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                   TBC Economic Review: Top 10 Insights 

 

1. Despite the higher USD cost from 2014, Georgia’s cost of debt has not increased due to a 

strong improvement of the country’s risk perception that has been also reflected in better 

credit ratings. 

2. External inflows play a key role in growth and have proved resilient, thanks to being well 

diversified with an increasing share taken by new, more stable markets. In 2019, inflows 

are expected to slow somewhat, but will remain reasonably strong. 

3. The strong USD cycle is likely nearing its end, which will have a positive impact on 

emerging markets. When taking FX risk with a GEL income stream, EUR/USD 

diversification appears to be the optimal choice; however, retaining somewhat higher 

share of EUR is probably desirable, especially for the business sector being more sensitive 

to economic cycles rather than most of households. 

4. The CA deficit adjusted for reinvested earnings and FDI-related imports stood below 6% 

of GDP in 2018. Georgia’s CA deficit can be reflecting the opportunities, rather than the 

weaknesses.  

5. Georgia remains fiscally prudent with very low costs of debt and an increasing share of 

capital spending. Following its contractionary impact, under the baseline scenario the 

budget deficit is expected to strongly support growth in 2019. 

6. Strong fiscal spending in 2019 will compensate for the negative impact on household 

consumption that has arisen from declining non-mortgage lending. This will have a 

relatively stronger positive impact on domestic value added goods, but a negative one on 

durable goods that are primarily imported. Overall, household consumption does not 

appear to be excessive when compared to its trend and that of other countries.  

7. 2018 was a peak year for business lending thanks to the recovery of growth since 2017. 

As expected, this was more reflected in corporate sector being more cyclical compared 

with MSME. Going forward, business credit growth should return to its trend.  

8. Overall credit growth is going to slow as a result of tighter retail regulations and the 

normalization of business lending. If credit growth slows more than in the rational 

scenario, there are ways to stimulate lending without excessive risk taking. 

9. The GEL is expected to appreciate and be much less volatile, supporting price stability and 

deposit larization.  

10. GDP growth is expected to be strong in 2019. While credit regulations pose a downside 

risk, fiscal deficit is a very strong upside coupled with reasonably strong inflows that are 

likely to be higher from the second half of the year, in line with the IMF’s outlook. With a 

15% growth in bank credit, GDP is expected to rise by 5.4% in 2019. However, if credit 

increases at a slower 12%, then growth in 2019 should stand at around 4.7%. 
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1. Despite the higher USD cost from 2014, Georgia’s cost of debt has 

not increased due to a strong improvement of the country’s risk 

perception that has been also reflected in better credit ratings.   
 

Georgia’s risk profile has substantially improved and the more expensive USD has not resulted in an 

increased cost of debt. In fact, the cost of borrowing has decreased somewhat due to the much narrower 

spread over the risk-free yield.  
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Lower risks have also resulted in better credit ratings. In its most recent announcement, S&P improved 

outlook of Georgia’s credit rating to positive. In the beginning of the year, Fitch upgraded the country’s 

credit rating from BB- to BB with a stable outlook, similar to the rating assigned by Moody’s back in 2017.  

The improving risk perception of the country reflects the economy’s proven resilience towards 

unfavorable external developments as a result of diversified sources of inflows. Also, it should be noted 

that a range of other factors have made a contribution to this process, including the narrowing of the CA 

deficit, the prudent monetary and fiscal stance, the floating exchange rate, the NBG buying reserves, 

sustained FDI inflows supported by new free trade agreements and large projects such as the Anaklia deep 

sea port.  

A sound and profitable banking sector, with robust capitalization, adequate liquidity and good asset 

quality are also among the factors that led to an improved risk outlook for the country. Furthermore, the 

recently introduced credit regulations are rating supportive.  
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2. External inflows play a key role in growth and have proved resilient, 

thanks to being well diversified with an increasing share taken by new, 

more stable markets. In 2019, inflows are expected to slow somewhat, 

but will remain reasonably strong. 
 

External demand supported a strong growth of inflows in the first half of 2018; however, from the second 
half of the year, macroeconomic stress in Turkey, higher volatility in some other regional currencies and 
an overall slowdown of global growth were all reflected in a weaker growth of inflows. Notwithstanding 
the latter developments, overall inflows remained reasonably strong in 2018.   

 

Exports, tourism and remittances all continued to grow in 2018 and posted solid 19.4% YoY growth in USD 
terms. The same figure measured in GEL and EUR stood at 20.6% and 14.1%, respectively1. As a result of 
one-off factors, FDI inflows weakened in 2018, but still remained at a solid level.  

The external environment is expected to remain relatively weak in the first half of 2019. According to the 
IMF’s most recent (April 2019) projections, global growth in the first half of the year will continue to be 
negatively impacted by the tighter monetary policies of major central banks and the macroeconomic 
stress facing some emerging markets. Starting from the second half of the year, the more dovish stances 
taken by the Fed and ECB, as well as fiscal and monetary stimulus in China, should promote the recovery 
of growth. Meanwhile, the bottoming out of growth in Turkey2 and overall expectations of stronger 
growth in Georgia’s key trading partners should support a higher growth of inflows. The diversified nature 

                                                           
1 Although USD is often the transaction currency for international flows, the EUR better reflects the underlying value of real assets 
in Georgia and its economic partners and is thus more informative for assessing external sector developments.   

2 Georgia’s exposure to Turkey have been shrinking consistently over the last couple of years. The share of Turkey in export, 

tourism, remittance, FDIs stood at 7.3% in 2018 being down 2.3 PP YoY. 
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of inflows and the increasing share taken by new, more stable markets has again largely shielded Georgia 
from the elevated regional volatility.  
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In the baseline scenario, some slowdown of inflows remains probable, but the impact on economic growth 
should be limited as overall growth projections for Georgia’s economic partners remain reasonably 
strong.3 

As for oil prices, Georgia has reasonably balanced exposure. However, regional oil exporting countries are 
now better prepared to cope with higher volatility as most of their state budgets are currently planned 
with relatively low oil prices in mind. At the moment Georgia is thus benefiting more from lower oil prices 
as the reduction of the imports bill likely outweighs the negative impact on inflows from oil exporters. 

