Georgian Economic Climate
(Q4, 2023)

Issue 24 | 12.12.2023 p>:<c Research



GEORGIAN ECONOMIC CLIMATE, Q4 2023

“GEORGIAN ECONOMIC CLIMATE"” Is a product of PMC Research
Center (PMC RC).

In this bulletin, which is based on the ifo Institute’s methodology, we
discuss Georgia’'s economic climate, informed by the assessments of
various Georgian economists.*

The survey for this particular issue was conducted in November
2023.

o receive our quarterly survey consists of total 60 experts.
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MAIN FINDINGS

The main findings of a survey of Georgian economists conducted in Q4 of 2023 are as follows:

Q

The surveyed Georgian economists assessed Georgia’s
present economic situation as positive.

Their predictions for Georgia’s economic situation for the
next six months were also positive.

On average, the surveyed Georgian economists predicted
real GDP growth for 2023 of 6.2%.

They expected the inflation rate (year-on-year) to increase
over the next six months, with the expected rate of
inflation for 2023 being 3.9%.

64% of the surveyed economists identified a labor
shortage as the most significant threat to the Georgian
economy.

The majority (53%) of surveyed economists thought that
the recovery in income from tourism contributed most to
the upward revision of Georgia’s economic growth forecast
by the IMF.

A skills mismatch was highlighted by 70% of respondents
as the most notable threat to poverty reduction in Georgia.
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All of the surveyed economists either agreed or completely
agreed with the IMF's «concerns regarding the
independence of the NBG.

Overall, 76% of the surveyed economists believed that the
recent developments surrounding the NBG posed a high or
very high threat to the continuation of the IMF’s support
program in Georgia.

Respondents exhibited considerable divergence in their
opinions about the NBG's actions in response to exchange
rate fluctuations. 41% of respondents disagreed with the
NBG’s decisions as they found the measures excessive,
while 29% agreed but thought they were insufficient to
address the situation adequately.

More than half (53%) of respondents agreed or completely
agreed with the NBG's decision to maintain the monetary
policy rate at 10%. Notably, many respondents (24%) were
uncertain about their assessment of the decision.

Following the reignition of the Israeli-Palestinian conflict in
October 2023, 64% of respondents expected that
decreased expenditure of Israeli tourists in Georgia would
have a high or very high impact on the Georgian economy.
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@-ﬁ PREDICTIONS FOR GEORGIA’S GDP, INFLATION RATE,

\ EXCHANGE RATE AND TRADE

In addition to assessing the current economic situation and gathering expectations for the next six months, the
surveyed experts also made predictions with regard to Georgia’s main economic indicators. According to the results of
the survey:

o The expected real GDP growth for 2023, on average, is 6.2%. Interestingly, the assessments remained
unchanged since the previous survey made during the last quarter (Q3 of 2023).

o The inflation rate (year-on-year) is expected to increase for the next six months, with the expected rate of
inflation for 2023 being 3.9%.

o By the end of the next 6 months, compared to the corresponding period of the previous year, the Georgian Lari
iIs expected to be appreciated against the US Dollar and Euro and depreciated against Russian Rouble and the
Turkish Lira.

o The volume of exports is expected to remain about the same in the coming six months, compared to the
corresponding period of the previous year; and

o The volume of imports is expected to increase in the coming six months, compared to the corresponding
period of the previous year.
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SPECIAL QUESTIONS

Assess from 1 (no threat at all) to 5 (the highest threat) which The surveyed economists were asked to identify which
threats do you consider of the highest importance to the factors they considered to pose the greatest threat to
Georgian economy over Q4 of 2023 the Georgian economy.
ifi - 0 A labor shortage was deemed to be a high or ver
waber ;hoiﬁgrgsea(r?giﬂﬁllgaru¥slr?w%§corf)Skl”ed S 25 threat to theg Georgian economy byg 64% 031/’
respondents.
High rates of emigration 41% 12%
a Overall, 53% of surveyed economists cited

emigration as a high or very high threat.

Rising cost-of-living problems 35% 12%

0 The rising cost of living was also noted as a high or
Exchange rate fluctuations 29% 12% Very high threat tO the Georgian economy by 47% Of
the surveyed economists.

