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The resilience of Tbilisi residential real estate (RRE)
market toward the COVID-19 shock in 2020-2021 will
be tested once again in 2022, as the ongoing war in
Ukraine creates new challenges and uncertainties for
the market development.

In this special edition, we assess the outcomes.of the

war in Ukraine for the RRE in Thbilisi under two

possible scenarios and compare them to no war
i scenario.

B The market indicators will be formed by combination

of both demand and supply side factors.. GEL

depreciation against USD, lower economic*growth;

. increase in monetary policy rate are the main drivers

] ! negatively affecting demand on RRE. However, an

e increase in inflow of migrants will compensate these

impacts with low foreign currency (FC) deposit

: interest rates further stimulating the demand. On the

- . ..~ - _supply side, increased oil and commodity prices will
1 affect construction costs and, therefore, RRE prices.

The initial impacts on RRE market could be already
observed, however circumstances change rapidly
and TBC  Capital will continue to update these
assessments accordingly.




What did we expect

In no war scenario, TBC Capital had a positive
outlook for Thilisi RRE market. We projected
sale price (in USD) and the number of
transactions to increase by 9.4% and 12.8%
respectively in 2022 compared to the pervious
year. It would result in a 22.5% YoY increase in
Thilisi RRE market size (in USD). At the same
time TBC Capital expected rent price to
recover to 2019 level in the second half of the
year with 18% YoY growth. These projections
were based on our forecast of selected
macroeconomic indicators and information on
construction permits granted in previous years
(see Table 1).

The recent data from January-February 2022
supports our expectations in no war scenario,
as prices (+6.5% YoY), transactions (+21.3%
YoY) and rents (+22.6% YoY) improved
significantly. February data is analyzed in more
detail in our latest Thilisi Residential Market:

Monthly Watch.

Considering ongoing war in Ukraine the world is
no longer in a ‘business as usual situation’ and
TBC Capital changes estimates accordingly.
We evaluate the impact of the war on Thilisi

Table 1. Major indicators used in impact analysis
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RRE according to two scenarios that were
recently developed by TBC Capital and then
updated in the following publications:
Tourism: What is at Stake?, March 10
Weekly Update From Chief Economist, March 7
Weekly Update From _Chief Economist,

February 28

In our scenario analysis we consider all the
main variables, which will shape the Thilisi RRE
market in 2022, including both demand and
supply side factors. Also, variables such as oil
prices and nominal exchange rate against USD
are included in the impact analysis. Oil prices
directly affect the transportation and production
costs of construction materials. Exchange rate
fluctuations affect incomes (in USD terms) of
population and, consequently, demand and
prices (in USD terms) of RRE. The respective
changes in all variables used for impact
analysis are provided in Table 1.

Additionally, we assume that low interest rates
on FC deposits (which stimulated the demand
on RRE in 2021) remains at the low level in all
scenarios, not affecting the impacts of war on
Thilisi RRE in 2022.

2021 2022 Baseline 2022
Actual No War Rapid Resolution
+6.0 +3.0

2022
Delayed Resolution
-15

Real GDP (YoY, %) [ +10.6 ] [ ] [ ] [ ]
Remittances (YoY, %) [ +255 ] [ +11.0 ] [ +2.3 ] [ -15.0 ]
Demand side
factors
MPR (%) 925 ] [ 8.0 ] [ 95 ] [ 125 ]
Migrants (000) - 141.9 [ 280.1 ]
N—
) i i
Supply of n(\a(w\;e;uiientlalarea, +38.9 ] [ 190 ] [ 190 ] [ +19.0 ]
Supply side @Y, %)
factors (
Construction costs, USD (YoY, %) +18.6 ] [ +16.3 ] [ +18.2 ] [ +18.1 ]
—— .
) (
Oil price (USD/b) 71 ] [ 85 ] [ 95 ] [ 110 ]
Other .
USD/GEL 3.10 ] [ 3.00 ] [ 3.15 ] [ 3.30 ]
N—— .
*Estimates based on historical data of permits issued for construction of residential and multifunctional buildings. We

assume 2 year as an average time for construction.
Source: TBC Capital, Geostat, NBG, IMF, Thilisi City Hall
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https://tbccapital.ge/reports/Tbilisi-Residential-Market--Monthly-Watch-19
https://tbccapital.ge/reports/Tourism--What-is-at-Stake-
https://tbccapital.ge/reports/yovelkvireuli-ganaxleba-mTavari-ekonomistisgan-24
https://tbccapital.ge/reports/yovelkvireuli-ganaxleba-mTavari-ekonomistisgan-23
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Impact analysis: timely vs delayed

resolution scenario

In the timely resolution scenario, the demand on
RRE weakens compared to the no war situation
due to lower economic growth, remittances,
higher monetary policy rate and GEL
depreciation. At the same time, increased
migration from Russia, Belarus and Ukraine
positively affects the demand. The overall
demand on Thilisi RRE is expected to be
slightly stronger in timely resolution scenario
compared to the no war scenario.

