





INVESTOR BASE AND SECONDARY MARKET ACTIVITY

ACTIVITY IN THE SECONDARY MARKET OF BONDS IN GEORGIA VARIES
SIGNIFICANTLY DEPENDING ON THE ISSUANCE CURRENCY AND THE TYPE
OF ISSUER:

Corporate bonds issued in foreign currencies tend to show relatively higher
levels of secondary market activity.

The treasury bond market, by contrast, generally experiences lower levels of
activity.

Corporate bonds issued in GEL are seldom traded on the secondary market,
with recent activity driven by a one-time transaction.

CHART 12: Georgian Secondary Bond Market Activity®
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1o Activity Level is calculated as the ratio of total annual transactions to the average annual balance.
For corporate bonds, the data includes both exchange-traded and OTC transactions.

" The increased activity in the GEL-denominated corporate bond market in Q3 2024 is a one-time event.



DIFFERENCES IN LEVELS OF MARKET ACTIVITY ACROSS DIFFERENT MARKET
SEGMENTS CAN BE TRACED BACK TO VARIATIONS IN OWNERSHIP
STRUCTURES.

Although the share of retail investors has slightly risen in recent months,
commercial banks have historically purchased 80-90% of GEL-denominated
bonds, primarily holding them to maturity.

By contrast, holders of foreign currency-denominated bonds are more diverse,
with a higher proportion of active retail investors, which supports relatively
greater market liquidity.

| Chart 6 illustrates the ownership structure of treasury bonds (Page 8).

CAUSALITY EXISTS BETWEEN RETAIL INVESTOR PARTICIPATION AND
SECONDARY MARKET ACTIVITY.

In an inactive market, bid-ask spreads tend to be higher, discouraging both
resident and non-resident retail investors. These markets are dominated by local,
long-term investors employing a 'buy-and-hold' strategy.

CHART 13 / 14: Corporate Bonds' Holding Structure by Currency
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NSTITUTIONAL

INVESTORS

INVESTMENT FUNDS

AS OF JUNE 2024, THERE WERE 8 ASSET MANAGEMENT COMPANIES AND 14
INVESTMENT FUNDS OPERATING IN GEORGIA, WITH A COMBINED TOTAL OF
159 MILLION GEL IN ASSETS UNDER MANAGEMENT.

| Most of these funds are credit and fixed income funds;

Currently, there are 3 fixed income funds which invest in both domestic and
foreign debt securities.

In 2024, the first public (authorized) Money Market Fund (MMF) was
established, which fully allocates its assets to GEL-denominated financial
instruments, including debt securities.

Investment funds promote savings by offering alternative investment options;
they also stimulate demand for securities and support the market’s overall
development.

CHART 15: : Investment Funds and Asset Management Companies
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PENSION AGENCY

AS OF SEPTEMBER 2024, THE PENSION FUND’S ASSETS STOOD AT 5.6
BILLION GEL, WITH TOTAL RETURNS REACHING 1.3 BILLION GEL:

The largest - Conservative - portfolio which makes up 99% of total assets
delivered an annualized net nominal return of 9.96% from inception through
September 2024, corresponding to a real annualized return of 3.97%.

By the end of the second quarter of 2024, 11% of the pension fund’s total
portfolio (62 million GEL) was allocated to GEL-denominated corporate bonds,
accounting for 9.9% of the entire GEL-denominated corporate bond market

As a large, long-term institutional investor, the pension fund helps drive
demand for GEL-denominated debt securities and fosters stronger corporate
governance practices among issuers.

CHART 16: Asset allocation of the Pension Agency
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GEL INTEREST RATE

ENVIRONMENT

ALTHOUGH GEL DENOMINATED CORPORATE BONDS ISSUED IN 2022-2023
HAVE RELATIVELY HIGHER YIELDS, RETAIL INVESTORS HAVE SHOWN
LIMITED INTEREST IN THEM.

POTENTIAL REASONS:

Despite the ongoing de-dollarization trend, the U.S. dollar remains the
primary savings instrument for many households.

| Limited financial literacy among the population.

The spread between bond and deposit yields may be insufficient for retail
investors to compensate for risk premium.

Taking into account the risk and liquidity premium, the spread between long
term deposit rates and treasury bond yields is relatively high compared to other
countries. This factor reduces retail investor interest in treasury bonds and
negatively affects secondary market activity.

CHART 17: GEL Interest rate Environment
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HIGH SPREADS BETWEEN DEPOSIT RATES AND TREASURY YIELDS CAN BE A
RESULT OF TWO MAIN FACTORS:

| Higher yields on GEL-denominated deposits, driven by the disparity in
dollarization levels between loans and deposits.

| Lower yields on treasury bonds, caused by high demand from institutional
investors such as commercial banks and the pension fund.

CHART 18: Spread between the returns on deposits' and par yields on
treasury bonds with comparable maturities
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CHART 19: Spread between the returns on long-term deposits
(with maturities exceeding one year) and the par yields on treasury bonds in
other countries.
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SOURCE: NBG, OTHER CENTRAL BANKS

2 As we are examining the interest rate environment from the perspective of retail investors, the deposit rates considered include
only GEL deposits (including CDs) newly placed by households in banks during the specified month. Longer-term deposits typically
have a higher proportion of CDs.



FUNDING SOURCES OF GEORGIAN

NON-FINANCIAL CORPORATIONS

GEORGIAN NON FINANCIAL CORPORATE BOND MARKET DEMONSTRATES
SIGNIFICANT GROWTH POTENTIAL:

The share of all types of corporate bonds issued by Georgian non financial
companies (both public and private offerings, in local and foreign markets)
constitutes only 9% of their total debt financing.

Although the volume of corporate bond issuances is on the rise, the gap with
some other developed and emerging markets remains notably large.

CHART 20: Debt Financing Sources of Non Financial Corporations (2023)
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SINCE 2015, THE FUNDING STRUCTURE OF LOCAL NON-FINANCIAL CORPORATIONS HAS
GRADUALLY IMPROVED.

Setting aside the exceptional impact of COVID-19 in 2020-2021—which led to an unusually
high share of bank loans relative to GDP—the ratio of non-financial corporate bonds to

GDP has steadily increased from 0.2% in 2015 to 1.5%.

CHART 21: Non Financial Corporations: Bank Loans vs.

Locally Issued Public Bonds
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