report provides statistically reliable results. For example, if the difference between the two groups of re-
spondents is statistically reliable, it means that the difference between them is not due to random factors. In this
case, the T-test or the coefficient of traction coefficient should be <0.05.
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The weighted-average method was used to prioritize the list of problems. For simplicity, the table below lists 5
problems that were prioritized by 300 respondents. We matched the priority signs to the weights. For example, if
the respondent raised some problem in the first place, he / she is assigned a weight of 5, if in the second place -
weight of 4, etc. Frequency of each priority was multiplied by weights and averaged. See Sample in table 1.

Table 1. Example of calculating the weighted average

A B | c | D | E F G | H I
1 Weight of priority:
2 pl p2 p3 p4 pS total
3 5 4 3 2 1
4 weighted average
5 Frequency of priorities:
6 Probleml 150 100 30 8 12 300 | 4,23 =SUMPRODUCT($B$3:$F$3;B6:F6)/G6
7 Problem2 120 80 20 10 70 300 | 3,57
8 Problem3 50 30 50 100 70 300 | 2,63
9 Problem4 15 20 25 120 120 300 1,97
10 | Problem5 10 20 30 120 120 300 1,93
11

Source: author

4. Main findings of the study

First question is how many companies operate with foreign currencies. The research shows that in Georgia
most companies parallelly to Georgian Lari (GEL) operate with foreign currencies, and among latters majority
use for their transactions US dollar, specifically. The chart is given in Figure 5.

Which foreign currencies are used by your company?

Other

Our company does
not use foreign currency

British pound sterling
Swiss franc
Japanese Yen

Euro

usD

0,0% 10,0% 20,0% 30,0% 40,0% 50,0% 60,0% 70,0%

Figure 5. Which foreign currencies are used by companies in Georgia?

Source: author
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On the question does your business depend on the currency exchange rate, only 3.7% answers that it does not
depend on echange rate of national currency. Here is given separately companies which use foreign currency
and companies which do not use foreign currencies. The chart is in Figure 6.

Does your business depend on national
currency's exchange rate?

Depends very much
Depends not very much

Does not depend

00 10,0 20,0 30,0 40,0 500 600 700 800 900

m Uses foreign currency m Does not use foreign currency

Figure 6. Business’ dependence on currency’s exchange rate.

Source: author

It is clear that the companies not using foreign currencies depend less on the exchange rate but in any case, we
still have dependence for them and quite high — only 8.0% does not depend on the exchange rate.

Majority of the respondents think that the impact of non-stability of money is negative. Only 4.7% thinks that
this devaluation has positive effect on their business (see the Figure 7).

What kind of impact has Georgian national
currency's devaluation on your business?

Very positive

More positive than negative

Neutral

More negative than positive

Very negative

0,0 10,0 20,0 30,0 40,0 50,0 60,0 70,0

m Uses foreign currency m Does not use foreign currency

Figure 7. Impact of currency’s devaluation on business in Georgia.
Source: author
Even for the companies who do not use foreign currencies the impact is negative, more than 90%. Despite of

this fact on the question if their companies have any strategy to insure safety against currency devaluation most
of them say that there is no such insuring (Figure 8).
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Does your company have any strategy against
currency devaluation risks?

Figure 8. Existence of strategy against currency devaluation risks

Source: author
What do the companies do to secure themselves from this problem?

The answers of the respondents whose companies use foreign currency:
Increase their product’s/service’s price; 51.5%

Decrease quantity of employees; 13.6%

Seeking for raw materials in local market; 10.6%

Looking for market abroad; 6.8%

Only 4% of the respondents answered that they do hedging.

Combined chart is given in Figure 9.

How the companies defend themselves
from devaluation of national currency

Can not do anything to defend themselves...
Hedging

Looks for new markets abroad

Reduces quantity of employees

Seeks for raw materials in the local market

Increases their product's/service's price

0 10 20 30 40 50 60

m Does not use foreign currency B Uses foreing currency

Figure 9. Companies’ activity for defending themselves against devaluation of national currency.

Source: author
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Beside the offered answers respondents gave some other options:

Reduce salaries;

Do more aggressive marketing;

Make contracts in foreign currencies;

Balancing actives and liabilities;

Reducing time for deferred payment;

Trade on online platforms;

Work with exchange rate given by national bank of Georgia;

Take credits in national currency;

Some respondents said that if the devaluation of national currency continues their company will stop working.

From the chart, below it is visible that the bigger companies have more possibilities to defend themselves from
this problem (Figure 10).

Companies who cannot defend themselves
from national currency devaluation risk.

