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Export exposure is limited 
Limited export exposure. In 2013, Ukraine accounted for 6.6%, or US$ 193mn, and Russia for 
6.5%, or US$ 190mn, of Georgian exports. Ukraine’s share has remained largely stable around 7% 
over the last 8 years, while Russia has been effectively closed to Georgian companies since 2006 
as a result of a Russian trade embargo. Exports to Russia did rise in 2013, mainly as Russia 
opened its borders to Georgian wines, but Georgia’s export exposure to Russia remains limited. 
Importantly, the 22% y/y growth in exports in 2013 was broad-based; the EU was the real engine of 
growth, while Russia and Ukraine accounted for just 6% and 1% of the increase, respectively. 

 
Figure 1: Georgia’s foreign trade with Ukraine Figure 2: Georgia’s foreign trade with Russia 

  
Source: GeoStat Source: GeoStat 
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Limited Economic Impact from 
Russia-Ukraine Stand-Off 
 
The tensions in Crimea and the possibility of a marked deterioration in Ukraine-Russia 
relations raise a number of questions about the impact on the Georgian economy. Georgia’s 
advantage lies in the relative diversification of trade flows and other external channels, partly 
thanks to the Russian-imposed trade embargo in 2006. With the exception of wine, Georgian 
exports are more geared towards Azerbaijan, Armenia, and the EU rather than Ukraine and 
Russia, and imports can be substituted relatively easily. The wine industry could be hit, 
although the effect won’t be substantial for the economy as wines account for just 4% of total 
exports. Russian and Ukrainian FDI accounted for less than 5% of the total over 2006-2012. 
FDI inflows are diversified, with Netherlands being the largest investor at 10% of the share 
followed by the UK, Turkey and the UAE, each accounting for 9% of total FDI over 2006-2012. 
We believe FDI from the EU will continue to grow as Georgia prepares to sign an Association 
Agreement that includes provisions to establish Deep and Comprehensive Free Trade Areas 
(DCFTAs) in 2014. Money transfers seem like one of the more likely items to be impacted and 
Russia and Ukraine account for 57% and 1.7% respectively of total money transfer net 
inflows. Money transfers are, however, resilient to trade and outright conflicts – money 
transfers from Russia continued to grow even after the Georgia-Russia armed conflict in 2008. 
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Georgia is more dependent on Azerbaijan, Armenia, and the EU in exports, whose 
macroeconomic outlooks are broadly stable. Moreover, the lari slightly depreciated recently 
against the euro, which will further support Georgian exports to EU markets, in our view. 

 
Figure 3: Breakdown of Georgian exports to Ukraine and Russia, 2013 

 

 
Note: Breakdown by countries is from GeoStat, by products from WB (World Integrated Trade Solutions) 
Source: GeoStat, WB 

 
Diversification as a result Russian embargo of 2006. In 2005, the year prior to the Russian 
embargo, Georgia exported US$ 154mn to Russia (mainly agricultural products), 18% of total 
exports. The embargo drove a 23% y/y decline in Georgian agricultural exports in 2006, while total 
exports did not decline, but added only 8% y/y vs. 34% a year earlier. The embargo forced 
Georgian producers to redirect exports to other CIS countries, the EU, and the Middle East. As of 
2013, even without Russia, Georgian exports have more than tripled since 2005 to US$ 2.9bn and 
exports to the EU have grown 3.7x to hold 21% of total. Eventually Georgian exporters learned to 
be adaptive to changes, and gained expertise in exporting to far more competitive and challenging 
markets like EU. Therefore, overall economy is less vulnerable to Russia now than in 2006.  
  
 
The substitutability of imports 
Imports from Ukraine and Russia are substitutable. The main imports from Ukraine and Russia 
are food and consumables which can be easily substituted from Turkey and the EU. Oil and gas 
imports represent only 11% of total consumption as most of the energy products are imported from 
Azerbaijan. Wheat it is a global commodity and given Georgia’s access to the sea and the relative 
proximity to Kazakhstan, wheat imports can also be substituted. As to imports of metals from 
Ukraine (mainly rebar), Georgia’s domestic production has already substituted large share of 
imports and there is an ample capacity to substitute further. These products represent four largest 
import items from Russia and Ukraine.  
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Figure 4: Breakdown of Georgian imports from Ukraine and Russia, 2013 

 

 

 
Note: Breakdown by countries is from GeoStat, by products from WB (World Integrated Trade Solutions) 
Source: GeoStat, WB 

 
 

Tourism, FDI and money transfers 
If tourism declines, the effect would be limited. Russia and Ukraine accounted for 14% and 2%, 
respectively, of international arrivals in 2013. A full loss of Russian and Ukrainian visitors (highly 
unlikely) in 2013 would have resulted in US$ 200-250mn loss of travel inflows based on our 
estimates. The annual number of tourists to Georgia has grown steadily from 1.1mn in 2007 to 
5.4mn in 2013, and we believe other countries could substitute any material loss of tourist 
revenues from Russia and Ukraine.  
 
