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EXECUTIVE SUMMARY 
This report presents a comprehensive analysis o f  poverty and its main determinants using 

the most recent 2007 Living Standards Measurement Survey (LSMS) data. The report provides an 
in-depth analysis of rural poverty, the linkages between labor markets and poverty, the importance of 
social transfers for poverty alleviation, and the progress made since 2003 in the health and education 
sectors. The report also presents some findings on incomes’ trends’ based on the Household Budget 
Survey (HBS) from 2003 to 2006. The report aims to inform the development of  Georgia’s national 
strategy for growth and poverty reduction. 

The report also simulates possible poverty impacts from the dual shocks of the August 2008 
conflict and the current global financial crisis. After the release of the 2008 data and beyond, it would 
be possible to perform a detailed analysis o f  the actual welfare effects of those events. 

I. The Report has six key messages: 

1. The available data indicate that living standards in Georgia have improved in many 
dimensions since 2003. This i s  evidenced by: (a) household monetary incomes during 2003-2007 
increased substantially in real terms; and (b) non-income indicators of poverty have improved, including 
access to and quality of education and health care, and provision of public services (supply of electricity, 
and so forth). Among the monetary income components, social transfers registered the largest increase 
during 2003-2007. As a result, the share o f  social transfers in the monetary income of households, and 
especially poor households, increased noticeably. 

2. Poverty in Georgia continues to be deeply entrenched in rural areas, accounting for 60 
percent o f  the poor. The main reasons for this are: (a) narrowly based economic growth that happened 
outside of agriculture; (b) agricultural employment, which accounts for 55 percent of total employment, 
continues to be mostly of a self-subsistence nature; and (c) incomes in the agricultural sector were on 
aggregate stagnant during 2003-2007, and remain much lower than average incomes in the economy. 

3. The performance of  the labor markets has so far not contributed much to poverty 
reduction. While the average real earnings in the economy have increased noticeably since 2003, this did 
not contribute much to poverty reduction. The main reasons for this are: (a) comprehensive economic and 
public sector reforms since 2003 have so far resulted in the shedding of labor-job destruction surpassed 
job creation; and (b) those sectors that did register an increase in employment and/or wages (for example, 
construction, financial services, mining, public sector) account for only a minor share of overall 
employment. 

4. Social assistance became an increasingly important lifeline for Georgia’s poor. The main 
reasons for this are: (a) increased fiscal revenues made it possible to pay off pension arrears and to 
increase pensions, the main poverty-reducing transfer; and (b) the Targeted Social Assistance (TSA) 
program introduced at the end of 2006 appears to be an important source of income for the extreme poor. 
Social transfers account for about one third of household disposable income for the households in the 
bottom quintile of the distribution, and they reduce both poverty and inequality substantially. 

’ The analysis o f  trends i s  based on the income aggregate, since the consumption aggregate i s  not comparable over 
time. 
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5. The double shocks of  the August 2008 conflict and the global financial crisis risk 
undermining the poverty reduction effort. Since Georgia has been hit by twin disasters o f  the August 
2008 conflict and still unfolding global economic crisis, the poverty headcount i s  forecasted to go up from 
23.7 percent in 2007 to 27.1 percent in 2009 (Figure 1).2 Were it not for the negative welfare impacts of 
the twin crisis, the poverty headcount in Georgia could be expected to decline from 23.7 percent in 2007 
to 19.2 percent at the end o f  2009. This 2009 gap in the “crisis” poverty headcount versus “no crisis” 
poverty headcount represents in absolute terms about 350,000 poor people. 

Figure 1: The Expected Poverty Impact o f  the Conflict with Russia and Global Economic Crisis 

07’ 08‘ 09‘ 

-total poverty 
-m-- extreme poverty 
...+.. total poverty (no Russian conflict and financial crisis), 
. - - 8 . .  . extreme poverty (no Russian conflict and financial crisis) 

Source: World Bank estimates using 2007 LSMS data. 

6. The poverty reduction strategy of the Government of Georgia (GOG) should focus on the 
following key areas: (a) extending the coverage o f  the TSA to reach more o f  the poor; that would also 
reduce poverty in rural areas, which still account for the majority o f  the poor; however, extended 
coverage would come at an increased fiscal costs to the Government; (b) promoting investments in 
infrastructure and creating opportunities for off-farm employment in rural areas; and (c) continuing 
reforms in the health and education sectors to improve human capital, which i s  the prerequisite for 
sustainable economic growth and poverty reduction. Other more detailed policy recommendations across 
various areas are presented later in the Executive Summary. 

11. Main Findings 

7 .  Since 2003, Georgia has implemented an impressive array of reforms. These reforms are 
reflected in pronounced political, social, and economic transformations following the “Rose Revolution” 
at the end of 2003. The processes since the start o f  the reforms can be qualified as unique in terms o f  
speed of reforms, degree o f  innovations, and extent o f  institutional restructuring. The reforms are 
recognized to have noticeably improved the institutional environment, provided a basis for more 
sustainable economic growth and human capital accumulation, and increased multi-fold foreign direct 
investments. 

8. Unfortunately, the absence of  comparable household surveys over time precludes a proper 
analysis o f  the impact o f  these reforms on growth and poverty reduction. However, the data do 

The no-crisis scenario i s  based on the assumption o f  the economic growth at an average o f  5% per annum during 
2008-09. The actual (crisis) scenario i s  based on the simulated impact o f  the August 2008 conflict (see Annex l), 
and the projections o f  the 2.5% decline in per capita consumption in 2009 due to the impact o f  the financial crisis. 
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permit a full welfare analysis for 2007, plus the analysis o f  some trends since 2003. The main findings are 
presented below. 

Werfare dynamics during 20034007 

9. A direct comparison of consumption-based poverty during 2003-2007 i s  not possible due to 
non-comparable consumption aggregates between the HBS and the 2007 LSMS. This non- 
comparability i s  driven by the differences in the recall period and the l i s t  of consumption items. That i s  
the main reason why the analysis of the welfare dynamics i s  based on monetary incomes, which are 
comparable across the two surveys. Unfortunately, there i s  evidence to suggest that the quality of the 
consumption data gathered through the H B S  has deteriorated since 2003, as the technical capacity of the 
Department of Statistics to administer the survey at the same level of quality has deteriorated. In this 
regard, the World Bank believes that the Government needs to implement some measures to restore the 
technical capacity within the Department of Statistics. That would allow the Government to use the HBS 
as a useful and reliable tool for continuous poverty monitoring. 

10. The analysis of monetary incomes indicates substantial improvements since 2003. Household 
real monetary incomes during 2003-2007 increased on average by 3 1.6 percent, or 7.9 percent per year. 
This rate o f  growth i s  cpnsistent with the rate of growth in national income reported in the national 
accounts (NA). 

Table 1: Household Total Monetary Income (in constant 2007 prices): 2003 HBS Compared to 2007 
L S M S  

of which 
Total household -income 
Total household self-employed waae income 
Total household soc transfers income (incl pensions) 
Total household private (domestic) transfers 
Total household foreian transfers 
Total household rental income 

Source World Bank estimates using 2003 HBS and 2007 LSMS data. 

1 1. Among the monetary income components, social transfers registered the largest increase 
during 2003-2007. Social transfers increased in real terms from an average of 12.9 GEL per household in 
2003 to 42.6 GEL per household in 2007, or by 2.3 times. The importance of social transfers has also 
increased in relative terms. Their share in total monetary incomes increased from 6.8 percent in 2003 to 
17.2 percent in 2007. It i s  worth noting that private transfers (both domestic and foreign) decreased at the 
same time. However, the analysis of the 2007 LSMS data indicates that Targeted Social Assistance (TSA) 
had no crowding-out effect on private transfers. I t  appears that a decline in private domestic transfers 
since 2003 has been driven by crack-down of corruption, and a decline in remittances has been driven by 
Russia’s sanctions on migrants from Georgia (deportation of migrants, cancellation of  flights between 
Russia and Georgia, etc.) 

12. Mostly as a result of pro-poor Targeted Social Assistance, poor rural areas registered a 
more significant increase in monetary incomes compared to urban ones. During 2003-2007, per adult 
equivalent monetary income increased by an average of 29.9 GEL, or 81.3 percent, in rural areas (from a 
very low base) and 13.1 GEL, or 11.4 percent, in urban areas (Figure 2). However, average monetary 
incomes in rural areas are s t i l l  at only about 50 percent of the average monetary incomes in urban areas. 



13. Across quinti les o f  the monetary income per adul t  equivalent (PAE) distribution, the largest 
ra te o f  increase was registered by the poorest and the richest quint i les of  the distribution. The 
structure o f  monetary incomes indicates that the bottom quintiles have benefited mostly f rom increased 
social transfers, while the top quintile took advantage o f  rising real salaries and income from own  
business. 

F igure 2:  Moneta ry  Income per  Adult Equivalent by U r b a n m u r a l  (in 2007 prices) 
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Source: World Bank estimates using 2003 HBS and 2007 LSMS data. 

14. I f  poverty dynamics were t o  be measured by using monetary income PAE, they wou ld  
definitely show a decline in poverty during 2003-2007. The analysis o f  the cumulative distribution 
functions for 2003 and 2007 indicates that at any level o f  the poverty line, the poverty incidence would 
have declined. At the total poverty line o f  71.6 GEL, the decline in total poverty i s  4.4 percentage points, 
and at the extreme poverty line o f  47.1 GEL, the decline i s  7.4 percentage points. The poverty decline i s  
more pronounced in rural areas. 

15. The  poverty numbers released recently by the Depar tment  o f  Statistics also indicate a 
decline in poverty. These numbers show a decline in the poverty headcount f rom 24.6 percent in 2004 to 
21.3 percent in 2007. These poverty estimates are based on the 2004-2007 HBS data and the relative 
poverty line o f  60 percent o f  median per capita consumption. Hence, the Wor ld  Bank and the Department 
o f  Statistics find broadly similar trends. However, the poverty numbers obtained by the Department o f  
Statistics are not directly comparable to the poverty estimates produced by the Wor ld  Bank (WB) due to 
the differences in: (a) methodology (absolute poverty line and per adult equivalent consumption used by 
the WB versus relative line and per capita consumption used by GDS); and (b) data sources with different 
sampling and questionnaires (2007 LSMS used by the WB versus 2007 H B S  used by the GDS). 

Poverty profile (200 7) 

16. The analysis o f  consumption-based poverty using the 2007 L S M S  data and  the W o r l d  B a n k  
methodology indicates that 23.6 percent o f  the Georgian populat ion is poor, and 9.3 percent i s  
extreme poor. The poverty headcount i s  29.7 percent in rural areas and 18.3 percent i n  urban areas. The 
extreme poverty headcount i s  12.4 percent and 6.7 percent, respectively (Table 2). As a result, rural areas 
account for 59 percent o f  total poor, and 62 percent o f  extreme poor. 
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Table 2: Consumption-based Poverty in Georgia, 2007 

4 0 0 -  

1 3 0 0 ~  

- 
Squared 
Poverty 
GZ%p<P2> 

I3eadcou”t Poverty 
G *, p c  P 1 ) R>,te(PO > 

2007 2007 2007 

Mts k heta-Mtianeti, 

Guria. 33 2 

Paver+ L i m e  - 72.6 L r r r i  (IotaIpovcrty) 

Urban 
Standard Error 
Rural 
Standard Error 

Total 
Standard Error 

Poverty Li,ze = 4 7. 2 Lari (exframe pover<v) 

Urban 
Standard Error 
Rural 
Standard Error 

18.3 5.3 2.3 
1.2 0.5 0 . 3  

29.7 9.2 4.1 
1.7 0.7 0.4 

23.6 7.2 3.1 
1 .o 0.4 0.2 

6.7 1.8 0.8  
0.8 0.3 0.1 
12.4 3.2 1.3 
1 . 1  0.3 0.2 

Total 9.3 2 -4 1 .o 
Standard Error 0.7 0.2 0 . 1  

iource World Bank estimates using 2007 LSMS data 

hote,  The size o f  the bubble captures the share o f  the region in the total number o f  the poor 
Source. World Bank estimates using 2007 LSMS data. 

18. Employment status i s  strongly correlated with poverty. Households headed by wage earners 
experience the lowest rates of overall and extreme poverty-12.7 percent and 4.4 percent, respectively. In 
contrast, households headed by someone who i s  unemployed or out o f  the labor force face substantial risk 
of poverty. Among employed, households headed by self-employed in agriculture face the highest 
poverty risk. 
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19. The self-reported incidence of extreme poverty (food insecure) i s  very close to the 
consumption-based incidence of extreme poverty. The share of individuals living in households who 
reported being food insecure i s  9.8 percent. At the same time, the incidence of  the consumption-based 
extreme poverty i s  9.3 percent. About 18 percent of households cite the lack of adequate food 
consumption as their main problem. 

Rural poverty 

20. Poverty continues to be concentrated in rural areas, which have not yet benefited from 
nationwide economic growth. The poverty incidence in rural areas i s  29.7 percent compared to 18.3 
percent in urban areas. As a result, rural areas account for 59 percent of total poor, and 62 percent of the 
extreme poor. 

2 1. Rural poverty has a strong regional dimension. The incidence of poverty i s  much higher in the 
Northern Mountain Arc (Shida Kartli, Mtskheta-Mtianeti, Kakheti), compared to the Southern Arc 
(Imereti, Samegrelo, Samtskhe-Javakheti, Kvemo Kartli). The high risk of poverty in the mountainous 
rural areas i s  driven by the fact that land there i s  scarce and basically unsuitable for commercial 
agriculture, and self-subsistence agriculture produces only meager returns. 

22. The rural population continues to rely significantly on in-kind income (consumption). Some 
in-kind consumption i s  reported by 86.1 percent of rural households. The share of in-kind consumption 
constitutes 32.4 percent of total disposable income for rural households. In terms of  their 
production/consumption, rural households are very inward looking. A mere 5.1 percent o f  the disposable 
income of rural households comes from sales of agricultural products (Figure 4). 

Figure 4: Share of In-kind Consumption and Sales of Agricultural Products in Household 
Disposable Incomes, Percent 
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Source: World Bank estimates using 2007 LSMS data 
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Labor markets and linkages to poverty 

23. The economic growth during 2003-2007 occurred against the backdrop of  declining 
employment. The economy registered an average annual growth rate of  more than 8 percent during 
2003-2007. However, as i s  often the case in countries undergoing deep economic restructuring, many 
labor market indicators have worsened in Georgia. The absolute number of employed declined from the 
pre-reform level of 1.89 million people in 2003 to 1.71 million people in 2006, or by 178,000. A 
significant part of this decline i s  explained by downsizing of the public administration sector following 
public sector reform, and the lower employment in the agricultural sector. The absolute number of jobs 
lost was quite evenly distributed between urban and rural areas. The sectors that experienced the highest 
absolute reduction in employment were agriculture (95,230 people), wholesale and retail trade (44,170), 
and public administration (23,150). The sectors that registered an increase in employment were 
construction (26,340), mining (7,160), private households as employers (5,540), financial services 
(1,450), and utilities (800). 

24. The downward adjustment in the number o f  employed has been accompanied by an 
increase in average monthly earnings. While the employment numbers have declined since 2003, 
average real monthly earnings increased by about 8 percent per year. This increase, however, has been 
driven by a few sectors employing only a fraction of the employed -- health and education (1 1 percent 
combined), public administration (5 percent of total employment), information technologies (1.5 percent), 
and financial services (0.8 percent). Monthly salaries of those in public administration who retained their 
job status after the public sector downsizing have doubled in real terms. Most of this increase happened 
during 2004-2005 when the public administration reform took place. In contrast, average earnings in 
agriculture, the largest employer in the country (55 percent of total employment), increased by only 4 
percent per year, which i s  miniscule given a very low base-wage earnings in agriculture are 60 percent 
of national average earnings. 

25. Poverty in rural areas i s  significantly correlated with the self-employment in agriculture. 
The median earnings in self-employment agriculture (accounting for the value of in-kind consumption) 
constitute only 20 percent of median earnings in wage employment. As a result, those working in this 
sector face a much higher incidence of poverty -- 22.6 percent compared to 1 1.4 percent for wage earners 
(Figure 4). 

26. Unemployment risks are highest for youth. The age group of  21 to 25 faces the highest rate of  
unemployment-30.8 percent compared to the average rate of 12.4 percent. This indicates difficulties 
entering the labor market for those who have very limited or no work experience. Controlling for other 
individual characteristics, the risk of unemployment for the age group of 21 to 25 i s  about 22 percent. The 
(conditional) unemployment risk declines to about 15 percent for the age group 26 to 30, and declines 
further to 8 percent for the age group 3 1 to 35. 

27. The duration of unemployment has a bipolar shape. The bulk of unemployment i s  accounted 
for by those who try to enter the labor market for the f i rst  time, and by those who are unemployed for a 
long time. Individuals who never worked before account for about 30 percent of the total unemployment. 
At the same time, 27 percent of the unemployed report the unemployment spell (at least in the formal 
sector) longer than three years. The composition of unemploymefit in terms of duration has not changed 
much since 2003. 
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F igu re  5: Poverty Incidence, by Type  o f  Emp loymen t  and Urban/Rural Location, 2007 
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Note: Earnings account for the value o f  in-kind (own) consumption and sale o f  agricultural products. 
Source: World Bank estimates using 2007 LSMS data. 

Social transfers and their poverty impact 

28. Social transfers account f o r  4.4 percent o f  GDP. These consist o f  the fo l lowing main 
components: (a) pensions-3.5 percent o f  GDP (80 percent o f  the total social transfers); (b) Targeted 
Social Assistance---0.4 percent o f  GDP (9.4 percent o f  the total); (c) Internally Displaced Person (IDP) 
support-0.2 percent o f  GDP; and (d) various allowances (multi-child family, orphan, disabled person, 
single pensioner, and so forth>-0.1 percent o f  GDP. 

29. In  terms o f  both coverage and benefit adequacy, pensions and T S A  p lay the most dominant  
roles. Fifty-five percent o f  households receive pensions and 8.4 percent receive TSA. In the 1st 
consumption quintile, 60.8 percent o f  households receive pensions, and 15.4 percent receive TSA. For the 
extreme poor households, pensions and TSA account on average for 37.7 percent and 12.7 percent, 
respectively, o f  total household consumption (Figure 6). 

F igure 6: Adequacy o f  Pensions and the T S A  across Var ious Households (pensions and T S A  as 
percent of household consumption), 2007 
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Source. World Bank estimates using 2007 LSMS data. 
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30. Without social transfers, and especially pensions, poverty incidence and the poverty gap 
would be much higher. Under the scenario o f  no pension payments, the poverty incidence would 
increase from 23.6 percent t o  32.9 percent, and the poverty gap would increase from 7.2 percent to 14.3 
percent. TSA (with i t s  current coverage) and other social transfers further reduce the poverty incidence 
and the poverty gap by another 2 percentage points (Figure 7). 

Figure 7: Poverty Impact o f  Social Transfers, 2007 

25 0 

Source: World Bank estimates using 2007 LSMS data 

3 1. Without social transfers, and especially pensions, inequality would also be much higher. The 
simulations indicate that without pensions and other social transfers (including TSA), the Gini coefficient 
o f  per adult equivalent consumption would be 40.9 percent, compared to the actual o f  36.3 percent. These 
simulations assume no behavioral changes on the part o f  households, such as the search for alternative 
income sources, etc. 

32. TSA reaches the poor well, and substantially increases their disposable income. The 
targeting o f  the TSA i s  good-7 1 percent o f  the TSA beneficiaries are among the consumption poor. TSA 
significantly increases the incomes o f  poor households-by 72 percent for all poor households, and by 
105 percent for extreme poor households (1 0 percent o f  the population). 

33. But its coverage even among extreme poor is  still limited. As a result, the impact o f  the TSA 
on overall poverty remains marginal. As o f  September 2007, TSA covered only 19 percent o f  a l l  
(consumption) poor individuals and about 30 percent o f  extreme poor individuals. The overall poverty 
incidence with no TSA would be 25 percent (compared to 23.6 percent actual, with TSA), so 54,000 
people escape poverty because o f  TSA. Reduction comes mostly f rom the rural poor (rural poverty 
incidence i s  3 1 .E percent with n o  TSA compared to 29.7 percent wi th TSA). Sixty-six percent o f  current 
beneficiaries are located in rural areas, reflecting the concentration o f  poor in rural areas. 

34. The analysis indicates that the TSA does not crowd out private transfers. Econometric 
results using 2007 data fail t o  detect any statistically significant differences in the amounts o f  the private 
transfers between the TSA-recipient households and the households with the similar TSA score that 
receive no assistance. In particular, the average amount o f  private transfers among the non-recipients was 
33.5 Lari, while the average amount o f  private transfers for the households receiving the TSA was 30.2 
Lar i .  This difference i s  statistically insignificant. Similar conclusions are made based on the multivariate 
analysis that controls for the differences in the observable characteristics o f  households from the two 
groups. 
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35. Extending the coverage of  the TSA program even in its current format holds much promise 
for further poverty reduction. The simulation analysis indicates that extending TSA coverage to al l  
extreme poor would result in a decline of the extreme poverty incidence from 9.3 percent to 2.9 percent, 
and extending the TSA coverage to al l  poor would result in a decline of  the overall poverty incidence 
from 23.6 percent to 12 percent. However, the extension of coverage will come with fiscal costs-another 
0.4 percent of the GDP to extend coverage to al l  extreme poor, and 1.1 percent to extend coverage to al l  
poor. 

Health sector reforms and outcomes 

36. Health issues loom large in the lives of Georgia’s poor. When asked to identify the main 
problems faced by their family, two-thirds o f  the poor mentioned the purchase of medicines, while over 
half noted access to medical services. These responses place health concerns on a par with food security 
and employment as the most important problems faced by the poor. Similarly, when the L i f e  in Transition 
Survey asked Georgian households to name the top two priorities for government investment, the health 
sector was the most common answer, including among the poor. 

37. Georgia’s health indicators are generally better than those prevailing elsewhere in the 
Commonwealth of Independent States (CIS), but fall short o f  those in the new European Union 
(EU) member states. With the exception of  infant mortality, which remains relatively high, al l  other 
health outcomes fall between those achieved in the CIS and EU-12 (Table 3). With respect to health 
system performance, however, Georgia lags far behind al l  regional groupings, with a low outpatient 
contact rate and high out-of-pocket (OOP) spending. 

Table 3: Georgia Compared to the CIS and EU: Selected Health Indicators, Latest Available Year 
Indicator Georgia EU-15 EU-12 CIS 

(W. Europe) (E. Europe) 
Life expectancy 73.1 79.7 74.0 67.0 
Infant mortality rate 19.7 4.3 8.3 13.4 
(per 1,000 live births) 

(per 100,000 live births) 
Mortality due to diseases 545.1 238.7 523.4 773.0 
o f  the circulatory system 
(per 100,000) 
Outpatient contacts 2.2 6.5 7.8 8.6 
(per person per year) 

Source: WHO/Europe “Health for All” database, except *=Georgia National Health Accounts, 2006. 

Maternal mortality 23.0 5.3 9.0 28.2 

38. An ambitious health reform plan was launched in 2006. The measures include: (a) the 
introduction of the Medical Assistance Program (MAP) for the poor, benefiting about 700,000 people 
with a proxy means score below 70,000; MAP offers generous coverage and no co-payments, but does 
not cover drugs; (b) a voucher scheme i s  being expanded during 2007-2008 whereby the government 
pays private insurers to purchase MAP services on behalf of the poor; (c) publicly funded health coverage 
i s  being strengthened for about 400,000 civil servants including teachers, police, and the military; and (d) 
reforms are underway to strengthen private involvement in health care provision at both the hospital and 
primary care levels. In view of this rapidly evolving reform environment, more time and data will be 
required to reach clear conclusions about policy impact. 

39. Reforms are being introduced in a context o f  significant inequality in health outcomes 
between the rich and poor in Georgia. The factors that play a role in the “health production function” 
are complex, but the evidence suggests that a significant component of this inequality can be attributed to 
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differences in utilization of care and the underlying financial access considerations. Other factors, such as 
physical access (proximity) to care and non-clinical quality (as proxied by indicators of satisfaction and 
trust), do not appear to reflect significant inequality. 

40. Preliminary evidence on MAP performance suggests good potential and room for 
improvement. A prerequisite for its success in improving both health outcomes and financial protection 
of the poor will be good coverage, and there i s  scope for greater progress in this regard because the 
majority of the poor are not yet benefiting from the program. Among those who do benefit, there i s  
evidence that MAP i s  having a positive impact on health care utilization and therefore has good potential 
to improve health outcomes among the poor. However, early evidence suggests that MAP i s  not having a 
significant impact on OOP for health, in large part due to the exclusion of drugs from the MAP benefit 
package. Drugs account for about two-thirds of household spending on health among the poor. 

Education sector reforms and outcomes 

41. Since 2003, the Government has undertaken a set of comprehensive reforms in the 
education sector. Those reforms include: (a) the introduction of a per capita funding scheme for schools, 
(b) an administrative school consolidation program; and (c) efforts to increase teacher salaries and 
improve the quality of postsecondary education. Furthermore, the government has made important efforts 
to improve the school learning environment through addressing the needs of deteriorating school 
infrastructure, the result of a lack of maintenance over many years. 

42. These efforts have contributed to improvements in the efficiency of using public funds for 
education. The achievements here since 2003 include: (a) the consolidation process has reduced the 
number of inefficienthnderused schools-the number of schools was reduced from 3,154 to 2,331; and 
(b) the new per capita financing scheme has increased transparency and fairness in financial resources 
a1 locations. 

43. The reform efforts have also contributed to improvements in access to education. The 
achievements here since 2003 include: (a) preschool enrollment rates have increased from 19 percent to 
23 percent; (b) the number of preschool places (that is, capacity) has increased from 122,000 to 151,000; 
(c) gross enrollment rates in basic education are almost universal at 96.4 percent; and (d) enrollment rates 
in postsecondary education increased from 45 percent in 2003 to 48 percent in 2006. Indeed, Georgia 
currently enjoys the highest enrollment rates for vocational and university education in the Caucasus. 

44. The reforms have also contributed to improvements in the quality of  education. The 
achievements here since 2003 include: (a) the share of children who were absent from school due to lack 
of heating at school decreased significantly from 37 percent to 15 percent; (b) in 2003, only 35 percent of 
students between 9 and 10 years old mastered tasks that require the process of retrieving implicitly stated 
information from a certain part of a text, and interpreting and integrating ideas and information; this 
ranking increased to 45 percent; and (c) school approval rates for basic education improved from 53 
percent to 57 percent. 

45. Despite all this progress, there are several issues that still need to be addressed in the sector 
in relation to education financing. They include: (a) the spending on education in Georgia (at 2.6 
percent of GDP) remains very low by Europe and Central Asia (ECA) standards (at 4.4 percent of GDP 
on average); (b) most of the general education budget in Georgia i s  spent on current needs, such as wages 
and social security contributions for teachers; (c) the new per capita financing scheme in i t s  current 
format may be contributing to increased education inequality, because small schools in rural areas 
(generally serving the poor) are underfunded (compared to larger schools in urban areas) despite receiving 
additional funds from the Ministry of Education; and (d) while the current government plan for capital 
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investments will be able to contain the rapid school depreciation, it will do so only partly. The expected 
sharp decrease in demand for education services due to a shrinking school-age population provides 
additional grounds for further development strategies to rationalize the already underutilized school 
system which, as of today, operates with greater-than-needed stocks of schools and teachers. 

46. There are also several issues that still need to be addressed in the education sector in 
relation to access. They include: (a) the s t i l l  large inequalities in enrollment rates between poor and non- 
poor individuals, particularly at the preschool and postsecondary levels; (b) ethnic minorities display 
lower enrollment and attainment rates than native Georgians; (c) in rural areas, lack of access to facilities 
nearby i s  still the main reason why parents do not send their children to preschool; (d) urban non-poor 
children broadly use Supplemental Education Services, such as private tutoring, to prepare for university 
entrance examinations; poor children cannot afford such services; and (e) drop-out rates in secondary 
education are high in rural areas, among the poor, and among ethnic minority children. 

47. Additional issues that still need to be addressed in the education sector in relation to quality 
include: (a) poor rural households perceive that the quality of education received by their children has 
deteriorated since 2003; (b) student absenteeism reaches up to 10 percent in poor regions, such as Kakheti 
and Imereti; and (c) Georgia’s performance in PIRLS 2006 was lower than expected given i t s  level of 
economic development. 

111. The report offers the following key policy recommendations: 

48. Growth andpoverty. Despite the rapid transformations in Georgia since 2003, the country’s rural 
regions remain poor and underdeveloped. Hence, Georgia cannot rely solely on rapid national growth 
to generate broad-based poverty reduction. Policies are needed to integrate the rural poor into the 
growth process. The recommendations here include: 

Continued support for expansion and rehabilitation of  physical infrastructure, 
especially in remote rural and mountainous areas. However, investments in physical 
infrastructure would not be enough-they need to be complemented by the continued 
investments in human capital accumulation through ongoing reforms in the health and 
education sectors. This will create a strong foundation for sustainable growth and further 
poverty reduction. 

Integrating the rural poor into the growth process, which can be achieved through: (a) 
expanding opportunities for off-farm employment in rural areas, including support for small 
and medium enterprise development; (b) increasing farm productivity and agricultural 
production in regions with high agricultural potential; and (c) exploring new markets for 
agricultural products; this i s  especially important given the lack of access to some traditional 
(for example, Russia) markets. 

Using the pledged donor resources with a view of  the longer-term agenda focused on 
building Georgia’s economic competitiveness. One of the main impacts of the twin crises i s  
the expected slowdown in foreign direct investments (FDI), which are expected to decline 
from an estimated US$ 1.1 billion in 2008 to US$ 0.4 billion in 2009. At the same time, the 
donors pledged resources of US$ 4.5 billion over three years (which i s  US$ 1.5 billion per 
year, or one quarter of Georgia’s GDP), and if used wisely, those resources could at least 
partly counterbalance the negative impact of the crisis on the economy and household 
welfare. 
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49. Social transfers and poverty. Because increased employment and integration o f  the rural poor 
into the national growth process would require a longer time period given that reforms started relatively 
recently, and the reduction of  poverty in the short to medium term may need to rely on 
redistributing the benefits of growth (and increased fiscal revenues) through social transfers, the 
recommendations here include: 

9 Extending the coverage of  Targeted Social Assistance holds much promise for poverty 
reduction, especially in terms o f  reaching the rural poor. There i s  evidence that the current 
targeting formula works quite well in identifying needy households, so no substantial 
revisions to the formula are warranted at this stage. However, more fiscal resources would be 
needed to extend the coverage. 

The size o f  the TSA benefit should ideally take into account the extent o f  household 
poverty, to become a more efficient tool o f  reducing poverty. In its current design, the 
TSA benefit i s  not adjusted to reflect the distance to the cutoff proxy means score. As a 
result, 40 percent o f  the beneficiaries stay poor after the TSA benefit i s  received, while 12 
percent of the beneficiaries move from the second to the third quintile of the per capita 
consumption distribution. The size o f  the TSA benefit should be periodically adjusted to take 
into account the rising cost o f  living, including food prices. 

Consider the consolidation o f  other fragmented social protection programs into the TSA 
benefit. There currently still exist a number o f  social protection programs that try to target 
specific groups o f  population, but effectively are aimed at reaching the poor. These programs 
include the Internally Displaced Person (IDP) allowance and gas and electricity vouchers. 
The performance of these programs in terms o f  the poverty-reducing impact i s  difficult to 
assess due to the lack o f  data. However, given the evidence that the TSA targeting o f  the poor 
i s  good, there might be no need for having those other programs “on the side.” The budget 
resources used for those programs could be alternatively redirected to fund the extension o f  
TSA coverage. 

. Addressing vulnerabilities arising from both the August 2008 conflict and the current 
global downturn. It i s  important to have the policy instruments in place to mitigate the 
economic and social impact o f  the twin crises, and the TSA could be an efficient tool to 
shield the poor. However, in times o f  the economic crisis the needs for expanding social 
protection would need to be balanced against the reality of  constrained public fiscal 
resources. Job creation through targeted public investments or public works, especially in 
rural areas, could be a way to go. 

50. Education. Georgia has been on a path o f  introducing far-reaching reforms in the education 
sector. However, there are s t i l l  many outstanding issues that need to be addressed. A number o f  
education policy interventions can be suggested in relation tofinancing, access, and quality. 

. I n  relation tofinancing, these include: (a) revising the per capita financing formula so 
that small schools in rural areas (generally serving the poor) receive enough funding for 
operation; and (b) promoting incentives for private sector provision of  education services, 
especially at the preschool and technical and vocational education (TVE) levels. 

I n  relation to access, these include: (a) addressing lack o f  access to preschool education 
in rural areas; (b) sustaining investments in heating provision to decrease student 
absenteeism; (c) encouraging school boards to better monitor teacher absenteeism, 
especially in poor regions; and (d) considering targeted programs through conditional 
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cash transfers (CCTs) in order to contain large drop-out rates among the poor after 
secondary education. 

I n  relation to quality, these include: (a) introducing a private school accreditation 
system, in order to reach a better balance between quantity and quality of private schools; (b) 
subsidizing supplementary education services to prepare students for university entrance 
exams in rural areas and in regions with a high incidence of poverty and/or a high 
concentration o f  minority children; (c) continuing participation in international testing 
schemes (like PIFUS) and engaging in more frequent national assessments to monitor 
progress in test scores; and (d) sustaining investments in physical infrastructure for 
education to assure a better learning environment that promotes attendance, student health, 
and quality o f  teaching. 

5 1. 
The study findings suggest several implications for current policy initiatives. 

Health. Georgia has been implementing comprehensive reforms in the health sector since 2006. 

The “all or  nothing” character o f  both MAP eligibility (below or above 70,000) and 
benefit package definition (health services or drugs) may warrant reconsideration as 
programs are revised and fine-tuned. Intermediate benefit packages with moderate co- 
payments would be one possible approach to balance budget considerations with achieving 
more widespread access to health care and financial protection among vulnerable households. 

The vulnerability of non-MAP beneficiaries, if and when the Universal Benefit Package 
(UBP) i s  eliminated, should be an area of policy focus. Currently, there are many poor 
households that are not covered by MAP. High out-of-pocket expenses among non-MAP 
beneficiaries are correlated with elderly households and those with non-working household 
heads, and these groups will have difficulty obtaining coverage in private insurance markets. 

The shift toward greater private sector involvement in the health sector i s  more likely to 
achieve its full potential if supported by strengthened oversight capacities. Reform 
design has been mindful of the need for safeguards to protect access and equity, but careful 
implementation will be required to ensure these outcomes are achieved. 

52. Poverty Monitoring. It i s  very important that the Government has reliable poverty monitoring 
data. The capacity to monitor poverty i s  especially important given the high pace o f  reforms undertaken 
in Georgia. As has often been the case in other transitional countries, the needs o f  the Department o f  
Statistics appear to be somewhat neglected. It i s  clear that the Department of Statistics cannot function 
properly with i t s  current technical capacity level. The Government needs to take measures to restore this 
capacity, which would include proper levels of funding and staffing. The independence o f  the Department 
from the Ministry o f  Economic Development may also be justified in this regard. 

53. To sum up, the Report has six key messages: (1) The living standards in Georgia have improved 
in many dimensions since 2003; (2) Poverty in Georgia continues to be deeply entrenched in rural areas, 
accounting for 60 percent o f  the poor; (3) The performance o f  the labor markets has so far not contributed 
much to poverty reduction; (4) Social assistance became an increasingly important l ifeline for Georgia’s 
poor - the Targeted Social Assistance (TSA) program introduced at the end of 2006 appears to be an 
important source of  income for the poor; (5) The double shocks of the August 2008 conflict and the 
global financial crisis risk undermining the poverty reduction effort; (6) The poverty reduction strategy o f  
the Government of Georgia should focus on extending the coverage of the TSA to reach more o f  the poor 
and promoting investments in infrastructure and creating opportunities for off-farm employment in rural 
areas. 

14 



CHAPTER 1 : MACROECONOMIC DEVELOPMENTS IN GEORGIA 
A. Introduction3 

A.I.  Economic Developments between Independence and the Rose Revolution 

1. Georgia's economic contraction following the transition after the breakup of  the Soviet 
Union was among the most severe in the Europe and Central Asia (ECA) region and within the 
Commonwealth o f  Independent States (CIS). The contraction was not followed by strong and sustained 
growth until 2003. As a result, the level of output in Georgia in 2007 still stands at less than 70 percent of 
i t s  1990 level of output, while the majority of CIS countries fully recovered by 2007 (Figure 1.1). 

2. The initial stage of the transition from a centrally planned to a market economy that started 
in the early 1990s implied changes in the basic institutions of  the economy and loss of  output. It 
decentralized economic decision-making processes, liberalized prices and wages, and exposed enterprises 
to competition. These major changes in the rules of the game, along with disintegration of traditional 
economic links and other major obstacles, including civil war and ethnic conflicts, resulted in a 
substantial fall in output in the early phases of the transition until 1994. 

3. I n  the subsequent phase of  recovery from 1995 to 2003, Georgia did not achieve strong and 
sustained growth. Furthermore, growth was often dependent on either single large investment projects, 
such as the Supsa and Baku-Ceyhan pipeline construction, or followed the patterns of the volatile 
agricultural sector. As a result, many people moved to low-productivity jobs in the agriculture, rural, and 
informal sectors. Georgia had an increasingly weak governance framework, corruption was rampant, 
selective reform efforts were not being sustained, and the country was drifting rapidly toward "failed 
state" status. These conditions created a fert i le environment for the peaceful Rose Revolution in late 
2003. 

z o ' @  ' E  ' B I  ' c  ' B I  ' 1  ' I  ' 1  ' I  ' I  ' I  ' R  ' I  ' 1  ' 1  ' 1  ' I  ' c  ' 
Source: WB Regional Tables, March 2008 for ECA and CIS; Georgia LDB for Georgia. 

This chapter was prepared by Mariam Dolidze (Economist, ECSPE), Faruk Khan (Country Economist, ECSHD), 3 

Rosalinda Quintanilla (Lead Economist, ECSPE), and Afsaneh Sedghi (Economist, ECSPE). 
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A.2. Economic Developments after the Rose Revolution 

4. The new government’s aggressive institutional and structural reform agenda since the Rose 
Revolution in 2003 benefited economic development. It has targeted widespread corruption, and 
created economic incentives for a large segment o f  the economy to go formal via substantially reduced 
tax rates on one hand and enhanced tax administration on the other. In a very short time the government 
managed to establish fiscal discipline and tax compliance and offered businesses a liberal and functional 
legislative framework, improved infrastructure, good governance, security, and economic openness. 
These improvements provided the foreign investment community with confidence in the new 
administration’s commitment to build a competitive environment for the private sector. 

5. The progress on reforms since the Rose Revolution i s  reflected in a number o f  assessments 
and ratings of Georgia during the last five years. The “Doing Business” 2007 Report named Georgia 
the top reformer and rated it among the top 20 performers a year later. Georgia received a positive 
sovereign rating by S&P and Fitch in 2005 for the first time, and maintained a BB rating despite external 
political and economic sanctions and tensions with a major economic partner and neighbor. Georgia also 
has a continuously improving corruption perception index (CPI) and a European Bank for Reconstruction 
and Development (EBRD) transition index, and other positive survey results. Those signals have been 
interpreted by foreign investors as an opportunity in the region to invest resources. Annual foreign direct 
investment (FDI) flows have increased fivefold in nominal dollar terms since 2003 and have become one 
of  the strongest drivers o f  the recent high growth trend (Table 1.1). 

Table 1.1: Georgia: Selected Economic Indicators 

GNI Per Capita (US$, Atlas method) 
Unemployment Rate, Average 
Real GDP Growth (YO change) 
CPI (year-on-year, % change) 
Revenues and Grants (% o f  GDP) 
Expenditure and Net  Lending (% o f  GDP) 
Overall Fiscal Balance (% o f  GDP)a 
Current Account Balance (% o f  GDP) 
Gross Domestic Investments (YO o f  GDP) 
FDI Inflow (% o f  GDP) 
External Debt (% df GDP) 49.6 51.6 46.4 34.5 26.7 23.1 16.8 

Note: a. The budget deficit i s  presented on a cash basis, including accumulationirepayment of arrears, while expenditures are on a 
commitment basis. 
Source: Department for Statistics of  the Ministry o f  Economic Development; World Bank staff estimates. 

2001 2002 2003 2004 2005 
680 730 860 1,060 1,330 
11.1 12.6 11.5 12.6 13.8 
4.8 5.5 11.1 5.9 9.6 
3.4 5.4 7.0 7.5 6.2 

16.1 15.9 16.5 22.7 24.7 
18.5 17.3 18.3 19.7 25.1 
-2.1 -2.1 -1.5 -0.3 -2.2 
-6.6 -6.3 -9.6 -6.9 -11.1 
21.9 22.1 24.4 28.3 26.8 

2.5 3.6 8.4 9.8 7.1 

2006 
1,560 
13.9 
9.4 
8.8 

25.8 
27.9 
-2.4 
-15.1 
27.4 
13.7 

2007 
1,990 
13.6 
12.4 
11.0 
28.3 
33.8 
-4.3 
19.7 
28.3 
17.0 

B. Developments o f  Key Economic Indicators 

B.I. Evolution of GDP and Sources of Growth 

6. GDP growth averaged 9.7 percent during 2003-2007, but was led by selected sectors. Strong 
economic growth during 2003-2007 has been led by several sectors, including trade services (77 percent 
growth), construction ( 182 percent growth), financial intermediation (220 percent growth), and 
manufacturing (90 percent growth). Agriculture has experienced volatile growth, as a result o f  its 
sensitivity to weather conditions and Russian trade sanctions. The growth pattern across sectors i s  
discussed in a greater detail below. 
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7. Agriculture has been an important but volatile sector o f  the Georgian economy. Real 
agricultural output has been stagnant since 1997. After independence in 1991, the agricultural sector 
underwent a severe crisis, partly due to the civil war, which resulted in the destruction of the productive 
ability of collective and state farms. A process of land privatization was started in 1992, with the state 
agricultural land being distributed to private households. Over the years, the agriculture and rural sectors 
have been hit by a number of adverse factors, including frequent floods and droughts, outages of 
watedenergy supply, and a deteriorating road network. Furthermore, plot sizes shrank, leading to 
declining productivity. As a result, the sector has witnessed l i t t le growth, including in recent years, when 
the economy in general has rebounded strongly. The share of agriculture in GDP f e l l  from around 50 
percent in 1990 to around 17 percent in real terms in 2007. Besides unfavorable initial conditions and 
institutional constraints, the sector i s  highly dependent on weather conditions and, recently, on Russian 
trade sanctions. The loss of this major market for wine, fruits (apple), citrus, and vegetables, which 
represent almost 35 percent of total value added in agriculture, contributed to price dampening on banned 
products and negative growth of real income. Real agricultural output increased by a mere 3 percent 
during 1997-2002, and declined by 1 percent during 2003-2007 (Figure 1.2). 

Figure 1.2: Georgia: Average Real Growth in Selected Sectors 

40 1 
30 1 

1997-2002 (aw growth 4 8 % )  
I 2003-2007 (a- growth 9 7%) 

20 

1 0  
I 

0 

I 

Source: Department for Statistics o f  the Ministry o f  Economy o f  Georgia and World Bank staff calculations 

8. The construction sector registered impressive growth. The growth pattern of the construction 
sector has been largely determined by strategic energy projects in the country, particularly during the 
period of low performance of the economy-the Supsa pipeline led the growth of 52 and 35 percent 
during 1997 and 1998, respectively. Then, after two years of stagnation, the sector recovered again, as the 
Baku-Ceyhan oil pipeline project started in late 2001, and has been leading the sector together with the 
Shah-Denis gas pipeline project, representing over 50 and 30 percent of output, respectively, over the last 
several years until 2006. Since the Rose Revolution, the growth has also been shared by active private 
sector initiatives in the construction of housing and business facilities, complemented by public 
participation in the building and reconstruction of state-owned health, education, and other facilities, 
reducing dependence of the sector on single projects and introducing a higher degree of sustainability. 
The 14 percent growth has been fully attributed to the construction of buildings in 2007, while the 
pipeline capital works represented only 12 percent of total production. 
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9. Financial services have been the most successful area o f  the Georgian economy in terms of 
growth rates. The performance of the sector had been dramatically deteriorating prior to the Rose 
Revolution. However, despite the negative impact of the memory of inflation of the 199Os, the financial 
and particularly the banking sector had been experiencing extraordinarily strong growth throughout 1996- 
2007, increasing the share of financial intermediation in GDP as much as sevenfold by 2007. In recent 
years, the financial sector expanded particularly rapidly, with the credit-to-GDP ratio increasing from 8.3 
percent in 2002 to 26 percent, and total assets of the banking system reaching 42.6 percent of GDP in 
2007-comparable to European Union accession countries at the point when their accession was 
considered. 

10. The manufacturing sector experienced a sharp contraction in output during the initial phase 
of the transition. However, aggressive privatization by state authorities created a favorable 
environment for the restoration of  industrial production. Under the Soviet central planning system, 
Georgia was allocated certain sectors of industrial production. Therefore, a large share of  industrial goods 
had been produced by state-owned enterprises, such as energy production and distribution, water supply, 
oil refinery, ferrous metallurgical manufacturing, mining of manganese ore deposits, mechanical 
engineering, chemicals, and a great part of the food enterprises. With independence, these industries were 
not financially viable, and were too much of a burden on the government. This made the industrial sector 
vulnerable and productivity low. After the Rose Revolution, the new government started a competitive 
privatization process, successfully attracting domestic and foreign investors. Those investments have 
already contributed to about 15 percent growth of industry since 2003, and many are s t i l l  to recover under 
private ownership. The performance of the manufacturing industry, which currently represents 70 percent 
of industrial production, has been led by food, beverage, and tobacco manufacturing with quite 
impressive growth of over 70 percent since 2003 though al l  other subsectors were performing also quite 
well. 

