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Covid-19 pandemic has highlighted the importance of local
production and the need to diversify supply chains, as companies
were paralyzed by the disruptions of their supply chains after
China’s lockdown. According to analysts, this pandemic will
significantly change the world economic model for the next decade
- economies will become more autonomous, focusing on the
regional concentration of supply chains and meeting regional
demand.

In recent years, Georgia’s economic growth was driven by services,
with tourism being a catalyst and boosting also trade, construction,
and other services sectors.

The share of services in the Georgia’s economy increased from
60% to 78% over 2009-2019. However, most of the revenue
generated from these sectors were driving imports, as production
base was low — we estimate that out of US$ 3.3bn revenues from
tourism in 2019, only US$ 1.3bn was retained in the economy.

Georgia's new economic growth model should focus on enhancing
production potential. In this regard, both the stimulation of local
companies and the attraction of foreign investments are crucial.
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We see production potential in agriculture in the following areas: meat
and dairy products, grains, vegetables and fruits, food processing. In
this regard, Georgia has the potential to substitute imports worth of
US$ 400mn and also to diversify exports. Land fragmentation and low
productivity remain the main challenges in this sector.

Construction sector is very import-intensive, and we estimate that by
encouraging local production in certain areas, it will be possible to
substitute imports worth of US$ 450mn. According to preliminary
estimates, production of the following products is feasible: wires and
cables, re-bars, plastic materials, paints, furniture, electric water
heaters, articles of iron and steel, wood materials, ceramic products,
cement clinker.

Georgia needs new strategy to attract FDI, especially considering
increased competition globally. We see potential for attracting foreign
investments in the following sectors: textile, apparel and leather
manufacturing, manufacturing of automobiles & auto parts,
pharmaceuticals and other chemical production, manufacturing of
home electronics, transport and logistics, business process
outsourcing. At the same time, the qualification of the labor force and
the shortcomings in infrastructure are one of the main obstacles for
FDI attraction along with the judiciary system.
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Georgia’s economic growth is driven by services and goods exports base is very low

GDP by sectors, 2019

Agriculture
7.2%

Industry
14.4%

Services
78.4%

Source: Geostat
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Goods exports excluding re-exports and imports for
local use
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Source: Geostat, Galt & Taggart
Note: Imports are valued only for local consumption (re-exported categories are reduced - copper, cars, pharmaceuticals,
tobacco); Exports also exclude these re-export products




Revenues from tourism largely spent on imports

Revenues from tourism and expenditure structure in 2019

Total revenue from Tourist expenditure 60% of tourism revenues
tourism structure spent on imports

$2.0 bn
spent on
imports
$3.3
bn
Accomodation, $1.3bn
$0.8 bn retained in

the economy
Transport &
other, $0.3 bn

Source: Geostat, NBG, GNTA, Galt & Taggart

Note: According to our estimates, out of $1 spent by tourist c. 40-45 cents is spent on imported goods (primary effect). The NBG estimate is 35-40 cents. Furthermore, based on the links between tourism-related sectors (construction, trade,
real estate, etc.) and their demand for imports, the $1 spent by tourist generates an additional demand of c. 18-20 cents on imported goods and services (secondary effect). Considering these two effects, c. 60 cents is spent on imports from
$ 1 spent by a tourist
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New growth model for Georgian economy —

enhanced production capacity

In which sectors
and how to attract
FDI?

Which sectors exhibit
production capacity?




We see production capacity in agriculture products, construction materials, furniture

and apparel considering economic structure

Imports 2019

Machinery and other
equipment

Based on our calculations, imports for local
consumption stood at US$ 8.1bn in 2019
(excluding US$ 1.0bn imports for re-exports)
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Source: Geostat, Galt & Taggart
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Food and agricultural products imports stood at US$ 1.1bn in 2019, while exports
reached US$ 0.8bn. Beverages and nuts accounted for 73.3% of total exports

