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Brief Overview

Construction costs in Georgia have increased
significantly since 2019, with especially sharp growth in
2021-2022. The construction cost index (CCI) increased
by 23% annually in 2022. In 2023-2024 the construction
cost inflation relatively stabilized with moderate
growth figures.

Initial cost increase was driven by construction
materials, reflecting pandemic and war-related price
spikes. However, more recently, in 2023-2024, labor
costs have become the main driver.

Soaring wages have contributed significantly to
increased total construction cost. The rapid growth in
remuneration and a noticeably decreasing number of
persons employed in construction signals skilled labor
shortage. Meaning, the labor related issues could be a
key challenge for the sector currently.




Construction and Rising Costs

Construction input costs increased significantly
in recent years. The onset of Covid-19 in 2020
led to project delays and modest cost changes.
In short, 2019-2020 saw low construction
inflation with any pandemic-driven supply
issues largely offset by weak demand in 2020.
As the economic activity rebounded,
construction costs accelerated in 2021, marking
an annual growth of 10%. Material costs were
the major factor, since imported materials
became pricier amid worldwide shortages,
together with higher transportation and fuel
costs. This period marked the beginning of an
upward cost cycle for the sector. Later in 2022,
the Russia-Ukraine war further amplified cost
pressures. Disruptions in regional supply chains
and commodity markets drove input prices
even higherand CCl increased by 23% YoY.

During 2023, construction cost inflation started
cooling down, with annual growth standing at
12%. The trend of moderate inflation carried into
2024 and through most of the year CCl index
rose at a low single-digit pace, with final annual
YoY growth standing at 4%. In these years real
estate demand stayed strong, preventing any
cost deflation.

The most recent data of the first quarter of 2025,

shows basically no change relative to the same
period of 2024.
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By our estimations, construction materials
account for the largest share of total
construction costs, followed by wages.

The data underlines the shift in what’s driving
the cost changes. While in 2021 and 2022 the
construction materials were the main cost
growth drivers, by 2024 labor costs dominate
incremental increase, which is mostly due to
shortage of labor on the market and the outflow
of labor.

Figure 1. Construction cost index (2019 average =100, $)

250
230
210
190
170
150
130

Construction cost

= = = Wages

«seeee Transp,, fuel, electr.

110
%0 % ol
¥ e
70
50
- = N N N N
Soccoes88588q88
S R QI XL ~3 o
NN NN NS« NYS 35 8
= = = — = =_§_>U)

Source: Geostat, TBC Capital

Nov-22

Jan-23

= = = Construction materials

ssssss Machinery

sessees Other costs n

m O o o 0O < F F 89S S < 0w
gy qda
= > 35 QO > Cc = >~ = o > c =
© m_s) ® O @ & tU_:; o 0 ® &
> S nwZz OS> w =z D=2

CONSTRUCTION SECTOR



I 4

Cost Drivers - Materials

Iron Bars and Rods

Iron bars/rods are key construction materials. In
2019-2020, Ukraine played a central role in
supplying Georgia with iron bars and rods. During
this period Ukraine accounted for an average of
59% of Georgia’s total imports in this category,
however, in 2021, Ukraine’s share dropped to
about 24%, signaling a shift in trade dynamics
even before the war began. Following the next
events, in 2022-2023, since imports of iron
bars/rods from Ukraine stopped, the import
sources needed diversifying. So from 2022 and
onward, Iran and Russia became the main
suppliers for Georgia.

Import size has been increasing considerably
since 2022, reflecting the significant increase of
activity on the real estate market in Georgia.

In 2024, around 395 thousand tons of iron bards
and rods were imported, exceeding the 2023 level
by 56%. Russia and Iran were the main importers.

It is important to note that domestic capacity had
a bit of a stall in 2024, with production decreasing
by 4% annually. Consequently, self-sufficiency fell
by 10 percentage points, meaning that for the first
time in the last 6 years, more than half of local
demand was met by imported product. This
could be explained by the price difference
between locally produced and imported
products.

Figure 2. Production and import of iron bars and rods (‘000 tons)
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Figure 3. Import of iron bars and rods (‘000 tons), by country
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Cost Drivers - Materials

Iron Bars and Rods

When it comes to prices, after a significant
increase in 2021-2022, the figures started
stabilizing. Since January 25, 2025, the import of
bars and rods of iron will be subject to a tax of
GEL 420 per ton. The tax will remain in effect until
September 1, 2025. It is expected to reduce the
imported volume of the product and increase
domestic production.

