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Growth beating all, even the most
bullish expectations, while the

sufficient vaccination level still In
pipeline

Real GDP growth Like most of the world, Georgia endured an
economic downturn in 2020 as a result of
the COVID-19 pandemic, with real GDP

down by 6.2%. Though, the economic
outcomes varied significantly over the
course of this year - the first quarter real
40 GDP growth came in at a negative 4.5%, yet
affected by the pandemic-related

30 restrictions and still relatively high base
effect a year before; thereafter, amid
easing COVID-related restrictions and
global recovery, the economy has
embarked on a rebound path. Georgia’'s
economy showed unexpected strength in
April with real GDP expanding by 44.8%
year-on-year and by an approximate 20.8%
20 compared to the same month of 2019,
Jan Feb Mar Apr May according to the rapid estimates released
2021/2020 e 2021/2019 by Geostat. The economy has sustained

continuous, solid growth for the second
month in a row, as in May real GDP grew by
25.8% year-on-year or by 8.8% relative to

. . 2019. Importantly, the growth is broad-
Real GDP growth projection based supported by the strong exports and
remittances as well as gradual recovery in

tourism inflows coupled with strong
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Source: Geostat, TBC Capital estimates

(YoY, %) domestic demand.
22 The large fiscal support - equivalent to

9.3% of GDP in 2020 - is expected to be

20 supportive in 2021 again with a planned
. budget deficit at 7.6% of GDP. Thereafter,
10 fiscal stimulus is partially to be unwound
> with 4.6% of GDP next year, though being
0 more than compensated by the almost full
5 recovery in the tourism inflows. We stick to
-10 our view - in fact, confirmed by the 2021
-15 tourism recovery even under curfew and
-20 only partially opened borders - that the
R T T T A R T TR TR\ AT Georgian tourism industry has the strong
2017 2018 2019 2020 2021 2022 rebound capacity with still untapped
potential.

Source: Geostat, TBC Capital
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On the credit side, following relatively
Growth of loans by segments moderate growth rates in 2020, activity in
2021 on the back of strong rebound in the

economy, inventory buildup, and elevated
(YoY, %, excl. FX effect) inflation is expected to be quite high.
40 Interestingly, although business loans act as
a cyclical play during the usual business
downswings and take more time to recover,
this time as the pandemic is an exogenous,
rather than endogenous shock, the
traditional time lag seems to be non-
relevant (see July 2020 Comparing the 2008
and 2020 Shocks).

Although high annual prints in April and May

2222238838 §§§8Q
5 8§33 558338338588 were backed by the low base effect from a
Retail MSME year ago, the robust growth yielding better-
------ Corporate Total loans than-expected results even compared to
Source: NBG, TBC Capital estimates 2019 indicates to a powerful restart of the

economy. Pent-up demand in certain areas

; ; of the economy likely supported the strong
Real GDP growth projection rebound in spring months. This effect will
gradually wane, thus, in seasonally-adjusted

quarter-on-quarter terms the third quarter’s
(%, YoY) GDP is assumed to be flat or even below the
12 second one. Even so, the 2021 growth is
expected at around 10.5% despite the fact
that sufficient vaccination level is still in
pipeline.

After declining in early 2021, daily new
COVID-19 cases accelerated alongside the
emergence of new variants and increased
population mobility in spring. Currently, the
number of new cases are still high, but with

declining tendency and the 14-day positivity
rate within the recommended range.
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Although the start of vaccinations in most

region economies is a positive development,

Dynamics of COVID-19 daily casesin progress remains uneven with number of
e countries lagging behind the world average.

selected entities Georgia, among other region countries,

faces vaccine procurement challenges,

(7-day MA, per 100k people, as of which most likely is temporary and will be

27-Jun-2021) resolved. As enough vaccine supplies will

enter the country, administration challenges

120 and low take-up rate owing to resistance in

100 the society still remain in place. Accordingly,
80 S : : .

