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Executive Summary

In this note we try to estimate potential economic impact on Georgia of military conflict between Russia and Ukraine. First of all, we should admit that in this

environment with lots of uncertainties, it is difficult to specify certain geopolitical, military, and economic scenarios. Nevertheless, based on analysis of past crisis

episodes and expert judgment, the stress scenario could be an escalation of conflict, however, a relatively short-lived and with sanctions imposed on Russia,

though without cut-off from SWIFT system. In terms of economic impact, in 2022, we assume around 10% and 1-2% real GDP contraction for Ukraine and Russia,

together with 40% and 15% depreciation of UAH and RUB, respectively. Unlike 2014-2015 shock, we assume oil and other commodity prices to remain strong, being

important for both economies.

In this scenario, we assume in 2022, compared to 2021, Georgia's destination demand sensitive exports, remittances, and tourism inflows to decline in USD terms by

30% from Ukraine and by 10% from Russia. At the same time, while exports and, especially, remittances are already back on track, tourism is still recovering from its

pandemic lows and, therefore, for the tourism shock this recovery is taken into account.

Total estimated net loss arising from Ukraine and Russia only, compared to 2022 baseline, stands at around 211 USD million or 1.1% of 2021 nominal GDP.

Considering the multiplier of around 1.5, the impact would equal to around 1.7% of 2021 nominal GDP. This would result in lower real impact, especially when

assuming slightly lower GDP deflator in the stress scenario. At the same time, the impact could be somewhat higher due to indirect negative impact arising from

spill-over effects from other regional economies, which could increase the estimated net loss of 211 USD million to 240 USD million. Therefore, overall if the growth

in the baseline scenario in 2022 is around 5.5%, we assume in the stress scenario growth to stand at around 4.0%. As for the GEL, we assess current pricing as only

somewhat optimistic and in case of stress the GEL could weaken up to around 10%. While we do not see 240 USD million net decline in inflows as a game-changer

for 2022 baseline BoP projection, the depreciation of RUB and UAH may require some correction of the GEL, likely primarily due to adverse sentiments. As for the

TRY, it appears that at the moment weaker lira is not a major issue, taking into account increase of the price level in Turkey and our previous analysis. Regarding the

response package, in case of stress scenario, we do not rule out additional fiscal stimulus financed externally and/or the NBG interventions.
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Source: Bloomberg

Bond market is pricing military conflict as a considerable risk, though with some 
moderation recently 

As of 28-Jan-2022

• Recently, Ukrainian, Russian, and Belarusian yields
have increased substantially

• Also, the risk premium is somewhat higher for
Georgia and Armenia

• On the other hand, Turkish yields are normalizing,
probably on the back of strengthened confidence
that there will relatively stronger monetary
discipline and the USD/TRY unconventional
hedging scheme appears to succeed

Georgia 2026
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https://ekonomi.isbank.com.tr/contentmanagement/Documents/eng02_weekly/2021/wb_20211227.pdf
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Share of Ukraine & Russia in 2021 inflows is around 20%, though including more than a half share of re-
exports as well as broadly similar size of import component of tourism, remittance and FDI inflows

Source: Geostat, NBG, TBC Capital
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The 20% share is on the back of material exposures in exports, remittances, and tourism, while 
FDI exposure is low and mainly represents reinvested earnings of already invested FDIs
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Scenario description

• First of all, we should admit that in this environment with lots of uncertainties, it is difficult to specify certain geopolitical, military, and economic scenarios

• Nevertheless, based on analysis of past crisis episodes and expert judgment, the stress scenario could be an escalation of conflict, however,

a relatively short-lived and with sanctions imposed on Russia, though without cut-off from SWIFT system

• In terms of economic impact, in 2022 we assume around 10% and 1-2% real GDP contraction for Ukraine and Russia, together with 40% and 15% depreciation of

UAH and RUB, respectively

• Unlike 2014-2015 shock, we assume oil and other commodity prices to remain strong, being important for both economies

