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For the first time, the study will discuss the large-scale counterfeit money laundering operation
carried out by Soviet Russia's financial intelligence service against the Georgian economy. The
original plan of the secret operation was to drop the forged Georgian banknotes over the country
in order to cause the economy to collapse during the Russian-Georgian war in 1921.

The study is the first research article that discusses the up to now unknown details of the Russo-
Georgian War of 1921 and the large-scale financial crimes committed by Soviet Russia against the
Georgian Democratic Republic.

The additional appendices are presented at the end of the article.

The study was carried out with the support of the National Archives of Georgia.
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Introduction

During wars, great importance is attached to the economic potential of the enemy. The financial
crisis reduces the economic efficiency of the enemy country, which directly affects its combat
readiness and defense. This is the reason, why for thousands of years, the nations actively waged
an “economic war” with the enemy country in parallel with military operations, appearing in the
economic blockade of the enemy nation; control of strategic trade facilities and roads; assistance
to the purposeful activities of speculators and agents to provoke an artificial economic crisis and
destabilization, and etc.

A weakened economy leads to disruption of production in the country and the unstable functioning
of state bodies, which, along with many other concomitant factors, negatively affects the combat
readiness of this state.

One of the methods of "economic warfare" is to artificially raise the enemy's inflation. One of the
ways to artificially increase the inflation rate in the enemy state is to issue a large number of
counterfeit banknotes and distribute them among the population.

The most famous money counterfeiting operation in human history is known as "Operation
Bernhard". During World War II, Nazi Germany developed a secret operation to destabilize the
economies of Great Britain and the United States, which was organized by the Third Reich
intelligence service, SD. (Intelligence Service Agency of SS - SicherheitsDienst - SD).

According to the plan, millions of counterfeit British pounds should to be printed, the massive
distribution of which throughout the country would lead to economic destabilization. Later,
counterfeiting of US dollar bills was also planned by the SD service.*?

The massive distribution of counterfeit money would lead to the depreciation of the national
currencies of these countries, which, in turn, would have a negative impact on the inflation rate.
The raised inflation would lead to accompanying economic problems.

During the German secret operation, counterfeit banknotes with a face value of about 134 million
pounds sterling were issued.*’

4 Kevin C. Ruffner; ,,On the Trail of Nazi Counterfeiters; Central Intelligence Agency; Retrieved from:
https://www.cia.gov/readingroom/docs/DOC 0005548952 pdf

43 See the same source.

33


https://www.cia.gov/readingroom/docs/DOC_0005548952.pdf

How does the process of counterfeiting a large amount of money affect the country's
economy?

My reasoning concerns the monetary system of the early 20th century, which was based on the
gold standard, where the main part of the money supply was cash, therefore, printing excessive
amounts of counterfeit money and distributing it to the consumer masses would lead to an instant
increase in the prices of the country's products and services, which, in turn, would lead to an
increase in inflation.

In particular, when the increase in the money supply does not match the real GDP growth rate, this
process leads to a decrease in the purchasing power of the national currency, which, in turn, leads
to an increase in the prices of consumers products, which stimulates to an increase in inflation in
the country.

Dramatically increased inflation (hyperinflation) hinders the country's economic growth, creates a
financial crisis in the country, worsens the conditions for the business environment, and creates an
unstable situation, which aggravates even more during the wartime when the country sharply
increases military and administrative expenses and it's financial resources are mainly directed to
armaments.

For more details, let's use a simple Aggregate Supply-Aggregate Demand (AD-AS) economic
model to show the relationship between inflation and money supply:

Figure 1.1 shows the aggregate demand-supply interaction, expressed in terms of output prices and
real GDP.
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Chart Abbreviations:

e Real GDP;

e PL (Price Level) — Depicts the average price of all goods and services produced in the
economy of the given state;

e Y _Depicts real GDP level;

e ADi (Aggregate Demand) - Depicts the total amount of demand for all finished goods and
services produced in the economy before the increase in money supply;

e AD:; - Depicts the total amount of demand for all finished goods and services produced in
an economy after the increase in money supply;

e SRAS;- Short-Run Aggregate Supply of all finished goods and services produced in the
country before the increase in the money supply;

e SRAS:;- Short-Run Aggregate Supply after the increase in the money supply;

e LRAS - Long-Run Aggregate Supply of all finished goods and services produced in the
country.

