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Effects of COVID-19 have been devastating COVID-19 8608365e0mmM356 B0obl 5ygbgodls
for a whole spectrum of businesses. It has 00BbgLnL dongem L3gdGMUL.

now been 24 days since the announcement bogoMmmzyammdn bogsabagdm dgmdsmgmdnls
of the State of Emergency in Georgia, the 390MEb1006 0001980l 1339 24 MY

end of lockdown however is not yet in sight.
According to health professionals, we are
only just entering the critical phase of
contagion and the government is bracing to
effectively manage the rising number of
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Containment measures - countrywide LobgmaHormL LMo dosgnolibdgzs 30M7mLOL
lockdowns, ban on gatherings larger than 8003ms3700037605 Bndsmoyma.

three people, social distancing guidelines,

etc. - have been particularly devastating for 3mfmbazfyliols 8384933098 3mano@0ged -

service sectors. One of the first to feel the Logom@YOYmM 3oMsdG0bo, Lodby 93&0
detrimental effects of COVID-19 was retail. 039060l 09337YM0ls 53Mdogn3y,

Liquidity issues, current and future supply LmEosaymo EobBGsbntgos s LB3s

chain disruptions, inability to pay rent and 93bmy e300 - 860d369mM3560 sMGYds
salaries and the subsequent possibility of 900ygbo dmaLsbyMadnl nbyLbGmMasl,

rising unemployment in the sector are some 3oblognomadnm Lvzsgmm Lgd@mMU. dabbyLlnb
of the problems looming over the sector. M0330©YMmMonL Lyznmbo, 3hmondsnom
Meanwhile, lack of clear communication with AmBoMagndnls 808nbomy s LedmBszem
landlords and the absence of decisive relief J9x39Mbydgd0, gosbobsgdnls s
measures from the government have further bymMBslgdal de@agbgmmds, H81393MMdNL
exacerbated the pervasive sense of Le@MMbY s 830%eMI0MSB 3MmB76035300L
insecurity among the retailers. Lofmorgeng - 9 b SHMdE8gd0s, MsBIs
Cushman & Wakefield Georgia interviewed 9m303M7908s h3360106 nlongdoMaL. sby33, oo
representatives of major retail groups omb0dbgls, mmB 8oozmmonls BbMnsb
operating in Georgia as well as oMYoYmo dmEgdymmoonl dgbedlyoydaomsc
representatives of the largest shopping X0} aMMO00 sMsbsofmn mmbolidngds oM
centers in Thbilisi to gauge their perspectives 8o@oMydMo.

on the ongoing crisis. Using purposive
sampling, we selected eight primary retailers
and five shopping centers from the sampling
frame and conducted interviews using a
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semi-structured approach. The surveyed 05boMmbY Bmdogen yzgmebg ub3namo

group of retailers together represent 55 bogogthm mongd@&gonl HomdmBsaabangdo
brands on the Georgian market with a 899M33006701. 3o8M300b30 AoGoMmEs BoMmEnls
cumulative presence of 224 stores dmEnm 330Msl s Bmbshnanggdnls Lymznamoals
countrywide. All participants chose to 056563500, 8500 3060MdS SBMBTMN..
remain anonymous. The main findings are dm a3 obaemMnddo Ggxsdxdnmns 33tmo30L
summarized in this report. dofmomosn 80gb70d700.



Trouble for the retail
sector began when the
first case of COVID-19
was identified in
Georgia on February
26, First week of
March saw sales
figures drop by 35%,
followed by a drastic
80% plunge in the
week leading up to the
announcement of the
State of Emergency.

Swift and sharp reduction in
revenue forced many retailers to
close their stores days before
the State of Emergency
mandated closure of all retail
units. Retailers with an online
presence started aggressively
advertising their e-commerce
platforms and offering discounts
in a bid to recapture market
demand. However, further
tightening of the quarantine
protocols have recently put an
end to online sales of non-
essential items as well.
Subsequently, the retail market
is in full stall.

.

Relief measures directed towards
easing the liquidity problem in
retail sector have been visibly
lacking. Due to the quick
depletion of the working capital,
40% of the retailers interviewed
have not been able to pay March
salaries. In this climate, much of
the discontent is directed
towards shopping mall operators
and their reportedly rigid
response to the crisis, however,
as in many other cases, there are
two sides to this story.

