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This report was published on 23/03/2020. Given the fluidity of the situation, Cushman & Wakefield
Georgia willprovide updates as pertinent informationbecomes available.

The COVID-19 situation is evolving quickly. Over the last several weeks, governments, communities,
employers, and citizens all over the world have taken extraordinary actions to contain the novel
coronavirus. Our thoughts go first to the victims, their families, and the health-care workers battling the
outbreak.

Given the uncertainty of the situation, projections of the impact of COVID-19 on the economy as well as
the real estate markets can only be preliminary. In this report, we review the reported impact of the
outbreak and present a few observations as to how the situation in the real estate markets may develop
throughout 2020.
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While there is certainly cause for concern, the
world governments and the medical professionals
have been working tirelessly to curb the progress
of both the virus and its economic impact.
COVID-19’s economic ramifications have already
become apparent in China, which accounts for
nearly 17% of the global economy and trails only
Russia and Turkey in terms of the volume of
import/exports to Georgia. The country’s
response to COVID-19 was swift and relentless
and included closure of educational institutions,
offices and manufacturing plants. China s
gradually emerging from the crisis, however the
two-month suspension period has caused retail
sales to dip 20.5%, industrial output reduction by
13.5% and a drop in fixed asset investment of
almost 25% (National Bureau of Statistics).

Similar developments are seen across the
borders. Many European countries and the United
States have closed down restaurants, cafes, bars
and other spots of public assembly, restricting
social gatherings to less than 10 people. Stocks
have tumbled and the Federal Bank (USA) has
cut the interest rate to zero - a measure last
taken in response to the Great Recession.
Coordinated measures are implemented by
central banks of Europe, England, Japan and
Canada in an effort to pump liquidity into the
market.

Amidst the global crisis, Georgia is going through
a similar rough patch.

THE LOCAL PERSPECTIVE

The first case of coronavirus registered in Thilisi
on February 27th and was linked to travelers from
Iran. Since then, the number has increased to 54
with a total of 3,320 individuals presently under
quarantine (23/03/20). Five individuals have
recovered and are under monitoring.

The National Statistics Office of Georgia presently
reports GDP real growth rate at 5.1%,
unemployment rate at 11.6% and inflation at 6.4%.
The unfortunate reality is that with fears of the
crisis of confidence and the actual reduction in
trade, commerce and tourism, as well as
devaluation of the national currency all of these
are to change for the worst within long to
medium term.
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Tourism and Hospitality

GNTA reports that after a 19.8% y/o/y growth in
the number of international visitor trips in
January, the growth rate dropped to -0.6% in
February. Some hotels have suspended
operations temporarily, or shut down their F&B
facilities to discourage public get-together.
Branded facilities, which tend to be more resilient
to both seasonality and economic downturns are
reporting the same volume of booking
cancellations and/or postponements as non-
brand ones. One such facility reported
cancellation of 3,000 room nights over the next
three-month period. Typical occupancy rate
between February and March - a shoulder season
for Tbilisi hospitality market - stands at 40-45%
for non-brand facilities and 55-60% for the brand
one; these are reportedly down to 5% and 8%
respectively.
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Scheduled hotel openings to be postponed until
at least 2021 and some closures to be permanent
with the net room supply dropping 10-15%. The
citywide average annual occupancy rate will likely
fall below its long-term average of 60%. Due to
the border closure, we expect the 2020 average
annual citywide occupancy to stand anywhere
between 30-35%.
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In the longer-term however, this sector should
expect a boost in performance; pent-up demand
from source markets is projected to cause a surge
in inflow of tourists. More information will be
forthcoming as public databases are updated to
reflect the impact of COVID-19 on this market.

Commercial Real Estate

Commercial real estate has
experienced shortage of demand as
well. Just before the Prime Minister
made a statement announcing
closure of all non-essential retail
establishments on the 19% of March,
Retail Group Georgia, ICR and Gtex
announced closure of their stores.

This market gap of
e-commerce
well be filled in the ©d
medium term given
that in the context
of the pandemic
online shopping has
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least up until April 1st. Reportedly,
sales plunged 25% since the beginning of March.

One of the defining characteristics of Tbilisi retail
market - and especially its apparel, footwear and
accessories segment - is its lack of reliance on e-
commence. This has a number of underlying
reasons. Rigid return policies often mean that the
customer may run a greater risk purchasing
online than if they were to purchase an inspected
item in-store. Additionally, the factor of
convenience is low - Tbilisi is small enough to
negate the convenience advantage of buying
online.

This market gap of e-commerce may well be filled
in the medium term given that in the context of
the pandemic online shopping has a distinct
upper hand over the traditional brick-and-mortal
option. Yet closure of more stores is to be
expected, which will, in turn, put a downward
pressure on rent rates both in high streets and
shopping centers as vacancy increases.

While the effects have been almost immediate for
retailers, the office real estate will likely have a
longer reaction period. As tenants are moving to
working remotely, office buildings will have to
deal with reduced turnover, adopt rent-relief
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programs and prepare for reduced market
demand, given that the number of new entrant
businesses is expected to drop within the short
term. We also expect the scheduled openings of
new business centers to be delayed until 2021.

Residential Real Estate

In a shrinking economy housing market typically
suffers as the demand is redirected towards
short-term needs and necessities rather than
long-term investments. Expectations - which are
rather low at the moment - will tend to reflect on
transactional dynamics as well. Yet the primary

and underlying cause for concern is heavy
reliance of Georgian residential market on
remittances. With economic crisis gripping

nations where remittances typically originate
from - Italy being the prime example - a major
reduction in the inflow of these funds is to be
expected. With the loss of tourism revenue,
reduction in circulation of foreign currencies,
drop in oil prices and devaluation of the
currencies of our neighboring countries, GEL is
also being destabilized. Measures have been
taken by the National Bank of Georgia and the
government to hinder the process of devaluation;
nonetheless, the negatively pressure on
residential demand may soon become apparent.