In general, when the money supply dramatically increases in a country, usually it is caused by the
government printing large amounts of money, this process leads to a decrease in the interest rate
in the economy, which increases the significant components of the Aggregate Demand (AD) - The
consumption of goods and services and investment; which therefore stimulates the growth in
aggregate demand (AD), as well as a parallel increase in aggregate supply in the short-run
(SRAS).* In the long-run, the AD-AS will be in equilibrium.

This principle describes the interaction of the money supply with AD-AS and PL, but in our case,
it is not just a sharp increase in the money supply, but a large amount of counterfeit money, which
is a different case and requires a different economic analysis.

That is the reason, why I will consider several factors that lead to hyperinflation in the case of an
influx economy with a large number of counterfeit banknotes. Specifically, we will talk about the
case when the population and the private sector do not have information about a large amount of
counterfeit currency that has entered circulation.

When a large amount of counterfeit money enters circulation, the money supply increases, which,
in turn, reduces the purchasing power of the national currency. As a result of the depreciation of
money, the prices of products instantly rise.

In this chart, I will talk about the short-term economic outcome, because the "bombardment" of
the opposing country with counterfeit banknotes is carried out in a short period of time, in parallel
with the hostilities.

4 In economic science, a short period of time (short-run) is considered a period of up to 1 year, therefore, a long
economic period (long-run) is considered a period of more than 1 year.
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In the presented simplified economic model in Chart 1.1, We see as a result of large inflows of
counterfeit money that along with the depreciation of the national currency. The demand of the
population for goods and money increases, as a result of which the AD1 curve shifts to AD2
direction, while over time SRAS1 decreases and moves in the direction of SRAS2 curve.

One of the reasons for the decline in aggregate supply must be an increase in the production costs
of firms and companies as a result of a sharp increase in inflation and rising consumer price. When
prices for products dramatically increase in the country, the process rise production costs of
enterprises as well, which is the reason for local production decline.

Finally, the equilibrium point of supply-demand shifts from point A to point B. Consumer prices
are rising from P1 to P2 in a short period of time, while the level of the real GDP remains
unchanged in the state.

In fact, the "bombardment" of the enemy country with a large amount of forged money stimulates
the sharp increase in PL without changing the real GDP rate. Hyperinflation occurs when the
money supply in a country does not match the GDP growth rate and when the level dramatically
rises in the country.

Thus, the influx of a large amount of counterfeit money into the country’s economy leads to an
increase in the prices of goods and services, which, in turn, leads to inflation and stimulates other
negative economical consequences connected with inflation.

"Bombardment" of the economy of the target country with a large number of counterfeit banknotes
leads to disruption of economic activity and trade relations in the state. And in the long run, if not
stopping the inflow of counterfeit money into the money circulation of the state, the population
loses confidence in the national currency, which in turn further reduces the purchasing power of
the national currency and contributes to inflation. Rising prices reduce aggregate supply; due to
raised costs, local companies reduce their own production.

Summing up, we can say that the massive influx of counterfeit money into the target country and
their successful distribution among the consumer mass lead to the complete collapse of the
economy, which, along with the destruction of the economy, also cause undermining the defense
capability of the nation. Thus, starting an economic war in parallel with military operations is a
very powerful and effective weapon.

Due to the importance of this issue, in 1929 the League of Nations issued International Convention
N-2623: "International Convention for the Suppression of Counterfeiting Currency", which
officially condemned the counterfeiting of currency at the international level and confirmed its
international criminal status.*

45 United Nations Treaty Collection; Retrieved from:
https://treaties.un.org/pages/LONViewDetails.aspx?src=LON&id=559&chapter=30&clang=_en
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As already mentioned, counterfeiting is considered one of the most serious financial crimes in the
modern world. Each country has a corresponding Financial Intelligence Service responsible for
detecting and preventing currency counterfeit operations.

For instance, FinCEN - Financial Crimes Enforcement Network - is a bureau of the United States
Department of the Treasury that combats a wide range of domestic and international financial
crimes, including money counterfeiting. *6

In Georgia, Financial Monitoring Service of Georgia (FMS)*’ and Investigation Service of the
Ministry of Finance*® are involved in the prevention and disclosure of financial crimes.

In some cases, the central banks of countries also work closely with the relevant investigating
authorities to investigate national or international financial crimes.

