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About the Capital Market Development Reform

The assessment of the progress of the capital market development reform is based on the activities
outlined and carried out by the 2023-2028 strategy for capital market development. The objective of the
strategy is to enhance access to finance through capital market instruments and to stimulate and mobilize
capital for the Georgian market. According to the strategy's vision, Georgia aims to establish itself as the
leading capital market in the region by the year 2028.

As per the strategy, the primary challenge in capital market development lies in the insufficient
development of financial instruments and the investor base. It should be emphasized that the size of the
economy and financial indicators of the corporate sector are two elements that influence the state of the
capital market. As a result, the current scale of the economy constrains the issuance of securities.
Presently, the market suffers from a deficiency in both the issuance of financial instruments and the
participation of investors. The government securities market is the primary source of issuance, but its
secondary market is relatively inactive. Furthermore, the stock market is characterized by small size and
limited liquidity. The domestic institutional investor base is limited and undiversified. Foreign investors are
characterized by their limited involvement, while retail investors are characterized by their preference for
foreign currency-denominated assets. The capital market's small size and low liquidity are partially
attributed to the prevailing dominance of commercial banks in the financial sector and elevated levels of
dollarization.

To address the aforementioned challenges, The government of Georgia adopted 2023-2028 Strategy for
Capital Market Development and 2023-2024 Action Plan. The strategy was developed in collaboration with
the Ministry of Economy and Sustainable Development of Georgia, the Ministry of Finance of Georgia and
the National Bank of Georgia. The LEPL Insurance State Supervision Service of Georgia and the LEPL
Pension Agency are also involved in the implementation of the reform.

Reformeter Methodology

Within the ReforMeter framework, three primary methods are used to evaluate the selected reforms:

1. The government survey evaluates, through a qualitative survey, the activities of the government
agencies introducing the reform in the process of reform implementation along four primary dimensions:
legal framework; infrastructure and budget; institutional setup and capacity development. The survey
measures, on a scale from 0% to 100%, the proximity of the institutions implementing the reform to the
accomplishment of the tasks outlined by the reform.

2. As part of the stakeholder survey, the stakeholders of the reform are evaluating the four main directions:
reform content and adequacy; current performance; reform progress; and expected outcomes. Each
component is evaluated on a 10-score scale (see Annex 1 for the stakeholder questionnaire).

3. In addition, economic indicators identified in relation to the anticipated outcomes of the reform have
been used to evaluate its progress.
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The assessment of capital market development reform involves all three of the aforementioned
dimensions. The government survey aimed to assess the progress in the implementation of the activities
outlined in the 2023-2024 Action Plan.

The first public-private dialogue to assess the capital market development reform was held on June 2,
2023. During the meeting, an anonymous stakeholder survey was conducted to evaluate the progress of
the reform. The economic indicators employed to assess the anticipated outcomes of the reform are
founded on the indicators established in the strategy.

Assessment of Ongoing and Planned Activities

The ongoing and planned activities of the reform were determined based on the 2023-2024 action plan of
the 2023-2028 strategy for capital market development. The reform activities are divided into two
objectives and six tasks.

The first direction encompasses activities aimed at enhancing access to finance through capital market
instruments:

e Developing local bond market;
e Developing local stock market;
e Increasing participation of state-owned enterprises in the capital market.

The second direction includes activities related to capital mobilization and stimulation for local securities:

o Developing institutional investors;
e Increasing engagement of professional and retail investors;
e Increasing foreign investments in the domestic capital market.

Considering the presented directions and the four main domains of the reform assessment (legal
framework; infrastructure and budget; institutional setup; and capacity development) as defined in the
government survey section, Tables 1 and 2 provide information on the primary reform activities, the
implementation period, and the responsible implementing institutions.

1 The results of the Government Survey are accessible on Reformeter's webpage.
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Table 1. Increasing access to finance through capital market instruments

Objective

Developing local
bond market

Developing local
bond market

Developing local
bond market

Developing local
bond market

Developing local
stock market

Developing local
stock market

Developing local
stock market

Increasing
participation of
state-owned
enterprises in the
capital market

Developing local
bond market

Activity

Legal framework

Preparation and adoption of the
securitization legal and regulatory
framework

Evaluation of the necessity to extend the
tax incentive for public bonds and the
extension of associated benefits

Development and implementation of
regulations for high-risk financial
instruments (short selling) and securities
lending

In line with the European Union's best
practices, the review of trading venue
(exchange) regulations and concentration
rules, and the enactment of relevant
regulations

Preparation and adoption of the legal and
regulatory framework initiative for
possession of dematerialized securities
Development and implementation of a
tax incentives to stimulate real estate
investment funds