 

                                                           
3 IMF, WEO update, April 2019  
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In addition to oil prices, Georgia’s exports are exposed to price fluctuations of other commodities, most 
notably those of ferro-alloys, fertilizers, gold and re-exports of copper ores. These commodities make up 
around 30% of Georgia’s exports and their growth is strongly linked to global commodity price 
developments. When combined with commodity imports, Georgia’s overall direct exposure to commodity 
prices appears to be somewhat balanced.  

To sum up, although Georgia remains highly dependent on external inflows, the level of diversification is 
high and the exposure to commodity prices is reasonably balanced. 
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3. The strong USD cycle is likely nearing its end, which will have a 

positive impact on emerging markets. When taking FX risk with a GEL 

income stream, EUR/USD diversification appears to be the optimal 

choice; however, retaining somewhat higher share of EUR is probably 

desirable, especially for the business sector being more sensitive to 

economic cycles rather than most of households.  

 
The Fed is becoming more dovish. The USD yield curve indicates market expectations of even rate cuts, 

rather than rate hikes. Based on PPP and MEVA estimates, the EUR appears to be undervalued and a 

stronger EUR can thus be seen as a baseline scenario that also reflects the market’s medium-term 

expectations.4 This scenario was expected to have already materialized; however, due to weak data and 

worsening sentiments in the euro area, the EUR lacks a domestic catalyst for a rally. 

 

                                                           
4 Bloomberg, Expectations of Major Wall Street Firms. January 2, 2019. While market sentiments are constantly changing, for 
example due to recent trade tensions, incoming information is already priced in FX market and medium-to-long term 
fundamentals should still prevail.  
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A weaker USD against the EUR and other major currencies is usually associated with higher growth in 

many emerging and developing economies, including those in Europe and the CIS. This impact is expected 

to be stronger in the countries with a high dependence on USD debt and commodity prices due to the 

inverse relationship between the USD and commodity prices. 
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Historically, the GEL has been more aligned with the EUR cycle than that of the USD. Although the USD/GEL 

pair is more stable in the very short term, over a horizon of a year and beyond the EUR/GEL pair is much 

less volatile and this correlation has been increasing over time. The short-term relative stability of the USD 

is explained by the fact that the dollar is still a major foreign currency in Georgia, including for the NBG’s 

FX operations. However, in terms of the fundamentals, the GEL is certainly more stable with the EUR. 

Furthermore, a stronger EUR coincides with higher GDP growth in Georgia, which is an additional 

argument for looking beyond just exchange rates.  

 

The more closely aligned EUR/GEL cycle is explained by the higher share of inflows from the EU to 

Georgia.5 In addition, Georgia’s other economic partners have strong links with the EU. For example, 51% 

of Turkey’s exports go to the EU. Furthermore, while the same relationship will not necessarily hold in the 

future, commodity prices are more stable in the EUR, leading to the relative stability of Georgia’s 

commodity-dependent economic partners in the EUR. Certainly, Georgia has direct negative exposure to 

commodities via large imports, however higher commodity prices also contribute to stronger inflows.  

                                                           
5 See the section 2 on external inflows.  
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At the same time, commodity imports affect consumer prices and aforementioned is also important from 

the perspective of price stability. In particular, unlike the USD, the EUR has statistically significant pass-

through on inflation in Georgia.6 This enables one to argue that, from a price stability perspective, the 

NBG will tolerate less GEL depreciation against the EUR as compared to the USD. Furthermore, currently 

lower interest rates in the EUR also make it more attractive as borrowing currency. Another factor to 

consider is the dollar’s appreciation during periods of global crisis and the fact that the debts of both 

Georgia and its neighbors are predominantly denominated in USD. The latter reasoning is not supportive 

to the EUR debt as if most of the debt switches to EUR, the relationship would be weaker due to balance 

sheet effects this time arising from a stronger EUR, rather than USD7. However, the overall linkage should 

still prevail to a large extent.  

The combination of an undervalued EUR, the closely aligned EUR/GEL cycle and the correlation between 

a strong euro and economic growth in Georgia means that when taking FX risk with a GEL income stream, 

EUR/USD diversification appears to be the optimal choice. However, a higher share of EUR is probably 

desirable for the business sector, which is more sensitive to economic cycles than most households. In 

addition, it should be remembered that the actual scenario might differ from the baseline and 

diversification certainly has its own merit. Assuming the EUR/USD pair being “fairly” valued at 1.2-1.3, for 

average borrowers in Georgia facing FX risk the following weights can be considered preferable:  

 

If the EUR and the USD 

bore a similar risk, 50/50 

would be optimal at 1.25. 

Given the arguments 

described above, the 

equal split of debt is 

optimal at weaker EUR.  

                                                           
6 Nadaraia, Gorgodze & Utiashvili, “Which is riskier – the euro or the dollar?” Economy and Banking, 2015.  
7 Based on international experience, balance sheet effects are strong and should be taken into account: According to BIS Research, based on a 
sample comprising a quarterly panel of 22 emerging and 21 advanced economies over the period 1980-2015, the negative impact of a debt 
weighted exchange rate in emerging economies appears to outweigh the positive impact from the real effective exchange rate. (BIS 2016 annual 
report, Box 3, “exchange rates stabilizing or destabilizing”). Other studies also indicate that the positive effect of exchange rate depreciation on 
GDP depends on a country’s size and its development level, resulting in either an elastic or inelastic trade balance. Also, if foreign indebtedness 
is high, some countries can deal with external shocks better under a fixed exchange rate, rather than under a floating one. (Pascal Towbin, 
Sebastian Weber, “Limits of Floating Exchange Rates: the Role of Foreign Currency Debt and Import Structure”,IMF working paper, February 2011; 
Aye Mengistu Alemu; Lee Jin-sang, “Examining the Effects of Currency Depreciation on Trade Balance in Selected Asian Economies”, International 
Journal of Global Business, June 2014;). Moreover, according to the IMF, the increasing share of foreign value added in the gross exports of 
countries have resulted in the weaker elasticity of trade flows towards exchange rates (IMF, WEO “Exchange Rates and Trade Flows: 
Disconnected?” October 2015, Chapter 3).   
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4. The CA deficit adjusted for reinvested earnings and FDI-related 

imports stood below 6% of GDP in 2018. Georgia’s CA deficit can be 

reflecting the opportunities, rather than the weaknesses.  
 