It is also noteworthy that due to the importance of combating financial crime, the Egmont Group
was formed in 1995, the main purpose is to facilitate coordination and exchange of information
between the financial monitoring agencies of different countries. Currently, the Egmont Group
includes financial intelligence agencies from 166 countries.*

46 About the Financial Crime Enforcement Network (FinCEN); Retrieved from:
https://www.fincen.gov/about/mission

47 About the Financial Monitoring Service of Georgia; Retrieved from:
https://www.fms.gov.ge/eng/page/about

48 About the Investigation Service of the Ministry of Finance; Retrieved from:
http://is.ge/en-us/About-Us/Investigation-Service

4 About the Egmont Group; Retreived from:

https://egmontgroup.org/en
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Secret Operation of the Financial Intelligence of Soviet Russia

In the First Republic of Georgia, the fight against counterfeiting was a serious problem. Money
counterfeiting was considered one of the types of speculation. To investigate financial crimes, a
special unit of the Security Service of the First Republic of Georgia - the Special Detachment
(LogObAgdM M5BTJ0), was created. The Special Detachment was subordinate to the Ministry of
Internal Affairs of the Democratic Republic of Georgia (MIA), commanded by Melchizedek
(Meki) Kedia.>°

In addition, in parallel with intelligence and counterintelligence activities, the Special Detachment
also conducted financial intelligence operations, which were carried out quite effectively.

For example, according to the MIA analytical report of 1920, the Special Detachment found and
arrested 33 people who were producing counterfeit money and documents during the year.!

The local forgery of the Georgian national currency — Georgian Maneti (Boni) had a number of
factors:

1. The Georgian Boni was the strongest currency in the Transcaucasian region, taken in the
party with the Russian Ruble and the Boni of the Transcaucasian Democratic Federative
Republic. This was another reason for grew the interest of speculators in obtaining
financial benefits through their falsification.

2. For that reason indicated in the first paragraph, Georgian banknotes circulated freely on
the territory of Armenia and Azerbaijan, and in the North Caucasus - on the territory of
the North Caucasian Emirate. This circumstance also increased the attention of
speculators to the falsification of the Georgian Maneti.

Until 1921, Georgian money was printed on low-quality unprotected (unwatermarked) paper. Only
a small part of the Georgian 500 and 1000 Maneti banknotes were printed on watermarked paper,
preserved from the times of the Russian Empire. The limited part of Georgian boni were issued on
protected paper with so-called "horizontal rhombus" watermark. Thus, until 1921, there were
actually no technical difficulties in making printing machines for speculators for counterfeiting
Georgian banknotes.

To solve this problem, at the end of 1919, the Georgian government established a decree to import
a large amount of special watermarked printing paper into the country.

In the Report of the Minister of Finance and Trade and Industry Konstantin Kandelaki dated
December 13, 1919, it is said, that the Special Government Expedition for Printing Money will

30 Silakadze, D., (2018) ,, Democratic Republic of Georgia (1918-1921), Encyclopedia-Dictionary*; Tbilisi; p. 86.
3! National Archives of Georgia, Central Historical Archives (CHA). Fond. Ne1863; Description.1, Document. 543;

p. 1
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soon run out of paper. The government must import 1,200,000 lira worth of watermarked printing
paper from Italy, which cost around 24 million Georgian boni.>?

The import of special watermarked paper was controlled by Nikoloz Jageli, the representative of
the Georgian government in Italy. Finally, an agreement was signed with the Italian company
"Aristide Staderin" for the supply of special paper for printing money to the Republic of Georgia.
The watermarked paper for printing money arrived from Italy in Georgia in batches in September,
October, November and December 1920.

The watermarks of the money printing paper imported from Italy to Georgia, were visually framed
with Georgian letters: an artistic combination of SDR (the set of letters "SDR" is coded as: "

Lodo®mgganml gdm3Mo@omewo MHgldmdwogs" — The Democratic Republic of Georgia):

Georgian Boni with a nominal value of 5000 Maneti, printed on watermarked paper, with the
abbreviation "SDR".>* %°

52 Sepiashvili, N., (2018) ,,Democratic Republic of Georgia. Ministry of Finance of the First Republic of Georgia, the
first issue of Georgian banknotes in 1918-1921%; Tbilisi.p.34

53 The same source.

54 Sepiashvili, N., (2021) "History of Georgia in One Banknote", Tbilisi, 2021, p.15

55 For a visual overview of the 5000- Maneti value banknote, see the appendices at the end of the study.
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Printing Georgian money on watermarked paper was supposed to solve two main problems:

1. To minimize the possibility of counterfeiting Georgian money.
Since the banknotes were issued on poor quality paper, the new high-quality watermarked
paper would reduce the damage and tear of the banknotes over time of use, which would
limit the additional issuance of banknotes and decrease expenses related to money printing.

