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Georgia - EU candidate country

Georgia | Economy

Outlook SeaeleT 25, 2078

Georgia continues to enjoy strong growth. The Figure 1: Real GDP growth
reduction in inflation should allow the ™" m2021 #2022 ®2023€
refinancing rate to be cut further in 2024. 12; o

Solid external inflows allow us to expect . o fopg ol
stability of GEL. Georgia has a strong growth 3% I I I I I I I I |2~5% 2%
outlook as the country starts 2024 on a high 0% 11

note, having achieved EU candidacy status, 3%
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bolstering consumer and business confidence. 2 : : : E g 3
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Source: IMF, Geostat, Galt & Taggart
5.4% GDP growth in 2024 with potential upside
In 2023, Georgia's GDP continued its solid growth, Figure 2: Average annual inflation
expanding by 7.0% in 10M23. The primary driver of this ig:ﬁ m2021 #2022 ®2023E
growth was investments, with solid external inflows also 60% .
playing a significant role. We expect growth of 5.4% in 50%
2024 and see upside potential for 6.0% growth (see details 40%
30%
on page 7. ig://" — 10.2% 10.3% 15'O%I
100bps rate cut in 2024 o W e FEwll n I
Inflation fell sharply in 2023, enabling the central bank to §’ % % é g— é j:%
cut key rate by 150bps to 92.5%. We expect inflation to & E © g g fé P
remain close to the target and anticipate average inflation 5 < ¢
at 3.5% in 2024. This will allow the central bank to cut key Source: IMF, Geostat, Galt & Taggare
rate by 100bps to 8.5% by the end of 2024. Figure 3: Regional currencies vs. dollar
Period: January 1, 2022 — December 25, 2023

Appreciation potential for GEL in 2024 8%

The expected solid external inflows and low current
account deficit lead us to expect the GEL to remain stable
at around 2.7 against the dollar and 3.0 against the Euro in
2024. We do not rule out a 2% appreciation of the GEL in
our upside scenario.

-54.3%
AMD GEL MDL AZN EUR KZT RUB BYN UAH TRY

Source: Bloomberg
Note: +/- means appreciation/depreciation
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continued in Georgia reaching 7.0% in 1T0M23...
Real GDP growth, % change y/y
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Strong activity led to further reduction in

unemployment rate, standing at 16.8% in 9M23
Unemployment rate
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...boosting real wage growth
households' purchasing power
Nominal and real wages

and enhancing

Monthly nominal wages, % change y/y

25% Monthly real wages, % change y/y
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Source: Geostat, NBG, Galt & Taggart

Economic developments

Despite regional geopolitical conflicts, solid growth

...mainly driven by investments, a crucial factor for
fostering resilient long-term economic growth
Contributions to real GDP growth, ppts
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Inflation declined sharply, with both headline and

core inflation falling below the NBG's 3.0% target...
Inflation, % change y/y
18%

Headline inflation
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...supported further by the appreciation of the GEL

GEL/US$ and GEL/EUR
A
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External sector

Money transfers from Russia started to normalize Tourism revenues continued strong recovery,
with the effects of relocation fading surpassing 2019 level by 26.5% in 11M23...
Money transfers, US$ mn Tourism revenues, US$ bn
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...despite a slower recovery in tourist arrivals, Goods trade balance deteriorated due to strong
recovering at 80.7% of pre-pandemic level in 9M23 import growth...
International visitors, mn persons Exports, imports, and trade deficit
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..however total FX balance improved with the CA FX reserve accumulation continued, crucial for
deficit shrinking to 5.3% of GDP in 1TH23 mitigating potential external shocks
Current account deficit and net FDI, as % of GDP NBG's gross international reserves, US$ bn
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Source: Geostat, NBG, GNTA
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Banking and fiscal sector

Credit growth remained strong despite tight financial

... and dollarization ratios remained improved and
conditions ...

largely stable
Banking sector loan portfolio growth, (excl. FX effect) Banking sector loan and deposit dollarization
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GEL deposit interest rates started to decline and

... and GEL loan interest rates expected to decline in
expected to decline further in 2024...

2024, strengthening growth outlook

Interest rates on bank deposits

Interest rates on bank loans

14% Interest rates on GEL deposits 21% Interest rates on GEL loans
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Capital spending remains high and growth in current
spending reflects higher interest payments in 2024
Government current spending and capex, % of GDP

Government debt fell below 40% of GDP, reducing

sharply after spike during the pandemic
Government debt, as % of GDP
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We anticipate a growth rate of 5.4% in 2024 in our baseline
scenario and 6.0% in upside scenario.

In the baseline 5.4% growth scenario for 2024, our
assumptions include:

o FXinflows to remain solid, including tourism revenues
at US$ 4.5bn.

e Average inflation at 3.5%, enabling the central bank
to continue easing and cut the key rate by 100bps to
8.5% by end-2024, compared to 9.5% at the end-
2023.

e With strong fundamentals and a favorable current
account deficit (expected at 4.3% of GDP), we
maintain a positive outlook on GEL, anticipating an
average exchange rate of 2.7 against the dollar and
3.0 against the Euro in 2024.