The positive tendency of CA balance improvement continued in Q4 2018. The CA deficit-to-GDP ratio 

stood at 7.7% of GDP in 2018, compared to 8.8% in 2017. The lower income account deficit was partially 

a consequence of some companies changing ownership from non-residents to residents. Higher tourism 

inflows also played a significant role in the change. At the same time, the balance of trade in goods slightly 

worsened, despite the positive contribution stemming from a reduction of imports related to BP’s SCPX 

project8. The current transfers-to-GDP ratio remained almost unchanged. Excluding the effect of 

reinvested earnings, the CA deficit stood at 6.0%, which was a marginal improvement compared to 6.1% 

in 2017. 

The normalization of FDI levels reflecting the finalization of BP’s SCPX project, the change of ownership of 

some non-resident companies to residents, and the reduction of FDI-related debt, had a significant impact 

on the financial account structure. Despite a reduction to 5.5% of GDP in 2018, net FDI inflows remained 

an important source of financing the current account deficit. The contribution of debt financing, mostly 

in the form of long-term borrowing by the government, the central bank and the financial sector, was also 

material, standing at 3.9% of GDP. At the same time, the NBG refilled its reserves with the equivalent of 

1.7% of GDP (out of which 1.2% occurred via FX interventions), indicating that financial account inflows 

exceeded CA deficit financing needs. 

In 2019, the CA deficit-to-GDP ratio could widen by around 0.5 percentage points if overall growth is at 

5.4%; whereas in the event of 4.7% growth, the ratio is likely to somewhat improve. Lower average oil 

prices in 2019, a further reduction of imports related to the South Caucasus Pipeline Extension project 

and lower retail lending are each seen as key drivers of the improvement. On the contrary, significantly 

stronger fiscal spending and somewhat lower inflows would contribute to the ratio widening. As for newly 

introduced pension system, it will support higher domestic savings and lower CA deficit over the medium 

term.  

                                                           
8 According to BP, over 2014-2018 total cost of project was around 2bn USD with approximately 80% import 
component  
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It is important to highlight that if a country receives high inflows, the only way to avoid a CA deficit is to 

reinvest those inflows abroad. According to the Chairman of the Monetary Authority of Singapore, in the 

1970s and 1980s when Asia was rising, Singapore and South Korea had large and sustainable current 

account deficits as global financiers thought that there were investment opportunities.  

While Georgia still has a lot of homework to do in order to become a hub in as many areas as Singapore, 

one could certainly argue that Georgia should further advance in this direction rather than be unduly 

worried about its CA deficit.  
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Small Economies, large current account deficits 

(2012-2014 average) 

  
Population 

(mln) 

GDP per capita 

(1000 USD) 

Net oil exports 

(% of GDP) 

 Countries 

with large 

CA deficits  

                   

3.8  

                         

2.4  

                       

(7.3) 

 Other 

countries  

                   

10.5  

                         

9.3  

                       

(2.9) 
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Other, 11%
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sectors, from the chart above it can be concluded that the share of tradeable sectors is 
quite high. For example, manufacturing and mining, energy, a large share of hotels and 
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Besides FDI financing, the attractiveness of the country is also reflected in debt financing. In this regard, 

it may be argued that Georgia’s external debt has reasonably low risk profile9.  

 

A CA deficit can certainly be worrying when it leads to overheating in the economy, as expressed in high 

inflation, above-trend growth rate, overvalued exchange rate, housing price bubbles, external inflows 

primarily directed to non-tradeable sectors, etc. However, as there are currently no such signs in Georgia, 

the CA deficit should be seen as an opportunity, rather than a weakness. 

 

 

 

 

 

 

 

                                                           
9 Non-existence of thin capitalization rules for taxation, also stimulates intercompany lending, rather than equity financing.  
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5. Georgia remains fiscally prudent with very low costs of debt and an 

increasing share of capital spending. Following its contractionary impact, 

under the baseline scenario the budget deficit is expected to strongly 

support growth in 2019. 
 

The budget deficit moved from 3.9% of GDP in 2017 to 2.5% in 2018. The budget remained in surplus for 

the first 11 months of 2018, while the deficit spending fully took place at the end of December, mostly in 

the form of advance payments. Taking this into account, the impact of the budget deficit on growth has 

been highly contractionary and the year-end spending is being reflected in GDP growth in 2019.  

 

Overall, the budget deficit remains well managed and stood at around 3% over the past couple of years. 

Following an increase in 2016, it declined in 2017 and fell further the following year. The budget deficit 

also is anchored by the IMF’s Extended Fund Facility (EFF) arrangement with the government.  

The higher budget deficit in 2019 will mostly be directed towards investments to implement crucial 

infrastructure projects for the economy. Last year, due to the underperformance of some major 

construction projects, including the construction of the most complex section of the “East-West” highway, 

public investments remained moderate.                                                                                           
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Public debt remains comfortable at around 44% of GDP and has a declining trend. The external debt-to-

GDP ratio declined from 35.1% in 2016 to 34.3% in 2018, while domestic debt increased slightly from 9.3% 

of GDP to 9.5% over the same period. A major portion of the government’s external debt is on 

concessional terms and the weighted average interest rate on that debt is below 2%, which is very 

favorable for an economy with GDP growth projections of above 5%. Furthermore, the yield for new 

concessional borrowings in 2018 was 0.8%. With this in mind, it is probable that during a possible 

downturn the government would have the ability to enact a stimulus package.     
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6. Strong fiscal spending in 2019 will compensate for the negative 

impact on household consumption that has arisen from declining non-

mortgage lending. This will have a relatively stronger positive impact on 

domestic value added goods, but a negative one on durable goods that 

are primarily imported. Overall, household consumption does not appear 

to be excessive when compared to its trend and that of other countries.  
 

In 2015-2016, the growth of household consumption expenditure was close to zero in real terms. The 

lower growth of household disposable income, slower non-mortgage credit, the GEL depreciation, 

negative balance sheet effects stemming from loan dollarization, and worsening consumer sentiment, all 

negatively affected private consumption demand at that time. This was especially the case for durable 

goods, given their highly cyclical nature. Household consumption started to recover from 2017 following 

stronger income growth, the relative stability of the USD/GEL exchange rate and higher non-mortgage 

lending.10 However, as a share of GDP household consumption has continued to decline, reflecting the 

long-term trend.  