"As the practice of European countries has shown, 30% of paper money banknotes are lost during
issuance and usage in the society, especially in our country, where printing technology and the
quality of the paper itself are at a low level." - Was stated by the Minister of Finance and Trade of
the Democratic Republic of Georgia Konstantin Kandelaki.>®

Banknotes with the highest value - 5,000 Maneti were issued on the special filigree papers that
were brought from Italy. The publishing was based on the state money-printing expedition that
adopted the state decree on February 1, 1921.%7

Consequently, the 5,000-Maneti paper money printed on filigree paper was of better quality, and
the special watermarks made the banknotes almost impossible for a foreigner to counterfeit.

During the existence of the First Democratic Republic of Georgia, until 1921, the only way to
combat counterfeiting was the effective work of the Georgian security service (The Special
Detachment) and strict criminal regulations against speculation.

According to the legislation of the Republic of Georgia, counterfeiters were punished to the fullest
extent of the law.

On January 27, 1920, the Ministry of Justice of Georgia announced a full amnesty for the convicts,
which did not apply to persons convicted of money counterfeiting and other financial speculation.
Moreover, on August 11, 1920, the Constituent Assembly of Georgia approved a new decree -
"Decree on strengthening the responsibility for the crime of counterfeiting.">®

In the following days, the decree was approved by the Constituent Assembly of Georgia, which
unanimously adopted a resolution establishing the highest criminal penalty - life imprisonment for
forgers. The decree once again shows how much attention was paid to preventing the circulation
of counterfeit money and how serious this problem was for the current government of Georgia.

Another way to deal with speculation was harsh publications in the media:

56 CHA. F. Ne1836; Descr.1, Doc. 309; p.1.
57 CHA. F. Ne1833; Descr.1, Doc. 1202. p. 3.

8National Parliamentary Library of Georgia, lakobashvili, I., Khositashvili, M., Jgerenaia, E., (2019) ,,The
Constituent Assembly of Georgia: Meeting Minutes: Volume VII*; Tbilisi; p. 398.
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59

The types of speculators:
1) Not desirable;
2) Preferred.

60

The profiteer's song

% Magazine ,,988530b 3s0®sbo* (The Devil's Whip), Ne13, 1920; p.4
60 Magazine ,,988530L 3s®sbo* (The Devil's Whip), Ne13, 1920; p.4
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Soviet Russia began an "economic warfare" with Georgia a year before the Russo-Georgian War
of 1921. In 1920, Soviet Russia established complete control over the North Caucasus and
occupied Georgia's neighboring trading and strategic partner countries: Azerbaijan and Armenia.
In addition, in May 1920 a local military clash started between Russian and Georgian army units.
By the end of 1920, Georgia faced itself in total economic isolation, Georgia lost its trade and
economic partners by the abolition of the North Caucasian Emirate, Armenian and Azerbaijan
Democratic Republics. Finally, the economically isolated Republic of Georgia was attacked by the
Soviet Russian army on February 15, 1921.

On February 24, 1921, an appeal of the Ministry of Finance to the population was published in
Georgian magazines and newspapers, which reported that the Bolsheviks had begun mass
production of counterfeit Georgian banknotes in the city of Kavkav®' (now Vladikavkaz) and in
the city of Nazran,% which were being taken to Georgia. Only the banknotes with a value of 1000
Maneti (Boni) were counterfeited.

Along with its statement, the Ministry of Finance gave detailed instructions on how to distinguish
real, officially issued Georgian Bonis from fake ones made by the Russian intelligence service.

The study presents a unique photo material of bogus Georgian banknotes with a value of 1000
Boni, which was printed in the North Caucasus by the Soviet Russia’s financial intelligence
service:

Obverse of bogus Georgian Boni with value of 1000 Maneti

61 Kavkav — Vladikavkaz, the city in North Ossetia, the Russian Federation.
62 Nazran- The city in Ingushetia, the Russian Federation.
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Reverse of bogus Georgian Boni

For comparison, in the study there is attached photos of real banknote of 1000-Maneti issued by
the Special Government Expedition for Printing Money:

Obverse of official Georgian Boni with value of 1000 Maneti
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Reverse of official Georgian Boni

When we look at the photos of fake and real banknotes, we notice exactly the differences that were
indicated in the special statement of the Ministry of Finance, namely:

e On the front side of the bogus Boni we find an incomplete word - osgo (Tavi), instead of
which a word - ®s30bo (Tavisi i.e "own") - should have been written.