The supply of RRE in Thilisi will be negatively
affected by the war. The main impact will be
transmitted through increased prices of
construction materials, which accounts for
about 57% of total construction costs. GEL
depreciation against USD will partially soften
the pressure on construction costs (in USD), as
wages (27% of total construction costs) and
other costs, which do not directly depend on
imports, will be “cheaper” in USD terms.

The combination of abovementioned factors in
the timely resolution scenario results in a higher
YoY growth in sale prices (+1.9 pp) and the
number of transactions (+1.6 pp) compared to
the no war scenario. Overall, in 2022, Thilisi
RRE market size (in USD) is expected to
expand by 26.5% YoY, which is 4 pp higher

compared to the no war scenario.

In the delayed resolution scenario, same forces
affect the demand and supply on RRE market.
At the same time, the negative impact of
macroeconomic indicators on RRE demand
(GEL depreciation in particular) is more
pronounce. However, due to notably higher
migration, the RRE demand is even stronger
than in timely resolution scenario.

The pressure on sale prices from supply side
factors in delayed resolution scenario is slightly
lower compared to the timely resolution
scenario:  higher prices of construction
materials, transportation, fuel and electricity are
balanced by lower wages (in USD). As a result,
in the delayed resolution scenario, sale prices
and number of transactions show higher YoY
growth, by 1.2 pp and 2.4 pp respectively
compared to the no war scenario. And the total
Thilisi RRE market size (in USD) increases by
26.5% YoY, which is 4 pp higher compared to
the no war scenario and the same as in timely
resolution scenario.

Therefore, based on the analysis of existing
scenarios, TBC Capital has a positive outlook
for Thilisi RRE market in 2022.

Figure 1. Annual change in major market indicators in 2022 by scenario (YoY, %)
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Impact on rents and yields

A big uncertainty in 2022 for Thilisi RRE market
is the scale of migration from Russia, Belarus
and Ukraine and its impact on RRE demand.
Currently, in the impact analysis we assume
that 3% of incoming migrants will purchase
RRE in Thilisi.

Google analytics data (see Figure 2) shows that
during the war the number of new users of
myhome.ge from these three countries
increased tremendously (especially from Russia
and Belarus). The share of the users from these
countries in total users of the web page
increased from an average of 3% to maximum
of 27% in the week of 28 February - 6 March
totaling 68 thousand new users in three weeks.
These numbers reflect the increased demand
from migrants on RRE in Thilisi.

Figure 2. The number (‘000) and YoY change (x
times) of new users of myhome.ge by country
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Figure 4. Rent price per SQM

35% m Baseline, No War
m Timely Resolution
30% m Delayed Resolution

25%

20%

15%

10%

5%

0%

Rent price (USD) Rent price (GEL)

Source: TBC Capital, Myhome.ge, Google Analytics

According to the developers, the majority of
them are looking to rent the property rather than
buy it (at least for now). Therefore, the impact
on rent prices (especially in central districts of
Thilisi) will see higher annual growth in 2022
than sale price. The impact on rent is already
observed in a recent weekly data from March
(see Figure 3).

We project average rent price in Thilisi to
increase by 24.2% YOoY in timely resolution and
by 28% YoY in delayed resolution scenario. In
both scenarios, rent prices will surpass the
2019 level. As a result of higher growth in rent
compared to sale prices, yields are expected to
increase in timely (+0.3 pp) and delayed (+0.4
pp) resolution scenarios compared to no war
situation.

Figure 3. Rent price per SQM, YoY Change (%)
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Other important considerations

Our scenario analysis shows the projections of
market indicator averages, however the impact
of war on RRE will most probably differ by
districts and new/old apartments. Migration and
construction costs are major sources of these
differences.

According to conducted interviews with sector’s
representatives, the demand of migrants from
Russia, Belarus and Ukraine are mostly
concentrated in central districts of Thilisi and
new buildings.

The impact of migration on Thilisi RRE might be
only temporary and creates some uncertainties
for major market indicators (especially rent
prices) in the upcoming years. Therefore, there
are risks of market correction in case of outflow
of migrants in the future.

As for the construction costs, in 2022 it will
directly affect sale prices of ongoing and new
constructions, while prices on existing stock of
residential area will gradually benefit as market
prices go up.

It should be noted that construction costs (in
USD) increased significantly in 2021 as well
(+9.2% YaoY), combined with 15.3%-18.2% YoY
increase expected in 2022, it might drastically
lower the affordability and supply of new
projects in the following years.

Despite elevated construction costs and
problems with logistics (import of iron bars from
Ukraine), sector representatives do not expect
any shortages of construction materials and
therefore, delays in construction process.
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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 shall constitute an offer or invitation to treat to solicit buying or selling or subscribing any assets and/ or
securities and nothing herein shall form the basis of any contract or commitment whatsoever or shall be considered as a rec-
ommendation to take any such actions.

Since distribution of this Publication may be restricted by law in certain jurisdictions, persons into whose possession this Publi- cation
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 juris- diction
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 detailed appraisal of the matters
discussed herein. Any investment decision should be made at the investor’s sole discretion and consideration. 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, sta- tus 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 “for- ward-
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 for- ward-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 perfor- mance of
investments represent TBC Capital’'s own assessment and interpretation of information available to it currently from third party sources.
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 ob- jectivity
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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