                                                           
10 The 2018 household consumption data may be revised as it only represents initial estimates.  
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The key factors affecting consumption growth in 2019 will be related to the slower growth of non-

mortgage lending and an acceleration of public spending, especially in the form of wages and social 

expenses. 

 

According to the budget plan, government spending on salaries, healthcare and other expenses is 

projected to increase by around 8.0% YoY in 2019, following the 4.9% growth in 2018. In absolute terms, 

this translates into spending of an additional 500 million GEL, which will support household consumption. 

The growth of these expenses stood at 17.6% YoY in Q1 2019, suggesting that there is a good chance the 

actual growth might be well above the planned 8%.  

Overall, the upside from accelerated fiscal spending should outweigh the negative impact of slower retail 

lending. At the same time, increased fiscal spending is likely to mostly finance the consumption of goods 

with higher domestic value added, while the significant part of non-mortgage lending financed the 

consumption of durable goods that are mostly imported. This consideration suggests that fiscal spending 

can have a higher multiplicative effect, boosting growth even further. At the same time, the recently 

introduced pension system reform will likely have some negative effect. Also, higher mortgage lending 

can lead to lower consumption, but only when the debt service ratio increases substantially as a result of 

higher housing finance. While mortgage lending has been strong, the impact on the debt service ratio was 

likely more moderate (see the overall credit growth section for more information). It should also be noted 

that traditionally the USD/GEL exchange rate plays an important role in determining consumer 

sentiments.    
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Also, together with the natural decline of the share of household consumption in GDP over time, when 
looking at a cross-country comparison of the level of household consumption relative to GDP per capita, 
the private consumption level in Georgia does not appear excessive. It may even be somewhat lower than 
implied by making such a comparison.  

 

 

 

 

 

 

 

 

 

 

 

 

Urkaine

Armenia

GeorgiaChina Azerbaijan

Turkey

Central Europe 
and Baltics

Euro Area
USA

0

10000

20000

30000

40000

50000

60000

70000

30.0 40.0 50.0 60.0 70.0 80.0 90.0 100.0

G
D

P
 p

er
 c

ap
it

a,
 P

P
P

 (
cu

rr
en

t 
in

te
rn

at
io

n
al

 $
) 

Household and NPISH final consumtion expenditure (% of GDP) 

Consumption to GDP vs GDP per capita by country, 
2017

Source: World Bank

Wages
33%

Other mixed 
income*

27%

Remittances
22%

Government 
transfers**

18%

Composition of HH disposable income, 2018

*Includes value added by unincorporated enterprises owned by households
**Includes social, healthcare and education services
Source: Geostat, MOF, NBG, TBC Bank Economic Team estimates



TBC Economic Review 
 

23 
 

7. 2018 was a peak year for business lending thanks to the recovery of 

growth since 2017. As expected, this was more reflected in corporate 

sector being more cyclical compared with MSME. Going forward, business 

credit growth should return to its trend.  

 

Following the cyclical recovery from the beginning of 2017, business lending has started to recover. As 

there is normally a lag of around 6 months from GDP (sales) growth, business lending started to 

demonstrate stronger growth from around August 2017. Being mostly cyclical, it is likely that business 

lending, especially in the corporate segment, peaked somewhere at the end of 2018 or the beginning of 

2019. It is expected that the growth rate will come down to follow its trend rate by the end of 2019. Some 

one-off factors related to large transactions will also contribute to slower corporate credit growth going 

forward.  
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Growth in market GDP11, which has a higher correlation with business sales and earnings, recorded a 

strong recovery in 2017.  

 

Growth of this measure of economic activity is usually higher and more cyclical than that of nominal GDP. 

In 2017, market GDP growth stood at a remarkable 14.2% YoY and fell to a more moderate 10.1% YoY in 

2018. With the growth cycle having plateaued in the second half of 2018, the growth rates between 

market GDP and nominal GDP are expected to become more closely aligned, indicating a lower growth of 

business lending together with the end of cyclical pick up in inventories and fixed investments, as 

described in the figures above.  

As for the level of investments, it remains high and will support economic growth going forward.  

                                                           
11 GDP adjusted for non-market sectors such as public administration, processing of products by households, imputed rent, etc. 
Agriculture is also excluded from the market GDP as it is dominated by households rather than firms.  
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Thanks to stronger earnings and the relative stability of the USD/GEL exchange rate, business profitability 

has improved, and leverage has started to normalize to acceptable levels. At the same time, an excessive 

focus on business lending to compensate for lower retail lending may pose a risk. Excessive restrictions 

on retail lending would cause business to slow further at approximately the same risk appetite. If total 

credit growth stands at around 15% YoY in 2019, corporate and MSME segments will likely increase at 

10% and 20%, respectively. 

 

 

 

 

March 2019 (%) Watch NPLs  

Retail loans 
3.2 4.7 

 

Business 
loans 5.0 6.9 

 

     Corporate   
6.3 7.5 

 

MSME 
3.2 6.2 

 

Total loans 
4.2 5.9 

 

19.6 

17.3 

20.1 

23.6 

27.6 

9.6 
8.6 

7.6 
8.5 

10.7 

2013 2014 2015 2016 2017

ROE and ROA of non-financial corporations (%)

ROE ROA

Sources: GeoStat, based on survey

2.0 2.0 

2.7 2.8 2.6 

2013 2014 2015 2016 2017

Equity multiplier* of non-financial corporations

*Assets to equity ratio
Source: GeoStat, based on survey

2.7

0

2

4

6

8

10

12

Es
to

n
ia

Is
ra

el
Fi

n
la

n
d

G
er

m
an

y
Sl

o
ve

n
ia

A
u

st
ri

a
H

u
n

ga
ry

G
eo

rg
ia

Tu
rk

ey
B

el
gi

u
m

Fr
an

ce
Li

th
u

an
ia

Sl
o

va
k 

R
ep

u
b

lic
C

ze
ch

 R
ep

u
b

lic
P

o
la

n
d

La
tv

ia
A

rm
en

ia
R

o
m

an
ia

B
u

lg
ar

ia
R

u
ss

ia
n

 F
e

d
er

at
io

n
C

ro
at

ia

NPLs to gross loans*
(2018 or latest available)

*Based on internationally comparable IMF methodology
Source: IMF FSI

Loan portfolio quality indicators* 

* Based on local regulatory standards 

Source: NBG 

 



TBC Economic Review 
 

26 
 

8. Overall credit growth is going to slow as a result of tighter retail 

regulations and the normalization of business lending. If credit growth 

slows more than in the rational scenario, there are ways to stimulate 

lending without excessive risk taking.    
 

