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The financial impact of COVID-19, and more
specifically that of countrywide travel
restrictions, pessimistic expectations and the
TBI LISI bearish tendencies is starting to reflect on
the residential real estate market. To gauge

RESI DENTI AL outlook on the present and future of the

sector, we surveyed a group of Georgian

developers who together hold more than
MAR KET 50% of the market share. In this publication

we review the findings of our survey as well

as transactional dynamics of the first
quarter of 2020.
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THE STUDY

The study was conducted in two stages: the first survey round was
conducted in the last week of March, when the State of Emergency
had just been announced and the State borders had been closed,
however no transport restrictions were yet in place. The second
round was conducted in the last week of April - a very different
time for the developers, considering the city-wide lockdowns, travel
restrictions and a starkly reduced demand on residential real estate.
Response rate for the two rounds stands at 58% and 60%
respectively.

Participants were sampled purposively and chose to remain
anonymous. To supplement our survey findings, we also analyzed
transactional data for January-March 2020 and compared annual
and monthly growth trends to those of the years past.

In the following pages, we discuss our finding as we try to chart the
2020 trajectory of the Tbilisi residential market and document the
differences that the past month has made.

EVIDENCE FROM DEVELOPERS

Early Response Measures and Primary
Challenges

As the State of Emergency was announced and the initial set of
regulations set in, the surveyed developers on the Georgian
market started responding similarly to other market players.
Abiding by the recommmendations of the World Health
Organization and the Ministry of Health, the offices shifted to
working remotely; 43% of the developers reported that they had
shifted focus onto enhancing online sales strategy; 29% had
started drafting various crisis measures, while 14% had started
thinking of structural optimization of the company as a whole and
another 14% had started working on financial optimization in view
of the apparent and expected drop in demand. Yet, work
continued on all construction sites but one. This latter had run
into problems due to supply chain disruptions on imported
construction materials.
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Primary Challenges/ domoosn godm§333300

Staying on Schedule /35003000 (335, 100%

By April, more developers had run into obstacles, from supply
chain disruptions to the lack of required workforce. A large
number of construction workers commute to Tbilisi - a fact that
became problematic once the city was locked down in the week
leading up to Easter. Surveyed developers placed reduction in
total workforce in the range of 30-50% while 78% of all
responders reported that they had had issues either with
obtaining construction materials, or due to low workforce.

Teleworking was also cited as less than ideal means of
communication at the time of an impending crisis.

In view of all this and underscored by bureaucratic and legal
barriers, delivering projects on schedule was cited as the primary
challenge. In April, 1% of all ongoing projects had been halted
while 67% of them had been partially delayed. With regard to the
pipeline, by April, 67% of the developers had postponed projects
by at least 3 months and at most by a full year. All of the
pipelined projects reported as ongoing are currently at the
conceptual planning stage.
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In view of all this and underscored by bureaucratic and legal
barriers, delivering projects on schedule was cited as the
primary challenge. In April, 1% of all ongoing projects had
been halted while 67% of them had been partially delayed.
With regard to the pipeline, by April, 67% of the developers
had postponed projects by at least 3 months and at most by a
full year. All of the pipelined projects reported as ongoing are
currently at the conceptual planning stage.

Unsurprisingly, expected drop in revenue was named as
another, equally salient difficulty. It should be noted however,
that project portfolios and sales schedules of the surveyed
developers vary quite a bit; consequently, financial difficulties
were felt more acutely by some developers and not by others.
The latter includes a group that had finalized pre-sales on their
current projects just before the COVID-crisis began and had
expected and prepared for the slowdown in sales.

Apart from a reduction in sales, a couple of developers
pointed out that they had lost revenue due to devaluation of
the national currency. Additionally, debtors had applied for
grace periods on their monthly payments. By the second
survey round, developers had started reporting that while
online sales teams had been in touch with potential customers,
the latter were reluctant to make a purchase of the property
they had not inspected.