Preparation and adoption of the dual
listing/depositary receipt framework

Development and adoption of the Public
Corporation Law

Infrastructure and Budget

Development and pilot implementation
of a standardized online system for the
placement of a public offering of bonds
(shelf-registration)

Implementation
date

2023 (1)

2023 (1)

2024 (IV)

2024 (Il1)

2023 (1)

2023 (1)

2024 (1)

2023 (1ll)

2024 (IV)

ISET

Policy Institute

Responsible
institutions

The National Bank
of Georgia

Ministry of
Finance of Georgia

The National Bank
of Georgia

The National Bank
of Georgia

The National Bank
of Georgia

The National Bank
of Georgia

The National Bank

of Georgia

Ministry of
Finance of Georgia

The National Bank
of Georgia



Developing local
stock market

Developing local
bond market

Developing local
bond market

Developing local
bond market

Developing local
bond market

Developing local
stock market

Developing local
stock market

Increasing
participation of
state-owned
enterprises in the
capital market

Developing local
bond market

Developing local
stock market
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Implementation of a shared information
technology system for derivative
contracts

Institutional Setup

Publication of preliminary and trading
prices of government securities

Developing a concept for enhancing the
bond market and determining the trading
venue (exchange) for retail investors
Development of guidelines for
green/environmental, social, and
governance/gender equality bonds

Evaluating the organizational, corporate
governance, and ownership structure of
the Georgian Stock Exchange (GSE) and
tracking the implementation of
recommendations

Creation of a private equity tools to
facilitate the financing of small and
medium-sized enterprises

Implementation of risk-based supervision
and enforcement mechanisms in the
capital market

Preparation of Statement of Corporate
Intent by state-owned enterprises

Capacity Development

Providing training sessions to enhance
the capabilities of securities market
supervisors in effectively monitoring
market manipulation and implementing
relevant enforcement measures

Providing an informational event to
promote initial public offerings at trading
venues (exchanges) in order to attract
investors

2023 (IV)

2023 (1)

2023 (1)

2024 (11)

2024 (IV)

2023 (Il1)

2024 (IV)

2023 (1)

2024 (Iv)

2023 (IV)
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The National Bank
of Georgia

Ministry of
Finance of Georgia

Ministry of
Finance of Georgia

The National Bank
of Georgia

The National Bank
of Georgia

Ministry of
Economy and
Sustainable
Development of
Georgia

The National Bank
of Georgia

Ministry of
Finance of Georgia

The National Bank
of Georgia

Ministry of
Economy and
Sustainable
Development of
Georgia



Developing local
stock market
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Conducting and publishing an assessment
analysis of derivatives and commodity
market developments for consultation
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2024 (1)

Table 2. Stimulation and mobilization of capital for local securities

Objective

Developing
institutional
investors

Developing
institutional
investors

Developing
institutional
investors

Increasing
engagement of
professional and
retail investors

Developing
institutional
investors

Developing
institutional
investors

Developing
institutional
investors

Activity

Legal framework

Preparation and adoption of the legal
framework for voluntary private pension
system

Preparation and adoption of amendments
to the law on Funded Pension to broaden
the investment mandate of the Pension
Agency

Implementing a sector-wide sandbox
regime for fintechs by drafting and
implementing legislative acts to facilitate
open finance

Developing a management framework for
accumulated capital by joining the Hague
Trust Convention and establishing family
offices

Institutional Setup

Creating a Competitiveness Assessment
Tool for program implementation and
legislative activities

Examination of open market operation
mechanisms in the secondary market

Development of a market-stimulating
instrument to facilitate the establishment
of venture capital and private equity funds

Implementation
date

2023 (1)

2023 (1)

2023 (1ll)

2023 (1)

2023 (IV)

2023 (IV)

2023 (IV)
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Policy Institute

Ministry of
Economy and
Sustainable
Development of
Georgia

Responsible
institutions

Ministry of
Economy and
Sustainable
Development of
Georgia

LEPL Pension
Agency

Ministry of
Economy and
Sustainable
Development of
Georgia/National
Bank of Georgia
Ministry of
Economy and
Sustainable
Development of
Georgia

Ministry of
Economy and
Sustainable
Development of
Georgia

The National Bank
of Georgia

Ministry of
Economy and
Sustainable
Development of
Georgia
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Website of the

