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Abstract

The work was divided into two parts, the first part is presented as follows, there is a theoretical
part where attention was mainly paid to the literature surrounding the topic. In the mentioned
theoretical part, the inflation targeting regime in Georgia is explained, and then the monetary
policy transmission mechanisms are described. The second part of the paper presents an
empirical study that evaluated the mechanisms of monetary policy transmission in Georgia, in
terms of the interest rate channel and the exchange rate channel. Empirical research was
conducted using the shock effects of monetary policy based on the vector autoregression model
where there were endogenous and exogenous variables. As for the period taken in the paper
to conduct the empirical research, the quarterly data of 2010-2023. where, in total, 52 variables
were observed. Based on the limited autoregression vector model, impulse-response graphs
were constructed, with the help of which it was possible to understand the effect of the
increase in the monetary policy rate on inflation and output. It is necessary to take into account
the fact that the largest part of the variation of the release gap is contained by its own shock,
and in the following periods it crosses with other shocks. If monetary policy is increased, then
there is a momentary decrease in aggregate demand, and also eventually results in a decrease
in output and the rate of inflation. It is worth noting that the exchange rate channel showed
approximately this result despite having a weak impact on inflation and output compared to

the interest rate channel.

Key words: inflation targeting, output, national demand, interest rate, exchange rate, monetary

policy.
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