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Georgia continues to deliver the strongest economic recovery in the region with 

real GDP growth at 10.5% in 10M21 (up 3.7% vs 10M19). The GEL also 

strengthened amid recovery of external inflows and tight monetary policy. We 

expect growth at 10.5% for the full year 2021 and forecast growth at 5.0% in 2022.  

NBG hiked the key rate by 50bps to 10.5% at December meeting, remaining 

concerned about high running inflation (12.5% in November) and inflation 

expectations. We expect inflation to decelerate from spring 2022 and see room 

for the rate cut by 200bps in 2H22.The banking sector loan portfolio growth is 

healthy (up 16.1% y/y exc. FX-effect, and up 14.7% y/y in nominal terms), below 

nominal GDP growth (22.0%), and we expect it to continue double digit growth 

amid decent recovery dynamics despite tight monetary policy.  

 

 
Growth outlook - surpassing 2019 level 

In 10M21, Georgia’s economy continued robust recovery, with real GDP growth 

at 10.5% (up 3.7% vs 10M19).  While growth cooled down to c.7% in last 2 

months, we expect November-December to show some acceleration amid last 

year’s low base (result of 2nd lockdown), and expect 10.5% growth for the full year 

2021. The growth is recorded in all key sectors – manufacturing, trade, 

transportation, real estate and hospitality, with only construction posting decline 

(which we expect to recover in 4Q as levels of construction materials imports and 

bank lending to construction sector hint on growth). The growth is fuelled by 

robust exports and remittances, and ongoing recovery in tourism along with 

strong bank lending and fiscal stimulus. We expect growth at 5.0% in 2022 which 

is below IMF and government’s projections (5.8% and 6.0%, respectively). We 

see upsides to our growth projection if tourism recovers stronger than we 

currently expect (we assume 80-85% recovery in tourism vs 2019 in our baseline 

scenario for 2022), while pandemic and regional geopolitical tensions remain 

downside risks.  

 

Amid strong growth, unemployment rate reduced to 19.5% in 3Q21 for the first 

time after growing during 4Q20-2Q21, however it still exceeds pre-COVID level 

of 17-18%. Notably, labor force participation rate at 52.8% exceeds pre-COVID 

level, driving the unemployment rate higher. Increase in hired employment (c. 

70% of total employed) contributed to a reduction in unemployment. Self-

employment (c. 30% of total employed) has also recovered but at a slower pace. 

We expect the labor market to return to pre-COVID trajectory from 2022, 

supported by tourism (services account for c. 70% of total employment). In 3Q21 

nominal wage growth softened to 10.4% y/y (-1.7% y/y in real terms) after growing  

 

Figure 1: Real GDP growth 
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Figure 2: Annual inflation 
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Figure 3: Monetary policy rate 
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Figure 4: GEL/US$ 
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by 15.5% y/y (+6.7% y/y in real terms) in 2Q21, limiting pressure on prices. 

 

COVID-19 infections daily cases have declined recently from its peak in November, 

but remain high at around 2,000-3,000 cases in mid-December. Notably, vaccination 

picked up recently (now 37.6% of adult population is fully vaccinated corresponding 

to 29.0% of total population) related to incentives introduced by the government. 

Starting 1 December 2021, COVID-19 green pass is linked to vaccination status, and 

is required for entering both open-air and indoor spaces (excluding public transport) 

and GEL 200 is granted to elderlies (60+ years) if they get vaccine shot. 

 
 
 
External sector - strong recovery 

Goods exports and remittances rebounded strongly from the start-2021.  Exports were 

boosted (up 26.7% y/y in 11M21) by recovery in Georgia’s trading partners’ 

economies along with high world commodity prices.  Imports also grew strongly (up 

24.5% y/y in 11M21) amid strong local demand and higher world commodity prices. 

Despite widening of goods trade balance, external balance strengthened supported 

by robust remittances (up 25.7% y/y in 11M21) and better-than-expected recovery in 

tourism (revenues at 36.7% of 2019 level in 11M21). Notably, international arrivals 

recovered markedly from Ukraine, Israel, Saudi Arabia, Belarus and Uzbekistan. 

There is a room for recovery from neighboring countries (Russia, Turkey, Armenia, 

and Azerbaijan) from which arrivals are significantly below pre-pandemic levels, 

explained by travel restrictions, expected to be lifted in 2022 amid better epidemiology.  