• In this scenario, we assume in 2022, compared to 2021, Georgia's destination demand sensitive exports, remittances, and tourism inflows to decline in USD

terms by 30% from Ukraine and by 10% from Russia. At the same time, while exports and especially remittances are already back on track, tourism is still

recovering from its pandemic lows and, therefore, for the tourism shock this recovery is taken into account

https://www.youtube.com/watch?v=w5ROV5icPk4
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Stress scenario - Exports

• To estimate the impact on Georgian exports

• First, we split exports into destination
demand sensitive and commodity
categories, prices for the latter
predominantly being set on the international
markets. Therefore, finding substitute
markets being relatively easy

• Second, for the remaining sensitive product
we assume on average 55% import share. For
example, in traditional export product like
wine the import share is around 50%

• As a result, total drop in domestic valued added
exports is estimated at around 47.4 USD million
when compared to 2021 and 96.9 USD million when
compared to 2022 TBC Capital baseline scenario

Source: Geostat, TBC Capital

https://static.tbccapital.ge/uploads/files/TBCCapital_Macro-SectoralOverview_21.12.2021_ENG.pdf?v=1
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Stress scenario – Remittances
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• In case of remittances, estimated remittance inflows

are 68.9 USD million lower compared to 2021 and

124.4 lower compared to 2022 baseline

• Adjusted for around 50% share of imports in

remittances expenditure the negative impact equals

to around 34.5 USD million compared to 2021 and

62.2 USD million compared to 2022 baseline

Source: NBG, TBC Capital

Note: Total amount of remittances according to BoP
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Stress scenario – Tourism

• The stress would have negative impact on tourism inflows as well, however, the recovery of the sector from its pandemic-related lows should be taken into account.

This is especially relevant for Russia as compared to Ukraine, as the latter largely already rebounded to its pre-pandemic levels

• Therefore, in baseline scenario for Ukraine much lower growth is assumed

• As a result, estimated 2022 tourism inflows from Russia and Ukraine are higher by 138.1 USD million compared to 2021 and lower by 94.1 USD million compared to 2022

baseline, which after adjustment for around 45% of imports share would equal to 75.9 USD million increase compared to 2021 and 51.8 USD million drop compared to

2022 baseline

0

10

20

30

40

50

60

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

Tourism inflows: 2021 recovery by countries 
(in USD, same month 2019=100, %)

Ukraine

Russia

Saudi Arabia

Turkey

Azerbaijan

Other
countries

Israel

Armenia

EU

Source: Geostat, TBC, TBC Capital

0

20

40

60

80

100

120

140

160

D
e

c
-1

9

J
a

n
-2

0

F
e

b
-2

0

M
a

r-
2

0

A
p

r-
2

0

M
a

y
-2

0

J
u

n
-2

0

J
u

l-
2

0

A
u

g
-2

0

S
e

p
-2

0

O
c

t-
2

0

N
o

v
-2

0

D
e

c
-2

0

J
a

n
-2

1

F
e

b
-2

1

M
a

r-
2

1

A
p

r-
2

1

M
a

y
-2

1

J
u

n
-2

1

J
u

l-
2

1

A
u

g
-2

1

S
e

p
-2

1

O
c

t-
2

1

N
o

v
-2

1

D
e

c
-2

1

1-
7

 J
a

n

8
-1

4
 J

a
n

15
-2

1 
J

a
n

Non-cash expenses of non-residents and tourism 
inflows (in USD, same month 2019=100, %)

Non-cash expenses of non-residents  (TBC Bank channels)

Tourism inflows (NBG)

2019 level



10

ON THE NEXT SLIDES, BEFORE SUMMING UP AN IMPACT ON GDP, WE HIGHLIGHT POSSIBLE
IMPACT ON THE GEL, LOOKING AT:

a) 2022 INFLOW-OUTFLOW BALANCE

b) THE GEL REER
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2022 estimated BoP seems to be able to absorb the shock