Figure 4. Price of iron bars and rods ($/mt)
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Iron ore is a key raw material for bars and rods
used in projects. As of March 2025, iron ore prices
stood at USD 103.1 per metric ton (mt), marking a
16% decline compared to the Q1 2024 average.
The iron ore price forecast for 2025 is 95.7 $/mt,
with prices expected to stabilize at 90 $/mt from
2026 onward.

i

Figure 5. Iron ore price ($/mt), the spot price for 62% iron ore
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Cost Drivers - Materials

Cement

Since 2019, Georgia has been consistently
producing around 94% of total cement used in
the country annually. The cement market is highly
self-sufficient and in 2023-2024, there has been
double digit annual growth observed. In 2024,
about 3 miIn tons of cement was produced in
Georgia, a 12% increase relative to 2023.

However, despite high self-efficiency, it should be
noted that the production of cement is reliant on
clinker - the primary raw material for cement.

Figure 6. Cement production and import (‘000 tons)
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The import of this product has been increasing
considerably in the last 3 years. There was an
especially high annual increase observed in 2024,
when for the first time, import of clinker went
above 1 mln tons, marking a 41% annual growth.
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Figure 8. Import of clinker (‘000 tons)
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Cost Drivers - Materials
Concrete

Production of concrete has been on a rising The market size of concrete production naturally
streak since 2021, with double digit annual follows the dynamics of volume. Latest data in
growths. According to the preliminary data in 2024 shows that the market was valued at 894
2024, around 5 miIn cubic meters (cbm) of min GEL, which exceeded the 2023 figure by 16%.

concrete was produced in Georgia, which is more
than double than é years ago and 21% more
relative to 2023.

Figure 9. Production of concrete in Georgia (‘000 cbm) and YoY change (%)
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Figure 10. Market size of concrete in Georgia (min. Gel) and YoY change (%)
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Amid Labor Shortages

Construction sector employment has mostly
been on a roller coaster. Pre-Covid, in 2019, the
industry employed around 70 thousand people.
The pandemic dealt a blow to the sector, causing
employment to drop by 5% annually in 2020 and
by 3% in 2021, hitting the low of 64 thousand
persons. As the economy rejuvenated, jobs came
back gradually with the number of employed
persons increasing in 2022 (+2% YoY) and 2023
(+4%, YoY). However, according to the preliminary
data, in 2024 the number went down by 4%
relative to 2023. So, the workforce did not expand
much since 2019 despite a surge in construction
activity. This suggests that labor supply is limited
and essentially, the sector is trying to build more
with less number of workers. If we look at the
average number of employed persons per 1,000
sqm of potential residential area supply in Thilisi,
the figure has nearly halved in the last 6 years.
Coming down from an average of 48 persons in
2019, to only 28 in 2024.

Construction wages have increased drastically.
Even during 2020 when employment was weak,
the nominal wage kept rising, in some ways
possibly reflecting the efforts to retain skilled
labor. The average remuneration of employed
persons in construction was around 1,600 GEL in
2019, while according to the preliminary data in
2024 the figure stands above 3,000 GEL. The
wages have basically doubled relative to pre-
pandemic level. Such wage inflation far exceeds
CPI inflation - another indication of labor
shortage in construction.

Average number of employed persons per
1,000 sqm of potential residential area
supply, Thilisi

Y

2024

Since 2021, construction activity has increased
significantly across both residential and
commercial segments, fueled by strong market
demand. This expansion has driven a sharp rise in
the demand for labor. However, persistent labor
outflows and unfavorable demographic trends
have contributed to a sustained shortage of
skilled workers. As a result, the sector has faced
growing challenges in meeting labor needs,
intensifying competition among companies to
secure a qualified workforce. To attract and retain
experienced personnel, firms have likely been
compelled to raise wages, contributing to a
steady increase in industry-wide remuneration.

Figure 11. Number of employed persons in construction (‘000) and average monthly remuneration
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Construction Cost

The average construction cost in Tbilisi has been It is important to note that this cost includes
on the rise since 2020. By our estimations the construction materials/construction and project
figure reached $431 per 1 sgm of construction planning.

area and $565 per 1 sgm of sellable area (+4%

YoY).

Figure 12. Average cost of construction ($/sgm), Thilisi
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Legal Notice

This publication (the “Publication”) has been prepared and distributed by TBC Capital LLC (“TBC Capital”) member of TBC Bank
Group PLC (“Group”) for informational purposes only and independently of the respective companies mentioned herein.

