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Abstract.

Georgia's financial system remains stable and continues to support economic lending. As of
April 2025, the banking sector maintains healthy levels of capital and liquidity. Compared
to the previous year, the pace of credit activity has gradually normalized, and in April
2025, the annual growth of loans—excluding the exchange rate effect—stood at 15.5%. This
growth was largely driven by an increase in business loans. According to data from the first
quarter of 2025, the loan-to-GDP ratio remains below the long-term trend. On one hand,
strong economic growth recorded in the first quarter and, on the other, the normalization
of credit activity have led to a widening of the negative gap between loans and GDP. The
committee estimates that, given the current dynamics of credit activity and the gradual
normalization of economic growth, this negative gap will close in 2025. Accordingly, at
this stage, there is no need to adjust the cyclical component of the countercyclical capital
buffer. Commercial banks continue the phased accumulation of the neutral component of the
countercyclical capital buffer. In January-May 2025, the volume of new loans issued by
commercial banks (24 billion GEL) increased by 7% compared to the same period of the previous
year (January-May 2024 - 22.4 billion GEL). For comparison, loan growth in the first five
months of 2024 was 18.5%, in 2023 - 17.4%, and in 2022 - 12%. In summary: the growth rate
of new loans issued by commercial banks in January-May 2025 has significantly slowed down.
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Intraduction: According to assessments by international
financial institutions and rating agencies, Georgia’s economy
remains resilient due to prudent macroeconomic policy. The
International Monetary Fund forecasts that, among countries
in the region and Europe, Georgia will experience the highest
economic growth in the medium term — within the range of 5.2%
during the years 2025-2030 [1].

Looking at the current year, 2025 began with high economic
activity. Specifically, GDP growth reached 11.1% in January,
7.7% in February, and 9% in March. Accordingly, the average
growth rate for January—-March 2025 was recorded at 9.3% [2].

Georgia has maintained a stable political and economic
environment, which suggests that the positive trend will
continue.

It is a fact that the country had a strong start as early
as January and began 2025 with high indicators. This trend
continued in the following months, and essentially, the
results shown in March were expected, given that the economy
became even more active during this period and, at the same
time, the tourism sector had already gained significant
momentum. In the coming months, we will likely observe even
more positive trends. We are seeing results in almost every
direction, including the construction sector and other areas
as well. Clearly, there is a positive trend in the country's
economy, and no signs of deterioration have been observed.

The political process, which to some extent had been
problematic and might have had a slight impact on the economy,
has now slowed down. Therefore, the trend that emerged at the
beginning of the year has continued, and the economic pace
has been maintained.

Georgia has managed to maintain a stable political and
economic situation, and I believe this trend will become even
more pronounced in the coming months alongside the activation
of tourism.

The good results were mainly driven by a 10.6% increase
in VAT turnover and an 8.2% growth in exports, which directly
contribute to economic development. Overall, foreign trade
turnover has increased. Services have also remained at a high
level, primarily due to tourism. Income generated from this
sector in the first quarter of the year is record-breaking.
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Based on all this, there was an expectation that the GDP
growth rate would be high, which has indeed been confirmed.

Reserchobjective: The aim of this study is to examine the
trends 1in average household incomes and expenditures in
Georgia, the rising difficulties in accessing credit
resources, the slowing growth rates of 1loans, and the
unhealthy pace of lending to the real estate portfolio. It
also seeks to explore ways to overcome the challenges faced,
analyze the measures taken to reduce the dollarization of
bank credits, and evaluate the shares of household consumer
cash expenditures.

Methology: The theoretical and methodological foundation
of the research is based on studies and scientific
publications by Georgian and foreign scholars, assessments of
the main directions of the economic policy of the Government
of Georgia, data from the National Statistics Office of
Georgia, the National Bank of Georgia, the Ministry of Economy
and Sustainable Development of Georgia, the Ministry of
Finance of Georgia, as well as economic policy documents. An
in-depth analysis of the existing data was conducted, and
certain conclusions and recommendations were developed.

