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KEY FINDINGS

STATUS QUO

• Despite facing a number of regulatory challenges in recent years, the MFO

gross loan portfolio has sustained steady growth, with an 11.0% CAGR over

2019-24.

• The sector prioritizes consumer lending over business loans, mainly driven

by high funding and hedging costs, leading to high interest rates on MFO

loans.

• MFOs have limited access to GEL resources, yet they are required to issue

loans in GEL. This FX mismatch necessitates hedging, further increasing

the interest rates on MFO loans.

MICROBANK MODEL

• The status quo led to the initiation of new microbank model, serving as an

intermediate structure between traditional banks and MFOs.

• The microbank model will enhance access to GEL resources, lowering

funding costs. In addition, microbanks will be able to issue loans of up to

GEL 1mn, compared to the current limit of GEL 100K.

• Reduced funding costs will lower interest rates. Besides, increased lending

limits will enable microbank to offer more loans to the MSME sector.

• 3 MFOs are presently involved in the transition process, expected to finalize

by the end of the year. At present, there are no other viable candidates in

the market eligible for transfer to microbanks.
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The MFO sector in Georgia primarily focuses on individual loans

Source: NBG

MFO Gross loan portfolio, 2Q24

GEL 1.9bn

Individual clients

GEL 1.9bn (98.6%)

Legal 
entities

GEL 25mn 
(1.4%)

Pawnshop loans

GEL 1.0bn (51.7%)

Consumer loans
GEL 0.6bn 

(30.5%)

Trade & Service
GEL 0.2bn 

(9.7%)

Agriculture
GEL 0.1bn 

(6.4%)

Others
GEL 7.5mn

(0.4%) 

Business loans

MFO sector in Georgia
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The MFO sector grew rapidly until 2017, but the stricter regulatory environment forced less qualified players (including online loan institutions) out of the market. By the 1H24, the

number of active MFOs had dropped to 34, compared to 80 in 2016.

The sector has faced a bunch of regulations, leaving only qualified players on the market

MFO sector in Georgia

Source: NBG
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In 2017:

• 100% ceiling on annual effective rates

• De-dollarization program

• Minimum borrowing amount of GEL 100k per individual, 
if the number of individual investors exceeds 20 

In 2018:

• GEL 0.5mn minimum amount of supervisory capital from Jan-19 and GEL 1.0mn from Jul-19

• 50% ceiling on annual effective rates 

• Responsible lending standards

• Law on adequate reserves for possible losses

• Maximum amount of MFO loan to a single borrower increased from GEL 50k to GEL 100k

In 2020:

• Loosened responsible lending standards

• Obligation to form a 5% loss reserve on gross loan portfolio
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The MFO gross loan portfolio grew steadily with an 11.0% CAGR over 2019-24. The

MFO share in the total gross loan portfolio of credit institutions has remained

steady at approximately 3% during this period.

Despite regulations, the gross loan portfolio continued to grow and improve in quality, as reflected in lower risk ratios

MFO sector in Georgia

Source: NBG, Galt & Taggart

Note: NPL – past due by more than 30 days, LIE- Loan Issuing Entity

MFO gross loan portfolio, GEL mn Key indicators evaluating the risk of MFOs' loan portfolios

The regulations have improved the quality of MFO portfolio, evidenced in the

downward trends in provisions, non-performing loans (NPLs), and overdue loans.

Gross loan portfolio to GDP ratio 
settled at 2.1% as of 2023 vs 

1.9% of peer average
10.9%

9.3%
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Pandemic-driven increase in 
provisions

The rise in overdue loans 
likely linked to the merger 
of several LIEs with MFOs
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Pawnshop loans have increased at the fastest rate, driven by two main factors:

1) Increased number of clients previously using online loans

2) Increasing gold price

The portfolio growth was mainly driven by an increase in pawnshop loans

MFO sector in Georgia

Source: NBG, Bloomberg, Galt & Taggart

Note: Consumer loans also include online loans and installments;

LIE- Loan Issuing Entity

MFO gross loan portfolio by sector, GEL mn Average pawnshop loan size and Gold spot price

The average size of pawnshop loans has risen in line with global gold prices, recording

a CAGR of 8.1% over 2018-24, vs a 9.7% CAGR for gold.

Pawnshop loans
+21.9%
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Gold and prec. 

metals

46%

Auto transport

18%

Real estate

13%

Third person 

guarantee

4%

Unsecured loans

19%

Pawnshop loans are almost entirely collateralized by gold,

consumer loans by auto transport.

Pawnshop loans are fully collateralized, lifting the overall sector soundness

MFO sector in Georgia

Source: NBG

Note: Business loans include loans to legal entities, trade & service and agriculture

Distribution of loan portfolio by collateral, 2Q24 Distribution of loan types by collateral

In contrast, business loans are typically unsecured, as they often lack sufficient assets to offer as collateral.

