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Larization: Problems and Prospects
Summary

The work provides analysis of the following:

- Causes of low larization level;

- Key reasons of drastic fall of lari to dollar ex-
change rate during year 2015;

- Foreign currency policies of the National Bank —
in the conditions of the mentioned devaluation of lari;

The work argues that the low larization level is caused
by the low level of incomes in the country’s economy,
relatively high expected inflation rate and nominal interest
rates, as well as instability of current and expected lari to
dollar exchange rate and hence, deficiency of confidence
to lari.

On the basis of the performed analysis there was pro-
posed that growth of loan refinancing during year 2015 has
caused future expected nominal GEL to USDexchange rate
reduction, what, in turn, has caused further fall of lari cur-
rent nominal exchange rate (caused, in turn, by unfavorable
change of the foreign economic factors) and its extension
with time.

The work gives positive assessment of the relatively
neutral currency policies of the National Bank — in the con-
ditions of above mentioned devaluation of lari; while the
National Bank’s policies dealing with the simultaneous in-
crease of the refinancing loans is evaluated negatively. This
is because the authors regard growth of refinancing loans as
one of the key reasons of further fall of lari exchange rate
and its extension in time.

The causes of improvement of lari exchange rate in
March-May 2016 were studied in details. In the other equal
conditions, regarding mentioned improvement of lari ex-
change rate, the prospects if larization improvement were
determined.
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