Review and discussion: In 2024, the average monthly income
(both monetary and non-monetary resources) per household in
Georgia increased by 10.1% compared to the previous vyear,
reaching 1,896 GEL, while the average monthly income per
capita rose by 13.2%, amounting to 590 GEL [3].

Based on the research results, the main source of
household income consists of cash income and transfers, which
in 2024 increased by 2.7 percentage points compared to the
previous year, reaching 90.4% [4].

This indicator was 94.9% in urban-type settlements and
81.7% in rural-type settlements. In urban-type settlements,
the average monthly income per household increased by 12.6%
and amounted to 1,978 GEL, while in rural-type settlements it
increased by 5.5% and reached 1,755 GEL.

In the structure of monetary incomes and transfers, the
largest share is occupied by income from hired labor, which
decreased by 0.3 percentage points compared to the previous
year and amounted to 47.6%.

The share of income from self-employment increased by 0.9
percentage points and reached 12.7%. The share of income from
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pensions, scholarships, and social assistance increased by
0.4 percentage points compared to the same period last year
and amounted to 22.3%. The structure of monetary incomes and
transfers differs between urban and rural settlements.

Regarding expenses, in 2024, the average monthly expenses
per household in Georgia increased by 5.2% compared to the
previous year, reaching 1,736 GEL, while the average monthly
expenses per capita increased by 8.2% and amounted to 540
GEL.

According to the survey results, in 2024, compared to the
previous vyear, the share of households' consumer cash
expenditures in total expenses decreased by 0.4 percentage
points and amounted to 69.9%.

In urban settlements, the average monthly expenses per
household increased by 6.3% and amounted to 1,813 GEL, while
in rural settlements, they increased by 3.4% and reached 1,603
GEL.

In the structure of consumer cash expenses, the largest
share is occupied by expenses on food, beverages, and tobacco,
the share of which decreased by 0.5 percentage points compared
to the previous year and amounted to 38.1%. The structure of
consumer cash expenses differs between urban and rural
settlements.

In May, the number of people receiving a monthly salary
increased by only 1.5% year-on-year. In May, a total of
991,803 people were receiving a salary in the country [5].

In May 2025, the share of employees earning up to 600 GEL
accounted for 13% of all employed individuals. This represents
an increase of 0.1 percentage points compared to April 2025,
but a decrease of 2.3 percentage points compared to May of
the previous year. The largest proportion of employees (35%)
received a salary in the range of 600 to 1,199 GEL.

In May, the share of individuals earning 2,400 GEL or
more stood at 32%, which is 1.2 percentage points lower than
in April 2025, but 5 percentage points higher compared to May
2024. Only 2.8% of employees received a salary exceeding 9,600
GEL.

In June 2025, the inflation rate in Georgia amounted to
-0.01 percent compared to the previous month, while the annual
inflation rate stood at 4.0 percent. As for core inflation,
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according to Geostat, this indicator reached 2.4 percent in
June 2025 compared to the same period of the previous year,
while the annual core inflation rate excluding tobacco was
recorded at 2.2 percent.

The formation of the monthly inflation rate was mainly
influenced by price changes in the following groups:

Food and non-alcoholic beverages: Prices in this group
decreased by 0.4%, which contributed -0.15 percentage points
to the monthly inflation rate. During the reporting period,
prices decreased in the following subgroups: vegetables and
melons (-8.4%), sugar, jam, and other sweets (-0.9%), mineral
and spring water, non-alcoholic beverages, and natural juices
(-0.3%) .

At the same time, prices increased in the following
subgroups: fish (1.9%), fruits and grapes (1.2%), meat and
meat products (0.8%), milk, cheese, and eggs (0.7%), oils and
fats (0.6%), coffee, tea, and cocoa (0.5%), bread and bakery
products (0.5%).

Clothing and Footwear: Prices in this group decreased by
1.4 percent, contributing -0.07 percentage points to the
monthly inflation rate. Price declines were observed in both
footwear (-3.9 percent) and clothing (-0.2 percent)
subgroups.