GEL
1.9bn

89%

23%

30%

11%

38%

5%

4%

17%

36%

48%

Pawnshop loans

Consumer loans

Business loans

Gold & precious metals Real estate Auto transport Third person guarantee Unsecured loans
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MFO business loans are mostly issued at a minimum 20% interest rate.

Unlike pawnshop loans, most business loans are uncollateralized, bearing higher risk and resulting in high interest rates

MFO sector in Georgia

Source: NBG, Galt & Taggart

Note: Business loans include loans to legal entities, trade & service and agriculture; Consumer loans include online loans and installments

Interest rate ranges by loan types MFO reserves for possible losses by type of loan

The relatively high riskiness of business loans is also expressed in higher reserves,

standing at 4.9% as of 2Q24, as they typically consist of clients who do not qualify

for bank financing.

2.4%

5.3%

8.8%

6.0%

1.9%

4.9%

5.7%

3.6%

Pawnshop loans

Business loans

Consumer loans

Total loans

2018

2Q24

27%

17%

74%

51%

41%

12%

17%

42%

14%

Business loans

Consumer loans

Pawnshop loans

<20% 20%-30% >30%
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MFOs primarily obtain funding from banks and IFIs, however the share of

alternative funding sources such as bonds and promissory notes, has been

increasing in recent years.

High interest rates on MFO loans are linked to high funding and hedging costs

MFO sector in Georgia

Source: NBG

Note: Costs of funds do not include hedging costs (i.e. swap fees etc.)

MFO total borrowings by funding source, GEL mn Average cost of funds of MFOs

The cost of funds for MFOs is c. 2-3x higher than that of large banks, but

relatively closer to the figures of smaller-sized banks.
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32% of MFO borrowed funds are in FX while MFOs can only lend in GEL, exposing them to currency risk.

In contrast, banks benefit from natural hedging due to having both FX funding and an FX loan portfolio.

Hedging is essential to manage FX risks, as 33% of MFO borrowings are in FX while the entire loan portfolio is in GEL

MFO sector in Georgia

Source: NBG, Galt & Taggart

FX share in Bank loan and deposit portfolio vs MFO loan portfolio and borrowed funds Share of hedged FX liabilities, 1H24

85% of MFO FX liabilities are hedged through swaps,

however the high hedging costs further burden MFOs,

diminishing their overall competitiveness in the market.

49%
45%

33%

1%
0%

25%

50%

75%

100%

2016 2017 2018 2019 2020 2021 2022 2023 2Q24

Bank deposits Bank loans MFO borrowed funds MFO Loans

Effect of the de-
dollarization program

85%
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Regulations have reduced yields on the gross loan portfolio, which, along with high

hedging costs, have narrowed MFOs' spreads, though they remain higher than

those of systemic banks.

Despite high funding and hedging costs, the sector maintains high profitability

MFO sector in Georgia

Source: NBG, Galt & Taggart

Note: Adjusted cost of funds includes swap expenses, Effective yield includes net fee and commission income

Microfinance sector profitability indicators Microfinance sector profitability

Reduced yields, coupled with high operating costs, have pressured profitability since

2016. However, strong portfolio growth since the pandemic, along with stability in

yields and cost of funds, has led to improved profitability post-pandemic, with ROE

and ROA reaching 17% and 6%, respectively, as of 2023.
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Loan limits

Microbank model will lower funding costs, leading to higher exposure to business loans

FUTURE OUTLOOK

MFO Microbank

Taking deposits

Up to GEL 100K Up to GEL 1mn

No right Up to GEL 30K

NBG GEL resources No access Access

Client accounts No ability Able

B
E

N
E

F
IT

S
R

E
Q

U
IR

E
M

E
N

T
S

Business loans

Supervisory capital

No requirement
Minimum 50% share in total 

portfolio (70% after 2 years)

Min. GEL 1mn Min. GEL 10mn

Source: NBG, Matsne

VS
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The Microbank status will enable current MFOs to access a potential funding source

of GEL 1.5bn, through deposits. This is a current total size of GEL-denominated

term deposits within the 0-30k GEL range.

Microbanks will be able to receive deposits up to GEL 30K, however this may not be the optimal choice

FUTURE OUTLOOK

Source: NBG, Galt & Taggart

Note: Term deposits include those of individuals and businesses

GEL-denominated term deposits by ranges, Jul-24 Cost of funds for MFOs vs interest rate on GEL deposits in banks

Given the current interest rates on GEL deposits in banks, microbanks will need to offer 

at least 11% to remain competitive, which is relatively lower than current cost of funds 

for MFOs including hedging costs. However, it is unlikely that deposits will become the 

major funding source in the near future.