Mass immigration from Russia, Belarus and

Ukraine 18%

N
X
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Mass immigration from Russia, Belarus, and Ukraine
was considered to be a low threat or no threat at all
Russia's war on Ukraine (impact through other 47% by the majority (65%) of respondents.
channels except immigration
0 In total, 47% of the surveyed economists considered
| 18% 29% Russia’s war on Ukraine to represent a high threat to
the Georgian economy.

Inflationary risks 18%

m| don't have an opinion on this matter mNo threat at all

Low threat Moderate threat 4 Exchange rate fluctuations were deemed a moderate

threat by 41% of respondents.

mHigh threat mVery high threat
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% SPECIAL QUESTIONS

Assess from 1 (no impact at all) to 5 (very high impact) what According to the October 2023 edition of the World’s
factors you believe have contributed to the upward revision of Economic Outlook issued by the International
Georgia's economic growth forecast by IMF? Monetary Fund (IMF), the Georgian economy is

projected to grow by 6.2% in 2023, which is 2.2 pp
higher than its previous forecast. With that in mind,
Recovery of income from tourism 41% 12% the surveyed economists were asked to assess the
possible contributing factors to the IMF’'s upward
revision of its economic growth forecast for Georgia.

N
X

Increased remittances [0 41% 0 More than half (53%) of the surveyed economists

thought that the recovery in income from tourism
had a high or very high impact on the improved

economic growth forecast.

Strong flows of Foreign Direct Investment (FDI) [§2) 41%

0 Overall, 47% of respondents expressed the view

that increased remittances had a high or very
24% high impact on the upward revision of the
forecast.

Increased international trade [FZpuPA%

O Strong FDI flows was highlighted by 41% of the
12% surveyed economists as having a high impact on
the IMF's improved forecast.

Declining inflation rate (¥ 35%

I |

m| don't have an opinion on this matter m No impact at all O More than one-third (35%) of respondents thought
Low impact Moderate impact that the declining rate of inflation had no impact
m High impact mVery high impact on Georgia’s economic growth forecast.
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https://www.imf.org/en/Publications/WEO/Issues/2023/10/10/world-economic-outlook-october-2023
https://www.imf.org/en/Publications/WEO/Issues/2023/10/10/world-economic-outlook-october-2023

% SPECIAL QUESTIONS

Assess from 1 (no threat at all) to 5 (very high threat) the In its recently pUblIShed Systemic Country Diagnostic
different challenges highlighted by the World Bank in its recent Update on Georgia, the World Bank highlighted the
publication of the Systemic Country Diagnostic for Georgia that challenges impeding poverty reduction in the country.

hinder poverty reduction in the country The survey economists were asked to assess these
challenges.
Skills mismatch cau_sed by the.poor quality _and .
relevance of V“""E?Q;‘r'aan’ls higher education 0 70% of the respondents named skills mismatch as a
high or very high threat to poverty reduction in
Decreasing labor force due to outmigration and 6% 299% 359 Georgia_

aging population

O Insufficient creation of high-quality jobs was also

Insufficient creation of high-quality jobs 41% 29% considered a high or very high threat by 70% of the
surveyed economists.
Lack of digital literacy in rural areas O In total, 64% of the respondents highlighted a

diminishing labor force - due to emigration and an
aging population - as a high or very high threat

Inequities in access to high-quality education [ 41% 12% . . .
poverty reduction in Georgia.
High cost of medicines and underfunded primary TR O The combined threat of the high cost of medicines
healthcare services . .
and underfunded primary healthcare was considered
high or very high by 35% of respondents.
Lack of safety net safeguards

0 The majority (59%) of the surveyed economists
thought that the lack of safety net safeguards*
presented only a moderate threat to poverty
reduction.

mNo threat at all Low threat Moderate threat mHigh threat mVery high threat

* Targeted social programs ensuring a basic standard of living for vulnerable population.
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https://documents.worldbank.org/en/publication/documents-reports/documentdetail/099091123095542018/bosib0b20cd99400808b850ff9dcbaae8d0
https://documents.worldbank.org/en/publication/documents-reports/documentdetail/099091123095542018/bosib0b20cd99400808b850ff9dcbaae8d0