1 1. High domestic demand has largely contributed to the growth of  domestic trade services. For 
the last five years, the share of wholesale transactions has been permanently growing and reached 60 
percent in 2007, while retail trade made a decreasing contribution to trade services production. Because a 
majority of locally consumed products are imported, both wholesale and retail trades are largely 
dependent on external trade transactions that have intensified through an extremely liberalized tariff 
regime, with a weighted average rate of below 1 percent. The real growth of national absorption4 by 78 
percent has had a positive impact on trade transactions as well. The contribution of trade and other 
business activities to GDP increased to 14 percent of GDP. The sector has contributed to overall 
economic growth. 

12. The value added of  social services increased since 2003. Backed by growing state budget 
resources, social services such as health, education, cultural, and community services reversed their 
declining trend and started to improve performance, with average growth rates of 7 to 8 percent per year 
during 2003-2007. Public administration and defense activities have had somewhat low performance, but 
lately have shown relatively strong improvements, driven by increased government spending on defense. 
Other services sectors with a relatively low share of GDP, like communication, real estate and rental, and 
restaurants and hotels, have in the last three to five years benefited from increasing FDI resources. As a 
result, the growth in those sectors has been above the national average growth rate. 

13. External capital and financial-inflow-generated incomes allowed the country to absorb local 
production and to continuously expand imports  volume^.^ Therefore, demand has been driven largely 

Defined as gross national income minus balance o f  trade; a l l  components deflated by GDP deflator (World Bank 

This could be a source o f  macroeconomic vulnerability in the longer term. 

4 

staff calculations). 
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by private consumption, given i t s  dominant share in GDP, though growing at 8 percent per year, which i s  
slower than GDP-the average national growth rate. National absorption increased by 78 percent during 
2003-2007, compared to 58  percent of GDP growth i tse l f  for the same period, mostly driven by imports 
on one hand and by rapidly expanding credit to the private sector on the other. Government consumption 
has been growing by an average of over 30 percent per year in real terms, which has more than tripled the 
real value of current state spendingS6 Budgetary capital spending also reflects a significant government 
contribution to the improved infrastructure, including uninterrupted energy/gas supply, high standard for 
roads, better water supply, and rehabilitation and construction of education and health facilities. At the 
same time, there has been a limited response of domestic private investment, which has been reflected in 
a volatile and downward trend of gross national savings. 

14. Strong economic growth and an appreciation of  the national currency vis-a-vis Special 
Drawing Rights (SDR) and the U S  dollar resulted in a substantial increase of dollar-denominated 
pei capita income. The gross national income (GNI) per capita increased from US$680 in 2001 to 
US$1,990 in 2007 (Table 1.1). The estimated negative population growth’ also contributed to the increase 
of GNI per capita. This, together with positive creditworthiness assessment, resulted in the conversion of 
Georgia into a blend country eligible for International Bank for Reconstruction and Development (IBRD) 
resources. 

B.2. Fiscal Sector: Tax Accumulation and Management of Public Resources 

15. The increase in tax revenues and proper management o f  government expenditures have 
become possible as a result o f  tax reform and deregulation (which reduced the informal economy), 
and particularly of measures to curb corruption. Tax revenue collection has increased from 14 percent of 
GDP in 2003 to almost 22 percent in 2006, and i s  estimated to have increased further, to over 25 percent 
in 2007. This major achievement allowed the government to start addressing critical social and 
infrastructure needs. Social spending has increased by about 5 percentage points of GDP to date and now 
represents more than one-third of the budget. Social assistance policy has been targeted to assist the most 
vulnerable in society.* 

16. Current expenditure has been directed by the government to clear previously accumulated 
wage and pension arrears, to increase the value of social transfers, and to raise salaries for public 
employees in real terms. Pensions were increased from 14 GEL in 2003 to 70 GEL in April 2008, and 
the Targeted Social Assistance (TSA) program was introduced at the end of 2006. Social protection 
currently accounts for almost 20 percent of state budget spending (Figure 1.3). Capital expenditure 
increased from almost zero to 7 percent of GDP by 2007, and translated into strong growth performance 
facilitated by better infrastructure. Still, the government maintained an acceptable level o f  fiscal deficit, in 
the range of 2 to 3 percent of GDP until 2006; however, a spike in expenditures in 2007 resulted in a 
higher deficit o f  4.3 percent of GDP. 

The constant series for GDP consumption i s  obtained using GDP deflator for al l  components. ’ United Nations Development Program (UNDP) population data. 
* The Poverty Reduction Support Operation 04 (PRS04) program document (p. 20). 
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Figure 1.3: Georgia: Functional Composition o f  the State Budget Expenditures (plan), 2008 
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Source: Ministry o f  Finance o f  Georgia. 

17. A reduced financing gap over the last five years, and strong depreciation of  the U S  dollar 
have resulted in improving external debt burden indicators. External debt declined from 46.4 percent 
at the end o f  2003 to 17 percent o f  GDP by the end o f  2007. Therefore, the government holds some 
leverage in terms o f  fiscal sustainability. That was the reason behind the issuance o f  commercial debt of 
around 4 percent o f  GDP (US$500 mi l l ion worth o f  Eurobonds), which i s  directed to the extra-budgetary 
reserve funds o f  Georgia-the Future Generation Fund and the Stable Development Fund. It i s  important 
that the government manages those resources in accordance with budgetary needs under tighter fiscal 
policy. 

B.3. Monetary Policy and Inflation 

18. Large capital inflows and the expansion of private credits, coupled with rising global energy 
and food prices, have challenged the ability o f  monetary authorities to maintain stable inflation. 
Increased confidence on the part o f  businesses and consumers resulted in broad measures o f  money 
supply to increase by an average o f  50 percent over the last year, and the credit-to-GDP ratio surged from 
8.3 percent in 2002 to 26 percent in 2007. On the other side, higher global food and energy prices added 
pressure on the local price level, and year-on-year inflation has reached 11 percent by end December 
2007 (Table 1.4). However, core inflation has been s t i l l  maintained in single digits all throughout 2004- 
2007. To strengthen the National Bank’s authority and monetary function, the Parliament recently 
adopted a financial reform package, which supports the efforts to change institutional arrangements for  
supervision o f  financial sector participants, commercial banks, insurance companies, capital markets, and 
microfinance institutions. The package also introduces transparent extra-budgetary funds as a tool for 
restraining budgetary pressures on money markets. As a medium-term measure, the authorities intend to 
tighten fiscal and monetary policies and move to inflation targeting. 
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Figure 1.4: Georgia: CPI Inflation (period average), 1998-2007 
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Source: National Bank of  Georgia. 

B. 4. External Sector Developments: Trade and Current Account 

19. The increased openness' and solvency of  the Georgian markets led to a steeper upward 
trend of  import flows for the last five years. Both the composition and quality of imported products 
have improved as well, which resulted in the higher cost of imports, exclusive of the world price spikes in 
food and energy. As a result, imports have grown by an average of 20 percent in real terms and almost 50 
percent in nominal US dollar terms per year since 2003. At the same time, exports have experienced a 
negative impact from the Russian ban imposed on export products since March 2006. Despite the trade 
restrictions, however, exports growth rates were restored to double-digit growth rates by mid-2007 due to 
exports diversification to other markets. Although the economy showed a remarkable ability to expand 
export access to other markets, the restrictions took their toll on rural exporters in 2006 and 2007.'' This 
i s  not surprising given that exports to markets other than Russia and Turkmenistan, while starting from a 
small base, have exhibited growth in excess of 30 percent since the second quarter of 2006. Overall, 
imports had been rising much faster than exports, leading to the rapidly soaring current account deficit 
(Figure 1 S ) ,  

Figure 1.5: Georgia: Exports and Imports o f  Goods, Million US$ 

-exports - .c i m o r t s  

Source: Department for Statistics o f  the Ministry o f  Economic Development o f  Georgia. 

Average weighted import tariff currently i s  below 1 percent in Georgia. 
lo This i s  discussed in greater detail in the chapter on rural poverty. 

21 



20. Trends of  merchandise trade have been consistent with the growing external trade and 
current account deficits, while other components of the external current account have been 
generally stable. The deficit has been financed by large inflows of FDI, which reached 13.7 percent of 
GDP in 2006. Notwithstanding the political uncertainties in the last quarter of 2007 and the expected 
negative impact on capital flows, FDI remained high at 17 percent of GDP (Figure 1.6), even larger than 
anticipated, and have fully financed the external current account deficit, in addition to the accumulation of 
international reserves. 

Figure 1.6: Georgia: External Current Account Deficit and Net FDI (percent o f  GDP) 
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Source: National Bank o f  Georgia. 

External and Internal Shocks and Policy Responses 

2 1. 
Those are discussed in detail below. 

Over the last three years, Georgia has faced several negative external and internal shocks. 

22. The Russian ban on major export commodities particularly affected the wine industry. In the 
absence of i t s  largest traditional market for its most profitable agricultural business, Georgian 
winemakers, with government support, took major steps to diversify the trade directions, improve 
production quality, and reduce dependence on the Russian market. Stil l , the immediate impact was 
devastating for export revenues throughout 2006, and the grape cultivating industry suffered as sales 
prices dropped significantly. 

23. Sharp energy price increases, with the price of imported gas rising from US$65 in 2005 to 
US$l 10 in 2006 to US$235 per 1,000 cubic meters from January 2007. The government put in place an 
electricity lifeline tariff system to protect vulnerable groups and a gas subsidy for the two last winters. 
The negative impact of these shocks on the extreme poor has been reduced by one-time financial support 
to al l  pensioners and other vulnerable groups in the last quarter of 2007 to ease the impact of the higher 
electricity and gas prices. 

24. Sharp international food price increases were partially offset by strong appreciation of the 
Georgian Lari (GEL) vis-a-vis trading partner currencies, but s t i l l  have negatively affected inflation rates 
in Georgia, reaching i ts  highest points since the Russian financial crisis of 1998. Higher prices of 
imported products and strong growth of domestic demand also pushed up prices of domestically produced 
goods." The poorest, who spend a large share of their income on food, have been particularly under 

I '  Global Economic Prospects 2008: Inflation and Commodity Markets. 

22 



pressure. The Government of Georgia has been relying on a targeted safety net program as an instrument 
to provide assistance to the poorest people and to mitigate the negative impact of price shocks, rather than 
on using direct interventions and controls over food prices, which may send a negative message to the 
private sector. 

25. 
safeguarding macroeconomic stability. 

The results of these shocks were mitigated by effectively implementing economic reforms and 

C. Key Institutional and Policy Reforms 

26. Corruption was identified by the new government as a major obstacle to development and 
growth. A number of institutional reforms have been carried out since 2003 to curb corruption. In 
order to optimize the public-to-private-sector ratio, a process of downsizing of government apparatus has 
been initiated. The number of executive ministries was reduced from 18 to 13, and many departments and 
units were unified and optimized. This had undesirable and painful initial effects on employment as the 
number of public servants has been almost halved and replaced. The reorganization, however, allowed 
substantial improvement of the functioning of government institutions, and real wages in the public sector 
rose above the subsistence minimum, which was not the case previously. 

27. The very first and remarkable reform, which almost eliminated corruption deals in the 
system, was traffic police restructuring. Police reform was identified by the Georgian population as one 
of the most successful projects o f  the new government. It facilitated not only the lives of local citizens, 
but also has had an extremely positive effect on turnover of transit traffic, making Georgia the safest, 
most secure, and cheapest route for traders and travelers. 

28. One of  the most successful economic reforms with apparent positive results has been tax 
reform. It aimed at lifting the tax burden on business and at the same time, reducing incentives for 
making illegal deals with tax officers and introducing a culture of tax compliance. The effect was more 
encouraging than expected. The government had to make a number of supplements (in contrast to 
previous years’ tradition of sequestrations) to the budget during the fiscal year to reflect continuously 
rising tax proceeds. During 2005-2007, the number of taxes was cut from 23 to 7, a progressive income 
tax of 22 percent was replaced by a f lat 12 percent tax, and the value-added tax was reduced by 2 
percentage points to 18 percent. The social tax underwent major changes as it was reduced from 33 
percent to 20 percent initially, and later was incorporated into an income tax that totaled 25 percent, 
substantially reducing labor costs. Recently, the profit tax rate was cut from 20 percent to 15 percent. 
Import tariff rates experienced a serious transformation in support of trade facilitation, particularly with 
regard to the import of investment goods and new technologies. 

29. Together with improved collaboration between tax authorities and taxpayers, those 
legislative changes had a dual impact. On the one hand, they have improved the business environment 
by putting al l  market players under equal and fair competitive conditions, and on the other hand, they 
fueled substantial resources to the government budget, enhancing i t s  redistribution function, which 
translated into threefold increased social-related spending, and into large investment projects in roads, 
energy, gas and water supply, education and health facilities, and other important public goods. 

30. Heavy and ineffective regulation of the labor market has also been considered by the 
government as a constraint to doing business, and an incentive to have nontransparent employment 
relations. A new labor code was developed and adopted in 2006 with some quite liberal elements and 
provisions-the government took a financial burden of maternity leave payment of private sector 
employees, allowed written and verbal contracts, and simplified hiring-firing regulations. The new code 
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was evaluated by the experts as one of the most liberal labor laws in the world, in contrast to the Soviet 
system code Georgia had until 2006. 

31. A number o f  important institutional and policy reforms have been identified by the 
government that have been endorsed by the World Bank, and support provided through the four- 
staged Poverty Reduction Support Operation (PRSO). The policy agenda under this lending program 
covered four important areas.I2 

(i) Strengthening public sector accountability, efficiency, and transparency. This pillar has 
focused on continued improvements in the public sector that cut across public expenditure 
management, fiduciary activities, and public administration. Specific policy actions under this 
component have aimed at: strengthening public finances, budgeting, and expenditure 
management; increasing transparency and efficiency in the public procurement and financial 
management systems; strengthening public administration and intergovernmental fiscal relations; 
and enhancing the transparency and accountability of the public sector. 

(ii) Improving electricity and gas sector services. Electricity and gas services have improved 
significantly. The government has updated and i s  implementing a medium-term strategy plan that 
outlines the reforms. Specifically, the reforms have sought to address electricity sector debt, 
improve payment collections, strengthen the monitoring and reporting o f  electricity services, and 
diversify supply sources in the gas sector. The government has completed the privatization o f  
assets in power generation and distribution. The reforms in the electricity and gas sectors have 
surpassed what was originally envisioned in the program, which aimed at reaching a collection 
rate o f  65 percent and gradually improving service and reducing blackouts. Today, nearly al l  
paying consumers have electricity service 24 hours a day, 7 days a week, collection rates are 
above 90 percent, and blackouts are infrequent. Prudent investments over the last several years 
and significant improvement in the management o f  electricity units were central to the turnaround 
of the sector. In addition, the government implemented large tariff increases in 2006, which was a 
critical step on the road to a financially sustainable energy sector, while well-targeted electricity 
and gas subsidies helped protect the most vulnerable. 

(iii) Improving the environment for private sector development. This pillar recognizes that 
the development o f  the private sector i s  critical to sustaining high growth and creating 
employment opportunities for the poor. The government's policy measures under this component 
have focused on reducing the costs to business activity imposed by the public sector and 
improving the investment climate. I t  has supported the government reform program in further 
simplifying tax legislation, strengthening institutional capacity, and streamlining the regulatory 
framework and reform measures to improve standardization and quality assurance to enhance 
international competitiveness. 

(iv) Improving social protection, education, and health care services. This pillar has focused 
on deepening the ongoing reforms to further improve the access to, and accountability and 
affordability of, services in the social sectors and social protection for the vulnerable. The 
government has introduced a fiscally sustainable targeted social assistance program aimed at 
improving the welfare o f  the extreme poor, the coverage o f  which expanded rapidly by the second 
year of  implementation. The reform program has also included improving the efficiency and 
efficacy o f  resources in education by: (a) strengthening the capitation financing model; (b) 
developing the systematic testing and monitoring o f  results and strengthening quality-enhancing 
dimensions, including educational materials and curricula for students, and mechanisms for 

'* PRSO 4 program document. 
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accreditation of schools and certification o f  teachers; and (c) participating in international 
assessment programs such as the Trends in International Mathematics and Science Study 
(TIMSS) and the Progress in International Reading Literacy Study (PIRLS). In the health sector, 
the program has supported government efforts to adopt a revised basic benefits package and a 
primary health care plan aimed at improving equity of  access to health services. 

32. Other reforms affecting institutional setup of  the country cover: (a) regulation of 
entrepreneurship and monopolies through the newly established Agency for Free Trade and 
Competitiveness, which replaced two state institutions-antimonopoly service and price inspection; (b) 
business registration procedures have been simplified through the introduction o f  one-stop-shop 
registration windows and by designating one responsible agency for registration, which i s  the tax 
department; (c) the Parliament recently adopted a financial sector reform package that supports the efforts 
to change institutional arrangements for the supervision of financial sector participants, commercial 
banks, insurance companies, capital market, and microfinance institutions; the package also introduces 
transparent extra-budgetary funds as a tool for restraining budgetary pressures on the money market; and 
(d) legislation has been developed and adopted on the creation o f  a free trade and industrial zone in Poti, 
which i s  expected to attract FDI and to create a favorable investment climate for the whole country. 

33. An overall assessment of reforms in Georgia has been undertaken by a number o f  
international institutions, and Georgia’s progress on a number of fronts has been widely 
acknowledged. Those assessments include: WB/IFC-Doing Business reports 2006-2008, EBRD- 
transit index 1990-2007, American Chamber of  Commerce-Regional Investment Climate, Transport & 
Trade Facilitation survey 2008, Corruption Perception Index by Transparency International 2003-2007, 
sovereign rating by Standard & Poor’s (S&P) 2005-2007, and Individual Banks’ rating by Fitch for three 
Georgian commercial banks, 2007. All have reported remarkable progress made by the country in terms 
o f  doing business, reducing corruption, improving state-performed services, and improving the country’s 
creditworthiness (Figure 1.7). 

Figure 1.7: Georgia: EBRD Transition Index in Selected Areas 
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D. Growth, Productivity, and Employment 

34. The rapid economic and political changes in Georgia at the beginning of  the transition gave 
rise to specific problems relating to human capital. Huge structural shifts in the demand for goods and 
services resulted in structural shocks in the demand for labor. The wage structure was changed 
considerably; some skills and behavioral patterns began to be valued much lower, whereas other skills 
and patterns were assigned a high value. When the Soviet Union collapsed, Georgia, like many other CIS 
countries, suddenly had thousands of unemployed engineers and scientists, but no industry that could 
employ them. The market responded by large numbers o f  skilled people withdrawing from the market, 
and others resorting to the informal sector or migrating to other countries. 

35. As a result of the sharp contraction of output following transition and the subsequent 
hesitant recovery through 2003, large numbers o f  people became attached to low-productivity 
activities in agricultural and rural areas. Consequently, the Georgian economy ended up with a 
population of which more than 50 percent were self-employed in agricultural production. A large portion 
o f  the hired labor force then accumulated in the public sector. As a result, the labor force has concentrated 
in the agricultural and public sectors, and physically has not been able to follow the fast-developing and 
new requirements o f  the labor market, creating a skills mismatch in the market. Such labor distribution 
itself implied extremely low labor productivity and some degree of  mismatch in capital and labor 
compatibility in the production cycle due to the high speed o f  reforms and a slower capacity o f  the labor 
force to adjust. 

36. Georgia used to have the highest share o f  informal economy in the ECA region and the 
Former Soviet Republics until the Rose Revolution, because the cost o f  going formal was much 
higher than the benefits. A heavy tax burden on labor, inadequate labor codehegulation, and non- 
functioning trade unions have conditioned creation o f  a large share of informal jobs. As expected, those 
jobs have been o f  low productivity, low-paid, and without social coverage. Such an environment created a 
layer o f  working population that remained under the poverty line.I3 

37. Poor initial conditions after the collapse of industrial production, and lack o f  innovations 
and new technologies at the beginning of transition for long period of  time, have been the main 
reasons why productivity has been far below the potential level all across the economy. The new 
government carried out reforms, which had an immediate positive impact on formalizing employment 
relations through a new labor code and a substantial reduction o f  taxes on wages and salaries. Increasing 
openness of trade and innovations through a new customs code and customs reform suggested rapidly 
improving productivity in the industrial and service sectors. However, the opposite process has been 
observed in the agricultural sector, which accumulated an excessive labor force while at the same time 
showing a stagnant growth pattern. Since 1998, growth in productivity has been observed in industry and 
services, but not in agriculture (Figure 1.8). 

The issue o f  the working poor in Georgia i s  discussed in greater detail in the chapter on labor markets and 13 

linkages to poverty. 
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Figure 1.8: Georgia: Real Value Added (VA) per Employee, by Sector (as proxy measure o f  labor 
productivity) 
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Note: Value-added numbers are based on national accounts 
Source; Department for Statistics o f  Georgia. 

38. Growth in productivity has resulted in rising real wages almost across all sectors o f  the 
economy. The service sector cost o f  labor has grown particularly rapidly. The largest increase in 
earnings was registered in the financial intermediation and information technology (IT) sectors. A very 
high rate o f  wage increase has been also observed in public administration, as c iv i l  service reform 
resulted in lower employment and higher compensation. However, real wages o f  those employed in 
agriculture increased very l i t t le  since 2003. A long wi th  growing productivity, there i s  s t i l l  a lot o f  
potential for  the increase o f  labor participation and for further enhancing economic growth and i t s  
sustainability . 

14 

E. Macroeconomic Challenges and Growth Sustainability 

39. 
domestic front, these include: 

Georgia faces significant but manageable macroeconomic risks and vulnerabilities. On the 

40. Budgetary pressures and other economic impacts deriving from external developments. As a 
result o f  strong tax performance, the fiscal deficit on a cash basis was in the range o f  2 to  3 percent o f  
GDP during 2005-2006. However, the budget resources available for financing country needs are s t i l l  
l imited despite substantially improved revenue collection. Recent energy and food price shocks and 
Russian sanctions created the necessity for  additional support to socially vulnerable layers o f  the 
population through increased social allowances and pensions. The support also included one-time energy 
and gas subsidies to households and to the private sector through emergency credits to gas distribution 
companies, low-interest business credits, and support to the wine industry and agricultural sector. State 
employment programs were also introduced to facilitate retraining o f  the unemployed labor force. Those 
budgetary necessities have contributed to a higher fiscal deficit o f  4.3 percent o f  GDP for 2007, largely 

A detailed analysis o f  the labor market in Georgia i s  provided in the chapter on labor markets and linkages to 14 

poverty. 
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financed by. external privatization proceeds and other external concessional borrowing. To place control 
over expansionary fiscal policy, the authorities intend to move to a balanced budget in the medium term. 

41. Rapid growth of credit to the private sector. Georgia’s private sector credit i s  rising at its fastest 
annual rates in the last four years. Long-maturity foreign exchange consumer credits increased nine fold 
and business credits sevenfold from end-2003 to end-2007. The share of consumer credit increased to 
about one-third of the total credit amount. Such a sharp growth of credit i s  driven by increasing 
confidence on the part of foreign investors, who are willing to provide resources to Georgian commercial 
banks due to relatively high interest rates in the local money market. The banking sector in 2007 
borrowed over US$700 million from external sources as long-term loans. Such outstanding and unusual 
growth could be partially attributed to poor initial conditions prior to the Rose Revolution, when banking 
credits were expensive and not easily accessible in the absence of sufficient collateral. On one hand, these 
developments indicate the income growth of the population and improved solvency, but on the other 
hand, such a rapid growth of money supply creates access liquidity on the market, putting demand-driven 
pressure on inflation in addition to the FDI and other external capital inflows. Continued sharp increases 
in energy prices and further increases in food prices represented supply-side pressure on local prices. To 
overcome the pressure, a tight monetary and fiscal policy i s  needed, and the government i s  committed to 
moving to a program of targeting inflation. 

E.1. External risks and vulnerabilities include: 

42. Disruptions in some traditional trade patterns and slow progress in trade diversification. 
Russian sanctions have changed the commodity structure of Georgian export substantially. Georgian 
producers reoriented their resources to fit requirements of European and other large markets, like Turkey. 
However, this process requires considerable effort, quality improvement, infrastructure development, and 
widespread product marketing. After a sharp drop in export revenue growth in 2006, there has been a 
moderate recovery starting in mid-2007, reflecting some trade diversification trends. In the longer run, the 
normalization of economic relations with the closest and biggest trading partners i s  crucial for sustainable 
growth, as i s  aggressively pursuing the diversification process. 

43. Shocks to the sustainability of large capital inflows to finance the growing external current 
account deficit in light of the vulnerabilities in the international financial markets and the slowing 
growth of the world economy. Substantial capital inflows have fueled domestic demand and generated a 
large and growing external current account deficit, and pressures for inflation and local currency 
appreciation. The authorities have responded by intervening heavily in the foreign exchange market to 
dampen appreciation of the GEL, and they have sterilized part of the inflows through domestic open 
market operations. While the policy response thus far has been sound, the large and widening external 
current account deficit represents a risk of the need for adjustment to any shortfall in capital inflows in the 
medium term. Factors that could generate such a shortfall include a fal l  in oil prices (since much of the 
inflows are from energy-rich countries), negative developments in real estate markets, and a deterioration 
in political or regional stability. The policy response to any reversal in capital inflows would likely 
require fiscal adjustment, which would be particularly difficult to achieve during an election year and 
with the continued significant social and infrastructure expenditure needs. These risks are manageable and 
they are mitigated by the government’s strong commitment to safeguarding growth and stability and i t s  
demonstrated track record of pursuing a sound mix of  macroeconomic policies. 

44. Other risks include possible deterioration in the regional political security environment, and 
reform fatigue among stakeholders in response to the broad range and rapid pace of substantial 
changes being undertaken by the government. While the former set of risks are largely outside the 
mandate of the Bank and its sphere of influence, factors mitigating the reform-related risks include the 
determination of the government, with support from the Bank, to ensure that the reforms provide tangible 
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benefits to the population, and reinforced efforts by the President and the government to explain the 
rationale o f  reform initiatives and the anticipated improvements in governance and living standards that 
these will bring. Continued support from the international community for broad-based consultation and 
consensus building i s  critical. Continuing tensions in the regions of Abkhazia and South Ossetia raise the 
risk of security issues. I t  i s  hoped that international efforts to mediate these conflicts will be successful in 
mitigating this risk.I5 

F. Conclusions and Policy Recommendations 

45. An extensive reform agenda launched after the Rose Revolution in 2003 resulted in 
reduction of the most severe forms of  corruption, improvements in tax collection, increased salaries 
and pensions, and prudent macroeconomic performance. Economic growth has been quite 
impressive as well. To ensure growth sustainability, the government should maintain macroeconomic 
stability, which would facilitate trade, foreign direct investment, and economic development. It i s  
essential for Georgia to develop clear policies in those areas, which represents potential sources for 
growth on one hand, and potential risks on the other. Policies should include: 

(i) Diligent management of capital inflows using existing monetary and fiscal 
instruments. It i s  important to combat inflation through a combination of  tightened monetary 
policy with a flexible exchange rate policy and tightened fiscal policy. The scope and scale o f  the 
macro-policy mix should avoid policy shocks in order to test the market for necessary 
adjustments. 

(ii) Support development of a healthyfinancial system. Since the capital markets are still at 
an early stage of  development, having a sound banking system i s  vital. Together with 
strengthening financial supervision capacity, there i s  a need to improve risk management, apply 
international auditing and accounting standards, and enhance human resources capacity. 

(iii) Diversijy export products and strengthen non-price competitiveness, enhance quality 
control o f  Georgian products, and support popularization o f  those products in potential markets 
abroad. That way, current external revenue would be ensured and the current account deficit 
narrowed. 

(iv) Keep attracting FDI and maximizing its benefits. To do this, improving the overall 
business environment i s  critical. Apart from managing external uncertainties and externalities o f  
capital inflows and fast development, the government needs to identify constraints for domestic 
investments. Special attention must be given to the small and medium enterprise (SME) sector as 
far as labor and capital productivity i s  concerned. Improved performance o f  domestic SME would 
positively affect national savings, thus lessening the country’s current high dependence on 
external resources. Government policy actions should be directed toward: (a) strengthening the 
rule o f  law and enhanced property and human rights protection, (b) improvements in the business 
climate and public sector institutionalization, (c) strengthening o f  implementation of the 
legislative framework o f  initiated reforms, and (d) further support of market economy reforms. 
The Government o f  Georgia has declared its determination to address these challenges. 

l5  The section draws from the Georgia PRS04 program document, May 2008, p. 7.  
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CHAPTER 2: POVERTY PROFILE IN GEORGIA 
A. Introduction 

46. This chapterI6 presents a profile of the extent of poverty in Georgia in 2007, and the changes 
in monetary incomes" that have occurred during 2003-2007.'8 The analysis i s  based on the 2007 
Living Standards Measurement Survey (LSMS) data, and for comparisons over time, the 2003 Household 
Budget Survey (HBS) data are used. The chapter consists o f  six sections and i s  organized as follows. 
After a brief introduction (Section l), Section 2 presents changes in monetary incomes (and income-based 
poverty) during 2003-2007 in Georgia as a whole and across regions. Section 3 describes consumption- 
based poverty and inequality in Georgia using the most recent 2007 data. Section 4 presents poverty 
profile for 2007 and conducts a multivariate analysis o f  poverty. Section 5 analyzes other evidence o f  
living standards, including subjective poverty, sources o f  income, and income-based poverty. Section 6 
provides concluding remarks. 

47. Georgia has maintained a record of strong growth and macroeconomic stability since early 
2004, which it has achieved through an adequate mix of sound fiscal and monetary policies and 
ambitious structural reforms. The real gross domestic product (GDP) growth rate in Georgia averaged 
8.9 percent during 2003-2006, led by construction, financial intermediation, and communications, while 
agriculture and manufacturing were generally stagnating. Since 2004, the drivers o f  growth started to shift 
toward the higher productive sectors owing to the active and growing intervention o f  external private 
capital, which allowed industrial production to revive, particularly in 2005 and 2006. A t  the same time, 
inflation was kept at about 8 percent through most o f  the period." This good economic performance has 
been achieved against several external shocks, which included especially sharp energy price increases, 
severe flooding, and a Russian ban on Georgian exports. 

48. While economic growth has been on the right track, it has not been supported by increased 
employment. Similar to other countries undergoing deep structural changes, employment in Georgia has 
declined, mirrored by increased unemployment and decreased labor market participation. Since 2003, the 
absolute number o f  employed declined by an estimated 178,000 people.*' A significant part o f  this decline 
i s  explained by the downsizing o f  the public administration sector following public sector reform, and a 
decline in employment in the agricultural sector. 

49. Although there are indications that the overall poverty rate has begun to decline, a solid 
trend toward declining poverty has yet to be established. The analysis o f  trends in monetary incomes 
during 2003-2007 indicates that poverty i s  on the decline. However, the improvements in monetary 
incomes, especially in rural areas, have been mostly driven by increased social transfers. The 

This chapter was prepared by Oleksiy Ivaschenko (Economist, ECSHD). 
The analysis o f  changes between 2003 and 2007 i s  limited to monetary incomes since consumption aggregates are 

not comparable between 2003 and 2007. For the same reason, we cannot make comparison based on the more 
comprehensive measure o f  disposable incomes (which, in addition to monetary incomes, include in-kind 
consumption). '* The poverty line for Georgia has been derived on the basis o f  the 2007 LSMS o f  Georgia using the Food 
Expenditure Method (World Bank, 2002). The extreme (or food) poverty line i s  based on the cost o f  the typical food 
basket providing 2,260 calories per person per day. The non-food expenses are then added based on the consumption 
pattern o f  the 2"d to 4'h quintiles o f  the consumption distribution to derive the total poverty line. Changes in the cost 
o f  living over time have been taken into account using Consumer Price indexes provided by the Department for 
Statistics of Georgia (DS). 

2o A detailed analysis of employment i s  presented in Chapter 4 o f  the Report. 
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consumption data comparable over time would be needed to establish future poverty trends with more 
certainty. 

50. The main challenge for the poverty reduction efforts in Georgia i s  the deeply entrenched 
poverty in rural areas, where most of the poor live. While the incomes of those employed in selective 
sectors of the economy (public administration, finance, information technology (IT), construction, and so 
forth) have increased significantly in real terms, the incomes in rural households were stagnant. 
Agriculture in Georgia continues to be dominated by low productivity self-subsistence agriculture, 
making eradication of poverty in rural areas extremely challenging.2' 

51. The introduction of  targeted social assistance for the extreme poor since end-2006 i s  a step 
in the right direction. As reforms are being implemented, business opportunities are expanding and 
foreign direct investments increased, the tax revenues have also expanded in real terms. Improved fiscal 
revenues allowed the Government to increase social spending and introduce the Targeted Social 
Assistance (TSA) program for the extreme poor. The analysis indicates that the TSA program has already 
contributed to poverty reduction and will bring further poverty reduction if the program's coverage i s  
expanded to reach more of the poor. As a result of extending the TSA, the trend toward the gradual 
alleviation of poverty will also become more resilient to shocks. 

B. Changes in Welfare in Georgia during 2003-2007 

52. The direct comparison of  consumption-based poverty during 2003-2007 i s  not possible due 
to incomparable consumption aggregates between the 2003 HBS and 2007 LSMS. However, a look 
at comparable monetary incomes indicates that household welfare improved during this period.22 Indeed, 
household monetary incomes during 2003-2007 increased on average by 3 1.6 percent, or 7.9 percent per 
year (Table 2.1). 

53. I f  poverty dynamics were to be measured by using monetary income per adult equivalent 
(PAE) as a measure o f  welfare, then one would definitely find a decline in poverty during 2003- 
2007. The analysis of the cumulative distribution functions for 2003 and 2007 indicates that at any level 
o f  the poverty line, poverty headcount and incidence declined (Annex 2, Figure A.l).23 The decline in 
monetary income poverty i s  especially evident in rural areas. 

54. The increase in monetary incomes during 2003-2007 was mostly driven by an increase in 
social transfers. Among the monetary income components, social transfers registered the largest 
increase-from an average of 12.9 Lari (GEL) per household in 2003 to 42.6 Lari (GEL) per household in 
2007, or by 2.3 times (Table 2.1). At the same time, private transfers and remittances declined. The main 
reason for increased social transfers i s  the introduction of the TSA at the end of 2006. 

Given the predominantly rural nature o f  poverty in Georgia, rural poverty i s  analyzed in great detail in Chapter 3. 
A more comprehensive comparison o f  household income and expenditure was not possible because data for farm 

The levels o f  poverty are not presented here because monetary income i s  substantially lower than consumption, 

21 
22 

income and in-kind consumption are not comparable. 

which would result in overestimation o f  the poverty levels. 
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Table 2.1: Household Total Monetary Income (in constant 2007 prices): 2003 HBS Compared to 
2007 L S M S  

Total Annual 
2003 (HBS) ZOO? (LSMSJ Change, % Change, % 

Total household income (GEL, monthly, in 2007 prices) 
of which: 
Total household 
Total household 
Total household 
Total household 
Total household 
Total household 

w i n c o m e  
self-employed wage income 
SOC. transfers income (incl. pensions) 
private (domestic) transfers 
foreign transfers 
rental income 

188.1 247"5 31.6 7.9 

83 9 
47 0 
12 9 
24 9 
15 1 
2 6  

53.3 
13.7 

231 .O 
-73.1 
-41.7 
-6.0 

13.3 
3.4 

57.8 
-18.3 
-10.4 
-1,5 

Source: World Bank estimates using 2003 Georgia HBS and 2007 LSMS data 

55. The importance of  social transfers has also increased in relative terms. The share o f  social 
transfers in total monetary incomes increased from 6.8 percent in 2003 to 17.2 percent in 2007. The share 
o f  monetary incomes from self-employment somewhat declined-from 25 percent to 2 1.6 percent (Figure 
2.1). 

56. Remittances play a relatively modest role in the total composition o f  incomes. Moreover, the 
share o f  remittances in the household monetary incomes declined from 8 percent in 2003 to 3.6 percent in 
2007 (Figure 2.1).24 It i s  likely that this decline i s  due to the measures imposed by the Russian authorities 
against Georgia's migrants (seasonal workers). 

Figure 2.1: Composition of  Monetary Incomes, 2003 Compared to 2007 
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Source. World Bank estimates using 2003 Georgia HBS and 2007 LSMS data. 

Note that according to the macro data, total remittances in Georgia (as captured through the Balance o f  Payment 
data) account for about 6 percent o f  the GDP. Given a relatively modest role o f  remittances in Georgia, they are not 
analyzed in detail in this report. 
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57. Mos t l y  as a result o f  pro-poor TSA, poo r  r u r a l  areas registered a m o r e  significant increase 
in monetary incomes. During 2003-2007, PAE monetary incomes increased (from a very l ow  base) by 
an average o f  29.9 Lari, or 8 I .3 percent in rural areas and 13.1 Lari, or 1 1.4 percent in urban areas (Figure 
2.2). 

F igure 2.2: Mone ta ry  Incomes pe r  Adult Equivalent by Urbanmural, (in 2007 prices) 

Source: World Bank estimates using 2003 Georgia HBS and 2007 LSMS data. 

58. Across quinti les o f  the monetary income per  adul t  equivalent (PAE) distribution, the largest 
ra te o f  increase was registered by the bot tom two quinti les and the top  20 percent o f  the 
distribution. However, even after a substantial rate o f  increase, the average monetary incomes for the 1’‘ 
and 2”d quintiles o f  the distribution were 7 and 29 Lar i  per month, respectively, compared to 304 Lar i  for 
the top quintile (Figure 2.3). The structure o f  monetary incomes indicates that the bottom quintiles have 
benefited mostly from increased social transfers, while the top quintile took advantage o f  rising real 
salaries and incomes from own business. 

F igure 2.3: Mone ta ry  Incomes pe r  Adult Equivalent by Quintile, (in 2007 prices) 
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Source: World Bank estimates using 2003 Georgia Household Budget Survey (HBS) and 2007 L S M S  data 
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59. The gains in monetary incomes have been mostly pro-poor across regions. Regions with the 
lowest monetary incomes seem to have benefited most, in both absolute (size o f  the increase) and relative 
(rate of increase) terms (Table 2.2). For example, in Samtskhe-Javakheti and Samegrelo, monetary 
incomes PAE increased by about 30 Lari, representing an increase of 90 percent. Tbilisi benefited by 
about the same in absolute terms, but by 29 percent in relative terms. The main reason for increased 
monetary incomes in the poor regions i s  the pro-poor focus of the TSA program. However, in the three 
regions (Shida Kartli, Ajara, and Mtskheta-Mtianeti), monetary incomes declined during 2003-2007. 

Table 2.2: Mean Monetary Incomes per Adult Equivalent in Real Terms 

Mean 
Income Income 

PAE, Real PAE, Real 
2007 2007 

Mean 

Absolute % Change 2007 change 2003 

Urban 
Rural 

Household’s affiliated region 
Kakheti 
Tbilisi 
Shida Kartli  
Kvemo Kartli  
Samtskhe-Javakheti 
Ajara 
Guria 
Samegre lo 
Imereti 
Mtskheta-Mtianeti 

Lowest quintile 
2 
3 
4 
Highest quintile 

115.1 128.3 13.1 11.4 
36.8 66.7 29.9 81.4 

49.0 
136.1 
60.4 
52.7 
34.8 
92.4 
38.9 
35.0 
56.0 
75.5 

54.9 
175.5 
45.8 
73.8 
65.0 
86.8 
58.1 
68.9 
77.6 
70.2 

5.8 
39.4 

-14.6 
21.1 
30.2 
-5.7 
19.2 
33.8 
21.7 
-5.3 

11.9 
29.0 

-24.2 
40.0 
86.5 
-6. I 
49.4 
96.6 
38.7 
-7.0 

0.6 6.9 6.3 1,043.0 
15.0 29.2 14.2 94.3 
45.6 57.0 11.4 24.9 
8 8 . 8  100.3 11.6 13.0 

225.8 303.7 78.0 34.5 

Total 75.1 99.4 24.3 32.3 
Source; World Bank estimates using 2003 Georgia HBS and 2007 LSMS data. 

60. The analysis also indicates that during 2004-2005, there was a positive welfare impact from 
the payment o f  pension and public wage arrears. According to International Monetary Fund (IMF) 
data, in 2004, about GEL 97 billion and GEL 162 billion were paid to pensioners and employees in the 
public administration, respectively, due to elimination of  arrears in pensions and public wages. Most of 
the pension arrears were to pensioners in rural arrears because the payment of pensions was current in 
larger urban settlements. In 2005, amounts paid to these two groups were around GEL 21 billion and GEL 
84 billion, respectively. The conducted simulations indicate that had the arrears not been paid, the poverty 
incidence would be up to 2 percentage points higher. 

61. The (monetary income) poverty decomposition indicates that growth has been key in 
poverty reduction. I t  i s  customary to decompose the change in headcount poverty into “growth” and 
“redistribution” components (Datt and Ravallion 2002). The growth component i s  the difference between 
the two poverty indexes, keeping the welfare distributions constant. The redistribution component i s  the 
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change i when the mean of  the two distributions remains constant. (The third component in this 
decomposition, the residual component, shows the change in poverty as a result of the interaction o f  
growth and inequality). This poverty decomposition analysis indicates that given the growth component 
alone, the incidence of extreme and total poverty would decline by 6.3 and 9.1 percentage points, 
respectively. However, the positive effect from growth was counterbalanced by the negative effect from 
rising inequality in monetary incomes (Figure 2.4). 

Figure 2.4: Growth and Redistribution of  Poverty Changes, 2003-2007 
I 

Source. World Bank estimates using 2003 Georgia HBS and 2007 LSMS data. 

C. Consumption-based Poverty and Inequality in Georgia in 2007 

C. 1. Poverty Headcount, Depth, and Severity 

62. This section presents a picture o f  consumption-based poverty in Georgia using the 2007 
L S M S  data. The welfare measure used here i s  the consumption PAE. Two poverty lines have been 
derived from the data: (a) the food (extreme) poverty line equal to 47.1 Lari i s  based on the cost of the 
typical food basket producing 2,260 calories per day, and (b) the total poverty line equal to 71.6 Lari i s  
equal to the food poverty line plus the allowance for basic non-food expenditures (based on the 
consumption pattern found in the 2nd through 4t” deciles o f  the consumption distribution). 

63. Poverty in Georgia i s  widespread. According to the welfare measure used and the poverty lines, 
23.6 percent of the population i s  poor and 9.3 percent i s  extreme poor. The average consumption o f  the 
poor falls short o f  the overall poverty line by 7.2 percent (Table 2.3). 
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Table 2.3: Overall Poverty in Georgia 

Squared 
Poverty Headcount Poverty 

RawPo) Gap(P1) Ga (p2 

2007 2007 2007 
Poverty Line = 71.6 Lar i  (totaCpoverty) 

Urban 
Standard Error 
Rural 
Standard Error 

Total 
Standard Error 

Poverty Line = 47. I Lari  (extreme poverty) 

Urban 
Standard Error 
Rural 
Standard Error 

18.3 5.3 2.3 
1.2 0.5 0.3 

29.7 9.2 4.1 
1.7 0.7 0.4 

23.6 7.2 3.1 
1 .o 0.4 0.2 

6.7 1.8 0.8 
0.8 0.3 0.1 
12.4 3.2 1.3 
1.1 0.3 0.2 

Total 9.3 2.4 1 .o 
Standard Error 0.7 0.2 0.1 
Source: World B a n k  estimates using 2007 LSMS data. 

C.2. Regional Dimensions of Poverty 

64. Poverty in Georgia i s  entrenched in rural areas. In terms of the distribution of the poor across 
urban and rural areas, the concentration of the poor in rural areas i s  59 percent. Moreover, rural areas 
account for 62 percent of the extreme poor. Higher concentration of poverty in rural areas i s  driven by a 
much higher incidence o f  poverty in rural areas compared to urban areas-29.7 percent compared to 18.3 
percent, respectively. The share of population living in rural areas i s  actually somewhat lower than that 
living in urban areas. The poverty depth i s  also more profound in rural areas (Table 2.4). 
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Table 2.4: Poverty, by Geographic Region 

Poverty 
Headcou nt 

Rate 

Distribution Distribution 
of  the Poor o f  Population 

2007 2007 2007 
Poverty Line = 72.6 Lari (totalpoverty) 

Urban 
Rura l  

Region 
Kakhet i  
Tb i l is i  
Shida K a r t l i  
K v e m o  Kar t l i  
Samtskhe-Javakheti 
Aj ara 
Gur ia  
Samegrelo 
Imeret i  
Mtskheta-Mtianeti 

18.3 41.1 53.1 
29.7 58.9 46.9 

46.3 
12.9 
59.4 
17.3 
18.1 
27.4 
33.2 
14.4 
19.1 
40.6 

15.7 
15.6 
18.9 
7.6 
3.3 
9.5 
5.3 
5.7 
14.1 
4.2 

8.0 
28.5 
7.5 
10.4 
4.3 
8.2 
3.8 
9.3 
17.5 
2.5 

Tota l  23.6 100.0 100.0 

Poverty Line = 47. 2 Lari (extreme poverty) 

Urban  
Rura l  

Region 
Kakhet i  
Tb i l i s i  
Shida K a r t l i  
K v e m o  K a r t l i  
Samtskhe-Javakheti 
Aj ara 
Gur ia  
Samegrelo 
Imeret i  
Mtskheta-Mtianeti 

6.7 37.9 53.1 
12.4 62.1 46.9 

20.8 
4.8 

32.2 
4.8 
5.8 
7.5 
12.4 
2.9 
7.5 
18.5 

17.9 
14.7 
25.9 
5.4 
2.7 
6.6 
5.0 
2.9 
14.1 
4.9 

8.0 
28.5 
7.5 
10.4 
4.3 
8.2 
3.8 
9.3 
17.5 
2.5 

Source: World Bank estimates using 2007 LSMS data. 

