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Russia-Ukraine War Impact

Figure 1: Georgia’s exposure to Russia,

. I . US$ mn, 2021 vs 2019 (pre-COVID
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regional shocks relatively well. This is supported by a stable macroeconomic 1,800
environment, prudent monetary and fiscal policies, a business-friendly 1,600 .
environment, and a healthy banking sector. In the face of Russia-Ukraine war, we 1,400
expect GDP to remain in positive territory growing by 3.0% in 2022 (revised 1,200 ‘
downwards from our initial forecast of 5.0%) considering already imposed 1,000 emitances
sanctions on Russia, and expect 1.0% contraction in worst case. Notably, central 800 El'msm
bank vowed to smooth market panic if it arises and government announced that 600
it's working to minimize negative impact from external shock on the economy. We 400 j_lﬁns
do not rule out upside in growth outlook as Georgia being a relatively stable 200
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destination may attract financial assets from the regional countries. 2019
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Figure 2: Georgia’s exposure to Ukraine,
US$ mn, 2021 vs 2019 (pre-COVID)
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2022 growth scenarios

Despite unprecedented geopolitical situation, we expect external balance (goods
trade, remittances, and tourism) to remain positive in 2022 even in the worst case -
scenario (scenario 2 discussed below) in contrast to the loss incurred in 2020 due 500 FDI

to COVID pandemic (as tourism impact was more pronounced). However, 400 - Tourism
compared to the initial forecast we estimate Georgia’s external loss at US$ 2.0bn

300
in 2022. In worst case scenario we estimate exports and remittances to reduce 200 Exports
by US$ 520mn yly, which is far below of US$ 2.7bn y/y loss incurred from only 100
tourism in 2020. 0
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Table 1: External flows in different crises episodes

Source: NBG, Geostat, Galt & Taggart
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2009 2015 2020 2022F Figure 3: Monetary policy rate
global Russia- COVID Scenario 2
financial Ukraine pandemic 11% 10.5% | 11%
crises conflict 10% 10%
and 9% 9%
commodity ) 0
price 8% 8%
US$ mn slump % 7%
6% 6%
Tourism, US$ mn change yly 29 81 (2,727) 754 5% 5%
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Remittances, US$ mn change yly (160) (360) 153 (54) 52_,_:) g § 2338 E 238 5 233 E 2338 § &3 8§
Goods exports, US$ mn change yly (362) (657) (455) (462) Source: NBG
Goods imports, US$ mn change yly (1,826) (1,298) (1,466) (504)
Net saving/loss (+/-) from above
categories 1,333 362 (1,563) 742
Real GDP growth, % -3.7% 3.0% -6.8% -1.0%

Please refer to important disclaimers on the final page of this document.
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Scenariol, resolution of Russia-Ukraine war in 1-2 months: this scenario is based on
current situation (EU/US sanctions on Russia throughout 2022, including SWIFT
exclusion for some Russian banks, etc.) and assumes cease-fire between Russia-
Ukraine to be reached. In this case we forecast GDP growth at 3.0% in 2022, GEL/1$
at 3.25 and inflation at 7.0%. In this scenario, we assume tourism to recover at 75%
of 2019 level (down from 85% recovery in our initial forecast).

Scenario 2, protracted resolution of Russia-Ukraine war: this scenario assumes
additional sanctions on Russia (e.g. sanctions on Russian oil and gas) and protracted
conflict. We expect economy to contract by 1.0% in 2022, GEL/1$ at 3.4, and inflation
at 9.0%. In this scenario, we assume tourism to recover at 60% of 2019 level (down
from 85% recovery in our initial forecast).