Projections as to the financial losses vary. A number of
developers projected no sales up until the end of the year;
some reported that sales numbers had dropped significantly,
but that few transactions had taken place in April and that the
goal was to keep the momentum going. Yet another group
voiced concerns with regard to the market-wide prices,
projecting a 20-40% drop.

Considering all the challenges that the developers face and
expect to encounter, the general attitude is still far from
desperate; many developers currently operating on the
Georgian market have overcome either 2009 or 2015
residential crises (or both), so they feel up to the task of
dealing with COVID-crisis as well. This is not to say however
that any of them expect the crisis to blow over without
leaving a mark.
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Staff, Sales and Prices

Residential real estate sector stands on a surer financial footing
that many others affected by the COVID-crisis. Moreover, all the
companies surveyed agree on the importance of human capital
for their continual success. In April, 78% of the surveyed
companies had retained all staff and 22% had given portion of
their employees a paid leave. Layoffs have not yet been either
necessitated or discussed however, optimization of staff and
review of labor agreements may become inevitable, if the crisis
persists.

Projections with regard to sales volume were more optimistic in
March; by April the surveyed developers made the following
Prognosis:

. Sales number falling 60-70% within H1 2020;

. A 30-50% drop in annual sales in the premium segment;

. A 70-90% drop in annual sales in the economy-midscale
segment;

With regard to prices, a market-wide reduction is expected;
prognoses range between 15-20%. Indeed, April was marked with
a significant number of discounted offers and special deals on
residential units from small and large developers alike. However,
majority of the surveyed companies are not planning to reduce
prices. During the first round of surveys, 14% of the responders
were planning to reduce rates, 29% were undecided, and the
majority - 57% - were not planning to change prices at all. During
the second round, one third were planning or had already
reduced prices, while the rest were not planning and had not yet
done so.

The decision of these latter is backed up by the relevant literature.
At the time of an economic crisis such as the one looming ahead,
price elasticity of demand on residential real estate is low i.e.
lower prices do not exert an inverse positive effect on demand.
By lowering prices, developers risk losing their price niche as well
as their product quality assertion, in exchange for an insignificant
increase in demand. Additionally, as some developers noted, there
are loans to be served and there is only so much leeway in price
reduction politics.
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Recovery Plan and State Support Required

Majority of the surveyed developers have started working on
recovery measures. There have been meetings with financial
institutions and state bodies responsible for mortgages,
regulations and permits. The companies are working on creating
and optimizing reserves, restructuring portfolios and rethinking
the ways of presenting, marketing and selling products. Several
scenarios have been assessed and responses prepared, however
the uncertainty regarding the longevity of the COVID-crisis is a
threat that cannot yet be surmounted.

While this uncertainty persists, the developers have identified
certain areas in which the state support is needed. First and
foremost is the easing of the mortgage regulation to incentivize
demand. Along the same line, few developers noted that the
government should work on effectively controlling the outbreak,
counteracting devaluation of GEL and pouring stimuli into the
economy so as to avoid a recession. This, so as to ensure that the
population retains the buying power to drive post-crisis demand.
Reinstating flow of foreigners was mentioned as yet another
measure to help reenergize sales to other nationals.

Tax relief and loan subsidies were two of the financial measure
supported by developers as a means to keep afloat during the
crisis. Certain displeasure was expressed as to the transparency
of the government’s recovery plan so yet another demand
concerned clearer communication regarding the planned
economic or regulatory countermeasures. Last but not the least,
22% of the developers noted that bureaucracy - one of the main
barriers to scheduled launches - needs to be reduced so as to
support projects’ timely delivery.
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3905M 30379010 03momy3nMo Lybbgdo

Tax Relief
3o0sbobogdnl 378L10NJgds

Clear Communication Regarding Counter-measures
390330M350m7 3m8Y603530s 36G03MabBolyma ggadgdols dgbobgd

Subsidizing Loans
UbyoLonmyods

Reducing Bureaucracy of Relevant Processes
00nmmzmo@onmo 3hmEaLydal godsm@n330s

Counteracting Devaluation of GEL

9Mhm369mo 35myB0b LBsdomMoBsE0s
Reinstating Flow of Foreigners
Ebmamad0l 3060E00L smEal6s

Economic Stimuli 1%
93mbmaogyMo bBodymo
Effectively Controlling the Outbreak 1%

30M160L 3o3MEIMId0L gB3IGIM 3MbGMmMmO

89%

56%
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EVIDENCE FROM TRANSACTIONS

Transactional data corroborates the developer’'s expectations for
reduced demand.