65. The incidence of poverty varies considerably across different parts o f  the country. The 
highest incidence of poverty i s  observed in Shida Kartli (59.4 percent), followed by Kakheti (46.3 
percent), and Mtskheta-Mtianeti (40.6 percent). Those regions also have the highest rates of extreme 
poverty (Table 2.4). Harsh terrain, physical isolation, and political uncertainty combine to make living 
conditions extremely hard in these regions. There i s  somewhat more potential in the southern areas of 
Shida Kartl i and Mtskheta-Mtianeti, because land i s  better and there i s  reasonable road access to Tbilisi. 
But the winters are severe and irrigation i s  an important requirement for agriculture. The western areas of 
Khaketi have become important for wine production and have grown accordingly, but low rainfall, 
limited scope for irrigation, and physical isolation limit the capacity to raise incomes in the northern and 
eastern areas of  this region. Livestock production remains the main source of income for rural people in 
these areas. 
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66. The lowest incidence of  poverty i s  found in Tbilisi (12.9 percent), Samegrelo (14.4 percent), 
and Kvemo Kartli (17.3 percent). The wealthiest regions l i e  in a continuous arc running from 
Samegrelo in the northwest to Kvemo Kartli in the southeast. The western regions in this arc (Samegrelo 
and Imereti) benefit from favorable agricultural conditions and good access to urban markets and seaports 
on the Black Sea. A large river plain affords fertile soils, rainfall i s  high, and winters are mild. In the east, 
Kvemo Kartli i s  favored by good agricultural land in the south, between Tbilisi and the border with 
Azerbaijan, and its proximity to Tbilisi and Rustavi. 

67. The intermediate level of poverty i s  observed in Ajara (27.4 percent) and Guria (33.2 
percent). These are the regions in which political instability and the collapse of tea production have 
resulted in high poverty levels-despite favorable underlying conditions. Both regions benefit from good 
agro-climatic conditions and their proximity to the urban centers and ports on Georgia's Black Sea coast. 
But both have suffered from the political situation in Ajara and the collapse o f  tea production. However, 
prospects for growth and poverty reduction have improved now that the political climate in Ajara i s  more 
stable, and the economies o f  these regions should benefit from development o f  the ports in Batumi and 
Poti, and recovery of the Black Sea tourist industry. 

C.3. Sensitivity and Robustness of Poverty Estimates 

68. Poverty estimates presented above depend critically on: (a) the way the poverty line i s  defined 
and updated; and (b) the choice o f  welfare measure. In this section, robustness of  poverty i s  examined by 
reviewing the changes in the poverty headcount when the poverty line i s  increased and decreased by 5 ,  
10, and 20 percent (Table 2.5). 

69. There i s  some clustering of  the population around the poverty line. Having increased or 
decreased the poverty line, it i s  observed that poverty rates increased or decreased by a correspondingly 
higher percentage, indicating population clustering around the poverty line. For instance, increasing the 
total poverty line by 5 percent would lead to the poverty headcount rising by 2.7 percentage points. 
Another 5 percent increase in the poverty line would result in a further rise in the poverty headcount o f  
2.6 percentage points. Increase in the extreme poverty line o f  10 percent would push the extreme poverty 
headcount by 2.5 percentage points (Table 2.5). 

Table 2.5: Sensitivity of Poverty Incidence with Respect to the Choice of Poverty Line (percent) 

7nn7 
Change Poverty 

Incidence(P0) Actual(%) from 

Poverty Line = 71.6 Lori  (totalpoverty) 

Actual 
+ 5 % 
+ 1 0% 
+20% 

- 1 0% 
- 5 %o 

23.6 0.00 
26.3 11.41 
28.9 22.44 
33.8 42.84 
21.4 -9.30 
19.2 -1  8.94 

-20% 14.8 -37.44 

Poverty Line = 47. Z Lnri (extreme poverty) 

Actual 
+5'/0 
+ 1 0% 
+2 0% 
- 5 %o 
- 1 0% 

9.3 0.00 
10.4 11.59 
11.8 26.38 
14.3 52.68 
8.2 - 1  2.66 
6.7 -27.84 

-20% 5.1 -44.92 
Source: World Bank estimates using 2007 LSMS data. 
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C. 4. Inequality 

70. Expenditure and poverty levels vary widely by region. These differences are apparent in 
Figure 2.5, which shows the strong relationship between poverty levels and household PAE 
expenditure-and the location o f  each region along this continuum. The decomposition o f  inequality 
indicates that inequality among regions contributes about 4.5 percent o f  the overall inequality (Table 2.6). 
The differences across and within regions result in the Gini coefficient for  the overall distribution o f  PAE 
expenditure being equal to 36.3 percent (Table 2.7). 

Table 2.6: Decomposition o f  Inequality, by Region 

GE(0) GE(1) GE(2) 
Overal l  Inequality 
2007 22.4 22.6 29.1 
Urban 23.0 23.2 29.6 
Rural 19.5 19.1 23.3 
Within Group Inequality 
2007 21.3 21.6 28.0 
Between Group Inequality 
2007 1 .o 1 .o 1 .o 
Between Group Inequality as O b  o f  Overal l  Inequality 
2007 4.6 4.5 3.5 

Source World Bank estimates using 2007 L S M S  data. 

71. Inequality was higher in urban areas. The Gini coefficients for urban and rural areas are 36.8 
percent and 33.7 percent, respectively. The 9Ot”/ lOth percentile ratio i s  5.4 in urban areas, compared to 4.9 
in rural areas (Table 2.7). Inequality between urban and rural areas i s  higher in the upper compared to the 
lower part o f  the PAE expenditure distribution (Table 2.8). 

Figure 2.5: Expenditure and Poverty Levels, by Region 

Kakheti, 46 3 

Mtskheta-Mtianeti, 

Tbilisi, 12.9 

40 60 80 100 120 140 160 180 200 220 241 
Mean consumption PAE, GEL 

Note: The size ofthe bubble reflects the region‘s share ofthe total number o f  poor 
Source. World Bank estimates using 2007 LSMS data. 
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Table 2.7: Inequality in Per Capita Expenditure Distribution, by Urban and Rural Areas 

Bottom Hal f  of the Upper H a l f  of the Interquartile 
Distribution Distribution Range 

p25lp10 p50lp25 ~ 7 5 1 ~ 5 0  p901p50 ~ 7 5 1 ~ 2 5  p90/p 10 Gini 
Total 
2007 1.51 1.53 1.55 2.31 2.37 5.33 36.25 
Urban 
2007 1.47 1.56 1.55 2.38 2.42 5.44 36.82 
Rural 
2007 1.48 1.53 1.53 2.14 2.34 4.86 33.72 
Note: p90/75/50/25 refer to the percentiles o f  the expenditure distribution. 
Source: World Bank estimates using 2007 LSMS data. 

Tails 

Table 2.8: Inequality in Per Capita Consumption Distribution, by Urban and Rural Areas 

p10 p25 p50 p75 p90 
2007 1.25 1.25 1.27 1.29 1.40 

Source: World Bank estimates using 2007 LSMS data. 

D. Poverty Profile and Multivariate Analysis of Poverty 

72. The 2007 LSMS contains extensive modules on various characteristics of households-place of 
residence, demographic composition, housing situation, access to facilities, sector of employment of adult 
household members, education attainments, and so forth. This section uses data from these modules to 
estimate poverty rates across households with different characteristics. 

D.1. Poverty Profile 

73. A poverty profile describes the poor by indicating the risk o f  being poor according to various 
characteristics, such as type of employment, level of education o f  the household head, demographic 
composition of a household (that is, gender, household size, number o f  children, ethnic status), and so 
forth. This section provides a profile of consumption-based poverty with respect to those characteristics. 
A poverty profile i s  presented using 2007 LSMS data.*’ 

0.2. Type of Employment of the Household Head 

74. Employment status i s  strongly correlated with poverty. Households headed by wage earners 
experience the lowest rates o f  overall and extreme poverty-12.7 percent and 4.4 percent, respectively. In 
contrast, households headed by the unemployed or those out of the labor force were poorer on average 
than households headed by any employment category (both in terms o f  overall and extreme poverty), 
indicating that the lack of employment is one of the main causes ofpoverty in Georgia (Table 2.9). 

75. Among employed, households headed by self-employed in agriculture and in “other” 
employment activities had the highest poverty incidence. The poverty headcounts for those types of 
households are 23 percent and 24.2 percent, respectively, which are at or above the national average (23.6 
percent). Self-employment in agriculture also has the highest incidence of extreme poverty among 
employment categories-9.1 percent (Table 2.9). This i s  especially worrisome given that agricultural self- 

Tables with standard errors for overall and extreme poverty incidence are available, but not presented here to 25 

save on space. 
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employment i s  the most represented employment sector category, with 20 percent of al l  poor (and 40 
percent o f  working poor) falling into this category. 

76. Self-employment outside of  agriculture i s  associated with a somewhat higher risk of  poverty 
than wage employment, but this risk i s  much lower than the national average. Households with 
heads engaged in non-agriculture business face a poverty headcount of 15.4 percent--compared to 12.7 
percent in wage employment (Table 2.9), and a 23.6 national average. Interestingly, the incidence of 
extreme poverty for those self-employed outside of agriculture i s  the same as for wage employment (4.4 
percent), and i s  much lower than the national average (9.3 percent).26 

Table 2.9: Poverty, by Employment Status o f  the Household Head (percent) 

Poverty Distribution 
o f  the Poor Headcount 

Rate 

2007 2007 
Poverty Line = 71.6 L a r i  (totalpoverty) 

Type o f  employment (with not employed) 
Wage empl. 12.7 10.5 
Self-empl. (agr) 23.0 19.6 
Own business (non-agr.) 15.4 5.7 
Other empl. 24.2 0.9 
Not empl. 29.5 63.3 

Distribution 
o f  

Population 

2007 

19.6 
20.1 
8.7 
0.8 
50.7 

Poverty Line = 4 7. Z Lar i  (extreme poverty) 

Type of  employment (with not employed) 
Wage empl. 4.3 8.9 19.6 

Own business (non-agr.) 4.4 4.1 8.7 
Other empl. 6.6 0.6 0.8 
Not empl. 12.3 66.7 50.7 

Self-empl. (agr) 9.1 19.7 20.1 

Total 9.3 100.0 100.0 
Note: “Distribution o f  the Poor” and “Distribution o f  Population” represent the share o f  individuals or the share o f  poor 
individuals living in specific types o f  households (for example, in a household with a head self-employed in agriculture). 
Source: World Bank estimates using 2007 LSMS data. 

0.3 .  Education of the Household Head 

77. Households with more educated household heads are less likely to be poor. Differences in 
educational attainment of heads of households are reflected in considerably different poverty rates (Table 
2.10). Households with heads that have incomplete secondary education have a poverty rate of 31.8 
percent, which i s  the highest rate among a l l  education groups. Even complete general secondary 
education does not reduce the risk o f  poverty by much. Nevertheless, the poverty rate significantly 
declines as the level of education by a household head increases to technical and vocational education 
(TVE) or university. Having TVE brings down the probability of being in poverty to 21.7 percent, while 

This section only considers the type o f  employment, and not the specific employment sector, since data on the 
latter are not available in the 2007 LSMS. However, the relationship between poverty and the sector o f  employment 
i s  analyzed in Chapter 6 on labor markets, using HBS data. 

26 
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having a university degree brings it down to 12.1 percent. While this indicates that education pays off, the 
poverty rates even among households with highly educated heads are s t i l l  high. Similar trends across 
education levels are observed for the incidence of extreme poverty. 

Table 2.10: Poverty, by Education Level of Household Head (percent) 

Poverty 

Rate 

Distribution Distribution 
o f  the Poor o f  Population 

2007 2007 2007 
Poverty L ine  = 71.6 L a r i  (totalpoverty) 

Incomplete secondaryhelow 
Secondary 
TVEhpecial secondary 
Incomplete university 
University 

31.8 20.0 14.9 
29.0 48.1 39.3 
21.7 18.1 19.7 
21.9 0.9 1 .o 
12.1 12.9 25.2 

Poverty L ine  = 4 7. I Lari (extreme poverty) 

Incomplete secondaryhelow 
S e c o n d ary 
TVE/special secondary 
Incomplete university 
University 

12.9 20.5 14.9 
12.0 50.6 39.3 
8.3 17.4 19.7 
2.9 0.3 1 .o 
4.1 11.2 25.2 

Total 9.3 100.0 100.0 
Source; World Bank estimates using 2007 LSMS data. 

0.4. Demographics 

78. Female-headed households do not face a significantly higher incidence of  total poverty, but 
do face a higher risk of extreme poverty. In terms of total poverty, the incidence of poverty among 
female-headed households (25 percent) i s  just somewhat higher than among male-headed households 
(23.1 percent). However, female-headed households face a statistically significantly higher risk of 
extreme poverty-1 1.3 percent compared to 8.6 percent among male-headed households (Table 2.1 1). 
The high share of female-headed households (29 percent) could be explained by seasonal labor migration 
and i t s  patterns-it i s  usually a main male breadwinner who heads abroad in search of better employment 
opportunities. That may also explain why female-headed households do not face a significantly higher 
risk of overall poverty. 

79. Both an increase in the number o f  small children and an increase in the number of 
household members are related to an increase in poverty. Households with no children face a poverty 
risk of 19.4 percent, while those with 3 or more children experience the risk of poverty of 37.5 percent. 
About 48 percent of households have 1 or 2 children, which i s  associated with a poverty risk of 24 to 26 
percent (Table 2.12). Large households with 5 or more members have an incidence of overall and extreme 
poverty above the national average. Moreover, this group i s  very populous, comprising about one-half of 
al l  households and 55 percent of all poor (Table 2.12). The important factor in explaining poverty in large 
families i s  dependency ratio. The dependency ratio measures the number of household members of non- 
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working age (children and elderly) that have to be supported by the household’s working members. 
Larger households have more children and, thus, a lower ratio o f  income earners than smaller households, 
which causes lower levels o f  consumption. The child poverty in Georgia i s  highlighted in larger detail in 
Box 2.1 below. 

Table 2.11: Poverty, by Household Head’s Gender (percent) 

Poverty 

Rate 

Headcount Distribution Distribution 
o f  the Poor o f  Population 

2007 2007 2007 
Poverty Line = 71.6 Lari  (total poverty) 

Female 
Standard Error 
Male 
Standard Error 

25.0 29.0 27.4 
1.4 0.0 0.8 

23.1 71 .O 72.6 
1.2 0.0 0.8 

Total 23.6 100.0 100.0 
Standard Error 1 .o 0.0 0.0 

Poverty Line = 47. Z Lari  (extreme poverty) 

Female 
Standard Error 
Male 
Standard Error 

11.3 33.1 27.4 
1 .o 0.0 0.8 
8.6 66.9 72.6 
0.8 0.0 0.8 

100.0 100.0 Total 9.3 
Standard Error 0.7 0.0 0.0 

Source: World Bank estimates using 2007 LSMS data. 

Table 2.12: Poverty, by Demographic Composition (percent) 
Poverty Distribution Distribution 

of the Poor of Population 
R a t e  
2007 2007 2007 

Poverty Line = 71.6 Lari (totalpoverty) 

N o f  children age 0-15 
N o  children 19.4 37.5 45.8 
1 23.9 22.8 22.6 
2 26.3 24.6 22.2 
3 or more children 37.5 15.0 9.4 

Household size 
1 16.0 3.2 4.7 
2 17.9 7.9 10.5 
3 18.6 10.6 13.5 
4 22.7 22.8 23.7 
5 24.9 19.8 18.8 
6 27.1 15.9 13.9 
7 or more 3 1.4 19.8 14.9 

Total 23.6 100.0 100.0 

Poverty Line = 4 7. I Lar i  (extreme poverty) 

N of  children age 0-15 
No children 7.0 34.4 45.8 
1 10.3 24.9 22.6 
2 8.6 20.5 22.2 
3 or more children 20.1 20.3 9.4 

Household slze 
1 6.3 3.2 4.7 
2 6.2 7.0 10.5 
3 7.8 11.3 13.5 
4 8.1 20.7 23.7 
5 9.2 18.5 18.8 
6 11.1 16.5 13.9 
7 or more 14.3 22.8 14.9 

Total 9.3 100.0 100.0 

Source; World Bank estimates using 2007 LSMS data. 
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27 Box 2.1: Child Poverty in Georgia 

Children in Georgia are at a slightly higher risk of poverty than the general population. Twelve percent of 
children compared to 9 percent o f  the general population live in extreme poverty, while 28 percent of children 
compared to 24 percent o f  the general population live under the total poverty line. 

Similar to the overall poverty, child poverty i s  concentrated in rural areas. Children living in rural areas 
comprise less than half of all children in the sample (46 percent), but represent 61 percent of all poor children. This 
reflects the fact that subsistence farming remains a major source of income in most rural areas, and opportunities for 
off-farm employment continue to be very limited. 

Child poverty is often reflected in poor housing conditions. Poor children are much more likely to find 
themselves disadvantaged compared to the non-poor children on various measures o f  the housing deprivation (see 
Table below). For children, housing problems can pose risks to their health and safety, but also may impact on their 
education and social development. 

Table: Housing Deprivation 
Housing Item Percent Percent Percent 

Children Poor Non-poor 
Children Children 

House i s  in a very bad condition 6 12 4 
House has no fbrniture/self-made 6 14 3 
Part o f  dwelling i s  destroyed or walls are very crackeddamp 17 27 13 
Windowslparts of windows have no glass 26 45 19 
Earth floor or floor needs to be renewedrepaired completely 17 3 1  1 1  
Electric lighting i s  absent or some rooms have no bulbs 15 27 1 1  

Note: Base: al l  children. 
Source: UNICEF and World Bank estimates using 2007 LSMS data. 

The risk of poverty for children is strongly related to the parents’ employment status and receipt of social 
transfers. Lack of local employment opportunities, the number of children in the household, having children or 
adults with disabilities or chronic diseases in the household who need special care and may incur higher medical 
expenses, and parents’ lack o f  education are al l  factors that are associated with a higher poverty risk for children. 

Parents’ unemployment is one of the strongest predictors for child poverty. Having at least one employed 
person in the household reduces a child’s risk o f  extreme poverty from 22 percent to 8 percent, and the total poverty 
risk from 44 percent to 25 percent. 

Social transfers, and especially pensions, help reduce child poverty rates. Almost one-half o f  all children (47 
percent) are living in households with at least one pension recipient, which indicates the prevalence of three- 
generational households. Among children living in pension-recipient households, pensions amounted to 63 GEL per 
month, on average. If pensions are not counted as household income, the child extreme poverty rate i s  6 percentage 
points higher (1 8 percent compared to 12 percent) and the total poverty rate i s  5 percentage points higher (33 percent 
compared to 28 percent).28 Targeted Social Assistance also reduces the child poverty rates by another 2 percentage 
points. 

” This Box i s  based on the background paper on child poverty prepared jointly with UNICEF. The main authors o f  
&he background paper were Jonathan Bradshaw (University of York, UK), Yekaterina Chzhen (University of York, 
UK), Dimitri Gugushvili (UNICEF, Georgia), and Petra Hoelscher (UNICEF Regional Office, CEEKIS). The work 
on the UNICEF side was coordinated by Gordon Alexander (Senior Advisor on Economic and Social Policy, 
UNICEF Regional Office, CEEICIS). 
28 These simulations assume intra-household distribution o f  income from pensions. 
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D. 5. Multivariate Analysis of the Poverty Correlates 

80. A poverty profile i s  a useful descriptive method, but it cannot be used to gauge the net association 
between household characteristics and the probability o f  a given household being in poverty. For this 
purpose, regression analysis that accounts for the correlation among various household characteristics i s  
most useful. Regression analysis helps to purge out the multivariate correlation across these factors to find 
the net effect o f  each o f  them. The associations among background characteristics could be different in 
urban and rural areas, so they are examined for urban and rural areas separately. (For example, the 
economic return on educational investment might be higher in urban areas because o f  the larger number 
of productive opportunities to be found there.) It i s  also more efficient to analyze a linear relationship 
between a log of  consumption PAE and a set o f  household characteristics than a relationship between a 
categorical outcome defined as “poorhon-poor” and a set o f  determinants. The results of the regression 
analysis are presented and discussed below. 

8 1. Regional factor i s  a significant correlate o f  poverty. In urban areas, compared to households 
living in Kakheti, mean consumption varies from being on average about 40 percent higher in Tbilisi and 
Mtskheta-Mtianeti to being 18 percent lower in Shida-Kartli. In rural areas, compared to households 
living in Kakheti, mean consumption varies from being on average about 40 to 45 percent higher in 
Kvemo Kartl i and Samegrelo to being 25 percent lower in Shida-Kartli (Table 2.13). 

82. Higher educational attainment significantly increases household consumption. In urban 
areas, households with university-taught household heads enjoy 37.6 percent higher consumption 
compared to households where the household head has incomplete secondary education. As can be 
expected, returns on al l  levels o f  education are higher in urban areas (Table 2.12). 

83. Type of employment is a significant determinant of household consumption. Clearly, in both 
urban and rural areas, households with no employed heads experience significantly lower levels o f  
consumption. Agricultural self-employment in rural areas i s  associated with 6.7 percent lower 
consumption compared to wage employment. Agricultural self-employment in urban areas i s  associated 
with higher consumption, likely because in urban areas, this type of employment serves as a supplement 
to more formal wage employment. 

84. Demographics o f  the household do matter. Male-headed households are somewhat better o f f  
than female-headed households in urban areas, but not in rural ones. Finally, larger households experience 
lower levels o f  per capita consumption. 
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Table 2.13: The Results o f  Consumption Regressions 

2007 2007 
Urban Rura l  

Coefficient S.E. Coefficient S.E. 
Household characteristics 
Log o f  household size 
Log o f  household size squared 

Region 
K a k h e t i  
T b i l i s i  
Shida Kartli 
K v e m o  Kartli 
Samtskhe-Javakheti 
Ajara 
Guria 
S amegre 1 o 
Imere t i  
Mtskheta-Mt ianet i  

Characteristics of household head 

Log o f  household head's age 

Gender 
Female  
M a l e  

Education 
Incomple te  secondary/below 
Secondary 
TVEIspec ia l  secondary 
Incomple te  universi ty 
Un ivers i ty  

Type of employment (with not 
employed) 
W a g e  empl.  
Self-empl. (agr) 
Own business (non-agr .) 
Other  empl.  
Not empl.  

-0.158** 
-0.008 

(dropped) 
0.3 96* * * 
-0.178** 
0.174** 

0.277*** 
0.070 

-0.098 
0.122 

0.193** 
0.436*** 

-0.085 

(dropped) 
0.092*** 

(dropped) 
0.1 14** 

0.201 *** 
0.62 1 *** 
0.376*** 

(dropped) 
0.1 17* 
0.045 

-0.027 
-0.200*** 

0.07 
0.03 

0.07 
0.09 
0.08 
0.09 
0.08 
0.10 
0.08 
0.08 
0.10 

0.05 

0.03 

0.06 
0.06 
0. I 3  
0.06 

0.07 
0.05 
0.15 
0.03 

-0.150*** 
-0.040 

(dropped) 
0.759*** 

0.446* * * 
0.380*** 

0.063 
0.223*** 
0.3 93 * * * 
0.309*** 
0.13 1 *** 

-0.244* * * 

0.377*** 

(dropped) 
0.033 

(dropped) 
0.089*** 
0.173*** 

0.178* 
0.353*** 

(dropped) 
-0.067 * 

0.089 
-0.196* 

-0.324*** 

0.05 
0.03 

0.11 
0.04 
0.04 
0.04 
0.05 
0.04 
0.04 
0.04 
0.05 

0.05 

0.02 

0.03 
0.03 
0.11 
0.04 

0.04 
0.06 
0. I 1  
0.04 

Constant 4.955*** 0.23 3.171*** 0.21 
N u m b e r  o f  observations 2,227 3,029 
Ad ius ted  R2 0.177 0.250 

Note: Levels o f  statistical significance: * * *  p<O.OI, * *  p<0.05, * p<O.l. 
Source: World Bank estimates using 2007 LSMS data. 

E. Other Evidence of  Living Standards 

85. While consumption i s  the preferred measure of household welfare, it i s  worthwhile examining 
other non-expenditure-based measures of well-being. This section examines the incidence of subjective 
poverty and income poverty. 
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E. I. Subjective Poverty 

86. Another way to estimate poverty i s  to analyze self-reported information about the adequacy 
of  consumption on the basis of answers to self-reported (subjective) assessment of well-being available 
in the 2007 LSMS data. Results reveal some interesting findings (Table 2.13). 

87. The self-reported incidence of  extreme poverty i s  very close to the incidence of  extreme 
poverty based on the analysis of household PAE consumption compared to the extreme poverty 
line. The share of individuals living in households who reported being extreme poor i s  9.8 percent (Table 
2.13). At the same time, the incidence of consumption-based extreme poverty i s  9.3 per~ent.~’ At the 
same time, the first two reported poverty groups according to self-assessed status combined account for 
34.7 percent o f  individuals, which i s  much higher than the consumption-based incidence o f  total poverty 
of 23.6 percent.30 Interestingly, on a seven-scale ladder of  self-reported well-being, 12.9 percent o f  
individuals are in those households that rank themselves as being on the lowest scale. The households 
were also asked to indicate the main problem that they are facing. These results are presented in Table 
2.14. 

Table 2.14: Subjective Evaluation of  Well-being, 2007 

How would you assess your household’s level of well-being based on incomes? 
Extreme poor - our food consumption is so limited that the health status is endangered 

Poor - incomes are enough to buy food, but not much more 

% 
9.8 

Very poor - do not consume enough food 24.9 
34.9 

Average - can more or less satisfy our daily needs in food and non-food items 27.8 
Good - can easily satisfy our daily needs in food and non-food items 2.7 
Total 100.0 

Note: Percentages are based on the individual distribution-percent o f  individuals living in the households with reported level o f  
well-being. 
Source; World Bank estimates using 2007 LSMS data. 

88. About 18 percent o f  households cite the lack o f  adequate food consumption as their main 
problem. (Table 2.15) Of note, the biggest problem reported by the households i s  the unsatisfactory 
employment status of household members-this i s  reported by 37 percent o f  households (Table 2.15). 
Clearly, as was established in the analysis o f  the poverty profile, the lack of employment or low-paid 
employment i s  a major correlate of poverty. 

The correlation coefficient between the two variables i s  equal to 23.4 percent-statistically significant at a 1 

Since the survey was done in the third quarter o f  2007, it i s  unlikely that households overestimate their level o f  

29 

ercent level. 

poverty due to seasonally related factors. 
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Table 2.15: Main Problem Faced by Household, Percent 
Problem O!O 

H u ngerlundernou ris h m ent 17.7 
Purchase of medicines 11.2 
Employment of a family mernber(s) 37.4 
Medical services 8.2 
Purchase of school supplies 1 .o 
Amenities 9.7 
Household furniture 0.6 
Purchase of clothes 0.6 
Recreation, entertainment 0.9 
Repayment of arrears 5.8 
Pa ym en t of uti I i t ies 6.9 
Have none of the listed problems 0.0 
Total 100.0 

Note: Percentages are based on the individual distribution-percent o f  individuals living in the households with reported 
level o f  well-being. 
Source: World Bank estimates using 2007 LSMS data. 

E.2. Income Poverty 

89. The 2007 L S M S  data contain extensive modules on total earnings from different income 
sources-wage employment, self-employment, private domestic transfers, remittances, and social 
assistance transfers. The information on earnings i s  collected for each individual in the household over 15 
years of age, and then can be aggregated across household members to get total income (and its various 
components) per household. 

90. The 2007 dataset produces good correspondence between consumption and incomes. Total 
household income i s  equal on average to 77 percent of total household consumption, with expected 
differences by urban/rural areas. Disposable income (income + in-kind consumption) i s  equal on average 
to 93 percent of consumption. The ratio of income to consumption i s  highest for the poorest (social 
transfers) and richest. Table 2.16 presents this information for urbadrural areas, and across quintiles of 
the consumption distribution. 

91. The use of  disposable income as a welfare measure produces broadly similar patterns of 
poverty across regions as the consumption-based measure. As would be expected, given the same 
poverty line, the use of disposable income increases the poverty headcount, which i s  now equal to 41.7 
percent for total poverty, and 25.1 percent for extreme poverty. These are about 15 percentage points 
higher than the consumption-based poverty headcounts. However, rural areas still emerge as poorer than 
urban ones, albeit the concentration o f  poverty in rural areas i s  somewhat lower (Tabre 2.17). Looking 
across regions, Shida Kartli, Kakheti, and Mtskheta-Mtianeti are s t i l l  the poorest, while Tbilisi and 
Samegrelo are the richest. 
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Table 2.16: Comparing Household Consumption and Income Aggregates 

Disp. Income, 
Disposable O?o o f  Income, O/O o f  

Consumption income Income consumption consumption 
region 

urban 
rural 

consumption quintile 

Lowest quintile 
2 
3 
4 

Highest quintile 

391.7 360.9 335.0 92.1 85.5 
294.7 282.5 190.9 95.8 64.8 

130.2 135.1 115.2 103.8 
216.7 21 1.1 171.3 97.4 
290.2 267.6 2 10.7 92.2 
397.1 356.1 280.2 89.7 
699.1 652.5 562.6 93.3 

88.5 
79.0 
72.6 
70.6 
80.5 

Total 346.6 324.4 268.0 93.6 77.3 

Disposable income = Income + in-kind consumption. 
Consumption quintile i s  based on consumption per adult equivalent distribution 
Note: All aggregates are per household. 
Source: World Bank estimates using 2007 LSMS data. 

Table 2.17: Disposable Income-based Poverty 

HE:: zLLyn Distr ibut ion Distr ibut ion 
o f  the P o o r  o f  Population R a t e  

2007 2007 2007 
Poverty Line = 71.6 Luri  (total poverw) 

Urban 
Rural 

Region 
Kakheti  
T b i l i s i  
Shida Kartli 
K v e m o  Kartli 
Samtskhe-Javakheti 
Aj ara 
Guria 
S amegre 1 o 
Imereti 
Mtskheta-Mtianeti 

38.2 
45.8 

68.5 
32.2 
71.3 
45.6 
34.3 
39.6 
45.8 
33.1 
34.1 
58.1 

48.6 
5 1.4 

13.2 
22.0 
12.8 
11.4 
3.6 
7.8 
4.1 
7.4 
14.3 
3.4 

53.1 
46.9 

8.0 
28.5 
7.5 
10.4 
4.3 
8.2 
3.8 
9.3 
17.5 
2.5 

100.0 100.0 Total  41.7 

Poverty Line = 4 7. Z L c c r i  (extreme poverty) 

Urban 
Rural 

Region 
Kakheti  
T b i l i s i  
Shida Kartli 
K v e m o  Kartli 
Samtskhe-Javakheti 
Aj ara 
Guria 
Samegrelo 
Imereti 
Mtskheta-Mtianeti 

22.4 47.2 53.1 
28.3 52.8 46.9 

51.8 
18.0 
51.9 
24.9 
18.7 
22.7 
25.9 
15.2 
18.1 
45.6 

16.6 
20.5 
15.5 
10.3 
3.2 
7.4 
3.9 
5.6 
12.6 
4.5 

8.0 
28.5 
7.5 
10.4 
4.3 
8.2 
3.8 
9.3 
17.5 
2.5 

Total  25.1 100.0 100.0 
Source: World Bank estimates using 2007 LSMS data. 
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E.3. Household Income Sources 

92. 
well-being to analyze the sources of household income. A few key observations are mentioned here. 

After taking a close look at income-based poverty, it i s  worthwhile for understanding household 

93, The Georgian population continues to rely significantly on in-kind incomes (consumption). 
Some in-kind consumption i s  reported by 86.1 percent of rural households and 39.6 percent of urban 
households. The share of in-kind consumption constitutes 32.4 percent and 7.2 percent of total disposable 
income for rural and urban households, respectively. In terms of  their productiodconsumption, rural 
households are very inward looking. A mere 5.1 percent of disposable income of rural households comes 
from sales o f  agricultural products compared to 32.4 percent o f  in-kind consumption (Figure 2.6). 

Figure 2.6: Share of In-kind Consumption in Disposable Income, Percent 

35% 
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25% 
v) 
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v) 
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s 
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Source: World Bank estimates using 2007 LSMS data. 

94. There are significant differences in the composition of  household disposable income 
between poor and rich households. The bottom quintile of the distribution draws only 28 percent of 
disposable income from wage employment, with a further 13 percent coming from self-employment, 
Among other income sources, the dominant factors are pensions (27 percent), in-kind consumption (1 5 
percent), and targeted social assistance (7 percent). Note that remittances contribute only 1 percent to total 
disposable income. The top quintile of the distribution draws 43 percent of disposable income from wage 
employment, with a further 19 percent coming from self-employment. Among other income sources, the 
dominant factors are in-kind consumption (14 percent), and “other” irregular income (10 percent). Note 
that remittances contribute 5 percent to total disposable income of those households (Figure 2.7). 
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Figure 2.7: Composition of Household Disposable Income-the Poorest vs. the Richest, Percent 
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0% 
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'ource: World Bank estimates using 2007 LSMS data. 

F. Conclusions 

95, The comparison of monetary incomes indicates that household welfare improved during 
2003-2007. During this period, household monetary incomes increased on average by 3 1.6 percent or 7.9 

5 1  



percent per year. If poverty dynamics were to be measured by using monetary income as a measure of 
welfare, then one would find a decline in poverty during 2003-2007. The main driver o f  the increase in 
monetary income was the expanding of social assistance payments, in particular, Targeted Social 
Assistance. 

96. The analysis o f  consumption-based poverty using the 2007 data indicates that 23.6 percent 
o f  the Georgian population i s  poor and 9.3 percent i s  extreme poor. The poverty headcount i s  29.7 in 
rural areas and 18.3 percent in urban ones. The extreme poverty headcount i s  12.4 percent and 6.7 
percent, respectively. As a result, rural areas account for 59 percent o f  total poor and 62 percent of the 
extreme poor. 

97. The incidence of  poverty varies considerably across different parts of the country. The 
highest incidence of poverty is observed in Shida Kartl i (59.4 percent), followed by Kakheti (46.3 
percent) and Mtskheta-Mtianeti (40.6 percent). Harsh terrain, limited scope for irrigation, physical 
isolation, and political uncertainty combine to make living conditions extremely hard in these regions. 
Livestock production remains the main source of income for rural people in these areas. The intermediate 
level of poverty is observed in Ajara (27.4 percent) and Guria (33.2 percent). These are the regions in 
which political instability and the collapse of tea production have resulted in high poverty levels-despite 
favorable underlying conditions. The lowest incidence of poverty is found in Tbilisi (12.9 percent), 
Samegrelo (I 4.4 percent), and Kvemo-Kartli (I 7.3 percent). Samegrelo and Imereti benefit from 
favorable agricultural conditions and good access to urban markets and seaports on the Black Sea. In the 
east, Kvemo-Kartli i s  favored by good agricultural land in the south, between Tbilisi and the border with 
Azerbaijan, and its proximity to Tbilisi and Rustavi. The use of disposable income as opposed to 
consumption produces broadly similar patterns of poverty across regions. 

98. Employment status i s  strongly correlated with poverty. Households headed by wage earners 
experience the lowest rates of overall and extreme poverty-12.7 percent and 4.4 percent, respectively. In 
contrast, households headed by the unemployed or those out of the labor force face substantial risk of  
poverty. Among employed, households headed by self-employed in agriculture and in “other” 
employment activities had the highest poverty incidence. This i s  especially worrisome given that 
agricultural self-employment i s  the most represented employment sector category, with 20 percent of al l  
poor (and 40 percent of working poor) falling into this category. 

99. The self-reported incidence of  extreme poverty (food insecure) i s  very close to the 
consumption-based incidence of  extreme poverty. The share of individuals living in households that 
reported being extreme poor i s  9.8 percent. At the same time, the incidence of consumption-based 
extreme poverty i s  9.3 percent. About 18 percent of households cite the lack of adequate food 
consumption as their main problem. This i s  a quite high percentage of households, especially given that 
the survey was done in the third quarter of the year, when agriculture produce i s  generally quite abundant. 

100. The main policy challenge for poverty reduction efforts in Georgia i s  the fact that poverty 
continues to be deeply entrenched in rural areas, which have not yet benefited from nationwide 
economic growth. While the incomes of those employed in selective sectors of the economy (public 
administration, finance, IT, construction, and so forth) have increased significantly in real terms, incomes 
in rural households were stagnant. Livelihoods in rural areas continue to rely on low-productivity, sel f -  
subsistence agriculture, making eradication of poverty in rural areas extremely challenging. Given these 
constraints, in the short to medium term, expanding the coverage of  Targeted Social Assistance to 
extreme and overall poor may be a viable strategy for the Government of Georgia to achieve further 
poverty reduction and reduce vulnerability to shocks among the poor. In the longer term, poverty 
reduction in Georgia will require measures that would revitalize the rural sector of the economy. 
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CHAPTER 3: RURAL POVERTY IN GEORGIA 
A. Introduction 

10 1. Georgia's strong economic growth during the last 10 years has not been accompanied by a 
significant reduction in rural p~verty.~ '  The early period of economic recovery from 1997 to 2003, 
which resulted in a 33 percent increase in real gross domestic product (GDP), was characterized by a 
minimal 3 percent increase in real agricultural GDP and a 24 percent increase in rural poverty (Faiez and 
others 2004). Economic growth continued after the change in government in 2003, with a further 43 
percent increase in real GDP during 2003-2007, boosting GDP per capita to more than US$2,000 (IMF 
2007). Yet real agricultural GDP fe l l  by 1 percent during this period. There are indications that rural 
poverty has fallen in some regions since 2003, due largely to increased social assistance, but the 
underlying constraints to rural poverty reduction have yet to be removed. 

102. Concern about Georgia's inability to translate economic growth into poverty reduction is  
not new. A World Bank poverty assessment in 1999 identified the limited capacity to translate growth 
into increased productivity and labor incomes as the key constraint to poverty reduction. A subsequent 
World Bank poverty review in 2002 explored this issue more deeply in response to the increase in poverty 
during 1997-2003. Two fundamental constraints to poverty reduction emerged from these analyses: (a) a 
history of narrowly based growth and a weak capacity to redistribute the benefits of growth, and (b) the 
limited capacity of low-income households to make long-term investments in human and physical capital 
in the face of continued economic volatility and weak institutions. 

103. Measures to address these constraints were central to the Economic Development and 
Poverty Reduction Program (EDPRP) initiated in 2003. Improved social assistance programs 
introduced in 2006 have increased the capacity to redistribute the benefits of growth. The quality of rural 
l i fe  has also improved as a result of better schools, roads, communications, energy supply, and local 
governance. But the problems emanating from narrowly based growth and the limited ability of low- 
income households to escape poverty continue to resonate in rural areas. 

104. The constraints faced by rural communities are multiple and multidimensional. Geography, 
history, and scale all impact the behavior of rural communities and lead to pronounced regional 
differences in rural growth and poverty reduction. Georgia's highly diverse agro-landscape results in 
marked regional differences in farm production systems; proximity to major markets, services, and 
infrastructure; and proximity to past and current conflict zones and/or international borders. Hence, small 
and microenterprises were constrained by low product prices, poor access to land, complicated regulation 
systems, and inadequate access to inputs; while unfair competition and poor access to markets became 
more important as scale increased. Small and microenterprises were dependent on extended family for 
labor, while medium-size enterprises faced shortages in skilled labor. 

105. This report reviews the characteristics o f  rural poverty in 2007, as part o f  a wider World 
Bank analysis of  the current poverty situation in Georgia. The report begins with a brief review of the 
agriculture sector trends since 2000 and the factors that have influenced these trends. I t  also presents the 
rural poverty trends observed since 2003. This perspective provides a useful context for interpretation of 
the rural poverty situation in 2007. Section 2 presents a detailed analysis of the characteristics of rural 
poverty, based on a national household survey implemented in 2007. Constraints to rural poverty 

3 '  This chapter was prepared by Gamy Christensen (Consultant, ECSHD) and Van Roy Southworth (Country 
Manager, ECCGE). 
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reduction are reviewed in Section 3. Section 4 concludes with a summary o f  the issues that the 
Government and donors must face if they are to achieve a significant reduction o f  rural poverty, and 
recommends priorities for action. 

A.l. Agriculture Sector Trends 

106. The agriculture sector has yet to benefit directly from accelerated reform and economy- 
wide growth. Real agricultural GDP fel l  by 1 percent during 2003-2007 (Table 3.1). The wide annual 
variations in output are due mostly to prevailing climatic conditions, with adverse weather in 2004 and 
2006. The Russian trade embargo further depressed output in 2006. 

Table 3.1 : Trends in Agricultural Sector Performance, Selected Indicators 
2000 2003 2004 2005 2006 2007 

National and Agricultural Outpuf 
Real GDP 4,618.0 5,669.3 6,001.4 6,577.5 7,194.7 8,089.0 

% Change (annual) - 11.1% 5.9% 9.6% 9.4% 12.4% 
Real Agric GDP 1,170.0 1,377.3 1,269.0 1,42 1.5 1,255.2 1,365.7 

YO Change (annual) - 10.3% -7.9% 12.0% -1 1 .7% 8.8% 
Composition of Agricultural Outputb 

YO Livestock Productn 50.8 47.3 48.0 50.9 57.1 - 

YO A g i c  Services ~ 
2.6 1.9 " _ .  _.._ 1.9 . 1.8 1.6 

YO Crop Production 46.6 50.8 50.1 47.3 41.3 - 
- 

Crop Composition (%Area) 
Cereals and Pulses 63.3 66.0 66.6 65.8 68.9 - 
Potatoes 6.1 6.7 7.2 7.5 7.1 
Vegetables 9.1 8.8 9.1 10.0 10.0 - 
Industrial crops 11.4 8.6 7.4 7.3 8.6 - 

Forage crops 10.4 9.8 9.7 9.4 5 -4 

- 

- 
Annual Price Increases (Dee-Dee) 

CPI - Al l  Items 104.6 107.0 107.5 106.2 108.8 1 1  1.0 
CPI - Food 107.5 109.4 113.6 108.3 109.3 - 
CPI - Food and Bev - - 112.1 104.1 113.4 112.9 

Total Agric Imports 168.0 208.8 390.6 437.5 606.3 832.5 
Food Imports 82.9 124.7 214.0 237.1 343.2 491 .O 

Total Agric Exports 92.6 164.7 202.4 303.9 234.9 298.6 
Food Exports 28.5 65.2 89.1 123.4 102.2 134.5 

Agricultural Trade (US$ million) 

Beverage and Spirits 47.9 88.6 101.3 164.4 119.6 143.4 
Notes: a. Million GEL (1 996 prices). b. Measured in GEL. 
Source: Statistical Yearbook, Georgia (2005, 2007). 

107. The prolonged stagnation of  agriculture, with a meager 2.5 percent increase in real 
agriculture GDP during 1997-2007, has occurred despite an 89 percent increase in real overall 
GDP during the same period. Significantly, the composition o f  agriculture output has also changed 
little, either in the relative importance o f  crop compared to livestock production or in the composition o f  
crops. This stable pattern o f  production, with the emphasis on food and forage crops, i s  typical o f  
subsistence agriculture. Production o f  the high-value tea, citrus, and grape crops that were once the core 
o f  Georgian agriculture i s  s t i l l  a fraction o f  pre-independence output, and only grapes and citrus show 
nascent signs o f  recovery (Table 3.2). 
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Table 3.2: Georgia: Trends in Perennial Crop Production ('000 tons) _ _ _ _  "_ . ._ _ ... ._ ....... ...... . ._ ..... " -. 
1990 1997 2000 2003 2006 

Tea 501.7 33.2 24.0 25.5 6.6 
Citrus 283.1 57.1 40.0 59.2 52.2 

Source: Statistical Year Book, Georgia (1999, 2003, 2006). 

_...__-.._-I....__.___._._...__._._.. "" 

. Grapes . 691.0 ~ 309.1 .. 2 - 10.0 . ._._ _ 200.0 ~ 162.5 ~ . -  ... 

108. The combination of stagnant agricultural production and rising domestic demand for food 
products has resulted in a large increase in food imports (Figure 3.1). This increase was exacerbated 
by adverse climatic conditions and lower production in 2006, and higher world food prices in 2007-but 
it was already apparent during 2004 and 2005. Given the prospect of continued high world prices for 
food, this i s  a disturbing trend for Georgia's poor. Agricultural exports have also grown quickly, but were 
hit hard by the impact of the Russian trade embargo on wine and mineral water in 2006. Beverage and 
spirit exports fel l  by 27 percent from 2005 to 2006, from US$164.4 million to US$l19.6 million (Table 
3.1). 

