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The global economic recovery is ongoing, however the COVID-19 pandemic is still causing considerable volatility. Since the be-
ginning of 2021, inflation rates have increased in both advanced and emerging economies, generally driven by pandemic-related
supply-demand mismatches and rapidly rising commodity prices, following a global decline in inflation over the course of 2020.
According to the latest forecasts, for most countries upward price pressures are expected to subside with a return to pre-pan-
demic levels by mid-2022*. With this in mind, it is pertinent to compare the inflationary trends of Georgia with global patterns.

In Georgia, the year-over-year (YoY) Consumer Price Index (CPI), which measures the average price of goods and services ac-
quired by consumers compared to the reference period, has proved relatively similar to global trends, as in December 2020
the inflation rate? showed a significant decline of 4.6 percentage points compared to December 2019, reaching 2.4%, major
decrease (25.4 pp) in prices coming from “housing, water, electricity, gas and other fuels” category, which can be explained by
the introduction of utility subsidies for households from November 20203 and plummeting global oil prices in the middle of 20204
This figure was still higher than the lowest figure of the reporting period which was recorded in December 2018 (1.5%). Since
the beginning of 2021, monthly YoY CPI inflation has been increasing sharply, surpassing pre-pandemic levels, and reaching its
peak to date of 12.8% in October 2021 with a 10 pp increase from the beginning of the year.
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On the contrary, YoY monthly core inflation increased
in the middle of 2020, reaching 6.6% in June 2020 (with
significant increases in prices of routine household
maintenance, healthcare, and restaurants and hotels)
and this has continued to be relatively stable with a
monthly average value of 5.8% over the 2020-2021 pe-
riod, while the pre-pandemic (2017-2019) monthly av-
erage was equal to 3.1%. The magnitude of the fluctua-
tions was significantly lower in the case of core inflation
compared to CPI inflation, which could be explained by TN N N N N N S S S s e o o s e s s s s e S
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Source: National Statistics Office of Georgia
The Producer Price Index (PPI) measures price changes from the perspective of costs to industry and producers, and can some-
times act as a leading indicator of inflationary developments. From May 2021 to September 2021, the YoY monthly PPI inflation
became relatively stable with a monthly average value of 15.9% after a sharp 5.7 pp increase from the end of 2020 until April
2021. Meanwhile, according to the BAG index>, the majority of the surveyed businesses do not expect the prices of their products
to rise in the fourth quarter of 20218, which could be a signal of what to expect with respect to price change dynamics in the
near future.

Contributions of different spending categories to the average YoY monthly PP . .
inflation in the first 10 months of the given year, pp (2017-2021) Furthermore, it is important to analyze the contribu-

. 88 tions of different spending categories to the average YoY
Other goods and monthly inflation in the first 10 months of the given year.
e It must be noted, that in 2021 the average CPI inflation

iy s rate of 10 months reached the maximum (8.8%) of the

other fuels

s =
CPI, PPl and Core Inflation, % YoY

o v & o o

Transport and reportlng perIOd'
6 communication
; = ealth Considering that in emerging and developing markets,
. —rorecn ecreaion 1000 @Nd beverage accounts for a larger proportion of the
and Culture consumer basket, this product group has been the main

==nlconolicbeveraces — driver of the rise in inflation throughout the reporting pe-
riod. In particular, the price increase for food and non-al-

Food and non-

“ alcoholicbeverases — coholic beverages accounted for 3.3 pp of the average
! —%CPI YoY monthly inflation. In the first 10 months of 2021, the
0 price increase in transport and communication accounted
for 1.9 pp of total inflation, making this group the sec-
-1 . . . .
2017 2018 2019 2020 2021 ond-highest contributor to inflation.
Source: National Statistics Office of Georgia, Calculations of PMC research
. . Contribution of the groups of products to total inflation (October 2021)
E!s_ewhere, the average prices of hgalth-related prod.uctg also recorded sig- 128 Food and non-alcoholic beverages
nificant increases compared to previous years. The price increase of housing, ®
. . . 12 Transport
water, electricity, gas, and other fuels amounted only 0.4 pp of total inflation,
which does not fully depict the real price increase of the products, due to con- TSI, ater. electricity. gas and
tinuation of partial utility subsidies from March of 20217, * ==Health