In our upside scenario, we expect 6.0% growth for 2024,
assuming faster growth in tourism arrivals and a larger
boost to consumer and business sentiments from EU
candidacy status, compared to our baseline assumptions.
We expect:

e Tourism revenues at US$ 4.8bn.

e A stronger GEL, at average 2.65 vs the dollar.

e Lowerinflation (3.0%) and more substantial rate cuts

(8.0% at the end of 2024).

Risks to growth may come from regional geopolitical
conflicts asin previous years as well as globally tight financial
conditions. However, Georgia's rebuilt fiscal buffers and
replenished international reserves provide a solid foundation
to effectively manage potential shocks.

Key assumptions for 2024 growth scenarios

2024 2024
2023E Baseline Upside

Tourism revenues, bn $4.2 $4.5 $4.8
Average GEL/US$ 2.63 2.70 2.65
Average annual inflation 2.5% 3.5% 3.0%
Refinancing rate 9.5% 8.5% 8.0%

Investment growth, % change y/y 15.0% 14.0% 17.3%
Real GDP growth 6.8% 5.4% 6.0%

Georgia | Economy
December 25, 2023
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BOX 1: Information and Communication Sector - Diversifying beyond
tourism

The Information and communication sector (ICT) in Georgia has tripled over the past 5 years,
marking the largest increase among the country's economic sectors. Currently, it is the 8th
largest sector, surpassing the financial sector since 2022. At the initial stage, government
incentives were instrumental in driving IT sector growth (personal and corporate income taxes
at 5% for international companies from Oct-20). Since 2022, an additional boost has come
from a considerable number of highly skilled regional migrants and international IT companies
relocating or setting up operations in Georgia.

This sector emerged as the new fastest-growing source of foreign currency inflows for the
country. The sector exports almost doubled, reaching US$ 597mn in 2022. As a result, its share
in total services exports rose substantially from around 2% before 2021 to 10.5% in 2022 and
14.7% in TH23, despite a sizable increase in tourism revenues, which is a key services export
category. We expect Information and communication sector revenues to reach US$ 1.0bn in
2023.

The growth prospects for this sector are promising, and for the economy, this implies
strengthened resilience to external shocks. It also provides better shielding for the country
against any potential slowdown in other FX sources or partner countries’ economies.
Additionally, widespread integration of digital solutions across various sectors and the
establishment of a robust digital business ecosystem expected to boost productivity, fostering
overall economic growth.

Exports of ICT services Total services exports by type, share in total, 2022
1200 Others
ICT exports, US$ mn 14.5% 6.8%
1,000 o ICT
—=+==Share in total services exports, % 10.5% 10.5%
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Transport
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Source: NBG Source: NBG

Note:This category includes information, communication and computer
services.
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BOX 2: Georgia is an EU candidate country: What to expect

Georgia starts 2024 on a high note, having achieved EU candidacy status and enjoying broad
consensus within the nation regarding its significant advantages. Experience from other
countries gaining EU candidacy status suggests positive effects on economic growth, foreign
investment, and trade:

e Serbia witnessed a significant increase in foreign direct investment in relation of the
granting of EU candidacy status in 2012. FDI inflows tripled during the transition
period.

e Albania experienced a substantial increase in exports to the EU after gaining
candidate status in 2074. In 2013, exports to the EU accounted for 57% of total
Albanian exports, while in 2022, this figure had risen to 73%.

e North Macedonia's trade with the EU grew significantly following the granting of
candidate status in 2005. In 2022, the EU accounted for 77% of North Macedonia's
exports and 46% of its imports.

e Additionally, EU candidacy status generally provides candidate countries with access
to EU funding and technical assistance, which can help support reforms and
development projects. For example, from 2007 to 2020, North Macedonia received
over EUR 1.2bn in EU assistance through the Instrument for Pre-Accession Assistance
(IPA).

The duration between obtaining EU candidacy status and achieving full EU membership can
vary widely for different countries. The process involves fulfilling a set of criteriq,
implementing reforms, and demonstrating readiness to meet the obligations and standards
set by the European Union. Generally it takes 5.8 years on average.

While the specific benefits of EU candidacy status for Georgia would depend on the country's
specific circumstances, overall, with EU candidacy status paving the way, Georgia is poised
for positive transformations.