Thbilisi residential market has a long-standing upwards trajectory.
There have been snags over the years that have caused demand
on residential units to slump, but recovery has always been quite
speedy. Over the last decade, the market experienced two
significant interruptions; the first was in 2015 when devaluation of
GEL paired with economic crisis in Greece (at the time, the largest
source market for remittances, on which residential market
heavily relies) caused the number of residential transactions to
drop 6%; the second happened just last year, when tightening of
the mortgage regulations caused the number of transactions in
the first quarter to slump 29.9% y/o/y. In each case, the market
recovered - by 2016, transactions were up 30%; similarly, in 2019,
a 13% m/o/m uptick in demand registered as soon as the April
2019.

The COVID-crisis is the third such disruption in the last decade.
Between February and March 2020, the number of transactions
fell 16.81%. The drop is significant compared to March 2019 as well
(7.7%) - a period, which already had significantly low results due
to the regulatory crisis.

Demand was consistent all throughout February, registering a
month-on-month and year-on-year growth of 23.92% and 9.53%
respectively. There was a brief spike in the number of transactions
in the first week of March, followed by a steady drop from 11/03
onwards; the announcement of the State of Emergency on March
215t seemingly further exacerbated the speed at which demand
fell.

060690360330b 3ME56IId0

396bmM30gmMIdYmM0 GMobBoJ30J00 sLEBYMIOL ©I3gmMm3gMgdals
dmmmenbl 83830M701m dMmobm3bsl;sb s3s380Mydonom.

0domobol MyBoIbGnm 05BsMBY babgMmdamnzn smBazsmo GMmagd@mmos
BogboMmEIos. Hengdool 3sb6domBy Lyd@mMmaBs sMegmo EsMEyYadsl gsndmm.
960005 5006036mL, MM MyBoIbENMm Jmbgdsby dmombm3bols 30Mmbsl
3b3L0s0oL 78eamadn LMoo BMm..

3oLy sofamgnamdo smbodbym Lgd@mmL mM Fg@Esce 3MaBobym 3gMomEmsb
093000900 dmybos. 30M3gam0 oym 2015 famb, Mmegabsg aMm36nmo 30emyBol
89B3LM05L 0156 sghmom g3mbmaBasnMo 3Mabobo LodgmMdbgmdo (nd
39Momedn dsBoMmo oEHomow sdm3nIdYMO nym Bnmse gbse3bnmgdby)
5 MIB0IbEYMo BMIbBaJ30g00L Mamegbmds 6%-00 3gd3nMs; s3]
3Mmobolymo oym 2019 famo. 30M33em 335MEsmB0 Lodsbim Maanmsgngxdals
39035(3M7058 3oyYyn3900l 29.9%-000 33Mbs 3odmnf30s. mMn3y 8x8mbizg3sdn,
03BM0 LHMIBIE dMEEY, 2016 Hamb BGMIbBI30700 30%-00 gonbams. dobs
9bgo3ba, 2019 Hemab 83Momdn, m30L ghomdn, Bmobmzbol 13%-0560 B
sx30jLoM..

2020 Hanob 3moBobo 98 sofengnmdo Mogoom 8gLedg g8mb3ag3zss. MmydgM3sm-
om0, BMabBoJ30900L Mamabmds 16.81-%-00 33830M©s. smbndbnmo
33@0mJ0s 860836gmm3bs 3y 2019 Hamal dsMmEol 3mobobiol
9mba3gd90L, MmeEgLsg EMbBoJ309d0L 39Mbs 7.7%-b 3g9037600s. 58
39fhomedn MyanmsEngdnl 30353MJ053 s dodmf§3gnmas 3Mabolbds 133)
dmabnbs 6xgsB Mo gdo3mgbo.