Bogus Boni Obverse

Official Boni Obverse
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e There is a difference in the facsimile of the Minister of Finance Konstantine Kandelaki.
On the front side of the fake Boni, there is a dot above the letter K, while on the official
banknote we find a dot to the right of the letter K:

e Grammatical inaccuracies are made in the text below the coat of arms on the reverse of
the fake banknote, instead of the word - @s0lxgds (Daisjeba i.e "will be punished"), it is
written: o05x9gds (Daiajeba) which is a grammatically incorrect word:

It is also noteworthy that the fake Georgian Bonn bears the seal of the People's Commissariat for
Finance of Soviet Georgia and the date August 25, 1922. This suggests that after the occupation
of the First Republic of Georgia, the Soviet government of Georgia began to expose counterfeit
Georgian banknotes issued during the Russian-Georgian war of 1921 and withdraw them from
circulation.

Who could be behind the special operation on the mass falsification of Georgian banknotes
and their influx among the population?

It is logical to assume that successful counterfeiting and the massive distribution of counterfeit
banknotes throughout the Georgian economy would have done by an institution that was itself
responsible for preventing these activities. As it was mentioned in the introduction of the study,
financial intelligence was responsible for preventing money laundering and counterfeiting.
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Intelligence officers have extensive experience and are well aware of how the counterfeiting
process works.

The Financial Intelligence Service of Soviet Russia was part of the All-Russian Extraordinary
Commission (Cheka). Financial intelligence was under the jurisdiction of the Anti-Speculation
Department of the Cheka, whose main task was to combat speculation and suppress diverse
financial crimes. %

During the war of 1921, this service was supposed to have the task of conducting a special financial
operation to destabilize the economy of the Democratic Republic of Georgia.

The fact that, on the ninth day after the start of the war, the Ministry of Finance released detailed
information about the types of counterfeit banknotes entering in Georgia, as well as the specific
cities of Kavkav and Nazran where Georgian counterfeit banknotes were printed, suggests that the
Georgian intelligence service knew exactly the details of the operation.

The fact that the Georgian secret service had information about where and in which city the
counterfeit money printing machines were located suggests that the Georgian intelligence also had
more specific information: the Georgian side knew the specific counterfeit money printing
locations in the Kavkav and Nazran, they were aware of who took part in the planning and conduct
of this secret special operation.

Of course, this information was also provided to the Ministry of Finance of Georgia. The Ministry
of Finance clearly stated in the statement that they had accurate information about counterfeiting
in the territory of Soviet Russia and even publicly indicated the specific locations where the money
printing machines were located.

We can find out many important details from the special operation, namely:

1) The “bombardment” of the Georgian economy with counterfeit banknotes was planned long
before the start of the Russian-Georgian war, since it took time to develop an operation plan,
manufacture the appropriate printing machines, and lithographic forms for counterfeit
banknotes. Additionally, in order to launch a successful operation in Georgia, it would be
necessary to create a large stock of pre-printed fake banknotes, the discussion topic is about
creating a reserve of millions of counterfeit Georgian Bonis, which should cause complete
paralysis of trade and business activity in Georgia in parallel with the military operations.

2) Soviet Russia's command seriously considered the scenario of a long continuation of the
war with the Georgian Democratic Republic. The Bolshevik government, convinced of its
military capabilities, would not have pursued financial warfare in parallel with military
preparations, as there would have been no point in doing so. "Bombarding" the economy of
the enemy country with counterfeit money makes sense in the war when hostilities last for

3 Newspaper ,,Cobpanue Y3akonenuil u Pacnopsixenuii IIpasutenscta® (Collection of Laws and Orders of the
Government), Ne66, 1918; p.1.
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3)

4)

months or even years. At this time, the financial attack is very effective, as it causes
complete paralysis of the economy of the enemy state, reduces its ability to self-defense,
and causes unrest in society, causing the so-called sedation effect.

The Soviet financial intelligence authorities focused on the Georgian 1000-Maneti
banknotes for counterfeiting as they were the second-highest face value paper money after
the 5000-Maneti banknotes printed on unwatermarked paper. The counterfeiting of
banknotes with a nominal value of 1000 Maneti (Boni) was not a serious obstacle to Soviet
financial intelligence, unlike 5000-Boni banknotes. Moreover, given the denomination of
1000-Maneti banknotes, their counterfeiting would be very effective.