% SPECIAL QUESTIONS

: : Following the recent high-profile developments

Assess from 1 (no threat at all) to 5 (the highest threat) which _ _ _
factors you believe will be the most negatively affected by the surrounding the National Bank of Georgia (NBG), the IMF
recent developments around the National Bank of Georgia. has expressed concerns about the NBG's independence

and its enforcement of sanctions.* The surveyed
economists were asked to respond to the IMF’s concerns.
Presence of IMF support program in Georgia 35% 41% Notably, 100% of respondents either agreed or
completely agreed with these concerns.
The surveyed economists were also asked to assess the
. possible threats posed by recent developments
Exchange rates and monetary stability 47% 12% Surrounding the NBG.
0 Recent developments concerning the NBG pose a
Financial sector stability 47% high or very high threat to the continuation of the
IMF's support program in Georgia, according to 76%
of the surveyed economists.
Foreign direct investment inflows Ml O In total, 59% of surveyed economists identified
exchange rates and monetary stability as posing a
high or very high risk.

Economic growth 12%

o Financial stability in the country was considered to be
under high threat by 47% of the economists

m| don't have an opinion on this matter mNo threat at all surveyed.
Low threat Moderate threat
= High threat mVery high threat 2 Overall, 41% of respondents believed that recent
developments regarding the NBG posed a high threat
* IMF on the NBG's decision regarding imposing international sanctions to foreign direct investment (FDI) inflows.
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https://www.centralbanking.com/central-banks/governance/7959881/imf-holds-georgia-deal-over-central-bank-and-sanctions-unease

% SPECIAL QUESTIONS

Express your opinion regarding the NBG’s measures to stabilize Developments with regard to the NBG, as described in

exchange rate fluctuations the previous questions, led to fluctuations in the
exchange rate, prompting the NBG to implement
measures* to stabilize the situation. The surveyed
economists were asked to express their opinion
regarding the NBG’'s measures.

0 Overall, 41% of the surveyed economists disagreed
as they thought the steps taken by the NBG were
excessive.

2 In total, 29% of respondents agreed with the NBG's
measures but they thought they were insufficient to
address the situation adequately.

0 Meanwhile, 12% of the respondents completely
disagreed with the NBG’s decision as they think that

= | completely agree with the NBG's decision and | think that implemented measures are

sufficient to address the situation these measures were inefficient.
= | agree with the NBG's decision and | think that implemented measures are insufficient to

address the situation adequately O Another 12% of respondents completely agreed with
= | disagree with the NBG's decision as | think that those measures are excessive the NBG’s decision and thought that its implemented

| completely disagree with the NBG's decision as | think those measures are inefficient measures were sufficient to address the situation.

| don't have an opinion on this matter

* According to the dynamics of trade on the NBG's foreign exchange auctions, no USD was sold by the NBG from June 2nd to September 20th, 2023. However, from September 20th to
October 17th, 2023, the NBG sold up to USD $150 million.
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% SPECIAL QUESTIONS

Despite both headline and core inflation being below the 3% Despite both headline and core inflation being below the

target, the National Bank of Georgia maintained the 3% target, the NBG decided to maintain the monetary
monetary policy rate at 10% (announced on October 25th, olicy rate at 10% (announced on 25 October, 2023)
2023). Express your opinion regarding the NBG's decision. P Yy 0 u ’ '

Relatedly, the surveyed economists were asked to
express their opinion regarding the NBG's decision.

2 Overall, 41% of the surveyed economists agreed with
the NBG's decision.

2 In total, 24% of respondents disagreed with the NBG’'s
decision.

2 Another 24% of the surveyed economists were
uncertain about the decision.

2 Only 12% of respondents completely agreed with the
NBG’s decision.

= Completely agree = Agree Uncertain = Disagree =Completely disagree
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% SPECIAL QUESTIONS

Assess from 1 (no impact at all) to 5 (very high impact) through In Q4 of 2023, the conflict between Israel and Palestine
which channels the conflict !n the Middle East might affect the reignited, leading to greater economic uncertainty in
Georgian economy surrounding region. Accordingly, the surveyed economists
were asked to assess the different channels through

Decreased remittances from lsrael S0, — WhICh. ’Ehe conflict in the Middle East might affect

Georgia’s economy.

0 Overall, 64% of the surveyed economists expected
that decreased expenditure of Israeli tourists in
Georgia would have a high or very high impact on the
Georgian economy.