0909M3m0bL 03380 Immnbm3bs LBsdNMYMa agMman nym, oBngdboMs
0300 ghomdn 23,92%-0860, bongnm Gomob ghomdn 9,53%-0860 BMes. oM@ ol
30039 330M5L EMbBoJ3ngd0L Momegbmdal ¥3603d365cmm do@gds
08909h6735, Mobog 11/03-008b BMsbBsgd30gd0l 8339mMo 30Mbs Bm3y3s. 21
3oL Logsabggdm dgmBamgmdol dodmEbagdsd 30I3 YBMM oshJsMs
dmobm3bol 3g8nMgdals Ggd30.

Number of Transactions: 2013-2020 / &Ms6%Bs3 30700l Momggbmos 2013-2020
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Number of Transactions: Feb-March / &Msbbog3ng00l Momggbmds: o0gdgMmasmo-8stm@n, 2020
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With regard to the sales price, as of March 2020, the effects of
reduced demand were as yet undetectable. Average price per
square meter increased both year-on-year and month-on-month
and stood at $708. We expect the price to fall, however, not all at
once, but steadily and gradually, as both developers and private
owners are reluctant to sell for lower.

2.29.20 1

State of Emergency

- |I-IIII_II
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§ 88§ QAT
NY Qoo douody Q0
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2020 Hanol dsmEolb dmbsgdgdom, d3830Madnmo dmmbmabol go3mgbs Laxzslg
3mm0@03567 XgMxaMmoom oM sbobyms. 33seMo@mo dg@&mob bsdysmm Bsbin
01300056 01338007 o famnsb fmmodg nBMmEadmes s 708 S 8g50g06s. A376
SBM0o;, BoLYONL 87830MJ0s goMEsN39mMNY, MYES sMs dyolingMac, sMedge
9&93moMn350.

Price/m?2 / g3sl0/82
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$640
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$600
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What contributed to this drop on one hand is of course the
pessimistic expectations with regard to the economy in general.
Anticipating a recession, people will save rather than spend
and/or invest. However, a major contributing factor has also
been a drop in remittances. Comparing dynamics of remittances
to that of the number of transactions in the same time period, it
is obvious, just how strongly the two are correlated. The
economies of the USA, Spain, Italy, Greece - some of the largest
markets for remittances to Georgia - have all been hit severely
by COVID-19. Naturally, the inflow of funds decreased, which
further precipitated the drop in residential demand.
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dmmnbm3bol 33030MJ05L, ghon dbMn3, J3mbmdngyMo dgmdsfgmdol
39L080bEHM0 Bmmmenbldon n§333L. MYEaLooL Ammmenbdn, bagmbl yMhg3zbos
BP0 ESBMEML, 3000M7 sbaMY ML 96 S3dSbML. MYIEs Ammbm3bol
30m300L Pdmoesfgl dobabo Bymoen gbe360mgdal Lodzonmyg Lobyamegds.
Bmocen 3Ba3b0mgdol nbsdnlznbs s 03537 3gMomeonl GMmobbagzngdol
MomEabmdol dgamgdnlsl bocn bgods, 58 mm dm3zmgbsl Immals sthbgdmo
damogmo 35380M0. Logdommzgmml Bymoon gBs3bnmgdals doMomsn
fyomgdo - 833, gb3sbgmo, nGsmos s bydgmdbgon COVID-19-0b dgIgs
06003690mm3600 obBaMam©bgb. AgLodsdnbac, d1bgdMnzns, MM BYmob
9oL0b 90menblos 93030Ms, Mobsg MIBNEgbENM dsBsMBg dmobm3bals
9903300905 dm3yss
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Remittances/ 3pmasn gbo360madn
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THE OUTLOOK

Situation on the residential market has not deteriorated as fast
or as drastically as that of other markets, however the sector is
still under the economic threat. The crises of the last decade,
such as the 2015 one, were not of the same magnitude as the
COVID-crisis is expected to be. Two factors underscore this
statement: (1) the economic crisis is enveloping the world, not
just Georgia and (2) due to the severe hit taken by the service
sectors, unemployment rate is expected to spike sharply. This
means a potentially long-term drop in both remittances and in
other cash incomes, in other words - reduction in the buying
power of the population.