mm Furnishings, household equipment and
8 routine maintenance of the house

A closer look at the contributions of the record-high YoY monthly inflation rate
in October 2021 reveals certain trends. In October 2021, the YoY increases in
prices of food and non-alcoholic beverages accounted for 6.0 pp of total 12.8% °
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Notably, the monthly YoY inflation rate in Georgia Georgian monthly CPI and Core inflation trends compared to
has been relatively high compared to the average emerging markets and developing economies average
across emerging markets and developing economies monthly inflation (2017-2021 jul)
throughout the reporting period®. The figure for EMDE w
reached a low of 0.3% in June 2020, while in Georgia 12
inflation at that time was equal to 6.5% and show-
ing only slight decreasing trends. During the first two *°
months of 2021, CPl inflation in Georgia was similarto s
the average figure, but since March 2021 the monthly
inflation of Georgia has been significantly higher than °
the average, reaching 11.9% in July 2021, while in the ,
same period the average monthly inflation of emerg-
ing markets and developing countries was 5.5%. Sim- 2
ilarly, the monthly YoY core inflation of Georgia has
been higher than the average from 2019 until the end
of the reporting period, albeit nearing the group aver-
age (47%) inJune 2021 = == EMDE CPI| ==« EMDE Core CPI|
Source: National Statistics Office of Georgia, International Monetary Fund
In terms of average annual inflation, the comparison between Georgia and Eastern Partnership (EaP) countries and those of the
Balkan region illustrates some slight differences. In 2020, the average annual inflation in Georgia was equal to 5.2%, which is 1.6
pp higher than the average for EaP countries and 3.7 pp higher than the average annual inflation for Balkan countries. However,
according to IMF forecasts, inflation in Georgia will decrease steeply, reaching 3% in 2023 and following a similar trendline to
the Balkan region while on average being 1.1 pp lower than the forecasted inflation of the EaP region throughout 2022-2026.
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Inflation Targeting Regime in Georgia

To address high and volatile inflation and its adverse effects on the economy, the National Bank of Georgia has been conducting
monetary policy with the aim of keeping the inflation rate at an optimal level. In the initial phase (2009-2014) of the inflation
targeting, the optimal level of inflation equalled 6%, which eventually dropped to 5% in 2015, then 4% in 2017 and since 2018
the inflation target of Georgia has been equal to 3%. The main tool used by NBG for targeting inflation is monetary policy interest

Monthly inflation, inflation target and monetary policy interest rate (2015-Oct 2021)

x 15
)
2
o
S 13
=y
=
E11
i
9]
5 9
=
%
= 7
X
o
ES
c
K=l
® 3
=
£
1
_anLﬁLnLﬁLOLOkOQOI\I\I\I\OOOOOOmO\O\ChChOOOO|—||—||—|r—1
oy B B B B O e SR S B B S B L S SV
- —_ —_ - - - —_ - - —_ —_ - - -
%Q_SJQJ%Q_DJC’)%Q_SJOJ%Q_SJC’)%QDG%QSU%Q_D"G
- << T 0O = < TO0O =2« TO =« TO =« TO =« TO =<« ™o

Monetary policy interest rate

Inflation rate
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12m rolling average inflation rate
Source: National Statistics Office of Georgia, National Bank of Georgia

Throughout 2015-2016 years the monetary policy rate reached maximum of 8% in December 2015, which was later on eased
out to 6.5%. After the tightening, the rolling average inflation of 12 months reached targeted inflation rate in April 2016. The
monetary policy rate was relatively stable throughout 2017-2018 with an average value of 7%. However, in response to increas-
ing inflation at the beginning of 2019, the monetary policy rate increased to 9% by December 2019. Consequently, monetary
rate was reduced to 8% from August 2020 to February 2021. It must be noted, that after tightening the monetary policy both YoY
monthly inflation rate and 12-month rolling average inflation rates were showing significant downward trends. Since September
2021, to combat rapidly increasing inflationary trends, the monetary policy rate was increased to 10%. According to the NBG
forecasts®, the monetary policy rate will be kept high and only in the medium term will it decrease to the optimal 6.5% rate. How-
ever, in the alternative scenario which considers a higher domestic demand, the monetary policy rate is expected to increase by
3.1 pp in 2022, thus allowing actual inflation to meet the 3% inflation target for the second quarter of 2022.

1. Source: International Monetary Fund: World Economic Outlook - Recovery During a Pandemic, October 2021 6. Source: BAG Index - Business Climate, Quarter Il
2. Note that throughout the text inflation is referred to price changes compared to corresponding period of the previous year. 7. https://matsne.gov.ge/ka/document/view/5080717?publication=0

3. https://matsne.gov.ge/ka/document/view/5026401?publication=0 8. The average values of the emerging markets and developing economies are calculated throughout 2017-July 2021 within
4. https://blogs.worldbank.org/opendata/oil-market-outlook-lasting-scars-pandemic the IMF: World Economic Outlook October report.

5. BAG Index is a quarterly report made by Business Association Georgia (BAG) and PMC Research Center. It measures the 9. National Bank of Georgia: Monetary Policy Report, Q4

latest perceptions and short-term expectations of Georgian businesses.

Basic Economic Indicators 2018 2019 2020 2021 Q1 2021 Q2
Nominal GDP (mIn USD) 17 596.6 17 470.7 15 888.1* 3 402.3* 4 782.7*
GDP per Capita (USD) 4 722.0 4 696.2 4 274.6* OS2 1282.7*
GDP Real Growth (%) 4.8% 5.0% -6.2%* -4.5%* 29.9%*
Inflation 2.6% 4.9% 5.2% 4.5% 8.3%
FDI (mIn USD) 1L S177,1 1335.8 572.0 WSR2 234.2%*
Unemployment Rate (%) 19.2% 17.6% 18.5% 21.9% 22.1%
External Debt (min USD) 5434 5741 7 535 7 721 8 017
Poverty Rate (relative) 20.5% 20.1% 19.7% -

*preliminary data
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