Importantly, based on different analyses there are factors - closeness to key tourism 

markets, limited business travel, and younger visitors - supporting faster recovery in 

tourism and these factors are favorable for Georgia. Namely, share of visitors arriving 

to Georgia via land transport stood at 75% in 2019, share of visitors arriving to Georgia 

for business purposes stood at only 8% in 2019 and share of visitors below 50 years 

old stood at 74% in 2019, and we believe that faster recovery in Georgia’s tourism 

industry is quite likely. In our baseline scenario we forecast tourism revenues to 

recover to 80-85% of 2019 level in 2022 and considering above mentioned favorable 

factors, full recovery is also likely. With rebound in external flows, current account 

deficit expected to narrow to 9.1% of GDP in 2021 from 12.4% in 2020 and further to 

7.0% of GDP in 2022. 

 
 
 
Monetary policy - tight 

Inflation accelerated markedly in 2021, and NBG has addressed it by policy tightening. 

On 8 December meeting the regulator raised the key rate further by 50bps to 10.5% 

and cumulatively by 250bps since start-2021. We see recent rate increase as signal 

from NBG to contain inflation expectations in medium term, while it still sees inflation 

as transitory and driven by factors outside monetary policy (based on NBG, these 

exogenous factors contributed 9ppts to overall inflation). The global food and energy 

inflation, higher utility tariffs, GEL depreciation pass-through, and the acceleration of 

local demand have been the major drivers for inflation in Georgia, standing at 12.5% 

in Nov-21. The 3 categories (transport, food and utilities) contributed the most 

(9.5ppts) to headline inflation. Core inflation posted marginal decline in last 3 months 
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reaching 6.1% in November, hinting on a temporary nature of price growth with limited 

secondary effects. Interestingly, the NBG mentioned nothing in its monetary policy 

committee statement about TRY depreciation and its repercussions, which it usually 

sees as a threat to GEL. However, in the following press conference, central bank 

governor pointed that this time TRY depreciation is immediately filtered in Turkish 

inflation and therefore imports from Turkey not expected to increase pressure on the 

currency.  In our previous note, we pointed out different risks to inflation (possible GEL 

depreciation, continued growth in energy prices and wage growth), but most of 

inflationary risks seem weaker now. Therefore, we expect inflation to decelerate from 

March 2022 and see room for the rate cut by 200bps in 2H22; we forecast average 

inflation at 4.1% in 2022 vs NBG’s forecast of 7.2%. The regulator intends to keep a 

tight policy stance longer, until inflation declines, which it expects to happen in spring 

2022.  

 

 
GEL - stability  

GEL remained stable starting from May 2021 trading at 3.1-3.2 vs dollar in 2H21, 

supported by tight monetary policy, improved fundamentals (strong growth, reduced 

CA deficit) and FX interventions to eliminate pre-election one-off pressures in August 

and September. We see gradual recovery in tourism as important component for GEL 

stability in 2021. Notably, recent TRY depreciation does not have an impact on GEL, 

opposite to previous episodes when TRY caused GEL’s depreciation through 

expectations channel. Generally, change in external flows from Turkey have no 

sizable impact on Georgia, and if there is an impact, it is mostly short-lived. Markedly, 

the impact of the TRY on GEL through trade channel is small - we estimate, that a 

10% depreciation of TRY vs. USD causes GEL to depreciate by 1.2% in the short term 

(up to one year) and then other factors may strengthen/weaken this impact. This time, 

there are factors neutralizing TRY depreciation impact, namely, stable regional 

currencies, high GEL rates, continued recovery in external earnings and muted 

negative expectations.  However, if market expectations change, we might see some 

impact on GEL in short term. We see GEL’s appreciation potential from 2022 toward 

3.0-3.15 vs dollar amid continued recovery in tourism. However, there are risks related 

to pandemic, domestic and regional political instability.  

Figure 5: GEL/1$ and TRY/1$, spot rate 

 
 

Figure 6: Trade deficit with Turkey and real GEL/TRY 

 

 

 

 
Source: NBG 
 

 Source: NBG, Geostat 
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Banking sector - healthy growth 

Banking sector loan portfolio growth accelerated in 2021 fuelling growth, increasing 

by 16.1% y/y excluding FX effect (up 1.1% m/m) in Oct-21. Growth was driven by both 

corporate and retail lending, and the latter was driven by different types of consumer 

loans, while mortgage growth was stable. The 2021 monetary policy tightening and 

stricter FX lending regulation (see below) expected to have an effect in 2022, and 

soften lending growth to 11-13%.   