Countries experience a rapid increase in GDP per Generally it takes 5.8 years on average to achieve
capita after joining the EU, surpassing the 50th EU membership, and timeline varies across

position in the global ranking countries
GDP per capita, US$ (PPP) EU membership timeline after submitting
application, years
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Macro data and forecasts

Georgia 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023E 2024F
GDP and Prices

Nominal GDP, GEL bn 27.2 28.6 311 33.9 35.8 40.8 44.6 49.3 49.3 60.0 723 79.7 87.0
Nominal GDP, US$ bn 16.5 17.2 17.6 14.9 151 16.2 17.6 17.5 15.8 18.6 24.8 30.3 322
Nominal GDP per capita, US$ 4,422 4,624 4,739 4,013 4,062 4,359 4,722 4,696 4,256 5,023 6,676 8,108 8,623
Real GDP, % change y/y 6.4% 3.6% 4.4% 3.0% 2.9% 4.8% 4.8% 50% -68% 10.5% 10.4% 6.8% 5.4%
CPI Inflation, ave -0.9% -0.5% 3.1% 4.0% 21% 6.0% 2.6% 4.9% 5.2% 9.6% 11.9% 2.5% 3.5%
CPI Inflation, eop -1.4% 2.4% 2.0% 4.9% 1.8% 6.7% 1.5% 7.0% 24%  13.9% 9.8% 0.8% 4.4%
GEL per US$, ave 1.65 1.66 1.77 2.27 2.37 2.51 2.53 2.82 3.1 3.22 2.92 2.63 2.70
GEL per US$, eop 1.66 1.74 1.86 2.39 2.65 2.59 2.68 2.87 3.28 3.10 2.70 2.69 2.75
GEL per EUR, ave 212 2.21 2.35 2.52 2.62 2.83 2.99 3.15 3.55 3.82 3.08 2.85 3.00
GEL per EUR, eop 2.18 2.39 2.27 2.62 2.79 3.10 3.07 3.21 4.02 3.50 2.88 2.99 3.05
GEL per GBP, ave 2.62 2.60 2.91 3.47 3.21 3.23 3.38 3.60 3.99 4.43 3.62 3.27 3.48
GEL per GBP, eop 2.67 2.86 2.89 3.55 3.26 3.50 3.40 3.76 4.45 417 3.26 3.48 3.55
Population, mn 3.7 3.7 3.7 3.7 3.7 3.7 3.7 3.7 3.7 3.7 3.7 3.7 3.7
Government Finances

Budget revenues, % of GDP 28.8% 26.4% 265% 27.5% 28.0% 27.4% 27.0% 26.6% 25.6% 259% 27.4% 27.7% 28.8%
Budget expenses, % of GDP 29.4%  27.6% 28.4% 28.6% 29.4% 282% 277% 29.4% 349% 323% 299% 30.6% 31.4%
Fiscal balance (-deficit), % of GDP -1.7% -1.9% -2.6%  -24% -2.8% 27%  -2.3% 21%  -93% -61% -3.0% -28% -2.5%
Public debt, % of GDP 28.8% 295% 31.0% 367% 40.3% 39.4% 38.9% 40.4% 602% 49.7% 395% 382% 38.0%
External Sector

Current account, US$ bn -1.9 -1.0 -1.8 -1.8 -1.9 -1.3 -1.2 -1.0 -2.0 -1.9 -1.1 -1.4 1.4
Current account, % of GDP -M4%  -5.6% -102% -11.8% -12.5% -81% -6.8% -59% -125% -104% -45% -45% -43%
Exports, US$ bn 6.0 7.2 71 6.2 6.2 7.6 8.9 9.6 5.9 8.1 13.2 16.0 17.5
Imports, US$ bn 9.2 9.3 10.1 8.7 8.5 9.4 10.8 1.2 9.0 1.2 15.6 18.2 19.7
Net Current transfers, US$ bn 1.4 15 1.4 1.1 1.1 13 1.4 1.4 1.8 2.3 3.1 2.9 3.1
Net FDI, US$ bn 0.8 0.9 1.4 1.4 1.2 1.7 1.0 1.1 0.6 0.9 1.8 1.7 1.8
Net FDI, % of GDP 4.6% 5.3% 8.1% 9.5% 82% 10.6% 5.7% 6.1% 3.6% 5.0% 7.1% 5.6% 5.6%
Gross int. reserves, US$ bn 29 2.8 2.7 25 2.8 3.0 33 35 3.9 4.3 4.9 52 52
Financial sector

Bank loan portfolio, US$ bn 53 6.0 7.0 6.7 71 8.6 9.9 1.1 1.7 13.9 16.6 19.0 20.2
Bank loan portfolio, % of GDP 31.2%  36.1% 40.8% 472% 52.8% 547% 59.6% 648% 77.6% 71.8% 62.0% 64.6% 64.5%
Monetary policy rate, % 5.3% 3.8% 4.0% 8.0% 6.5% 7.3% 7.0% 9.0% 80% 10.5% 11.0% 9.50% 8.50%

Source: NBG, MOF, Geostat, Galt & Taggart

Note 1: Fiscal balance according to IMF Program Definition

Note 2: Exports and imports include both - goods and services
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Tourism & Hospitality

Tourism revenues showed a robust recovery, reaching US$ 3.3bn  » We expect full tourism recovery
in 9M23 (or 125.9% of 9M19). However, international visitor in 2024, with 7.85mn
numbers remained at 80.7% of 9M19 (4.8mn). The revenue surge international visitors (102% of
was driven by faster recovery in tourist numbers over same-day 2019 level).

arrivals, increased airport arrivals (typically high-spending

visitors), longer stays from certain top contributing countries ~ We forecast US$ 4.5bn tourism
along with increased prices and GEL appreciation. Slower arrival revenues in 2024 in baseline

growth was primarily due to border restrictions with Azerbaijan

and conflicts in the region.

scenario (137% of 2019 level) and
US$ 4.8bn revenues in upside
scendario.