The credit regulations that came into force in May 2018 and January 2019 have substantially affected 

credit growth in both the bank and non-bank sectors. As of March 2019, bank corporate, MSME and retail 

loans increased by 12.9%, 21.8% and 11.2% YoY, respectively. Excluding one-offs in the corporate 

segment, growth would have stood at an estimated 15.3% YoY, with the corporate segment up by 17.0%. 

However, even when taking into account one-offs, the deceleration of the loan portfolio is evident, driven 

by both retail lending regulations and normalizing growth rates in business credit following the cyclical 

pick up in 2018. In the retail segment, mortgage debt growth remained solid at 30.1% YoY. This was in 

part thanks to the base effect as the moderation of housing finance observed from January continued into 

March. Non-mortgage lending slipped into negative territory, declining by 1.9% YoY, with some impact of 

loans to individuals having business earnings reported as MSME credit. Credit growth also turned negative 

in the non-bank sector, especially in high-risk products.  
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As for problem loans, the issue of subprime lending at high interest rates should already have been 

addressed following the introduction of an effective interest rate ceiling of 50%, because lenders cannot 

afford the high cost of risk at such a rate. The problem of the high number of very small value problem 

loans was primarily caused by non-bank lenders.  

 

 

MFI loan portfolio by segments 
 (at current exchange rate) 

Loan portfolio Q1 2018 Q1 2019 YoY, % 
Loans to 
individuals 

                                                 
1,159,966  

                                                 
1,028,556  -11.3 
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While in recent years the household debt-to-income ratio has increased, the higher debt was reflected 

less in the debt service ratio thanks to lower interest rates and longer maturities, which were primarily 

driven by the increasing share of mortgage lending. Furthermore, household debt to income ratio when 

excluding business loans to households and non-resident credit remained almost unchanged in 2018, due 

to sharp decline of microfinance sector, increasing non-resident credit and also lower growth rate of bank 

household debt. During the same period household debt service excluding household business loans and 

non-resident credit probably has decreased, unlike as illustrated on the chart below, which includes 

household business loans and non-resident credit as well. More research is needed to quantify the impact 

of household debt dynamics on the debt service ratio on a system level, including the separation of 

business loans.  

 

When assessing credit growth, it is important to look at the top-down credit sustainability indicators. The 

estimated credit-to-GDP gap12 in 2018 stood at around 0% at a constant exchange rate and at 6.0% at the 

current exchange rate. From an analytical perspective, the credit-to-GDP gap at the constant exchange 

rate is likely to be more informative as it should have a more pronounced impact on asset prices and the 

external balance. Also, any overvaluation of the exchange rate could mask excessive credit growth and 

thus be misleading. Therefore, no signs of excessive credit growth are evident when judging from this 

indicator alone.  At the same time, credit at the current exchange rate is certainly important from the debt 

service perspective. However, as described above, debt service remains stable especially when excluding 

household business loans and credit to non-residents.  

 

 

                                                           
12 Including loans issued by commercial banks, microfinance organizations and domestic corporate bonds. 
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In addition to the overall dynamics of household debt, consideration of the structure is particularly 

important. A rapid growth in household debt has proven to be dangerous primarily in the case of mortgage 

debt, with a stronger relationship here seen in advanced economies. However, a house price bubble is a 

necessary precondition for an increase in mortgage debt to lead to financial instability.13 Although 

mortgage growth has been strong recently, there are no such signs of a bubble – with both the rent-to-

price ratio and the housing yield compared with conventional financial saving remaining on trend and 

stable real house prices. House prices appear to be close to equilibrium, being slightly more undervalued 

than overvalued.  In the long term, a steady growth in prices is expected, while in the short term supply 

and demand are likely to be reasonably balanced, with around a 20% mortgage growth rate.14  

 

 

                                                           
13 IMF GFSR, October 2017. Household Debt and Financial Stability. 
14 For more details, see TBC Research, Georgian Economy and Financial Sector presentation and TBC Research, Residential Real 
Estate Sector Analysis. 

Source: IMF GFSR, October 2017. Household Debt and Financial Stability. 
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As for the penetration, it is often difficult to interpret as it differs significantly across countries with 

approximately the same income per capita. Furthermore, it is important to consider the share of the 

shadow market in the countries with high local currency interest rates and overly strict regulations. Lower 

income countries and income groups within countries are typically characterized by a higher share of non-

mortgage debt. Also, based on the data from 18 OECD countries, lower income groups have a lower loan 

participation rate, but a higher debt burden.    
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11.3% 23.2%

State-owned enterprises

Other private sector

Source: IMF GFSR, October 2017. Household Debt and Financial Stability. 

Household disposable income as a percent of GDP is higher in Georgia when 

compared internationally due to the lower levels of taxation and higher levels of 

personal remittances. Therefore, besides being an internationally accepted 

indicator, when looking at the household debt penetration level, it is always better 

to compare the household debt-to-income ratio than the household debt-to-GDP 

ratio.   
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Despite the proven track record of sound macro and micro risk management, expressed in the 

incorporation of stress scenarios in lending standards, the issue of loan dollarization certainly needs to be 

further addressed. In 2018, total inflows to GDP stood at 68.5% of GDP. Whilst this does not imply that 

loan dollarization (including in other currencies) should be this high, it certainly implies that larization 

should not be 100%.       