Figure 3.1: Georgia - Food Imports and Exports 
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Source: Statistical Yearbook, Georgia (various years). 

109. Deep-seated, supply-side constraints restrict the ability o f  the small family farms that now 
occupy 85 percent o f  agricultural land32 to raise output in response to increased domestic demand. 
Small farm size and limited access to credit for farm inputs and investment constrain the resources to 
which producers have access. I t  i s  also unlikely that producer prices have risen in parallel with increasing 
consumer prices for food, due to weak agricultural markets, high transaction costs, and competition from 
smuggled goods.33 Price incentives are probably lower as a result. The combination of lower prices plus 

Agricultural Census, 2004. 32 

33 There are no reliable data on actual producer prices. 
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the risks associated with weak markets in rural areas would inevitably inhibit growth in farm output and 
farm incomes. Hence, while land reform and price and trade liberalization have provided the foundation 
for sustainable agricultural sector development, Georgian farmers still lack the resources and incentives to 
raise output and move from subsistence to commercial production. 

A.2. Rural  Poverty Trends during 2003-2007 

110. The implementation of a similar household survey in 2003 allows comparison of  the non- 
farm, cash components o f  rural household income between 2003 and 2007 (Table 3.3). A more 
comprehensive comparison of household income and expenditure was not possible because data for farm 
income and in-kind consumption were not comparable. 

Table 3.3: Georgia: Change in Monetary Income of Rural Households over Time 
2003 2007 O h  Change 

GELMousehold (2007 prices) 
Monetary Income 93.9 146.0 55.5 

Salary income 31.7 53.0 67.2 

Remittances 6.6 3.0 -54.5 

Property rentals 0.5 0.2 -64.7 

Self-employment 31.3 34.2 9.3 

Internal private transfers 14.4 3.5 -75.5 

Public transfers (incl. pensions) 9.5 52.1 449.0 

Monetary Income by Region 
Imereti 
Samegrelo 
Samtskhe-Javakheti 
Kvemo Kartli 
Ajara 
Guria 
Mtshketa-Mtianeti 
Kakheti 

- - -- Shida _- - -- Kartli - - - - - - I - - _- _ -  
Source World Bank Surveys, 2003 and2007 

86.5 
70.4 
61.4 

105.8 
81.5 
85.3 

188.0 
112.9 
89.4 - _ _ _ .  

156.6 
133.0 
125.9 
138.0 
191.1 
137.9 
129.0 
109.6 
90.6 - -- - - - - __ - - - - - - - - 

81.1 
88.9 

104.9 
30.5 

134.5 
61.7 

-3 1.4 
-2.9 
1.3 _ _  - ”  

111.  Observed differences between household income data for 2003 and 2007 should be 
interpreted with caution. First, these elements of cash income accounted for only 57 percent of total 
household income in 2007, and the absence of farm income (both cash and in-kind) from the analysis 
removes a critical determinant of rural poverty.34 Second, differences between two points in time do not 
necessarily indicate an underlying trend, especially given the wide inter-annual variation of rural 
household income in Georgia due to the innate variability of climate and markets. Differing 
methodologies for the assessment of poverty in the two surveys precluded any direct comparison o f  the 
incidence of poverty. 

112. The results indicate that the non-farm, cash income of  rural households increased by 56 
percent during 2003-2007 (Table 3.3). Increased revenues from salaries, self-employment, and public 
transfers drove this increase, with the largest impact coming from higher public transfers. This latter 
effect i s  consistent with the payment of pension arrears to rural households and the introduction of 

The consumption-based poverty profile based on the 2007 data i s  analyzed in great detail later in the chapter. 34 
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targeted social assistance in 2006. Private transfers from remittances and internal sources have fallen, 
although they were not a major source of  non-farm cash income in either year. 

113. Pronounced regional differences are apparent in the changes in monetary income from 
salaries and self-employment (Table 3.4). Rural household incomes from these two sources increased in 
the wealthier regions (Imereti, Samegrelo, Samtskhe-Javaneti, Kvemo Kartli, Ajara, and Guria), where 
current poverty levels are lowest. The increase in salary income was especially marked and may reflect 
the impact of growth in urban centers, together with improved stability in Ajara. In contrast, falling salary 
and employment incomes in the northern and eastern mountain regions (Kakheti, Shida Kartli, and 
Mtshketa-Mtianeticwhere rural poverty i s  highest-suggests that non-farm income earning 
opportunities in these regions may be de~lining.~' 

Table 3.4: Changes in Rural Household Monetary Income by Region, 2003-2007 
Public Salary Self- Remittances Private 

Transfers Employment Transfers 

Imereti 
Same gre 1 o 
Samtskhe- 
Javakheti 
Kvemo 
Kartli 
Ajara 
Guria 
Mtshketa- 
Mtianeti 
Kakheti 
Shida Kartli 

Imereti 
Samegrelo 
Samtskhe- 
Javakheti 
Kvemo 
Kartli 
Ajara 
Guria 
Mtshketa- 
Mtianeti 
Kakheti 

Change in GEWHousehold per Month (2007prices) 
40.9 27.0 13.1 -3.8 
43.7 29.1 20.4 -13.0 
35.0 -0.6 48.1 -12.2 

34.8 32.1 -30.3 -2.2 

27.6 53.9 28.0 5.9 
40.4 33.1 -0.3 2.8 
35.0 -56.2 -13.0 -2.5 

42.0 -1  1.9 - 16.6 -2.1 
35.3 -3.1 -14.1 -1.5 

% Change in GEWHousehold per Month (2007prices) 
362.9% 87.1% 55.6% -54.8% 
614.6% 2 3 6.7% 177.1% -7 1.4% 
464.1 Yo -2.7% 509.9% -91.1% 

437.2% 128.6% -5 1.8% -3 1.9% 

144.2% 205.1% 106.0% 380.8% 
467.5 Yo 121.6% -1.7% na 
366.7% -53.8% -28.4% -86.4% 

852.7% -28.2% -34.8% - 100.0% 

-7.1 
-18.0 

-5.8 

-0.7 

-6.3 
-23.3 
- 19.7 

-15.0 
-13.7 

-5 1.9% 
-84.5 YO 
-79.4% 

- 1  1.8% 

-77.9% 
- 8 0.6% 
-90.4% 

-93.8% 
Shida Kartli 323.3% -10.5% -48.3% -50.6% -93.8% 

Source: World Bank Surveys, 2003 and 2007. 

114. 
monetary, non-farm income suggest the following current trends in rural poverty: 

Given the underlying stagnation of  agriculture during this period, these changes in 

Public transfers have probably offset the impact of deteriorating local economies in the 
poorest, mountain regions of Georgia. 

Regional dimensions o f  consumption-based poverty are discussed in detail in the Chapter on Poverty Profile. 35 
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0 The combination of  increased non-farm income from salaries and self-employment, together 
with larger public transfers, has probably improved household well-being in the wealthier 
regions. 
Regional disparities in rural household incomes and rural poverty between the mountain areas 
in northern and eastern regions and the rest of rural Georgia may be widening. 

0 

B. The Rural Poor in 2007 

115. The analysis o f  rural poverty for 2007 i s  drawn from a national household survey to 
evaluate the impact of Targeted Social Assistance (TSA) programs.36 A sample of 5,257 households 
was drawn, using a multistage cluster selection procedure. Census areas, with approximately 70 families, 
were used as primary sampling units. Clusters were selected from these census areas, with probability 
proportional to the population of each region. Households were then selected randomly within each 
cluster. Results of the analysis are weighted, with the weight equal to the inverse probability of the 
household being selected. The survey was implemented in September-October 2007. 

116. Information on agricultural incomes should be treated with caution for the following 
reasons: (a) it relies on an annual recall of income flows, which are highly seasonal and not always easily 
recalled; (b) the questions recording information on agricultural sales were highly aggregated (all 
livestock income, al l  crop income); and (c) because in-kind consumption was used as a proxy for on-farm 
production consumed by the household. Data on self-employment should be treated with equal caution 
because a single question was also used to collect information on al l  sources of self-employment 
income-activities that are often highly seasonal and diverse in rural households. These factors are likely 
to result in an underestimation of  both farm income and self-employment income, relative to other 
sources of income. 

B.1. The Extent of Rural Poverty 

117. The consumption-based rural poverty remains high, with 29.7 percent o f  rural population 
below the total poverty line and 12.4 percent below extreme poverty line in 2007 (Figure 3.2). Based 
on the number of family farms reported for the 2004 Agricultural Census, this i s  equivalent to 189,400 
rural family holdings in poverty and 76,500 rural family holdings in extreme poverty. Rural poor 
accounted for 59 percent of a l l  poor in Georgia. Urban poverty rates were much lower in contrast, 18.3 
percent and 6.7 percent, respectively, indicative of higher consumption levels in urban areas.37 

36 2007 LSMS. 
These are estimates o f  absolute o f  poverty, based on a poverty line o f  71.6 GEL per adult equivalent per month for 

all basic necessities, and an extreme (food only) poverty line o f  47.1 GEL per adult equivalent per month- 
sufficient for daily food consumption o f  2,260 calories. 

37 
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Figure 3.2: Rural versus Urban Poverty Headcount in Georgia, 2007 
I 
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Source: World Bank estimates using 2007 LSMS data 

1 1  8. Poverty i s  a reality for most rural households (Table 3.5). The poorest 60 percent of 
households (Ql-Q3) report average expenditures o f  less than U S $ 2 / d a ~ . ~ ~  Food accounts for 80 percent 
o f  total household expenditure o f  the poorest rural ho~seholds. '~  With this combination o f  low incomes 
and high food budget shares, most rural households wi l l  struggle to generate surplus income for 
investment-even in good years-and will be highly vulnerable to income shocks in bad years. 
Moreover, because purchased food accounts for more than 60 percent o f  total food expenditure, rural 
households are highly vulnerable to adverse trends in food prices. The high dependency on purchased 
food also shows that most rural households currently lack the capacity to be food self-sufficient. 

Table 3.5: Expenditures and Incomes of  Rural Households, by Quintile, 2007 

Pkr adult equivalent 118.6 54.9 
Per household 292.9 88.5 

Purchased food 130.9 46.3 
In-kind food expend 91.5 23.9 
Food budget share (%) 75.9% 79.3% 

ZncomdMunth-( GEL) 
Per adult equivalent 105.2 77.1 
Per household 260.9 98.0 

S u ~ ; c ~ e  World Bank estimates using 2007 LSMS data 

- I__ Q2 - - __ 

73.9 
153.9 
77.8 
47.0 

81.1% 

85.8 
138.6 

__.-__I_ ___ _I - - - __ __ 
_ _ _ _  Q3--. Q4 __.____.______I Q5 

89.5 109 6 171.4 
214.5 298.3 535.8 
101.4 133.3 226.4 
66.3 97.8 166.7 

78.2% 77.5% 73.4% ._ - 

109.7 115.6 169.0 
195.4 259.2 468.6 

Based on average exchange rates for 2007 (US$l = 1.7 GEL). 
The 2007 LSMS may somewhat underestimate the value o f  non-food expenditures due to the long recall period 

38 

39 

for non-food expenditure items. 
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B.2. Correlates of Rural Poverty 

119. 
provide further insight into the characteristics o f  rural poverty.40 

Differences between the attributes o f  non-poor, poor, and extremely poor rural households 

120. Poor rural people face severe resource constraints. Lack o f  land i s  highly correlated with poverty. 
One-half o f  extreme poor and one-third o f  poor rural households did not use agricultural land in 2007, 
suggesting that there i s  an underclass o f  landless rural households in Georgia, in deep poverty (Table 3.6). 
A similar pattern occurs for livestock - 69 percent o f  extremely poor households and 52 percent o f  poor 
households report no livestock ownership. Without livestock, rural people lack a key mechanism to 
increase and diversify incomes, and a critical reserve o f  capital to draw on in times o f  adversity. 

Table 3.6: Agricultural Resource Base o f  Rural Households in Georgia 
Non-Poor Poor Extremely Poor 

% Households Using Agric Land 78.3% 64.0% 49.8% 
YO Households with a Garden 44.0% 29.5% 18.0% 
% Households Owning Livestock 68.9% 47.5% 30.9% 
YO Households with Soviet Vehicles 10.3% 4.4% 3.2% 
% Households with Imported 3.7% 1.4% 0.9% 
Vehicles 
% Households with Tractor, 0.9% 0.2% 1.8% 
Combine, or Seeder 
YO Households with Small Tractor 1.8% 0.7% 0.0% 
Number 2,242 569 217 
For Agric Land Users 

Total Area (ha) 0.7 0.4 0.2 
Annual crops (ha) 0.3 0.2 0.1 
Orchards, Plantations (ha) 0.3 0.2 0.1 
Pasture (ha) 0.1 0.0 0.0 
Garden area (m2) 270.4 202.0 81.4 

Number 1,755 3 64 108 
For Livestock Owners 

Cattle 1.18 0.65 0.68 

Pigs 0.36 0.19 0.13 
Poultry 9.35 6.10 4.79 

Sheep and Goats 0.3 1 0.44 0.00 
Number 1,544 270 67 

Source; World Bank estimates using 2007 LSMS data. 

12 1. Agricultural resources are also limited among the rural households that do have land and 
livestock. Reported farm size i s  low, even for non-poor rural households, with an average o f  0.7 hectares 
per household in 2007. Poor households that reported land use farmed 0.4 hectares per household, and 
extremely poor households had access to a meager 0.2 hectares per household. Livestock ownership i s  
correspondingly low because land availability determines the amount o f  winter fodder that can be 
produced and the number o f  livestock that can be carried. Non-poor households with livestock had 1.2 
cattle per household compared to 0.7 cattle per household for poor households. Very few rural households 
in Georgia own vehicles or farm machinery, irrespective o f  their poverty status. 

122. Household demographic characteristics are less strongly correlated with rural poverty. 
Rural households below the poverty line tend to have slightly larger families, with more children and 

Classification into non-poor, poor, and extremely poor households i s  based on the absolute poverty lines defined 40 

above. 
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more adults than those above the poverty line (Table 3.7). The number of older people varies l i t t le with 
poverty status. Poor households are also characterized by a slightly younger household head, with lower 
levels o f  education. Female-headed households are equally represented across poverty groups. There i s  
also l i t t le apparent difference between the demographic characteristics of poor compared to extremely 
poor rural households. 

Table 3.7: Demographic Characteristics of Rural Households in Georgia 
Non-Poor Poor Extremely Poor 

Household Size 3.4 4.1 4.2 
Number children (< 16 years) 
Number adults ( 1  6-59 years) 
Number older people (> 60 years) 
Household Head 

YO Female headed 

Education 
Age 

Illiterate 
Primary and vocational 
Incomplete secondary 
Secondary education 
Higher Education 

0.5 
2.0 
0.9 

33.7 
62.9 

3.1% 
17.0% 
22.3 
45.4 
11.2 

0.9 
2.4 
0.8 

29.3 
59.5 

3.9% 
14.4% 
25.8 
49.6 

5.8 

1 .o 
2.4 
0.9 

34.1 
60.8 

3.2% 
15.7% 
19.4 
55.3 

5.1 

Number 2,242 569 217 
Source; World Bank estimates using 2007 LSMS data. 

123. The modest observed difference in family size between poor and non-poor rural households 
may be more important than it seems. While family size i s  relatively small for both poor and non-poor 
households, the percentage increase in the number of adults and children in poor households i s  quite large 
relative to non-poor households, and the resources that poor households have to support these extra 
household members are substantially less. 

B.3. Household Income Sources 

124. Subsistence agriculture remains an integral part o f  the rural economy. Farm income (farm 
produce sales plus the value of in-kind (own) consumption) i s  the major income source for al l  but the 
poorest 20 percent of rural households (for whom social transfers dominate other sources of income) 
(Table 3.8). Farm income i s  derived predominantly from in-kind consumption. Less than 20 percent of 
total farm income derives from cash sales of farm products. This reliance on subsistence agriculture i s  a 
marked contrast to Georgia’s former status as a major source of high-value export cash crops (tea, citrus, 
grape, wine) for the former Soviet Union. 
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Table 3.8: Income Composition o f  Rural Households by Quintile, Georgia, 2007 
All Q1 a 2  63- Q4 Q5 

- - - - - - - - - - - - - __ - -  I_ _ _ _  _ _  _ _ _  - _ _ _  -- - --- I - --- -- - 

GELMonth 
Total Income 260.9 98.0 

In-Kind Income 
Salary and Wage Income 
Self-Employment 
Farm Sales 
Property Rental 
Remittance Income 
Internal Private Transfers 
Pensions 
Social Assistance 
Other Incomea 
% Composition 
Total Income 
In-Kind Income 
Salary and Wage Income 
Self-Employment 
Farm Sales 
Property Rental 
Remittance Income 
Internal Private Transfers 
Pensions 
Social Assistance 
Other Incomea 
% of Households Reporting 
Income Sources 
In-Kind Income 
Salary and Wage Income 
Self-Employment 
Farm Sales 
Property Rental 
Remittance Income 
Internal Private Transfers 
Pensions 
Social Assistance 

91.5 
53.0 
34.2 
14.6 
0.2 
3 .O 
3.5 

39.9 
8.3 

12.8 

100.0 
35.1 
20.3 
13.1 
5.6 
0.1 
1.1 
1.3 

15.3 
3.2 
4.9 

87.2 
19.6 
17.2 
27.7 

0.4 
3.7 
9.1 

63.8 
22.6 

23.9 
7.0 
6.7 
2.7 
0.0 
0.4 
1.6 

42.7 
11.4 

1.5 

100.0 
24.4 

7.1 
6.8 
2.8 
0.0 
0.4 
1.6 

43.6 
11.6 

1.5 

75.4 
8.3 
8.6 

12.7 
0.2 
2.1 
8.9 

73.7 
34.0 

138.6 

47.0 
16.8 
13.9 
4.4 
0.0 
1.1 
2.4 

38.8 
10.3 
3.8 

100.0 
33.9 
12.1 
10.0 
3.2 
0.0 
0.8 
1.7 

28.0 
7.4 
2.7 

89.1 
13.7 
10.9 
19.5 
0.2 
2.5 
7.4 

65.3 
29.8 

195.4 

66.3 
30.9 
20.6 

9.0 
0.0 
2.6 
3.5 

44.7 
8.2 
9.6 

100.0 
33.9 
15.8 
10.5 
4.6 
0.0 
1.3 
1.8 

22.9 
4.2 
4.9 

88.0 
19.8 
15.3 
27.6 

0.3 
3.8 

10.1 
64.4 
20.5 

259.2 

97.8 
49.1 
33.6 
12.3 
0.4 
3.6 
4.0 

40.0 
8.7 
9.8 

100.0 
37.7 
18.9 
13.0 
4.7 
0.2 
1.4 
1.5 

15.4 
3.4 
3.8 

89.9 
21.5 
21.8 
32.8 

0.7 
4.1 

10.2 
60.1 
17.0 

468.6 

166.7 
118.3 
71.0 
32.8 

0.3 
5.2 
4.9 

35.4 
5.0 

28.8 

100.0 
35.6 
25.2 
15.2 
7.0 
0.1 
1.1 
1 .o 
7.6 
1.1 
6.1 

93.6 
35.0 
29.4 
46.0 

0.5 
5.8 
9.1 

55.4 
11.7 

Other Incomea 12.9 4.0 6.9 14.4 16.2 23.3 
Note: a. Income from stipends, alimony, and other (irregular) monetary income. 
Source: World Bank estimates using 2007 LSMS data. 

125. Public transfers, derived mostly from pensions, are the major source o f  income for the rural 
poor, accounting for 55.2 percent o f  income in Q1 and 35.4 percent o f  total income in Q2 (Table 3.9). 
Average pension incomes are fairly uniform across expenditure groups, and pension payments appear to 
be reaching a high proportion o f  poor rural households. The data also suggest that social assistance 
payments are being targeted reasonably Both the average payment and the incidence o f  social 
assistance payments increase as poverty increases. 

126. Salaries and self-employment are an important income source for higher-income rural 
households - those in the top two expenditure quintiles (Q4-Q5). However, only 20 percent o f  rural 
households earn income from either o f  these two sources, and most o f  these are in the upper-expenditure 

4 '  The targeting o f  social assistance i s  discussed in detail in the Chapter on social assistance. 
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quintiles. Salary incomes tend to be higher than income from self-employment, but access to these two 
income sources appears to be similar, based on the frequency with which they are reported. 

127. Remittance incomes are reported by a low 3.7 percent of rural households, and account for 
only 1.2 percent o f  total household income.42 Higher-income households (Q5) benefited most from 
remittances in 2007 and low-income households (Q142)  the least. Private transfers from people within 
Georgia were a more important source of rural household income than remittances. Income from 
propertyhand rental i s  negligible. 

B. 4. Regional Characteristics 

128. Rural poverty levels, and the characteristics o f  rural poverty, vary widely by region. These 
differences are apparent in Figure 3 -3, which shows the strong relationship between poverty levels and 
rural household expenditure, as wel l  as the location o f  each region along this continuum.43 

Figure 3.3: Expenditure, Poverty Incidence, and Poverty Concentration in Rural Areas, by Region 
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U 
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Mean consum ption PAE, G B  

Note: The size o f  the bubble reflects the region’s share in the total number of  rural poor. The number next to the region’s 
name indicate incidence o f  total poverty. 
Source: World Bank estimates using 2007 LSMS data. 

129. Differences in geography, proximity to major markets and transport routes, and political 
stability result in two broad zones of  economic well-being in rural areas. The wealthiest regions, with 
the lowest levels of rural poverty, l ie  in a continuous arc running from Samegrelo in the northwest to 
Kvemo Kartli in the southeast (Table 3.9).44 The western regions in this arc (Samegrelo and Imereti) 

42 The share o f  households reporting incomes from remittances in the 2007 LSMS i s  much lower compared to that 
reported in the 2003-2006 HBS. It i s  not very clear why it i s  the case. 

A similar graphical relationship i s  observed for extreme poverty. 
44 Rural households in the area near Tbilisi exhibit even higher incomes and lower levels o f  rural poverty. But 
because they are very few in number, and derive most o f  their incomes from wages and salaries, they are not 
considered in this analysis. 

43 
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benefit from favorable agricultural conditions and good access to urban markets and seaports on the Black 
Sea. A large river plain affords fertile soils, rainfall i s  high, and winters are mild. In the east, Kvemo 
Kartli i s  favored by good agricultural land in the south, between Tbilisi and the border with Azerbaijan, 
and its proximity to Tbilisi and Rustavi. The region o f  Samtskhe-Javakheti i s  mountainous, less well 
endowed for agriculture, and roads are poor. But it forms a southern corridor linking Ajara and Guria to 
Tbilisi and benefits from its proximity to northern Turkey, which creates opportunities for small-scale 
trade and commerce. Average income from self-employment i s  highest in this region, as i s  the number o f  
households engaged in self-employment activity. 

130. The poorest regions form a second continuous arc along the fringes of  the mountains that 
form the northern border with Russia. Poverty rates are very high here, ranging from 43.4 percent in 
Mtskheta-Mtianeti to 64.2 percent in Shida Kartli. Extreme poverty i s  also highest in these regions. Harsh 
terrain, physical isolation, and political uncertainty combine to make living conditions extremely hard in 
these regions. There i s  somewhat more potential in the southern areas o f  Shida Kartli and Mitskheta- 
Mtianeti, because land i s  better and there i s  reasonable road access to Tbilisi. But the winters are severe 
and irrigation i s  an important requirement for agriculture. The western areas o f  Khaketi have become 
important for wine production and have grown accordingly, but low rainfall, limited scope for irrigation, 
and physical isolation limit the capacity to raise incomes in the northern and eastern areas o f  this region. 
Livestock production remains the main source o f  income for rural people in these areas. 

131. Ajara and Guria form an intermediate group by poverty level. I n  these regions political 
instability and the collapse of  tea production have resulted in high poverty levels-despite favorable 
underlying conditions. Both regions benefit from good agro-climatic conditions and their proximity to 
the urban centers and ports on Georgia’s Black Sea coast. But both have suffered from the political 
situation in Ajara and the collapse of tea production. Prospects for rural growth and poverty reduction 
have improved now that the political situation in Ajara i s  more stable, and the rural economies o f  these 
regions should benefit from development o f  the ports in Batumi and Poti, and recovery o f  the Black Sea 
tourist industry. 
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132. A comparison of regional differences in household income composition shows that the 
poorest two regions (Shida Kartli and Kakheti) have much lower levels o f  farm income than the 
other regions (Table 3.9). Non-farm incomes from salaries and self-employment are also lower in these 
regions-indicative o f  the depressed local economies they rely on for non-farm employment and income 
generation, and their relative isolation from Tbilisi. Public transfers (including pensions) are thus the main 
income source. 

133. Both farm and non-farm incomes are higher in the other regions, due to more favorable 
agro-climatic conditions, stronger local economies, and better access to major urban centers. Total 
farm incomes are highest and most market (cash) oriented in western Georgia where farmers benefit from 
good agro-climatic conditions and access to urban and export markets on the Black Sea coast (Table 3.9). 
For non-farm income, salaries are more important than self-employment in most regions. This i s  
consistent with the generally weak development of small-scale private enterprise in Georgia, particularly 
outside Tbilisi. 

134. Comparison of public transfers suggests that while average pension payments per 
household are fairly uniform across regions, the level o f  social assistance is  not always consistent 
with the level of rural poverty. Relatively high average social assistance payments per household are 
observed in Imereti and Samegrel-two of the wealthiest rural regions. Higher levels of social assistance 
are reported in Shida Kartli, however, the region where it i s  most needed. 

C. Constraints to Rural Poverty Reduction 

135. 
follows: 

The preceding analysis indicates that the major constraints to rural poverty reduction are as 

0 

0 

The harsh conditions in mountain areas 
Limited access to agricultural resources 
Low income diversification and capital reserves in the face of high income variability 
Limited opportunities to increase household income. 

136. These factors are discussed in greater detail below to provide a clearer sense of how to achieve 
rural poverty reduction in Georgia. Where appropriate, data from the preceding analysis are combined 
with information from the 2004 Agricultural Census to indicate the number of poor farm households 
affected by these constraints. 

C.1. Harsh Conditions in Mountain Areas 

137. Rural poverty i s  deepest and most pervasive in the mountain areas, particularly in the 
northern and eastern regions of Georgia. Scarce agricultural land and harsh winters limit the ability o f  
mountain people to achieve even subsistence production, and poor roads leave them isolated from urban 
centers and essential public services. The local and regional economies in which these people live are 
depressed as a result of these conditions, with l i t t le  consequent opportunity to generate non-farm income 
from salaries and self-employment. Out-migration has occurred widely in response to these conditions 
(Faiez and others 2004), but not all rural people are in a position to leave and create a better l i fe 
elsewhere. Those left behind are often the least able to cope in such a harsh environment. 

138. I t  i s  difficult to achieve a sustainable increase in the incomes of  poor households living in 
such conditions. Public transfers may be the most effective vehicle for poverty reduction for many rural 
mountain people, especially those living in extreme poverty. Wider coverage o f  Targeted Social 
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Assistance programs among the extreme poor may provide a fiscally acceptable response, but it i s  only a 
partial solution. Measures to reduce isolation, improve local governance, and strengthen civil society are 
also needed to improve the environment for economic activity. The progress made on these issues under 
the Economic Development and Poverty Reduction Program (EDPRP) should be continued in this regard. 

C. 2. Limited Access to Agricultural Resources 

139. The small size o f  farms that emerged in response to land reform severely limits the ability of 
rural people to earn an adequate living from agriculture alone. The 2004 Agricultural Census reports 
that 71 percent of farm households have farms less than 1 hectare, 22 percent have farms of 1 hectare to 5 
hectares, and only 1.4 percent have farms greater than 5 hectares. A further 5 percent are reported with no 
land at all. This land scarcity also limits the number of livestock that can be carried, and the ability to 
increase and diversify farm incomes. Poor access to credit and farm inputs further limit the ability of 
farmers to increase production from the land, livestock, and other resources they do have. The limited 
supply of farm machinery i s  less of a constraint given the predominance of small, subsistence-oriented 
farms and the abundant supply of rural labor. 

140. These resource limitations are especially pronounced among the rural poor. More than one- 
third (36 percent) of poor rural households and one-half of the extreme poor reported no land use in 2007 
(Table 3.10). Similarly, 53 percent of poor rural households and 69 percent of the extreme poor report no 
livestock ownership. 

Table 3.10: Agriculture Resource Limitations of  Poor Rural Households 
Poor Extremely Poor 

‘YO Rural Households not Using Land 36.0 50.2 
‘YO Rural Households with No Livestock 52.5 69.1 

Number o f  households 135,000 55,158 
Source: World Bank estimates using 2007 LSMS data. 

14 1. Without these basic agricultural resources, rural people inevitably struggle to survive. Non- 
farm income from salaries and self-employment can provide a viable alternative source of income, but 
these opportunities are typically less accessible for lower-income households in rural areas, as discussed 
below. 

142. A well-functioning land market is  a double-edged sword when land is  scarce, and access to 
land is  a determinant of poverty. There i s  a clear need for farm size to increase in Georgia if agriculture 
i s  to provide a reasonable standard of living for farm families, and land sales are an obvious means to this 
end. But land sales by poor farmers can also result in a landless class of rural people, with even higher 
levels of poverty. These people lose their homes and their livelihoods, and are unable to find acceptable 
replacements for either. For older rural people an effective pension system together with a good price for 
land can reduce this risk, while facilitating farm enlargement. But in Georgia it will be some time before 
these preconditions are in place.45 

143. A well-functioning rental market for rural land i s  the best alternative under these 
circumstances, because it responds to the needs of both “buyers” and “sellers.” The survey provides no 
evidence that such a market exists. Indeed the low reported levels of property income suggest the 

The Government plans to provide social assistance to all poor people, irrespective o f  age. The current old age 
pension system wi l l  be gradually phased out and replaced by employer/employee contributions and savings schemes 
for the self-employed. 

45 
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contrary-although this i s  unlikely in Georgia given the scarcity of rural land and the lack of any obvious 
impediment to land rentals. Informal land rental markets are generally ubiquitous in conditions like these. 
Further study of the links between landownership, land use, land markets, and rural poverty i s  needed to 
clarify this issue. 

C.3. Vulnerability to Price and Income Shocks 

144. Agriculture provides an inherently variable source o f  income due to the vagaries o f  climate 
and prices. Rural people are typically adept at managing this variability, however, by diversifying 
household incomes (farm and non-farm income) and by using food reserves and livestock as a form of 
self-insurance. The effectiveness of these strategies varies according to the magnitude and frequency of 
income shocks, the extent to which household incomes are diversified, and the availability of reserves for 
use as self-insurance. 

145. Rural households in Georgia face high levels o f  income variability, from diverse sources, 
and have a limited capacity to withstand this variability. Climate and market risks are both high in 
rural areas. Political instability adds a further source of risk as a result of deteriorating relations with 
Russia, and the political uncertainty faced by regions close to Abkhazia and South Ossetia. These 
influences are reflected in the marked inter-annual variation of agricultural GDP. The capacity to manage 
this risk i s  severely weakened by low levels of food production (inadequate for food self-sufficiency) and 
the need to rely heavily on purchased food, the limited diversification of farm and non-farm incomes, and 
low incomes from internal private transfers and remittances (Table 3.1 1). The high frequency and 
magnitude o f  income shocks also makes it difficult for poor rural households to accumulate reserves, 
increasing the likelihood that there are no reserves at all. For both poor and extremely poor rural 
households, the major source of income stability i s  public transfers. 

Table 3.1 1: Indicators o f  Vulnerability among Rural Households 
Poor Extremely Poor 

Income Diversification 
'YO households with livestock 47.5 30.9 
% households with salary income 14.8 15.2 
'YO households with self-employment income 13.5 5.5 
% households with internal private transfers 3.3 2.8 
'YO households with property income 0.4 0.5 
% households with remittance income 1.8 0.5 
'YO households with public transfers 71.9 69.6 

Dependence on Purchased Food 
% of  food purchased (household average) 73.7 75.2 

Capital Reserves 
'YO households with livestock 47.5 30.9 

Source: World Bank estimates using 2007 LSMS data. 

C.4. Limited Opportunities to Increase Household Incomes 

146. While there i s  clear potential to increase farm production and incomes in the higher 
potential regions, many rural households lack the resources or incentives to do so. Low-input, low- 
output subsistence production systems currently predominate (Table 3.12), because they are the least 
costly and least risky (but also the least rewarding). A shift to more commercial production systems, with 
a higher marketed output, would require farmers to increase the purchase of fertilizer and seed-with an 
increased consequent requirement for seasonal finance and increased exposure to risk. Commercial 
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production also requires increased participation in agricultural input and output markets-markets that 
remain weak due to Georgia's poor physical and institutional infrastructure. 

Table 3.12: Subsistence Orientation of  Poor Rural Households 
Poor Extremely Poor 

Percent Households Selling Farm Products 13.9 10.1 
Farm Sales as Percent o f  fo ta l  Farm 8.0 10.3 
Income 

Source: World Bank estimates using 2007 LSMS data 
_..___..._.__.I_._...._...___..._.___._ " .- - -. - -, - 

147. Opportunities to earn non-farm income are also restricted, as is  its capacity to lift poor 
households out o f  poverty. Salaries remain the principle source o f  non-farm income, but they are earned 
by only 15 percent o f  poor households. The opportunities for self-employment are even more restricted, 
especially for the extreme poor (Table 3.12). This low level o f  SME activity i s  an economy-wide problem 
that i s  now receiving increased attention from donors and government. The impact o f  increased non-farm 
income on total household income and poverty may also be limited, given the low levels o f  non-farm 
income actually earned. Poor rural households reported average monthly non-farm income earnings o f  42 
GEL per household and extremely poor rural households reported 22 GEL per household. 

D. Conclusions and Recommendations 

D.1. Current Realities 

148. Continued high levels o f  rural poverty in Georgia reflect the deep-seated problems that 
must be overcome if rural living standards are to improve. Most of Georgia's recent economic growth 
has been driven by construction, banking, and mining, and the benefits o f  this growth have accrued to 
Tbilisi and other major urban centers. Much less progress has been made in rural areas. A higher priority 
for rural development i s  critical, together with a realistic medium-term time frame for achieving tangible 
results. The constraints to rural poverty reduction are not amenable to quick fixes. 

149. Without a substantial, sustained program to reduce rural poverty, it will remain the major 
source of  poverty in Georgia, and rural people will continue to be left behind as the economy grows. 
Measures to reduce rural poverty should respond to the following realities: 

The mountain areas where rural poverty i s  deepest and most pervasive are also the most 
difficult areas in which to achieve a sustainable increase in rural household incomes. 

Increased agricultural output can make a significant difference to rural incomes and reduce 
poverty rates, but it will not be enough to lift al l  rural people out o f  poverty. Small farm size 
restricts the contribution that agriculture can make to household incomes, in al l  regions; the 
agricultural potential in mountain regions i s  very low; and more than a third o f  poor rural 
households use no agricultural land at all. 

Measures to increase non-farm incomes are most likely to make a difference in areas where 
local economies are more vibrant and local governance i s  effective. The principal 
beneficiaries are thus likely to be the non-poor and the rural poor who are close to the poverty 
line. The impact of  increased non-farm income on rural poverty may be limited, nevertheless, 
even for these people. Opportunities to earn non-farm income are restricted and the incomes 
earned are low. 
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0 Public transfers are likely to be the most effective means to raise and stabilize the incomes o f  
rural people in extreme poverty-particularly those in mountain areas. 

0 The continuation o f  programs to strengthen rural land markets, improve rural governance, 
and strengthen agricultural markets will all contribute to rural poverty reduction. 

Further, economy-wide measures to improve physical infrastructure, strengthen civil society 
and the rule of law, and promote SME development are also essential for rural poverty 
reduction. 

0 Rural people pay a high price for Georgia’s political instability through unexpected losses o f  
markets and remittance income, the low quality of  governance and civil society in areas 
adjacent to disputed territories, and the disincentives that these conditions create for business 
activity and investment. 

0.2. Priorities for Rural Poverty Reduction 

150. These realities suggest that a multifaceted response to rural poverty i s  required, based on (a) 
measures targeted to different levels and sources o f  rural poverty, and (b) additional sector and economy- 
wide measures that will benefit al l  rural people. 

D.2.1. Focused Initiatives 

0 Expand Targeted Social Assistance (TSA) and ensure that people in rural mountain areas 
are able to appb 

15 1. The highest concentration of  extreme poverty in rural areas occurs in the mountain regions 
of Shida Kartli, Kakheti, and Mtskheta-Mtianeti. These regions account for 63 percent o f  all extreme 
poor in rural areas. The households there are frequently landless, with few sources o f  income, and too 
poor to escape the physical isolation, harsh winters, and political uncertainty that depress the local 
economies in these regions. Income transfers targeted to these people on the basis o f  landownership and 
location could make a substantial difference to the level and stability o f  household incomes. Extended 
coverage o f  the current TSA program may provide a viable solution by reaching extreme poor 
concentrated in those areas. 

0 Increase agricultural production in regions with higher agricultural potential 

152. I n  those areas where agro-climatic conditions are favorable for agriculture, there is  
considerable scope to raise productivity and output. Even with current production systems, substantial 
yield responses are possible with a modest increase in the use o f  good-quality seed, fertilizer and 
agricultural chemicals. This will require better access to credit and more active, efficient markets for 
agricultural inputs. Where infrastructure i s  poor and agricultural markets are weak, farmers are likely to 
use these inputs to raise the production o f  staple food crops. With better, more accessible market outlets, 
producers will be more likely to shift production to higher-value cash crops, at least in part. 

153. Measures o f  this nature are likely to have the greatest impact on rural poverty for 
households close to the poverty line, particularly in western Georgia where rural poverty i s  high but 
underlying agricultural conditions for crop production are favorable. The feasibility and potential benefits 
of  equivalent measures to promote livestock production in eastern and northern Kakheti should also be 
examined. Rural poverty i s  very high in this traditional livestock-producing area. 
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D.2.2. Cross-cutting Initiatives 

Support for SME development 

154. Non-farm income is  currently a small but valuable component o f  rural household revenue, 
which enhances and stabilizes overall household income. Salaries and wages account for most of this 
income, however, due to the weakness of SME activity. This weakness, despite the acknowledged 
potential of SME activity to generate employment and raise incomes, i s  a problem throughout Georgia 
and has been accorded a high priority in current donor programs. Rural areas should be included in 
initiatives to promote SME development, especially in regions where local economies are vibrant and 
there i s  evident demand from rural people for such support. 

Continued support for the expansion and rehabilitation of physical infrastructure 

155. The ongoing rehabilitation and expansion of  Georgia’s road and port system i s  a 
precondition for sustainable growth in most commercial activity. These investments will help to link 
and integrate domestic markets, and improve access to export markets in Europe and the Middle East. 
Rural people will benefit through better links to domestic and export markets, increased opportunities for 
non-farm income, and better access to public services in urban centers. 
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CHAPTER 4: LABOR MARKET DEVELOPMENTS 
AND LINKAGES TO POVERTY IN GEORGIA 

A. Labor Market Dynamics 

156. The analysis o f  the labor markets trends presented in this chapter46 i s  based on the period 
2003-2006, while the linkages between labor markets and poverty are explored using the most 
recent 2007 Living Standards Measurement Survey (LSMS) data to make the findings comparable 
with the key numbers presented in the poverty profile (which i s  also based on the 2007 data). Years 
2003-2006 i s  the period for which the comparable Household Budget Survey data are available. This i s  
also the period that witnessed substantial reforms in the public administration and economic agenda 
following the “Rose Revolution” at the end o f  2003. Hence, the 2003 data can be used effectively as a 
benchmark for the pre-reform state o f  the labor market. The 2007 LSMS data are used to explore the 
linkages between the labor markets and poverty.47 

157. The economic growth in Georgia during 2003-2006 happened against the background of  
declined employment. The economy o f  Georgia registered an average annual growth rate o f  more than 8 
percent during 2003-2006.48 However, as i s  often the case in countries undergoing deep economic 
restructuring, many labor market indicators have worsened in Georgia. The absolute number o f  employed 
declined from the pre-reform level o f  1.89 million people in 2003 to 1.71 mill ion in 2006, or by 178,000 
people (Table 4.1). A significant part o f  this decline i s  explained by downsizing o f  the public 
administration sector following public sector reform, and the declined employment in the agricultural 
sector. The absolute number o f  jobs lost i s  quite evenly distributed between urban and rural areas. 

158. Reforms since 2003 have pushed up the absolute number of unemployed. Consistent with the 
public administration reform and other economic developments, the absolute number o f  unemployed 
increased by about 17 percent during 2003-2004, or 50,000 people (Table 4. However, during 2004- 
2006, the number o f  unemployed declined by 10,000 people - a sign o f  the economy recovering from 
the immediate “adjustment” impact o f  the reform. Nevertheless, the number o f  unemployed in 2006 s t i l l  
exceeds that in 2003. The unemployment rate increased from 9.6 percent in 2003 to 12.4 percent in 2006. 
Taking into consideration individuals who have got discouraged looking for a job, the unemployment rate 
in 2006 was 16 percent, compared to 12.4 percent in 2003. I t  i s  worth noting that the estimated 

46 This chapter was prepared by Oleksiy Ivaschenko (Economist, ECSHD). 
47 The 2007 LSMS data are much less rich for the labor market analysis than 2003-06 HBS data. For instance, the 
2007 data do not provide the sectors o f  employment (only type o f  employment, such as wage employment, self- 
employed [in agriculture], and own business [non-agriculture]). Due to the differences in the reference period and 
the structure o f  the questionnaire (the Household Budget Survey [HBS] questionnaire i s  more detailed), the 2007 
employmentiunemployment aggregate numbers are also not comparable with the 2003-06 numbers. Hence, for the 
analysis of the labor markets dynamics, only 2003-2006 HBS data are used. 

I t  i s  believed that not an insignificant portion o f  gross domestic product (GDP) growth in Georgia over the last 
three years has been driven by the grey sector of the economy going legal as a result of many policy measures that 
have been implemented. 

Unemployment numbers presented in this chapter are based on the two criteria. Unemployed (1) (strong criterion) 
= A person jobless in the last seven days, who has been looking for a job during the last four weeks, and i s  ready to 
start working in the next seven days. Unemployed (2) (weak criterion) = Unemployed (strong criterion) + not 
looking for a job during the last four weeks because: (a) expecting job interview result; (b) expecting to hear from 
employment service; (c) lost hope of finding a job, but i s  ready to start working in the next seven days if offered a 
job. 

48 

49 
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unemployment rate in Georgia i s  about 5.2 percentage points higher than the Organization for Economic 
Co-operation and Development (OECD) country average, and 2.9 percentage points higher than the 
European Union (EU)-19 average (Table 4.2). Interestingly, in Georgia, the unemployment rate i s  higher 
among men.50 

Table 4.1: Labor Market Participation, Employment, and Unemployment, 2003-2006 

2003 2004 2005 2006 
Total population age 16+ 3,112,062 3,175,986 3,078,237 3,055,045 

Employed during last 3 months 1,885,872 1,856,394 1,764,035 1,707,095 
Not employed during last 3 months 1,226,190 1,319,592 1,313,445 1,347,950 

Unemployed (1) 
Unemployed (2) 

Total labor force (1) 
Total labor force (2) 

Participation rate ( I ) ,  % 
Participation rate (2), YO 

200,385 250,807 242,350 241,273 
268,008 318,175 301,967 326,267 

2,086,257 2,107,201 2,006,385 1,948,368 
2,153,880 2,174,569 2,066,002 2,033,362 

67.0 66.3 65.2 63.8 
69.2 68.5 67.1 66.6 

Employment rate , % 60.6 58.5 57.3 55.9 

Unemployment rate ( I ) ,  % 
Unemployment rate (2), % 

9.6 11.9 12.1 12.4 
12.4 14.6 14.6 16.0 

Average monthly labor earnings (in 2006 prices) 165.1 174.1 192.3 209.6 
Notes: Unemployed ( 1 )  (strong criterion) = A person jobless during the last 7 days, who has been looking for a job during the 
last 4 weeks, and i s  ready to start working in the next 7 days. Unemployed (2) (weak criterion) = Unemployed (strong 
criterion) + not looking for a job during the last 4 weeks because: (a) expecting job interview result; (b) expecting to hear from 
employment service; (c) lost hope o f  finding a job, but i s  ready to start working in the next 7 days if offered a job. 
Source: World Bank estimates using 2003-2006 Household Budget Survey data. 

159. The downward adjustment in the number of employed has been followed by the 
simultaneous increase in average monthly earnings. While the employment numbers declined during 
2003-2006, average real monthly earnings increased by an aggregate of 27 percent during 2003-2006 (or 
9 percent per year) (Table 4.1). This increase, however, has been driven by a few sectors employing only 
a fraction of the employed, including public sector employment. Monthly salaries of those in public 
administration (5 percent of total employment) who retained their job status after the public sector 
downsizing have doubled in real terms. Most of this increase happened during 2004-2005, when the 
public administration reform took place. In contrast, average earnings in agriculture, the largest employer 
in the country (54 percent of total employment), increased by only 12 percent on aggregate during 2003- 
2006, which i s  miniscule given a very low base-earnings in wage agriculture are 60 percent of the 
national average earnings, and earnings in self-subsistence agriculture5' are only 20 percent of the 
national average. 