The issue of 5000-Maneti banknotes started on February 1, 1921, therefore, by the
beginning of the Russian-Georgian war of 1921, the main trade and economic activity had
to take place on the territory of Georgia with 1000-Maneti paper money. Taking into account
high inflation, the greatest demand for banknotes should have been on 1000-Maneti paper
money in society, untill the new approved 5,000-Maneti banknotes were printed and
distributed among the consumer masses.

This factor also made the falsification of Georgian 1000-Maneti banknotes even more
important to Russian intelligence. In the conditions of a protracted war with Georgia, the
exploitation of a large number of counterfeit 1000-Boni banknotes was supposed to cause
the collapse of the Georgian economy and, as a result, weaken the defense capability of
Georgia.

Soon the top-secret operation of the Russian intelligence services was revealed. During the
Russian-Georgian war, the Georgian security services were on full alert to stop any
speculation during the warfare, about what we will talk in detail.

As already mentioned, millions of counterfeit Georgian banknotes were printed in Vladikavkaz
and Nazran. This fact once again indicates the strategic importance of these cities. That is why it
is not accidental that the Georgian government had established a powerful agency network in the
North Caucasus, the center of which was Vladikavkaz, where the consulate of the Democratic
Republic of Georgia was located, which carried out reconnaissance operations under the guise of
diplomatic activities.® The merit of the above-mentioned bodies should have been promptly
providing the authorities of the First Republic of Georgia with information related to the
counterfeiting operation.

An analysis of the Russian-Georgian war of 1921 clearly shows the complete readiness of the
Georgian government for any speculation from the Russian secret services:

64

Khvadagiani, D., (2021) ,Kavkaveli: The Secret War at the Darial Gate“. Retrieved from:

https://civil.ge/ka/archives/443462
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1. At the beginning of the Russian-Georgian war of 1921, in order to avoid possible unrest
and speculative activity, a curfew was set from 22:00 to 06:00;%°

2. On February 16, a list of relevant resolutions was issued, according to which the police and
military units began patrolling the capital at night;°¢

3. All rallies and mass gatherings were banned without prior notice to the head of the Tbilisi
police, Colonel Vladimir Sulakvelidze;

4. In order to prevent possible Bolshevik agitation and disinformation in society, magazines
and newspapers published in Georgia were ordered to submit one copy of the published
issue to the Office of the Governor-General of Tbilisi for prior reading familiarization;

5. By a special resolution, the law enforcement agencies of Georgia began round-the-clock
monitoring of foreign citizens and citizens of Georgia living in hotels and apartments for
rent. Every change made to the guest book was strictly controlled;®’

6. Henceforth, persons arrested for attempted sabotage, undercover or speculative activities,
including citizens arrested for money counterfeiting, were transferred to a military court.

7. A special financial commission was created, which represented the union of commercial
banks and financial institutions operating in Georgia.

During the war of 1921, on the basis of operational information, the Georgian law enforcement
forces arrested the diplomatic missions of Soviet Russia, Soviet Armenia, and Soviet Azerbaijan,
which were noticed in intelligence activities.

It can be safely assumed that the Soviet agencies, operating on the territory of Georgia under the
guise of diplomatic activities, were involved in the importation of counterfeit Georgian banknotes
from the cities of Kavkav and Nazran.

Unfortunately, due to the lack of relevant information, at this time it is impossible at this time to
speak in an assertive form about the involvement of the Soviet diplomatic corps operating in
Georgia in the financial crime committed against the First Republic.

During the Russian-Georgian war, a special counterintelligence network was created throughout
the country to identify and detain Soviet agitators and profiteers. For instance, on February 20,
1921, the Thilisi police identified and arrested six people who were accused of speculative
activities. The detainees were handed over to a military court.®

To combat the influx of large amounts of counterfeit banknotes and the current economic crisis, a
"Main Financial Commission" was created, which included the following financial institutions:

1) Central Commercial and Industrial Bank of Georgia;

65 Newspaper ,,bago@mggmm* (Georgia), Ne37, 1921; p.3.
% The same source.

7 Newspaper ,,g0m®ds“ (The Unity), Ne37, 1921; p.2.

8 The same source.

5 Newspaper ,,g0m®ds“ (The Unity), Ne39, 1921; p.1.
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2) Transcaucasian Bank;

3) Bank of Italy-Caucasus;

4) Bank of Merchants of Georgia;

5) Georgian Union of Factory Communities.