Imports of food and agricultural products,

2019
Other meat
. roducts
Dairy products, eggs, P Cereals
honey
2%
7% 12% Animal or vegetable
fats
Meat+fish
14% 5%
Fruit and nuts
6%
US$1.1
0 0 Vegatables
Beverages % b n 4% (annual crops)
7%
Other vegetable
products
17% 7%
6%
5%
Other food products Bread, Pasta,
Chocolate & Preparations of cereals

cocoa products Sugars

Source: Geostat, Galt & Taggart

Exports of food and agricultural products,

2019
Meat
Live animals
Food Products 40
7% Wine
5% 27%
Vegetables
6%
o US$ 0.8
Fruits 0 b n
8%
Nuts 16%
4%
Water
Other 16%
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Spirits
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We estimate that additional $400mn worth of food products can be produced locally
and further diversify exports

Sector

Meat and dairy
products

Cereals, fruits
and vegetables

Processed food

Source: Geostat, FAO, Galt & Taggart

Imports, 2019

Georgia has the potential to increase production of chicken and pork, fish and
US$ 229mn frozen meat products. In dairy products direction, we see potential to replace
the import of milk powder and produce dairy products with local resources.

Partial replacement of wheat imports and full replacement of corn imports are
possible. Georgia also has the potential to increase vegetable production.
Additionally, development of storage facilities is essential to reduce imports
seasonality.

US$ 236mn

With processing local raw materials, the food production can be developed in: flour confectionery, meat
products, vegetable canned food, vegetable fats, etc.
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Land fragmentation and low productivity remain key challenges for the sector

Distribution of farms by land size, 2013-2014 Cereal yields, Ton/ha, 2018

10.9 0.6 USA 8.7
% 2% EU 5.3
0
7% 100 ha or over
25% Ukraine 4.9
0,
20% From 50 to 99.9 ha Uzbekistan a1
From 20 to 49.9 ha Turkey 3.2
Azerbaijan 3.0
From 5to 19.9 ha
64% Armenia 2.6
From 1to 5 ha
Russia 2.6

m | ess than a ha

Georgia [ 25

Kazakhstan 14
EU Georgia

Source: FAO, Eurostat, Geostat Source: FAO, Eurostat, Geostat
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Pipeline of public and private projects in construction sector estimated at $20-25bn over
2020-25

E Residential real estate
i
e $ 8-10bn
HPPs
$ 4.0bn
Government infrastructure projects
$ 4-5bn
Hotels
$1.5-1.7bn
A Large private infrastructure projects
P,
=7 Including $ 2.5bn - Anaklia

Source: GNTA, Ministry of Finance, Ministry of Economy and Sustainable Development, Galt & Taggart
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Construction sector is import-intensive with trade deficit at $1.7bn or 32% of total trade

deficit

Foreign trade with construction materials, US$ bn Import structure, 2019, US$ mn
0.5 Wires, cables and electr. mach. and
$0.2 1 302 $0.2 equip- $278
g0 $01 $0.1  $0.2 < $0.2 0.1 s0.1 %0 : ‘ Machinery (loading or unloading), $261
0.0 . mech. appliances (boilers, heating)
’ Articles of iron or steel (Structures and $245
parts of structures & tubes, pipes...
-$0.8 Iron and steel (re-bars
0.5 $1.0 ( ) $181
Plastics and articles thereof (tubes,
‘\ $1.6 $1.6 $1.5 $17 $L7 Q pipes, plates, sheets) $183
-$1. -$1.8 ’ ’ I
-1.0 * Lt -$19 -$1.9 §- Furniture; bedding, mattresses, etc. $146
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>
\ o a Wood and articles of wood $118
. / \ ®.
-1.5 / \ S .
> Ceramic products $79
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Paints $53
-2.0
Imports Exports —o—Trade deficit Aluminium and articles thereof $52
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Source: Geostat, Galt & Taggart
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Local production of construction materials meets only 25% of total demand

Production of major construction materials, US$ mn

$596
600 $558  $559
500 $490 $472
$442 $444
$417
400
$353
300
200
$129 $132
100
0

(2] o — N ™ <t o © N~ [ee] [11]

o — — — - - — — — — [o))

o o o o o o o o o o —

N N N N N N N N N N 8

Source: Geostat, Galt & Taggart
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Detailed production 2019, US$ mn

Re-bars

Concrete

Cement

Asphalt

Plastic doors &windows
Metal roofs (tiled)

Blocks

Plastic plates, sheets, tubes
Adhesives

Natural stone tiles

Tiles and similar articles of cement,...