Developin e
o p 8 Development and sale of life insurance State Insurance
institutional . 2024 (1V) .
investors products in the local market Supervision
Service of Georgia
) . L - Ministry of
Increasing Establishing an association comprising Economv and
engagement of market intermediaries, financial advisors, . ¥
. . . 2024 (1) Sustainable
professional and = and insurance brokers to boost retail Develooment of
retail investors investor engagement Georgiap
Capacity Development
Ministry of
Developing . . Economy and
o Conducting research on capital market i
institutional com etitic;gn P 2023 (I) Sustainable
investors P Development of
Georgia
Ministry of
Developin . e Economy and
o p 8 Conducting a feasibility study for i y
institutional . . 2024 () Sustainable
. establishing endowment investment funds
investors Development of
Georgia
Ministry of
Develobin Conducting informational meetings on Economy and
. p & derivatives/commodity instruments and Sustainable
institutional . 2024 (1)
investors risk management tools for market Development of
participants Georgia/National
Bank of Georgia
Enhancing the capabilities of supervisors LEPL State
Developing overseeing voluntary private pension Insurance
institutional schemes to effectively monitor market 2024 (1V) Supervision
investors manipulation and implement relevant Sefvice of Georeia
enforcement measures &
Increasing

Addition of the capital market segment to

FinEdu platform to increase retail 2023 (1) The National Bank

engagement of

professional and . R of Georgia
[ investor’s awareness

retail investors
Increasing Promoting benchmark government bonds Ministry of
engagement of and investment returns by making this . y

. . . . . . 2023 (1) Finance of
professional and = information publicly available and holding Georgia
retail investors informational meetings g
Growth L

. Development and publication of user- -
of foreign . - . Ministry of
) . friendly tax guidelines on capital market .
investment in . . . . 2023 (1) Finance of

. instruments and diverse tax regimes in .

the domestic Georgia

Eneli
capital market nglish
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Ministry of

Growth finance of

of foreign Organizing road shows, compiling a list of Georgia/Ministry

investment in prospective investors, and maintaining 2023 (1V) of Economy and

the domestic contact with them Sustainable

capital market Development of
Georgia

Based on a qualitative assessment of the reform, it has been determined that the advancement of the
legal and regulatory framework for securitization represents a significant current change. The Draft Law
on Securitization has been submitted to the parliament of Georgia and has passed the first reading. The
proposed legislation aims to regulate the legal and financial aspects of securitization transactions, the
involved parties, and the securitization instruments issued as a result of the transaction. Securitization
presents an alternative approach for companies to raise additional capital. In line with the aim to enhance
the domestic equity capital market, the strategy entails the preparation of a taxation framework to
incentivize real estate investment funds.

In the years 2023 to 2028, it is planned to gradually implement the reform directions. Currently, the
detailed plans only extend to the period of 2023-2024. As a result, when assessing the advancement of
reform implementation through government surveys post-2024, it will be essential to consider additional
directions not specified in the action plan for 2023-2024.
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Stakeholder Assessment

On the basis of an anonymous stakeholder survey (excluding state agencies implementing the reform)
conducted at the public-private dialogue meeting on capital market development strategy, the reform was
rated 6.31 out of 10 points, indicating a positive assessment of the reform's progress by participants.

Figure 1 illustrates the outcomes of the stakeholder survey, which indicates a favorable assessment of the
content and adequacy, and the progress of the reform. The evaluation reflects a moderate outcome in
light of the current performance and expected outcomes.

Figure 1. Results of stakeholder survey on capital market development reform evaluation
Overall

Content and Current Progress Expected
Adequacy Performance QOutcome

< 3 Y ¥, A
6.31 7.47 4.5 6.78 6.47

Ahead On Track Ahead On Track

Public-Private Dialogue

The first public-private sector dialogue on capital market development reform was held on June 2, 2023.
The meeting was attended by representatives of the National Bank of Georgia, Ministry of Economy and
Sustainable Development of Georgia, Parliament of Georgia, Investors Council, Operational Research
Institute, Asian Development Bank, Georgian Stock Exchange, Georgian Registrar, Bank of Georgia, Galt &
Taggart, TBC Capital, PMCG, Banking Association of Georgia, Foresight Investment Group, Caucasus
Capital, Crystal, USAID/Georgia and USAID Economic Governance Program.

After the opening part of the event, the head of the Capital Market Development and Pension Reform
Department of the Ministry of Economy and Sustainable Development of Georgia discussed the capital
market development strategy's progress. The ReforMeter team presented the progress evaluation
indicators within the framework of the capital market development reform. The representative of the
Securities Market Supervision Department of the National Bank of Georgia discussed the major directions
of the legal framework of securitization, while the Director of the Operations Research Institute presented
the results of a cost-benefit analysis of the securitization reform. Additionally, a vice president of the
National Bank of Georgia discussed the directions of real estate investment funds.