0-30k

≈1.5bn

30k-100k

≈1.5bn

100k-1mn

2.5bn
>1mn

8.3bn

Interest rate on GEL 
deposits in banks

MFO cost of funds

10.3%

11.6% 11.8%

10.7%

10.5%

10.2%

10.9%

11.4%

12.3%

13.5%

15.4%

13.8%

6%

10%

14%

18%

2020 2021 2022 2023

MFO cost of funds 
including hedging costs
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Microbanks will be able to issue loans up to GEL 1mn, providing an additional GEL 4.9bn lending opportunity

FUTURE OUTLOOK

Source: NBG

Note: Business loans include loans to legal entities and business loan to individual clients

GEL-denominated business loans by ranges, Jul-24 Number of GEL-denominated business loans by ranges, Jul-24

GEL 0-0.1mn

5.5bn

GEL 0.1mn- 1mn

4.9bn

> GEL 1mn

6.5bn

GEL 0-0.1mn

270.4k

GEL 0.1mn- 1mn

14.2k

> GEL 1mn

1.7k
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This document is the property of and has been prepared by JSC Galt & Taggart ("Galt & Taggart"), a member of Bank of Georgia group PLC
(‘Group”) solely for informational purposes and independently of the respective companies mentioned herein. This document does not constitute or
form part of, and should not be construed as, an offer or solicitation or invitation of an offer to buy, sell or subscribe for any securities or assets and
nothing contained herein shall form the basis of any contract or commitment whatsoever or shall be considered as a recommendation to take any
such actions.

Galt & Taggart is authorized to perform professional activities on the Georgian market. The distribution of this document in certain jurisdictions may
be restricted by law. Persons into whose possession this document comes are required by Galt & Taggart to inform themselves about and to observe
any and all restrictions applicable to them. This document is not directed to, or intended for distribution, directly or indirectly, to, or use by, any person
or entity that is a citizen or resident located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use
would be contrary to law or regulation or which would require any registration or licensing within such jurisdiction.

Investments (or any short-term transactions) in emerging markets involve significant risk and volatility and may not be suitable for everyone. The
recipients of this document must make their own investment decisions as they believe appropriate based on their specific objectives and financial
situation. When doing so, such recipients should be sure to make their own assessment of the risks inherent in emerging market investments, including
potential political and economic instability, other political risks including without limitation changes to laws and tariffs, and nationalization of assets,
and currency exchange risk.

No representation, warranty or undertaking, express or implied, is or will be made by Galt & Taggart or any other member of the Group or their
respective directors, employees, affiliates, advisers or agents or any other person as to, and no reliance should be placed on, the fairness, accuracy,
completeness or correctness of this document and the information contained herein (and whether any information has been omitted from this
document) and no reliance should be placed on it. This document should not be considered as a complete description of the markets, industries and/or
companies referred to herein. Nothing contained in this document is, is to be construed as, or shall be relied on as legal, investment, business or tax
advice, whether relating to the past or the future, by Galt & Taggart any other member of the Group or any of their respective directors, employees,
affiliates, advisers or agents in any respect. Recipients are required to make their own independent investigation and appraisal of the matters
discussed herein. Any investment decision should be made at the investor's sole discretion. To the extent permitted by law, Galt & Taggart, any other
member of the Group and their respective directors, employees, affiliates, advisers and agents disclaim all liability whatsoever (in negligence or
otherwise) for any loss or damages however arising, directly or indirectly, from any use of this document or its contents or otherwise arising in
connection with this document, or for any act, or failure to act, by any party, on the basis of this document.

The information in this document is subject to verification, completion and change without notice and Galt & Taggart is not under any obligation to
update or keep current the information contained herein. The delivery of this document shall not, under any circumstances, create any implication that
there has been no change in the information since the date hereof or the date upon which this document has been most recently updated, or that the
information contained in this document is correct as at any time subsequent to the date on which it is supplied or, if different, the date indicated in
the document containing the same. No representation or warranty, expressed or implied, is made by Galt & Taggart or any other member of the
Group, or any of their respective directors, employees, affiliates, advisers or agents with respect to the accuracy or completeness of such information.

The information provided and opinions expressed in this document are based on the information available as of the issue date and are solely those of
Galt & Taggart as part of its internal research coverage. Opinions, forecasts and estimates contained herein are based on information obtained from
third party sources believed to be reliable and in good faith, and may change without notice. Third party publications, studies and surveys generally
state that the data contained therein have been obtained from sources believed to be reliable, but that there is no guarantee of the accuracy or
completeness of such data. Accordingly, undue reliance should not be placed on any such data contained in this document. Neither Galt & Taggart,
any other member of the Group, nor their respective directors, employees, affiliates, advisors or agents make any representation or warranty, express
or implied, of this document's usefulness in predicting the future performance, or in estimating the current or future value, of any security or asset.

Galt & Taggart does, and seeks to do, and any other member of the Group may or seek to do business with companies covered in its research. As a
result, investors should be aware of a potential conflict of interest that may affect the objectivity of the information contained in this document.

Unauthorized copying, distribution, publication or retransmission of all or any part of this document by any medium or in any form for any purpose is
strictly prohibited.

The recipients of this document are responsible for protecting against viruses and other destructive items. Receipt of the electronic transmission is at
risk of the recipient and it is his/her responsibility to take precautions to ensure that it is free from viruses and other items of a destructive nature.