The NBG’s Financial Stability Committee introduced 2 measures in Dec-21 entering 

into force from 1 January 2022 to soften FX lending, which accelerated in recent 

months. This issue was raised by NBG in recent communications, referring mostly to 

mortgages. The new decisions simultaneously affect supply and demand for FX 

lending and are as follows: 

-  From supply side, currency induced credit risk (CICR) buffer is linked to loan 

portfolio dollarization. Up to 40% loan dollarization, a bank’s individual CICR 

buffer will be set at 40% risk-weight and above this cap, each percentage change 

in loan dollarization will increase the CICR risk-weight by 3ppts until it reaches 

100%. With this change, asset side of bank balance sheet is regulated similarly 

to liabilities side, which was modified in Jul-21. 

-  From demand side, the regulator lowered the maximum tenor of FX mortgages 

from 15 to 10 years to protect FX borrowers from interest rate and currency risks.  

 

These new rules expected to make FX loans more expensive, although the impact will 

depend on the level of dollarization of each bank's portfolio. We do not expect this 

regulation to have a large impact on banking sector loan dollarization structure in short 

to medium term, given the existing restrictions on FX lending (CICR buffer at 75% 

risk-weight and GEL 200,000 cap per retail loan to be issued only in local currency). 

In recent months, FX mortgages accelerated, reflecting favorable interest rate 

differential vs GEL (spread widened by c. 2ppts starting from Apr-21) and local 

currency stability (GEL strengthened by 5.7% YTD). Since Mar-21, the newly issued 

FX mortgages above 10-year tenor accounted for c. 35% of total mortgages in value 

terms, while before it was c. 30%. However, in quantity terms, this loan portfolio 

accounted for only c. 8% of total number of newly issued mortgages. 

Given the salary distribution of employees, the reduction of FX mortgage tenor is 

expected to affect around half of FX borrowers above 10-year tenor through payment-

to-income (PTI) limits. As this type of borrowers may switch to GEL lending, the final 

impact on mortgage demand is unclear now and not necessarily means a slowdown 

(e.g tourism is one of the drivers of real estate demand). The impact on real estate 

market will be smaller in our view, as mortgages generally account for 45% of total 

sales, and they may be substituted by construction companies’ inner installment 

scheme, which is widespread practice in Georgia (e.g. c.50% of total sales is funded 

by this scheme, based on our survey).  
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Figure 7: Loan portfolio growth, exc. FX effect  Figure 8: GEL and FX mortgages growth, stocks 

 

 

 

Source: NBG 
 

 Source: NBG 
 

 

Figure 9: Mortgage issuance breakdown by value   
Figure 10: Mortgage issuance breakdown by number of 
loans 

 

 

 

Source: NBG 
 

 Source: NBG  

 
 
 

Figure 11: COVID-19 statistics in Georgia, persons  Figure 12: Cumulative COVID vaccination, 000’ doses 

 

 

 
Source: NCDC, as of 20.12.2021  
 

 Source: NCDC 
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Figure 13: REER and NEER (index, Jan 2014 = 100)  Figure 14: NBG’s net interventions, US$ mn 

 

 

 

Source: NBG 
Note: +/- means appreciation/depreciation 

 Source: NBG 

Figure 15: Consolidated budget tax revenues, GEL mn  Figure 16: Consolidated budget capex, GEL mn 

 

 

 

Source: MOF  Source: MOF 

Figure 17: Fiscal deficit, as % of GDP  Figure 18:  Public debt, as % of GDP 

 

 

 

Source: MOF, Geostat, forecasts as of 3rd draft of 2022 budget  Source: MOF, Geostat,  forecasts as of 3rd draft of 2022 budget 
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NBG sold $916.1mn in 
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NBG sold $352.9mn in 
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auctions)
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Figure 19: CA balance and its components, as % of GDP  Figure 20:  CA and net FDI, as % of GDP 

 

 

 
Source: NBG, Geostat  Source: NBG, Geostat 

Figure 21: Foreign inflows 

 

Source: Geostat, NBG 

Figure 22: Banking sector loan growth  Figure 23: Loan book growth: corporate vs. retail (exc. FX effect) 

 

 

 

Source: NBG  Source: NBG 
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Figure 24: Interest rates on loans to legal entities  Figure 25: Interest rates on mortgage loans 

 

 

 
Source: NBG  Source: NBG 
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Macro data and forecasts 

 

Georgia 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021F 2022F 

                            

GDP and Prices                           

Nominal GDP, GEL bn 21.8 25.5 27.2 28.6 31.1 33.9 35.8 40.8 44.6 49.3 49.3 59.6 65.4 