Stakeholders of the capital market development reform discussed the current situation in the sector,
planned activities within the framework of the reform and anticipated outcomes. This section of the report
provides a summary of the opinions shared at the PPD event:

10
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e The representative of the Ministry of Economy and Sustainable Development of Georgia, Giorgi
Gurgenidze, discussed the strategy's objectives and the means for achieving them. The speaker
highlighted the significance of the domestic bond and stock market development for the growth of
access to finance. Assurance of state-owned enterprise participation in the local capital market was
an additional subject for discussion. In order to increase the sector's productivity, emphasis was
placed on the need to reduce the share of the banking sector in the Georgia's financial market. In this
regard, the significance of the securitization legal framework for the expansion of the non-banking
sector's access to funds was emphasized. The speaker also stressed the significance of attracting
institutional investors in order to diversify capital sources and lessen reliance on the banking sector.
In this regard, the framework for non-mandatory pension reform was identified as an effective
mechanism. Giorgi Gurgenidze discussed the need for tax benefits to stimulate participation in the
new pension reform pillar.

e The speaker noted that the long-term objective of the reform is to integrate Georgia into international
rankings, which will assist country in attracting international investors. According to the speaker,
achieving the goal in this direction will be easier in the bond market. The participants agreed that the
most challenging aspect of the capital market in Georgia is the development of the stock market.

e Giorgi Papava, the project manager of "Reformeter," discussed the indicators measuring the progress
of the reform. His discussion encompassed indicators related to the corporate and public bond and
stock markets, as well as the domestic public debt, stock market capitalization, share of the non-
banking financial sector, assets of pension funds and insurance companies, and foreign portfolio
investment.

e The discussion surrounding the securitization legal framework focused on an assessment of ongoing
reform activities and the outcomes derived from a cost-benefit analysis. The representative from the
National Bank of Georgia emphasized the anticipated outcomes of adopting the legal framework. The
speaker deliberated on the potential to generate additional financing sources for both financial and
non-financial sectors, along with the positive influence that could result in more accessible loans. In
addition, Levan Pavlenishvili, director of the Operation Research Institute, discussed the anticipated
favorable consequences of implementing the reform. In the 10-year period, the cost-benefit analysis
forecasts that the interest rate will decrease by 0.8 percentage points and the GDP will increase by
0.4%.

o Nikoloz Gagua, Vice President of the National Bank of Georgia, highlighted the significance of further
investment options for real estate-related savings while addressing the necessity for real estate
investment trusts (REITs). According to the speaker, the initiation of the regulatory framework's
development and consultations with stakeholders will commence soon. During the discussion on the
advancement of real estate investment trusts, the Director of Galt & Taggart emphasized the
importance of incorporating tax incentives to encourage private sector participation.

e During the public-private dialogue, the involved parties also engaged in discussions about the
prevailing obstacles in capital market development. One of the most significant challenges highlighted
was the lack of a secondary market. Notably, it was noted that companies tend to be more engaged

11
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in the process of initiating initial public offerings on the stock exchange, whereas their involvement in
the secondary capital markets remains comparatively limited.

e Furthermore, a recommendation was made during the meeting regarding the inclusion of bonds
issued in foreign currency in the progress indicators of the Capital Market Development Strategy.

Reform Tracking Indicators

To evaluate the implementation of the capital market development reform, the indicators selected by the
"Reformeter" team include the analysis of the impact indicators and the outcome indicators specified in
the 2023-2028 Strategy for the Capital Market Development. The aspects of information availability and
the capacity to update data were also considered in the selection process. The necessary data for
monitoring the selected indicators was retrieved from various sources, including the National Bank of
Georgia, the Ministry of Finance of Georgia, the Stock Exchange of Georgia, Geostat, the Pension Agency,
and the Insurance State Supervision Service of Georgia. The first part of the indicators relates to the first
objective of the strategy, which is to expand access to finance through capital market instruments, while
the second part relates to the direction of capital stimulation for domestic securities.

1. Increasing access to finance through capital market instruments

The share of domestic debt in total public debt is one of the impact indicators specified in the capital
market development strategy. The indicator incorporates the ratio of the state's domestic debt balance at
the end of the period to the government's total debt balance (Eurobonds, foreign debt, and domestic
debt). In this regard, it is crucial that the predominance of foreign debt in total public debt prevents the
development of a domestic bonds market and restricts the issuance of state securities on the local market
and their liquidity on the secondary market. According to Figure 1, the share of domestic debt in 2021 was
19%. As of April 2023, the share of domestic debt increased to 26%. During the period 2021-2023, the
increase in the share of domestic debt was accompanied by a 27.5% increase in domestic debt and a 16%
decrease of the external debt. The strategy calls for the domestic debt share to reach 29% by 2025.