Post-pandemic concerns regarding hotel oversupply have eased,
evidenced by reduced new hotel permits and a decline in the » Regional conflicts and possible

branded hotel pipeline.

delay in Azerbaijan border

Branded hotel KPIs look healthy in both Tbilisi and regions, opening are key risks for 2024.

despite a slower-than-expected recovery in arrivals.

International visitor numbers at 4.8mn in 9M23, still
lagging 2019, key reason being Azeri border crossing
restrictions

Recovery of Int'l visitors from top countries, 9M23

109%
121% 119%
C 7 % o5, 90% 86% 74% 709,

_______________________ 2019
LT E

& el & o EARRSN WO @ o e
& «oﬂ\(‘ 6\8@0 PN X o (060 0\450\ bo\\ ol
WO
N\
% of 2019 level ® Visitors, mn

Tourism revenues at US$ 3.3bn in 9M23, already
surpassing 2019 level...
Recovery of tourism revenue by source country, 9M23

173%
147%  143%

19% 1129 9
2% W% ggor oo
I I I I I 1

o o @
N o R 0\
S \¢ & e
N \)\‘S < ‘\OO

\e‘ o‘\*
< e

B % of 2019 level ® Tourism revenues, US$ mn
Source: GNTA, Geostat

Among Georgian regions, international visitors
rebounded above 2019 levels only in Adjara and
Imereti

Recovery of int'l visits across Georgian regions, 9M23
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... supported by faster recovery in tourist numbers

over same-day arrivals

Recovery of tourists/same day visitors as % of 2019 level
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Airport arrivals increased from 24.6% of total in Branded hotel KPIs look healthy in 2023, despite a

9M19 to 30.5% in 9M23, supporting revenue growth  slower-than-expected arrival recovery

International visitor trips by border type Average ADR, RevPar and % occupancy in selected
branded hotels
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“land m®mAir = Other e ADR, US$ mmmm RevPar, US$  ——— Occupancy, %

Reduced new hotel permits eased oversupply risk, Many branded hotels cancelled since pandemic, 17

particularly in the upscale segment hotels with 3,038 rooms set to be added by 2026
Hotel room stock (‘O00) and number of new hotel permits  Branded hotel room stock projection over 2023-26
[ Other (30+ rooms)

mmm nternational midscale 5128
40 mmmmm |nternational upscale 500
—+— New hotel permit issuance (RHS) 3,531
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Source: GNTA, Geostat, NBG, Galt & Taggart
Note: Empirical evidence indicates considerable delay in completing the planned hotel projects.
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Wine remains the key revenue contributor, growth in
brandy and spirits also noticeable in recent years
Wine and spirits sector turnover by type, GEL bn

Wine & Spirits

Wine exports grew in 2023, fueled by Russian market, but
new target markets saw a reduced share to 17.6% from
the 2015-21 average of 21.0%. Brandy exports surged,
driven by demand from Russia, Armenia, and France.

Ukraine, previously was a major export market for
Georgia's brandy and a significant wine destination. In
10M23, wine and brandy exports to Ukraine were at 58%
of their pre-war levels.

Historically, exports drive around 80% of sector revenue,

with wine as the primary contributor, though income
from brandy and other spirits has been increasing.

u Wine

» Sector's positive outlook is backed by

rising exports, a revived local market
fueled by tourism, and higher demand
for bottled wine.

We stress the need for Georgian
companies to diversify exports. We
suggest  to consider exploring
opportunities in the Netherlands,
Switzerland, Germany and Denmark.
These markets display a substantial
wine share in alcohol consumption, low
market concentration, import reliance
and no unique export challenges, as per
Georgian wine companies.

1.42 m Exports
® Brandy and other spirits 1.40 Local market
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Wine exports up 8.2% y/y in 10M23, Russia was the

key driver, new target markets declined in share

Wine exports, US$ mn
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The sector heavily relies on exports, constituting
82.0% of revenue in the past decade
Wine and spirits sector turnover by source, GEL bn

Brandy exports surged 37.9% y/y in 10M23, driven

by Russia along with Armenia and France
Brandy exports, US$ mn
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Note: New target markets include the US, UK, China, Japan, Poland, Germany and the Baltic States
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Avuto Business

Georgia is a regional hub for car trade and is expected to continue ~ The car re-export trends are
benefitting from export opportunities. subject to changes in regional

car-trade related regulations.
Georgia's car trade sector benefits from both car exports and
local sales, despite popular belief that it relies solely on exports.
On average, exports constitute 55%-60% of total car trade
turnover, with occasional spikes due to external factors.

