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Abstract. After the collapse of the Soviet Union and gaining independence, Georgia, as
a transition economy country, faced many problems in the process of transition to a market
economy, which required quick solutions and radical reforms. At such a time, it was necessary
from the side of the state, on the one hand, to promote business activities and on the other hand,
to implement economically necessary state regulation using such tools as fiscal and monetary
policy.

In the modern world, the economic development of the country significantly depends on
the fiscal and monetary policy, because in the conditions of the market economy, despite many
other factors, its influence on the interest rate and aggregate demand is great. This is confirmed
by Keynes' theory of liquidity preference, according to which the interest rate can balance the
supply of money and the demand for money. At the same time, fiscal policy is a lever in the
hands of the government that can influence the aggregate demand for goods and services in the
short term.

The country went through a difficult, but more or less successful process of reforms,
which adjusted the country's budgetary - tax and monetary credit systems. The mutual influence
of these two regulation systems on each other is so great that their incorrect use may be harmful
and hinder the economic development of the country.

The corona pandemic raging in the world in 2020-2021 showed us even more the role and
importance of fiscal and monetary policy in the process of overcoming the economic crisis.
Therefore, the purpose of the article is to analyze how important the mutual coordination of
fiscal and monetary policies is for the positive management of macroeconomic processes,

ensuring price stability and the economic development of the country.
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Establishing an economic system based on a market economy in the first years of
independence was very difficult for our country. Civil strife, hostilities in Abkhazia and South
Ossetia, energy and transport blockades, an extremely tense criminal environment, loss of old
traditional ties and suppliers, high labor migration, which contributed to unprecedented
economic recession, hyperinflation and catastrophic unemployment. The current situation
required the implementation of quick decisions and radical reforms in the country, as well as
the abolition or minimization of various types of regulatory systems.

In this regard, the reforms implemented in the tax and budget system are worth noting.
On January 1, 2004, the Law “On the Budgetary System of Georgia” entered into force,
according to which significant changes were made in the country's budgetary regulation.
According to the new tax code, thirteen general state taxes were reduced to five, and one of the
six local taxes remained. Tax liberalization also took place on January 1, 2017, with the country
moving to the “Estonian model” of the tax system, which means that reinvested profits by
companies are exempt from taxation, allowing the private sector to use their profits for new
investments and creating additional jobs.

The economic and financial crisis that developed in the world in the 21st century, as well
as the coronavirus pandemic (COVID-19), revealed the increased importance of fiscal and
monetary policy, as the country overcomes the economic crisis, creates jobs and produces, the
improvement of macroeconomic indicators depends on fiscal and monetary incentives.

In the long term, through fiscal policy, the government can influence economic growth,
and in the short term, by changing government purchases and tax rates, the combined demand
for goods and services can influence supply.

If the fiscal policy carried out by the government is aimed at reducing the aggregate
demand, which in itself reduces the production of goods and employment, the central bank can
balance it by conducting an expansionary monetary policy, that is, by increasing the money
supply, which will leave the aggregate demand for goods and consumption unchanged, and
promote economic growth. Therefore, mutual coordination of fiscal and monetary policy is
important for positive management of macroeconomic processes.

In the conditions of world economic globalization, price stability, low inflation, effective
use of existing production resources and capital depends on the development and

implementation of such fiscal and monetary-credit policy, which takes into account both the
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socio-economic situation inside the country, as well as the situation outside the country, in the
world economy, and Adherent processes.

On July 1, 2011, the Parliament of Georgia adopted the Organic Law “On Economic
Freedom”, which came into effect on December 31, 2013. With the Constitution of Georgia
and this law, the citizens of Georgia establish the guarantees of economic rights and freedoms
of present and future generations. Amendments were made to the said law in December 2018
and entered into force on January 1, 2019. In order to ensure fiscal discipline and efficient
management of public finances, three fiscal rules apply in Georgia:

1. The ratio of the state's unified budget deficit to GDP, defined by the Budget Code of

Georgia - no more than 3%;

2. Government debt to GDP ratio - no more than 60%;

3. From the date of entry into force of the said organic law, introducing a new type of
general state tax, except for excise, or increasing the upper limit of the existing rate
according to the type of general state tax, except for excise, is possible only through
a referendum.

In the modern world, it is more and more difficult to carry out such monetary and fiscal
policy, which will prevent the country from short-term economic fluctuations, because it is
impossible to accurately predict the state of the economy, therefore, in many cases, the reaction
is done to the already occurring economic changes.

Fiscal or financial-budgetary policy, which is used to stabilize the economy - these are
changes made by the government in public spending and taxes to ensure full employment and
non-inflationary national product production. If the increase in aggregate demand exceeds the
increase in production potential, inflation occurs. Otherwise, we are dealing with incomplete
employment. Therefore, one of the important tasks of the government's financial policy is to
stabilize the economy, which means minimizing cycles.

Studies and observations show that most changes in fiscal policy that have positive
economic effects in the short run have negative effects on production and output in the long
run. However, an increase in government spending and a reduction in the tax rate, which in the
short term increases demand, output, and tax revenues, will be acceptable if this change also
positively affects the long-term development of the economy and neutralizes the negative
effects of the increase in public debt, as well as contributes to savings and increasing the capital
stock. In short, the fiscal policy should take into account the developed situation in the
economy, the business cycle.