Figure 1. Share of domestic debt in the total public debt

40% 35%
35% 29%
30%
25% /— = % Share
20% — 24% 26% Target 2025
0,
15% 18% 20% 20% 19% Target 2028
10%
2018 2019 2020 2021 2022 2023 April

Source: Ministry of Finance of Georgia

12



ISET

International School of Economics al TS
Policy Institute

USAID

33IANIIN bITLNLBIE

In the direction of expanding access to finance, the outstanding corporate bonds denominated in GEL
relative to GDP is another impact indicator of reform. The corporate bonds denominated in GEL comprises
bonds issued by international financial institutions. In this regard, it should be emphasized that
international financial institutions dominate the market for non-governmental bonds. In April 2023, 82%
of the GEL denominated corporate bonds totaling 2,6 billion were issued by international financial
institutions. In this regard, a positive trend emerged between 2021 and 2022, as share of corporate bonds
denominated in GEL relative to GDP rose from 2.87% to 3.23%. The target rate for the mentioned indicator
is 5% for 2025 and 10.5% for 2028. The development of the non-government bond market will contribute
to the creation of an additional source of financing for companies' and the mobilization of financial
resources for the economic growth.

Figure 2. Outstanding corporate bonds denominated in GEL to GDP Ratio
12%

10.5%
10%
0,
o == Share In GDP
6% 5%
Target 2025
4%
0 Target 2028
2% 2.77% 2.93% 3.35% 2.87% 3.23%
0%
2018 2019 2020 2021 2022

Source: The National Bank of Georgia, GEOSTAT

The market capitalization of listed stocks serves as another pivotal indicator within the capital market
development strategy. In the absence of publicly accessible 2022 data in this sphere, the "Reformeter"
team selected the stock market capitalization-to-GDP ratio as an indicator for the reform's progress. Based
on a 20% increase in total stock market capitalization, Table 3 showcases a positive developmental trend
from 2018 to 2020. However, during 2021-2022, a downturn in market capitalization resulted in the stock
market's contribution to GDP contracting by 0.8 percentage points (from 3.9% to 3.2%). In line with the
strategy, the goal is to increase the market capitalization of listed stocks to 6.5% of GDP by 2025 and to
achieve a level of 9% by 2028. Given the strategic intent for the stock market to emerge as a substantial
alternative financing source for the private sector, the current negative dynamics in capitalization
underscores the challenges confronting the effective mobilization of required financial resources for
development.

Table 3. Total market capitalization in relation to GDP (in millions of GEL).

2018 2019 2020 2021 2022
Total Capitalization 1.963 1.963 2.366 2.368 2.290
GDP 44.599 49.253 49.267 60.003 71.754
Share in GDP 4.4% 4% 4.8% 3.9% 3.2%

Source: Georgian Stock Exchange, Geostat

13
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1.1. Developing local bond market

Furthermore, in accordance with Objective 1.1, the weighted average maturity of government securities
is defined as a key indicator of the local bond market's development. As presented in Figure 3, following a
slight decline in the maturity rate in 2022 in comparison to the previous year, it progressed to approximate
the 2021 rate by May 2023, demonstrating an increase from an average of 33 months to 36 months.
Importantly, the strategy underscores the implementation of a policy aimed at enhancing the average
maturity of bonds. The primary aim of the state's issuance of a substantial quantity of long-term bonds is
to secure the country's placement within international governmental bond indices and to foster an
expansion in the share of non-resident investors. According to the strategy's targets, the average maturity
of government securities is anticipated to elevate to 3.5 years by 2025 and further to 4 years by 2028.

Figure 3. Weighted average maturity of government securities

5
4
4 35 = \\/eighted Average
; Target 2025
Target 2028

2.96 578 2.97
2

2021 2022 2023 May

Source: Ministry of Finance of Georgia

1.2.Developing local stock market

Considering that the underdeveloped state of the stock market was identified as a primary challenge to
capital market advancement during the public-private dialogue, analysis of the stock turnover ratio is
important to assess the reform's outcomes. The indicator related to Objective 1.2, reflecting the progress
of the local stock market's growth, encompasses equity market liquidity. This metric is derived by
comparing the value of transactions executed during a stock exchange's trading session with the average
rate of the stock exchange's overall market capitalization.

Figure 4 reveals downward trend in the stock turnover rate since 2018, indicating a notably low level.
Between 2018 and 2022, the value of transactions conducted during trading sessions decreased by 95%,
paralleled by an 11% reduction in the average market capitalization. In this context, the strategy's target
indicators are quite ambitious, aiming to increase the share turnover rate to 1.27 percent by 2025 and
2.22 percent by 2028.