» Local market has room for
expansion, considering the low
level of car ownership and need
for renewal (average age 19.2

years).
As for the domestic market, the upcoming prohibition on

importing cars produced pre-2013 is expected to lower domestic
demand temporarily in 2024.

» We expect a gradual transition
to electric mobility in the
medium term, where
government incentives will be
crucial, as in many other
countries.

The formal automobile business sector turnover Passenger car imports doubled in 10M23, import

surged 72.8% y/y to GEL 4.4bn in TH23 source markets remained the same
Formal auto business turnover, GEL bn Passenger car imports by top source market, US$ mn
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2.7x surge in passenger car exports driven by the Export growth mostly fueled by the demand on 0-5
demand from Kyrgyzstan, Kazakhstan, Azerbaijan years old cars
and Armenia

Passenger car exports by top export market, US$ mn Passenger car exports by age, 'O00 units
m Kyrgyzstan m Kazakhstan 1762 115
Azerbaijan = Other I
I 86 86
13+
906 68 .
704 733 663 62 = 210-13
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omM22 I
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Source: Geostat, MIA.
Note: We refer O-2 year old cars as new, as no better classification exists from official sources
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Toyota remained the top choice among export
markets in 9M23, consistent with historical trends
Passenger car exports by top 5 brand, 'O00 units
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Like in exports, Toyota dominates local market, but
sees a decreasing share in total customs clearance
Customs clearance of passenger cars by top 5 brand, ‘000

units
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... and old car fleet

Average age of passenger car fleet by country, latest
available data
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Source: MIA, ACEA, Autostat, Turkstat, EV Volumes, Galt & Taggart
Note 1: Data estimated with excluding the lapsed cars from car fleet

Strong domestic demand: customs clearance of
passenger cars up 38.0% y/y to 98.8k cars in 9M23

Customs clearance of passenger cars by age, 'O00 units
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Local market has room for expansion, considering

the low level of car ownership...
Number of passenger cars per 1,000 inhabitants, 2021

Poland s 684

Estonia 621
Slovenia 570
EU average 567
Czech Republic 588
Portugal s 525
Finland 498
Greece 506
Lithuania 474
Slovakia 485

Croatia = 445
Hungary s 413
Romania = 394
Lotvia s 400
Georgia (official data) ms——— 340
Russia s 301
Georgia (G&T estimate)* mmmm—————— 268
Turkey mmmmmmm 162
Azerbaijan s 119

Electric vehicle sales growth is slow in Georgiaq,
diverging from the global trend

% share of electric vehicles in total sales in Georgia and
globally

13.0%
8.3%
42%
22% 2:5%
0O,

1.3%1'3/"0 I 1.2D| 06% 05% 07% 2%

| - |
% m [ |
2017 2018 2019 2020 2021 2022 9M22 9M23

B Georgia ® Global

Note 2: Clearance data may include cars deregistered later for re-exporting purposes. We refer 0-2 year old cars as new, as no better classification exists from official sources

16



We) GALT & TAGGART

RESEARCH

Georgia | Economy
December 25, 2023

Telecom

Telecom sector growth accelerated since pandemic, driven by
mobile segment.

Mobile services is the largest segment, generating 58.3% of total
telecom sector revenues. Mobile data traffic is the main driver of
growth, skyrocketing 7x due to growth of subscribers and data
usage per user over 2019-9M23.

Fixed broadband is the 2nd largest segment, with 29.1% share in
total (9M23). Fixed broadband revenues have been steadily

growing over 2018-23, driven by growth of subscribers and
tariffs.

Pay-TV accounted for 10.8% of total revenues (9M23). Pay-TV

revenues rise despite stagnant subscriber base, fueled by higher
prices and broadband bundling.

Mobile internet subscribers are the fastest-growing
segment, reflecting the impact of the younger
generation...

Telecom sector subscribers, mn

m2018 m®2019 m=2020 2021 2022 E9M23 = Mobile

m 3

g, 108
_—-

Ln
o3 912
s 844
N
294 291
00000 = e 27 23
II an 1 n . l . l I
lll IIII n

Mobile Mobile Fixed Pay-TV @ o
internet broadband 8 Q

Mobile data traffic is the key driver for the sector
growth

Monthly mobile data traffic, TB ('O00)

> Mobile data will drive sector

v

growth, fueled by increased
smartphone adoption and data
usage per person.

Fixed broadband subscribers
expected to grow, reflecting real
estate sales growth.

Pay-TV subscriptions are
expected to remain stagnant due
to the increasing competition

from digital streaming
platforms.