160. The labor force participation rate has shown a slight decline over the past few years. The 
data indicate that the participation rate, a summary measure of labor supply, has declined from 67 percent 
in 2003 to 63.8 percent in 2006. This trend has been driven mostly by the decline in public administration 

Unemployment and i t s  major determinants are discussed in a greater detail later in the chapter. 
This takes into account the value o f  in-kind consumption and sale o f  agricultural products. 

50 

51 

73 



employment. In absolute numbers, the total labor force in Georgia has been about 2 million people (Table 
4.1).52 The participation rate in Georgia was about 5 percentage points lower than the average rates in 
OECD and EU-19 countries (Table 4.2). 

161. There i s  a gap in the participation rates between men and women. The participation rate for 
men i s  75 percent, while that one for women i s  57 percent. This gap of 18 percentage points i s  
comparable to the gap observed in OECD countries (Table 4.2). Despite significantly lower participation 
rates, women account for about 47 percent of the total labor force in Georgia, since the absolute number 
o f  working-age women i s  much higher relative to that of working-age men-1.7 million compared to 1.5 
million, respectively. 

Table 4.2: Participation, Employment, and Unemployment Rates, by Gender 
Georgia OECD EU-19 

Participation rate (%) 
Female 
Male 

56.6 60.1 62.2 
75.1 80.3 77.7 

Total 65.2 70.1 69.9 
Employment rate (%) 
Female 
Male 

50.0 55.8 55.9 
65.8 75.0 71.2 

Total 57.3 65.3 63.5 
Unemployment rate (%) 
Female 11.7 7.2 10.1 
Male 12.4 6.7 8.5 
Total 12.1 6.9 9.2 

Source: World Bank estimates using 2005 Household Budget Survey data. OECD and EU-19 numbers are from OECD 
Economic Outlook, 2005. 

B. Employment, Earnings, and Hours of Work 

162. Rural areas account for almost two-thirds (65 percent) of the total employment in Georgia. 
The absolute numbers o f  employed in rural and urban areas are 1.1 million and 0.6 million, respectively. 
In terms o f  the distribution across administrative regions, Imereti and the capital city o f  Tbilisi each 
account for about one-fifth o f  the total employment. The employment profile across main geographic 
areas and individual characteristics did not change in any significant way during 2003-2006 (Table 4.3). 
Hence, in discussing the employment profile, we use the most recent 2006 data.53 

The reference population are those age 16 and above. 52 

53 The 2007 LSMS data also show the composition o f  employment to be very similar to the 2006 composition, but 
with a somewhat smaller share of rural employment. 
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Table 4.3: Employment Profile, 2003 Compared to 2006 

Characteristic Employed Empoyment Employed Eempoyment 
Location Urban 637,878 36.2 597,199 35.3 

Rural 1,125,023 63.8 1,093,588 64.7 
Region Kakheti 186,947 10.6 203,290 12.0 

Tbilisi 
Inner Kartli 
Lower Kartli 
Samtskhe Javakheti 
Adjara 
Guria 
Samegrelo 
lmereti 

303,650 
141,778 
198,735 
103,018 
157,787 
81,965 

178,565 
367,257 

17.2 
8.0 

11.3 
5.8 
9.0 
4.6 

10.1 
20.8 

290,134 17.2 
129,251 7.6 
205,480 12.2 
109,140 6.5 
121,229 7.2 
76,196 4.5 

168,058 9.9 
346,329 20.5 

Mtskheta Mtianeti 43,199 2.5 41,680 2.5 
Gender Female 832,867 47.2 795,738 47.1 

Male 930,034 52.8 895,049 52.9 

21-25 115,507 6.6 105,366 6.2 
26-30 163,972 9.3 147,278 8.7 
31-35 172,815 9.8 139,745 8.3 
36-40 190,491 10.8 191,702 11.3 
41-45 222,427 12.6 195,186 11.5 
46-50 191,298 10.9 199,299 11.8 
51-55 167,633 9.5 161,941 9.6 
56-60 99,927 5.7 141,972 8.4 

Age group 15-20 62,501 3.5 54,984 3.3 

60+ 376,330 21.3 353,314 20.9 
Education 4 Secondary general 228,635 13.0 175,399 10.4 

Secondary general 697,027 39.5 702,348 41.5 
Vocational 145,454 8.3 155,384 9.2 
Secondary special 224,717 12.7 217,629 12.9 
University 460,431 26.1 438,228 25.9 

Total 1,762,901 100.0 1,690,787 100.0 
Source' World Bank estimates using 2003 and 2006 Household Budget Survey data. 

163. 
employment. The gender composition o f  employment did not change during 2003-2006 (Table 4.3). 

Males have a higher share in total employment. Males account for 53  percent o f  total 

164. The elderly population accounts for a substantial share o f  total employment. While the 
prime working-age population(26 to 60) contributes 69 percent to total employment, the population age 
60 and over also accounts for a noticeable share-2 1 percent (Table 4.3). The substantial contribution o f  
the elderly population to total employment i s  explained by the high l i fe  expectancy in Georgia combined 
with economic circumstances that force many people to work beyond their retirement age. 

165. The bulk o f  employment i s  accounted for by people with secondary general education, who 
account for 42 percent of  the total employment in Georgia. The next-largest group i s  people with 
university-level education, which accounts for 26 percent of  the total employment. People with vocational 
and secondary special education follow closely with 22 percent o f  total employment. Those with below 
secondary general education make up only 10 percent o f  total employment (Table 4.3). 

166. The private sector accounts for three-quarters of total employment. Most of  the privatization 
process in Georgia, similar to other Commonwealth of  Independent States (CIS) countries, happened in 
the 1990s. The share o f  the private sector has been around 75 percent (Table 4.4). 
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Table 4.4: Employment Composition, by Status of  Company's Ownership (main job), 2003 
Compared to 2006 

2006 
N of 

Status of Company's Ownership 2003 2006 
Public organization financed from budget 17.4 18.3 

2003-2006 change 
N of % 

Public organization with private funding 6.0 6.1 
Private organization without foreign share 74.2 74.3 
Private organization with foreign share 2.2 1.2 
Other 0.1 0.1 

100.0 Total 100.0 
Source: World Bank estimates using 2003 and 2006 Household Budget Survey data. 

Employed % 

28,213 1.7 

18,304 1.1 
73,257 4.3 

918,519 53.7 

86,459 5.1 

161,432 9.4 
15,808 0.9 
72,888 4.3 
13,943 0.8 
20,352 1.2 
74,745 4.4 

128,346 7.5 
43,634 2.6 
41,712 2.4 
10,112 0.6 
1,232 0.1 

1,708,956 100.0 
ta. 

167. Agriculture remains the dominant sector of employment. The sector has historically been the 
major contributor to total employment, and continues to account for 54 percent o f  total employment. 
While the share of agricultural employment did not change during 2003-2006, the absolute number o f  
employed in this sector declined by 95,000 people. Services account for about 17 percent o f  total 
employment. The public administration, education, and health sectors combined contribute about 14 
percent to total employment. They lost about 34,000 jobs during 2003-2006. Manufacturing accounts for 
about 5 percent o f  the total, which lost 12,000 jobs since 2003. Construction gained 26,000 jobs during 
2003-2006, and accounts for 4 percent in total employment (Table 4.5). 

Employed Change 

7,162 34.0 

782 4.5 
26,338 56.1 

-95,231 -9.4 

-11,847 -12,l  

-44,171 -21.5 
-4,093 -20.6 
-2,637 -3.5 
1,446 11.6 

-14,636 -41.8 
-23,144 -23.6 
-7,954 -5.8 
-3,190 -6.8 
-9,889 -19.2 
5,544 121.4 

-3,180 -72.1 
-178,700 -9.5 

Table 4.5: Employment, by Sector (main job), 2003 Compared to 2006 

Sector of employment 
Agriculture, forestry, fishing 
Mining and quarrying 
Manufacturing 
Electricity, gas, water supply 
Construction 
Wholesale and retail trade, repairs 
Hotels and restaurants 
Transport, storage and communications 
Financial intermediation 
R&D, Computer and related activities 
Public administration and defence; compulsory social security 
Education 
Health and social work 
Community and social services 
Private households as employers 
Extraterritoria organizat ons 
Total 

Source; World Bank estimates using 2003 and 2006 Houset 

2003 
N of 

Employed % 
1,013,750 53.7 

21,051 1.1 
98,306 5.2 
17,522 0.9 
46,919 2.5 

205,603 10.9 
19,901 1.1 
75,525 4.0 
12,497 0.7 
34,988 1.9 
97,889 5.2 

136,300 7.2 
46,824 2.5 
51,601 2.7 
4,568 0.2 
4,412 0.2 

1,887,656 100.0 
d Budget Survey ( 

168. Nationwide, average real monthly earnings increased significantly-by about 27 percent- 
during 2003-2006. The largest increase in earnings was registered in the financial intermediation and 
information technology (IT) sectors-by 162 percent and 1 10 percent, respectively (Table 4.6). A 
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substantial increase in real earnings has also been witnessed by those employed in public administration, 
education, and health, as the wages of public employees have risen as part of the reform of public 
administration. However, wages of those employed in agriculture increased by only 12.4 percent during 
2003-2006. In addition to low productivity, wages in agriculture have been affected by adverse weather 
shocks (2004 drought) and by trade sanctions imposed by Russian authorities (2006). 

Table 4.6: Real Monthly Earnings, by Sector (main job), 2003-2006 

Average 
Total Annual 

Change, Growth 
2003 2006 YO Rate, % 

Sector of employment 
Agriculture, forestry, fishing 112.3 126.2 12.4 4.1 
Mining and quarrying 
Manufacturing 
Electricity, gas, water supply 
Construction 
Wholesale and retail trade, repairs 
Hotels and restaurants 
Transport, storage and communications 
Financial intermediation 
R&D, Computer and related activities 
Public administration and defense: compulsory social security 
Education 
Health and social work 
Community and social services 
Private households as emdovers 

145.6 
172.1 
162.8 
290.6 
186.9 
239.5 
226.3 
216.4 
114.5 
145.8 
70.1 
77.7 

130.8 
137.2 

126.7 
188.0 
197.7 
245.9 
205.5 
145.2 
248.2 
566.9 
240.4 
296.7 
101.9 
125.3 
161.4 
162.2 

-13.0 -4.3 
9.2 3.1 

21.4 7.1 
-15.4 -5.1 
10.0 3.3 

-39.4 -13.1 
9.7 3.2 

162.0 54.0 
110.0 36.7 
103.6 34.5 
45.3 15.1 
61.2 20.4 
23.4 7.8 
18.2 6. I 

Extraterritorial organizations 667.4 635.3 -4.8 -1.6 
Total 159.9 197.6 23.6 7.9 
Note; All earnings are expressed in 2006 prices. 
Source: World Bank estimates using 2003 and 2006 Household Budget Survey data. 

169. Earnings inequality appears to be quite high. The estimated national Gini coefficient of 
earnings i s  44 percent (Table 4.7a), which places Georgia among high-inequality countries in transiti01-1.~~ 
This level o f  earnings inequality appears to have been stable over the period of  analysis. There i s  a 
substantial gap between the top decile of income earners and the bottom decile. The poorest person in the 
top decile earns almost 10 times as much as the richest person in the poorest decile. The richest person in 
the bottom decile also earns only one-third of the median earnings. 

170. There i s  a substantial differential in earnings between the private and public sectors, but 
the sector gap narrowed during 2003-2006. In 2003, average monthly earnings in the private sector 
were 50 percent higher than those in the public sector. However, as the result of the proportionally higher 
increase in wages in the public sector driven by public administration reform, the gap between average 
earnings in the private sector and in the public sector narrowed to 29 percent (Table 4.7a). As a reflection 
of the public sector catching up with the private sector in the level of earnings, the importance of the 
between inequality in the explanation of the overall inequality declined during 2003-2006 (Table 4.7b). 
Inequality in earnings within the public sector seems to be comparable to that in the private sector. In 
2006 the ratios of the top to bottom deciles were 8 and 10 in the private and public sectors, respectively. 

See Rutkowski and others (2005) for inequality estimates for other countries. 54 
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171. There i s  a noticeable gap in earnings between the urban and rural areas. Income earners in 
urban areas are getting paid on average 43 percent more than those in rural areas (Table 4.7a). This gap in 
earnings between the urban and rural areas remained unchanged during 2003-2006. The actual gap would 
be even higher considering that many people in rural areas depend on subsistence agriculture, and do not 
have any cash income. Despite significant differences in the mean earnings between urban and rural 
areas, most o f  the overall inequality i s  s t i l l  explained by the inequality within urban and rural areas (Table 
4.7c). 

Table 4.7a: Inequality in the Earnings Distribution, 2003 Compared to 2006 

Mean sfd. err. Gini std. err. p90/p10 p90/p50 pIO/p50 
2003 
National 166.0 3.83 0.444 0,008 9.67 2.90 0.30 
Public 129.5 5.04 0.450 0.017 7.14 2.78 0.39 
Private 194.7 5.50 0.414 0.012 7.50 2.50 0.33 
Urban 183.2 5.43 0.439 0.012 8.57 3.00 0.35 
Rural 128.2 4.65 0.427 0.017 6.67 2.56 0.39 
2006 
National 209.5 5.16 0.435 0.012 8.00 2.67 0.33 
Public 177.3 6.53 0.422 0.014 10.00 2.90 0.29 
Private 229.0 7.24 0.435 0.016 9.00 2.81 0.31 
Urban 233.5 7.80 0.435 0.014 9.20 2.88 0.31 
Rural 163.2 5.24 0.405 0.012 7.50 2.31 0.31 

Note: All earnings are expressed in  2006 prices; p9Oip10, p90ip50 and pIOip50 refer to percentiles ofthe earnings' distribution 
Source: World Bank estimates using 2003 and 2006 Household Budget Survey data. 

Table 4.7b: Decomposition o f  the Earnings Inequality, by PublicD'rivate Sectors, 2003-2006 

GE(0) GE(1) G E( 2) 
Overall Inequality 
2003 
Urban 

0.348 0.350 0.517 
0.349 0.376 0.655 

Rural 0.302 0.301 0.412 
2006 0.343 0.346 0.555 
Urban 0.322 0.315 0.465 

Within Group Inequality 
2003 0.324 0.328 0.495 

Between Group Inequality 
2003 0.020 0.020 0.01 9 
2006 0.008 0.007 0.007 
Between Group Inequality as % of Overall 
Inequality 
2003 6.2 6.0 3.9 
2006 0.02 0.02 0.02 

Note: All earnings are expressed in 2006 prices; GE refers to the General Entropy inequality index. 
Source: World Bank estimates using 2003 and 2006 Household Budget Survey data. 
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Table 4.7~: Decomposition of Earnings Inequality, by Urbanmural Areas, 2003 Compared to 2006 

G E( 0 )  GE(1) GE(21 
Overall Inequality 
2003 0.348 0.350 0.51 7 
Urban 0.343 0.339 0.479 
Rural 0.31 7 0.335 0.559 
2006 0.343 0.346 0.555 
Urban 0.344 0.346 0.553 

Within Group Inequality 
2003 0.335 0.338 0.505 
2006 0.329 0.333 0.542 
Between Group Inequality 
2003 0.01 3 0.012 0.012 

Between Group Inequality as % of Overall 
Inequality 
2003 3.9 3.7 2.3 

Note: All earnings are expressed in 2006 prices. 
Source: World Bank estimates using 2003 and 2006 Household Budget Survey data. 

a 

172. There are significant differences in earnings across sectors of  employment. The highest 
earnings are in the financial services sector, followed by construction and transportation (Table 4.5). 
Workers employed in construction and transportation earn twice as much as those employed in 
agriculture. In terms o f  average monthly earnings these sectors are followed closely by public 
administration. Of note, there i s  a large gap between the earnings in public administration and those in the 
health and education sectors-average monthly earnings in health and education are only about 50 
percent o f  earnings in public administration. Manufacturing i s  not as attractive in terms of pay as many 
other sectors, but it still pays about 40 percent more than agriculture (Figure 4.1). 

Figure 4.1: Average Monthly Earnings, by Sector (main job), 2006 

0 25 50 75 100 125 150 175 200 225 250 275 300 
Lari 

I 

Source: World Bank estimates using 2006 Household Budget Survey data. 
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173. The gender pay gap in Georgia is  significant in both the private and public sectors. The 
regression analysis indicates that, controlling for other characteristics, males earn on average 84 percent 
more than females in the private sector, and 88 percent more than females in the public sector. 
Nevertheless, this finding has to be interpreted with caution since the dependent variable in the model i s  
monthly rather than hourly  earning^.^' Because men tend to work longer hours, the identified gender pay 
gap would also capture the impact o f  this factor. Controlling for other characteristics, females in the 
private sector earn 19 percent more than females in the public sector. Males in the private sector earn 16 
percent more than males in the public sector (Figure 4.2). 

, j:: 8 

Figure 4.2: Average Monthly Earnings, by Gender, in the PrivateD'ublic Sector (main job), 2006 
I 

"i 

174. The educational premium in earnings i s  especially pronounced in the private sector, where 
people with university education earn on average 78 percent more compared to those with below 
secondary general education. In the public sector the premium on having a university education over 
below secondary general education i s  only 22 percent (Figure 4.3). Those with vocational and higher 
education earn on average 50 percent more in the private sector. The premium o f  having vocational 
education over below secondary general education i s  20 percent in the private sector, while it i s  negative 
18 percent in the public sector. The estimated premium in the private sector for each additional year o f  
schooling o f  around 9 percent i s  generally consistent with the premium for higher education found in 
many other transitional countries (Yemtsov, Cnobloch, and Mete 2006). 

Since the number o f  working hours per week i s  a categorical variable, it i s  impossible to construct a reliable 55 

measure o f  the hourly wage. 
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Figure 4.3: Average Monthly Earnings, by Education Level, in the PrivatePublic Sector (main job), 
2006 

@ secondary pnvate sector 
vocational private sector 

lllp univemity pnvate sector 

I - vocational public sector 
II < secondary public sector 

I universitv Dublic sector 
I I 

I 

1 
Source; World Bank estimates using 2006 Household Budget Survey data (based on the estimated monthly earnings equation). 

175. M o r e  than a quarter o f  Georgia’s workers are employed more than 41 hours a week in their 
main job. The actual share i s  even higher considering that 15 percent o f  workers report working varying 
hours depending on a specific week (Table 4.8). About 40 percent o f  respondents report working 21 to 40 
hours a week, and 13 percent report working less than 20 hours a week. 

176. About one-tenth of Georgian workers are employed in at least two jobs. The analysis o f  the 
prevalence o f  the second job depending on the hours worked in the main job indicates that it i s  the people 
working 21 to 41 hours per week that are more likely to have the secondary job (Table 4.8). The 
prevalence o f  the second job among those working less than 20 hours a week i s  lower than the average 
prevalence. This indicates that this group indeed consists mostly o f  people looking for part-time jobs 
(such as students), while those working 21 to 41 hours in their main job are likely to be involuntary 
underemployed, and thus are looking for supplementary jobs. The regression analysis indicates that the 
following categories o f  workers are more likely to have a secondary job: (a) age group 36 to 60, (b) 
males, (c) more educated, and (d) rural residents. 

Table 4.8: Hours o f  Employment in the Main Job Compared to Having a Secondary Job 

Number of Work Hours per YO of Total % Employed in % of Total % Employed in 
Week Employment Secondary Job Employment Secondary Job 

20 
21 -30 
31 -35 
36-41 
42-50 
51 -60 
60+ 

15.7 5.1 12.9 6.0 
16.6 11.1 12.3 8.4 
12.7 8.6 10.3 12.1 
17.8 10.8 17.8 11.5 
14.9 8.8 15.6 6.4 
5.8 5.8 6.4 2.5 
5.9 4.7 4.4 5.1 

varying hours 10.5 3.7 20.5 4.0 
total 100.0 100.0 100.0 100.0 

Source; World Bank estimates using 2003 and 2006 Household Budget Survey data. 
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177. The analysis of underemployment indicates that it i s  more educated people, females, and 
older people who are more likely to be underemployed. Rural residents also seem to face higher odds 
of being underemployed (Table 4.9). These underemployment risk factors are also evident from the 
regression analysis. Looking across the sectors of  employment, the underemployment odds are highest in 
public education and health, financial services, and public utilities (Table 4.10). Underemployment 
chances are lowest for those employed in agriculture. Unfortunately, the proper analysis of 
underemployment in Georgia i s  constrained by the fact that the respondents in the survey have not been 
asked if they work more/less than normal working hours on a voluntary or involuntary basis.j6 The 
findings presented here are based on defining underemployed (in the main job) as those working 2 1 to 4 1 
hours in the main job, and having a secondary job. 

Under- employment Under- 
Variable employed Rate, % employed 
Location Urban 27,385 4.3 31.2 

Rural 60,435 5.4 68.8 
Region Kakheti 12,694 6.8 14.5 

Table 4.9: Underemployment Profile, 2003 Compared to 2006 

Under- employment Under- 
employed Rate, % employed 

17,675 3.0 24.1 
55,773 5.1 75.9 
13,062 6.4 17.8 

2003 2006 

2.6 8.8 
3.5 5.7 
3.3 7.4 
6.6 7.7 
2.7 4.8 

10.3 9.6 
3.9 7.9 
7.0 29.3 

Number of Under- % of Total I Number of Under- % of Total 

4,509 
4,002 
4,439 
1,489 
1,837 
4,531 

14,339 
22,638 

Mtskheta Mtianeti 3,713 8.6 4.2 
Gender Female 45,261 5.4 51.5 

Male 42,559 4.6 48.5 
Age group 15-20 0.0 

21 -25 1,761 1.5 2.0 
26-30 5,456 3.3 6.2 
31-35 7,765 4.5 8.8 
36-40 9,344 4.9 10.6 
41-45 15,510 7.0 17.7 
46-50 14,482 7.6 16.5 
51-55 12,983 7.7 14.8 
56-60 4,786 4.8 5.4 
6 0 t  15,733 4.2 17.9 

Education < Secondary general 3,243 1.4 3.7 
Secondary general 18,451 2.6 21.0 
Vocational 9,917 6.8 11.3 
Secondary special 14,291 6.4 16.3 

Tbilisi 
Inner Kartli 
Lower Kartli 
Samtskhe Javakheti 
Adjara 
Guria 
Samegrelo 
lmereti 

2,602 6.2 3.5 
43,998 5.5 59.9 
29,450 3.3 40.1 

0.0 0.0 
1,620 1.5 2.2 
4,120 2.8 5.6 
4,710 3.4 6.4 
8,857 4.6 12.1 

12,694 6.5 17.3 
13,951 7.0 19.0 
9,815 6.1 13.4 
9,267 6.5 12.6 
8,414 2.4 11.5 

970 0.6 1.3 
17,718 2.5 24.1 
9,094 5.9 12.4 

14,936 6.9 20.3 

7,761 
5,016 
6,459 
6,786 
4,206 
8,456 
6,957 

25,772 

1.6 6.1 
3.1 5.4 
2.2 6.0 
1,4 2.0 
1.5 2.5 
5.9 6.2 
8.5 19.5 
6.5 30.8 

University 41,718 9.1 47.51 30,730 7.0 41.8 
Total 87,820 5.0 100.01 73,448 4.3 100.0 

Note: Underemployed (in main job) are defined as people working 21 to 35 hours a week in the main job and reporting having a 
secondary job (hence, in most cases it i s  not by choice that they do not work full time in their main job). 
Source: World Bank estimates using 2003 and 2006 Household Budget Survey data. 

56 People can be forced to work less than normal working hours because the alternative (more hours) jobs are not 
available or are costly to find. People can be forced to work longer hours because o f  economic necessity. 
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Table 4.10: Underemployment, by Sector (main job), 2003 Compared to 2006 

2003 2006 

Number of Under- % of Total 
Under- employment Under- 

employed Rate, % employed 

Sector of Employment 
Agriculture, forestry, fishing 12,407 1.3 14.1 
Mining and quarrying 817 5.1 0.9 
Manufacturing 3,616 4.5 4.1 
Electricity, gas, water supply 4,112 20.6 4.7 
Construction 1,217 2.9 1.4 
Wholesale and retail trade, repairs 9,059 4.7 10.3 
Hotels and restaurants 999 6.2 1.1 
Transport, storage, and communications 5,692 7.5 6.5 
Financial intermediation 840 10.0 1.0 
R&D, computer, and related activities 1,944 6.2 2.2 
Public administration and defense; compulsory 
social security 10,137 11.2 11.5 
Education 24,973 17.9 28.4 
Health and social work 7,471 15.6 8.5 
Community and social services 4,186 10.0 4.8 
Private households as employers 0.0 

Number of Under- % of Total 
Under- employment Under- 

employed Rate, % employed 

10,215 1 . I  13.9 
1,393 5.2 1.9 
5,846 7.6 8.0 
1,538 8.0 2.1 
1,891 3.8 2.6 
7,520 4.8 10.2 

440 2.7 0.6 
2,412 3.3 3.3 
2,052 14.7 2.8 
1,579 6.3 2.1 

4,287 5.5 5.8 
23,048 16.8 31.4 
6,918 13.8 9.4 
3,274 8.6 4.5 

0.0 
Extraterritorial organizations 0.01 0.0 
Total 87,820 5.0 1OO.Ol 73,448 5.0 100.0 

Note: Underemployed (in main job) are defined as people working 21 to 35 hours a week in the main job and reporting having a 
secondary job (hence, in most cases it i s  not by choice that they do not work full time in their main .job). 
Source; World Bank estimates using 2003 and 2006 Household Budget Survey data. 

C. Characteristics of  Unemployment 

C.1. Who is Facing a Higher Risk of Unemployment in Georgia? 

178. Unemployment risk in Georgia i s  predominantly affecting the youth. The age group 2 1 to 25 
faces the highest rate of unemployment-30.8 percent (in 2006) compared to the average rate of 12.4 
percent (Table 4.1 1). Interestingly, the unemployment rate among those aged 15 to 20 i s  lower, reflecting 
the fact that in this age group there are many students who have a temporary job. In other words, the 
highest unemployment rate among those aged 2 1 to 25 indicates difficulties in entering the labor market 
for those who have very limited or no work experience but who look for jobs appropriate to their 
educational background. Controlling for other individual characteristics, the risk of unemployment for 
those aged 21 to 25 i s  about 22 percent. The unemployment risk declines to about 17 percent for those 
aged 26 to 30, and to 1 1 percent for those aged 3 1 to 35. The risk of unemployment tapers off further as 
age increases. 
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Table 4.11: Unemployment Profile, 2003 Compared to 2006 

Mtskheta Mtianeti 7,232 12.3 3.6 
Gender Female 101,314 10.3 50.6 

2003 I 2006 

8,030 14.3 3.3 
104,268 11.5 43.2 

Number of % of Total 
Unemployed Unemployment Unemployed 

Location Urban 161,680 18.9 80. i 
Rural 38,705 3.1 19.: 

Region Kakheti 10,357 4.8 5.2 
Tbilisi 100,788 23.6 50.2 
Inner Kartli 8,109 5.1 4.1 
Lower Kartli 10,241 4.5 5.1 
Samtskhe Javakheti 1,944 1.8 1.1 
Adjara 23,109 12.9 11,: 
Guria 2,099 2.4 1.1 
Samegrelo 9,384 4.5 4. i 
lmereti 27,122 6.6 13.: 

Variable Rate, % 

Male 99,071 9.0 49.4 
Age group 15-20 17,609 17.7 8.8 

Number of % of Total 
Unemployed Unemployment Unemployed 

Rate, % 
187,831 23.8 77.8 
53 442 4.6 22.2 

137,005 13.1 56.8 
22,539 24.6 9.3 

13,367 6.4 5.5 

17.9 
14.7 
11.7 
10.4 
11.5 
9.3 
7.0 
3.8 

117,200 
13,116 
17,072 
2,548 

27,083 
2,813 
6,122 

33,922 

50,784 
40,477 
26,547 
26,354 
26,624 
23,293 
12,845 
6,897 

28.3 
8.3 
8.0 
2.3 

17.3 
3.4 
3.4 
9.2 

60+ 9,769 2 3  4 9  
Education Secondary general 6,870 2 7  3 4  

Secondary general 66,463 8 1  332 
Vocationallsecondary special 42,285 9 6  21 1 
University 84,101 15 0 420 

Total 200,385 9 6  1000 

48.6 
5.4 
7.1 
1.1 

1 1.2 
1.2 
2.5 

14.1 

4,913 1 4  2 0  
13,710 6 8  5 7  
71,917 9 1  29 8 
55,313 12 6 22 9 
99,149 19 2 41 1 

241,273 12 4 100 0 

21-25 
26-30 
31-35 
36-40 
41-45 
46-50 
51-55 
56-60 

35,883 21.7 
29,446 14.9 
23,407 11.3 
20,904 9.1 
23,130 9.3 
18,626 8.6 
14,007 7.6 
7,604 6.7 

30.8 
20.7 
15.6 
12.1 
12.3 
10.7 
7.1 
4.7 

21.0 
16.8 
11.0 
10.9 
11.0 
9.7 
5.3 
2.9 

179. Gender does not appear to be a crucial factor in defining the risk of  unemployment. The 
unemployment rates among men and women are 13.1 percent and 1 1.5 percent, respectively (Table 4.1 1). 
Controlling for other individual characteristics, men and women face similar unemployment probabilities 
(Figure 4.4b). However, as discussed later, women are more likely to find themselves among unemployed 
if they have no previous work experience or if they are long-term unemployed. 

180. Unemployment rates are higher among more educated. The unemployment rate in Georgia 
increases proportionally with the education level-from 6.8 percent for people with below-secondary 
education, to 12.6 percent for people with vocational education, to 19.2 percent for people with higher 
education degrees (Table 4.1 1). However, controlling for other characteristics, the risk of unemployment 
does not vary much with the level o f  education (Annex 3, Table A.l). Women with a higher education 
education face a somewhat smaller risk o f  unemployment compared to the same category o f  men. Women 
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with vocational education face a somewhat higher risk of unemployment compared to men with similar 
education. 

18 1. The “educational attainment” mismatch i s  a significant cause of unemployment, The 
educational structure of the employed seems to differ considerably from that of the pool of unemployed. 
In other words, there i s  a substantial mismatch in the education level between what the labor market i s  
looking for and what those looking for jobs are able to offer (Table 4.12). The calculated index of 
education mismatch was equal to 16.7 percent in 2003, and it increased to 17.6 percent in 2006.j7 This i s  
substantially higher than for other countries in the region, including neighboring Armenia (World Bank 
2006). The estimated index indicates that 2.2 percentage points of the total unemployment rate of 12.4 
percent in 2006 i s  attributable to the education mismatch. 

Table 4.12: Composition of Employment and Unemployment, by Education Level, 2003 Compared 
to 2006 

2003 
% of Total N of % of Total Excess 

N of Employed Employed unemployed Unemployed supply (YO) 
Education < Secondary general 246,651 13.1 6,870 3.4 -9.7 

Secondary general 758,151 40.3 66,463 33.3 -7.0 
Vocationallsecondary ! 397,541 21 .I 42,285 21.2 0.03 
University 477,998 25.4 84,101 42.1 16.7 

2006 
% of Total N of % of Total Excess 

N of Employed Employed unemployed Unemployed supply (%) 
Education c Secondary general 188,332 11.0 13,710 5.7 -5.3 

Secondary general 721,744 42.2 71,917 30.0 -12.3 
Vocationallsecondary ! 383,611 22.4 55,313 23.0 0.6 
University 416,052 24.3 99,149 41.3 17.0 

Source: World Bank estimates using 2003 and 2006 Household Budget Survey data. 

182. Geography i s  a substantial determinant o f  unemployment. The unemployment rate in urban 
areas i s  five times higher than in rural areas-23.8 percent compared to 4.6 percent. Urban unemployment 
accounts for 78 percent of the total unemployment in the country. Of  note, the capital city of Tbilisi has 
the highest unemployment rate in the country and accounts for 49 percent of total unemployment. Adjara 
has the second-highest unemployment rate. The lowest rates are observed in Samtskhe Javakheti, Guria, 
and Samegrelo (Table 4.1 1). Controlling for other variables, residence in Tbilisi i s  associated with a 22 
percent risk of being unemployed compared to a 16 percent risk on average in other urban areas. The risk 
of unemployment in rural areas i s  less than 3 percent. The low unemployment rate in rural areas i s  
explained by the rural population’s reliance on subsistence agriculture. Substantial regional dispersions in 
the unemployment rate indicate low labor mobility across regions o f  the country. 

C.2. Duration of Unemployment 

183. The duration of  unemployment in Georgia has a bipolar shape. The bulk of unemployment i s  
accounted for by those who try to enter the labor market for the first time, and by those who could not 
reenter the labor market for a long time. In 2006, individuals who never worked before accounted for 
about 30 percent of total unemployment in Georgia. At the same time, 27 percent of people report having 

The education mismatch (which can also be considered the skill mismatch if education i s  used as a proxy for skill) 
i s  the sum o f  the “excess supply” for each level o f  educational attainment, where “excess supply” i s  a positive 
number. Naturally, the sum o f  a l l  positive and negative numbers should add up to zero. 

57 
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been unemployed (at least in the formal sector) for more than three years. The composition of 
unemployment in terms of  unemployment duration did not change much during 2003-2006 despite solid 
rates of economic growth (Table 4.13). 

Table 4.13: Unemployment Duration, 2003 Compared to 2006 

2003 2006 
N of o/ o of 1 otal N of % of Total 

Duration of Unemployment Unemployed Unemployed Unemployed Unemployed 
I m .  7,280 3.6 7,477 3.1 

1-3 m. 
3-12 m. 
1-2 years 
2-3 years 
> 3 years 

10,703 5.3 16,684 6.9 
27,881 13.9 25,733 I O .  7 
30,531 15.2 35,217 14.6 
18,620 9.3 19,165 7.9 
48,362 24.1 64,445 26.7 

Never worked 57,008 28.4 72,552 30. I 
Total 200,385 100.0 241,273 100.0 

Source; World Bank estimates using 2003 and 2006 Household Budget Survey data. 

184. Younger people and/or people with unfinished education and/or no labor market 
specialization are dominating the group trying to enter the labor market for the first time. Of the 
total unemployed aged 21 to 25, about 66 percent try to enter the labor market for the first time. This 
statistic drops to 29 percent for those aged 3 1 to 35. Among unemployed with no job specialization, about 
3 8  percent are those who seek to enter the labor market for the first time. The prevalence of no previous 
job experience i s  significantly higher among females-39 percent compared to 24 percent among males. 
There i s  also a noticeable differential between urban and rural residents in the percentage of unemployed 
with no previous work experience-26 and 42 percent, respectively (Table 4.14). 

Table 4.14: Unemployment Duration vs. Various Individual Characteristics, 2006 

Number of Never Unemployed Unemployed 1 Unemployed 

Location Urban 187.831 26.6 20.3 23.8 29.3 

Unemployed Worked, % < 12 m., % to 3 yrs., % > 3 yrs., % 

Rural 53,442 42.2 22.0 18.1 17.7 
Gender Female 104,268 38.6 12.0 20.7 28.7 

Male 137,005 23.6 27.3 24.0 25.2 
Age group 15-20 22,539 66.4 22.4 6 9  4.2 

21-25 
26-30 
31-35 
36-40 
41-50 
51-60 

50,784 63.2 10.1 17.5 9.2 
40,477 34.3 19.3 28.2 18.2 
26,547 29.5 20.5 27.4 22.5 
26,354 9.0 25.0 19.4 46.6 
49,917 2.8 28.0 28.7 40.6 
19,742 0.0 27.1 25.4 47.5 

60+ 4,913 0.0 10.8 16.6 72.5 
Education < Secondary general 13,710 44.4 27.6 16.8 11.2 

Secondary general 71,917 35.9 22.2 19.6 22.3 
Vocational 16,638 21.3 30.9 16.4 31.5 
Secondary special 38,675 18.1 13.8 24.4 43.7 . .  
University 99,149 30.3 18.6 26.1 24.9 

Specialization No specialization 82,159 38.3 22.5 19.1 20. I 
Professional 96,716 29.8 18.5 26.7 25.0 
Technician 44,705 22.5 14.6 25.7 37.3 
Clerk, service worker 5,475 13.5 32.9 10.9 42.7 
Craft worker 7,384 7.8 46.4 8.2 37.6 
Plant/machine operator 4,834 17.5 37.0 3.6 41.8 

Total 241,273 30. I 20.7 22.5 26.7 
Source; World Bank estimates using 2006 Household Budget Survey data. 
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185. Urban residents, women, older people, and individuals with specialized skills are more 
likely to report longer spells of unemployment. Twenty-nine percent of urban unemployed compared to 
18 percent of rural unemployed report having been unemployed for more than three years, and 29 percent 
of women compared to 25 percent of men report being unemployed for more than three years. The 
chances of long-term unemployment increase noticeably after age 35.  Among unemployed with 
secondary special education, 44 percent report a spell of unemployment of more than three years, which i s  
much higher than any other education group. For instance, this compares to only 22 percent among 
unemployed with secondary general education (Table 4.14). 

D. Labor Markets and Poverty 

186. Labor markets transmit growth to the poor when unemployment and/or underemployment 
are reduced, and/or the labor earnings of the poor increase. The unemployed poor benefit from 
growth through increased employment, and the working poor, whose share in total unemployment i s  
usually significant in low-income countries, gain from rising productivity and real earnings. Since the 
poverty profile i s  discussed in great detail in a separate chapter, we present here only a few key facts 
relating poverty and labor markets. 

187. The labor markets in Georgia since 2003 have seen many developments that are expected to 
be related to poverty. Real earnings generally increased during this period; however, the absolute 
number of employed declined by about 170,000 and the number of unemployed increased. The largest 
increase in real earnings happened in sectors that employ only a small fraction of the total employed, such 
as public administration (5 percent of total employment), financial services (0.8 percent), information 
technologies (1.5 percent), and health and education (1 1 percent combined). At the same time, 54 percent 
of the employed are concentrated in low-productivity, mostly self-subsistence agriculture, where earnings 
(including the value of in-kind consumption) remain extremely low. Given these characterizations of the 
labor market, it i s  not surprising that poverty in Georgia, especially in rural areas (where most of the poor 
are) remains deeply entrenched. 

188. Employment in public administration/public services i s  associated with a lower risk of 
poverty now compared to three to four years ago. As mentioned, during 2003-2006 the highest 
increase in real earnings happened for those employed in public administratiodpublic services, while this 
sector also experienced substantial downsizing. Consistent with this increase in real earnings for those 
(still) employed in public administration after the public sector reform, we find that residence in 
households where the household heads are employed in public administration/educatiodhealth i s  
associated with about a 3-percentage-point lower risk of poverty in 2006 compared to 2003. 

189. Employment status i s  significantly correlated with the incidence of  poverty. Among the 
working-age poor population, 66 percent are inactive or unemployed. This indicates that the lack of 
employment i s  one of the main causes of poverty. At the same time, working poor represent 34 percent of 
the working-age poor population. The share of working poor i s  much higher in rural areas41 percent 
compared to 26 percent in urban areas (Table 4.15a).’* 

190. A significant contribution to the total number o f  the poor i s  coming from those who are 
inactive in the labor market rather than unemployed. Inactive working-age individuals represent 28 

The profile o f  poverty by the employment status presented here i s  based on the labor data from the 2007 LSMS. 
In terms o f  the employmentiunemployment numbers these data are not comparable with the 2003-2006 HBS due to 
the differences in the questionnaire design. 
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percent of the total working-age poor, with respective numbers in urban and rural areas of 33 percent and 
25 percent (Table 4.15a). 

191. Employment in self-subsistence agriculture i s  a poor remedy against the risk of poverty. 
Earnings in self-subsistence agriculture (accounting for the value of in-kind consumption) are extremely 
low-about 20 percent of median earnings in wage employment. Yet, self-subsistence agriculture 
accounts for 73 percent o f  the total employed in rural areas, As a result of low earnings in self-subsistence 
agriculture and a high concentration of  labor there, the poverty incidence among individuals working in 
self-subsistence agriculture i s  22.6 percent, compared to 11.4 percent for wage earners (Table 4.1 5b). 

Table 4.15a: Distribution of  the Working-age Population, by Poverty and Individual Employment 
Status (shares of total employment, percent) 

Poor Non-Poor 
2007 2007 

Total  Working-age Population 
Employed 
Standard Error 
Unemployed 
Standard Error 
Inactive 
Standard Error 

34.5 50.9 
0.9 0.6 
29.4 19.1 
0.9 0.5 
36.0 30.1 
1.0 0.5 

Working-age Population Living in U r b a n  Areas 
Employed 25.9 42.3 
Standard Error 1.5 0.8 

Standard E r ro r  1.6 0. 7 
Inact ive 39.3 35.5 
Standard Error 1.6 0.8 

Unemployed 34.8 22.2 

Working-Age Population L iv ing  in R u r a l  Areas 
Employed 4 1  .O 63 .O 
Standard Error 1.2 0.8 
Unemployed 25.4 14.6 
Standard Error 1.0 0.6 
Inact ive 33.6 22.4 
Standard Error 1. I 0. 7 

'ole: Poverty Line = 71.6 Lari (2007 prices). 
Source: World Bank estimates using the 2007 LSMS data. 
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Table 4.15b: Poverty Incidence, by Type of  Employment and Urbanmural, 2007 
2007 

Wage empl. 
Urban 
Standard Error 
Rural 
Standard Error 
Total 
Standard Error 

Self-Empl (agr) 
Urban 
Standard Error 
Rural 
Stan dard Error 
Total 
Standard Error 

Own b u s i n e s s  (non-agr.) 
Urban 
Standard Error 
Rural 
Standard Error 
Total 
Standard Error 

Other  empl. 
Urban 
Standard Error 
Rural 
Standard Error 
Total 
Standard Error 

Tota l  working age 
Urban 
Standard Error 
Rural 
Standard Error 
Total 

9.7 
0.8Z 
16.3 

z .  44 
11.4 
0.7 1 

12.5 
2.89 
22.6 
0.85 
21.9 
0.82 

16.5 
1.75 
14.7 

2.20 
16.0 
I .  40 

18.4 
4.98 
25.4 
5.87 
21.3 
3.81 

17.6 
0.54 
28.7 
0.59 
22.6 

Standard Error 0.40 

Source: World Bank estimates using the 2007 LSMS data. 

E. Conclusions 

192. During 2003-2006, real monthly earnings in Georgia increased in line with economic 
growth rates. Following the “Rose Revolution” at the end of 2003, and subsequent political and 
economic transformations in Georgia, average real monthly earnings increased at about 9 percent per 
year. Much of the observed increase in earnings has been driven by the increase in wages of public 
servants as part of the reform of the public apparatus. During 2004-2005 alone, the wages in public 
administration increased by 77 percent-the largest rate of increase across all sectors. 

193. The period of political and economic transformation that started in Georgia at the end of  
2003 has yet to be accompanied by increased employment and/or reduction in unemployment. The 
absolute number of employed declined from the pre-reform level of 1.88 million people in 2003 to 1.71 
million people in 2006, or by 178,000. This decline in absolute employment was driven mostly by the 
downsizing of the public administration sector following the public administration reform, and the 
reduction in agricultural employment. Reforms have also pushed up the absolute number of  
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unemployed-from 200,000 in 2003 to 240,000 in 2006. However, after unemployment reached i ts  peak 
in 2004, there registered a slight decline. 

194. A gender gap i s  evident in many aspects of the Georgia labor market. Women’s participation 
in the labor market i s  much lower than men’s-57 percent compared to 75 percent. There i s  also a 
substantial estimated gap in monthly earnings between men and women. Unfortunately, the data do not 
allow analysis of to what extent this gap i s  attributable to the differences in hourly wages compared to the 
differences in labor supply. Women are also much more likely than men to find themselves among 
unemployed if they have no previous work experience and/or if they have been unemployed for a 
prolonged period of time. 

195. There i s  a good deal of evidence suggesting that economic realities make people stay in the 
labor force longer and/or work longer hours. The elderly population (age 60 and above) accounts for 
21 percent of total employment. Economic necessity coupled with longevity i s  the clear factor here. 
About one-tenth of Georgia’s workers are employed in at least two jobs, and at least one-quarter of 
Georgia’s workers are employed more than 4 1 hours a week. 

196. Earnings inequality i s  estimated to be quite high, and there i s  a substantial divide in the 
level o f  earnings between urban/rural areas and between the private/public sectors. The estimated 
Gini coefficient of monthly earnings i s  45 percent. There are substantial differentials in earnings between 
urban and rural areas and the private and public sectors. Income earners in urban areas are getting paid on 
average 43 percent more than those in rural areas. This gap in earnings between the urban and rural areas 
remained unchanged during 2003-2006. The actual gap would be even higher considering that many 
people in rural areas depend on subsistence agriculture, and do not have any cash income. As a result of 
the proportionally higher increase in wages in the public sector driven by the public administration 
reform, the gap between average earnings in the private and public sectors narrowed from 50 percent in 
2003 to 29 percent in 2006. There i s  an educational premium in earnings, which i s  especially pronounced 
in the private sector. While agriculture continues to be the dominant sector of employment, it i s  also the 
sector with one of the lowest rates of pay. 