Alcoholic Beverages and Tobacco: Prices in this group
increased by 2.2 percent, contributing 0.14 percentage points
to the monthly index. Prices rose for both alcoholic beverages
(2.8 percent) and tobacco products (1.5 percent) [6].

The main contributors to the annual inflation rate were
changes in prices in the following groups:

Food and non-alcoholic beverages: Prices in this group
increased by 10.1 percent, contributing 3.34 percentage
points to the annual inflation rate. Prices rose in the
following subgroups:Vegetables and melons (26.3 percent), 0Oil
and fats (20.6 percent), Coffee, tea, and cocoa (15.4
percent), Mineral and spring water, non-alcoholic beverages,
and natural juices (10.3 percent), Bread and bakery products
(9.6 percent), Sugar, Jjam, and other sweets (8.7 percent),
Fish and seafood (7.9 percent), Milk, cheese, and eggs (7.1
percent),Meat and meat products (3.6 percent), Fruits and
grapes (2.7 percent).
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Health protection: Prices in this group increased by 9.4
percent, contributing 0.79 percentage points to the annual
inflation rate. Prices rose in the subgroups of outpatient
medical services (10.4 percent), hospital services (9.2
percent), and medical products, equipment, and devices (8.4
percent) .

Miscellaneous goods and services: Prices in this group
increased by 6.7 percent, which contributed 0.33 percentage
points to the overall index. Prices mainly increased in the
subgroups of personal items not included in other categories
(18.2 percent), insurance (8.7 percent), financial services
(5.4 percent), and personal hygiene (4.7 percent).

Transport: Prices in this group decreased by 5.3 percent,
which reduced the annual inflation rate by 0.64 percentage
points. Prices decreased for the operation of personal
transport equipment (-8.1 percent) and transport services
(-0.8 percent).

Here is a list of the top ten products that experienced
the highest price increases last month compared to the same
period last year:

— Lemon - 101.5%

- Kiwi - 50%

— Potato - 38%

- Cabbage - 32%

— Ice cream - 29%

- Sunflower oil - 28.4%

— Cocoa - 27%

— Pain relief medications - 25%

- Gold wedding ring (958 sample) - 23.4%
- Plum - 21%

In Georgia, every second person has a loan, and every
fifth borrower has a credit overdue of more than 30 days.
This 1is evidenced by the April 2025 statistics from

"Creditinfo Georgia” [7]. More specifically, according to
last month's data, 1,944,818 people have debt in the financial
sector (the population is 3,704,506 — source: Geostat), and

365,409 borrowers are unable to repay their debt.

It is also noteworthy that the number of individuals in
Georgia who cannot repay their loans has decreased by more
than 4,000 over the past year, with a slight decline also
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observed compared to last month. More specifically, according
to Creditinfo’s April 2025 statistics, the number of
individuals with overdue payments of 30 days or more is
365,409; in the same period last vyear, the so-called
"blacklist" included 365,455 people, and in March 2025, the
number was 369,776.

As of April 2025, out of 369,311 individuals who are
unable to repay their loans, 98,028 are clients of commercial
banks, 295,537 are creditors of other regulated financial
institutions (microfinance, loan providers) under the
National Bank of Georgia, and 3,706 are clients of leasing,
construction, and other types of companies.

Regarding the amounts, the total debt of individuals to
commercial banks (overdue loans from 30 days) amounts to 1.238
billion GEL, to other regulated financial institutions under
the National Bank of Georgia - 1.494 billion GEL, and to
leasing companies - 29.048 million GEL. In total, overdue
loans from 30 days exceed 2.762 billion GEL, which accounts
for 4.1% of the total loans issued by the financial sector.

As of April 30, 2025, a total of 1,944,818 people in
Georgia have financial sector debt, amounting to a total of
67.160 billion GEL.