«. and thus contributing largest share in total
telecom sector revenue growth

Telecom sector turnover by segments, GEL mn

Fixed internet u Pay-TV Fixed voice

1194
1,006

0
0
o)

917

2020
2021
2022
9M22

Telecom market is highly concentrated, with three
major providers maintaining stable market shares
Telecom sector turnover by company, GEL mn
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Source: GNCC

Note: Other companies are operating in fixed broadband and Pay-TV segments
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Electronics sector's robust growth is driven equally
by retail and B2B trade

Electronics sector turnover, GEL bn

6

IT & mobile are largest import items, followed by

Consumer Electronics

Electronics sector continues strong growth since 2021. The
growth is driven by increased demand for certain electronic
items like laptops & mobile phones and increased prices as well.

Nearly half of the revenue in the electronics sector comes from
retail trade, with the remaining portion attributed to
B2B/wholesale trade.

Notably, IT & Mobile contributes c.60% to total electronics sector
revenue, with household appliances and heating & cooling
generating remaining c.40%.

The sector relies entirely on imports, with China (23%), UAE
(21%), and Turkey (12%) being the main import markets in 11M23.

m B2B/ Wholesale ¥ Retail 5.6
4Lt

3.0

2018 2019 2020 2021 2022 2023E

household appliances and heating & cooling items

Electronics import, US$ mn

BT & Mobile Household appliances  ® Heating & Cooling

3.6
. . . I Others 61%

Sector growth expected to be
fuelled by:

» Increasing adoption of IT &
Mobile appliances.

» Relatively low ownership of non-
traditional household appliances
(AC, dishwasher, etc.) compared
to Europe.

» Growing sales of real estate and
tendency to own real estate for
investment purposes.

Sector is highly fragmented due to non-organized

market presence, hinting at potential consolidation
Key market players, 2022

Zoommer 9%

=

UGT 4%

Megatechnica 2%
\ iPlus 2%
Muk 2%
Midea 2%
Elcore 2%

Beko 1%

Largest import market is China, followed by UAE

Electronics import by country, 1TIM23

””””””””””” China 23%
Poland 2%
1000 846 867 ean Others 12%
728 9 Italy 3%

750 638 . Germany 3%

559 78

69 432 N 225 Y Netherlands 3%
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- T
o0 38
Em
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Source: Geostat, Saras

202 Vietna—

Hong-Kong 5%

Czech 11%
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IT Sector

Georgia's IT sector continued impressive growth in 2023. Vast
majority of the sector revenues is generated by service export,

i » IT sector growth supported by
influenced by two key factors:

preferential treatment.

1. Income tax reduction for international companies from
October 2020 (reducing personal income tax from 20% to ~ Georgia expected to become
5% and corporate income tax from 15% to 5%). IT hub.

2. The relocation of IT companies to Georgia due to the
Russia-Ukraine war.

Notable international companies operating in Georgia include
Viber, Exadel, EPAM, Global Technologies and others, enhancing
the country's transformation into hub for the technology industry.

Georgia is becoming a hub for IT and BPO services, The sector generates strong export revenues
with sector revenues surging from 2021
IT sector turnover, GEL mn IT service export from Georgia, US$ mn

3,000 1,000

m Information services ® Information services

B Computer programming & consulting = Computer programming & consulting

2,400 :
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Tax incentives encouraged the entry of global tech ...supporting employment growth in IT sector

companies...
Number of business units in ICT sector Employment and salary in IT sector
10,000 m Businesses with Georgian equity 25 mmmm Number of employees, ('000) 5838
H Businesses with foreign equity Average salary, GEL
7163 7,561 20 4,908
7,500
15
5,000
3,486 10
2468 2755
2,500 1,871 2,053

o!!l 18%

2017 2018 2019 2020 2021 2022 9M23
2017 2018 2019 2020 2021 2022 9M23

Source: Geostat, NBG
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Tbilisi Residential Real Estate

Residential real estate demand in Thilisi is shaped by needs and
investment-based fundamentals such as rising urbanization,
shrinking family size, increasing income and high rental yields.

In 2023, the housing market continued to gradually cool down,
experiencing a slight slowdown in transactions while sustaining
high prices. It is important to note that this slowdown is
influenced by the exceptionally high base from the previous year,
and demand remains robust. Real estate prices increased more
in dollars than in GEL, due to GEL appreciation, mitigating the
impact on local buyers.

Apartment sales remained strong in 2023, after
extraordinary growth in 2022
Number of sold apartments in Thbilisi, 'O00

Fundamentals of Thilisi real
estate market are healthy,
boosting demand for the housing
market.

For 2024, we anticipate a
stabilization in real estate price
growth.

After the extraordinary growth in
2022-23, we expect a 10-15%
decline in rent prices for 2024,
converging to generally
consistent 8-10% rental yields.