14
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Figure 4. Stock turnover ratio

0.0%

{ Objective { Objective ]
2025-1.27% 2028-2.2%

0.0% 0.0107%

= Tyrnover Rate
0.0044%
0.0% \@3% 0.0021% 0.0006% 0.0010%

0.0% 2018 2019 2020 2021 2022 2023 April

Source: Georgian Stock Exchange

The quantity of stocks admitted into the trading system of the stock exchange stands as another important
indicator of progress in this domain. During the period from 2018 to 2022, a decrease is evident in the
number of authorized issuers, declining from 22 companies in 2018 to 8 companies in 2022. In accordance
with the strategy, nine companies were enlisted on the stock exchange in 2021. The targeted figures stand
at fifteen companies for the year 2025 and further increase to eighteen companies by 2028.

Figure 5. Total listed companies on the stock exchange/admission of stocks to the trading system of the
georgian stock exchange

25 22
19
20 18
15 15 Admitted Stocks
10

10 3 8 Target 2025

5 Target 2028

0

2018 2019 2020 2021* 2022

* Based on the strategy - 9
Source: Georgian Stock Exchange

2. Stimulation and mobilization of capital for local securities

The direction of capital mobilization for local securities is connected to the diversification of the financial
sector. As a result, the expansion of the non-banking sector within the financial market stands as one of
the impact indicators for accomplishing the objectives of the strategy. Figure 6 reveals a small share of
nonbank financial institutions (brokerage firms, insurance firms, asset management firms, and pension
funds) assets in the financial sector's total assets over the period of 2018-2021. It should be noted that
from 2018 to 2021, the non-banking financial sector's assets increased from 3.2 billion GEL to 5.5 billion
GEL (a 71% increase), resulting in a 0.6% increase in the sector's share of the total financial sector. The
strategy seeks to double this number by 2025.

15
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Figure 6. Nonbank financial sector’s share in the total assets held by the financial sector (million GEL).

20% 18%
15% 12%

= % Share
10%

? 5.9% 5.2% 5.4% 6.5% Target 2025
5% — = Target 2028
0%

2018 2019 2020 2021

Source: The National Bank of Georgia

Foreign portfolio investment growth serves as another impact indicator in the direction of capital
stimulation and mobilization. The advancement of foreign investments represents a notable marker of
growing interest and involvement in the domestic capital market. It is pivotal to underscore that the
current presence of foreign investors in the Georgian capital market is relatively limited. Figure 7 presents
the quarterly indicators of portfolio investments in debt securities from 2019 to 2022. The data presented
reveals that in the fourth quarter of 2022, in contrast to the previous year, portfolio investments in debt
securities experienced a 29% reduction in deposit corporations (excluding the National Bank), a 15%
decline in the government sector, and a 22% decrease across all other sectors.

According to the capital market development strategy, foreign portfolio investments accounted for 4% of
the GDP in 2021. The target is to increase this indicator to 8% by 2025 and further to 10% by 2028. Notably,
the pursuit of incorporating the nation into international indices increases the significance of this direction.
Following the country's integration into international indices, it is anticipated that there will be an increase
in portfolio investment interest in Georgia.

Figure 7. Portfolio investments in debt securities (million USD)

2,000.00
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0.00
Q1 Q2 Q3 Q4 Q1 Q2 Q3 04 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1
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= Depository Institutions (except the National Bank) ==Governmental sector Other Sectors

Source: The National Bank of Georgia
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2.1. Developing institutional investors

In order to mobilize capital for local securities, it is essential to increase institutional investors' participation
in the market. Given that the strategy encompasses the direction of developing pension fund activities,
the monitoring of the pension funds' asset value has been established as a progress indicator. From 2018
to 2022, pension fund assets exhibit a sharply upward trend, as presented in Figure 8. During this period,
the average annual rate of growth was 115%. The strategy aims to increase the value of pension fund
assets to 6.5 billion GEL by 2025, reflecting a 2.2-fold increase from the 2.9 billion GEL recorded in 2022.

Figure 8. Pension funds' assets (million GEL)

15000
o 12100
G) e e e o
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Source: The National Bank of Georgia, Pension Agency

Additionally, the development of insurance companies is an essential direction for the diversification of
institutional investors and the financial sector. As illustrated in Figure 9, the value of insurance companies'
assets has been rising since 2018, but at a substantially slower rate than assets of pension agencies. From
2018 to 2022, the average annual increase in the value of insurance companies' assets was 10%. At the
same time, it should be emphasized that insurance sector activity on the capital market is relatively
modest. The objective of the strategy is to increase insurance company assets to 1.5 billion GEL by 2025.