2022 forecast
Initial Scenario 1 Scenario 2
Real GDP growth, % 5.0% 3.0% -1.0%
Inflation, average 4.9% 7.0% 9.0%
GEL/US$, average 3.1 3.25 3.4
Monetary policy rate, eop 9.0% 10.5% 11.0%
Current account deficit, % of GDP 7.9% 9.5% 10.9%
Fiscal deficit, % of GDP 4.4% 5.0% 5.7%

Source: Galt & Taggart

We also see upsides to our growth outlook, considering Georgia being a relatively
stable destination. As Georgia remains open for Russian visitors with limited other
alternatives, we do not rule out growth in tourism arrivals despite worsened economic
situation. Capital flows from regional economies may also grow considering Georgia’s
developed and stable financial sector.

All external flows (exports, remittances, tourism and FDI) from Russia and Ukraine to
Georgia cumulatively accounted for 9.6% of GDP in 2021. The major negative impact
expected from reduced exports to these countries (Russia accounted for 14.4 % of
total exports and Ukraine for 7.2% in 2021), mostly commodities, wine, spirits and
agricultural exports, followed by negative impact on tourism (Russia and Ukraine
together accounting for 25.4% of total tourism revenues or 1.7% of GDP in 2021).
Notably, Russia’s share in remittances decreased significantly in recent years to below
20% of total in 2020-21 (c. 50 % of total during 2010-14 and c. 30% during 2015-19)
and the reduced remittances expected to be compensated by inflows from other
countries (mostly from EU, US and Israel). Meanwhile, FDI flows from Russia and
Ukraine are generally very low (1-6% of total).
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Financial linkages are very limited. There is only 1 bank linked to Russia in Georgia -
VTB Bank Georgia (accounting for just 4.49% of total banking sector assets in
Georgia). It has transferred its consumer loans and deposits portfolio to Basisbank

after sanctions imposed by the EU/US on VTB over Russia’s invasion of Ukraine. This
transaction was announced by the National Bank of Georgia on 27 February 2022.

Figure 4: Exports, tourism, remittances and FDI by

country in 2021, as % of total
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Source: Geostat, NBG, GNTA
Note: EU includes EU countries and the UK

Figure 5: Exports to Russia
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Table 3: External linkages breakdown in 2021, share in

each category

Exports Tourism FDI Remittances
EU 17.5% 13.7% 75.2% 41.6%
Russia 14.4% 12.2% 7.3% 17.5%
Turkey 7.6% 9.8% 10.4% 4.4%
Azerbaijan 12.5% 3.5% -0.4% 3.6%
Ukraine 7.2% 13.2% 0.9% 3.9%
Armenia 6.1% 2.4% 0.8% 0.5%
Other countries  34.7% 45.3% 5.9% 28.4%

Source: Geostat, NBG, GNTA

Note: EU includes EU countries and the UK. FDI is for 9M21. Negative investment means a
sale of shares or distributed profit

Figure 6: Imports from Russia
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Figure 7: Imports from Russia by category, 2021 Figure 8: Exports to Russia by category, 2021
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Figure 9: REER and NEER (index, Jan 2014 = 100) Figure 10: NBG’s net interventions, US$ mn
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Figure 11: Fiscal deficit, as % of GDP Figure 12: Public debt, as % of GDP
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Figure 13: CA balance and its components, as % of GDP Figure 14: CA and net FDI, as % of GDP
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Figure 15: Foreign inflows
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Figure 16: Banking sector loan portfolio growth, by currency Figure 17: Loan portfolio growth, exc. FX effect
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Figure 18: Market interest rates on bank deposits Figure 19: Market interest rates on bank loans
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Disclaimer

This document is the property of and has been prepared by JSC Galt & Taggart ("Galt & Taggart"), a member of Bank of Georgia group PLC (‘Group”) solely for informational purposes and
independently of the respective companies mentioned herein. This document does not constitute or form part of, and should not be construed as, an offer or solicitation or invitation of an offer to
buy, sell or subscribe for any securities or assets and nothing contained herein shall form the basis of any contract or commitment whatsoever or shall be considered as a recommendation to take
any such actions.