There are two main types of fiscal policy: discrete and non-discrete fiscal policy. Discrete

fiscal policy refers to the deliberate manipulation of public spending and taxes by the
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government in order to change the real volume of production, control inflation and accelerate
economic growth. Non-discrete fiscal policy - refers to varying government expenditures and
revenues without government intervention and automatically influencing business cycles.

As for the monetary policy, as is known here, the main goal of the National Bank's activity
is price stability in the country. In addition, the National Bank should ensure the stability and
transparency of the financial system, and should promote the growth of the country's economy.
Price stability is a necessary condition for efficient allocation of resources and long-term
investments.

Dealing with inflation is one of the most difficult tasks of economic policy, because it is
difficult on the one hand to take care of low rates of inflation in order to maintain stability, and
on the other hand to give incentives to production, which is caused by high prices.

Since 2009, the monetary policy mode of the National Bank has been inflation targeting,
during which the National Bank influences inflation by managing interest rates. In particular,
changes in short-term interest rates are transmitted to longer-term interest rates and then to
interest rates on loans. Changes in interest rates on loans affect aggregate demand in the
country, which ultimately affects the price level.

The monetary policy rate (refinancing rate) is the main instrument of the monetary and
credit policy of the National Bank and it represents a kind of benchmark for market rates. The
decision to change the interest rate was made by the Monetary Policy Committee of the National
Bank of Georgia as a result of observing the current and expected economic processes and
financial markets.

It must be said that macroeconomic instability is characteristic of countries with
developing economies, including Georgia. One of the reasons for this can be attributed to the
fact that about 70% of economic assets are still owned by the state, which are not used and
included in the economy. The European Bank for Reconstruction and Development (EBRD)
study is also noteworthy, according to which, to this day, the low rate of competition remains
an important challenge for countries with transition and developing economies, which remains

one of the hindering factors for the economic development of our country.

Conclusion
1. According to international experience and individual studies, successful examples of
fiscal policy tightening (when the level of public debt is reduced) are mainly
manifested in cases where the tightening is focused on the reduction of current public

expenditures and not on the reduction of public investments or the increase of taxes.
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. Fiscal policy is one of the important economic levers available to the government,

which determines the macroeconomic situation of the country, and is a means of
influencing economic crises. Therefore, its role in the process of achieving both short-

term and long-term macroeconomic balance is important.

. With the use of fiscal policy instruments, it is possible not only to determine the level

of production and employment of goods, but also to form the incomes of individuals.
Therefore, it is important not only in terms of economic development, but also in the

process of redistribution of income and resources.

. Despite the existence of the Organic Law “On Economic Freedom”, it would be good

to establish various tax benefits for investors, which would encourage foreign

companies to invest in Georgia. A clear example of this is Singapore.

. The National Bank should be as free as possible from state influences and in its

decisions. should be coordinated with fiscal policy.

. Fiscal and monetary policy should be compatible with EU practice. The existing policy

in the direction of public finance management of EU countries serves three main goals:

e effective budgetary policy, deficit control and prevention of unsustainable fiscal
policy;

¢ reducing the cyclicality of fiscal policy;

e Increasing the efficiency of spending of state finances.

And finally, the influential British economist, John Maynard Keynes said - “fiscal policy

does not have to serve a legitimate and balanced budget, but it can be used to manage economic

cycles and facilitate the process”.
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BLEMgGH0. LodFMmms 39306MH0L IOl s TMMI0IOCMBOL F3MZ3gdOL
0900092, LoJoMM39wM, OMAMOE  J9Md535¢0  93mbmdozol  J399sbs, LEdSBOM
9306m38035%9 4500530l 3MMm3gLdo 50dMAbEs M350 3OIMdGIgdol §0bsdy, Mo3
dmombmgs  LHMsxo  2505(Y39@G0wgdgdol s  M5035¢mo  MHgnm®Igdol
39G9M9OSL. SBgo OML Lobgwdfoxzgml BGHOEL byFoMm oym, gMmol IbMog doBbgL
15gd05bMBOBsM30L  bgedgfymds s  dgmdgl  dbEGO3  93mbmBozMEs©  LsFoMmm
Lobgardfonm  GgymEocgdol  gobbmédiEogwgds olgmo  0blEGMmAbEHd0L
3990g9b9gd0m, HMYMO0ES BoLZIEMMO s IMbYE OO 3ME0E03d.
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OO JolLo 453egbs LaMygdol 4565339MLs s 9HPMBE0Z IMPObM3bsDBY. 5Tl
SQLAHMOMIOL  Jgoblol  033000OMIOL  M30MOGJLMOOL MMM,  HMIEOL
dobg30m5(3 BoMygdol 45653390L T9de0s JoofMbILHMOML g3mErols ofitmgds s
RMBHg Jmmbmgbs. 53sLmbsgg BoLZIMOO JMmEo@03s ol 39M39G0d FmozMM™MdOL
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Logmberols s IMALabMdOL JMMNMdWOZ INMbM3bsByY.

930949658 OMEs, 353650 d9Ebo3gds [oMToGJO0m 2o0sMs MgBMEMIGOOL
36MH™39L0o, HMIomsi InfalMoys J399bol LEdOYIXIEM - LogsILsbo™ S RS
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