  

Besides FX lending to customers with FX income stream being rational, high interest rates on national 

currency loans make long-term lending unattractive. In this regard, limiting a substantial share of housing 

finance to only GEL is a matter of concern. The interest rate differential between GEL and FX long-term 

credit requires large depreciation to be compensated. For example, if interest rate differential is 3.5 

percentage points for a 15-year loan, it would require one-off depreciation of 24% at the loan 

disbursement and the average lifetime depreciation of 52% to compensate for the interest rate 

differential.  
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The NBG’s rate cuts are in support of larization. Lower policy rate has been reflected on both the treasury 

securities and interbank markets and later also on GEL deposits. Unless external conditions weaken, it is 

highly unlikely that the NBG will increase the policy rate. The rate cut thus remains the baseline scenario, 

albeit with some ambiguity existing depending on collateral availability. At the same time, pension system 

reform will increase the affordability of GEL funding.  

 

 

 

 

 

 

 

Forecast of the monetary policy rate 

Source: National Bank of Georgia 
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Taken as a whole, the regulations that have been introduced should further strengthen the banking 

system’s capacity to absorb shocks and are thus credit rating supportive. At the same time, if credit growth 

is too slow, there is a room to stimulate lending without taking excessive risk. Measures that might 

stimulate lending include the following: 

 Amending the ban on long-term loans valued up to 200,000 GEL being offered only in GEL by 
enabling at least 50% to be in FX currencies.  

o This could be seen as a more balanced decision in terms of opportunities and risks. The 
elasticity of NPLs to exchange rate depreciation is non-linear and has low impact during 
relatively low rates of depreciation. Therefore, multicurrency lending at an exposure level 
enables risks to be decreased more than multicurrency lending on a portfolio level. 
Lending standards (PTI, PLV) should be supportive of the diversification on an exposure 
level. For example, in the case of a multicurrency loan, the FX lending ratios weight could 
be the squared share of FX in an exposure.   

 The maximum maturity for mortgage loans when calculating debt service ratios could be 
increased above 15 years. This limitation can be considered too conservative compared to other 
countries, especially when taking into account that there are no signs of a house price bubble in 
Georgia. In addition, partial amortization schedules could be introduced and the 4-year limit for 
non-mortgage debt could be increased. 

 LTV standards could be softened for local customers and non-residents, including the diaspora. 
 Remittances-backed lending should be allowed in FX as in such situations lending in GEL is more 

risky, more expensive and also prevents banks from using scarce GEL funding where it is more 
needed. It is important to highlight that the USD should not be seen as the key foreign currency 
when an income stream is FX. Certainly, the EUR should be the best choice when earnings are 
from the EU, whereas the RUB should be seen as the optimal currency in the case of earnings 
from Russia as well as possibly from other CIS countries.  

 Lending standards for FX borrowing could be less conservative, especially for high income groups. 
 As a large share of household income is from self-employment, lending with no income 

verification could be permitted with some limit, as a share of capital or loans and effective interest 
rates lower than 50% having separate ceilings for mortgage and non-mortgage debt.  

 The high reserve requirements on FX deposits and other costs imposed could be decreased for 
the following reasons:  

o The natural level of dollarization is substantial in Georgia. Total inflows stand at around 
70% of GDP. That does not mean that the loan book FX share should be 70%, but it should 
not be zero. High reserve requirements also make credit more expensive for those with 
FX income streams.  

o The current laws and regulations are already conservative and address most retail 
lending. Further increasing the cost of FX may not be efficient. 

o The NBG has implemented a stress testing framework that has been internationally cited 
as a case study.15 Therefore, FX and other risks are addressed under the stress testing 
exercise in a more risk-based manner. 

o Creditors’ willingness to switch from FX to GEL appears to require too high an interest 
rate differential. This is unacceptable for debtors, especially for longer term loans.   
     

As for 2019 credit growth projections, those are given in the last - GDP growth section.   

                                                           
15 BCBS, Supervisory and Bank Stress Testing: Range of Practices, December 2017.  
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9. The GEL is expected to appreciate and be much less volatile, 

supporting price stability and deposit larization.   
 

The GEL REER’s intra-year volatility has substantially increased in recent years due to higher volatility in 

international/regional FX markets, increased tourism inflows with a seasonal pattern, and fewer central 

bank interventions on both sides.  

Going forward, much less volatility is expected. 

There are two main reasons for this: (i) the 

market’s perception of GEL seasonality and 

there being at least some willingness to buy 

GEL in the winter and sell in the summer; and 

(ii) the NBG attaching more weight to the 

exchange rate when fulfilling its inflation 

target.  

 

 

The GEL effective exchange rate has a strong pass-through on inflation.16 When controlling for other 

variables, a 1% depreciation of the GEL NEER can have a 0.3-0.5% impact on CPI inflation17. Any excessively 

strong GEL appreciation/depreciation has usually been reflected in lower/higher CPI inflation and the NBG 

has reacted in the form of statements, changes to the policy rate and FX interventions.18 

                                                           
16 Tamar Mdivnishvili, “Economics and Banking”, National Bank of Georgia, 2014. 
17 Different currencies in the REER should have a different pass-through on inflation in Georgia. Therefore, besides overall 
movements in the exchange rate, it is important to consider the particular currencies that move against the GEL.    
18 Using an exchange rate explicitly or implicitly as an instrument in the inflation targeting framework is neither uncommon nor 
unadvisable. For example, see the IMF February 2012 staff discussion note: “Two Targets, Two Instruments: Monetary and 
Exchange Rate Policies in Emerging Market Economies” – see link. An interesting framework is operational in Singapore, where 
the Monetary Authority of Singapore (MAS) operates using an effective rate, rather than an interest rate target to achieve price 
stability. The rationale for this framework is that Singapore is a small and open economy with no dependence on commodity 
prices and it thus has an exchange rate that is relatively controllable by the MAS which can lead to a stronger and more stable 
pass-through on inflation and GDP growth as compared to interest rates - see link . According to Santacreu, if the uncovered 
interest parity condition that establishes a tight link between the interest rate differential in two countries and the expected rate 
of depreciation of their currencies does not hold, the exchange rate rule outperforms the standard interest rate rule in lowering 
the volatility of key economic variables. There are two main reasons for this. First, the actual implementation of the exchange 
rate rule avoids the overshooting effect on exchange rates, as is characteristic of an interest rate rule. Second, the risk premium 
that generates deviations from the uncovered interest parity condition is smaller and less volatile under an exchange rate rule – 
see link 
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11/15/2014, 
USD/GEL: 1.76
Inflation: -0.3%
Monetary policy: NBG kept 4.0% 
policy rate unchanged