Bricks

Plaster

$149
$145
$130
$48
$28
$26
$23
$23
$9
$7
$5
$2
$1
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Production potential in construction materials sector

* The pipeline of public and private investment projects in construction sector is estimated at US$ 20-25bn
for 2020-25, making enhancement of local production of construction materials feasible. Boosted local

production will also facilitate exports

° We identified the following products with production potential :

e clie Re-bars PIaSt.'C Paints Furniture
cables materials
Electric water Articles of iron ) Ceramic .
Cement clinker
heaters and steel B ElEEle products

* Circa US$ 450mn of imports can be replaced by local production
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FDI expected to decline significantly in 2020, particularly to developing countries

FDI dynamics globally and in Georgia Georgia can benefit from supply chain regionalization
trends
35
3.0 * According to UNCTAD, FDI is expected to fall by 40% in 2020
globally and for the first time in 15 years, FDI will fall below
25 US$ 1 trillion
20 ° The largest decline in FDI will be observed in developing
countries
15 ) o
* In the context of Covid-19, rearrangement of supply chains is a
10 hot topic
0.5 * According to Enodoeconomics Reshoring Index, some sectors
are more likely to diversify their supply chains (e.g. auto,
00 e o o 6 a N @ e B o6 o electrical machinery, wood processing & products, etc.)
T 8§ S R ERERREREER R R B

The world, US$ trillion Georgia, US$ bn

Source: Geostat, UNCTAD
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Georgia needs a new strategy to attract FDI

Considering global value chain relocation & competitive

Georgia’s competitive advantages advantages of Georgia, we have identified the following
sectors to be targeted for FDI:

=  Access to 2.3bn markets without

Textile, apparel and leather manufacturin
customs duty PP g

= Low taxes Manufacturing of automobiles & auto parts

= Low energy and labor costs '
| Production of pharmaceuticals and other chemical products

=  Low corruption level

. . ©&i.  Manufacturing of home electronics
» Favorable business environment
» Free industrial zones Transport and logistics

=  Strategic location
Business process outsourcing
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Improvement of workforce skillset and infrastructure is essential for enhancing
Georgia's competitiveness globally

Georgia’s infrastructure ranking in Global

Georgia’s workforce ranking in Global Competitiveness
Competitiveness Index, out of 141 countries, 2019

Index, out of 141 countries, 2019

#73
Quality of vocational training #135
457 #60
. #49  #50
Skillset of graduates #125 #45
#38
Skills of current workforce #125 #27
#20
Extent of staff training #123
#1
Ease of finding skilled employees #120 = = 2 8 g ) g 2 g g
o S o) T S - [%) c ) s
5] o S o 7 2 T v £ 9]
o . g & I g 4 > < O
Digital skills among active #107 n = P
population §
@)

Source: World Economic Forum
Note: 1st is the best, 141th is worst

Source: World Economic Forum
Includes air, land, sea and utility infrastructure

Note: 1st is the best, 141th is worst

@ GALT & TAGGART 20

CREATING OPPORTUNITIES




Roadmap to attract FDI — steps and investment proposal

Identify international success stories

Identify sectors and potential investor countries

Steps for
attracting FDI

Identify list of target international companies
Prepare sector focused investment proposals

Launch ambitious and targeted communication strategy

Investment package is required to include incentives in the following areas:

Sectoral Industrial Zones /

Land / property Infrastructure

Target grants / financing of
employee trainings

Tax benefits




Disclaimer

This document is the property of 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 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 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.

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.

Ana Nachkebia

Eva Bochorishvili
Senior Analyst | ananachkebia@gt.ge

For more research reports visit Head of Research | evabochorishvili@gt.ge

Galt & Taggart Lasha Kavtaradze

Address: Aghmashenebeli ave.79, Thilisi, 0102, Georgia Head of Macroeconomic Analysis and Forecasting | lashakavtaradze@gt.ge
Tel: +(995) 32 2401 111

Mariam Chakhvashvili
Senior Analyst | mchakhvashvili@gt.ge

. Bachana Shengelia
Email: gt@gt.ge Head of Sector Research | bshengelia@gt.ge

GALT & TAGGART

CREATING OPPORTUNITIES