50 160 Price index, GEL 160
43.0 150 Price index, USD 150
40 36.5 371 392 36.3 140 140
342 32.4
. 130 130
27.5
30 120 120
110 110
20

100 100
10 90 90
80 80
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Tbilisi boasts high rental yields, making
attractive choice for investors
Real estate rental yields outside city center by city

it an

Tashkent IS 12.5% 2500
Batumi I 11.7%
Thilisi . 11.0% 2,000
Yerevan NS 10.3%
Astana IS 8.7%
Chisinau I 6 6% 1500
Ankara I 6.5%
Boku IS 6.3% 1,000 913
Bucharest II—————— 52%
Sofia I 4.6%
Rigo NS 4.4% 500
Vilnius I 4%
Tallinn I 3.8% o
0% 5% 10% 15% 2018

Source: Napr, Numbeo, NBG, Galt & Taggart

1,763
1,530
1,374 1,422
| I I I
2019 2020 2021 2022 1IM23

Price growth more pronounced in dollar than in GEL,
supported by GEL appreciation
Real estate prices in Thilisi, index Jan-21=100

No oversupply risk now. 2023 permit uptick warrants
attention if trend persists
Issued construction permits, 'O00 sg.m.
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Regional Residential Real Estate

Batumi, Bakuriani, Gudauri \ . .
» We expect residential

Real estate markets in Batumi, Bakuriani, and Gudauri heavily development to move from

rely on foreign buyers. Real estate market in Batumi experienced central districts of Batumi to
a more noticeable influence from the influx of migrants suburbs and neighboring cities,
compared to the market in Thilisi. Notably, increased demand such as Kobuleti, Gonio-Kvariati
boosted construction activities in Bakuriani, increasing future and Makhinjauri-Tsikhisdziri.

supply of residential projects. Supply in Gudauri is stagnant, due

to scarcity of land. » Unlike Bakuriani, where there are

ongoing development projects,

In 2022, demand surged due to recovering tourism and Gudauri hos'o scarce ovoilo‘bility
migration, leading to higher prices driven also by increased th'."”hdlv keelpmg prices steadily on
construction costs and wages. In 2023, residential demand afhigh level.

slowed down, but prices remained high.

In 2023, apartment sales stayed robust, maintaining Residential projects are shifting to suburbs and

i i i umi
erformance seen in 2022 neighboring areas of Batum
Number of sold apartments in Batumi, ‘O00 Number of sold apartments in Batumi by districts
20 17.1 8 1IM21
. 15.4 146 u11M22
121 192 = 1IM23
10.9
9.7
8.5
1.1 12
I I I ll 1| i
02--
e one® ot \\e e Aot
goo\e“ or® \“ﬂef??a(\&)‘(‘e‘ o\ * o ke COO_St_(;Ur'\:( 5\\(\0\560“"0—\“0
2018 2019 2020 2021 2022| 1MM21 11M22 11M23 e W YO

Apartment sales in mountain resorts in 2023 Prices surged in Batumi, while remaining stable in
returned to 2021 levels, after solid growth in 2022 Gudavuri and Bakuriani
Number of sold apartments in Bakuriani and Gudauri, 'O00 Real estate prices by regions
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Source: Napr, Galt & Taggart
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Transport and Logistics

Georgia has a strategic
Central Asian countries with Europe. Georgia holds a crucial part

location connecting

in the Caucasus Transit Corridor (CTC).

Interest for the Middle Corridor increased since 2022 as shippers

resource-rich .

Central Asia is
advantage  of
Corridor.

are searching for alternative routes after sanctions on Russia.

Key drivers for new cargos in the Middle Corridor are:

* Containers: growth of containerized trade between

Western markets and Central Asia;

» Increased

for Georgia to

* Bulk cargo: growth of nitrogenous fertilizer exports from
Central Asia to Western markets.

Container handling at Poti and Batumi seaports

increased substantially...

Containers handled at sea ports, 'O00 TEU's

800
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Transit shipment is key component for growth in

road transportation
Freight handled on land, mn tons
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Note: General cargo includes containers
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... partially compensating reduced

transportation volumes
Freight handled at sea ports, mn tons
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Majority of railway transit cargo originates

interest in
Corridor presents opportunities
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regional value chains.
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Energy

Energy sector is attractive for investors due to rising electricity » \We
prices, growing demand, untapped renewable capacity, ongoing

market reforms and export opportunities.

expect electricity
consumption growth at 5.7%
over 2024-28, in line with GDP
and urbanization growth.

Georgia's consumption and renewable generation have opposite
seasonality, creating surplus in summer. In 2023, the sector
achieved record-high exports, marking the first time Georgia
became a net exporter of electricity since 2010. Turkey was the
key export market, amid high electricity prices. However, the
spike in exports was primarily fueled by import-dependent
thermal generation, stressing need to utilize local renewable
generation potential.

In 2023, the government introduced capacity auctions granting

renewable energy generation CFD. First one completed
successfully for 300MW, second for 600MW anticipated in 1Q24.