40 we maintain our view that the herd-immunity

40
20

threshold for Georgia will be reached in the
second quarter of 2022.
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https://static.tbccapital.ge/uploads/files/files_66c6911d_Comparingthe2008and2020ShocksfromanInternationaland.pdf

Vaccination in important countries for fs all restrictions on mobility, including
) . and-border closures from June 15t and night
Georgian tourism curfew from July 1%, are being lifted, the
rebound is expected to be fueled by the
70 domestic demand as well as boosted
Israel tourism recovery. However, having in mind
60 the low vaccination rate, the risks of
50 Equipffn accelerating  the infection rate s
considerable. Thus, in the baseline scenario,

40 Saudia Arabia Turkey

we assess the probability of introducing a
30 partial lockdown during the fall with 50%.
Even with the lockdown, we believe the

Share of vaccinated population
(%, as of June 27)

20 Azerbaijan .
Rlissia restart will be only postponed somewhat
10 Iran with minor impact on 2021-2022 growth
. Ukrole | enia outloqk, assuming the worlqwide progress in
0 5 10 15 20 containment of the pandemic is maintained.

Share in tourism revenues (%, as of Q4 2019) . L. .
The restart is also visible in the labor market

Source: Our World In Data, NBG, GNTA data based on the number Of hlred
employees, likely reflecting some

Tourism inflows substitution effect between more and less
damaged sectors as well as some trend of
stronger hired employment in Georgia.

Important to mention that quite strong hired
(%, in USD, from 2021 relative to 2019) labor market data is not driven by the
40 increased share of low-wage salary
20 employment, which could be the case when
employees lose their jobs but maintain only
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Strong recovery ' a small fraction of their pre-pandemic
-20 despite the flight ban, ,' . .
Rusiian with EU 43% growth o7 [Lowbase salaries. At the same time, more
-40 flight ban effect

comprehensive analysis is required once the

-60 relevant Geostat data is released.
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Major macro variable projections for 2021 - 2022 according to TBC Capital

(YoY, %)

April Updated April Updated

projections projections

projections projections
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+5.5% +10.5% +7.0% +6.5%

GDP GROWTH

*Growth in USD ** Ratio to GDP, as planned by the MoF, IMF methodology ***End of period, constant exchange rate
For GDP estimation inflation adjusted period credit growth is used. Also, the calculation is based on the estimation of inflows in real terms in GEL, not in USD. Moreover,
various other assumptions are used in terms of the impact of key macroeconomic variables on economic growth

1. Adjusted taking into account reduced cash inflows due to closed borders
2. In Q4 2020, the main reason for the decline of FDI was transferring of ownership from non-resident to the resident companies, without cash outflow, but still
reducing FDI by around 295 m USD. Adjusting for this component, FDI fell by 30.5% YoY, while without adjustment they fell by 52.9% YoY



Odds of the Fed rate hikes higher,
however, not necessarily

deteriorating the outlook

CPIl and PCE inflation in USA The US economy, being one of the most
important engines of global growth, is

certainly leading the restart on the back of
the successful vaccination and large fiscal
and monetary stimulus. At the same time,
the positive us outlook can

(%, MoM SA & YoY)
10

8 counterintuitively be unfavorable for the

° number of emerging economies dependent

i on the commodity prices and the USD

S a = funding as higher USD yields and the

5 I stronger dollar traditionally impact the

4 I abovementioned economies negatively (see

% May 2019 TBC Economic Review].

* S 9889889889888 SS S During its June FOMC meeting, the Fed
c2 55353 9¢5838se553 brought slightly forward the rate hike
CEEEEs TS Ee e s s projections to 2023 and used relatively

MoM SA annualized CPI mmmm MoM SA annualized PCE more hawkish tone. Higher increase in

e Annual CP e Aninual PCE prices in the US was well expected,

Source: St. Louis Fed however 5% YoY CPI inflation caught both

markets and Fed by surprise. Fears of
prolonged inflationary pressures can be

. . easily played down when considering that
US CPI inflation decomposed most of the price spikes were due to the
pandemic affected products like used cars,

hotels, airline fares etc. There are

(MoM SA, %) additional arguments bolstering the

transitory position, including weak payrolls
0.7 and the market sentiment which does not
0.5 expect rampant inflation with 5 year

breakeven well under 2.5%. At the same
0.3 B time, the importance of the share of
01 L 2 i =il._- - I international freight bottlenecks in the
0y —  wmme ll"- | overall inflation was likely somewhat

