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Georgian Economy

Turning the Corner S

The effectiveness of Georgia’s institutional setting and growth model has been
demonstrated once again in 2015 - despite external pressures, macro stability has
been maintained and the banking sector is on solid footing. The economy appears to 60%
have turned the corner since Feb-16, following a relative slowdown in the previous
two months, which was a result of the latest regional and global turbulence. Tax
revenues increased 14.1% yly, after a slight dip in the previous month, while tourism 30%
arrivals delivered a stellar performance, increasing 23.9% yly in Feb-16. New 15%
government initiatives to boost growth and the appointment of a new central bank
governor reinvigorated business confidence. Improved sentiment translated into a
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see potential for up to 5.0% growth in 2016.
Figure 2: National Bank reserves (%
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excise tax increases on tobacco and alcoholic beverages. With a decrease in inflation Figure 3: Annual inflation

expectations, NBG kept its policy rate unchanged at 8.0% at the two monetary jgﬁfg End.2014 = End-2015 = Latest2016
committee meetings this year. Low world commodity prices on oil and food, weaker 35%
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GEL recovers some ground, while the newly elected NBG governor feeds trust in the 322

continuation of prudent monetary policy-making. Decline in exports and remittances was R T s % & - - o
more than compensated by a drop in total imports, which fell on the back of reduced § 2 2 28 8 5§ 3
consumer goods imports, leading the external adjustment in 2015. The trend has persisted in E g € F 2 8 3 =
2M16, as imports declined further due to a high base effect, while exports and remittances < 8

appear to have bottomed out in February. Despite the adjustment, global and regional factors Source: National stafistics offices
fed into GEL weakness in early 2016. The trend has reversed since March, with the GEL
appreciating by 7% against the US$ in the first 3 weeks of March. With oil prices
recovering some ground and the FED funds rate unchanged, Georgia’s major trading partner
currencies have also strengthened, but to a lesser degree than GEL/USS. To forestall a
radical appreciation of the GEL, compounded by anticipated deposit de-dollarization, the
central bank intervened on the FX market twice in March, with a total purchase of US$ 15mn
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(the first interventions on the purchasing side since August 2014). To preserve the
competitiveness of Georgian exports, given the modest inflation and declining M2, NBG
may opt to fill reserves by purchasing FX in the amount of US$ 200-250mn. We expect
GEL/US$ to remain in the 2.2-2.3 range in the medium term. The appointment of a new
NBG governor, a long-time IMF economist with no political affiliation, instills confidence in
continued prudent monetary policy-making, though election-related political pressure could
result in GEL strengthening further to 2.0 vs US$, in our view.

Boosting growth and maintaining fiscal discipline remain the top priorities. The
government put forth a four-pillar reform program, extensively communicated with private
sector players, aimed at boosting growth in the face of regional headwinds. Measures to
further liberalize tax and customs procedures, amongst others, include the introduction of
the Estonian model, which envisages the application of corporate income tax to only
distributed profits; undistributed profits, reinvested or retained, will be exempt starting
January 1, 2017. We estimate that this measure will generate approximately GEL 1.5bn in
additional private sector investments, inclusive of bank credit, in the medium term. Other
reform measures include creating a single window principle for the provision of government
services to legal persons, speeding up the implementation of strategic infrastructure
projects, and tailoring the education system offerings to labor market demands. Apart from
targeting growth, the government remains prudent in managing public finances. Since
2016, certain items of personal income tax revenues (GEL 300mn in 2016) are redirected
from the central government budget to local governments. In order to ensure efficient
spending of these funds, the government has initiated changes, currently being discussed
in parliament, which would require local governments to use these revenues for
infrastructure projects only (the new norm to remain in force through 2021).

The banking sector remains on solid footing. Amidst multiple downgrades across the
region, the Georgian banking sector has remained profitable and maintained credit ratings
with a stable outlook. ROE reached 17.6% in 4Q15, up 0.1ppts yly. NPLs remain in
comfortable territory, at 2.7% at end-2015 and 3.3% in Feb-16 (up 0.1ppts yfy). Low credit
growth in 2015 led to ample liquidity, despite a spike in deposit dollarization. With sound
fundamentals and the recent pick-up in consumer and business confidence, there is a
possibility for healthy growth in bank credit, in our view.

Sound fundamentals, prudent policy-making, and new opportunities could feed a
material upturn in growth in 2016. Tourist arrivals are expected to increase significantly,
as Georgia is the most viable alternative for tourists (mostly Russians) who used to travel to
countries like Egypt, Turkey, and other destinations in this region. In addition to safety,
Georgia offers cheap leisure services - an important factor given the regional economic
situation. We believe that these factors will attract an increasing number of tourists from
Russia, Azerbaijan, Armenia, Turkey, Ukraine, etc. Additionally, the easing of visa
requirements for Iranians and the removal of sanctions on Iran will likely result in a
significant influx of tourists from Iran (visa regulations were lited on February 15, 2016,
followed by an immediate 80% y/y growth in Iranian arrivals in Feb-16). With tourism
revenues reaching circa 13.0% of GDP in 2015, an increase in international arrivals will
contribute significantly to Georgia’s growth in 2016. Additionally, Georgia is benefitting from
an uptick in goods transit from Ukraine and Turkey to Central Asia and beyond, given the
restrictions imposed on these countries by Russia.

The government also plans to increase public infrastructure spending and is actively
pursuing pro-business measures, dramatically strengthening business expectations.
Expected off-budget spending related to Parliamentary elections (Oct-16) constitutes
another positive factor for growth. With sustained macro stability, planned fiscal stimulus,
stable monetary policy, anticipated surge in tourism, strong private investor interest in
Georgia, higher business confidence, and the bottoming out of partner countries’
economies, we expect a considerable pick-up in economic activity, which could result in up
to 5.0% growth in Georgia in 2016.
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Figure 4: Exports, imports, remittances, US$ mn change yly
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Figure 5: Contributions to imports decline in 2015
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Figure 7: NEER/REER (January 2013 = 100)
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Figure 10: Money transfers
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Figure 12: Tax revenues, GEL mn
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Figure 11: International arrivals
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Figure 13: Monetary policy rates
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Disclaimer

This document is strictly confidential and has been prepared by JSC Galt & Taggart ("Galt & Taggart"), a member of JSC Bank of Georgia group (‘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 fairess, 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.

This document is confidential to clients of Galt & Taggart. 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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