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Abstract

The recent globalfinancial crisis has highlighted the vulnerability of the financial
institutions to shocks and the necessity of measuring the systemic risks of the banking sector.
Credit risk is one of the main risks that banking sector faces. It depends on the asset quality and
is one of the primary causes of bank failures. Therefore, it is cruicial to identify the main drivers
of the credit risk. This paper aims to examine macroeconomic determinants of non-performing
loans in the Georgian banking sector using data from 2004-2017 years.

The study is based on aggregate data from the National Bank of Georgia and from the
National Statistics Office of Georgia. Finding from regression analysis confirm the hypothesis
according to which the real GDP growth rate, interest rates on loans and the total trade growth
rate are significant explanatory variables in the model. The results showed relatively little
impact of exchange rate fluctuation and inflation on credit risk. Based on the results obtained
from the regression analysis suggestion were proposed to improve monitoring and management
of credit risk.

Key Words: Credit risk, Non-performing loans, Macroeconomic variables, Georgian banking

system.