Decreased expenditure of Israeli tourists [§2) 35% 29%

n
2
X

Spikes in oil prices 29% 6%
O Decreased remittances from Israel was expected to
have a high or very high impact on the Georgian

Increased inflationary risks 18% economy according to 59% of respondents.
a In tota_l, 35% o_f the res_pondents antici_pate(_j spikes in
Exchange rate fluctuations gléogg;:;,esse?;\cor;gy.a high or very high impact on
Lower economic growth a Thg majority (59%) _of the surveyed eg:onomists
believed that the conflict would have a low impact on

Georgia’s economic growth.,
m| don't h ini thi ttermNo i tatall . .
O A A OPIION O Tis MATers 5o [mpaet 4 4 O Exchange rate fluctuations caused by the conflict were
predicted by 47% of respondents to have a low impact

on the Georgian economy.

Low impact Moderate impact
mHigh impact mVery high impact
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/ﬂ BASIC ECONOMIC INDICATORS IN GEORGIA

[

2019 2020 2021 2022 2023 Q1* | 2023 Q2* | 2023 Q3*

Nominal GDP (mlIn USD) 17 470.7 15 842.9 18 629.4 24785.6 6304.6* 7686.4*
GDP per Capita (USD) 4 696.2 4 255.7 5023.2 6676.3 1,698.2* 2 070.4% -
GDP Real Growth (%) 5.0% -6.8% 10.5% 10.4% 8.0%* 7.8%* -

Inflation 4.9% 5.2% 9.6% 11.9% 7.6% 1.6% 0.6%

FDI (mIn USD) 1352.2 589.0 1241.8 2097.9 566.4* 505.7% -

Unemployment Rate (%) 17.6% 18.5% 20.6% 17.3% 18.0% 16.7% 15.6%

External Debt (mIn USD) 5741 7 535 8 205 8 435 8473 8 510 8 452

Poverty Rate (relative) 19.5% 21.3% 17.5% 15.6% - - -

* Preliminary data
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The PUBLICATIONS presented on the website are prepared by PMC Research Center only for
informational and/or marketing purposes. Nothing in the PUBLICATIONS constitute, or is meant to
constitute, advice of any kind, and the reader is responsible for their interpretation of all content and
acknowledges that any reliance thereupon shall be entirely at their risk. PMC Research Center cannot
be held liable for any claims arising as a result of the reader’s use of the materials.

The PUBLICATION is presented “as is” without any representations or warranties, expressed or
implied.

Without prejudice to the general message of the first paragraph above, PMC Research Center does not
guarantee that:

- the PUBLICATION will be constantly available; or
- the information contained in the PUBLICATION is complete, true, accurate, or non-misleading.

PMC Research Center reserves the right to modify the contents of PUBLICATIONS from time to time as
it deems appropriate.

PMC Research Center absolves itself of any liability of violations of other parties’ rights, or any
damage incurred as a consequence of using and applying any of the contents of PMC Research
Center’s PUBLICATIONS. PMC Research Center will not be liable to the reader (whether under contract
law, tort law, or otherwise) in relation to the contents of, use of, or other form of connection with, the
PUBLICATION.

The reader accepts that, as a limited liability entity, PMC Research Center has an interest in limiting
the personal liability of its officers and employees. The reader agrees that they will not bring any
claim personally against PMC Research Center’s officers or employees with respect to any losses
suffered by the reader in connection with the PUBLICATION.

The reader agrees that the limitations of guarantees and liabilities set out in the PUBLICATION
disclaimer protect PMC Research Center’s researchers, officers, employees, agents, subsidiaries,
successors, assignees, and sub-contractors as well as PMC Research Center itself.

If any provision of this disclaimer is, or is found to be, unenforceable under applicable law, that will not
affect the enforceability of the other provisions of the PUBLICATION disclaimer.

DISCLAIMER

Giorgi Khishtovani
Research Director
g.khishtovani@pmcginternational.com

Anastasia Chkhenkeli
Junior Researcher
a.chkhenkeli@pmcginternational.com

Gugula Tsukhishvili
Research Assistant
g.tsukhishvili@pmcqginternational.com

Address: 61 Aghmashenebeli Avenue,
3rd floor, Tbilisi 0102, Georgia.

Tel: (+995 32) 2921171, 2921181

Email: research@pmcginternational.com
Website: pmcresearch.org
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