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KEY TAKEAWAYS

Annual inflation edged up to 5.8% in June from 5.7% in May, with
momentum strengthening more in monthly terms. While on the firmer
side, these dynamics are broadly consistent with our 51% end-year
inflation forecast;

However, Wednesday saw another flare-up in the Middle East conflict,
triggering a surge in oil prices and bringing back considerable
uncertainty for the inflation outlook;

For the time being, it is unclear whether the renewed escalation is
temporary or not. Should full-scale hostilities resume, inflationary
pressures will naturally intensify again, bringing end-year inflation back
closer to our previous 6% forecast;

Higher uncertainty also supports the case for keeping the monetary
policy rate tighter for longer. The policy rate is expected to be held at
8.25% in 2026;

Back to June, annual inflation remains driven by food and fuel, the two
key drivers for the outlook, with further normalization conditional on the
Middle East escalation proving limited;

Elsewhere, economic growth came in at 6.4% in May, slightly higher than
the 6.2% print in April, in line with our expectations;

Coincident indicators point to a slightly weaker June so far, though air
traffic data shows a significant acceleration in flight numbers since late
June, hinting at stronger tourism demand in July;

We expect the surplus on the FX market to have persisted through June,
further supported by continued non-resident purchases of Georgian
treasuries, with gross international reserves reaching USD 7.1 billion by
the end of the month.



Annual inflation edged up to 5.8% in June from 5.7% in May. The monthly momentum also
strengthened, with prices rising by a seasonally adjusted 0.6% against 0.3% in May (Figure 1).
While on the firmer side, these dynamics are broadly consistent with our 5.1% end-year inflation
forecast. With inflation set to stay above the 3% target throughout the year, and the NBG
consistently emphasizing that they consider “dissipation of the inflationary shock” as a

prerequisite for easing, we continue to expect the policy rate to be held at 8.25% in 2026.

FIGURE 1: MONTHLY MOMENTUM IN INFLATION STRENGTHENED EVEN IF ANNUAL
INFLATION WAS ALMOST UNCHANGED (%)
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Before diving further into June data, this week's developments need to be highlighted
separately. Wednesday saw another flare-up in the Middle East conflict, with the US launching
strikes in retaliation for Iranian attacks on commercial vessels on Tuesday. This was followed by
Iran targeting US military facilities in the region. As we have repeatedly argued, the agreement
signed in June to end hostilities is not a final deal but a deal to make the final deal, which carries

a sizeable degree of uncertainty with it, even if the markets had already largely priced the truce.
For the time being, it is unclear whether the renewed escalation is temporary or not. On the one
hand, the exchange of fire has so far been relatively limited. On the other hand, both sides have
publicly questioned the memorandum of understanding that formally ended the conflict.
Furthermore, the decision by the US Treasury to revoke the license for selling Iranian oil is a
significant step. All in all, the situation remains rather unpredictable. Should full-scale hostilities
resume, inflationary pressures will naturally intensify again, bringing end-year inflation back
closer to our previous 6% forecast, which we lowered last month in light of the plunge in

commodity prices triggered by the markets running with the framework agreement. Higher
uncertainty, of course, also supports the case for keeping the monetary policy rate tighter for

longer.



https://tbccapital.ge/static/file/202606290652-back-to-normal.pdf
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https://tbccapital.ge/static/file/202606290652-back-to-normal.pdf
https://tbccapital.ge/static/file/202606080908-commodities-dominate.pdf
https://tbccapital.ge/static/file/202606290652-back-to-normal.pdf
https://tbccapital.ge/static/file/202606165643-deal-before-deal.pdf
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Back to June, fuel remained the dominant
contributor to annual inflation, with petrol
and diesel adding 0.9 and 0.3 percentage
points (pp), respectively. Beyond this,
sizeable one-offs include price-level shifts
in bread (+0.5 pp), the electricity fee (+0.5
pp), imported cigarettes (+0.2 pp) and the
internet fee (-0.2 pp). Together with the
fuel contribution, these effects account
for a large portion of the headline and are
set to unwind as base effects fade.

Underlying inflation measures point to
somewhat higher, though still contained,
pressures. Median annual inflation
accelerated to 2.5% in June from 1.9% in
May, though has now marked three full
consecutive years below the 3% target.

FIGURE 2: FOOD AND FUEL REMAIN THE
LARGEST INFLATION COMPONENTS (PP)
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Trimmed mean measures sit closer to 5%, below the headline yet above the median (Figure 3).
This points in two directions: outliers are still lifting the headline, yet price growth remains
relatively elevated even after the extremes are stripped out, suggesting a broader base. The
diffusion index tells a similar story. Service inflation, perhaps best suited to assess underlying
trends, rose to 4.1% from 3.8% in May (Figure 4). In 2026, stronger service inflation has been led by
housing (rent, repairs) and transport services (air travel, intra- and intercity transport).

FIGURE 3: HEADLINE INFLATION REMAINS
WELL ABOVE UNDERLYING MEASURES (%)
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FIGURE 4: SERVICE INFLATION SLIGHTLY
ACCELERATED IN JUNE (%)
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As argued in our previous update, food and oil

prices are the two key drivers of the near-term
outlook.

The benchmark Brent oil price had traded
below pre-escalation levels around USD 72
since 25 June before surging to above USD 78
on Wednesday morning amid renewed
hostilities in the Middle East (Figure 5). The
passthrough from global to local fuel prices

has historically been rather strong. Daily

trackers indicate that several major stations
have begun to lower petrol prices in early July,
with diesel prices already seeing first cuts in
June. Since March, petrol prices have risen by
22%, while diesel prices have surged by 39%.
Should the
temporary, this normalization will continue,

conflict escalation prove
with imported inflation — up to 6.1% in June,
the highest since November 2022, from -0.7%
in February - set to moderate accordingly.
However, as argued above, risks have risen
significantly in this regard. That said, even
Brent at USD 78 implies disinflation from

current levels.