exaggerated. Prices on the goods will

03 eventually hit the ceiling, whereas services
N Used Cars . .
05 m—F e Away FrorT Home account almost two thirds in the CPI basket
m— Hotels and haven't surpassed pre-pandemic
-0.7 mm Airline Fares Pt i
All ltems growth levels yet. Eviction moratorium has
0T L L L 4 o o further subdued shelter prices, but the
e 2 2 2 8 8 3 2 8 8 5 85 & : : :
N surging cost of the housing, which has
@© = ) o © © © > ) [e) © © ©
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surpassed that of the
Source: Bureau of Labor Statistics


https://admin.tbccapital.ge/uploads/files/files_c92e72e8_May20,2019-TBCEconomicReviewTop10Insights.pdf

Emphasis on “Transitory” and

“Inflation” at FOMC meeting
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global financial crisis, is casting doubt on the
transitory nature of inflation. Furthermore,
improving labor market and shortages in
number of sectors will likely at some point
lead to stronger unit labor costs.

Immediately after the FOMC statement was
disclosed, the US treasury yields spiked,
equites corrected somewhat and the USD
strengthened against Georgia’s major
economic partner currencies. However,
thereafter the yields and some of the
currencies retreated somewhat back. The 10
year yield has stayed below 1.6% since the
March FOMC meeting. One important reason
behind is Fed’s quantitative easing program:
the asset purchase program has exceeded
total UST issuance in the last few months
further decreasing the supply of the bonds'
and consequently curbing yields and the
term premium with it.

Unlike the EM meltdown caused by the Fed
in 2014, the possible surge mainly in the
short term yields and emerging market runs
are not necessarily expected due to the fact
that market pricing for the rate hikes has
already slightly overshot the FOMC
projections. While hawkish outlook and
strong US recovery may work in tandem to
strengthen the USD, at the core of this
growth is widening current account deficit
and household leverage cycle - both
weighing negatively on the greenback?
Furthermore, as the rest of the world is
catching up with the restart, the demand for
the safe haven is decreasing. The futures
market is also betting short on the dollar
and long on the euro. Indeed, it could be too
early for the dollar to divert from its REER
cycle, even under slightly above target
inflation going forward keeping in mind the
Fed’'s dual mandate and new average
inflation targeting framework. In this case,
inflation might not be fully transitory, but the
strong dollar is still more likely to be.

As for the FX risk-taking with a GEL income
stream, we haven't changed our view and
advise to stay diversified on euro and dollar
(See March 2021 TBC Capital Macro

Insights).

[1] U.S. department of the Treasury, St. Louis Fed
[2] Oxford Economics, Global Asset Allocation, March 2021.
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Inflation close or above the NBG's

tolerance level in 2021, though vice

versa a year after

The GEL REER and inflation
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Ceasing state subsidy program, coupled
with the increased commodity prices and
depreciated GEL, has led to a fairly high
level of annualinflationin recent months.

Along with CPI inflation, various price
measures have also increased significantly
lately, which strongly affects inflation
perceptions and expectations. Moreover,
commodity prices are expected to increase
further at least somewhat, which puts even
greater pressure on inflation. Furthermore,
amid increased gas tariffs in Thilisi from
June, the impact of utility bills on inflation
will increase even more.

On the contrary, despite the high annual
inflation, it should be noted that seasonally
adjusted monthly annualized inflation has
somewhat decreased recently and s
expected to continue a declining tendency
over the coming months mainly on the back
of stronger GEL. Going forward, we do not
expect depreciation of the lari in real
effective terms. Moreover, in case of
continuation of the recent trend of inflows,
a partial strengthening of the GEL s
assumed. In particular, the real effective
exchange rate excluding domestic inflation
should appreciate by around 6% by the end
of 2022 with broadly equal strengthening in
2021 and 2022. This, coupled with GDP
growth of around 10.5% in 2021 and 6.5% in
2022 and stronger commodity prices with
Brent price at around 75 USD and 85 USD in
2021 and 2022, respectively, should leave
the inflation elevated in 2021, while the
target of 3% is expected to be reached the
year after. Namely, in the second half of
2021, we expect a gradual decline in annual



Different measures of price growth

M3

Different measures of price dynamics
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inflation to around 6.1% by November, while
in December 2021, inflation will rise sharply
to 7.4% due to the low base effect. The high
inflation caused by the subsidy program is
also expected to be in place in January and
February 2022, however, annual inflation will
continue to decline once a high base effect is
no more included in the calculation. As for
the end 2022, around 2% inflation s
projected, not ruling out inflation being close
to zero or slightly negative throughout the
year.