Figure 9. Insurance companies’ assets
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Source: The National Bank of Georgia, State Insurance Supervision Service of Georgia
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Annex N1. Stakeholder Survey Questionnaire
Content and Adequacy

1. How well do the objectives of capital market developmet reform align with the sector's challenges?

|1 B |3 | 4 5 6 7 8 9 10

2. Is the policy-making and legal-drafting process conducted in an inclusive manner that enables the active
participation of stakeholders?

1 2 3 4 5 6 7 8 9 10

Progress

3. How would you assess the current measures implemented within the framework of the capital market
development reform?

1 2 3 4 5 6 7 8 9 10

4. To what extent do the implemented and planned measures within the framework of the strategy contribute to
overcoming capital market development's limiting factors?

|1 2 |3 4 5 6 7 8 9 10

Current Performance

5. How would you evaluate the present state of the capital market industry?

|1 [ 2 |3 4 5 6 7 8 9 10

Expected Outcomes

6. Will the reform reach its targets?

[1 2 3 EEE 6 7 8 E [10 |

7. Does the reform propose efficient measures to reach its targets?

[1 2 3 EEE 6 7 8 E [10 |
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Annex N2. Capital Market Development Reform PPD Event Presentations
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Agenda

@ Capital Market Development Strategy - Assessment of the planned activities and
Progress Indicators

@ Legislative Framework of Securitization and Development of Real estate Investment
Trusts

® Public-Private Dialogue and Stakeholder Survey

P SYATE:
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About ReforMeter 7 s \ Q

Reformeter aims to track the progress of selected economic reforms, facilitate dialogue among reform
stakeholders, and support the implementing agencies in increasing awareness and efficiency of these reforms.

* The first phase of the project: 2015-2019.
* The new phase of the project: 2021-2024.

Selected reforms:

Insolvency reform

Capital market development reform
Public procurement reform

Water resources management reform
E-commerce reform

Tourism reform

Regulatory Impact Assessment (RIA) institutionalization

o o o O O O O O

State-Owned Enterprises (SOE) reform
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ReforMeter Methodology

1. Governmental surveys: The responsible governmental institutions evaluate the reform implementation
process.

2. Stakeholder surveys: Reform stakeholders assess the progress of the reforms.

3. Economic indicators: The ReforMeter project team identifies economic indicators to track the progress and
results of the reforms.
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Objectives of the 2023-2028 Strategy for Capital Market Development
in Georgia

| Increasing access to finance through capital market instruments

@ Developing local bond market
@ Developing local stock market

® Increasing participation of state-owned enterprises in the capital market

Mobilizing capital for domestic securities

@ Developing institutional investors
@ Increasing engagement of professional and retail investors

@ Increasing foreign investments in the domestic capital market

tUSAID ISET e

UL o — 8 VN0l TTO TE
\I\l‘mg,d RGN BIT6NL3VE International school of economics at TSU



Objective 1. Increasing access to finance through capital market
instruments

Share of domestic debt in the total public debt

2018 2019 2020 2021 2022 2023 April
domestic debt 3,250,454 4,165,997 6,186,121 5,845,198 7,195,263 7,451,844
foreign debt 14,544,890 16,463,505 24,689,731 25,416,875 22,549,885 21,353,895
% Share 18% 20% 20% 19% 24% 26%
40%
35%
29%
30%
— % Share
] 26% Target 2025
20% 24%
— 0% 0% Target 2028
18% ’ ’ 19%
10%
2018 2019 2020 2021 2022 2023 April

Source: Ministry of Finance
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Objective 1. Increasing access to finance through capital market
instruments

Outstanding corporate bonds denominated in GEL to GDP Ratio

2018

2019

2020

2021

2022

2023 April

Corporate Bonds

62,250,000

139,550,000

279,440,000

272,840,000

344,200,000

472,460,000

International financial institution

1,172,340,000

1,302,094,000

1,368,919,000

1,450,730,492

1,973,983,920

2,155,589,857

bonds
GDP 44,599,342,781 49,252,653,853 49,266,736,190 60,003,323,651 71,754,195,839
Share in GDP 2.77% 2.93% 3.35% 2.87% 3.23%
12% 11%
10% oo TTTETEETmETmmmmmEmmEmEmmmmmmmmmmmTmmmmmmEmEmmmEEEEEEEEEEEEEES
8% = Share in GDP
6% > Target 2025
4% === Target 2028
2% 2 77% 2.93% 3.35% 2.87% 3.23%
0%
2018 2019 2020 2021 2022

Source: NBG, GeoStat
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Objective 1. Increasing access to finance through capital market

instruments

Stock Market Capitalization-to-GDP Ratio (MIn. GEL)

2018 2019 2020 2021 2022
Total Capitalization 1,963 1,963 2,366/ 2,368 2,290
GDP 44,599 49,253 49,267 60,003/ 71,754
Share in GDP 4.4% 4.0% 4.8%  3.9% 3.2%

