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REAL GDP GROWTH MAY
EXCEED 4% IN 2017

According to the preliminary estimate, the gross do-
mestic product (GDP) is 17.4 billion GEL in the first
half of 2017. In the first quarter of 2017 real GDP
growth rate amounted to 5.1% and in the second
quarter GDP growth rate equaled to 4.7%.

Table 1. Gross Domestic Product

Chart 2. Real GDP Growth in Georgia

G2 LE e
Nominal GDP (m GEL) 15667.7 | 17 384.1 11.0%
Nominal GDP (m USD) 6771.7 | 6944.0 2.6%
GDP per capita (GEL) 42113 | 46754 11.0%
GDP per capita (USD) 1820.1 | 1867.6 2.5%
Real GDP Growth (percent) 3.1% 4.9%

* Preliminary Data
Source: GeoStat

During this period, 13.1% of GDP was created in
trade sector. However, according to the data of
the second quarter, real growth rate of this sec-
tor amounted to only 3.7%. In the second quarter,
highest growth rate was recorded in construction
(16.4%) and hotels and restaurants (12.9%) sectors.
While the agricultural sector declined by 2.4%.
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Acceleration of economic growth has been caused
by both internal and external factors. In the first half
of the year, revenues from tourism, investments,
and exports have increased. According to the pre-
liminary estimates, real GDP growth will be 4% this
year. However, if these positive internal factors and
the trend of economic recovery in Georgia’s trade
partner countries are maintained (Chart 3), it is ex-
pected that the economic growth will exceed 4% in
2017.
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The Government of Georgia predicts 4.5% econom-
ic growth in 2018. Accordingly, the nominal GDP is
expected to exceed 40.4 billion GEL in the next year.
The Asian Development Bank also predicts 4.5%
growth. As usual, the International Monetary Fund'’s
forecast is more conservative, according to which
4.2% growth is expected in the next year. Forecast
of the European Bank for Reconstruction and Devel-
opment (EBRD) is similar (4.2%). While according to
the forecast of the World Bank 4.0% growth is ex-
pected in 2018 in Georgia.

ANNUAL INFLATION AMOUNTED 6.2%
IN SEPTEMBER

In the first half of 2017, the annual inflation rate
exceeded the target rate (4%). Deviation of annual
inflation rate from the target rate was due to an in-
crease in excise tax and also in oil and food prices on
the world market at the beginning of the year. The
impact of these factors on annual inflation will be
maintained till the end of the year.

At the end of September, the annual inflation rate
was 6.2%. The main contributor to inflation was rais-
ing prices for food, fuel and tobacco.

Chart 4. Annual Inflation

45% 8%
40% | _ 7%
35% . —6%
o o Soeo
30% ~ 5%
25% .
< 4%
20%
15% | &
i 2%
5% 1%
0% 0%
N~ [ [ N~ M~ N~ [ N~ [
— al <o} <t To} © N~ © (o))
o o o o o o o o o)
Tabacco - = = Overall Inflation (right axes)

—— Transport

Source: GeoStat, National Bank of Georgia

Effect of excise tax increase on annual inflation will
be neutralized from 2018. The National Bank pre-
dicts that inflation rate will be maintained in the
range of the target rate' throughout the next year.
International Monetary Fund predicts 3.0% inflation
in 2018, while the Asian Development Bank expects
higher - 4.0% inflation.

GEORGIAN LARI KEEPS DEPRECIATING
AGAINST US DOLLAR

In September 2017, the nominal exchange rate of
GEL depreciated by 5.6%. During this period, Geor-
gian Lari depreciated against US dollar, Euro, Turkish
Lira and Russian Ruble. In September, average price
of 1 USD was about 2.49 GEL.

Chart 5. USD/GEL Official Exchange Rate
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Since May, the exchange rate of GEL against EUR has
been gradually depreciating, and in the second half
of September price of 1 EUR exceeded 2.97 GEL. In
September, the exchange rate of GEL against EUR
amounted to 2.94 GEL on average.

1 For 2018, the inflation target will decrease to 3%.
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IN THE FIRST HALF OF 2017 EXPORT OF
GOODS ROSE BY 30%

Georgia’s foreign trade turnover in the first half
of 2017 amounted to 4 822.4 million USD, which
is 13.5% more compared to the same indicator of
2016. Export of goods was equal to 1 234.2 m USD,
while the import of goods amounted to 3 592.8 m
USD.