197. Youth unemployment seems to be of  particular concern. The age group 21 to 25 faces the risk 
of unemployment in excess of 20 percent, even when other individual characteristics are controlled for. 
Analysis of the duration of  unemployment indicates that entering the labor market for the first time 
represents a particular problem for youth-66 percent of the total unemployed aged 21 to 25 are those 
who have no previous labor market experience. There appears to be no significant gender gap in the 
overall risk of  unemployment. However, women are much more likely than men to find themselves 
unemployed if they have no previous work experience or are long-term unemployed. The risk of 
unemployment appears to be much higher in urban areas. Urban residents, women, older people, and 
individuals with specialized skills are more likely to report longer spells of unemployment. The chances 
of long-term unemployment increase noticeably after age 3 5.  

198. Unemployment rates in Georgia are higher among the more educated labor force. While in 
most transitional and developed countries more-educated people are generally better positioned to locate 
jobs, in Georgia this i s  not the case. The unemployment rate i s  19 percent among higher education 
graduates, and 7 percent among individuals with less than secondary general education. The analysis 
indicates that a large pool o f  highly educated people in Georgia seems to contribute to the mismatch 
between the skills/education that the employers are looking for and the skills that the potential employees 
can offer. The estimates indicate that 2.2 percentage points o f  the total unemployment rate of 12.4 percent 
in 2006 was attributable to the education mismatch. If not properly addressed, the existing imbalance in 
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the labor market will continue to contribute to high unemployment, degradation of skills, and incentives 
for labor to migrates5’ 

199. The labor markets in Georgia since 2003 have seen many developments that are expected to 
be related to poverty. Real earnings generally increased during this period; however, the absolute 
number of employed declined by about 170,000 and the number of unemployed increased. The largest 
increase in real earnings happened in sectors that employ only a small fraction of the total employed, such 
as public administration (5 percent of total employment), financial services (0.8 percent), IT  (1.5 percent), 
and health and education (1 1 percent combined). At the same time, 54 percent of the employed are 
concentrated in low-productivity, mostly self-subsistence agriculture, where earnings (including the value 
of in-kind consumption) remain extremely low. Given these characterizations of the labor market, it i s  not 
surprising that poverty in Georgia, especially in rural areas (where most of the poor are) remains deeply 
entrenched. 

200. Employment in public administration/public services i s  associated with a lower risk of 
poverty now compared with three to four years ago. As mentioned, during 2003-2006 the highest 
increase in real earnings happened for those employed in public administration/public services, while this 
sector also experienced substantial downsizing. Consistent with this increase in real earning for those 
(still) employed in public administration after the public sector reform, we find that residence in 
households where the household heads are employed in public administration/education/health i s  
associated with about a 3-percentage-point lower risk of poverty in 2006 compared to 2003. 

201. Low earnings and high concentration of  labor in self-subsistence agriculture are the 
dominant drivers of poverty in rural areas. Earnings in self-subsistence agriculture (accounting for the 
value of in-kind consumption) are extremely low-about 20 percent of median earnings ,in wage 
employment. Yet, self-subsistence agriculture accounts for 73 percent of the total employed in rural areas. 
Those factors combined explain why the poverty incidence among individuals working in self-subsistence 
agriculture i s  22.6 percent, compared to 1 1.4 percent for wage earners. 

The analysis, based on the 2005 survey o f  return migrants in Georgia, indicates that: (a) most o f  the migration i s  
circulatory rather then permanent; (b) there i s  a clear distinction in the migration destination flows to CIS compared 
to non-CIS countries, driven by the level o f  educationhkills o f  the migrant; (c) most return migrants report the 
acquisition o f  new skills while abroad; and (d) return migrants gain in real earnings compared to their pre-migration 
level o f  earnings (Ivaschenko 2006). 
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CHAPTER 5: SOCIAL PROTECTION AND POVERTY IN  GEORGIA^^ 
A. Introduction 

202. Georgia’s system of social transfers reaches 57.8 percent o f  the population and includes 
pensions; assistance to internally displaced persons (IDPs); targeted social assistance (TSA); and 
subsidized energy consumption provided to certain categories of the population-pensioners, teachers, 
farmers, and so forth-on an ad hoc basis. In 2007, according to budget execution data, Georgia allocated 
4.1 percent o f  gross domestic product (GDP) to social transfers (for survey-based estimates see Annex 4, 
Table A.9). Their share o f  total budget spending was 13.2 percent. Relative to other countries in 
transition, and in particular to European countries, Georgia does not spend much on social protection. On 
average, in 2005, EU-15, EU-25, and EU-27 countries spent about 20 percent o f  their GDP on social 
protection programs. In the regional context, Georgia’s spending on social protection i s  similar to that o f  
Armenia, which in 2007 spent 4.8 percent o f  GDP on such programs. (For an overview o f  the social 
transfers in Georgia, see Annex 4, Box A. 1). 

203. Pensions are the largest social transfer in Georgia. About three-quarters (72 percent) of public 
spending on social transfers i s  allocated to pensions, and they are received by close to 850,000 
individuals. Of all Georgian households, 55 percent reported pensions as their source of income. In April 
2008, the average pension amounted to GEL 73 per month (about US$46), an 83 percent increase in 
nominal terms relative to April 2007. Despite this increase, pensions make up less than 15 percent o f  the 
average wage. In terms o f  the pensions’ share in GDP, at 2.9 percent o f  GDP, Georgia i s  among the 
Europe and Central Asia (ECA) countries with the lowest pensions/GDP spending ratios. 

204. Social assistance to poor and vulnerable households comprises targeted social assistance 
(TSA) and several categorical benefits (to poor single pensioners, poor pensioner couples, orphans, 
disabled children, blind people, and families with seven or more children). Categorical benefits are closed 
for new entries and are expected to be gradually replaced by TSA. 

205. TSA i s  aimed at providing income support and consumption smoothing among the very 
poor households in Georgia. I t  was launched in July 2006, after 18 months of intense preparation, 
including developing and testing a proxy means targeting mechanism, designing implementation 
procedures, establishing an agency, hiring and training o f  staff, developing an automated management 
information system (MIS), and receiving applications and collecting and processing information on more 
than 200,000 applicant households from al l  over Georgia. The proxy means-testing mechanism was 
chosen as suitable for Georgia because of the high level o f  informality of economic activities, which 
makes income from formal sources an inaccurate indicator o f  household welfare. All Georgian 
households are entitled to apply for TSA. At the end of February 2008, there were 467,749 households 
(40 percent o f  the households) with 1,486,281 members (35 percent of the population) registered with the 
database of the poor and vulnerable population. 

206. TSA i s  expected to gradually replace all categorical benefits. When TSA was launched, 
households receiving categorical benefits were given an option to register with the database, be tested and 
scored, and if they qualified, receive TSA, or to continue receiving their categorical assistance. Since the 
launch o f  the TSA, about half the households receiving categorical benefits have chosen to make a 
transition to the new system. Administrative data indicate that, currently, about 3 1,000 Georgian 
households receive categorical social assistance. 

This chapter was prepared by Aleksandra Posarac (Lead Economist, ECSHD), Oleksiy Ivaschenko (Economist, 60 

ECSHD), and Ivan Khilko (Consultant, ECSHD). 
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207. Assistance to internally displaced people (IDPs): The civil strife at the beginning of  the 1990s 
internally displaced more than 300,000 Georgians. Over time, some of the IDPs have lef t  Georgia, some 
have died, and some have changed their status by marrying. Consequently, their number seems to have 
declined. According to the census conducted by the United Nations, there were about 220,000 IDPs in 
Georgia in 2003. Al l  IDPs are entitled to receive some kind of assistance, irrespective of their well-being. 
In 2007, the Government spent GEL 32.5 million (0.2 percent of GDP) on benefits to IDPs. 

208. The energy subsidies are aimed at helping households cope with the cost of energy. They are 
distributed on an ad hoc basis, usually at the beginning of winter, to certain categories of the population, 
including teachers, pensioners, and farmers. In 2007, Georgia spent GEL 79 million (almost 0.5 percent 
of GDP) on energy subsidies. The program i s  envisioned to continue in 2008, although with a somewhat 
decreased budget allocation. 

209. This chapter is  divided into five sections. Section 2 provides details about coverage of social 
protection (SP) programs, section 3 provides information about the targeting of SP programs, section 4 
discusses the poverty impact of transfers, and section 5 provides conclusions and recommendations. An 
annex provides tables detailing the results of calculations carried out to produce the results discussed. It 
also includes a box providing a detailed description of the SP programs in Georgia. 

B. Coverage of Social Transfers 

210. Social transfers reach a majority o f  the Georgian population. Almost 60 percent o f  the 
population report living in households receiving at least one social transfer. Pensions reach most of 
the population; 53.4 percent o f  individuals lived in households receiving pensions. They are followed by 
targeted social assistance (6.7 percent) and other social assistance programs (4.2 percent) (Annex 4, Table 
A. 1). 

Figure 5.1: Coverage of Population by Targeted Social Assistance 
(By deciles; individuals are ranked by per adult equivalent pre-TSA consumption) 

1 2  3 4 5 6 7 8 9 10 I 
Source: World Bank estimates using 2007 LSMS. 

21 1. Coverage of most programs i s  higher in the lower (poorer) deciles, although it varies across 
programs. For instance, in the case of TSA, 3 1.6 percent of the bottom pre-TSA consumption decile and 
1 1.9 percent of individuals in the second-lowest pre-TSA consumption decile receive TSA; the coverage 
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then falls gradually, to 0.61 percent for the top decile (Figure 5.1). Pensions reach 88.3 percent of the first 
decile and 67.7 percent o f  the second decile o f  individuals ranked by their pre-pension consumption. 
Coverage o f  the top decile i s  much lower, at 33.6 percent (Figure 5.2). 

Figure 5.2: Coverage of Population by Pensions 
(Individuals by deciles; ranked by per adult equivalent pre-pension consumption) 

1 2  3 4 5 6 7 8 9 10 

Source World Bank estimates using 2007 LSMS. 

212. TSA i s  targeted well, but its coverage i s  limited. Relative to pensions, TSA covers a much 
smaller number of individuals-6.7 percent compared to 53.4 percent. Looking at the coverage o f  the 
poor and extreme poor population, TSA covers 30.4 percent o f  the extreme poor and 19 percent o f  poor 
population. Therefore, it falls short o f  reaching i t s  objective o f  assisting al l  people living in extreme 
poverty. TSA is, however, very well targeted, as 70 percent o f  i ts recipients are pre-TSA consumption 
poor. In other words, the error of  inclusion i s  30 percent. This targeting performance puts Georgia's TSA 
among the best-performing similar programs in the world (Annex 4, Table A.7). 

213. TSA coverage i s  much better when one looks only at households that have applied to be 
registered with the database on poor and vulnerable households and to have their eligibility to 
receive TSA tested.6' All Georgian household are entitled to register with the database on poor and 
vulnerable households and to be tested. So far, 40 percent o f  al l  households representing about 35 percent 
o f  the population have registered with the database. TSA coverage o f  the population registered with the 
database was 17 percent. The coverage o f  extreme poor registered population was 42.7 percent and o f  
poor registered population 3 1 percent. 

6'  An intense public information campaign preceded introduction o f  TSA. TSA i s  a demand-based program; that is, 
households self-select as potentially eligible. The self-selection process seems to perform quite well because the 
poverty incidence i s  much higher among the registered than the non-registered population. Overall poverty 
incidence among the registered population was 36.4 percent compared to 17.9 percent in the non-registered 
population. Respective percentages for extreme poverty were 16 percent and 5 . 5  percent. 
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C. T h e  Incidence o f  Social Transfers 

214. What share of program benefits accrue to poor and low-income households? Across all 
social transfers, 25.0 percent o f  program benefits are received by the bottom 20 percent of the population; 
at the other end, 16.0 percent o f  transfers are received by the top 20 percent of the population (Annex 4, 
Table A. 1). 

215. TSA distribution i s  strongly pro-poor (Figure 5.3 and Annex 4, Table A.1). Two-thirds o f  TSA 
resources accrue to the bottom quintile. Therefore, 20 percent of the population receives 65 percent o f  
resources allocated to TSA, resulting in a ratio between the population quintile and its share in the 
distribution o f  the TSA resources of almost 3.2, which i s  one o f  the highest among similar programs. The 
cumulative TSA distribution share reaches 81.1 percent for two bottom pre-TSA consumption quintiles. 

216. The analysis indicates that the TSA does not crowd out private transfers (Annex 4, Box 
A.2). The results of regression discontinuity design (RDD) using 2007 data fail to detect any statistically 
significant differences in the amounts of the private transfers between the TSA-recipient households and 
the households with the similar TSA score that receive no assistance. In particular, the average amount o f  
private transfers among the non-recipients was 33.5 (with a standard error o f  3.91) while the average 
amount o f  private transfers for the households receiving TSA was 30.2 (standard error of 6.85). This 
difference i s  statistically insignificant with a t-ration o f  0.46. The similar conclusions are made based on 
the multivariate analysis that controls for the differences in the observable characteristics o f  households 
from the two groups. 

217. Distribution of other social transfers i s  less pro-poor, with other social assistance 
performing better than pensions. The bottom pre-social assistance quintile gets 40 percent o f  resources 
allocated to other social assistance. For the bottom two quintiles, this percentage i s  60 percent. While this 
i s  not a poor performance, it could be improved to be more comparable to TSA. As far as distribution o f  
pensions i s  concerned, respective bottom quintiles shares are 30 and 50 percent. 

Figure 5.3: Cumulative Distribution of  Pension, TSA, and other Social Assistance 
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Source: World Bank estimates using 2007 LSMS 

218. The pro-poor distribution of  social transfers makes them an important source of  livelihood 
for the poor. Across all programs and all beneficiaries, mean social protection cash transfers comprise 12 
percent o f  household consumption. However, this figure jumps to 37 percent for overall poor and to 55  
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percent for extreme poor, thus highlighting the importance of these transfers for the poorest segments of 
society. Pensions and TSA both constitute a high share of household consumption across distribution, and 
particularly for the poor and extreme poor: pensions make up 28 percent of consumption for the poor and 
3 8  percent for the extreme poor, while TSA makes up 7 percent and 13 percent, respectively (Annex 4, 
Table A.2). 

D. Poverty Impact of Social Transfers 

219. Without social transfers, the extent of poverty in Georgia would be much higher. Without 
social transfers, the overall poverty incidence would increase from 23.6 to 35 percent (almost 50 percent); 
the poverty gap would more than double-from 7.2 percent to 16.9 percent-and the severity of poverty 
would increase almost five times-from 3.1 percent to 15 percent. The impact on extreme poverty would 
be even more dramatic-the incidence of extremely poor population would more than double, jumping 
from 9.3 percent to 20.3 percent; the extreme poverty gap would increase almost five times (from 2.4 
percent to 16.0 percent); and the poverty severity would increase 16 times-from 1 percent to 16 percent 
(Annex 4, Tables A.3-AS). 

220. Pensions account for the lion’s share o f  poverty reduction. The payments of pensions reduce 
poverty by about 9 percentage points in both cases, whereas TSA and other social assistance account for 
about a 1 percentage point reduction each. The impact of TSA, however, would be much higher if the 
program was expanded to cover more individuals, because coverage currently i s  relatively low. If TSA 
were to be expanded, the additional cost of bringing al l  of the extreme poor to the extreme poverty line 
would be about GEL 60 million, or between 0.4 and 0.6 percent of GDP. The lower estimate assumes 
perfect targeting, while the higher estimate allows for some error of inclusion and leakage of resources. 
The additional cost of bringing al l  poor to the overall poverty line would be about GEL 250 million, or 
1.5 percent of GDP, assuming perfect targeting. With an error o f  inclusion o f  about 30 percent, additional 
resources required to eliminate poverty increase to 2 percent of GDP. In another scenario, to extend the 
current amount of TSA to al l  extreme poor and poor, the cost estimate ranges from 0.4 percent to 1.1 
percent of GDP (Annex 4, Table A.8). 

221. Inequality would be significantly higher in the absence of social transfers. The Gini 
coefficient of the per adult equivalent consumption increases from 36.3 to 40.9 when social transfers are 
removed from household consumption (Figure 5.4). Adding pensions decreases the Gini to 37.7 and 
further to 36.3 when al l  other transfers are added. 

Figure 5.4: Gini Coefficients o f  PoDulation with Various Social Transfers 
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E. Conclusions and Recommendations 

222. Georgia’s social protection system i s  extremely important for poverty reduction. Without 
social transfers, the overall poverty incidence would increase by almost 50 percent and the poverty would 
become very deep and severe. The impact on extreme poverty would be even more dramatic: one-fifth o f  
the population would become extremely poor, the extreme poverty gap would increase almost five times, 
and poverty severity would increase 16 times. 

223. Good poverty reduction performance indicates effective use of  resources. For each 
percentage o f  GDP allocated to social transfers, the poverty incidence falls by 2.8 percentage points, the 
poverty gap decreases by 2.4 points, and poverty severity declines by 2.9 points. 

224. Pensions deliver most o f  the poverty reduction performance of  social transfers. Targeted 
social assistance (TSA) contributes to poverty reduction as well, but because of the small size o f  the 
program (0.4 percent o f  GDP, covering only one-fifth of the poor), the impact i s  much smaller. However, 
relative to its budget, TSA performs better than pensions in poverty reduction; for each point of GDP 
spent on TSA, poverty incidence declines by 3.5 points compared to 2.5 points for pensions. 

225. While Georgia’s TSA program i s  among the best-performing similar programs in the 
world, its coverage i s  limited. Seventy percent of  TSA beneficiaries are pre-TSA poor, indicating a 
reasonable error of  inclusion o f  30 percent. Almost two-thirds of al l  resources allocated to TSA are 
received by the bottom 20 percent of the population, ranked by their pre-TSA consumption. Yet, the 
program covers only 34 percent o f  its target group-extreme poor population. This low coverage i s  to a 
large extent driven by the modest resources allocated to TSA. 

226. During the next several years, Georgia should focus on eliminating extreme poverty. 
Covering the extreme poverty gap would require an additional 0.4 to 0.6 percent o f  GDP (to allow for 
some error o f  inclusion and leakage). The existing fiscal constraint could be relaxed by consolidating 
social assistance to internally displaced persons (IDPs) into TSA, completing the transition o f  other social 
assistance program into TSA more rapidly, and by integrating energy subsidies with the TSA program. In 
addition to allocating more resources to TSA, the following i s  recommended: (a) fine-tune the proxy- 
means formula used to target TSA based on the findings o f  the 2007 Living Standards Measurement 
Survey, (b) recertify households registered with the database for more than two years, (c) launch an 
information campaign and outreach efforts to encourage more households to register with the database, 
(d) consider increasing the cutoff score, and (e) differentiate the amount o f  TSA based on the poverty 
depth (that is, households whose proxy score i s  further down from the cutoff score are awarded higher 
benefits). 

227. Overall, given the importance of  social transfers for the well-being of the Georgian 
population, it i s  important to keep resources allocated to finance them at least constant in real 
terms (eventual consolidation o f  programs should not have a negative impact on resources). Preferably, 
their share in GDP would remain at least constant, or even increased, so that less-fortunate individuals can 
benefit from Georgia’s strong growth, as well. 
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CHAPTER 6: HEALTH REFORM, HEALTH OUTCOMES, 
AND POVERTY 

A. Introduction62 

228. Health issues loom large in the lives o f  Georgia’s poor. When asked to identify the main 
problems faced by their family, two-thirds of the poor mentioned the purchase of medicine, and over half 
noted medical services (Figure 6.1). These rates are substantially higher than those reported by the better- 
off, and they place health concerns on a par with food security and employment as the most important 
problems faced by Georgia’s poor. Similarly, when the L i f e  in Transition Survey asked Georgian 
households to name the top two priorities for government investment, the health sector was the most 
common answer, including among the poor (Figure 6.2). Health should thus be front and center in 
discussions about the scope for public policy to improve the lives of  the poor in Georgia. 

229. The relationship between health and poverty i s  varied and complex. Poverty makes people 
more vulnerable to ill health, and leaves them less able to cope and get better if they do fal l  sick. 
Causality also runs in the opposite direction, as poor health can lead to impoverishment if it causes lost 
income or high medical bills. In keeping with the World Bank’s recently updated Health, Nutrition, and 
Population strategy, this chapter will focus on issues related to two strategic objectives: (a) improving the 
level and distribution of health outcomes among the population, especially the vulnerable; and (b) 
improving financial protection (preventing poverty due to ill health).63 Policy issues related to both will 
also be discussed, with special reference to the recently introduced Medical Assistance Program (MAP) 
for the poor. 

230. I n  general the chapter offers a “mid-reform snapshot” of health and poverty in Georgia in 
2007. I t  i s  a “snapshot” because it draws largely on two household surveys conducted in the middle of 
that year, and in the absence of longitudinal data, it i s  not possible to disaggregate nationwide trends in 
recent years by socioeconomic status.64 It i s  “mid-reform” because the timing of the surveys implies that 
they capture a period after MAP was introduced (albeit with two different eligibility criteria and benefits 
packages), before the MAP voucher program was launched (in late 2007), before the Universal Benefit 
Package (UBP) i s  eliminated (expected around 2009), and during which all stakeholders are adjusting to 
the new policy regime (population knowledge i s  growing, the private sector response shifting, and 
government stewardship evolving). These reforms will be described further in the next section. In the 
midst of al l  these moving parts, more time and data will be required to reach clear conclusions. 

23 1. This chapter i s  structured as follows. Section 2 provides an overview of recent trends in health 
outcomes in Georgia in an international context, and a summary of the rapid reforms to the health sector 
currently underway in the country. Section 3 focuses on the distribution of health outcomes and their 
determinants among the poor and non-poor in Georgia, including indicators related to self-assessed health 
status, access, utilization, and satisfaction with health services. Section 4 takes a closer look at financial 
protection, and in particular the link between out-of-pocket spending and poverty. Section 5 discusses the 

62 This chapter was prepared by Owen Smith (Economist, ECSHD). 

contribution to fiscal sustainability and good governance, are not addressed here. 

Utilization and Expenditure Survey (HUES) described below. The Life in Transition Survey (LiTS) i s  also used. 

See World Bank (2007). Two other strategic objectives identified in this document, the health sector’s 63 

The surveys are the Living Standards Measurement Survey (LSMS) used elsewhere in this report, and the Health 64 
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potential contribution of MAP to the respective objectives. Section 6 summarizes and suggests key issues 
for policy consideration. 

Figure 6.1: Most Common Problems Faced by Households, by Quintile 
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p r e  6.2: Top Priorities for Government Investment Identified by Georgian Households 
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B. Recent Trends and Reform Initiatives 

B.1. Recent Trends 

232. Recent trends in Georgia’s health indicators point to steady improvements. Table 6.1 shows 
the evolution of key health outcomes during 2000-2006. L i fe  expectancy has increased and infant and 
maternal morality rates have declined. The number of maternal deaths in particular fel l  sharply between 
2004 and 2006, but since it i s  a rare event, these numbers are very small (corresponding to a decline from 
21 deaths to 11 deaths) and subject to measurement challenges, and thus it i s  difficult to automatically 
attribute this decline to specific changes in poverty or health system performance. In general, health 
outcomes reflect a wide array of determinants and tend to evolve more slowly than economic indicators, 
but the trend in Georgia i s  in the right direction. Future improvements may also be forthcoming in view of 
the increased rates of health care utilization, also shown in the table. 

233. Although the international focus i s  on maternal and child health and the Millennium 
Development Goals (MDGs), over 95 percent o f  mortality in Georgia i s  due to non-communicable 
disease and injuries. Cardiovascular disease i s  by far the leading cause of death. Key risk factors include 
high blood pressure for both genders, tobacco use for men, and high body mass index for women (WHO- 
Euro 2005). An alternative measure of  the disease burden i s  to calculate “excess deaths,” that is, the 
number of deaths from different causes that could be avoided if Georgia had the same mortality rates as 
those that prevail in Western Europe (EU-15). For example, the corresponding figures in Georgia are 9 
avoidable deaths each year due to maternal mortality, about 650 due to infant mortality, and nearly 15,000 
due to diseases of the circulatory system. This provides a strong indication of where the major gains in 
health status are to be found in Georgia. 

Table 6.1: Georgia: Recent Trends in Health Indicators 
- Indicator _ _ _  - .  . -  2000 2001 2002 2003 I 2004 2005 2006 

71.3 71.5 71.5 72.0 7i.4- 73.1 n.a. 
Health Infant Mortality Rate 22.6 22.9 23.8 24.8 23.8 19.7 n.a. 
outcome (per 1,000 live births) 
indicators Maternal Mortality 49.2 58.7 45.1 49.8 45.3 23.4 23.0 

(per 100,000 live 
births) 

system (per person per year) 
indicators 
Source WHOiEurope Health for AI1 database 

Health Outpatient Contacts 1.4 1.5 1.6 1.8 2.0 2.1 2.2 

234. Georgia’s health outcome indicators are generally better than those prevailing elsewhere in 
the Commonwealth of Independent States (CIS) but fall short o f  those in the new European Union 
(EU) member states. Table 6.2 compares health outcomes and health system performance indicators in 
Georgia and other European countries. With the exception of infant mortality, which remains relatively 
high, a l l  other health outcomes fal l  between those achieved in the CIS and EU-12. With respect to health 
system performance, however, Georgia lags far behind al l  regional groupings, with a low outpatient 
contact rate and high out-of-pocket spending. These issues will be discussed extensively in later sections. 
Overall, the combination of better health outcomes than in the CIS but worse system performance 
indicators i s  likely at least in part to be a reflection o f  the critical role of behavioral factors (for example, 
alcohol consumption or diet) in determining population health. I t  should not cast doubt on the 
considerable scope for further health system strengthening. 
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Table 6.2: Georgia and Region: Selected Health Indicators, Latest Available Year __-_ . ..... ..... . ........ ._._....._..__..._...-..-..........-..........I. 
Indicator Georgia EU-15 EU-12 CIS 

.... ................. ................. _..............I ....... .... iY!.-E!!!Y!Pel ....... iE.:.E!!O.Pl.-, ............. 
Life expectancy 73.1 79.7 74.0 67.0 
Infant mortality rate 19.7 4.3 8.3 13.4 

Health (per 1,000 live births) 
outcome Maternal mortality 23.0 5.3 9.0 28.2 
indicators (per 100,000 live births) 

Mortality due to diseases o f  545.1 238.7 523.4 773.0 
the circulatory system (per 
100,000) 
Outpatient contacts 2.2 6.5 7.8 8.6 

Health (per person per year) 

indicators health (% o f  total health 
system Out-of-pocket payment on 72.1" 16.0 27.2 37.4 

expenditure) 
Source: WHOEurope Health for A l l  database, except * = Georgia National Health Accounts, 2006. 

B.2. Recent Reform Initiatives 

235. From the end of the Soviet Semashko model of state health care in 1990 until 2005, the 
Georgian health sector was characterized by severe underfunding by the state, resulting in high 
out-of-pocket payments for health care and deteriorating infrastructure. A number of attempts at 
reform during this period (including experimentation with payroll-funded social insurance) did not 
fundamentally alter this picture. The general population i s  eligible for the Universal or Basic Benefits 
Package (UBP or BBP), which offers a limited benefits package with relatively high co-payments. In its 
current form it provides limited coverage for primary health care (PHC) services, a co-pay of 25 percent 
on emergency care, no coverage of planned inpatient care, and six days' coverage of urgent inpatient care. 

236. An ambitious health reform plan was launched in 2006. In the context of broader efforts to 
reduce the overall tax burden, and hence with limited public finances to spend on health, the thrust of the 
new reform initiative has been to promote greater private sector involvement in both finance and delivery 
and to target public funding to the poor. 

237. The most significant reform in terms of poverty implications i s  the implementation of  the 
Medical Assistance Program (MAP) for the poor, introduced in June 2006. The MAP offers a free, 
extensive benefits package financed through general tax revenues and targeted to the poorest segment of 
the population. The target group i s  identified by the same proxy means test carried out by the State 
Agency for Employment and Social Assistance (SAESA) for the Targeted Social Assistance (TSA) 
program, whereby each applicant i s  given a score based on a list of variables related to the household's 
welfare. There are currently about 690,000 individuals eligible to receive MAP benefits. A total MAP 
budget o f  GEL 80 million (about 0.4 percent of gross domestic product [GDP]) was planned for 2008. 

238. Despite its short life span, the M A P  has already rapidly evolved. Three different benefits 
packages have been offered (an initial one from June to December 2006, a less generous one from 
January 2007 to September 2007, and a new, most generous package from September 2007 to the 
present). The most recent version covers al l  primary care and urgent inpatient care (without limit), and 
planned inpatient care up to 15,000 GEL annually. Pharmaceuticals and dental care are excluded, in 
addition to a short negative list of other excluded services. Also, two different thresholds for eligibility 
have been implemented (a cutoff score of 100,000 up until December 2006, and a score of 70,000 since 
then, with the exception of Adjara region that has maintained a cutoff of 100,000 throughout). 
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239. The most significant change in MAP since its launch has been the new role o f  private 
insurance companies. Until September 2007, MAP was administered by the State United Social 
Insurance Fund (SUSIF), now renamed the Health and Social Programs Agency (HeSPA). These agencies 
reimbursed providers on a contracted fee-for-service basis. Beginning in September 2007, the 
responsibility for provider payment in the Tbilisi and Imereti regions shifted to private insurers, with 
other regions following suit between April and October 2008. Insurance companies are being contracted 
by HeSPA to purchase health care from providers on behalf of eligible households based on a capitation 
system (insurers in turn generally use case-mix methods for contracting providers). These capitation 
payments are being revised upward in 2008 to GEL 9.2 per month for ages 0 to 64 and GEL 15 per month 
for those aged 65 and over. It i s  hoped that private insurers will be able to achieve greater efficiency in 
health care purchasing than a public agency. In effect, the reform entails a transition from a single, 
passive state purchaser to multiple, active payers in the health services market. 

240. A key concern with private insurance competition i s  risk selection to attract a healthier and 
therefore less expensive risk pool, including by denial o f  coverage to less healthy individuals. 
However, a number o f  design features are intended to avoid this outcome. Insurers are prohibited from 
turning away any households that qualify for MAP, and they are required to offer the publicly defined 
benefits package across a minimum network of providers. The risk adjustment for the elderly should also 
help in this regard. As always, however, proactive implementation of these safeguards will be key to 
success. Four insurance companies were initially active in contracting for MAP, but the largest recently 
signaled it may withdraw due to the difficulty o f  making a profit. I t  will be important to monitor these 
developments closely. 

24 1. Those who do not qualify for MAP fall into two broad categories. First, the government i s  in 
the process of expanding state funding to provide health benefits to about 400,000 civil servants, 
including teachers, police, and military personnel. Private insurers are also being contracted to participate 
in this plan, but under different terms from MAP. The rest of the population (about 3.3 million) are 
potential beneficiaries of the narrower UBP,65 financed through the state budget, but there are plans to 
eliminate this funding in the near future, leaving these individuals to pursue coverage independently from 
the private insurance market. This would generate substantial budgetary savings, but at the risk of leaving 
a large share of the Georgian population with no coverage at all. Policy issues related to the full package 
of  health financing reforms will be discussed further in a later section. 

242. Reforms to privatize health care provision are also under way. The hospital sector suffers 
from excess capacity and i s  in need of reinvestment, and thus a hospital master plan was developed which 
envisions 100 new privatized hospitals with a bed capacity of 7,800 (compared to 17,000 now, but with a 
32 percent occupancy rate). The tendering and contracting process of hospital investment packages has 
begun, albeit slowly. Investors are required to follow the master plan with regard to the various 
departments and services to be available in each hospital, with only minor changes allowed. There are 
significant potential risks including substandard quality and/or delays in construction, and weak 
accountability mechanisms, especially because a secondary market for these hospital investment packages 
i s  expected to emerge (as original investors look to subcontract construction). The government expects 
that new hospitals will be complete within two to three years. About five hospitals are planned to remain 
in public hands. 

243. The Government also made a decision to privatize the primary health care (PHC) facilities 
beginning in late 2007. The approach to PHC privatization i s  divided into urban and rural components. 
In urban areas al l  PHC faci l i t ies will be sold, and it i s  expected that market competition wil l  help reduce 
the current overcapacity of urban PHC facilities identified in the PHC master plan. For the rural 

There are also some small, universal disease-specific programs (for example, HIVIAIDS). 65 
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component, where private investment i s  unlikely and could pose a risk to population access, the 
government has decided to provide rural physicians with grants. These one-time payments can be worth 
up to GEL 7,000 per practice and are intended for rehabilitation o f  facilities, purchase of medical 
equipment, and training in family medicine. Originally there had been a plan requiring providers to sign a 
contract agreeing to provide PHC services in the stipulated location for at least seven years, but this has 
yet to be implemented. The grant program has been rapidly rolled out in 2008. About 900 rural practices 
nationwide are foreseen according to the master plan. 

244. I n  sum, Georgia i s  undergoing a period of  rapid market-oriented health sector reform. It i s  
too early to reach any clear verdict on this ongoing process, but it will clearly have important implications 
for poverty and health. Careful implementation of safeguards to protect equity, and close monitoring of  
results, will improve chances for success. 

C. Health Outcomes 

245. The main objective o f  any health system i s  to improve health outcomes among the 
population, and since we are interested in equity, this means not only the level but also the 
distribution of  outcomes. This i s  also the first strategic objective of the World Bank’s recently updated 
Health, Nutrition and Population strategy. Health outcomes can of course be measured in many ways. The 
previous section showed recent trends in infant and maternal mortality (both MDGs), but unfortunately 
only nationwide averages are available for these indicators, because the most commonly used survey for 
analyzing equity of MDG outcomes, the Demographic and Health Survey (DHS), has not been conducted 
in Georgia. Information on differences in l i fe expectancy between the poor and non-poor i s  also lacking. 
But we care about morbidity as well as mortality, and here there i s  evidence of a clear health gradient in 
Georgia. This section offers a snapshot of equity in health outcomes and their determinants. 

246. There are stark differences in self-assessed general health status by rich and poor in 
Georgia (Figure 6.3). Respondents in the richest quintile are over three times more likely to report being 
in good health than those in the poorest quintile, while the poor are over five times more likely to report 
bad health than the rich. These responses reflect subjective perceptions of well-being, and while they may 
include some bias, the health literature suggests that this i s  a significant predictor of mortality and a more 
reliable metric for gauging health status than current morbidity or the use of medical care (Gertler and 
others 2000). We can be confident of the existence of a steep gradient, if not the exact magnitude, and as 
such these results point to an important area for improvement in the Georgian health sector. Box 6.1 
compares patterns of self-reported health satisfaction in Georgia with the rest of the world. 
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Figure 6.3: Self-assessed Health, by Quintile 
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Box 6.1: Health Satisfaction Around the World 

I n  2006, nationally representative samples of  132 countries were asked about their “health 
satisfaction” and “life satisfaction” by the Gallup polling company. Descriptive analysis was carried 
out by Deaton (2007). The figure below shows the relationship between health satisfaction and national 
GDP per capita. Each circle represents a country, and the plotted regression lines provide a disaggregation 
by age of the country averages represented by the circles. In general, there i s  a clear positive correlation 
between health satisfaction and national income among older cohorts, but no significant relationship among 
the young. Other findings (not shown) suggest a general decline in health satisfaction with age in most low- 
and middle-income countries, and this profile i s  particularly steep in the Europe and Central Asia (ECA) 
region. With respect to l i fe  satisfaction, the survey revealed a positive relationship with national GDP per 
capita that was generally consistent across all age groups. 

Georgia i s  an outlier in the survey results. It reported thefourth lowest average rate o f  health satisfaction 
in the world (after Ukraine, Haiti, and Russia), despite having much better “objective” health indicators 
such as l i f e  expectancy than many other countries (for example, in Africa). Interestingly, low rates o f  
satisfaction with general health in Georgia relative to other countries does not appear to translate into low 
satisfaction with health care services, since Georgia has one o f  the higher rates o f  satisfaction in this regard 
among transition countries, as reported in the LiTS and discussed in Sundaram and Zaidi (2007). Georgia i s  
also somewhat unusual on the l i f e  satisfaction scale. Along with Armenia, it i s  the only country among the 
bottom 20 in terms o f  average reported l i fe  satisfaction that i s  not among the world’s poorest nations. 
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247. Identifying the causes underlying these inequalities in health status can provide important 
information to inform policies. Untangling the “health production function” i s  complicated, however, 
because in addition to income, health status can reflect a wide array of considerations including genetics, 
behavior, education levels, exposure to pollution, access to medical care (physical and financial), 
utilization of services, the quality o f  care received (clinical and non-clinical), and so on. In the absence of 
complete data on each of these factors, here we can only provide some general speculation of the relative 
importance o f  various factors in determining these inequities. 

248. Behavioral issues such as tobacco use can have an important impact on health equity 
outcomes independent o f  health system performance. Tobacco use i s  a key risk factor in Georgia’s 
disease burden, particularly for men, Figure 6.4 shows adult smoking prevalence by quintile. Although 
overall tobacco use i s  somewhat more common among richer quintiles, the poor are more likely to smoke 
non-filtered tobacco products. As the figure also indicates, tobacco expenditures account for a larger share 
o f  total household consumption among the poor, reaching 13 percent in the poorest quintile. Further work 
on behavioral issues such as diet, exercise, and alcohol use may also provide useful insights. 
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Figure 6.4: Tobacco Use and Expenditures, by Quintile 
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249. Health system indicators that do not reveal a significant difference between the poor and 
non-poor include physical access to care and satisfaction with health care provided. Figure 6.5 
shows physical access (proximity) to a doctor. Despite the greater proportion o f  poor in Georgia living in 
rural areas, there i s  no significant difference across quintiles in physical proximity to health care. Of 
course, the poor may face greater costs (direct and indirect) in reaching the nearest provider, but distance 
i s  not a key constraint. Figure 6.6 shows indicators o f  satisfaction and trust by quintile. This i s  a possible 
proxy indicator for the non-clinical quality o f  health care received (for example, waiting times, doctor 
attitudes, and so forth). Due to informational asymmetries, its reliability as an indicator o f  clinical quality 
o f  care i s  less certain. Again, there i s  no distinguishable gradient across quintiles. This i s  a good sign, 
since in other country contexts the poor may suffer from systematic discrimination. There i s  also l i t t le 
sign o f  a gradient with respect to the frequency with which informal payments are reported to be required 
by providers. 

Figure 6.5: Physical Access to Doctor, by Quintile 
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Figure 6.6: Satisfaction and Trust, by Quintile 
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250. Although there i s  only a mild pro-rich gradient with respect to utilization of  health care 
services, this pattern suggests significantly less equality than may appear at first glance. Figure 6.7 
shows utilization of health care services over a six-month period, with use o f  about 27 percent by the 
poorest quintile and 35 percent by the richest quintile. However, in view o f  the generally better state of 
health of the non-poor noted above, an “equal” pattern o f  health care utilization conditional on need 
would entail significantly higher rates of utilization by the poor.66 

25 1. The (self-reported) share o f  the adult population aged 30 and over who have had their blood 
pressure taken during the past year is  almost 50 percent higher in the richest quintile than the 
poorest (Figure 6.7). This suggests several observations: (a) there i s  inequality not only in the decision to 
seek care, but also in the intensity o f  treatment received; (b) the clinical quality of care received by the 
poor may be worse than that provided to the rich; and (c) it i s  likely that there are higher rates o f  
undiagnosed chronic disease (for example, hypertension) among the poor than among the rich. As noted 
in the previous section, high blood pressure i s  the most important risk factor for poor health among both 
men and women in Georgia. 

The self-assessed health indicator and utilization data are drawn from different surveys, and therefore a 66 

calculation o f  utilization conditional on need cannot be easily made with available sources. 
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Figure 6.7: Utilization of Health Services, by Quintile 
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252. A major reason underlying inequality in utilization i s  financial access to care. As a result, 
the poorest quintile i s  approximately twice as likely as the richest to forego care due to financial 
barriers. Figure 6.8 shows the reported frequency o f  financial barriers causing households to forego a 
medical consultation when sick, the purchase o f  prescribed drugs, and hospitalization when advised by a 
doctor. Although there i s  variability in the middle quintiles, the gap between the richest and poorest 
quintiles for al l  three indicators i s  clear, as the poorest quintile i s  approximately twice as likely as the rich 
to forego care due to financial barriers. Out-of-pocket payments for health care, which as noted are among 
the highest in the European region, will be examined in more detail in the next ~ection.~' 

Figure 6.8: Financial Access to Health Care, by Quintile 
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A common exercise in measuring equity in health finance i s  benefit incidence analysis. This, however, cannot be 
undertaken in conjunction with available survey data until the 2007 National Health Accounts exercise i s  complete. 
But given the high rates o f  out-of-pocket spending on health and rapidly changing budget priorities in the sector, the 
value o f  such an exercise will be greater once the reform dust settles. 

67 
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253. I n  sum, there i s  evidence of significant inequality in health outcomes between the rich and 
poor in Georgia. The factors that play a role in the “health production function” are complex, but the 
evidence suggests that a significant component of this inequality can be attributed to differences in 
utilization o f  care and the underlying financial access considerations. Section 5 will address preliminary 
evidence on the scope for MAP to improve these indicators. Other factors, such as physical access to care 
and non-clinical quality as proxied by indicators o f  satisfaction and trust, do not appear to reflect 
significant inequality. As noted earlier, it bears repeating that the snapshot of indicators provided here i s  
taken in the midst o f  far-reaching reforms to the Georgian health sector, and more time and data will be 
required for a clearer picture to emerge. 

D. Financial Protection and Out-of-pocket Payments for Health 

254. While health system objectives typically emphasize improving health, the topic o f  the 
previous section, another important objective i s  financial protection. The need for health care i s  often 
unpredictable and costly, and public policy has a potentially important role to play in improving 
household welfare in the face o f  this uncertainty. Unfortunately, it often does not live up to this potential. 
This section looks at Georgia’s record in providing financial protection in health, with special reference to 
the poor. 

255. A key reason for emphasizing financial protection is  because health expenditures are 
qualitatively different from most other items in a household consumption basket. This i s  because the 
spending i s  usually not voluntary (for example, if arising due to an unwanted health shock), and may not 
be associated with an improvement in household well-being to the same extent as the purchase o f  other 
items. A household forced to make high health expenditures would not have these resources available for 
spending on necessities such as food and shelter. Also, the uncertainty and potentially high cost 
associated with health expenditures make them amenable to prepayment and risk-pooling arrangements. 
For all these reasons, a more desirable counterfactual to high out-of-pocket spending on health would be 
some form o f  prepayment mechanism (whether through general taxes or a contributory insurance scheme) 
to provide financial protection against health shocks. This has been achieved in many countries, but not in 
Georgia. 

256. The main indicator used to evaluate financial protection in health i s  out-of-pocket payments 
(OOP), and in Georgia these are quite significant by any metric. Although estimates vary widely in 
absolute (GEL) terms across different surveys (see Box 6.2), they are clearly substantial both as a share o f  
total household consumption (about 7 to 10 percent), and by international standards. According to the 
most recent national health accounts exercise conducted in 2006, OOP represents 72 ercent o f  total 
health expenditure in Georgia, which would rank it highest out o f  53 European countries. 6H) 

Box 6.2: Measuring OOP: How High i s  Out-of-pocket (OOP) Spending on Health Care in Georgia? 

Estimating health care utilization and out-of-pocket payments through household surveys can be 
challenging. A common approach i s  to ask individuals about their last visit to a health care provider, often 
restricted to a certain time frame such as the past month. However, those who are sick, especially with a 
serious andor chronic illness, may make several visits during that period, and often to more than one 
provider. The survey results in this case wi l l  tend to underestimate both utilization and expenditures. 
Moreover, rare events such as hospitalizations are more easily captured through longer recall periods, 
whereas more “regular” occurrences such as drug purchases or clinic visits are better addressed over shorter 
periods to reduce recall bias. For these reasons, guidelines for health modules tend to recommend more 

WHO-Europe Health for All database. The most recent data for other countries i s  2004 
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thorough survey instruments to capture al l  visits, and multiple recall periods depending on the type of 
service (for example, one month for outpatient care and 12 months for inpatient care) (Gertler and others 
2000). But an extensive health module may not bt? feasible in the context o f  a general consumption 
expenditure survey. 

Existing surveys in Georgia may be subject to some of these shortcomings in estimation. The regular 
Household Budget Survey (HBS) uses a four-week recall period for utilization that can capture only one 
visit for general curative care, and does not ask about utilization at all for the chronically ill. Expenditures 
are captured using a three-month recall period. The LSMS does not ask about utilization, and adopts a 12- 
month recall period for health OOP (and most other non-food expenditures). On the other hand, the 2007 
Georgia Health Utilization and Expenditure Survey (HUES) was able to focus exclusively on health issues 
and thus employed a survey instrument that more closely followed the recommended approach.a Results for 
health care utilization were broadly comparable to available administrative data on service use. 

As a result, there is considerable variation across surveys in their estimates of OOP for health in 
Georgia. While both the HBS and LSMS surveys estimated average health expenditure o f  about GEL 70 
per person annually, the HUES estimate was three times higher. Although the true figure i s  unknown, it i s  
likely that the HBS and LSMS results are significantly underestimated. However, these issues do not 
findamentally alter the storyline in this section. Since the consumption aggregate (particularly for non-food 
expenditure) may also be underestimated, and this serves as the denominator in calculations o f  catastrophic 
OOP, the resulting ratio should be more reliable. With respect to international comparisons o f  
impoverishment due to OOP, Georgia’s indicators may be even higher, but i ts  near-worst relative ranking 
would remain unchanged. Nevertheless, future survey work in Georgia should be mindful o f  these issues. 

a. The HUES sampled households that had participated in the 2006 HBS, and thus could use the 
consumption aggregate from that survey. The sample size was 3,2 18 households. 

