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1. Introduction 
Topic of household over-indebtedness  

 Currently intensive public discussion in Moldova 

 Background 

 Rising number of loans from micro-financial institutions (MFI) 

 Inability of some borrowers to service the debt 

 Negative consequences for defaulted borrowers 

 Weak point of discussion: practically no data on degree of over-indebtedness 
 

Goal of this analysis 

 Find out: size of household over-indebtedness in Moldova 

 Locate the problem, if there is one  

 Outline possible policy implications 

 Thereby contribute to a more structured discussion of the topic 

Note: over-indebtedness is seen here from the point of view of borrowers/consumer 
protection and not from financial stability perspective 
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2. Definition of household over-indebtedness 
 

 Literature provides many definitions of over-indebtedness 

 Common to most of them are the following criteria 

 Inability  to  meet  recurrent debt-related expenses on a structural rather than a 
temporary state 

 It is not possible to resolve the problem by simply borrowing more 

 Reasons why households accumulate more debt than they can repay 

 Poverty, which pushes individuals incapable of coping with their expenses to ask 
for a loan that has little chance of being repaid 

 Financial imprudence e.g. poor financial decisions caused by an inadequate  
understanding of the real cost of repaying the loan may be linked both to 

o borrowers’ financial literacy and ability to manage their finances correctly 

o lack of transparency of lenders’ terms and conditions  

 Unexpected events (loss of job, health, accidents, etc.) 
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3. Data from international financial institutions (IFIs) 
  

 For many countries IFIs (e.g. World Bank) gather and analyse over-
indebtedness of households, e.g. in Ukraine and Tajikistan recently 

 In these analyses, households are asked directly about their indebtedness 
situation based on a questionnaire, which usually includes the following 

 Cost of servicing debt (share of gross monthly income) 

 Payment arrears 

 Number of loans  

 Subjective perception of burden  

 However, such a comprehensive analysis has not been conducted for Moldova 
so far 

 Thus: no such comprehensive data is available 
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Global findex database by the World Bank 
   The only available IFI-survey for Moldova is the global 

findex database developed by the World Bank  

 Focus is not indebtedness itself but how adults save, 
borrow, make payments, and manage risk 

 Includes data from household questionnaires for 2011, 
2014 and 2017 

Findings:  

 Main source for loans in Moldova is family and friends; 
38% of population has taken such a loan in 2017 

 Relatively small but growing share of population with a 
loan from a financial institution (9%) in 2017 

 Loans are to a large extent used for basic needs 

 17% of population borrowed for medical purposes  

 11% borrowed for education 

 9% of population has taken a loan to start or expand a 
business 

 First of all loans seem to have a social function  

 Private loans more accessible than loans from financial 
institutions 
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4. National sources of data 
  

 No national survey for household over-indebtedness available   

 Collection of relevant data based on a questionnaire possible, but requires much 
time and financial resources, which is beyond the scope of our analysis 

 Readily available data from regulators, in particular  

 National Commission for Financial Markets (NCFM) for loans of micro-financial 
institutions (MFI) 

 Additionally, together with the NCFM we formulated a questionnaire for MFI 

 Questionnaire was sent to a sample of 37 MFI 

 MFI were sorted in five groups by asset size; in each group 6-8 MFI were 
chosen randomly 

 GET Moldova processed the data 

 Main focus on non-performing loans (NPLs) as indicator for over-indebtedness 

 Responses and processed data represent the main source of our analysis 
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5. Household over-indebtedness with MFI 
  

 Strong increase of loans from MDL 2.4 bn in 
end of 2014 to MDL 5.5 bn in Q3-18 (+127%) 

 Data provided by micro-financial institutions 
shows that the NPL rate increased from 4.7% 
in end of 2014 to 7.1%* in H1-2018  

 NPL number increased at the same time even 
stronger from 4.2% to 13.8%* 

 There seems to be a problem with over-
indebtedness for costumers of MFI 

 Further analysis on the level of individual MFI 
necessary 

 

*Data for the NPL rate is based on information provided 
by MFI themselves and is based only on a sample of MFI, 
it is therefore probably only an approximation of the 
actual figure 
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6. Differences of NPL within micro-financial institutions 
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Differences of NPL within micro-financial institutions (continued) 
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Concentration of over-indebtedness within few MFI 
 Analysis shows overall increase in NPL rate is not a systemic feature of micro-financial 

sector, but is caused (in our sample) by only two MFI, which account for 2/3 of the NPL 
volume and for over 90% of the number of NPLs 