According to data of the first two quarters, export of
goods increased by 30.1% annually. Its largest share
(38.4%) comes to CIS countries, as Russia, Armenia,
Azerbaijan, and Ukraine are among the largest trad-
ing partners of Georgia. Export in EU countries is in-
creased by 30% annually and amounts to 294.7 m
US dollars. Major goods exported to EU countries
are copper ores and concentrates, fertilizers and ha-
zelnuts.

Copper ores and concentrates, ferro-alloys, wine,
motor cars and medicaments are among the Geor-
gia’s leading export commodities. These five com-
modity groups are almost half of the total exports.

Chart 6. External Merchandise Trade (m USD)
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Despite the increase of export rate, its structure
has not been significantly changed. However, in
comparison with the first half of 2016, export of
hazelnut has been significantly reduced (by 40 m
USD) and amounted to 29.9 million US dollars. As
a result, the share of this commodity group in to-
tal export shrank from 7.4% to 2.4%. Due to the
destruction of the major part of harvest by fungal
infections and pests this year, further reduction of
the hazelnut exports should be expected in the
second half of the year.

Chart 7. External Merchandise Trade by Country (thousand USD), Q1-Q2 2017*
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Chart 8. Major Export Commodity Groups I
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By the first half of 2017, exports of copper ores and
concentrates amounted to 216 m US dollars. Its ma-
jor part is exported to China (47%), while 52% of it
is exported to three EU countries — Bulgaria (31%),
Romania (11%) and Spain (10%). The export of
ferroalloys exceeds 153 m US dollars and its main
export market is Russia (46%) and the USA (29%).
Russia is also the main export market of wine (57%).
However, wine export in China is characterized by a
positive trend. Compared to the first half of the pre-
vious year, wine export to China increased by 1 500
tons and the price of exported wine amounted to
10 m US dollars (compared to 4.8 m US dollars). As a
result, China’s share in total wine exports increased
by 3 percentage points and amounted to 14.2 %.

According to data of the first six months, motor cars
(85 m USD) and medicaments (67 m USD) are also
among five largest export commodity groups, the
largest share of which is re-export®. Although only
7% of cars were exported to Azerbaijan, the value of

export in Azerbaijan amounted to 19.3 m USD. Al-
most half of the cars were exported to Armenia, but
exports amounted to only 17.2 m USD. Large num-
bers of the cars were exported to Russia (22%) and
Ukraine (14%) as well.

Largest amounts of medicaments are imported
from Ukraine (15%), India (8%), Russia (7%), and
Turkey (6%). While the biggest export markets are
Uzbekistan (40%), Azerbaijan (16%), and Russia
(8%).

In the first half of 2017, import of goods increased
by 8.9% compared with the previous year. Three
of the largest import commodities are petroleum
and petroleum oils, petroleum gases and motor
cars. During this period, import of petroleum
and petroleum oils exceeded 285 million USD.
Romania is the largest supplier, but as shown in
the chart 9, Turkmenistan and other countries
are also importing significant volume. As for the
petroleum gases, its import exceeded 182 million
US dollars in the first half of the year. 91.6% of gas
were imported from Azerbaijan, up to 8.4% - from
Russia and the share of total imports from other
countries is up to 1%.

Chart 9. Import of Petroleum and Petroleum
Oils, Q1-Q2 2017*
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Source: GeoStat

2 About 93% of export of motor cars and 70% of export of medicaments were classified as re-exports.
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2.8 MTOURISTS VISITED GEORGIA

DURING FIRST THREE QUARTERS i
OF 2017 Tourists (Thousand persons)

Chart 11. Dynamics of Incoming International
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Chart 10. International Visitors by Country,
Q1-Q3 2017* * Preliminary Data

Source: Georgian National Tourism Administration
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In total 751 million USD foreign direct investment
was made in Georgia In the first two quarters of
2017. In the first quarter the annual growth of in-
vestments amounted to 3.7%, while the second
quarter data was declined by 14.3% compared to
the same indicator of the previous year. As a result,
in the first half of 2017, foreign direct investment
decreased by 5.5% compared to the previous year.
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* Preliminary Data

Source: Georgian National Tourism Administration
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Chart 12. FDI during Q1-Q2 of last five years I
(m. USD)
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Azerbaijan still has a leading position among the in-
vestor countries. It is followed by Turkey, the United
Kingdom and the Netherlands. 30% of total foreign
direct investment in Georgia in the first half of the
year has been made from Azerbaijan and amounted
to 224 million US dollars. 94% of it was invested in
the transport and communications sectors. Howev-
er, it is noteworthy that compared to the first half
of 2016, investments made from Azerbaijan has de-
creased by 20% (by 57 m USD).