257. A decomposition of OOP into subcategories also provides useful insights. Estimates are quite 
consistent across surveys, with medicines accounting for slightly over half o f  al l  OOP, hospital services 
about one-quarter to one-third, and ambulatory services representing about 20 percent o f  the total. 
Although drugs represent the largest category of  spending, the variability o f  OOP on health services i s  
larger. In addition, the shares vary significantly by socioeconomic status, with poorer households 
spending over two-thirds o f  their OOP on drugs, while the corresponding figure for the better-off i s  closer 
to 40 percent. The share of  spending devoted to hospital and surgical services i s  quite low by the poorest 
quintile, but much higher by richer quintiles. While the new Medical Assistance Program (MAP) for the 
poor provides coverage for most health services but excludes drugs, the higher drug share among the poor 
i s  also observed among those poor who are not beneficiaries. The issue o f  drug spending wi l l  be 
discussed further in the next section. 

258. A common approach for evaluating out-of-pocket (OOP) expenses for health i s  to measure 
the extent to which they are “impoverishing.” That is, if a household has total consumption 
expenditures (pre-OOP) above the national poverty line, but their total non-medical spending (post-OOP) 
i s  below the poverty line, they could be considered to have suffered impoverishment due to OOP for 
health. Whether this i s  an accurate way to evaluate the true poverty impact o f  OOP i s  a matter for debate, 
and i s  discussed in Box 6.3. For now, impoverishment due to OOP for health in Georgia i s  illustrated 
graphically in Figure 6.9. Households are ranked along the horizontal axis by total consumption. The 
vertical “drip” lines represent OOP for health, and the poverty line i s  indicated by the horizontal line at 
GEL 7 1.6. When total household consumption places a household above the poverty line but health OOP 
drops them below, it can be argued that impoverishment due to health spending has occurred. Although 
the thickness o f  the vertical lines may exaggerate the incidence of  impoverishment, it i s  nevertheless a 
frequent occurrence. 
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Box 6.3: Issues in Measuring Financial Protection in Health 

The discussion in this section about impoverishing and catastrophic OOP for health raises several 
issues that warrant closer scrutiny.* On one level they may underestimate the disruptive impact o f  illness 
on households. Most obviously, they do not account for income losses arising from a health shock (for 
example, time away from work), which in some contexts have been shown to be even more important than 
the direct impact of medical bills (Gertler and Gruber 2002). However, this i s  arguably an issue to be 
addressed by the social protection system more broadly, not just by health financing arrangements. 
Moreover, a full analysis o f  this would require more sophisticated survey instruments than those currently 
available for Georgia. A second reason i s  that high OOP at the point o f  service may oblige families to 
forego necessary treatment altogether, and this would not be captured in the data discussed in this section. 
Wh i le  such a scenario i s  indeed worrisome, it concerns financial access as an instrument to achieve better 
health outcomes (as discussed in the previous section), rather than considering financial protection as an 
important objective of the health system itself, as it i s  addressed here. 

On the other hand, the approach discussed here may also overestimate the disruptive impact of OOP. 
First, it presumes OOP i s  involuntary. In some instances this i s  surely not the case, but to assume the 
opposite, that health spending i s  entirely discretionary, seems even less plausible, so as a first 
approximation this seems reasonable. Second, and more important, the discussion ignores the issue o f  how 
households actually cope with high OOP. We have assumed that in the absence of OOP, total consumption 
would have been the same, but the household could have afforded spending on “better” things. In reality 
households are likely to draw on several possible coping mechanisms that would allow for consumption 
smoothing, such as drawing down savings, borrowing, or selling assets. I t  has been assumed here that a 
costly illness episode in one period has an immediate and commensurate impact on total consumption in 
the same period, which i s  surely not right. However, a full analysis o f  this would require detailed 
longitudinal surveys on illness episodes, health spending, and other household decisions, which are not 
currently available. Although coping mechanisms allow for the possibility of a “softer landing” in the 
aftermath of a health shock than the results here suggest, recourse to these channels s t i l l  implies a 
significant negative impact on inter-temporal well-being, and i s  therefore less desirable than the existence 
of appropriate prepayment and risk-pooling mechanisms that would truly provide financial protection to the 
population. 

a. The discussion here borrows from Wagstaff (2008). 

Figure 6.9: Impoverishing Effect o f  OOP for Health 
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259. High OOP for health has a significant impact on poverty among Georgian households. 
Using the concept of impoverishment we can recalculate key poverty indicators in Georgia by “netting 
out” OOP. Indeed, because health spending does not necessarily capture an increase in household welfare 
in the same manner as other goods, a case i s  sometimes made to exclude it altogether from the 
consumption aggregate and thus from calculations of poverty statistics (Deaton and Zaidi 2002). As 
presented earlier in this report, the poverty headcount in Georgia i s  23.6 percent, a figure that i s  based on 
a consumption aggregate that includes OOP for health. If we calculate the poverty headcount without 
OOP, it rises to 26.5 percent. Thus, an additional 3 percent of Georgian households are classified as poor 
if we subtract their (potentially involuntary and non-welfare improving) health expenditures. The 
incidence of poverty does not capture the severity, and thus we can make the same adjustment for 
calculating the poverty gap. This rises from 7.2 percent to 8.3 percent of the poverty line when we 
account for OOP. The mean positive gap i s  30.3 percent of the poverty line. 

260. Georgia fares quite poorly relative to other countries in terms of  providing financial 
protection against impoverishment due to OOP. Table 6.3 compares Georgia with several Asian 
countries, both low and middle income, for which similar measures have been calculated. Only Vietnam 
has a higher indicator. 

Table 6.3: Impact of Health OOP on Poverty Indicators, Selected Countries 

Headcount Due to OOP 
4.9% 
4.1% 

12.7% 
2.6% 
2.9% 
6.0% 
2.1% 
1.6% 
2.1% 
4.3% 
2.8% 

Due to OOP 
9.4% 

Country Percentage Change in Percentage Change in 
(normalized) Poverty (normalized) Poverty Gap 

Bangladesh 
China 
Georgia 
India 
Indonesia 
Kyrgyz Rep. 
Malaysia 
Nepal 
Philippines 
Sri Lanka 
Thailand 

7.1% 
16.1 O/o 

6.0% 
4.7% 
8.0% 
3.0% 
3.4% 
2.8% 
5.3% 
4.2% 

__ Vietnam __ 
Note Based on national poverty line-in Georgia, US$Z/day elsewhere 
Source Georgia LSMS and van Doorslaer and others (2006) 

18.3% __ - - - _ _  12.1% -_-. 

261. An alternative approach for highlighting the impact o f  OOP on households i s  to measure 
the extent to which they are “catastrophic.” Impoverishing OOP puts the emphasis on crossing the 
poverty line irrespective of the size of payments. Catastrophic health expenditures occur when they 
exceed some threshold of either total or non-food expenditure. The choice of threshold i s  somewhat 
arbitrary, but here we will follow a common practice in recent literature and use 10 percent of total 
consumption expenditure and 25 percent o f  nonfood expenditure. Again, the idea i s  that these 
expenditures displace spending on other goods and services, and would not be incurred if appropriate 
prepayment mechanisms were in place. The extent to which this metric accurately captures the disruptive 
nature of high OOP i s  also a subject of debate, as discussed in Box 6.3. 

262. The incidence of  catastrophic OOP for health in Georgia i s  also high relative to other 
countries. The share of households with OOP exceeding 10 percent of total expenditure i s  estimated to be 
17.6 percent in Georgia, with a mean positive overshoot among those households of 13.1 percent of 
expenditure. The share of households for which OOP exceeds 25 percent of non-food expenditure i s  25.7 
percent, with a mean positive overshoot of 18.5 percent. For comparison purposes, these rates exceed any 
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o f  those that prevail in 14 Asian countries as shown in Table 6.4. An alternative definition o f  catastrophic 
OOP, 40 percent o f  “capacity to pay,” was used to calculate results for 59 other countries, and Georgia 
has a higher incidence than al l  but 6 o f  these (and al l  but 1 o f  13 transition economies in that dataset, as 
shown in Table 6.4). 

Table 6.4: Households Experiencing Catastrophic OOP, Selected Countries 
Country 10% of  Total 25% of Non-food Country 40% of Capacity 

to Pay 
Bangladesh 15.6% 14.7% Azerbaijan 5.8% 
China 
Georgia 
Hong Kong 
India 
Indonesia 
Korea 
Kyrgyz Rep. 
Malaysia 
Nepal 
Philippines 
Sri Lanka 
Taiwan 
Thailand 

12.6% 
17.6% 
5.9% 

4.4% 
10.4% 
5.8% 
2.0% 

4.6% 

10.8% 

5.9% 

3.0% 
6.4% 
3.5% 

1 1.2% 
25.7% 
2.4% 
9.8% 
4.4% 
4.8% 
9.3% 
0.8% 
9.2% 
3.8% 
3.4% 
1.5% 
1.8% 

Bulgaria 
Croatia 

Czech Rep. 
Estonia 
Georgia 
Hungary 

Kyrgyz Rep. 
Latvia 

Lithuania 
Romania 
Slovakia 
Slovenia 
Ukraine 

2.0% 
0.2% 
0.0% 
0.3% 
5.1% 
0.2% 
0.6% 
2.7% 
1.3% 
0.1% 
0.0% 
0.1% 
3.9% 

Vietnam 15.1% 15.1% West. Europe avg 0.6% 
Source: Author calculations for Georgia (LSMS); van Doorslaer and others (2007); Xu and others (2003). 

263. I n  sum, although more ideal indicators o f  the disruptive impact of OOP on Georgian 
households are elusive, there i s  strong evidence pointing to a lack of financial protection in health in 
Georgia. OOP for health i s  high whether measured relative to total consumption or by international 
standards. The next section considers whether M A P  i s  l ikely to help in this regard. 

E. Preliminary Evidence on the Impact o f  the Medical Assistance Program 
(MAP) 

264. The most important ongoing health reform in terms of equity implications i s  the MAP. This 
section provides some preliminary evidence on the abil ity o f  M A P  to improve on the findings related to 
health outcomes and financial protection noted above. 

265. A prerequisite for the success of MAP in improving both health outcomes and financial 
protection for the poor will be good program coverage and targeting. The evidence in this regard i s  
mixed. Figure 6.10 indicates the number o f  M A P  beneficiaries and non-beneficiaries by consumption 
quintile, and suggests there i s  a significant coverage shortfall, with only about 25 percent o f  the poor 
receiving M A P  benefits. This i s  in part a result o f  budget limitations. About 44 percent o f  M A P  
beneficiaries are poor, which i s  significantly lower than the TSA (70 percent), but M A P  has a higher 
eligibil i ty threshold (70,000 instead o f  52,000) and larger number o f  beneficiaries (about double). 
Reflecting the poverty profi le presented in earlier chapters, and the extent to which M A P  does reach the 
poor, it i s  noteworthy that M A P  beneficiaries are older, more rural, and have a household head that i s  less 
l ikely to be in the labor force than non-beneficiaries. 
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Figure 6.10: MAP Coverage: Beneficiaries and Non-Beneficiaries, by Quintile 
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266. There i s  evidence that MAP i s  having a positive impact on utilization of health services by 
beneficiaries and therefore has good potential to improve health outcomes among the poor. Figure 
6.1 1 shows utilization of “urgent care” by beneficiaries and non-beneficiaries during the first six months 
of the program in late 2006 (when the eligibility threshold was a score of 100,000) (Hou and Chao 2008). 
It draws on administrative data and adopts a regression discontinuity design for conducting impact 
evaluation. It indicates that MAP cardholders in the region of the threshold were nine times more likely to 
use urgent care than households that were not eligible (from about 1 urgent care utilization per 1,000 
people every six months to nearly I O  per I,OOO). Utilization has also increased among the poorest of the 
poor. While there are some important caveats about the magnitude of this increase in ut i l i~at ion,~~ the 
positive direction of the impact ( i f  not the size) i s  certain, and i s  suggestive of good program potential to 
improve health outcomes. It should be reiterated, however, that MAP beneficiaries cannot always be 
equated with the poor in view of the targeting performance noted earlier, and this will need to be 
improved if MAP i s  to achieve its potential to reduce inequalities. 

These arise due to data issues (dropped observations where no score was available) and supply-side noise 
(different provider reimbursement rates). There should also be concern that illness episodes were being reclassified 
“urgent” in order to gain coverage when this was not the case. Data are not available to compare total health care 
utilization by MAP and non-MAP populations, which may be more similar. 
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Figure 6.11: Impact o f  M A P  on Utilization of  Urgent Care, 2006 
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267. Early evidence suggests that MAP i s  not having a significant impact on OOP for health, 
most likely due to the exclusion of  drugs from the MAP benefit package. Using a sample of 
households drawn from the LSMS in the neighborhood of the new threshold eligibility score of 70,000, a 
regression discontinuity analysis suggested no impact of MAP on lowering total out-of-pocket payments 
for health. There is, however, some weak evidence that MAP i s  lowering non-drug OOP (that is, 
expenditures on health care services only).” As indicated in Figure 6.12, the probability that a household 
faces out-of-pocket spending on non-drug health bills that exceeds 10 percent o f  total consumption i s  
lowered by about 5 percentage points at the threshold score if it receives the MAP benefit. 

Figure 6.12: Impact of MAP on Probability of Incurring Catastrophic Non-Drug OOP 
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Source: Author calculations, based on LSMS 

The evidence i s  weak in the sense that significance o f  the dummy variable for beneficiaries i s  not always robust to 
changes in functional form (linear or quadratic) or to variation of  the bandwidth on which the regression 
discontinuity design i s  estimated. Potential reasons for a weak response o f  OOP to MAP could include the 
following: (a) persistent informal payments; (b) the survey recall period includes early 2007, when a less 
comprehensive benefits package was offered; (c) the survey recall period includes the early stages o f  MAP 
implementation, and therefore households identified as beneficiaries may not have been members for the full twelve 
months for which expenditure data was collected. 
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268. Although the introduction of insurance has the potential to reduce the incidence of 
catastrophic health expenditures, international evidence from other low- and middle-income 
countries provides a mixed picture. While such comparisons can only be indicative given wide 
variation in pre-reform ( i f  any) and post-reform benefits packages, significant declines in OOP spending 
following insurance expansion cannot be guaranteed. For example, while programs to improve coverage 
in Mexico and Thailand in 200 1 did help reduce the incidence of catastrophic health spending, reforms in 
Vietnam and China had more mixed  result^.^' The reasons why insurance reforms may not reduce the 
frequency of high OOP vary, but often arise due to increased utilization coupled with less than full 
coverage of services. Supplier response can also play a role. A planned impact evaluation of MAP should 
provide insights on this issue in the Georgian context. 

F. Conclusion and Policy Recommendations 

269. The preceding sections highlighted the significant inequalities in health status and health 
care use between the rich and poor in Georgia, and a lack of financial protection from high out-of- 
pocket expenditures. The potential of the MAP program to address these challenges was also discussed. 
This section summarizes some implications for current policy reform initiatives. As noted earlier, it i s  
important to underline that the policy environment i s  rapidly evolving-benefits packages have been 
redefined more than once, eligibility criteria changed, financing mechanisms reformed, and al l  
stakeholders are on a steep learning curve-and as such more time and data will be required to reach clear 
conclusions about policy impact. Here we provide only some initial speculation on key issues. 

270. Although the impact o f  M A P  on utilization suggests it can help improve health outcomes 
among beneficiaries, i t s  overall effect on the poor will be diluted unless coverage is  strengthened. 
Reducing the large number of poor who are not currently benefiting from MAP should be a key priority. 

27 1. The broad evidence on M A P  coverage and its impact on key indicators also suggest policy 
implications with respect to non-beneficiaries. In particular, the reality that three-quarters of Georgia’s 
poor are not currently benefiting from MAP coverage, while those who are covered have responded with 
much higher utilization rates of  health care than similar households just above the eligibility score (as in 
Figure 6.1 l), implies a certain inequality of i t s  own. This will become even starker if plans to eliminate 
the UBP for the non-MAP population are carried out. Policies that soften this “all-or-nothing” approach to 
insurance coverage-for example, by offering intermediate coverage in the form of co-payments or 
alternative less generous benefits packages-might be considered after the initial stage of MAP 
implementation i s  achieved. 

272. The characteristics o f  households that face high out-of-pocket health bills but do not have 
M A P  coverage also points to the potential consequences of  UBP elimination. A regression of the 
probability of these households suffering catastrophic OOP (defined as exceeding 10 percent of total 
consumption) on various household characteristics suggests that the most vulnerable are those households 
with elderly (over 65), young children (under 5), and a household head who i s  not employed.’* These 
households are also the least likely to successfully obtain health insurance coverage from the private 
market due to risk selection by insurers and the absence of employer-based risk-pooling options. 
Although UBP does not offer extensive service coverage and includes significant co-payments, it does 
offer some financial protection, and the fate of these households once it i s  eliminated should be the focus 
of  increased policy discussion. 

These examples are cited in Wagstaff (2008). 71 

72 The education and gender o f  the household head and urbanhral location are not significant correlates o f  high 
OOP. 
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273. The limited impact o f  MAP on OOP for health underlines the implications for financial 
protection of  excluding drug costs from the benefit package. As noted, drug costs typically represent 
about two-thirds o f  total OOP for health by the poor, whether they are MAP beneficiaries or not. The 
variability of drug spending i s  much lower than that for health services, and thus the “insurance value” of 
covering drugs may be less. But to the extent that medication plays a key role in improving health 
outcomes, their exclusion will be important. Indeed, given the likelihood that chronic care i s  less 
commonly diagnosed among the poor, MAP may lead to higher OOP as more service use by individuals 
identifies their previously unknown need for prescription medication to manage chronic disease. In this 
event, MAP would help health outcomes but financial protection could deteriorate. Of course, expanding 
the benefit package to include medication would have a significant impact on program cost and therefore 
f iscal sustainability. Partial drug coverage by MAP (with relatively high co-payment rates) could help 
balance these objectives. Alternatively, a closer look at the pharmaceutical sector and the scope for 
achieving lower drug prices could reveal possible reforms that would have as large an impact on OOP as 
the introduction o f  MAP. 

274. I n  addition to MAP, the reforms aimed at promoting a larger role for private providers 
(both PHC and hospitals) will also affect health equity in Georgia. Whether these effects are positive 
or negative will depend to a large extent on the enforcement of safeguards to protect both access and 
quality o f  care. Strengthening the oversight and stewardship functions of the Ministry o f  Health to 
oversee the private health sector should be a top priority in this regard. 

275. I n  sum, the rapidly changing policy environment in Georgia offers the potential to address 
some of  the inequalities in the health sector identified earlier. However, much remains to be done. The 
coverage of  MAP i s  a particularly important area for improvement. While early evidence on MAP 
suggests a positive impact on utilization, there has been less progress in providing financial protection. 
The vulnerability o f  non-MAP beneficiaries, if and when the UBP i s  eliminated, should also be an area o f  
policy focus. Broadly speaking, the “all or nothing” character of both MAP eligibility (below or above 
70,000) and benefit package definition (health services or drugs) may warrant reconsideration as 
programs are revised and fine-tuned. 
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CHAPTER 7: EDUCATION REFORM, EDUCATION OUTCOMES, AND 
POVERTY 

A. Overview of the Education Sector73 

276. Since the Rose Revolution, the Government of Georgia has undertaken a comprehensive (and 
impressive) reform process in the education sector. The focus of the reform has been to redesign the old 
education system through institutional change and infrastructure improvements (Box 7.1). The process 
included “finance and governance” reform whereby management of the education system was 
decentralized. Al l  educational institutions were established as public legal entities. Now, each school i s  
governed by a Board of Trustees empowered by a financial management authority. The administrative 
structure of the education system has also been adapted. Former Regional and District Departments of 
Education have been replaced by a network of 72 Education Resource Centers (ERCs) responsible for 
facilitating the work of schools through collecting data, organizing training, conducting research, and 
monitoring accounting. The finance reform of  the education sector reflects the promise made by the 
government (since the Rose Revolution) to fight corruption. The government in January 2006 introduced 
a per capita funding formula nationwide at the general secondary education level. Under the new scheme, 
schools receive a direct transfer of funds from the Ministry o f  Education and Science (MoES) based on 
the number of students enrolled for a given year. The voucher covers current school expenditures, of 
which teacher salaries are the main component. Ongoing reforms in Higher Education in Georgia are 
primarily carried out in compliance with requirements of the Bologna Process. The Bologna Process aims 
to create a European Higher Education Area by 2010, in which students can choose from a wide and 
transparent range of high quality courses and benefit from smooth recognition procedures. The Bologna 
Declaration of June 1999 has put in motion a series of reforms needed to make European Higher 
Education more compatible and comparable, more competitive and more attractive for Europeans and for 
students and scholars from other continents. 

277. Georgia’s education system has achieved internationally acceptable levels of  net enrollment 
and school survival rates despite relatively modest levels of public expenditure. Public expenditure 
on education in Georgia, at approximately 2.7 percent of gross domestic product (GDP) in 2007, i s  very 
low relative to the Europe and Central Asia (ECA) and the Organization for Economic Co-operation and 
Development (OECD) country average (at approximately 4.4 percent and 5 .O percent of GDP, 
respectively). Since 2000, Georgia has spent roughly 2.2 to 2.7 percent of i t s  GDP on education. In 2004, 
expenditure on education showed a sharp increase (to 2.9 percent of GDP) as the government fully paid 
the accumulated arrears on teacher salaries. Despite the fact that Georgia spends on education half of 
what i s  spent on average within the region, indicators such as gross primary and secondary enrollment 
rates do not differ from those regionally (Figure 7.1). 

This chapter was prepared by Diego F. Angel-Urdinola (Economist, ECSHD), Nino Kutateladze (ETC, ECSHD), 73 

and Ivan Khilko (STC, ECSHD). 
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Figure 7.1: Gross Primary/Secondary Enrollment Rates in 2005, Georgia in the ECA context] 
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Source: EDSTATS (2005). 

Box 7.1: The Education System in Georgia 

Georgia’s education system i s  structured as follows: noncompulsory preschool education (2 years), compulsory 
education (9 years: 6 years for primary education and 3 years for lower-secondary education), upper secondary (3 
years), and tertiary education (4 years for bachelor’s degree and 2 years for master’s- level education). In addition, 
the system offers programs for initial vocational education after the completion of compulsory education, and higher 
professional education and training that can be obtained after completion o f  the full cycle o f  secondary education, 
and offers education for students with special needs. 

I 

278. Georgia has a large school system serving a shrinking school-age population. According to 
data provided by the 2005 Education Management Information System (EMIS), Georgia’s compulsory 
education system comprises approximately 620,000 students, 66,000 teachers, and 3,100 school buildings 
(approx. 2,600 schools). The student-teacher ratio i s  approximately 14.4 at the primary education level 
and 9.2 at the secondary education level (the ECA averages in 2005 were 16 and 12 percent for primary 
and secondary, respectively). This low ratio (given Georgia’s low levels o f  expenditures) i s  the heritage o f  
a large education structure previously financed under the Former Soviet Union (FSU). Also, Georgia had 
a larger student population in the early 1990s than i t  does today.74 A difficult political economy o f  
downsizing the teacher force i s  compounded by the fact that the current system provides strong incentives 
for teachers over retirement age to stay in the job. This phenomenon arises mainly because the average 
teacher pension in Georgia (currently at GEL 70 per month) i s  lower than the average teacher salary 
(currently GEL 200 per month) despite recent efforts to close this gap (pensions have almost doubled 
since 2006). Furthermore, labor market opportunities for older teachers outside the school system are still 
not very promising and teachers over retirement age (60 for women and 65 for men) are not forced into 
retirement, partly because o f  a general lack o f  qualified younger/entry-level teachers. 

74 During 1991-1994, following a collapse o f  the economic output by 72 percent and a corresponding collapse o f  the 
tax base, public expenditure on education in Georgia decreased from 7 percent to 1 percent of GDP. This was one o f  
the worst declines in output in the ECA Region-the most severe cut in the Region in public spending on education 
and unique in the history o f  education worldwide (World Bank 2001). Despite the shock, the country managed to 
retain a large share o f  the teachers employed in the system by freezing wages and accumulating arrears. Similar to 
other countries in transition and other sectors o f  the labor market, adjustment took place through lower wages and 
arrears rather than through firing people. Public expenditures on education increased back to 2.4 percent of GDP by 
1998 and have remained roughly unchanged since. 
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279. Demand for general education services i s  projected to decrease rapidly in the near future. 
Due partly to migration and partly to declining fertility rates, the population of  Georgia has been 
decreasing in recent years (a drop that has been noticeable for the education system), and the trend i s  
expected to continue in the near future. Estimates indicate that during 2005-2050, Georgia’s school-age 
population will contract by 45 percent (at a rate of  1.7 percent per year). This trend will inevitably have 
an impact on the future demand for education services. While currently Georgia’s education system 
serves approximately 604,000 children aged 5 to 14, it will serve only 270,000 children of similar age in 
2050. This sharp decrease in demand provides additional grounds for further development strategies to 
rationalize the already underutilized school system which, as of today, operates with greater-than-needed 
stocks of schools and teachers (Figure 7.2). 

Figure 7.2: School-age population i s  expected to shrink rapidly in the short-to-medium term. 
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Source; UN population database. 

280. Rationalization i s  a very sensitive issue, with major political constraints. Public general 
education in Georgia i s  predominantly funded from the central budget. As part of the reform, greater 
financial and management autonomy has been granted to schools, which have been converted from local- 
government budget organizations to autonomous Legal Entities of Public Law (LEPLS), and are funded 
directly from the Ministry of Education and Science (MoES) via per-student financing scheme. Schools 
are governed by the recently elected School Boards of Trustees, composed of elected teachers and 
parents, a student representative, and in some cases, a local-government representative. The Board 
appoints the school director, approves the budget, and oversees and advises school management. The 
lump-sum amount (which i s  generally equivalent to a student voucher times the number of student) 
(Table 7.3) i s  transferred from the MoES into the school’s own bank account and can be spent in any way 
that the school management, approved by the Board, decides. However, spending i s  subject only to a 
minimum salary for teachers, depending on their qualifications, experience, and the size of their class. 
Local departments of education have been replaced by a network of 72 Educational Resource Centers 
that facilitate (rather than control) a school’s work through collecting data, organizing trainings, 
conducting research, and monitoring financial accounting. 

281. Georgia has more teachers and schools are becoming larger than what the system requires 
to operate adequately. With the exception o f  schools in more populated regions (Tbilisi, Mcheta 
Mtianeti, and Kakheti) school facilities are being underutilized. In regions like Guria, Achara, and Lower 
Qartli, school utilization rates vary between 82 and 89 percent. Although utilization rates higher than 70 
percent are generally considered acceptable, maintenance of some large schools (some of which are 
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largely in disrepair) i s  quite co~t ly . ’~  Moreover, given that the student population i s  shrinking rapidly, 
demand for schools i s  likely to decrease further in the near future. Although the government has engaged 
in an aggressive process of school administrative consolidation (more details below), the process i s  not an 
easy one. School consolidation means that some school principals will lose their status. Also, in mountain 
areas, where access to schools i s  limited and the population i s  scattered (such as in Guria and Mcheta 
Mtianeni), schools can be neither consolidated nor closed, because students would not have access to 
other schools within a reasonable distance. Furthermore, the main challenge o f  consolidation i s  reducing 
the number o f  teachers. As presented in Table 7.1, in order for the education system to achieve a teacher- 
student ratio aligned with the ECA average (16 students to 1 teacher), about 28,000 teachers would be 
made redundant. Due to social and political implications of cutting teacher jobs, this i s  likely to be a slow 
and far-reaching process.76 Also, in mountainous regions, where the student population i s  small and 
largely poor, it may not be possible to achieve higher student-teacher ratios. 

Table 7.1: Many schools in Georgia are not working at full capacity 
Average Student-teacher Actual Number Number of  

Utilization Ratea Ratio of  Teachers Excess Teachers 
Inner Qartli 94.27 9.22 5,269 2,233 
Tbilisi 99.20 12.55 1 1,883 2,560 
Achara 87.47 8.42 7,425 3,519 
Guria 82.42 7.54 2,592 1,37 1 
Imereti 90.97 8.68 10,704 4,897 
Kakheti 96.54 8.99 6,422 2,8 I 3  
Mcheta Mtianeti 101.82 7.02 2,570 1,442 
Lower Qartli 88.88 10.30 7,394 2,632 
Samtskhe- Javakheti 94.72 7.54 4,624 2,446 

Total - 9.27 66,573 28,023 
Sam e gre 1 o 92.34 7.45 7,690 4,110 

Note: a. Utilization rate i s  defined as the number of  classrooms used compared to the number o f  classrooms available for 
academic purposes. 
Source: World Bank using EMIS 2005. 

282. Most of the general education budget in Georgia i s  spent on teacher wages and wage-related 
taxes, leaving very little space for capital investments. The quality of the schools built during the 
Soviet times was generally poor. Emphasis on school maintenance was scarce during these times, and the 
collapse of education spending at the beginning of the transition resulted in large capital disinvestments. 
As a consequence, the current stock of school infrastructure i s  deteriorating quickly. Yet, about 92 percent 
o f  the overall budget for general education i s  spent on teacher salaries and utilities (mainly school 
heating, water, and electricity). As indicated in Table 7.2, capital expenditures for general education are 
quite low (at about 4 to 5 percent of overall education spending), given the rapid deterioration of the 
nation’s large stock of school infra~tructure.’~ 

283. There i s  obviously a tradeoff the Georgian government has to make between investing in 
their teachers or  in infrastructure. Investing in teachers has proven internationally to be one of the 
most effective ways to improve education quality. Nevertheless, partly due to significant increases in 
teacher wages and expenditures on utilities during 2004-2005 (wages increased from 62.9 to 71.2 percent 

In some cases, given the precarious state o f  some school buildings, it i s  cheaper to consolidate schools and build a 
new building than to rehabilitate the existing infrastructure (World Bank 2006). 

The Education Management Information System o f  MoES indicates that the national student-teacher ratio based 
on full-time equivalent for the academic year 2006-2007 was 14 in cities, 10.5 in villages, and 7 in mountainous 
regions. 

Recent energy price increases may have negatively affected Georgia’s recurrent budget for financing public 
education. 
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of the overall budget), capital expenditures decreased from 5.5 percent of the total budget in 2003 to 2.5 
percent in 2004 and to 1.9 percent in 2005.78 Teacher salaries in Georgia are defined by the recently 
adopted teacher pay scheme (MoES Decree No. 576 dated October 21, 2005), which provides a basis to 
remunerate teachers above the minimum threshold accounting for their qualifications and experience. The 
relative position of teachers has improved recently; the average salary for teachers i s  now between GEL 
195 and GEL 283 per month depending on teacher workload, years of experience, and educational 
qualifications. While investing in teachers i s  a policy decision that should be encouraged and praised, the 
government needs to be aware that deteriorating schools contribute to lower quality of learning (by 
promoting studentheacher absenteeism and a deficient learning environment), and that there i s  an urgent 
need to mainstream more capital investments into the system. 

Table 7.2: Expenditures on general education (primary, basic, and upper secondary) are mainly 
allocated to pay for teacher wages. 

Item as a Share o f  the FY2000 FY2001 FY2002 FY2003 FY2004 FY2005 
Total Budget 
% salaries 69.00 66.81 63.61 64.42 62.90 71.23 
% contributions to social 19.60 22.33 22.58 21.83 24.91 14.45 
security 
YO utilities 3.97 3.51 4.92 5.47 3.93 6.53 
YO capital expenditures 3.24 3.53 5.3 1 5.44 2.48 1.89 
% other expenses 4.19 3.82 3.57 2.84 5.78 5.90 
Total nominal 
expenditure (in thousands 
o f  GEL) 58,501 82,053 95,525 91,219 168,425 131,433 

Source; Ministry o f  Education o f  Georgia. 

284. An impressive set of reforms of finance and governance of  educational institutions have 
been prepared since 2001 and launched since 2005. The finance reform in Georgia was largely 
designed to improve efficiency and transparency in resource allocation through addressing the 
shortcomings of the old system inherited from Soviet times. Under the old system, the largest share of 
funding for secondary education was allocated by the local government. The budget o f  the rayon (district) 
came from two main sources of revenue: a transfer from the central Ministry o f  Finance and local taxes. 
The funds for education were transferred to the district offices, which then distributed them among 
schools in an unclear manner. While this practice works very well in many other countries (and especially 
in those with developed decentralized systems), inequities in capacity and control mechanisms across 
districts in Georgia was a major constraint to this choice o f  financing system. Transfer amounts were 
iteratively negotiated without clearhtandard parameters and le f t  much room for corruption. As a result, 
the previous system was characterized by large disparities in per-student expenditures and lack of 
transparency in resource allocation in the absence o f  adequate criteria. One of the key targets of the 
government was to take away education funds from local governments to avoid misappropriation of 
funds. Today, the Ministry of Education i s  fully responsible for managing resource allocation. The 
government launched the implementation of the new per-capita-based funding scheme nationwide in 
January 2006. 

Since the introduction o f  per capita financing, consolidated data are no longer available by type o f  spending item. 
One hypothesis for this i s  that teacher salaries after 2005 account for an even higher share o f  total spending, given 
the 2006 reform o f  teacher wages. Compiling this information from individual school spending reports may not be 
easy, but it i s  necessary in order to monitor progress and financial performance. The MoES should design 
mechanisms to collect, compile, and process the sector’s consolidated financial information. 
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285. Under the new scheme, schools receive direct transfers o f  funds from the Ministry of 
Education based on the number of students enrolled for a given year. The voucher covers current 
expenditures of schools including teacher salaries. The per-student voucher levels were defined by 
Government Decree No. 182 dated October 14, 2005. The formula i s  relatively simple and differentiates 
costs per student only by geographic location (highest for those in remote regions of the country, lowest 
for those in cities). Coefficients are set as 100 percent of the voucher for urban schools, 140 percent for 
rural schools, and 170 percent for mountain areas. Voucher levels have since increased several times by 
government decree (Table 7.3). 

Table 7.3: Value o f  Student Vouchers (in GEL) 
2006 2007 2007 since 2007 since 

October December 
City Voucher 220 235 250 300 
Village Voucher 330 350 350 420 
Mountain Voucher 3 96 425 425 510 

Source: Government Decree No. 246 dated November 13, 2007; Government Decree No. 191 dated September 12, 2007; and 
Government Decree No. 182 dated October 14, 2005. 

286. Despite significant progress, there are still a number of financing issues to be resolved. 
Under the current allocation scheme, small schools (generally in rural areas) have complained to the 
Ministry claiming they are underfunded, despite receiving additional funds. Such schools represent 34 
percent of the total number of schools. Roughly 53,388 students are enrolled in these schools (9 percent 
of the total public secondary school student population). At the same time, large schools in the ci ty are in 
a far more advantageous situation and some receive more funds than needed for regular operation. The 
Ministry has yet to find solid data supporting these claims and, if verified, address the problem through 
fine-tuning the current allocation formula. Also, while the new financing system aims at improving 
efficiency and at reducing corruption, there i s  no assessment of whether this has been the case. 

287. Sufficient financial resources and well-defined maintenance responsibilities are pivotal to 
school sustainability. The lack of school maintenance (as will be explored in detail in section 4) has been 
a serious problem in Georgia. To address this issue, Georgia decentralized school ownership (without 
selling rights) to autonomous school boards (Andrews 2005), which, in theory would assume 
responsibility for capital development and maintenance of  school buildings, reducing (but still retaining) 
legal dependence on local governments for this purpose. The main problem with this initiative i s  that it 
poses intrinsic disadvantages for poor districts with low executing capacity. Not al l  districts in Georgia 
enjoy the same fiscal capacity, and thus the ability to maintain schools may differ substantially across 
districts. The initial per capita financing scheme prohibited the use of school-voucher funds for capital 
investment. An amendment to this was made by the Law on Secondary Education in 2006. However, 
funds received through per capita are not always enough to undertake the needed maintenance and repairs 
in some large and highly deteriorated schools. Currently, the law i s  unclear about how to finance major 
capital repairs, and the government i s  developing a strategy to address this issue. 

288. The government also launched a two-stage school consolidation process. The initial phase 
was carried out prior to the establishment of schools as public legal entities (2005), and involved 
administrative mergers of primary and basic schools with neighboring complete secondary education 
institutions. As a result, the number of schools was reduced from the existing 3,154 to 2,500. The second 
stage was launched in parallel to the introduction of  a new per capita financing system at the secondary 
education level, during which the number of small schools was optimized, further reducing the number of 
schools to 2,33 1. School consolidation has not contributed to lowering the needs for capital investments 
and maintenance, since most school buildings remain open and functional after consolidation (World 
Bank 2006). 
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B. Inequalities in Access to Education and Affordability 

0 - - ,  , , , , , , , , , , , , , , , , , , , , , 

289. While at the basic mandatory education level (nine years o f  schooling) no major differences 
in enrollment rates are observed between poor and non-poor populations, they are large at the 
preschool and postsecondary levels. As illustrated in Figure 7.3, differences in enrollment rates do not 
differ much between richer and poorer between ages 7 and 15 (normal ages to be in basic education). 
However, enrollment rates for individuals between years 4 and 7 (normally the age to be at preschool) in 
the poorest quintiles are 20 to 30 percent lower than those for individuals in the richest quintile. This large 
difference may be explained by the fact that preschool (not being compulsory) i s  mainly paid out-of- 
pocket. At age 7, about 68 percent o f  al l  the children in the richest quintile are enrolled in school 
compared to only 53 percent in the poorest quintile, suggesting late enrollment in basic education, 
especially among the poor. Enrollment rates increase rapidly after age 7, reaching almost 100 percent at 
age 9 for poor and non-poor children. Between ages 15 and 17 (the ages that correspond to upper- 
secondary school), enrollment rates drop rapidly among the poor. At age 17, presumably after having 
finished upper-secondary education, enrollment rates drop rapidly both among rich and poor individuals. 
At age 18, enrollment rates among children in the richest quintile are more than twice as high (70 percent 
compared to 30 percent) as those for children in the poorest quintile. Enrollment rates decrease steadily 
for poor and non-poor individuals after age 20. Preschool and postsecondary enrollment rates are 
significantly lower among children from the Armenian and Azeri minoritie~.’~ 

Figure 7.3: Enrollment rates by age suggest large inequalities in access to preschool and tertiary 
education between (minority) poor and (non-minority) non-poor children. 
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Source: World Bank using Georgia 2006 HBS data. 

290. There are some differences in school attainment between poor and non-poor children and 
between urban and rural areas. Figure 7.4 displays completion rates in Georgia among individuals in 
the age 16 to 29 cohort. Almost everybody included in this population has finished primary school and 
has attained some incomplete secondary (although some individuals in the poorest quintile drop out after 
having attained primary school). Differences in attainment between the poorest and richest individuals 
(and between urban and rural areas) become larger at the secondary education level. Secondary 

79 Unfortunately, HBS data do not ask households about the year in which students are enrolled by education level 
(that is, we know whether students are enrolled in primary education but not whether they are in their first, second, 
or third year). As such, the data do not allow computation o f  net enrollment rates by education level. 
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completion rates are roughly 85 percent among individuals in the highest quintile compared to 70 percent 
among those in the poorest quintiles. A similar difference holds among individuals living in urban areas 
compared to those living in rural areas. Note than a 70 percent secondary completion rate among the poor 
(ages 16 to 29)  i s  higher than that o f  countries o f  a similar income level in Latin America (at less that 40 
percent in countries like Nicaragua or Guatemala; see Angel-Urdinola and Laguna [2008]) and seems 
aligned with that of other countries in the Caucasus (in Armenia, for example, the similar rate i s  at 75 
percent) (Angel-Urdinola, Jain, and Prina 2006). However, after upper-secondary education, drop-out 
rates are high at all socioeconomic levels. As such, tertiary education attainment i s  low, particularly 
among the poorest individuals in rural areas. While 30 to 40 percent of  all individuals in the richest 
quintile and in urban areas have attained some form o f  tertiary school (technical education, college, or 
university), only 10 to 20 percent among individuals in the poorest quintiles and in rural areas have done 
so * 
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Figure 7.4: Tertiary school attainment i s  significantly lower among the poor. 
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29 1. Attainment rates among minorities (particularly Azeri) are substantially lower than among 
native Georgians. As indicated in Table 7.4, drop-out rates after primary education are substantially 
larger for minority individuals compared to those for native Georgians, especially among the Azeri 
population. Estimates indicate that less than 2 percent o f  al l  Azeri and less than 8 percent o f  al l  Armenian 
individuals aged 16 to 29, most of  whom reside in rural areas, attained some form of tertiary education 
compared to 20 to 27 percent among native Georgians.80 

In Georgia, the Azeri population i s  generally poorer than average (Azeris face a 1.5 times higher risk o f  poverty 
than the general population [World Bank 20081). Low attainment rates among the Azeri community are not only a 
consequence o f  their ethnicity but also of their socioeconomic status. Nevertheless, as will be shown later in this 
chapter, even after controlling for socioeconomic status, children from minority groups (especially Armenians and 
Azeris) display less-favorable education outcomes related to enrollment and attainment at al l  education levels 
compared to native Georgians. 
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Table 7.4: There are large inequalities in attainment rates between native Georgian individuals and 
other minorities living in the country. 

.-_____--___I____.._ _. .......... _ - 
Attainment Rates Georgian Azeri Armenian - Individuals Aged 16 to 29 

Inc. secondary 99.5 91.4 99.8 
Complete secondary 79.0 56.8 71.2 

20.5 1.3 4.0 Higher education 

Some primary 100.0 100.0 100.0 

Tertiary technical 26.8 2.0 8.0 
___ l__-___-____.-. 

Source: World Bank using Georgia 2006 HBS data. 
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B.1. Preschool 

292. Preschool net enrollment rates in Georgia, while aligned with those in other Caucasus 
countries, are low by European standards. Prior to transition, participation in the preschool education 
sector in Georgia, similar to what prevailed in many other post-Soviet countries, was quite high. During 
the mid-1990s transition, public investments in preschool education suffered the most. As a result, the 
number of preschool institutions and children enrolled almost halved during 1989-1 994 (Table 7.5) .  
While there i s  limited information related to why parents prefer preschool home care compared to 
institutional care (whether this i s  because of low institutional quality or because home care i s  socially 
preferred), about 25 percent o f  al l  children in Georgia who are not enrolled in preschool education live in 
households that opt for home care (HBS 2006). Access to preschool education in preparation for school 
constitutes an important proxy for education quality. As such, the government needs to oversee (and 
perhaps finance) children's education independently o f  the parent's choice of care. International evidence 
(MIT 2006) suggests that high-quality early childhood education helps prepare young children to succeed 
in school and eventually in l i fe. Investments in early education have been shown to provide great 
economic returns because they are associated with lower repetition and drop-out rates throughout a 
student's lifetime. Also, a developed early care education industry could be economically important 
because it creates jobs and allows parents to be economically active. In terms of access to preschool 
education, Figure 7.5 shows that the ECA region i s  split into two groups, with Georgia among those 
countries with low enrollment rates. 

Table 7.5: The number o f  preschool available places (that is, capacity) has increased from 122,000 
in 2003 to 151,000 in 2006. 

I.__ ............... ........ ..... .......... 
Total Number of Total Number o f  Number of  Places Number o f  Students 

Preschool Students per 100 Places 
Institutions 

- - 1990 2,454 199,982 
I996 1,253 83,081 - - 
2002 1,213 73,26 1 122,949 60 
2003 1,225 74,309 122,278 61 
2004 1,247 75,361 123,178 61 
2005 1,214 76,4 16 128,338 60 
2006 1,197 77,922 15 1,337 51 

Note: "-" means the data are not available. 
Source: Ministry o f  Education and Science 

126 



Figure 7.5: Preschool Net Enrollment Rates, Georgia in a Regional Context, 1989-2004 
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293. 
strata, ethnicity, and socioeconomic condition. For instance, preschool enrollment i s  higher (at 30 to 34 
percent) among children in urban areas, of Georgian origin, and from the richest quintiles, and lower (at 7 
to 13 percent) among children in rural areas, among minority children, and among those living in 
Samtskhe-Javakheti, Inner Kartli, Lower Kartli, and Guria. 

Estimates highlight important differences in gross preschool enrollment rates by region, 

294. Nevertheless, significant progress was achieved during 2003-06 in improving preschool 
enrollment rates, especially among the poor, Table 7.6 presents estimates of preschool gross 
enrollment rates for children aged 4 to 6 by subgroup for 2003 and 2006 using HJ3S data. Estimates 
indicate that important improvements in preschool enrollment rates were achieved during 2003-2006, 
especially among children from the poorest households, living in the east side of the country, and from 
rural areas. Due to data limitations, we cannot assert whether such progress was the result of education 
policy or due to the fact that more women with children entered the labor force. However, there has been 
no important change in preschool policy (or investments in new preschool facilities) since 2003 that may 
explain the progress achieved. Indeed, the number of preschool facilities has been decreasing steadily 
since the 1990s according to the data provided by the MoES. 
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Table 7.6: Preschool enrollment rates have increased from 19 percent in 2003 to 23 percent in 2006. 
Most o f  the increase occurred in the “east” side o f  the country. 