 However, these institutions have different profiles 

 MFI 1:  

 Very high NPL rate, which increased further this year combined with a fast-growing 
portfolio 

 Most loans are very short-term (up to a few months, more than half of loans below 30 
days) and unsecured with an average amount of around 3,000 Lei and an annual 
percentage rate of charge (APR) of 140% on average 

 Over 90% of loans are given to costumers with an official income of below 2,000 Lei; 
monthly payment is therefore often higher than official income 

 MFI 2: 

 NPL much lower than MFI 1, but rate increased by several percentage points combined 
with a large and fast growing portfolio 

 Average tenor of loans of around one year with an average amount of over 6,000 Lei and 
an APR of around 40% 

 Most customers have an official income of between 2,000 and 6,000 Lei 
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Reasons for increasing rate of NPL in a few MFI 
 Reason for NPL increase of MFI 1: irresponsible lending 

 Loans are provided at very high interest rate for a short 
period of time 

 High difference between nominal rates and effective rate 
(“APR”) indicates intransparency 

 Creditworthiness not sufficiently checked 

 As a result, many loans are provided to individuals that will 
not be able to repay them 

 Overdue loans are sold e.g. to collection companies 

 Losses are financed by high interest rates of repaid loans 

 MFI with such business model profitable, but with negative 
consequences on household over-indebtedness 

 Reason for increase of NPL of MFI 2: strong portfolio growth 
 Increase of NPL possibly connected to insufficient checks of 

creditworthiness 

 However, NPL rate still relatively low, contribution to sector 
wide NPL increase due to portfolio size rather than quality 

 Main reason for sector-wide increasing NPL rate is the 
questionable business model of MFI 1  

 

0

50

100

150

2017 H1-2018

MFI 1 Interest rates 

APR

Nominal interest rate

% 

0

10

20

30

40

50
MFI 2 interest rates  

APR

Nominal interest rate

% 



German Economic Team Moldova 13 

7. Over-indebtedness in Moldova: international perspective 

 NPLs of MFI in international comparison is difficult because of different 
standards e.g. PAR>30 vs. PAR>90 (loans overdue for more than 30 vs. more 
than 90 days) 

 In Romania NPLs of non-bank financial institutions stood at 4.4% (PAR>90) in 
March 2018, but were at 8.6% in end of 2016 

 Therefore, a NPL rate of 7% (PAR>30) for MFI is not alarming 

 But dynamics show a negative trend 

 On top: NPLs from questionnaire likely underestimate the problem 

 Information provided by MFI has not been checked 

 MFI do not hold NPLs for a long time, but rather sell them to collectors; analysis of 
NPL stock is only part of the story; need to look at the flows 

Conclusion: The reported level of MFI NPLs is not alarming, but most likely this 
underestimates the problem; furthermore, the trend is problematic   
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8. Conclusions 

 GET Moldova together with the NCFM collected data for a household over-
indebtedness analysis based on a questionnaire of MFI  

 Analysis indicates that there is no systematic problem in the sector regarding 
household over-indebtedness 

 However, analysis reveals that one MFI in our sample has a business model 
based on irresponsible lending 

 MFI practicing irresponsible lending feature a high NPL rate and are the main source 
of household over-indebtedness 

 In connection with strong loan growth, NPL rate and NPL number for the whole 
sector increased 

 Experience in the region underlines that the reported level of NPL is still not 
alarming, but further rising NPLs are a reason for concern 

 

Disclaimer: Results based only on a sample of MFI and data quality is questionable in some 
cases. Therefore, numbers e.g. NPL rate should be treated with caution.  
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9. Recommendations 

Collection of reliable data 

 Analysis  provides only a rough approximation of household over-indebtedness 
with MFI 

 For a comprehensive analysis a household survey would be necessary 

 Additionally, the NCFM should collect reliable data on NPLs 

 Data should be available for individuals as well as for legal entities 
 

Supervision and regulation of irresponsible lending business models 

 Supervision. NCFM well advised to look closer at MFI with irresponsible lending 
business models (high NPL rates), find out whether there are violations of 
current regulation and prevent them 

 Regulation. In case no violations can be found or no effective sanctions can be 
applied, e.g. stronger supervision does not solve the problem, a change of the 
regulation might be advisable 
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