5/15/2015, 
USD/GEL: 2.36
Inflation*: 10.2%
Monetary policy: NBG 
raised policy rate by 0.5 
pp

5/23/2016, 
USD/GEL: 2.15
Inflation: -1.6%
FX auctions: NBG bought 
20m USD

12/22/2016, 
USD/GEL: 2.78
Inflation:17.3% 
Monetary policy:  NBG kept 
the 6.5% policy rate 
unchanged

4/19/2017, 
USD/GEL:2.38
Inflation: 3.4%
Monetary policy: NBG raised 
the policy rate by 0.25 pp up 
to 7.0%

11/28/2017, 
USD/GEL: 2.78
Inflation: 6.2%

8/14/2018, 
USD/GEL: 2.57 
Inflation: 1.0%

11/8/2018, 
USD/GEL: 2.76
Inflation: 4.2**
FX auctions: NBG 
purchased 20m USD 
in November

5/12/2019, 
USD/GEL: 2.74
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Why REER and not NEER? 

Important to highlight that short to medium-term developments are often better described by the NEER, 

rather than the REER. At the same time, inflation has recently been high and volatile in some of Georgia’s 

trading partners. Therefore, also in the short term the REER better reflects the underling dynamics of the 

GEL. In this regard, a prime example is Turkey, where the sharp nominal depreciation of the TRY has been 

largely offset by an increase in prices.  

 

Taking into account those arguments, it is likely that the GEL REER and inflation will be less volatile, 

possibly resulting in lower volatility against the EUR and USD and supporting more confidence in the GEL.19 

Furthermore, the GEL REER remains below both its medium-term average and long-term trend, indicating 

the likelihood of appreciation. The NBG’s 3% inflation target is supportive of larization. In the long term, 

coupled with high GDP, the productivity growth potential of Georgia, and an inflation target of 2% in the 

US and euro area, a 3% target would imply appreciation of around 1% each year.20 As larization is a policy 

priority, going forward the inflation target could be further lowered to 2%, which would be a further 

upside to those exposed to nominal GEL exchange rates with USD being a functional currency.21  

 

                                                           
19 Lower exchange rate volatility should contribute to de-dollarization as FX deposits and loans in the Caucasus and Central Asia 
regions are often seen to be mainly driven by volatile inflation and exchange rates, low financial depth and asymmetric exchange 
rate policies biased toward depreciation – see link.  
20 See the TBC Research, Georgian Economy and Financial Sector presentation and TBC Research, thematic article on Pricing of 
GEL Inflation-Linked Bonds. In particular, thanks to higher growth/productivity, the GEL is likely to have a long-term appreciation 
trend. Assuming lower inflation in Georgia, the appreciation will be better reflected in nominal exchange rates – see link.  
21 Singapore has been successful in managing exchange rate appreciation expectations, having high growth rates coupled with 
low inflation. As a result, interest rates in the Singapore dollar are often lower than in the US dollar.   

70

90

110

130

150

170

190

210

230

Fe
b

-1
6

A
p

r-
1

6

Ju
n

-1
6

A
u

g-
1

6

O
ct

-1
6

D
ec

-1
6

Fe
b

-1
7

A
p

r-
1

7

Ju
n

-1
7

A
u

g-
1

7

O
ct

-1
7

D
ec

-1
7

Fe
b

-1
8

A
p

r-
1

8

Ju
n

-1
8

A
u

g-
1

8

O
ct

-1
8

D
ec

-1
8

Fe
b

-1
9

A
p

r-
1

9

GEL/TRY CPI based RER, GEL/TRY PPI based RER and nominal exchange rate index 
(Jan-2016=100) 

CPI based RER PPI based RER GEL/TRY nominal exchange rate

Source: GeoStat, Turkstat, TBC Bank Economic Team estimates

https://www.imf.org/en/Publications/WP/Issues/2016/12/31/How-to-De-Dollarize-Financial-Systems-in-the-Caucasus-and-Central-Asia-43299
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Overall, the GEL appears to be weaker than both its long-term trend and medium-term average and is 

likely to appreciate going forward. In the baseline scenario, when/if the EUR appreciates against the USD, 

the GEL should follow, but not by 100%. Also, assuming there is at least relative stability of major regional 

currencies, and given the fact that many of them could be undervalued (rather than overvalued) against 

the USD, a stronger GEL going forward is a very likely scenario.  
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As for the NBG’s FX interventions, reserve accumulation remains a priority. At the same time, if inflows 

are weak and growth slows, as it has in the past, the NBG will likely postpone some of its reserve 

accumulation goals. Furthermore, the NBG is highly unlikely to tolerate any unjustified deviation of 

inflation from the target. NBG accumulated substantial amount of reserves at the end of 2018 and the 

beginning of 2019, with the NIR (net international reserves)  exceeding the lower threshold for June 2019, 

as defined at 1.456 bn USD in agreement with the IMF, by around 200 USD. Considering this, if needed 

the NBG may sell its reserves alongside with other available instruments.22   

 

The charts below reflect GEL “a bit more than random walk” forecast. GEL REER being undervalued rather 

than overvalued, reasonable stability in economic partners, inflation close to 3% in Georgia, the EUR 

strengthening against the USD and GEL following EUR but not to 100% are underlying assumption of the 

GEL exchange rate projections.  

                                                           
22 In the December 2018 IMF country report on Georgia, the NBG was cautioned against a rapid buildup in reserves that could 
weaken the lari unduly and thus undermine the NBG’s credibility and de-dollarization goals.     
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10. GDP growth is expected to be strong in 2019. While credit 

regulations pose a downside risk, fiscal deficit is a very strong upside 

coupled with reasonably strong inflows that are likely to be higher from 

the second half of the year, in line with the IMF’s outlook. With a 15% 

growth in bank credit, GDP is expected to rise by 5.4% in 2019. However, 

if credit increases at a slower 12%, then growth in 2019 should stand at 

around 4.7%. 
 