We forecast installed capacity of

Georgia to reach 5.0GW in 2028
from current 4.6GW.
» We expect electricity prices in

Georgia to rise reflecting higher
construction costs for new
generation capacities and higher
import prices.

Increasing demand requires further expansion of

Electricity supply in Georgia is dominated by
generation of hydro power plants

Electricity supply, TWh

local generation capacities to reduce energy deficit
Electricity consumption and renewable generation in

Georgia, TWh
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® Hydro genertaion # Wind power - Thermal generation ® Imports mmmm Renewable generation Electricity consumption
2023 marked a record-setting year for electricity We expect Turkey to stay an attractive export
exports market for Georgia due to higher prices
Trade balance of electricity, US$ mn Electricity prices in Georgia and Turkey, USc/kWh
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Source: Geostat, GNERC, Geostat, Epias, Galt & Taggart.
Note: Contract for Differences (CFD).
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Agriculture

Georgia's agriculture has considerable potential, but is hindered . \We see potential in the

by production fragmentation, insufficient value chain consolidation of small producers

infrastructure, and limited compliance to safety/quality to increase productivity.

standards. The sector benefits from government subsidies,

promoting growth, notably in crop production. »~ Growth opportunities arise from
the rapid expansion of high-value

Georgia is mainly self-sufficient in dairy and eggs, while meat fruit and vegetable production

consumption is import-dependent. Concerning crops, fruits are and export opportunities to the

Georgia's main export product, with vegetables and cereals EU.

heavily dependent on imports.

The growth potential in the agri-business sector is high, with the
prospect of replacing households and undergoing consolidation
to achieve economies of scale.

Agricultural business sector is growing and Share of businesses in agriculture is increasing
consolidating

Agri-business sector turnover by company size, GEL mn Agri-GDP by businesses and households, GEL bn
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Meat and cereals are leading import products Nuts and fruits are key agricultural export products
Agricultural product imports, US$ mn Agricultural product export, US$ mn
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Georgia has a high prevalence of private education providers
supported by government's policy to foster a favorable business

environment.

The private general education sector is experiencing increased

enrollment due to rising income, urbanization, and positive

demographic trends.

In higher education, the private sector is rapidly expanding, driven
mainly by foreign students. Demand has notably surged, especially

with the relocation of students from Ukraine in 2022, solidifying

Georgia's position as an education hub.

Size of education industry estimated to reach GEL

3.1bn (+16.1% y/y) in 2023...
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Government expenditure on education will total

GEL 2.9bn (+23.3% y/y) in 2023...
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We expect the education sector
to grow by 8-10% annually in the
medium term.

Only 11 private schools have
more than 1,000 enrollments,
collectively accounting for 21.0%
of the private market as of 2022-
23, leaving room for
consolidation.

sector's
given the
of

Higher education
outlook is strong,
increasing presence
international students.

...driven by growth in all subsectors: general, higher,
pre-school and other education
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...however Georgia still lags behind peers in terms of
spending relative to GDP
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General education sector revenue estimated to Number of pupils increased in private and decreased
reach GEL 1.4bn (+11.2% y/y) in 2023 in public schools in 2023/24, bringing private
enrollment rate at 10.5%
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Higher education sector revenue estimated to reach ...driven by the growth of students and gradually

GEL 1.04bn (+20.8% y/y) in 2023... growing private enrolments
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Demand has surged from int'l students after ...cementing Georgia's status of education hub
relocation of Indian students from Ukraine in

X
[9)
60 Privat Qe
rivate
50 a R
40.1 NO R o
i 34.5 N 9
40 Public QDO\OO\OO
0 25.1 2RER o,
S
17.5 cosR
20 10.1 12.2 13.3 146 TORRRR e,
8.0 'Y 00 ™GPH N L0
6.6 0 o XK ©
29 3.4 48 © NS TR0
10 1.7 3 o ‘0~Ofn° X 00 w0
DEIRRR LR
0 nmmy
N M LW 0O N ® O O T o o [ [
. . - . . A\ . . ~ N o o ko] o
SO S S S S U9 8L ey
o 0 0
g oo Xm0~ 0 o O 5 O 2 98 OAY TOTQO0ONO XY OANT VT OCOTO T XNO>X0C O
©O O O O O O o o 5 o S SmXT2852 282828588 un232=285¢
& o O o 3 & D Nc2>55¢e¥ coc 2 5T g92
NN Jd NN d N ] & N & D g Se) Q_UouUgEEUoEEEwEOQDo_UggﬁmE{
iu} o ol (] c > > 5
\D_r Q o & ESSNEJLCEGEBE_O;_Cg r\\"Dc_)OG 6-8'3
) 25 NNogO2 o o o nnEeg o Z 9]
3 8 29 £4g9L 848 5< o g
o S o 5)%9’ 15} g g <
N o} o}
o ] z 9 z @ 9]
N O O O O

Source: Geostat, MESD, Galt & Taggart

26



) GALT & TAGGART

RESEARCH Georgia | Economy
December 25, 2023

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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