Turkey ranks second by 120.8 million USD invest-
ments and amounts to 16% of total FDI. Compared
to the previous year, investments have increased
by 136% (by 69.5 m USD) from Turkey. During this
period, about 70% of investments from Turkey were
made in construction sector, while 23.5% - in trans-
port and communication sector. Investments made
from the UK equals to 15% of total foreign direct
investments and are mainly concentrated in the
financial sector (89%). While investments from the
Netherlands equal to 8.5% of the total foreign direct
investment and are relatively diversified - manufac-
turing (38%), mining (22%) and energy (11%).

Chart 13. FDI by major investor countries,
Q1-Q2 (m. USD)
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In the first half of the current year, foreign direct
investments were mainly made in the transport
and communications sector (36.2%). However, in-
vestments in this sector have decreased by 30.2%
compared with the previous year. Investments in
the energy sector are also significantly reduced
(by 49.2 m USD). Overall, in the first half of the
year, investments are decreased in six out of the
ten largest sectors compared to the previous year.
The growth was observed only in four sectors.
Among them are the construction and real estate
sectors, as in these two sectors investment has
been increased by almost 160 million US dollars
in comparison with the previous year. As a result,
16.7% of total FDI were made in the construction,
and 12.7% - in the real estate sectors.
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Chart 14. Distribution of FDI among Economic I Chart 15. Share of Countries in Infolw I
AT R, of Money Transfers, Q1-Q3 2017
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THE DRAFT LAW OF 2018 STATE BUDGET IS
UNDER DISCUSSION

The Government of Georgia submitted to the Par-
liament the preliminary version of the draft law on
2018 state budget of Georgia. The budget project is
planned in accordance to base scenario of 4.5% real
GDP growth.

Receipts in the 2017 state budget project amount to
12 298.0 million GEL. While the budget allocations
amountto 12 364.6 million GEL.The budgetincomes
equal to 10 120.0 million GEL, which is increased by
630.5 million GEL (by 6.6%) compared to 2017. This
growth was conditioned by the increase of the tax
revenues. According to the 2018 state budget, tax

revenues will amount to 9 470.0 million GEL, which
exceeds the 2017 budget plan by 650 million GEL. It
is also planned to attract 2 038.0 million GEL worth
of funds through increasing the liabilities.

Compared to the 2017 state budget, the costs in the
2018 state budget project has increased by 383.3
million GEL and is equal to 9 504.5 million GEL. 36%
of costs is considered for social security, while 15%
is for the remuneration of labor.

The 2018 budget deficit will be 1.6% of the GDP.
However, with the consideration of transactions
made by financial assets, the deficit will be 3.3% of
GDP3,

3 In the first case budget deficit calculations are based on IMF's GFSM 2001 (Governments Finance statistics manual). However, according to existing pro-
gram with IMF calculations must be based on GFSM 1986. Source: gs68s68gd0mn daotamon ,bagdomggmmb 2018 Beaal Labgm8bogm dogyxg@ob dgbabgd®

Logomggmmb 3obmbal 3Gmgd@ dy.

BIBLIOGRAPHY

Asian Development Bank. Asian Development Outlook 2017 Update: Sustaining Development Through Public-Private Part-

nership. September 2017
Draft Law of Georgia “On the 2018 State Budget of Georgia”.

Government of Georgia. Basic Data and Directions Document For 2018-2021 (revised draft).
International Monetary Fund. World Economic Outlook: Sustainable Growth — Short-Term Recovery, Long-Term Challenges.

October, 2017

National Bank of Georgia. Monetary Policy Report. August 2017

National Statistics Office of Georgia. External Merchandise Trade in Georgia (Preliminary). January-June 2017
National Statistics Office of Georgia. Gross Domestic Product of Georgia (Preliminary Results). Il Quarter 2017
National Statistics Office of Georgia. Inflation Rate in Georgia. September 2017

National Statistics Office of Georgia. Rapid Estimates of Economic Growth. June 2017

State Audit office of Georgia. Report “On the draft law of the 2018 State Budget of Georgia” October 2017

World Bank Group. Global Economic Prospects. June 2017

The above publication has an informative character and does not serve consultation purpose.

Business Association of Georgia is not responsible for accuracy of data of the sources used in the publication

Economist: Natia Bantsuri

Business Assocation of Georgia
2 G. Leonidze Street, | Telephone: 995 32 2202215 | email: info@bag.ge

www.facebook.com/BusinessAssociationofGeorgia

www.bag.ge