GDP growth in 2018 stood at 4.7% – a very solid rate, especially taking into account the contractionary 

impacts of fiscal policy, the negative spillover effects from Turkey and Iran, the slowing growth in other 

major economic partners, and the finalization of the South Caucasus Pipeline extension project. On the 

upside, credit has been strong also due to the lagged effect arising from elevated GDP growth in 2017.  

The first half of 2018 saw above 5.0% growth, but this started to slow from Q3. The lower growth reflected 

the higher volatility facing the region and continued contractionary impact of fiscal policy.  

 

From a sectoral perspective, growth remained broad-based in 2018, with all major sectors of the economy 

positively contributing, aside from construction. The negative contribution of the latter was a result of the 

completion of the construction of BP’s SCPX project and underperformance in public infrastructure 

spending, although the construction of both residential and non-residential buildings remained solid. 

Growth momentum was strong in Q1 2019 as well with 4.7% YoY increase of GDP supported by strong 

fiscal stimulus and still healthy external demand. However, despite overall dynamics, construction 

continued to decline this time possibly also reflecting the weaker residential and non-residential buildings 

development related to the stricter regulations to obtain construction permits and the expected 

slowdown in mortgage lending.  
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GDP growth is expected to be strong in 2019. While credit regulations pose a downside risk, fiscal deficit 

is a very strong upside that will be coupled with reasonably strong inflows that are likely to be higher from 

the second half of the year, in line with the IMF’s outlook. With a 15% growth in bank credit, GDP is 

expected to rise to 5.4% in 2019. However, if total domestic credit increases at a slower 12%, then growth 

in 2019 should stand at around 4.7%.  

The tables below summarize the major assumptions behind the growth projection for 2019.    

Factors affecting GDP* 2014 2015 2016 2017 2018 
2019-

scenario 1 
2019- 

scenario 2 

Exports, tourism and remittance inflows 
2.6 2.7 2.9 14.2 11.3 10.4 

“-“ 

FDI 
5.6 1.9 -0.1 3.1 -4.6 0.0 

“-“ 

Total loans 

7.0 6.2 3.8 7.3 10.8 9.0 

7.2 

Retail loans 
4.2 3.2 3.1 5.1 5.0 4.5 

3.3 

Mortgage 
1.4 1.4 1.6 2.3 3.3 3.2 

2.4 

Non-mortgage 

2.8 1.7 1.5 2.7 1.7 1.2 

0.9 

Business loans 
2.8 3.0 0.7 2.2 5.8 4.5 

3.9 

Corporate 
1.6 1.9 0.1 0.3 2.7 1.9 

1.6 

SME 

1.2 1.1 0.6 1.9 3.1 2.6 

2.3 

Fiscal deficit** 
4.1 4.2 4.8 2.6 1.2 4.8 

“-“ 

Imports 
-8.7 -6.8 -1.3 -9.9 -10.0 -11.6 -10.6 

Total 

10.7 8.2 10.1 17.3*** 8.7 12.6 11.8 

        
Real GDP growth 4.6 2.9  2.8  4.8  4.7  5.4 4.7 

Nominal GDP growth 8.6  8.9  7.2  11.2  8.5  9.6 8.9 

GDP deflator 3.8  5.9  4.2  6.1  3.6  4.0 4.0 

* In percent of previous year’s GDP        
** GFSM 1986, adjusted for advance payments in previous years 
*** Sharp improvement of factors affecting GDP in 2017 likely reflects strong growth of market GDP (see chapter 7 on Business lending) 

Sources: GeoStat, NBG, MOF, TBC Bank Economic team estimates      

 Factors affecting GDP growth (YoY %, GEL) 2014 2015 2016 2017 2018 
2019-

scenario 1 
2019- 

scenario 2 

Exports, tourism and remittance inflows 5.3 5.6 6.2 30.5 20.6 17.1 17.1 

FDI 89.1 16.8 -1.2 28.3 -36.3 0.0 0.0 

Total loans* 14.3 12.1 7.2 13.7 19.9 15.0 12.0 

Retail loans 23.0 15.5 14.4 21.9 19.7 16.0 11.8 

Mortgage 21.5 19.8 20.3 26.2 32.4 26.0 19.5 

Non-mortgage 23.9 13.2 10.9 19.1 11.3 8.0 5.8 

Business loans 9.2 9.8 2.3 7.4 20.1 14.1 12.2 

Corporate 8.0 9.4 0.6 1.8 15.1 10.0 8.5 

SME 11.6 10.6 5.6 17.6 28.0 20.0 17.5 

Fiscal deficit** 3.2 3.7 4.0 3.9 2.5 3.1 3.1 

Imports 15.0 11.1 2.2 16.7 16.1 17.5 16.0 

* Excluding FX effect, annual average growth 

** GFSM 1986, fiscal deficit to GDP ratio 
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Although assumptions and corresponding multipliers are often subject of debate, it should be noted that 

Georgia’s high growth potential has been confirmed by a range of other estimates, with the 5.2% trend 

growth rate projected by the IMF.  
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Legal notice 

 

The information, statements and opinions contained in this report represent opinions of the authors i.e. 

TBC Bank Economic Team only and do not constitute official views, opinions or position of TBC Bank 

Group. Information in this report is solely for information purposes and has been obtained from publicly 

available sources believed to be reliable but its accuracy and completeness is not guaranteed. This report  

does not constitute a public offer under any applicable legislation or an offer to sell or solicitation of any 

offer to buy any securities or financial instruments or any advice or recommendation with respect to such 

securities or other financial instruments.  

This report may contain forward-looking statements; such forward-looking statements contain known and 

unknown risks, uncertainties and other important factors. None of the future projections, expectations, 

estimates or prospects in this report should be taken as forecasts or promises nor should they be taken 

as implying any indication, assurance or guarantee that the assumptions on which such future projections, 

expectations, estimates or prospects are based are accurate or exhaustive or, in the case of the 

assumptions, entirely covered in the report.  

Neither TBC Bank Group nor authors of this report accept liability whatsoever for any direct or 

consequential loss arising from any use of this report or its contents or otherwise arising in connection 

therewith. This report is copyright-protected and no part of it can be reproduced, republished, and/or 

distributed. All rights reserved. 

 

 

 

 

 

 

 

 

 