FDI inflows are diversified. Netherlands was the largest investor over 2006-2012 holding a 10% 
share of total FDI and followed by UK, Turkey and UAE each accounting for 9%. Russia accounted 
for only 4% of total FDI, while Georgians were net investors in Ukraine in over 2006-2012. We 
believe EU FDI will continue to grow as Georgia prepares to sign an Association Agreement with 
the EU that includes provisions to establish Deep and Comprehensive Free Trade Areas (DCFTAs) 
in 2014.  

 
Figure 5: Share of cumulative FDI over 2006-2012 Figure 6: Money transfers from Russia and Ukraine 

  
 

Source: GeoStat Source: NBG 
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Georgia’s largest exposure to Russia is via money transfers (a proxy for remittances), which 
accounted for 57% of net money transfers in 2013, or around 5% of GDP. Ukraine is negligible in 
terms of money transfers – just 1.7% of total 2013 net transfers. The transfers from Russia 
continued to increase even after the embargo in 2006 and the armed conflict in 2008, with just a 
minor decline in 2009. We, therefore, don’t expect a significant drop in transfers, no matter the 
outcome of the Russia-Ukraine stand-off. 

 
 
Stress-testing the impact on the Georgian lari 
Even if ruble and hrivna depreciate 30% and 50%, respectively, lari will remain largely stable 
(at only 0-6% risk of depreciation). Our sensitivity analysis suggests that lari is not expected to 
devalue in order to maintain the real effective exchange rate (REER, a major indicator of 
competitiveness) steady.  
 
The sensitivity analysis is designed to estimate the simulated effect of potential 
devaluations in Ukraine and Russia. The model is based on hryvnia, ruble and lari exchange 
rates, as well as inflation rates in each country. Ukraine and Russia account for around 6.6% and 
6.5% of total exports, meaning their weight in the REER is minimal compared to Georgia’s other 
trading partners. In our cautious scenario, we assume 50% hryvnia depreciation and 30% ruble 
depreciation. Naturally, depreciations gear up inflation, and we assume a 20% increase in prices in 
Ukraine and 10% in Russia. For Georgia, we assumed average annual inflation at a moderate 3% 
and in the USA at 2%.  
 
The goal of the analysis is to simulate the size of a potential GEL devaluation against the 
US$ in order to keep the REER flat if the hryvnia and ruble fall against the US$. Our analysis yields 
an annual average exchange rate in 2014 of GEL/US$ 1.7315 for the REER to remain flat, which is 
4.1% higher than in 2013. Actually the average exchange rate since the beginning of the year has 
stayed above that level, suggesting that it will need to fall down a little bit for REER to remain flat. 
Current levels will benefit exporters overall as Georgian products will be cheaper in real terms in 
the US$ denominated markets. In Ukraine and Russia, however, in case if “cautious” scenario 
realizes, real exchange rate of lari against hryvnia and ruble will be appreciated by 23% and 17% 
respectively. 
 
Table 1: Devaluation scenarios and the GEL/US$ exchange rate 

  Devaluations, %   Inflation Rate, %   lari/US$ 
  hryvnia ruble   Ukraine Russia Georgia USA   Exchange rate % change 
Scenario 1 30 20 15 5 3 2 1.7136 3.0% 
Scenario 2 50 30 20 10 3 2 1.7315 4.1% 
Scenario 3 75 40   20 10 3 2   1.7659 6.2% 

Source: NBG, BOG Research 
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Disclaimer 
This document is strictly confidential and has been prepared by JSC Bank of Georgia ("Bank of Georgia") 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. 
 
Bank of Georgia 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 Bank of Georgia 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 Bank of Georgia or its directors, employees, affiliates, 
advisers or agents or any other person as to, and no reliance should be placed on, the fairness, 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 Bank of Georgia or any of its 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, Bank of Georgia and its 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 Bank of Georgia 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 Bank of 
Georgia, or any of its 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 Bank of Georgia 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 Bank of Georgia, nor its 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.  
 
Bank of Georgia does, and seeks 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 Bank of Georgia. 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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