Galt & Taggart is authorized to perform professional activities on the Georgian market. The distribution of this document in certain jurisdictions may be restricted by law. Persons into whose
possession this document comes are required by Galt & Taggart to inform themselves about and to observe any and all restrictions applicable to them. This document is not directed to, or intended
for distribution, directly or indirectly, to, or use by, any person or entity that is a citizen or resident located in any locality, state, country or other jurisdiction where such distribution, publication,
availability or use would be contrary to law or regulation or which would require any registration or licensing within such jurisdiction.

Investments (or any short-term transactions) in emerging markets involve significant risk and volatility and may not be suitable for everyone. The recipients of this document must make their own
investment decisions as they believe appropriate based on their specific objectives and financial situation. When doing so, such recipients should be sure to make their own assessment of the risks
inherent in emerging market investments, including potential political and economic instability, other political risks including without limitation changes to laws and tariffs, and nationalization of
assets, and currency exchange risk.

No representation, warranty or undertaking, express or implied, is or will be made by Galt & Taggart or any other member of the Group or their respective directors, employees, affiliates, advisers
or agents or any other person as to, and no reliance should be placed on, the fairness, accuracy, completeness or correctness of this document and the information contained herein (and whether
any information has been omitted from this document) and no reliance should be placed on it. This document should not be considered as a complete description of the markets, industries and/or
companies referred to herein. Nothing contained in this document is, is to be construed as, or shall be relied on as legal, investment, business or tax advice, whether relating to the past or the future,
by Galt & Taggart any other member of the Group or any of their respective directors, employees, affiliates, advisers or agents in any respect. Recipients are required to make their own independent
investigation and appraisal of the matters discussed herein. Any investment decision should be made at the investor's sole discretion. To the extent permitted by law, Galt & Taggart, any other
member of the Group and their respective directors, employees, affiliates, advisers and agents disclaim all liability whatsoever (in negligence or otherwise) for any loss or damages however arising,
directly or indirectly, from any use of this document or its contents or otherwise arising in connection with this document, or for any act, or failure to act, by any party, on the basis of this document.

The information in this document is subject to verification, completion and change without notice and Galt & Taggart is not under any obligation to update or keep current the information contained
herein. The delivery of this document shall not, under any circumstances, create any implication that there has been no change in the information since the date hereof or the date upon which this
document has been most recently updated, or that the information contained in this document is correct as at any time subsequent to the date on which it is supplied or, if different, the date indicated
in the document containing the same. No representation or warranty, expressed or implied, is made by Galt & Taggart or any other member of the Group, or any of their respective directors,
employees, affiliates, advisers or agents with respect to the accuracy or completeness of such information.

The information provided and opinions expressed in this document are based on the information available as of the issue date and are solely those of Galt & Taggart as part of its internal research
coverage. Opinions, forecasts and estimates contained herein are based on information obtained from third party sources believed to be reliable and in good faith, and may change without notice.
Third party publications, studies and surveys generally state that the data contained therein have been obtained from sources believed to be reliable, but that there is no guarantee of the accuracy
or completeness of such data. Accordingly, undue reliance should not be placed on any such data contained in this document. Neither Galt & Taggart, any other member of the Group, nor their
respective directors, employees, affiliates, advisors or agents make any representation or warranty, express or implied, of this document's usefulness in predicting the future performance, or in
estimating the current or future value, of any security or asset.

Galt & Taggart does, and seeks to do, and any other member of the Group may or seek to do business with companies covered in its research. As a result, investors should be aware of a potential
conflict of interest that may affect the objectivity of the information contained in this document.

Unauthorized copying, distribution, publication or retransmission of all or any part of this document by any medium or in any form for any purpose is strictly prohibited.

The recipients of this document are responsible for protecting against viruses and other destructive items. Receipt of the electronic transmission is at risk of the recipient and it is his/her responsibility
to take precautions to ensure that it is free from viruses and other items of a destructive nature.
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