The social distancing guidelines and regulations are further
hindering sales. It is natural that the buyers will be reluctant to
purchase residential units “online” without having inspected
them. In the face of an economic crisis, it is also natural that the
market will exhibit bearish tendencies, with people choosing to
save rather than spend. As noted previously, during such times,
price elasticity of demand is low. Regardless, developers have
started selling at reduced prices (at this stage, discounts are
predominantly applied to lump sum payments). Before long,
prices will drop further, however, we do not see this
incentivizing higher demand on residential units.

On the bright side, encouraged by positive healthcare
developments, the government has issued a recovery plan,
according to which, business activity will resume in a staggered
manner, in two-week increments, starting on the 27t of April. By
the beginning of July, all sectors shut down due to the pandemic
and/or the safety measures, will be reopened. Additionally, local
suppliers of the construction materials have been given
permission to resume operations and delivery from the 5" of
May.
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GoMmomos, MIBowIbEYm 0sBaMBY, L3s LyJBMMIdMSb Fgsmgdom,
30000705 Bo3MIO3© MFsGNMNS, YIEd J3MbmBosyMo LagMmmby oM sl
05300056 530mMg0PmMN. dabymo ©350L 3M0BLYON, Bogsmoma, Mmammo
oym 2015 faamb, st nym obgon ddmazmo, MmammMoi COVID-19-000 3odmf3gymo
3Mm0Bob0s. 50b03bym dmEgdymmodsl 338@ 303306 mMo Bod@mmo:
1)93mbma8ngnmds 3M0oBobds BmnE3s dogmo dbmzmom s sMms bmemeo
Lagomonzgamm 2) dmababymgdal Lyd@mmby G0ygbgdnmo demngmo sMmEGydol
3950350m0b§H0bgd00), IMbsmmebymos P8ydgzmmonl ombol 833g00M0 BMs. o3
y33maBmobl gom3zsmobfnbgdnom, mbsmmmebymons Bnmaswo gba3bomyodnl s
Lb3s WYMo dgdmbazmob babgmdmoaszn dgdEnmyods, b3s LoGysgdnom Mmad
396335ME M), IMLdmMEbgmos dmbsbegmdnl Bbyn3gmmodnmo nbsmals
d90830M70ds.

LbmEnsmyMo obESbEMIds 3oyn3300l dgdEnMgdnl dmMongn dobybns.
dmEa8nm Lo@ysEnado dYynw3gmo ndymIdYmos dgndobmb Lobym3zgmo Jmbgds
©M35am07Mgd0L gomgdy. dmmbmsbol 3emgdnl &3begbansl bymb nHymdlL nbng,
mmd 397d860em LoGNoE0sd0 AMLOBENgMOSL YMAJ3608 MBBLS ESBMAEML, 30MY
sbsfymb. MmammE Bgdmo 3603690, 3MoBolym 3gMomedn Bsbol
9m3bommos Bmmbm3bsLbmsb dndsMmYdsdn EsdsmMNs. 30YbIs35c 830bs,
0933mm39M700L Lo3Bome nEds Bohomads BobYd0 ss3mMm 3Mb3MaGnma
53307000bs o 36835607900l 30MmdgdT0 (53 JB93B7 BILESIMIOJO0 doMosEI©
IMoxgMo© gosbsBy dmJdgegdl). Ludmdszmmeo, A3360 30MonENm, BILYON
99030MJ0s, 03B 6a3amgd Imbammebymos 3356 Logbm3zmyodgm Labmgdby
dmobm3bol Bhs godmofhzomb.