TBC Capital is operating and performing its professional services on the territory of Georgia and is duly authorized to prepare and
distribute this Publication on the territory of Georgia.

Nothing in this Publication shall constitute an offer or invitation to treat to solicit buying or selling or subscribing any assets and/ or
securities and nothing herein shall form the basis of any contract or commitment whatsoever or shall be considered as a rec-
ommendation to take any such actions.

Since distribution of this Publication may be restricted by law in certain jurisdictions, persons into whose possession this Publi-
cation comes are required by TBC Capital to inform themselves about and to observe any and all restrictions applicable to them.

As this Publication is not directed to or intended for distribution, directly or indirectly, to or use by any person or entity in any juris-
diction where such distribution, publication, availability or use would be contrary to the applicable law or which would require any
registration or licensing within such jurisdiction, neither TBC Capital nor any member of the Group nor any of their respective
director(s), partner(s), employee(s), affiliates, adviser(s) or agent(s) (“Representatives”) accept any direct or indirect liability to any
person in relation to the publication, distribution or possession of this Publication in or from any jurisdiction.

This Publication is not intended to provide any investment, business, tax and/or legal advice, and credit or any other evaluation.
Recipients of this Publication are strongly required to make their own independent investigation and detailed appraisal of the
matters discussed herein. Any investment decision should be made at the investor’s sole discretion and consideration. Any and
all information contained in this Publication is subject to change without notice, and neither TBC Capital nor any member of
the Group nor any of their Representatives are under any obligation to update or keep information contained in this Publication.

Distribution of this Publication, at any time, does not imply that information herein is correct, accurate and/or complete as of any
time after its preparation date or that there has been no change in business, financial condition, prospects, credit worthiness, sta-
tus or affairs of the respective companies or anyone else since that date. Accordingly, this Publication should not be considered
as a complete description of the markets, industries and/or companies referred to herein and no reliance should be placed on it.
TBC Capital does not undertake to update this Publication or to correct any inaccuracies therein which may become apparent.

The Publication may include forward-looking statements, but not limited to, statements as to future operating results. Any “for-
ward-looking statements”, which include all statements other than statements of historical facts, involve known and unknown
risks, uncertainties and other important factors beyond TBC Capital’s control that could cause the actual results, performance or
achievements to be materially different from future results, performance or achievements expressed or implied by such for- ward-
looking statements. Such forward-looking statements are based on numerous assumptions regarding present and future business
strategies and the environment operating in the future. By their nature, forward-looking statements involve risks and uncertainties
because they relate to events and depend on circumstances that may or may not occur in the future. No assurances can be given
that the forward-looking statements in this document will be realized. TBC Capital does not intend to update such forward-looking
statements.

Opinions, forecasts, estimates and/or statements relating to expectations regarding future events or the possible future perfor-
mance of investments represent TBC Capital's own assessment and interpretation of information available to it currently from
third party sources. Information obtained from the third party sources believed to be reliable, but that there is no guarantee of the
accuracy and/or completeness of such information.

TBC Capital does and seeks to do and any member of the Group may or seek to do business with companies covered in this
Publication. Thus, investors should be aware that TBC Capital may have a potential conflict of interest that could affect the ob-
jectivity of the information contained in this Publication.

This Publication may not be reproduced, redistributed or published, in whole or in part, in any form for any purpose, without the
written permission of TBC Capital, and neither TBC Capital nor any member of the Group nor any of their Representatives accept
any liability whatsoever for the actions of third parties in this respect.

TBC Capital makes no expressed or implied representation or warranty of usefulness in predicting the future performance or in
estimating the current or future value of any security or asset, and expressly disclaims all warranties of merchantability or fitness
for a particular purpose or use with respect to any data included in this Publication.

Without limiting any of the foregoing and to the extent permitted by law, TBC Capital or any member of the Group or any of their
Representatives expressly disclaim all liability whatsoever (in negligence or otherwise) for any loss or damages however arising,
directly or indirectly, from any use of this Publication or its contents (including without limitation to the accuracy and/or
completeness of information therein) or otherwise arising in connection with this Publication or for any act or failure to act by any
party on the basis of this Publication.

7 Marjanishvili Str., Thilisi 0102, Georgia Email: Research@tbccapital.ge www.tbccapital.ge
Tel: +995 32 2 272727 | +995 32 2 272733 Email: Macro@tbcbank.com.ge www.investing.tbccapital.ge
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