Big size companies (annual income is
more than 60 million GEL or emplyees
more than 250)

Middle size company (annual income

from 12 to 60 million GEL or employees _

from 50 to 250)

Small company (annual income from 1 to
12 Million or employees from 10 to 50)

Micro company (annual income less then
2 million GEL, employees up to 10)

|

0,0 50 10,0 15,0 20,0 25,0 30,0 35,0 40,0

Figure 10. The companies cannot defend themselves from national currency devaluation risk.

Source: author

There was question about perspectives of their business (Figure 11).
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Is there possibility to develop your
business in the current circumstances?

M Yes
B No

I Hard to answer

Figure 11. Expectation of their business developing in the current circumstances.

Source: author

On the same question for the next year the answers were as in Figure 12.

During next year your business will:

H expend
m not change
w decrease

m Hard to answer

Figure 12. Expectation of their business developing in the current circumstances for the next year.

Source: author

And here is given one more chart with the same question only showing the situation of companies which use
foreign currencies and which do not (Figure 13).
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During next year your business will:

500% -~ - """ - - T oo
45,0%
40,0%
35,0%
30,0%

0,0% - e fREEs
Not use foreign currency Use foreign currency

mexpand mnochange mdecrease

Figure 13. Expectation of their business developing in the current circumstances.

Source: author

The respondents were asked to rate the problems of business. The rate of each problem was calculated by
weighted average. The results are given in the chart below (Figure 14).
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Rate the problems for your business

Changing on exchange rate
Changing market prices

Non-stability of demand

Lessen of demands on the market
Lessen of capital for turnover

Price of credit (high interest rate)
Accessability to finances

High expences of tranpsortation and saving
Lessen of qualified emloyees
Complicated conditions for mortgage
Problem of trust between partners
High expences on employees
Non-stability in receiving resources
Lessen of information technologies
Regulations of customs and trade
Regulations of labour laws
Infrustructure problems

Political non-stability

Impartiality of the judiciary
Corruption

Criminogenic situation in the country
Monopolies

Competition from non-formal sector
Eleqtricity and gas (expensive)
Licences and permissions for business
Tax tarrifs

Telecommunication (high price, low quality)
Administrating of tax department
Transportation

Tax cashback

Figure 14. Rate of business problems

Source: author

We were giving to respondents’ definition of currency regimes and asked to answer which of them could be
better for Georgia. The results are given in the chart below (Figure 15).
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Which currency regime would be better for
Georgia?
Hard to answer :QJ
Free regime (no primate for national I
currency) 222
Floating regimes (current one) _ 17.4 I
Intermediate regimes 5 _ 21.6 I
Fixed exchange rate 24£J
Full dollarization 12.2 |
0.0 5.0 10.0 15.0 20.0 25.0 30.0

Figure 15. Which currency regime would be better for Georgia?

Conclusion

Our research shows that the currency regime is very sensitive question for every business and they have prob-
lems because of the risks of currency’s value. Most businessmen think that the current regime for national
currency is not suitable for Georgia and it would be better to have another one (more than 80% think so). Most
of them believe that currency’s fixed exchange rate would be better (as Steve Hanke advices), and the full dol-
larization is preferred only by 12.2% of respondents. But here should be mentioned that this outcome is a result
of a mistake people often make: national currency is understood as an object of national identity. Excluding
this factor, one could say that the percentage of respondents supporting the floating regime (17.4%) would be
reduced and share of others would be increased.

These results were anticipated as the tool of exchange needs to be durable but it is not. Even in the USA, if
anyone looks for US dollar it is easy to see that durability is much less than it was even in 19" century:

e Inflation in 1819 - 1919 was 12.50%

e Inflation in 1919 - 2019 was 1371.48% (CoinNews family, 2019).

Georgian Lari was issued in 1995. In the period of the existence of Georgian Lari the inflation of US dollar was
68.3% (CoinNews family, 2019) - quite big by itself. But for Georgian Lari for the same period of time inflation
was 281,38% (Georgia, 2019).

Inflation in last 24 year for US dollar and Georgian Lari:
e US dollar inflated 68.3%
e Georgian Lari inflated 281.38%

This indicator shows too big inflation rate to save in this currency and consequently less trust to the currency
from the side of business subjects, especially in case of non-stability of surrounding area in financial sector
which does not give any guarantee that the inflation will continue flatly even tomorrow.

To conclude, Steven Hanke’s advice that the strictly fixed exchange rate relative to US dollar (or to Euro) is

better for the economy of Georgia seems to be wise as trust to US Dollar from the side of business subjects is
greater than trust to Georgian currency.
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An important but open question is of course if the fixed currency regime is the best one or if there exists a pos-
sibility to choose another currency regime which is more suitable for the business subjects (and better for the
economy of the country).
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