5mbsb603bs30s, MMA X3b6s330L HoMImMBswaIbgmms agdnmads dnm§ha39das
8396330Mmods bgamolyxrmyool dogm Hom3meaibomo g3mbmaninl smeggbols
82800L Mmymo 9981353705, MMBmMOL 08bsbdswsE d0BbaL Lyd@mMo 27
33M0mM0sb JGe3mMoOMn3se LYmaoe s8mJdgEgds. n3mobol sbsfyoldo 3o
35607300l 30Mm0d70380 sbMymo y3gms &odob mdngd@gdnl 5898530700
©537300am0. Lyddx630mm 3MmeYJEnol sanmMmdMN3 3GsmIMadamgdl
9935md0L PBMds 5 350L0ESH SMNEaSM. AgLodsBnLE, J39Yybol FsbdBGsdnm
03mobolb dmmmadeg y33ms 06EILEMNLS s Lyd@mMol LMnmo s8mJdgwads
08930900.

cushmanwakefield.ge



1
'CUSHMAN &
WAKEFIELD

Long-term, easing mortgage regulations and
acting fast to pump economic stimuli into the
market to avoid a deep recession seems to us
to be the right path to recovery. Timelines
are hard to predict, as no one yet knows how
soon COVID-19 can be defeated. Examples
from the few countries that have done so
indicate that the battle to save the economy
begins after the one with COVID-19 ends.
However, it is also a historic fact that
recessions that occur quickly and plunge
sharply tend to be followed by similarly sharp
recovery periods. Demand on residential real
estate will recover; depending on the
longevity of the COVIDsefisis both in Georgia
and worldwide, it.anay take anywhere
lbetween 6 months and awyear after the
healthcare crisis has passed.

COVID-19 is changing our perceptions and
our preferences. It has underlined the threats
of living in crammed cities more starkly than
any even in the recent history. When the
healthcare crisis in Georgia became critical,
the population chose to leave the cities and
find shelters in secondary homes in the
suburbs and villages outside the central
urban nexuses of Georgia. Given this, when
the demand does recover, we expect the
sales of these very suburban and rural
properties to noticeably spike.

3Mdam3s006 39ML3gdEn3580, 03maoy3nmo
LgLbgdOL godsm@n370s s J3Mbmansnl
bEG0TPmoMmgdabozol LHmoxo dmJdggdgda
09300506 5339M0gdL MgEgLosL. Moynmoy,
23Mmbm3ngzol smagboby LoydMabsl 3500700l
3bobgmds, 3060086 5M306 0oL, 30MYLO
LYo Mmool smdmoxrbzmgds. LB3s J3gybgdol
993omombBy dg330damos 3007350, MM dMdmamy
23mbm3ngol smboalbsw 30MYLoL smImEyb3mals
9790093 0§y909. Lagymobbdms ol obGmMonmo
BdJ0, Mmd 8333000 93mbmdognm MyEaLbosl, sbg3zg
93330000 93mbm3dngyMmo smdsbzes dmbi)3L.
dmonbm3bol BMs Mabowab@ymo ndmszn Jmbydol
00BoMBY, MmamMz bogommzgmmmdo, oLy dogm
dbmazmomdon, 3563300l bsbaMdmMnzmdsBIS
39M3030m0 s LyzsMmsyme, 3MoBobol
09000938 a3beMmmMyd00 6 300056-1 Henal 350sdn
s0fygode.

COVID-19 33mob h336L by3sLs s Ji39390.
3560093053 3033560365 03 LoBMNbYxdBY, Mos
SbaL0d0gOL FFnMmE ESLBMIdNM Jomsggddo
3bm3Mmy0sL. Lagsmmzgmmado 9303300l 3MoGninm
39Mmomedn, Imbsbemgmdsd Jomadol 336G Moamnmo
65§00l sBM370s s 3gMnxzgMmngdls oy
bngzmgodo ma30l dgxamyds shhos. s30b
3950350m0b§0bgd00), bozsMmayms, MmA 3MLEG-
3MoBobym 3gmomedo 3gMhoxzgmonm s LabmBamm
00709 Amonbm3bs s BaLYdn gonbBMyds.
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