TWO SIDES OF THE RETAIL
CRISIS

Much of the discontent of the
retailers stems from what some
have phrased as “a lack of clear
understanding” between them
and the shopping center
operators. On high streets, 40%
of retailers have been given full or
partial financial relief. Meanwhile,
none of the shopping centers
covered in this study have yet
formulated a plan for handling
the situation. While frustrating,
the present circumstances should
not come as unexpected.

Both tenants and landlords are
currently operating under force
majeure, which under most
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circumstances means
temporary release from the
obligation to pay rent. Presently,
only those shopping centers
that have a pharmacy, a
supermarket or a bank remain
partially open while a cutback in
retailer revenues has rippled
over to those of shopping
centers as well. Shopping center
operators stress that they have
financial obligations to fulfill as
well - first and foremost to their
staff - and while tenant
retention is of paramount
importance, it is also crucial to
figure out a way to do this
without compromising the
viability of their business. Apart
from salaries, there are also
operational costs that need to
be paid - the cost that high
street landlords do not have to
incur. Times have not been easy
on shopping center operators
either.

At this point, none of the
shopping centers interviewed
have reviewed the agreed rent,
but depending on the longevity
of the crisis, this will most likely
change. Both landlords and
tenants are going through a
rough patch and it is unclear
that either - as a group - has
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greater bargaining power. In the end,
it is likely that individual players with
individual bargaining powers will
prevail on both sides in ensuing
negotiations after the crisis. However,
this may also mean exit of the
weaker players - both on the
retailers’ and the operators’ sides -
from the field

2020 PROSPECTS

In terms of predicting the recovery of
retail, timing is everything. Typically,
a one-month store closure is
tantamount to having a negative
bottom line for six months so the fact
that spring shopping season has
effectively been cancelled does not
bode well for either retailers or
shopping center operators. An
optimistic outlook suggests that the
lockdown should lift sometime in
June, a moderate one - in
September, while a pessimistic
outlook would predict the end of
lockdown at the end of the year.
Nevertheless, even in the short term,
the sector is facing a serious liquidity
and unemployment problem.

Should lockdowns lift in June, retail
units would still have been closed for
three months, generating no revenue
with which to meet financial
commitments. Given the uncertainty
voiced during the interviews with
regard to paying April salaries, it
would not be too rash to suggest
that by June, smaller and medium
sized retailers that lack strong
financial backbone will have released
staff in an unpaid leave. Under
moderate and pessimistic scenarios,
we expect mass layoffs all across the
sector.

Risk of permanent closure is high
especially for smaller
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retailers and older, smaller
shopping centers with low
inherent bargaining power.
Consequently, by the end of the
year vacancy rates will spike
while a number of small,
peripheral shopping centers will
close their doors.

When the lockdown does lift, we
expect a sudden surge in
shopper demand, but, again, the
actual volume of demand is
highly contingent upon the
timing of the virus containment.
In the short-term, people are
primarily accumulating income
that they have very limited ways
of spending. Should the
lockdown not lift until September
or December, unemployment
rate will have spiked enough to
put a dent in people’s financial
reserves and reduce the levels of
disposable income. Hence, under
moderate and pessimistic
scenarios shopper demand will
not be as pronounced. The
retailers will need to be ready
however for rising demand after
the lockdown lifts, and this
underscores the looming supply
chain and inventory problem -
one that not only retailers in
Georgia, but those worldwide will
have to face.

AMELIORATING MEASURES

In the short term, the main relief
measure that all retailers and
shopping center operators
expect from the government is
customs, income and value
added tax relief, which among
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other things would help with
employee retention. To
cushion the blow to some
extent, 40% of those retailers
which do not currently have
online platforms are planning
to launch e-commerce during
the following month or two. At
the present this may not seem
an effective counter-measure
however it is our prediction
that as situation looks up,
containment measures will lift
gradually. Online shopping will
become available well before
retail units reopen; the latter
will likely be one of the last
restrictions to be lifted.
Retailers should be ready for
when both of these events
happen.

In terms of supply chain
reestablishment and renewing
inventory, retailers will have to
negotiate with respective
brands; subsidies and loans will
likely be needed to finance the
restoration of the sector. We
expect that if moderate or
pessimistic scenarios realize,
rent rates will have to be
renegotiated. Vacancy rates in
both high streets and shopping
centers will spike nonetheless.
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