The chairman of the Main Financial Commission was an experienced economist Parmen Gotua.
He was a representative of the Tbilisi (Tiflis) local self-government and a member of the financial
and budgetary commission of the Thbilisi local self-government.”®

Due to the severe economic crisis in the country, the Ministry of Finance and Trade and Industry
of the First Republic of Georgia decided to announce a complete moratorium on taxes for a period
of one month.”!

0 Newspaper ,.bogoGmggaml Ggbdmdaogzs (The Republic of Georgia), Ne41, 1921; p.2.
"I Newspaper ,.bogoGmggamlb Ggbdmdaogzs (The Republic of Georgia), Ne41, 1921; p.2.
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Conclusion

Looking from 2022, 100 years after the end of the Russian-Georgian war of 1921, it is difficult to
say exactly how much economic damage was caused to Georgia by the fraud operation.

However, statistics show that soon after the Sovietization of Georgia, the purchasing power of
Boni fell dramatically, and the inflation rate increased significantly in the country:’?

The Ratio of Georgian Boni with 1 Golden Ruble
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Before the Sovietization of Georgia in February, the value of the Georgian boni was 2000:1 per
Golden Ruble’®, while in the second month of the occupation of the First Republic of Georgia, in
April, the ratio was 7700:1. Thus, the Georgian Boni depreciated 3.85 times in a month after the
occupation of Georgia.

At the end of 1921, in December, the ratio of Georgian Boni to Golden Ruble reached a record
rate: 57,500 Georgian Maneti per one Golden Ruble.

In the first year of the existence of Soviet Georgia, the national currency depreciated by about
28.75 times to the Golden Ruble.

72 Sepiashvili, N., (2018) ,,Democratic Republic of Georgia. Ministry of Finance of the First Republic of Georgia, the
first issue of Georgian banknotes in 1918-1921%; Tbilisi. p.41.

3 The golden ruble is the monetary unit of the Russian Empire, introduced by the monetary reform of 1897 by
establishing gold monometallism.
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Due to record devaluation and hyperinflation of the national currency, the level of money printing
in Georgia also reached a peak level.

For example, in February 1921, the government of the Democratic Republic of Georgia issued
banknotes with nominal value of 7.3 billion Maneti, while the number of banknotes issued by the
government of Soviet Georgia in December was 29 billion Maneti banknotes.”

Of course, a large number of counterfeit banknotes dropped into Georgia during the Russian-
Georgian war of 1921 should have affected the purchasing power of Georgian Boni, but it is
impossible to say the exact result due to lack of information.

74 Sepiashvili, N., (2018) ,,Democratic Republic of Georgia. Ministry of Finance of the First Republic of Georgia, the
first issue of Georgian banknotes in 1918-1921%; Tbilisi. p.41.
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"Vendetta" of the Georgian Secret Services in the Fifth Year of the
Occupation of Georgia by Soviet Russia

In 1925, part of the Georgian emigration to Europe sought to weaken the economy of the Soviet
Union by issuing counterfeit Soviet banknotes.

In connection with hyperinflation in the USSR, the Soviet government actively began to carry out
monetary reforms, known in history as the "Monetary Reforms of 1922-1924."” The depreciated
Soviet ruble and Soviet coupons (Bons) were replaced by a gold-backed currency - the Soviet
Golden Ruble and Chervonets.

As a result of a decree of February 15, 1924, the issue of pre-reform Soviet banknotes on the
territory of the Soviet Union was completely stopped. Also, by a decree of February 15, 1924, the
production of Rubles of the Transcaucasian Socialist Federative Soviet Republic were
discontinued.”®

In order to prevent this monetary reform from being carried out and in order to cause economic
damage to the Soviet Union, members of the national political, anti-Soviet organization - "Tetri
Giorgi" created in France in 1924, came up with the idea of massively falsifying and influx the
Soviet chervonets in the USSR.

In agreement with the German authorities, members of the "Tetri Giorgi" began to print and inflow
of Soviet chervonets in the USSR.

The mentioned secret operation was led by Shalva Karumidze, deputy of the Constituent Assembly
of the Democratic Republic of Georgia.

Shalva Karumidze was a lawyer, economist, banker, and businessman. He, as a deputy of the First
Republic, signed the Act of Independence of Georgia on May 26, 1918. In parallel with his political
activities, together with his brother, he established a credit bank in the village of Tortiza and
established a woolen partnership "Shepherd" in Khevsureti.”’

Shalva Karumidze was well versed in banking and finance, so it is understandable why he was
specifically instructed to organize the operation to counterfeit Soviet banknotes.

