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Appreciating dollar pressuring lari. The improved US growth outlook and looming 
Fed interest rate increases have resulted in the dollar gaining 19.6% against a basket 
of major world currencies during 7M14-2M15. The lari remained broadly stable against 
the dollar until November 2014, strengthening against other currencies. As a result, the 
lari REER appreciated starting from August 2014. The lari appreciation prompted the 
NBG to buy US$ 120mn in August 2014 to build up reserves.  
 

Lari started weakening as external financial inflows decreased significantly in 
4Q14. The drop in exports (-22.5% y/y), decreased remittances (-17.7% y/y), and weaker 
tourism inflows (+0.5% y/y) in 4Q14-1M15, totaling a US$ 338mn (-16% y/y) aggregate 
drop, resulted in rapid depreciation of the lari since the end of November 2014. In less than 
two months, the lari weakened by 6.2% against the dollar, and the accompanying market 
overreaction led to further depreciation by another 9.2% in January 2015 and 5.3% in 
February 2015. Cumulatively, the lari has weakened by 23.3% against the dollar since 1 
January 2014. The lari’s 1.1% appreciation against the euro and minor 1.5% 
depreciation against the Turkish lira over the same period (1 January 2014 - 6 March 
2015) is an indication that the current trend in the US$/GEL rate is more heavily 
related to general dollar appreciation. By losing some value against the dollar, the lari 
actually corrected against other major currencies. 
 

Central bank interventions to support lari were limited. To counter rapid depreciation, 
the NBG sold US$ 200mn since November 2014 (compared to US$ 440mn in November 
2013 – January 2014). Further devaluations in Ukraine and Azerbaijan in February, along 
with relative stability of imports versus falling exports, plus a market overreaction resulted in 
the lari hitting 2.26 US$/GEL on February 26. Assurances from the authorities and a 
possible decrease in imports (February data is not available yet) probably helped the lari to 
regain 5.4% of its value within a few days of February 26. Although annual inflation 
remained low (1.4% in January and 1.3% in February), we do expect some price pressures. 
However, with the NBG inflation target of 5.0% in 2015, its commitment to price stability, 
and the still accommodative monetary policy, the central bank has significant policy space 
to respond to inflationary pressures. 
 

Depending on the dynamics in tourism/FDI inflows and imports, we expect the 
US$/GEL to remain within the 2.10-2.30 range for the remainder of the year. The 
expected drop in imports and a relatively limited shrinkage of external inflows will probably 
keep the rate closer to 2.1 US$/GEL.  
 
 

Figure 1: Exchange rate performance 

 
Source: NBG 
 

Figure 2: USD index vs major currencies 
and USD/GEL 

 
Source: Bloomberg, NBG 
 

Figure 3: Lari’s NEER and REER 

 
Source: NBG, G&T Research 
Note: February REER is a projection 
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Georgian Economy 
 
Lari – Better than Regional Currencies 
 
 

The strengthening dollar and an unfavorable external environment have been 
pressuring the lari since 4Q14. The relative stability of US$/GEL at 1.75 over 4M14-
9M14 resulted in real appreciation of the lari on the back of currency depreciations 
among Georgia’s main trading partners. The spike in the US$/GEL rate in 
November/December 2014 was probably a necessary correction to rectify 
appreciation of the REER, which had strengthened in previous months. A second 
correction took place in late January-February 2015. Overall, we believe that 
depending on FDI/tourism inflows and import performance, pressure on the lari might 
subside and the US$/GEL rate should remain within the 2.10-2.30 band in 2015. 
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Figure 4: International arrivals  Figure 5: International arrivals (mn) and growth, 2M15 vs 2M14 

 

 

 
Source: GNTA 
 

 Source: GNTA 
 

Figure 6: Tourism inflows (US$ mn) and growth (%)  Figure 7: Imports 

 

 

 
Source: NBG 
 
 
 

 Source: GeoStat 
 

Figure 8: Exports  Figure 9: Remittances 

 

 

 
Source: GeoStat  Source: NBG 
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Figure 10: Bilateral nominal exchange rates, rebased  Figure 11: Lari’s daily NEER  

 

 

 
Source: NBG 
  

 Source: NBG 
 

Figure 12: International reserves  Figure 13: NBG FX interventions  

 

 

 
Source: NBG 
  
 
 
 

 Source: NBG 
 

Figure 14: Broad Money M2  Figure 15: Annual  CPI  inflation 

 

 

 
Source: NBG 

*  Preliminary data for  February  2015 

 Source: GeoStat, NBG 
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Figure 16: Total tax collection (state budget)           Figure 17: Loans/deposits dollarization 

 

 

 
Source: MOF, Treasury Service 

 

 Source: NBG, G&T research 
 

Figure 18: M2 and  annual inflation  Figure 19: Annual inflation and USD/GEL exchange rate 

 

 

 
Source: NBG, G&T Research 
 
 
 

 Source: NBG, G&T Research 
 

Figure 20: M2 and USD/GEL  Figure 21: M2 and USD/GEL 

 

 

 
Source: NBG, G&T Research 

 

 Source: NBG, G&T Research 
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Figure 22: REER           Figure 23: REER GEL/USD 

 

 

 
Source: NBG  Source: NBG 
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