According to the same statistics, 83.2% of borrowers fall
under the banking sector. Specifically, as of April, 1,618,445
borrowers have taken loans from banks totaling 62.986 billion
GEL. Additionally, 700,990 people are creditors of other
financial institutions regulated by the National Bank of
Georgia (such as microfinance and loan-issuing entities),
with the total loan amounting to 3.570 billion GEL.
Furthermore, 16,780 people have taken loans totaling 603.8
million GEL from leasing, construction, and other types of
companies.

The National Bank continues its efforts to mitigate
structural risks arising from the high level of financial
dollarization. Despite significant reduction in dollarization
due to the measures implemented by the National Bank of
Georgia, dollarization and its associated structural risks
remain one of the key challenges for the financial sector.

In line with its declared policy, the National Bank, in
coordination with the industry and taking into account the
macroeconomic environment and risks, continues to implement
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the long-term de-dollarization plan. By decision of the
Financial Stability Committee, the limit for unhedged foreign
currency loans has been increased from 500,000 to 750,000
GEL. This change will take effect from August 1, 2025.

I understand the reasoning behind the decision — risk
reduction for those borrowers and banks that do not earn
income in foreign currency. It was assumed that repayment of
such loans would be more problematic for them, but this was
a theoretical argument that did not yield positive results.
Commercial banks were left with large amounts of unused funds,
which were difficult to invest. Accordingly, the National
Bank made concessions towards the commercial banks.

Increasing the limit will allow commercial banks to invest
the foreign currency they have more freely, while the
population, and especially businesses, will breathe a sigh of
relief.

As of April 2025, the total loan portfolio of commercial
banks in Georgia amounts to 64.2 billion GEL, of which 56.75%
is in the national currency (GEL). In April, the level of
loan portfolios denominated in GEL (larization) decreased by
an additional 0.14 percentage points, while on an annual
basis, loans issued in GEL have increased by 1.50 percentage
points.

The larization rate of loans to individuals 1is also
rising. According to the National Bank, 78% of newly approved
mortgage loans in April were issued in the national currency,
compared to 76.8% one year ago.

Conclusion and Recommendations:

- Citizens will only be able to take loans up to 750
thousand GEL in the local currency (lari). Currently, this
limit is up to 500 thousand GEL, but starting from August
1st, a new regulation by the National Bank will come into
effect, which, in my opinion, 1is a good and favorable
decision;

- As it turned out, the strict regulations of the National
Bank of Georgia have produced negative results. Problems arose
for both commercial banks and borrowers, and accordingly, the
National Bank took a step. This decision is correct because
Georgia’s economy is highly dollarized. The US dollar
circulates more than the lari in Georgia;
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- The pace of credit activity gradually normalized, and
in April 2025, the annual growth of loans, excluding the
effect of the exchange rate, amounted to 15.5%. The National
Bank of Georgia explains that according to the data from the
first quarter of 2025, the ratio of loans to GDP remains below
the long-term trend;

- The slowdown in the pace of loan growth is related,
among other things, to more expensive credit resources and
the unhealthy pace of crediting the real estate portfolio. A
slowdown of the credit portfolio growth rate to 15% is not
alarming, but this slowdown has already become a trend.
Overall, given the current situation in the country, the
business environment has changed, which, of course, affects
everything both directly and indirectly;

- Over the past vyears, the portfolio of real estate
lending has increased radically and unhealthily, both in
business and in terms of mortgage lending, due to a sharp
rise in demand driven by temporary migration processes. There
was a significant increase in rental demand, which misled
people into thinking that building and renting out apartments
would make them rich. Incidentally, this process
significantly "“boosted” constructions that had questionable
permits. The economic value created through credit activity
is concentrated mainly in Tbilisi and Batumi and does not
spread to the regions, which hinders the development of
services.

- Demand for credit is an indicator of economic activity
— 1f the economy is truly functioning and doing so in a
healthy way, the demand for credit resources increases. It is
possible that access to credit resources will become even
more expensive once individuals who earn their salaries in
lari are prohibited from taking loans in foreign currencies.
This will further slow down investment, as borrowing in lari
is significantly more expensive. Those who were involved in
such activities will now reconsider whether it’s worth making
an investment using such costly resources.
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