As inflation is expected to moderate and
inflows to strengthen further with increasing
contribution of tourism recovery, we expect
the NBG rate cut cycle to start already this
year. Furthermore, record high interest rate
differential between the GEL and USD
deposit rates is also a strong argument for
the central bank’s more dovish stance,
though not related to further weakening of
the GEL, especially in real effective terms
and at least in 2021 taking into account
already above the tolerance level inflation
pressures. At the same time, possible
reintroduction of the state mortgage subsidy
program, similar to 2020, will act effectively
as a rate cut and, therefore, is likely to lead
to some relative hawkishness expressed as
less aggressive policy rate cuts.

Interest rates on domestic and foreign currency
denominated deposits, monetary policy rate and LIBOR

(%)
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We remain broadly neutral on the
USD/GEL and EUR/GEL, while being

somewhat bullish on the GEL REER

The GEL REER' da|[y estimates The strengthening of the GEL REER, taking
into account strong recovery in net inflows,
FX credit, sufficiency of NBG international
reserves and government’'s external
financing coupled with inflation pressures
and tight GEL stance, should be well
2.15; _ justified. However, the EUR/GEL and
o USD/GEL dynamics traditionally would also
depend on the developments of the
EUR/USD and regional currencies.

(% deviation from period average, as of June 30,

increase means GEL appreciation)
15 1.76;

3.08;3.72

While upsides are strong, the downsides
are also considerable likely most important
being the possible worldwide USD
strengthening and due to country-specific

3.17;3.76

15 UsD/GEL 347;3.8,33% drivers further weakening of the Turkish

20 lira. The latter should not necessarily lead
STIWOLOLOE NIRRT DO DT to a weaker GEL (see TBC Capital March
CLalthAclitaltAlthltal bacl s : ot
- RN Macro Insights], though historically the

correlation exists.
Source: NBG

For year-end 2021, we project EUR/GEL in

— the range of 3.69-3.86 and the USD/GEL in
RER indices of GEL the range of 3.00-3.30.

(Jan-14 =100, as of 30-Jun-2021)
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https://static.tbccapital.ge/uploads/files/MacroInsights-Somewhatdelayed,butstillrestartrathert.pdf

GEL actual and fitted REER NBG gross and net international

(As of 30-Jun) (Billion USD LHS, million USD RHS)
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REER —— REER - fitted with productivity and GDP per capita differential Net international reserves®

Gross international reserves
Net reserves (incl. gov. borrowed funds from the IMF)

*NIR excludes gov. borrowings from the IMF of around USD 200m
Sources: NBG, MoF

and adjusted for the share of non-tradable sector

Source: NBG, World Bank, TBC Capital estimates

CA balance and its major financing sources for 2021
(The projection is based on major, rather than all BoP items)

900
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million USD Comment
CA balance -1,569
FDI 653 Based on the projections of ongoing projects
out of which: reinvested 455
Government 1,054 Out of which around USD 280m was raised in 2020
Banks -200 Could turn even positive in case of hedging
Other private (non-bank] 250 Partially through the IFl's financing of the private sector
Non-r.e'5|dent holding of GEL Treasury 100 Taking into account the large interest rate differential
securities
NBG reserves -250

Excluding reserves sold on the back of the government borrowings

CA Financing 1,607

EX credit USD 500m Only USD 60m equivalent in 2020 [(incl. EUR)]
equivalent (incl. EUR) See discussion on "shock amplifier"” in March 15 TBC Macro Insights
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The GEL outlook Growth of portfolio by currencies and

the GEL REER
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e 0-Year US Treasury Yield
Note: Assuming GEL REER without domestic inflation at around same leveland 6% inflation in
Georgia, the GEL REER is implied to appreciate by 6%; M2 adjusted for real GDP growth is Federal Fund.s Rate
assumed to increase by 17.6%, the growth being 24.6% in unadjusted terms Monetary policy rate
==—=Share of non-resident holdings in Georgian treasuries (RHS)
Source: NBG, TBC Capital estimates