Source: Georgian Stock Exchange, GeoStat
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The market capitalization of the listed stocks

10%
8%
6%
4%
2%
0%

4.40%

2021
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Task 1.1 Developing Local Bond Market

Outstanding corporate bonds denominated in GEL

2018 2019 2020 2021 2022 2023 April
Corporate Bonds 62,250,000 139,550,000 279,440,000 272,840,000 344,200,000 472,460,000
According to
Strategy* 350,000,000

Source: NBG, Georgian Stock Exchange

*Qutstanding corporate bonds denominated in GEL (excluding international financial institutions and including environmental, social,
governance and gender bonds
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Task 1.1 Developing Local Bond Market

Weighted Average Maturity of Government Securities

5
4
4 e e - - ———— - ————— -
3.5 ——Weighted Average
Target 2025

3 - = Target 2028

2.96 2.97

2.78

2

2021 2022 2023 May

Source: Ministry of Finance
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Task 1.2 Developing local stock market

Stock Turnover Rate

2018 2019 2020 2021 2022 2023 April
Trading volume during the sessions 278,031 45,717 46,135 104,078 13,619 23,195
Market Capitalization 2,607,367,451| 1,952,037,212| 2,150,496,889, 2,372,269,260  2,329,023,640
Turnover Rate 0.0107% 0.0023% 0.0021% 0.0044% 0.0006%
Source: Georgian Stock Exchange
0.0% [ Objective 2025 - ” Objective 2028 - 1
1.27% 2.2%

0.0% 0.0107%

0.0044% —Turnover Rate

0, (o) °
0.0% \f@ﬁ 0.0021% 0.0006% 0.0010%
\

0.0% 2018 2019 2020 2021 2022 2023 April
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Task 1.2 Developing local stock market

Total Listed Companies on the Stock Exchange/Admission of Stocks to the Trading System of the Georgian
Stock Exchange

25

o
0 18

L s T T T T TS s s s s s s s s e 15 w1 Admitted Stocks
10 - = Target 2025
10 8 g
— p— p— Target 2028
5
0
2018 2019 2020 2021* 2022

* According to Strategy - 9

Source: Georgian Stock Exchange
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Objective 2. Mobilizing capital for domestic securities

Non-bank financial sector’s share in the total assets held by the financial sector (Min. GEL)

2018 2019 2020 2021
Non-bank Sector assets 3,216.4 3,364.1 4,239.8 5,486.7
Financial Sector assets 39,694.2 47,184.8 56,871.5 60,568.8
NBG assets 11,501.2 14,355.5 17,528.4 18,315.7
% Sharw 5.9% 5.2% 5.4% 6.5%
20% 18%
15% 12%
—— % Share
10% 5 9% 5 29 6.5% Target 2025
5% — = Target 2028
0%
2018 2019 2021
Source: NBG
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Objective 2. Mobilizing capital for domestic securities

Portfolio Investment in Debt Securities (Min. USD)

2,000.00

1,500.00 — ~_
1,000.00 // T~ >

e
500.00
0.00
Q1 Q2 Q3 Q4 Ql Q2 Q3 Q4 Q1 Q2 Q3 Q4 Ql Q2 Q3 Q4 Q1
2019 2019 2019 2019 2020 2020 2020 2020 2021 2021 2021 2021 2022 2022 2022 2022 2023
—Depository Institutions (except the National Bank) —Governmental sector —(Qther Sectors
Source:NBG
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Pension Fund Assets

Task 2.1 Developing institutional investors

Insurance Company Assets

14000 2500
5 12100 N 2_300
212000 ——m - - - — - - 2
< = 2000
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1735 2075
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7 m W I
0 R [ |
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mm Asset Value Target 2025 = = Target 2028 mmm Asset Value = = Target 2025 Target 2028

Source: NBG, Pension Agency
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Source: NBG, Insurance State Supervision Service
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Sensitivity Analysis
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L5M909o (1000 o6 0) 1,805,790 826,152 1,028,945 1,187,780 1,359,736 1,568,475 1,803,855 2,084,369 2,366,470 2,657,592 | 3,719,087
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90560 (1000 ¢0s60) 5,151,573 1,603,508 1,982,170 2,238,245 2,534,342 2,900,493 3,336,238 3,879,249 4,502,339 5,249,917 | 3,719,087
NPV (1000 Q’bﬁ)()) (1,539,993) 48,795 75,721 137,316 185,130 236,458 271,472 289,490 230,601 65,266 3,719,087
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0.54 1.06 1.08 1.13 1.16 1.18 1.18 ) 1.11 1.03 -
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