Selected items of Balance of Payment – Baseline scenario

*Negative sign means increase

in USD billion 2017 2018 2019 2020 2021 F 2022 F

Export of goods 3.63 4.45 4.99 4.37 5.54 6.10

Net tourism 2.24 2.70 2.61 0.36 1.00 2.09

Net remittances 1.90 2.06 2.18 2.30 2.61 2.89

Import of goods 7.43 8.56 8.72 7.54 9.26 10.79

Net 0.34 0.65 1.07 -0.51 -0.11 0.28

CA incl. other items -1.31 -1.19 -0.96 -1.96 -1.99 -1.85

Net FDI, out of which:  1.71 0.97 1.05 0.55 0.77 1.07

Equity and FDI-related debt 1.35 0.81 0.65 0.31 0.15 0.34

Reinvested earnings 0.36 0.15 0.40 0.24 0.62 0.73

Government 0.45 0.29 0.47 1.53 0.99 0.50

Banks, external borrowings 0.18 0.02 0.18 0.02 -0.30 0.00

Banks, FC holdings* -0.14 0.31 -0.16 -0.17 0.30 0.15

Other private sector borrowings -0.24 0.26 -0.12 0.15 0.25 0.30

Gross international reserves* -0.24 -0.28 -0.20 -0.31 -0.10 -0.20

Net 1.72 1.26 1.22 1.78 1.91 1.82

Other -0.41 -0.07 -0.26 0.19 0.08 0.03

Source: Geostat, NBG, MoF, TBC Capital

For bank FC holding see Thematic Insights: The Additional Fuel Behind the Restart

• Total estimated loss of net inflows of up to 10 USD

million compared to 2021 and 240 USD million

compared to 2022 baseline scenario, when

compared to 2022 baseline BoP outlook, looks

material though quite manageable shock

• Furthermore, instead of increase in central bank’s

reserves, we do not rule out selling of around 300

USD million as well as somewhat slower pace of

fiscal consolidation on the back of relatively higher

government external borrowings (see next slide)

https://static.tbccapital.ge/uploads/files/ThematicinsightsTheAdditionalFuelBehindtheRestart.pdf?v=1
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The central bank reserves and fiscal stance enable the room for FX supply
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RUB and UAH already started to weaken, though so far moderately
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Nevertheless, CPI-based REER without TRY seems not to be overvalued; As for TRY, for 
competitiveness more relevant, non-domestic-PPI-based RER indicates to a moderate 
depreciation only and we do not see weaker TRY as a major issue
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Summing up the impact on Georgia

• Because of low share of Ukraine and Russia in FDI inflows to Georgia, the impact is not considered

• Total estimated net loss arising from Ukraine and Russia only, compared to 2022 baseline, stands at around 211 USD million or 1.1% of 2021 nominal GDP

• The decline in net inflows compared to 2021 is only up to 10 USD million taking into account still unprecedented year-on-year recovery pace of
tourism inflows

• Considering the multiplier of around 1.5, the impact would equal to around 1.7% of 2021 nominal GDP

• This would result in lower real impact especially when assuming slightly lower GDP deflator in the stress scenario

• At the same time, the impact could be somewhat higher due to indirect negative impact arising from spill-over effects from other regional economies,
which could increase the estimated net loss of 211 USD million to 240 USD million

• Therefore, overall if the growth in the baseline scenario is around 5.5%, we assume in the stress scenario growth to stand at around 4.0%

• As for the GEL, we assess current pricing as only somewhat optimistic and in case of stress with around 15% and 40% of RUB and UAH, respectively, the
GEL could weaken up to around 10%

• We do not see 240 USD million net decline in inflows as a game-changer for 2022 baseline BoP projection

• However, depreciation of RUB and UAH may require some correction of the GEL, likely primarily due to adverse sentiments

• As for the TRY, it appears that at the moment weaker lira is not a major issue

• Also, in case of stress scenario, we do not rule out additional fiscal stimulus financed externally and/or the NBG interventions
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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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