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CHARACTERISTICS OF CHANGES IN MONETARY POLICY
TRANSMISSION MECHANISM

GIORGI KHANTADZE
Asoc. prof. of GTU
E-mail: giadec6@yahoo.com

Summary

The National Bank’s monetary policy is based on inflation targeting regime, its main instrument is the short
term (one week) interest rate of refinancing, or so called monetary policy. A rate change affect the market interest
rate, which is reflected on behavior of individuals or firms to spend or save money. Finally, it affect on joint
demand and inflation. The combination of channels, through which the rate change of the monetary policy is
reflected on inflation is known as a “Monetary policy transmission mechanism”. There are several important
channels in Georgia: Credit, Exchange rate, interest rate and expectation channels. However, the asset price chan-
nel will earn an additional function in parallel with the development of financial system of the economy. Thus,
strengthen of the mentioned channels is an actual issue in terms of the monetary policy effectiveness. The aim of
the current article is to describe a process, through which the change of Georgian national bank’s policy rate is
reflected on economic activity and inflation as well; also the problems which obstruct effective functioning of the
transmission mechanism channels.
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