Meanwhile, the food inflation outlook is also

ambiguous,
somewhat improved. The FAO food price

though external signals have
index fell for a second straight month in June,
reversing its four-month climb (Figure 6), while
fertilizer prices held broadly stable after
retreating from April peaks, with several
benchmarks now below pre-escalation levels.
We expect food to remain the largest driver of
inflation in 2026, albeit pressures should ease
on relative normalization and last year's base

effects.

Elsewhere, economic growth came in at 6.4%
in May, slightly higher than the 6.2% print in
April, in_line with our expectations (Figure 7).

Growth has averaged 7.8% in January-May.

FIGURE 5: OIL PRICES HAVE SURGED ON

THE BACK OF RENEWED HOSTILITIES (USD)
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FIGURE é6: FOOD PRICES HAVE DECLINED
SINCE THE APRIL PEAK (Index, Jan-24=100)
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FIGURE 7: ECONOMIC GROWTH HAS
AVERAGED 7.8% IN JANUARY-MAY 2026

12 10.41.0
10
7.8 7579
8 6264
6 52 54
4 3434
2
0
-2
-4
-6
-8 -6.3
oo ILere2 O NRNRISSNRY
RRRRRRLRRSRSLERTLLTLLE
Se>< S £
6

Source: Geostat


https://tbccapital.ge/static/file/202606290652-back-to-normal.pdf
https://tbccapital.ge/static/file/202601221958-georgian-economy-2025-2026.pdf
https://tbccapital.ge/static/file/202606290652-back-to-normal.pdf
https://tbccapital.ge/static/file/202606290652-back-to-normal.pdf

At the same time, coincident indicators point
to a slightly softer June. Seasonally adjusted
resident non-cash expenditures, our proxy for
domestic activity, moderated compared to
May, though held above the April level. Non-
resident expenses, our proxy for tourism
revenues, also dipped marginally in seasonally
adjusted terms compared to the previous
month (Figure 8).

That said, the number of flights in the Thbilisi
and, particularly, Batumi airports has increased
notably since late June, now standing well
above 2025 levels, hinting at stronger tourism
demand in July (Figure 9).

FIGURE 8: NON-CASH SPENDING HAS
RELATIVELY SLOWED IN JUNE COMPARED
TO THE PREVIOUS MONTH (Index in GEL,
Jan-2024=100, SA, As of 30-Jun-2026)
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FIGURE 9: AIR TRAFFIC IN GEORGIAN AIRPORTS HAS ACCELERATED SINCE LATE JUNE
(Number of Flights, 7-day Moving Average, As of 7 July)
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Altogether, we expect the surplus on the FX

market that has been supporting the GEL and
reserve

accumulation to have persisted
through June and into early July. Inflows were
further boosted for the second consecutive

month by non-resident purchases of Georgian
treasuries. The overall stock of foreign
holdings exceeded GEL 1 billion by the end of
June, double the end-April level and triple the
end-2025 level. Subsequently, the share of
non-residents in treasury holdings reached
8.3% in June, the highest since February 2022
(Figure 10).

Against this backdrop, gross international
reserves reached USD 7.1 billion by the end of
June, in line with expectations, up by 51.9%
compared to a year ago (Figure 11). Following
the purchase of monetary gold worth USD 100
million in June, the share of gold in gross
reserves now stands at 14.2%. We expect

reserve accumulation to continue, including in

July, albeit at a relatively moderate pace.

FIGURE 10: THE SHARE OF NON-RESIDENT
HOLDERS OF GEORGIAN TREASURIES
HAS CONTINUED TO CLIMB IN 2026 (%)
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FIGURE 11: GROSS RESERVES REACHED USD 7.1 BN BY THE END OF JUNE, UP C.52% Y/Y
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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. Nothing in this Document shall constitute an offer or invitation to treat to solicit buying or selling
any assets and/or securities and/or offering the approval/disbursement of loan facilities and nothing herein shall
form the basis of any contract or commitment whatsoever or shall be considered as a recommendation to take any
such actions. Since distribution of this Publication may be restricted by law in certain jurisdictions, persons into
whose possession this Publication comes are required by TBC Capital to inform them- selves 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 jurisdiction 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, possession or usage of this Publication in or from any jurisdiction. This
Document is neither intended to provide any investment, business, tax and/or legal advice, nor financial, tax, legal
and/or any other type of due diligence. Each recipient of the document should be aware that in the event this
research is used, TBC Capital is not responsible for the results associated with the use of the research, and it is
recommended that each recipient conduct independent research and a detailed assessment regarding the issues
discussed in the document. Any decision should be made under consideration and sole discretion of the recipient of
this Document. Any and all data and/or information contained in this Document is obtained from the third party
sources and TBC Capital disclaims any direct or indirect liability arising in connection with accuracy and/or
completeness of information/data therein. Specifically, any financial data, projections, or models included in this
Document are based on information provided by third parties. TBC Capital makes no representation or warranty,
express or implied, as to their accuracy, completeness, or reasonableness. Therefore, this information should not be
considered a definitive analysis or the basis for any decision. Such information may be subject to change
independently from and without notice of TBC Capital, 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 Document.
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, status 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 “forward-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 forward-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 uncertain- ties 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 performance 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 or any member of the Group may have a business relationship with, or seek to establish a business
relationship with, the companies discussed in this publication. Consequently, there may be a potential conflict of
interest that could affect the objectivity of the information contained herein; however, in compliance with best
standards, TBC Capital has established appropriate practices and procedures that effectively ensure the
independence and impartiality of the information provided. This Document is strictly confidential, 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.
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