The given operation was supposed to be an echo and response to the financial crimes committed
by the Soviet authorities against the First Democratic Republic of Georgia during the Russian-
Georgian war of 1921.

5 Efremov. S., (2012) ,,The Role of Inflation in Soviet History: Prices, Living Standards, and Political Change*. p.30.
76 The same source.

77" National Parliamentary Library of Georgia, Biography of Shalva Karumidze. Retrieved from:
http://www.nplg.gov.ge/emigrants/ka/00000181/
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On the fifth anniversary of the occupation of Georgia, the Georgian intelligence services unleashed
the same "economic warfare" once led by Russian intelligence to weaken the Georgian economy.

The mentioned special operation organized by the national liberation organization "Tetri Giorgi"
is known as the so-called Chervonets Case and its detailed introduction is the subject of a new
study.
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sbsangdo | Appendices:

e 1921 9ol 300960 Jomswbg ©sd9Fowo 5000 3sbgomols wocmgdmwgdols
Lodomgganml ©qdm3Mo@omwo MHgldmdaozol dmbo

Boni of the Democratic Republic of Georgia worth of 5000 rubles, issued on filigree paper
in 1921.

35636m3 0L 53960 | The Banknote Observe

05636m@H0olL Mg396GLo | The Banknote Reverse
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o L5doMM39wmL 03 MToEH0MEmO Fo03MToygbgeol - sengdlebo®g wgzodols
9ffdmdo, 9399990 Lodo®mm39geml YIM 3B MYL3dEL0 30l
Lo 3mblwemls dogH dmbzmgdo, 1919 gnb.

Certificate of the diplomatic representative of Georgia — Aleksandre Levidze, issued by
the Consulate of the First Republic of Georgia in Moscow, 1919

78

8 BagoMmzggmlb M 3MaE 0o Hgl3w9dE030L O3MsEH0MMO JNM3MBO 3JBHOMOE SbmMEOgL9dS
LooB39Mm3m LogddosbMdsl LodFmms Gligmdo. 1921 fiemol GHYLgm-Lods®m39gwml mdol 306Mm39wo39
99080 B9g35-U 0obsddMIMIgdTs s0fiYgl LOMWosE LEdFM™MS MMLgmOL FoldEsd0m LaodoMmzgaemls
©9936053 0990 MHgL3wd030L O3 MTE0YMO FobooL MS6TTMMIEGOOL o35G0TMYdS | The diplomatic
corps of the Democratic Republic of Georgia actively conducted intelligence activities in Soviet Russia. In the first
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e JmEgdneo LssMdogzm ©m3MIgbEHoL dgufsgerol dggas 3bmdowo bgds
Lodotogganmls ©99M365E0I0 M9L39d030l @03 M3d>EGH0OM0
o60mToaabermdol  Jobdsdmo  MMLgmol  LedFMms  BJOIOI(30v)E0
bmE30sobEHMEO Mal3ddero3sdo: Mocksa, B. JImurposka 23.

Logom39geml 306390 91313030l EO3EMAsGH0MMO (oMo gberMmds
2956053L9090 0ym OO IOFHOMM3ZL JBsBY, BbIMz0L 84959990, Joesdols
3030360 s 530bLoEGHME0Mw 396EGH®T0, 3090 Msb SberMml, 369065 oG0S
©03960L LsbiBIOH ML J9bmdsTo.

e After the study of the above-mentioned archival document, it became possible to
determine the address of the diplomatic mission of the Democratic Republic of Georgia in
the Russian Soviet Federative Socialist Republic: MockBa, b. JIMmuTpoBka 23.

The diplomatic mission of the First Republic of Georgia was located on Bol'shaya
Dmitrovka Street in the very center of Moscow, in the political and administrative "heart"
of the city, not far from the Kremlin, in the Revenue House of the Princess Maria Liven.”

days of the Russian-Georgian war of 1921, Cheka agents began to arrest members of the diplomatic mission of the
Georgian Democratic Republic throughout Russian Soviet Federative Socialist Republic.
7 @oup [Nocnenuuit Anpec, ,Mocksa, bonbmas JImurposka, 23

https://www.poslednyadres.ru/news/news165.htm
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369065 85605 03960l LsbBAGm | Revenue House of the Princess Maria Liven

80 896md0L BmGHMIB0 50d0s LsoE0B: https://www.tripadvisor.ru/
The photos of the building are taken from the website: https://www.tripadvisor.ru/
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