Nominal GDP, US$ bn 12.2 15.1 16.5 17.2 17.6 14.9 15.1 16.2 17.6 17.5 15.8 18.5 21.0 

Nominal GDP per capita, US$ 3,233 4,023 4,422 4,624 4,739 4,013 4,062 4,359 4,722 4,696 4,256 4,951 5,623 

Real GDP, % change y/y 6.2% 7.4% 6.4% 3.6% 4.4% 3.0% 2.9% 4.8% 4.8% 5.0% -6.8% 10.5% 5.0% 

CPI Inflation, average 7.1% 8.5% -0.9% -0.5% 3.1% 4.0% 2.1% 6.0% 2.6% 4.9% 5.2% 9.6% 4.1% 

CPI Inflation, eop 11.2% 2.0% -1.4% 2.4% 2.0% 4.9% 1.8% 6.7% 1.5% 7.0% 2.4% 13.9% 1.7% 

GEL per US$, average 1.78 1.69 1.65 1.66 1.77 2.27 2.37 2.51 2.53 2.82 3.11 3.23 3.12 

Population, mn 3.8 3.7 3.7 3.7 3.7 3.7 3.7 3.7 3.7 3.7 3.7 3.7 3.7 

                            

Government Finances                           

Budget revenues, % of GDP 26.9% 27.0% 27.8% 26.0% 26.1% 26.4% 27.0% 26.8% 26.5% 26.2% 25.6% 26.3% 27.2% 

Budget expenses, % of GDP 32.3% 29.4% 29.4% 27.6% 28.4% 28.6% 29.4% 28.2% 27.7% 29.4% 34.9% 33.1% 31.5% 

Fiscal balance (-deficit), % of GDP -5.3% -2.0% -1.7% -1.9% -2.6% -2.4% -2.8% -2.7% -2.3% -2.1% -9.3% -6.7% -4.4% 

Public debt, % of GDP 31.9% 28.3% 28.8% 29.5% 31.0% 36.7% 40.3% 39.4% 38.9% 40.4% 60.2% 51.1% 51.1% 

                            

External Sector                           

Current account, US$ bn -1.2 -1.8 -1.9 -1.0 -1.8 -1.8 -1.9 -1.3 -1.2 -1.0 -2.0 -1.7 -1.5 

Current account, % of GDP -9.8% -12.2% -11.4% -5.6% -10.2% -11.8% -12.5% -8.0% -6.8% -5.5% -12.4% -9.1% -7.0% 

Exports of goods and services, US$ bn 4.1 5.3 6.0 7.2 7.1 6.2 6.2 7.6 8.9 9.6 5.9 7.3 10.1 

Imports of goods and services, US$ bn 6.1 8.0 9.2 9.3 10.1 8.7 8.5 9.4 10.8 11.1 9.0 10.3 12.8 

Net Current transfers, US$ bn 1.1 1.3 1.4 1.5 1.4 1.1 1.1 1.3 1.4 1.4 1.8 2.1 2.2 

Net FDI, US$ bn 0.7 1.0 0.8 0.9 1.4 1.4 1.2 1.7 1.0 1.1 0.5 0.9 1.0 

Net FDI, % of GDP 6.0% 6.5% 4.6% 5.3% 8.1% 9.5% 8.2% 10.5% 5.6% 6.0% 3.5% 4.9% 4.8% 

Gross international reserves, US$ bn 2.3 2.8 2.9 2.8 2.7 2.5 2.8 3.0 3.3 3.5 3.9 4.0 4.3 

                            

Financial sector                           

Bank loan portfolio, US$ bn 3.4 4.6 5.3 6.0 7.0 6.7 7.1 8.6 9.9 10.7 11.8 13.6 14.9 

Bank loan portfolio, % of GDP 29.3% 29.5% 31.2% 36.1% 40.8% 47.2% 52.8% 54.7% 59.6% 64.8% 77.4% 73.5% 71.2% 

Monetary policy rate, % 7.5% 6.8% 5.3% 3.8% 4.0% 8.0% 6.5% 7.3% 7.0% 9.0% 8.0% 10.5% 8.5% 

                        
 

Source: NBG, MOF, Geostat, Galt & Taggart  

Note: Fiscal balance according to IMF Program Definition  

 
 
  



 

 

 
Georgia │ Economy 

December 21, 2021 

10 

Disclaimer 

This document is the property of and has been prepared by JSC Galt & Taggart ("Galt & Taggart"), a member of Bank of Georgia group PLC (‘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 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 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 fai th, 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. 
 
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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