Source: St. Louis Fed, NBG
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Legal notice

This publication (the “Publication”) has been prepared and distributed by TBC Capital LLC (“TBC Capital”) member of TBC Bank Group PLC (“Group”)
for informational purposes only and independently of the respective companies mentioned herein. TBC Capital is operating and performing its
professional services on the territory of Georgia and is duly authorized to prepare and distribute this Publication on the territory of Georgia. Nothing in
this Publication constitutes or forms part of an offer or solicitation or invitation to an offer to buy, sell or subscribe for any assets or securities and
nothing herein shall form the basis of any contract or commitment whatsoever or shall be considered as a recommendation to take any such actions.
Since distribution of this Publication may be restricted by law in certain jurisdictions, persons into whose possession this Publication comes are
required by TBC Capital to inform themselves about and to observe any and all restrictions applicable to them. As this Publication is not directed to or
intended for distribution, directly or indirectly, to or use by any person or entity in any jurisdiction where such distribution, publication, availability or
use would be contrary to the applicable law or which would require any registration or licensing within such jurisdiction, neither TBC Capital nor any
member of the Group nor any of their respective director(s), partner(s), employee(s), affiliates, adviser(s) or agent(s) (“Representatives”) accept any
direct or indirect liability to any person in relation to the publication, distribution or possession of this Publication in or from any jurisdiction. This
Publication is not intended to provide any investment, business, tax and/or legal advice, and credit or any other evaluation. Recipients of this
Publication are strongly 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. Any and all information contained in this Publication is subject to change without notice, and neither
TBC Capital nor any member of the Group nor any of their Representatives are under any obligation to update or keep information contained in this
Publication. Distribution of this Publication, at any time, does not imply that information herein is correct, accurate and/or complete as of any time
after its preparation date or that there has been no change in business, financial condition, prospects, credit worthiness, status or affairs of the
respective companies or anyone else since that date. Accordingly, this Publication should not be considered as a complete description of the markets,
industries and/or companies referred to herein and no reliance should be placed on it. TBC Capital does not undertake to update this Publication or to
correct any inaccuracies therein which may become apparent. The Publication may include forward-looking statements, but not limited to, statements
as to future operating results. Any “forward-looking statements”, which include all statements other than statements of historical facts, involve known
and unknown risks, uncertainties and other important factors beyond TBC Capital’s control that could cause the actual results, performance or
achievements to be materially different from future results, performance or achievements expressed or implied by such forward-looking statements.
Such forward-looking statements are based on numerous assumptions regarding present and future business strategies and the environment
operating in the future. By their nature, forward-looking statements involve risks and uncertainties because they relate to events and depend on
circumstances that may or may not occur in the future. No assurances can be given that the forward-looking statements in this document will be
realized. TBC Capital does not intend to update such forward-looking statements. Opinions, forecasts, estimates and/or statements relating to
expectations regarding future events or the possible future performance of investments represent TBC Capital’s own assessment and interpretation of
information available to it currently. Information obtained from the third party sources believed to be reliable, but that there is no guarantee of the
accuracy and/or completeness of such information. TBC Capital does and seeks to do and any member of the Group may or seek to do business with
companies covered in this Publication. Thus, investors should be aware that TBC Capital may have a potential conflict of interest that could affect the
objectivity of the information contained in this Publication. This Publication may not be reproduced, redistributed or published, in whole or in part, in
any form for any purpose, without the written permission of TBC Capital, and neither TBC Capital nor any member of the Group nor any of their
Representatives accept any liability whatsoever for the actions of third parties in this respect. TBC Capital makes no expressed or implied
representation or warranty of usefulness in predicting the future performance or in estimating the current or future value of any security or asset, and
expressly disclaims all warranties of merchantability or fitness for a particular purpose or use with respect to any data included in this Publication.
Without limiting any of the foregoing and to the extent permitted by law, TBC Capital or any member of the Group or any of their Representatives
expressly disclaim all liability whatsoever (in negligence or otherwise) for any loss or damages however arising, directly or indirectly, from any use of
this Publication or its contents (including without limitation to the accuracy and/or completeness of information therein) or otherwise arising in
connection with this Publication or for any act or failure to act by any party on the basis of this Publication.
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