In the coming month or two we expect the
subdued demand to become apparent in
transactional and mortgage data, which will
gradually put a downward pressure on residential
prices. The ability of this sector to rebound
quickly has the most recent precedent in 2019
when the new regulatory framework caused a
slowdown in sales in Ql, until improving
expectations provided a much-needed boost in
April. It remains to be seen how the timeline of
the race against COVID-19 will affect the lifeline
of the residential market.

COUNTERACTIVE MEASURES

The effects of the COVID-19 on the Georgian
economy have yet to be quantified but rapid and
effective  implementation of counteractive
measures from the government as well as relief,
goodwill and preventative measures taken by the
private sector have ameliorated the
circumstances for the foreseeable future.
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The country is under the state of emergency as
borders remain closed and all travel has ceased.
All retailers except for food stores, pharmacies,
gas stations, banks and post offices will also have
to shut down, to curb spread of the virus. As per
the recommendations of the WHO and Georgian
Ministry of Health, majority of the units in both
public and private sectors have shifted to
teleworking. Restaurants and cafes have closed
down in an effort to keep public exposure at a
minimum; some of them are now offering only
grab-and-go and/or delivery services. For their
part, delivery service providers such as Wolt and
Glovo have implemented contactless delivery.
Business Press News reports that demand on
these has increased by 20-28% over the last two
weeks. Further, transportation platform and
operator Bolt has restricted the use of cash as a
form of payment to reduce direct contact
between the driver and the passengers. Over in
the manufacturing sector, factories that produce
clothes for international sports companies are
now producing half a million surgical masks to be
used by medical professionals.

Special funds are being set up by private sector
players to provide for those affected most
severely by coronavirus. Contributions range
between lump sum transfers and shares from the
revenue accumulated between now and April.
Some of the largest real estate developers have
stepped up among many others. Hospital and
clinics chain Evex has offered premises for the
care of COVID-19 patients. Vivamed has similarly
announced their readiness to provide beds and
respiratory machines for those in need. A number
of hotels and resorts within and outside Thbilisi
have opened their doors to the quarantined.

NBG has already sold $60 million at the Foreign
Exchange Auction to counteract devaluation of
GEL. As part of its economic rehabilitation
package, the government is planning to subsidize
financing costs of hoteliers who have
construction or refurbishment loans for the
following six months. There is talk of suspending
income and property taxes as well. Thilisi City Hall
has also announced on March 19th that for three
months up to 600 small and medium sized
businesses that lease land or spaces from
municipal government will get a three-months
relief from paying rent. In response to devaluation
of GEL Ministry of Environmental Protection
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CORONAVIRUS:

Impact-on Real Estate Market

and Agriculture of Georgia has committed to
keeping the prices of 9 essential products
unchanged for the indefinite future. These
products are: rice, buckwheat, pasta, olive oil,
flour, wheat, milk powder, sugar and beans.

A number of commercial banks including TBC
Bank, Bank of Georgia and Liberty Bank have
instituted a three-month grace period on personal
and commercial loans with a special focus on
small and medium sized businesses that rely on
tourism and/or social gatherings to generate
revenue. Additionally, EBRD and IMF have
prepared €1 billion and $50 billion packages
respectively to aid emerging economies weather
the crisis. Of the $50 billion, IMF has $10 billion
available “at zero interest for the poorest
members through the Rapid Credit Facility” (IMF).
These measures will soften the impact of
coronavirus within the foreseeable future.
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There are still many uncertainties surrounding
coronavirus and its effects. The greatest concern
is the longevity of its survival and the overall
resilience and adaptability of the global economy.
The vaccine is being tested on human subjects
and insurmountable efforts of medical
professionals and scientists are directed towards
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medical professionals  from
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journey to Italy to quell the rising health crisis. 39303, 3993960L  LsdgoEobm  3gMLmbsero  Logmoms®o
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International Visitor Trips - 2020 Projection
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Given the assumption that COVID-19 will be

contained globally within a three-month period, we 08 0©Hom, H® BB oM dsldEHsdom COVID-19
project the following end-year benchmarks for the 8m8©936e Lo MZ0L sbdoeDy 3MBEGHOMOMmGOSWO
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. 46/ot y/(;iy reduction in international 9B0@BEX0 2936530 JMBIBOL bIEHMGBO.
visitor trips;
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+ Average city-wide )
occupancy rate of 30-35% in 46%-0350 8900608
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monitor developments surrounding

COVID-19 and its effects on t_he real Cushman & Wakefield Georgia gobsg@dmdls COVID-19-0b 356@gdools
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The information contained within this report is gathered from multiple sources believed to
be reliable. The information may contain errors or omissions and is presented without any
warranty or representations as to its accuracy.

Tekla lashagashvili, Head | Development Advisory

Mobile: +995 598 72 37 73
tekla.iashagashvili@cushwake.ge

For more information please contact:

Gvantsa Potskhveria, PR and Marketing Manager
Mobile: +995 599 0144 44
gvantsa.potskhveria@cushwake.ge
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Veritas Brown Caucasus LLC is a third-party non-owned affiliate of Cushman
& Wakefield (C&W), licenced by C&W to use the Cushman & Wakefield brand
and trademarks. Accordingly, this engagement is with Veritas Brown and not
with any member of the Cushman & Wakefield group of companies. Whilst
Veritas Brown carries out real estate services in accordance with C&W's best
practice guidelines, Veritas Brown's work in carrying out this engagement will
be undertaken independently of C&W and accordingly, C&W accepts no
responsibility for the services provided by Veritas Brown, which are not
underwritten or guaranteed by C&W




