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Chart of the month: reduced imported inflation drove headline inflation down
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Economic summary Activity

Growth: Economy continues strong growth, with real GDP up 7.5%
in Apr-23, after 7.3% growth in previous month. Overall, in 4M23,
growth came in at 7.3%. In April, construction, financial, trade, ICT,
transportation and storage sectors drove the growth. Meanwhile,
manufacturing, and real estate sectors contracted.

We forecast Georgia's economy to grow by 5.8% in 2023.

Inflation: In Apr-23, headline CPI receded to 2.7% y/y, marking the
7t consecutive monthly decline. This decrease in inflation reflected
a decline in imported inflation, driven by falling global commodity
prices and international shipping costs along with GEL
appreciation. While there is a slowdown in domestic inflation, it
remained high at 10.6% y/y in April. We expect disinflation to
continue and forecast average annual inflation at 3.1% for the
entire year and end-2023 inflation at 1.0%.

Monetary policy: The NBG cut its key rate by 50bps to 10.5% on 10
May 2023 meeting. The decision was prompted by a significant
deceleration of annual inflation, which dropped to 2.7% in April
2023 from 9.4% in January 2023. Considering disinflation trend, we
see room for additional 100-150bps rate cut through the end-2023.

FX: The GEL deprecated by 3.8% m/m in May, but still gaining 4.4%
vs dollar year-to-date. We attribute the recent depreciation to one-
off factors, as FX inflows remain robust and tourism revenues are
growing strongly. Notably, NBG purchased US$ 782.9mn in 4M23
(o.w. US$ 322.4mn in April), resulting record high gross
international reserves reaching US$ 5.1bn in April 2023. We expect
average GEL rate at 2.55 vs dollar in 2023.

Please refer to important disclaimers on the final page of this document.

Trade: In April 2023, both exports and
moderated compared to previous month, increasing by 20.4%
y/y and 9.8% y/y, respectively. As a result, the trade deficit
increased by 2.2% y/y. The main contributors to export growth
were cars, electricity, spirits, wine, and water. Imports growth
was driven by an increase in cars, phones, tractors, and gas
products. Overall, in 4M23, trade deficit increased by 19.4% y/y
to US$ 2.6bn, as exports increased by 23.6% y/y to US$ 2.0bn,
while imports were up by 21.2% y/y to US$ 4.5bn. The high
growth in trade flows indicates strong external and domestic
demand.

imports growth

Tourism: According to our estimates, tourism revenues
continued strong growth up by 32.6% y/y, reaching US$
250.0mn in Apr-23. Overall, tourism revenues reached US$

1,045mn (+79.5% y/y) in 4M23, based on our estimate.

Banking sector: Credit growth was 13.2% y/y in April, excluding
FX effect, after growing by 13.8% y/y in previous month.
Deposits growth slowed to 28.7% y/y (exc. FX effect) in April,
after a 30.4% y/y growth in March. In terms of currency
breakdown, GEL deposits growth accelerated to 39.1% y/y
(+33.7% y/y in previous month) and FX deposits growth (exc.
FX effect) slowed to 21.5% y/y (+28.1% in previous month),
hinting also on conversion of FX deposits into GEL with both FX
and GEL deposits driving growth. As a result, deposit
dollarization reduced to 51.3% in April, which is the lowest level
observed since Sep-97. Loan dollarization also reduced to 43.9%
from previous month's 44.3%. Other performance indicators
remained healthy in April, with NPLs at 1.8%.
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Note: Index growth/decline means appreciation/depreciation of GEL
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Exports by product, 4M23
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Imports by product, 4M23

Cars
16.1%

Other

59.6% Petroleum

7.0%

Gases
5.5%
Copper
3.6%
_____Pharma.
3.4%
Telephones

2.5%
Auto. data

processing
1.3%

Source: Geostat

Tourism revenues, US$ mn

1,045
846
582
436
I 103
4M19 4M20 4M21 4M22 4M23

Source: NBG, Galt & Taggart estimate for Apr-23

Banking sector loan and deposit dollarization
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Macro data and forecasts

Georgia

GDP and Prices
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Government Finances
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Budget expenses, % of GDP
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External Sector
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Gross international reserves, US$ bn

Financial sector
Bank loan portfolio, US$ bn
Bank loan portfolio, % of GDP

Monetary policy rate, %

Source: NBG, MOF, Geostat, Galt & Taggart

Note: Fiscal balance according to IMF Program Definition
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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.

Head of Research Galt & Taggart
Eva Bochorishvili | evaboshorishvili@gt.ge Address: 3 A. Pushkin Street, Thilisi 0105, Georgia
Tel: +(995) 32 2401 111

Head of Macroeconomic Analysis and Forecasting Email: research@gt.ge
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