Preschool Enrollment 2003 2006 Preschool Enrollment 2003 2006 
Rates; Rates; 
Children aged 4 to 6 
Strata YO. YO Location YO YO 

Rural 7.8 13.6 East 19.0 25.0 
Urban 29.1 34.0 West 19.1 20.3 

Kakheti 17.7 20.9 Poorest Quintile 11.3 16.1 
Tbilisi 25.9 34.8 Q2 13.6 21.4 
Inner Kartli 12.9 10.5 Q3 20.1 24.5 
Lower Kartli 12.4 22.5 44 26.1 21.9 
Samtskhe-Javakheti 7.9 13.8 Richest Quintile 29.6 30.4 
Adjara 14.4 13.5 Ethnicity 
Guria 7.4 11.6 Georgian - 25.5 
Samegrelo 22.6 33.7 Azeri 6.2 
Imereti 22.0 17.9 Armenian - 9.0 
Mtskheta-Mtianeti 20.0 27.3 Other - 38.7 

Total 19.1 23.1 Total 19.1 23.1 

Children aged 4 to 6 

Region Quintile 

- 

Note. “-“ means the data are not available. 
Source: World Bank using Georgia 2003 and 2006 HBS data. 

295. Geographic location, ethnicity of the household head, and education characteristics o f  the 
mother are important determinants o f  preschool enrollment. The previous analysis provides a 
descriptive picture of preschool enrollment without controlling for the effect of other variables. Figure 7.6 
illustrates the conditional probability (as estimated by a basic probit regression model) of preschool 
enrollment for children aged 4 to 6.  The bold circle represents the “zero” effect line. Characteristics 
associated with a higher probability of children being enrolled in preschool are plotted above the “zero” 
effect line, and those associated with a lower probability are plotted below the “zero” effect line. As in 
any probit model, the conditional probability of a given characteristic i s  evaluated at the mean of the 
characteristic’s distribution and interpreted relative to an omitted variable, as specified by the category in 
brackets included in Figure 7.6. 

296. Estimates indicate that “locality” i s  the main factor affecting the probability o f  children 
aged 4 to 6 being in preschool. Controlling for other factors, children living in urban areas as well as 
those living in Samegrelo, Kakheti, and Lower Kartli are about 28 percent more likely to be enrolled in 
preschool than children in rural areas and those living in Tbilisi (the omitted category). Children living in 
households with a head o f  Azeri and Armenian origin are 10 to 30 percent less likely to be enrolled in 
preschool compared with those living in households o f  native Georgian origin. Interestingly, whether or 
not the children’s mother has a job and/or works full time does not influence the likelihood o f  a child 
attending preschool, contrary to what one would expect. 

297. Children from households with a headhpouse self-employed in the agriculture sector are 10 
to 15 percent less likely to be enrolled in preschool compared to children living in households with a 
headhpouse working as a wage earner in non-agriculture-related activities. The education o f  the 
mother i s  an important determinant o f  preschool enrollment. Estimates indicate that children living in 
households with a spouse who has attained tertiary education are 20 percent more likely to be enrolled in 
preschool compared to otherwise similar households with a spouse who has attained primary education 
and below. The education o f  the head, on the contrary, does not display a significant impact on hidher 
children’s probability to be enrolled in preschool. 
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Figure 7.6: Marginal Effect in the Probability o f  a Child Aged 4 to 6 Being Enrolled in Preschool, 
Given Observable Characteristics 
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Quintile 4, ,Head works in ag. self-employment 
Head of household has a job 

Head is employed full time 

Spouse works in ag self-emp 

Spouse of household has a job 

Spouse employed full or part time 

Mtskheta-Mtianeti Spouse has some sec. edu. 
Spouse has some tertiary edu. 1 

Gur!tdgra’ ’ ‘Inner dad11 - - ~ __ - -..I 
[vs Tibilisi] amtskhe-Javakheti [vs Spouse has some 

pnmary ed. or below] 

Source: World Bank using Georgia 2006 HBS data. The model also controls for the age o f  the head/spouse, household size, and 
education o f  the head. 

298. Lack of access, preference for home care, and affordability are the main reasons why 
parents do not send their children to preschool (Figure 7.7). Estimates using HBS 2006 data allow for 
identifying the main reason why parents do not enroll their children in preschool. Urban households are 
more likely than rural ones to not send their children to preschool due to money shortages (30 percent in 
urban compared to 8 percent in rural areas), which seems surprising since urban households are generally 
less likely to be poor than rural ones. This occurs because urban households have (for the most part) 
access to preschool facilities, while rural ones do not. Indeed, the majority or rural households (about 57 
percent) do not have access to a preschool facility nearby. Preference for home-based care i s  also higher 
in urban areas than in rural areas (45 percent compared to 15 percent). Due to limited information 
provided by the survey, we cannot assert if such a preference relates to quality and taste or to opting for 
home-based care to not spend money on preschool care. 

299. I n  rural areas, lack of access to facilities nearby is the main reason why parents do not send 
their children to preschool (57 percent in rural compared to only 1 percent in urban areas) (Table 7.7). 
Lack o f  access i s  also the main reason why children from minority groups (generally concentrated in rural 
areas) are not enrolled in preschool. There i s  also some variation in the causes for non-enrollment across 
socioeconomic groups. Whi le money shortages, as expected, affect more households in the poorest 
consumption quintiles, preference for home care (maybe because o f  low quality o f  preschool institutions 
and/or because mothers from richer households can afford to stay at home) i s  more frequent among 
households in the richest consumption quintiles. Finally, note that about 7 o f  every 100 children aged 4 to 
6 are not enrolled because their parents consider them too young to start their education. This may explain 
why, as mentioned, estimates by age suggest late enrollment into primary education (1 to 2 years later 
than when the education system stipulates). 

129 



Figure 7.7: About 60 percent of all children from poor households are not enrolled in preschool due 
to access and affordability constraints. 

70 1 =Rural +Urban 70 1 

Too young Prefers Health Money No access Other Poorest Q 2  Q3 Q 4  Richest 
home care problems shortages nearby Quintile Quintile 

Source: World Bank using Georgia 2006 HBS data. 

Table 7.7: Lack of access nearby i s  the main reason why children from minority groups are not 
enrolled in preschool. 

Why i s  the Child Not Rural Urban Georgian Azeri Armenian Total 
Enrolled in 
Preschool? 

% prefers home care 15.49 45.17 27.8 12.9 17.5 25.2 

YO money shortages 7.79 29.78 15.6 5.8 20.6 15.0 

% other 10.55 8.29 10.0 11.5 6.0 9.8 

YO too young 6.7 10.45 9.7 0.7 2.5 7.9 

% health problems 2.16 5.58 3.9 0.0 0.0 3.3 

% no access nearby 57.3 1 0.73 33.1 69.1 53.4 38.7 

Total 100 100 100.0 100.0 100.0 100.0 
Source: World Bank using Georgia 2006 HBS data. 

300. Compared to 2003, affordability constraints to preschool education have decreased in rural 
areas and in the western side of the country. Figure 7.8 presents estimates of the share of households in 
Georgia that claim to not send their children to preschool due to access and affordability constraints for 
2003 and 2006. While the national shares do not display a significant change during the period, estimates 
indicate important urbadrural and east/west variations. The share of households in the eastern side of the 
country claiming to not have access to preschool facilities nearby increased from 28 percent in 2003 to 36 
percent in 2006. Since 97 percent of al l  preschools in Georgia are publicly owned, this may indicate that 
some preschools may have been shut down. Indeed, the number of state-owned preschool institutions 
drastically decreased during 1990-2006-from 2,454 institutions to 1,197. On the contrary, affordability 
constraints (generally related to non-tuition out-of-pocket expenditures in transport, food, and school 
supplies) displayed a significant reduction in rural areas and in the eastern part of the country. This result 
may be explained by the fact that overall income levels in poor rural areas increased significantly during 
2003-2006 due to economic growth and expansion in coverage of targeted social assistance transfers 
(World Bank 2008). 
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Figure 7.8: Compared to 2003, the share of households not sending their children to preschool due 
to lack o f  facilities has increased in the eastern part of the country. 

Chlldren not In preschool due to lack of access Children not in preschool due to lack of money 
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0% 

30% ' O % l  5 27% T o 2003 2006 

45% 

Rural Urban East West Rural Urban East West 

Note: Lines in bars display confidence intervals (statistical significance i s  assured when confidence intervals do not overlap). 
Source; World Bank using Georgia 2003-2006 HBS data. 

B.2. Basic Education 

301. While there are not large differences in access to basic education across subgroups, 
perceptions of quality vary significantly across regions, strata, and ethnic groups (Table 7.8). 
According to HBS (2006) data, enrollment rates for basic education in Georgia oscillate between 95 and 
100 percent for children in different strata, regions, and consumption quintiles (Box 7.2). HBS estimates 
indicate that 76 percent o f  all children aged 7 to 17 who claimed not to be enrolled in basic education 
were so due to health problems. Access and affordability constraints account for less that 10 percent o f  
why students claim not to be enrolled in basic education. 

Table 7.8: Enrollment Rates in Basic Education 
Enrollment Rates in Basic 2003 2006 Enrollment Rates in Basic 2003 2006 
Education, Aged 7 to 17 
Strata YO YO Location YO YO 

Education, Aged 7 to 16 

Rural 
Urban 

Kakheti 
Tbilisi 
Inner Kartli 
Lower Kartli 
Samtskhe-Javakheti 
Adjara 
Guria 
Samegrelo 
Imereti 
Mtskheta-Mtianeti 

Region 

95.2 
97.6 

95.6 
98.3 
95.7 
94.2 
97.1 
95.1 
97.2 
96.9 
95.5 
100 

East 
West 

Quintile 
Poorest Quintile 
Q2 
Q3 
Q4 
Richest Quintile 

Ethnicity 
Georgian 
Azeri 
Armenian 
Other 

96.1 
96.7 

96.3 
95.4 
96.4 
96.5 
97.5 

96.6 
93.5 
95.9 
100 
96.4 96.4-_ ~ _Total - - - - - -. - - - - - _ _  - - - - - - Total 

* - _ ._  
Note Due to data constraints we could not calculate enroirmGnt rates by level 
Source World Bank using Georgia 2003-2006 HBS data 
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Box 7.2: Enrollment Rates in Basic Education in Georgia 

As documented in Godfrey (2007), confusion still remains over the actual levels o f  net enrollment rates in basic 
education and primary completion rates in Georgia. 

Net enrollment rates: According to data provided in the UNICEF TransMONEE (2007) database, net enrollment 
rates in basic education in Georgia oscillated between 95 and 97 percent during 1996-2002. This made Georgia the 
best-performing country in the Caucasus region in this respect until 2002. After 2002, data become unavailable since 
calculations submitted to the UNICEF Innocenti Research Center in Florence, which maintains the TransMONEE 
database, were found to be inconsistent. Since then, a new data series on net enrollment rates has been compiled by 
UNESCO. According to UNESCO (2006), net primary enrollment rates decreased in Georgia by 5 percentage points 
during 2003-05-fiom 92 percent in 2003 to 87 percent in 2005-a decrease that has not been acknowledged (or 
accepted) by the Government of Georgia, which claims that net primary enrollment rates are close to universal 
according to data provided by its Education Management Information System (EMIS). 

Gross enrollment rates: HBS 2006 data indicate that gross enrollment rates in basic school are 96.4 percent for 
children aged 7 to 17 (95 percent in rural areas and 98 percent in rural areas). Differences across regions are mild, 
with Lower Kartli being the only region with a gross enrollment rate below 95 percent. 

Primary completion rates: Data from the World Development Indicators dataset indicate an important 
deterioration in primary completion rates since 2004. However, according to the World Bank (2008a), Georgia i s  on 
the list o f  ECA countries that will likely achieve Millennium Development Goal 2 (MDG 2) (universal primary 
education). Data published by the Ministry o f  Education and Science based on the EMIS indicate that primary 
completion rates in 2005 were 98 percent (MoES 2007). To move toward achieving the MDGs, Georgia became an 
FTI (Fast Track Initiative) partner in July 2007 after endorsement o f  Georgia’s 2007-201 1 Education Sector 
Strategy and Action Plan.a Gross enrollment rates at the lower-secondary-education level increased from 9 1 percent 
in 2003 to 95 percent in 2005, catching up with Armenia and Azerbaijan. At the upper-secondary level, gross 
enrollment rates fe l l  sharply from 75 percent in 1989 to 50 percent in 1994, and the trend has gradually reversed 
since 1995. 

a. Despite the fact that Georgia was not eligible for financial support from the FTI catalytic fund, the process was very helpful in 
strengthening donor coordination in the country. The strategy document provides a useful tool for monitoring progress in the 
sector and providing coordinated support. 

302. Household perceptions in regard to school performance differ largely across regions, 
suggesting inequalities in education quality. Despite equal access, important differences in relation to 
quality still remain, especially across different strata and regions. As Figure 7.9 illustrates, only 39 
percent o f  all households in rural areas and 66 percent o f  all households in urban areas fee l  that their 
children attend schools that have acceptable learning and school environments. Unfortunately, HBS data 
do not go deeper into the reasons why households make such statements, although important differences 
in quality perceptions exist across regions. While the majority o f  households in Imerti, Samagrelo, 
Kekheti, M.-Mtineti, and Inner Qartli are not satisfied with their children’s school conditions, the majority 
o f  all households (50 to 77 percent) in Lower Qartli, Adjara, Guria, Samtskhe-Javakheti, and Tbilisi are 
satisfied. Households o f  Azeri origin (mainly living in Inner Qartli and Kakheti) seem less satisfied with 
their children’s school conditions compared to households o f  Armenian origin (mainly l iving in Lower 
Qartli and M.-Mtineti). I t  i s  surprising that differences in perception o f  school conditions do not differ 
much across income quintiles (approval rates on school conditions vary between 50 and 57 percent across 
all quintiles). While school conditions may be perceived similarly across socioeconomic conditions, 
quality o f  teaching and expectations (both very important learning factors) may also differ across different 
socioeconomic groups. Unfortunately, HBS data do not collect information in this regard. 
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Figure 7.9: Only half of  all households think that school conditions meet the educational needs of 
their children in relation to learning and school environment. 
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Note: Sample: children aged 7 to 17 enrolled in basic education. 
Source: World Bank using Georgia 2006 HBS data. 

303. Most basic education services in Georgia are supplied by the State, with only a small share 
of children (generally the better off) being enrolled in private schools. Less than 4 percent o f  al l  
children in Georgia who are enrolled in basic education are enrolled in private schools. Private schools, 
generally more accessible to households from higher socioeconomic groups, are often associated with 
better learning outcomes. As indicated in Figure 7.10, urban children and especially those from richer 
households and o f  non-Georgiadnon-Azerihon-Armenian origin (probably European expatriates) are 
more likely to be enrolled in private education. PGents of children enrolled in private education seem to 
have rather similar levels o f  satisfaction with school conditions (with acceptance rates varying between 53 
and 54 percent) compared to parents o f  children enrolled in private sector schools. This may occur 
because public and private schools have similar levels o f  overall quality and/or parents o f  children in 
private schools may be more critical (and/or have different expectation levels) about their education, since 
most parents pay for it out-of-pocket. Unfortunately, there are no data available for assessing differences 
in quality (as proxied by test scores) between public and private schools in Georgia. 

Figure 7.10: Less than 4 percent of all children in Georgia who are enrolled in basic education 
attend private schools. 

9 1  
School conditions meet education demands? 

8 1  M" 
..I 

15% Public Schools 

No Private Schools 

Note: Sample: children aged 7 to 17 enrolled in basic education 
Source: World Bank using Georgia 2006 HBS data. 
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304. Compared to 2003, school approval rates among the poor have deteriorated, and among the 
non-poor have improved. Estimates in Table 7.9 provide subjective perceptions as to whether school 
conditions meet education demands for 2003 and 2006. Approval rates increased among households in 
urban areas from 56 percent to 66 percent, and in the eastern side of the country from 56 percent to 66 
percent. On the contrary, approval rates decreased in rural areas from 49 to 40 percent, and in the western 
side of the country from 48 percent to 36 percent. Approval rates fel l  among the extreme poor from 60 
percent in 2003 to 46 percent in 2006, and increased among individuals in the highest quintile, from 54 
percent to 61 percent. These phenomena may be associated with the introduction of per capita financing. 
A hypothesis i s  that larger schools with more students (generally located in urban areas and in the eastern 
part of the country) receive more funding than smaller schools (generally located in rural areas and in the 
western side of the country). Indeed, there i s  anecdotal evidence suggesting that some small rural schools 
(where generally poor children attend) may be or may have become underfunded after the introduction of 
the per capita financing scheme (according to MoES, the evidence that small schools are underfunded i s  
quite strong). This, as expected, may affect overall education quality. Nevertheless, data at hand do not 
make it possible to attribute a direct linkage between the two occurrences and, as mentioned, more 
analysis in this respect should be conducted. 

Table 7.9: School Approval Rates in Georgia 
School Conditions Meet  2003 2006 School Conditions Meet  2003 2006 
Educational Demands Educational Demands 
Strata YO Yes ?LO Yes Location %Yes %Yes 

Rural 49.60 40.68 East 56.16 66.15 
Urban 56.59 66.49 West 48.06 35.73 

Kakheti 38.52 3 1.70 Poorest Quintile 59.97 46.12 
Tbilisi 60.97 79.88 Q2 50.16 53.78 
Inner Kartli 52.67 65.37 Q3 55.59 52.93 
Lower Kartli 53.48 59.90 Q4 41.75 58.91 
Samtskhe-Javakheti 74.78 7 1.94 Richest Quintile 53.89 60.85 
Adjara 60.87 52.37 Ethnicity 

Samegrelo 44.25 30.53 Azeri 50.03 51.12 
Imereti 39.52 28.39 Armenian 73.32 71.12 
Mtskheta-Mtianeti 51.71 43.77 Other 90.84 87.10 

Total 52.78 55.48 Total 52.78 55.48 

Region Quintile 

Guria 35.52 53.14 Georgian 50.64 53.79 

Note: Sample: children aged 7 to 17 enrolled in basic education. 
Source: World Bank using Georgia 2003 and 2006 HBS data. 

305. A large proportion o f  secondary school students in Georgia rely on “out-of-class” private 
tutoring to improve their quality o f  learning and prepare them for tertiary education. Private 
tutoring has been increasingly recognized to be of major importance in Central and South Eastern Europe, 
the Former Soviet Union, and Mongolia (OS1 2006). After the process of reform after the 1990s, private 
tutoring has been viewed as an effective way for children and young adults to adapt to the new reality and 
cope with system changes. Private tutoring has been perceived as an important “quality” supplement to 
the mainstream educational system (Bray and Silova 2006; OS1 2006; Matiashvili and Kutateladze 2006; 
Silova and Bray 2006b). Proliferation of  private tutoring in Georgia i s  related to two key factors-highly 
competitive Higher education entrance examinations and the deteriorating quality of mainstream 
schooling during the transition years. The admission policy was modified (in 2005) by the government 
through the introduction of centralized Higher education entrance examinations; demand for private 
tutoring, however, s t i l l  remains high. A recent Open Society Institute (09) (2006) study, “Education in a 
Hidden Marketplace: Monitoring of Private Tutoring,” covers eight countries in transition, including 
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Georgia. It indicates that 69 percent of students participating in the survey had received some type of 
private tutoring at the upper-secondary-education level. The figure i s  even higher for Georgia, where 
almost 80 percent of respondents in a sample of higher education students claimed to have received some 
form of private tutoring. 

306. According to OS1 (2006), the perception of  the poor quality o f  mainstream education 
emerged as a major factor in demand for private tutoring in Georgia. Students generally use private 
tutoring as “an enrichment strategy” to perform better in examinations that are required to access higher 
education. Due to data constraints, it i s  not possible to know whether private tutoring i s  a response to poor 
education quality overall or a particular response to poor preparation for higher education entry exams (or 
both). Knowing which motivation would be useful to determine whether the system needs to address 
broader issues or particular issues related to higher education entry exams. Table 7.10 reveals that 28 
percent of all students enrolled in basic education indicated that they received some type o f  private out-of- 
school tutoring in the previous 12 months. Private tutoring i s  more frequent among children in urban 
areas (39 percent compared to 17 percent in rural areas) and among children from richer socioeconomic 
quintiles (50 percent among children in the richest quintile compared to 17 percent among children in the 
poorest quintile). According to OSI’s survey, the most widespread type of private tutoring in Georgia 
found was “one-to-one” or “small group” tutoring. Among the higher education students who were 
interviewed in Georgia, the most common subjects for private tutoring were mathematics, foreign 
languages, native language, and history, which coincided with the subjects required at higher education 
entrance examinations. One caveat regarding the OS1 results i s  that data were collected right at the time 
when higher education admissions policy was reformed. As such, more time i s  needed to assess changes 
in demand for private tutoring under the new admissions scheme. 

Table 7.10: One-third o f  all students in basic education participate in additional out-of-class 
tutoring. 

Q3 - - - - -  Richest Did Student Get Extra Private Total Urban Rural Poorest 
Education during Last 12 Quintiles Quintile 

- - - - __ - - - - - - - . - - - . _ _ _  - - _ _  - __- . - 

Months? 
% yes 28.25 38.92 16.81 16.84 24.62 49.69 
% no 
Why not? 

% no desire 
?LO lack o f  money 
% lack o f  time 
% no access nearby 

7 1.75 61.08 83.19 83.16 75.38 50.3 1 

20.84 17.65 23.33 22.36 21.98 28.33 
49.89 64.99 38.07 5 1.25 47.45 39.01 

5.06 4.8 5.27 1.76 5.79 8.32 
16.66 3.3 27.12 18.46 15.39 16.68 

% other 7.55 9.26 6.2 1 6.17 9.39 7.66 
Note: Sample: children aged 7 to 17 enrolled in basic education. 
Source: World Bank using Georgia 2006 HBS data. 

307. Affordability and access constraints constitute the main reason why children do not have 
private tutors, especially among the poor. Private tutoring may also bring negative consequences, such 
as exacerbating social inequities and decreasing the likelihood of less privileged children to do well in 
higher education entrance examinations. According to OS1 (2006), the vast majority of students in 
Georgia admit that “students use private tutoring because the school curricula do not cover everything 
that i s  required on the higher education entrance examination” (Box 7.3). Yet, estimates in Table 7.1 1 
indicate that a large share of  al l  children in Georgia do not use private tutoring due to access and/or 
financial constraints. Financial constraints are the most important factor explaining why 65 percent of all 
children in urban areas and 50 percent of al l  children in rural areas do not use private tutoring services. 
Access constraints, such as lack of qualified tutors or tutoring institutions, are other important factors for 
not using private tutors, especially in rural areas and among children in the poorest quintiles. Not 
surprisingly, the share of students claiming not to use private tutors due to lack of finances decreases for 
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children in upper quintiles. Nevertheless, even at the highest consumption quintile, 4 out of every 10 
children do not use private tutors due to lack o f  financial means. As such, private tutoring i s  becoming a 
luxury good that seems to be affecting the likelihood o f  children to access tertiary education. According 
to OS1 (2006), approximately 82.9 percent o f  the school students receiving private tutoring had parents 
with higher education compared to 2.3 percent o f  students with parents having general secondary 
education. Among the surveyed school students who had some form- o f  private tutoring, almost all were 
from families with medium and above medium economic status (OS1 2006; Matiashvili and Kutateladze 
2006; Silova and Bray 2006b). I t  i s  worth noting that the MoES, in order to make education more 
accessible, launched a program for social support to students from mountainous regions, conflict zones, 
representatives o f  ethnic minorities, and socially vulnerable families. This program offers to beneficiary 
students preparatory courses for unified national examinations. 

Table 7.1 1: Perception of  their Socioeconomic Status among Higher Education Students Who Have 
Used Private Tutors 

Used Private Tutoring (YO) 
Good 18.8 21.9 

Perception o f  Family Status Paid More than 300 GEL (“/o) 

Medium 
Bad 

69 
12.1 

72.2 
5.9 

Total 100 100 
Source: Bray and Silova (2006); OS1 (2006); Matiashvili and Kutateladze (2006); Silova and Bray (2006b). 

Box 7.3: Perception of  Private Tutoring and Higher Education Entrance Examinations in Georgia 

The connection between higher education entrance examinations and private tutoring fits a larger global pattern o f  
examinations prompting investments in supplementary private tutoring. The subjective perceptions o f  students also 
support the finding that tutoring in Georgia i s  oriented toward preparing students for competitive higher education 
entrance examinations. The majority o f  students in Georgia believed that private tutoring would increase their 
chances to enter higher education (83.4 percent of the higher education sample and 73 percent o f  the school sample) 
and that private tutoring was the only way to pass higher education entrance examinations (58.3 percent o f  the 
higher education sample and 53 percent o f  the school sample). Furthermore, the majority of respondents believed 
that students who received tutoring were more likely to enter higher education than students o f  equal ability who did 
not receive tutoring (62.3 percent of the higher education sample and 61 percent o f  the school sample). Importantly, 
students believed that private tutoring had practically become a prerequisite for receiving state funding for higher 
education (which only 60 percent of students received). Some students mentioned during the interviews that they 
preferred to invest in private tutoring for a couple o f  years and get state-funded places than not to invest in private 
tutoring and pay for higher education for four or more years. 

I Source: OS1 (2006). I 

308. Education/ethnicity of the household head, region, and socioeconomic conditions are 
important determinants of  private tutoring usage. Figure 7.1 1 illustrates the conditional probability 
(as estimated by a basic probit regression model) o f  using private tutoring for children enrolled in basic 
education. The bold circle represents the “zero” effect line. Characteristics associated with a higher 
probability o f  using private tutoring are plotted above the “zero” effect line, and those associated with 
lower probability are plotted below the “zero” effect line. Controlling for other factors, estimates indicate 
that children from minority households (Azeri and Armenian) are 18 to 19 percent less likely to use 
private tutoring compared to otherwise similar students o f  Georgian origin. Also, children l iving in 
female-headed households are 4 percent less likely to use private tutoring compared to children living in 
male-headed households. Geographic location i s  also an important determinant in explaining the usage o f  
private tutoring. Estimates indicate that children living in Samtskhe-Javakheti and Imereti are 14 to 18 
percent more likely to use private tutoring, and those living in Adjara are 7 percent less likely, compared 
to otherwise similar children living in Tbilisi. As expected, children in urban areas and from richer 
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quintiles display a 4 to 25 percent higher probability of using private tutoring compared to children living 
in rural and in poorer households. 

Figure 7.11: Children living in minority households are less likely to use private tutoring. 
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Source: World Bank using Georgia 2006 HBS data. 

309. Children’s absenteeism reaches 7 to 9 percent in some regions. There i s  a general consensus 
that learning outcomes improve when children are at school. Absenteeism prevents students from 
mastering the curriculum, creates content “gaps,” and it i s  generally associated with student i l l ic i t  
activities, alcohol intake, and drug use. Table 7.12 provides information on absenteeism in Georgia by 
subgroup for 2003 and 2006. In 2006, roughly 5 out of every 100 children claimed to have been absent at 
least one day from school in the last 30 days. These rates are comparable to those in developing countries, 
which average 5 to 7 percent (PAHO 2004). Unfortunately, HBS data do not allow identifying how long 
students were absent from school in order to obtain information on long-term compared to short-term 
absenteeism. While there are not large differences in urbadrural absenteeism rates, there are important 
differences by socioeconomic status, ethnicity, and region. Regions like Samegrelo, Lower Kartli, and 
Adjara have lower-than-average absenteeism rates (1 to 3 percent), while regions like Kakheti and Imereti 
have higher-than-average absenteeism rates (6 to 9 percent). Students of Azeri origin display higher 
absenteeism rates. In terms of dynamics, absenteeism rates since 2003 have remained rather stable, 
despite increases in urban areas and among children from richer households. 

Table 7.12: Absenteeism Rates, by Subgroup, Georgia, 2003 and 2006 
Percent Students Absent 2003 2006 Percent Students Absent 2003 2006 
for A t  Least 1 Day during 
the Last 30 days 
Strata % Yo Location YO YO 

for A t  Least 1 Day during 
the Last 30 Days 

Rural 5.46 4.76 East 4.80 4.93 
Urban 2.75 4.49 West 3.19 4.23 

Kakheti 12.20 9.16 Poorest Quintile 4.73 8.51 

Inner Kartli 5.19 4.62 Q3 3.87 2.33 
Lower Kartli 3.46 2.52 Q4 4.39 3.66 

Adjara 1.29 0.87 Ethnicity 
Guria 9.80 3.76 Georgian 3.3 1 4.2 1 

Region Quintile 

Tbilisi 3.07 4.66 Q2 4.44 3.97 

Samtskhe-Javakheti 5.41 4.59 Richest Quintile 2.62 5.45 
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Samegrelo 
Imereti 
Mtskheta-Mtianeti 

5.78 2.76 Azeri 
2.03 7.10 Armenian 
2.07 4.35 Other 

12.45 10.57 
2.79 4.3 1 
5.73 1.17 

Total 4.14 4.62 Total 4.14 4.62 
Source: World Bank using Georgia 2003 and 2006 HBS data. 

3 10. The share of children who are absent due to lack o f  heating and/or lack o f  school supplies 
decreased significantly during 2003-2006 (Figure 7.12). Some causes of absenteeism are related to 
school-related factors and others to personal-related factors. Table 7.13 shows that generally school- 
related factors associated with higher absenteeism rates-such as lack of heating and/or teacher 
absenteeism-became less important factors of student absenteeism during 2003-2006. In particular, 
while in 2003 the share of students claiming that lack of heating was the main reason for their 
absenteeism was 37 percent, the same share was only 15 percent in 2006. As expected, lack of heating i s  a 
factor affecting children in rural areas more than children in urban areas. The share of  students claiming 
to have been absent due to teacher absenteeism also decreased nationally from 5 percent in 2003 to 3 
percent in 2006, a decrease that mainly occurred in rural areas. Lack of  supplies also diminished as a 
reason for student absenteeism (from 14 percent to 6 percent). This may be due to the general 
improvements in economic conditions in Georgia during the period analyzed. 

3 11. Nevertheless, lack of heating i s  still an important reason for child absenteeism, especially in 
rural areas. Despite improvements, about 2 out of every 10 students in rural areas claim to have been 
absent from school due to lack of heating. Also, it i s  worth noting that the share of children in rural areas 
who are absent because they need to work (probably in agriculture-related activities) has doubled from 22 
percent in 2003 to 41 percent in 2006. Although there are no data specific to the Georgia context, 
international evidence (Beyon 1997) indicates that student absenteeism can negatively affect learning to 
the extent that it negatively influences the students' capacity to cover and master the curriculum. If lack of 
heating in Georgia i s  a factor causing students to miss school for long consecutive periods during winter 
(say, two weeks or more), further investments in heating may be a policy worth considering. 
Nevertheless, more data on the length of student absenteeism in Georgia should be collected and assessed. 

Figure 7.12: Reasons for Child Absenteeism, Georgia, 2003 and 2006 
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Source: World Bank using Georgia 2006 HBS data. 
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Table 7.13: There has been a significant increase in the percentage of rural children who are absent 
from school because they need to work. 

M a i n  Reasons for Urban Rural  Total 
Absenteeism, last 30 Days 

2003 2006 2003 2006 2003 2006 
YO had to work 3.9 0.0 22.8 40.9 16.9 21.5 
% teacher absenteeism 0.0 5.3 7.2 0.9 4.9 3.0 

% no heating 43.2 11.2 33.6 18.0 36.6 14.7 
% other 37.1 81.0 24.0 31.8 28.1 55.2 

% lack o f  supplies 15.9 2.5 12.4 8.5 13.5 5.7 

Source; World Bank using Georgia 2006 HBS data. 

B.3. Postsecondary Education 

B.3.1 Vocational education 

312. Vocational education in Georgia i s  currently undergoing a broad set o f  reforms. The 
existing vocational education system encompasses 79 institutions and 18,242 Students (State Department 
of Statistics 2006). Enrollment rates in the vocational education sector (at 20 percent in the early 1990s) 
were always relatively low in Georgia compared to the other countries in the sub region prior to the 
transition years (at 40 percent in Armenia and Azerbaijan in the early 1990s). Contrary to what occurred 
in Armenia and Azerbaijan-where there has been a notorious decrease in secondary vocational 
enrollment after 199 l--enrollment rates for secondary vocational education in Georgia have been rather 
stable (at 20 percent) since then, despite a mild increase during 1994-1998 and a mild decrease thereafter. 
By 1994, enrollment rates in Georgia, Armenia, and Azerbaijan were very similar (oscillating between 19 
and 21 percent). Some of the key challenges for the sector are outdated vocational education programs, 
lack of trained teachers, poor-quality textbooks, shortage of educational materials, and poor infrastructure, 
al l  of which are impediments to attracting more students into the vocational education system. 

313. Since 2006 the government has launched significant efforts to address the shortcomings of the 
vocational education system. As a response, a new Law on Vocational Education was introduced in 2007. 
The law provides for the establishment of a National Professional Agency responsible for developing a 
National Qualifications Framework and accreditation systems for the providers of vocational education 
programs. The law also encourages partnership through involving employers, professional associations, 
wider society, and other related stakeholders in planning, management, and evaluation of professional 
education. 

3 14. The law establishes two levels of vocational education, initial and higher. Recent achievements o f  
the reform include establishing 1 1 initial vocational education centers throughout the country, and 
offering short programs in tourism, information and computer technology (ICT), agriculture, transport, 
and construction. These new centers are also viewed as complementing the President’s “New Economic 
Initiative” launched in 2006 targeted at reducing unemployment through providing opportunities to adults 
to upgrade their knowledge and skills. Further specialization in vocational programs will be offered by 
higher-education institutions. The MoES i s  planning to optimize the network of existing vocational 
schools and to rehabilitate the best ones in the next two years. Significant challenges ahead l ie in 
promoting the establishment of public-private partnerships in the sector. 

B.3.2. Higher Education 

3 15. Enrollment rates in higher education have increased rapidly and steadily since 1994. Figure 
7.13 shows that participation in higher education has increased significantly since the mid-1 990s, 
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reaching 40 percent in 2004. Improvements in enrollment in higher education since 1994 were not 
necessarily good news, since such increase was partly due to the proliferation of private higher-education 
institutions in Georgia, the majority o f  which seemed to have operated with very low quality standards. 
Through the accreditation process, the number of higher-education institutions decreased significantly 
since 2005 from the total of 227 institutions in 2004-2005 to 43 institutions in 2007-2008 academic year 
(MoES, 2008) (which i s  not fully captured by the 2006 HBS data). The accreditation process has 
decreased admissions to higher-education institutions (both public and private) by 40 percent in the 
academic year 2005-06 compared to the previous academic year (State Department of Statistics 2006). 
Enrollment rates for higher education in 2007 and 2008 were almost at the same level with moderate 
increases8' 
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316. The reform of higher education was intended to address some of the key shortcomings of 
the sector: (a) widespread corruption, which in part resulted from severely underpaid teachers and 
professors in the sector. Corruption was particularly obvious at admission exams o f  higher-education 
institution, as part of which poorly qualified students could easily gain access to higher education through 
bribery, favoritism and social connections; (b) declining quality of higher education with the proliferation 
of private higher education institutions. In the absence of an adequate licensing and accreditation system, 
quality was a serious concern; (c) an inefficient system for the financing of higher education. As part o f  
the reform, the government successfully introduced the first unified national higher education entrance 
examinations in 2005, providing fair and equal opportunity of access to higher education. Existing 
monitoring reports of Transparency International and other organizations have evaluated the new system 
as fair, well-organized, and transparent. In an effort to address quality constraints at the higher-education 
level, an institutional accreditation process was launched in 2005-06, initially by the licensing and 
accreditation department of MoES and specially established Accreditation Board at the MoES, and later 
carried on by the newly established National Education Accreditation Center. Throughout 2005-2008 the 
process resulted in the reduction of the number of higher-education institutions from 227 to 43. Financing 
of both higher education and science has also been transformed. A similar per-student funding formula 
was introduced at the higher-education level, which i s  financed both by the individual state grants as well 
as fees paid by the students. The level of state vouchers i s  fixed at 1 OOOGEL, 1250GEL, 1 SOOGEL by the 
relevant government regulation, which corresponds to the tuition levels set by public higher education 
institutions. State grants are obtained by the students through competitive Unified National Examinations. 
Amount of state grants (loo%, 70%, 50% and 30%) i s  determined by the scores accrued by the individual 
students in these examinations. Scientific institutions are being financed by grants from the National 

In addition, by the end o f  2008, 14 recently licensed higher institutions have been registered, which also benefit 
from accreditation regime. Correspondingly, at present, there are altogether 56 accredited higher educational 
institutions. 
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Science Foundation in a competitive, peer-reviewed environment. A student loan scheme has also been 
initiated in collaboration with commercial banks in order to relieve the financial constraints o f  less- 
privileged students. The government has also launched the implementation o f  a new program “Tsodnis 
Kari” since 2008 on a small scale, which i s  a joint initiative of the Ministry o f  Education and Science and 
the leading banks o f  Georgia. The program provides loans to students to pursue master’s level education 
in leading universities abroad. 

317. There are some inequalities in access to postsecondary education between rich and poor 
(urban and rural) individuals (Table 7.14). Postsecondary enrollment rates for individuals aged 15 to 
24 in urban areas are twice as high as in rural areas (such differences in urbanhural postsecondary 
enrollment rates are comparable to those found in countries with similar level o f  GDP per capita, such as 
Armenia and Nicaragua; see Angel-Urdinola, Jain, and Prina [2006] and Angel-Urdinola and Laguna 
[2008]). Also, individuals from richer (n’on-minority) households display enrollment rates that are 
significantly higher than those among individuals from poorer (minority) households. In particular, 
postsecondary enrollment rates among households in the richest quintile were at 60 percent compared to 
33 percent among households in the poorest quintile in 2006 (such differences between the richest and 
poorest segments o f  the population are lower than those found in Armenia and Nicaragua). Regionally, 
postsecondary enrollment rates oscillate between 30 and 45 percent, except in Tbilisi, where they reach 
67 percent. 

Table 7.14: Postsecondary enrollment among individuals in the richest quintile i s  twice as large as 
enrollment among individuals in the poorest quintile. 

Percent Students 2003 2006 Percent Students 2003 2006 
Enrolled in Post- 
secondary Education secondary Education 
Strata % YO Location YO YO 

Enrolled in Post- 

Rural 
Urban 

Kakheti 
Tbilisi 
Inner Kartli 
Lower Kartli 
Samtskhe-Javakheti 
Adjara 
Guria 
Samegrelo 
Imereti 
Mtskheta-Mtianeti 

Region 

30.85 
59.57 

37.56 
61.15 
40.70 
24.57 
43.55 
30.10 
35.01 
47.12 
5 1.02 
53.91 

33.9 
61.5 

34.6 
66.5 
46.5 
35.4 
30.0 
40.0 
46.5 
43.8 
49.5 
34.3 

East 
West 

Quintile 
Poorest Quintile 
Q2 
Q3 
Q4 
Richest Quintile 

Ethnicity 
Georgian 
Azeri 
Armenian 
Other 

46.08 49.8 
43.35 44.5 

30.75 33.1 
37.47 39.1 
45.36 48.3 
54.07 48.2 
63.14 60.3 

50.97 53.3 
1 1.63 14.8 
30.24 21.5 
27.32 44.2 

Total 45.00 47.7 Total 45.0 47.7 
Source: World Bank using Georgia 2003 and 2006 HBS data. 

3 18. About one-third o f  all individuals aged 16 to 24 are not enrolled in postsecondary education 
because they feel that they have finished their studies after having attained complete secondary 
education (this holds true across strata and socioeconomic group). Lack o f  time explains why 5 to 7 
percent o f  al l  individuals are not enrolled in postsecondary studies. Lack o f  finances constitutes the main 
reason why 7 percent o f  al l  individuals are not enrolled in postsecondary school (a rather low share). Not 
surprisingly, financial constraints are more frequent in rural areas and among individuals from poorer 
households. Other “unknown reasons” account for why the remaining 40 percent o f  al l  individuals aged 
16 to 24 are not pursuing postsecondary education. As indicated in Table 7.15, postsecondary enrollment 
rates have remained rather stable since 2003, albeit there have been mild increases in rural areas and in 
the western part o f  the country. 
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319. Figure 7.14 illustrates enrollment rates for individuals aged 16 to 24 by type of educational 
institution. Results indicate that after age 16, individuals from richer households are more like to be 
enrolled in higher education and individuals from poorer households are more likely to be enrolled in 
vocational and/or professional lyceums. This provides another indication that richer individuals generally 
have more access to high-quality higher education. 

Table 7.15: About one-third of all individuals aged 16 to 24 think that their education finished after 
having attained secondary education. 

W h y  Not Enrolled in Post- Rura l  Urban Poorest 4 3  Richest Total 

YO finished my studies 32.16 34.45 33.64 34.4 3 1.84 32.89 
YO no time/work 7.37 5.96 7.55 5.22 6.27 6.93 
YO lack o f  finances 9.97 3.05 8 79 8.01 6.91 7.78 
% too late for me 0 75 3 04 2.18 1.06 1.36 1.47 
% frequenting elementary school 6.08 11.73 5.6 6.66 I 6  33 7.87 

43.67 41.77 42.23 44.66 37.29 43.07 % other 

-_ secondary - - - - - -- School (aged - - - 16 - - to 24) - - - Quintile_-_ - Q! intile - __ - - - ___ __ 

- - - -_ --- - -  --- -_--_-- -“_ -- - - - -- -_ - --- - - - ___ - - - - _ 
Source World Bank using Georgia 2006 HBS data 
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Figure 7.14: Enrollment by Type of Institution in Georgia (Individuals aged 16 to 24) 
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Note Estimates exclude a category included in the HBS called “grammar” schools, which are institutions for basic literacy. 
Source World Bank using Georgia 2006 HBS data. 

C. Learning Outcomes 

320. International comparative achievement tests and national assessments can provide useful 
information on the effectiveness of education in Georgia. However, the relationship between learning 
outcomes and school quality i s  not entirely linear since many other factors (in addition to formal 
schooling, such as learning environment at home and education o f  the parents, among others) affect what 
students learn. Some initial evaluations and conclusions can be drawn from the available information on 
standardized test scores. Key efforts to build an assessment system in Georgia have been made as part of 
the broad reform agenda in the framework of the I l i a  Chavchavadze project supported by the World Bank. 
The first and only available national assessments were implemented by the National Assessment Center 
(NAEC) in 2003 in Mathematics and Georgian Language and Literature. In 2006, Georgia participated in 
PIRLS, which allowed monitoring progress in education outcomes over time. 

32 1. Georgia has participated in the international Progress in International Reading Literacy 
Study (P IRLS 2006) with 45 other countries. Georgia ranked 37‘h in the distribution of average reading 
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achievement out of  45 countries, scoring 471 points, which i s  below the P I E S  scale average o f  500 
(PIRLS 2006 International Report, Exhibit 1.1). Although the results are not encouraging, continued 
participation in the international assessment will be highly useful for the country in tracking progress and 
monitoring results over time. Importantly, the majority o f  the participating countries in PIRLS 2006 have 
more advanced economies than Georgia. The PIRLS 2006 report indicates that only 1 percent o f  al l  
Georgian students enrolled in fourth grade reached an advanced level according to an established 
international benchmark; 15 percent reached high level; half reached intermediate level; and 82 percent 
reached the low level (PIRLS 2006 International Report, Exhibit 2.1).82 83 Nevertheless, as indicated in 
Figure 7.15, Georgia's performance in PIRLS 2006 was lower than expected for its level o f  per capita 
GDP. 
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Figure 7.15: Georgia's performance in PIRLS 2006 was lower than expected given its level of 
income. 
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322. Gender and socioeconomic background are important determinants in Georgia for student 
achievement on standardized tests. The PIRLS 2006 report provides interesting data on the impact of 
student gender and socioeconomic background on reading achievement disparities among students. As in 
most o f  the participating countries, girls in Georgia outperformed boys. The average scale score for girls 
was 480 compared to 463 for boys, a difference o f  17 scale score points (PIRLS 2006 International 
Report, Exhibit 1.4). Socioeconomic background o f  the student (such as parents' occupational 
status/educational attainment, and the number o f  educational resources at home) i s  one o f  the most 
important determinants affecting performance in all countries. According to International Education 
Association (IEA) studies, students from homes with extensive literary resources have higher 
achievement in reading and other subjects that those with fewer resources. Differences within countries 
according to PIRLS 2006 data suggest high inter country levels o f  inequality in learning outcomes and 
educational resources. 

323. The average reading achievement difference between students from homes with many 
children's books and those from homes with few children's books was very large. In the case o f  
Georgia, students from homes with more than 100 children's books had an average achievement score of 
510 points, whereas those from homes with 10 books or fewer had an average o f  just 448 points-a 

Advanced benchmark = 625; High benchmark = 550; Intermediate benchmark = 475; Low benchmark = 400. 
Detailed methodology applied in the survey can be found in PIRLS 2006 International Report. 

82 
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difference of 62 points (PIRLS 2006 International Report, Exhibit 3.3). Another important component of 
the Index o f  Home Educational Resources was the highest level of education of the parents. The PIRLS 
2006 report highlights strong links between parental education and children’s reading achievement. 
Higher levels of parental education were associated with higher average fourth-grade reading 
achievement in almost every country. In Georgia, the average reading achievement of students with at 
least one higher education-educated parent (498) was 57 points greater that the average of those whose 
parents competed upper-secondary education (44 1) (PIRLS 2006 International Report, Exhibit 3 -5). 
Differences in performance according to parental occupational status are also quite large in Georgia, 
similar to what i s  true of other participating countries. In Georgia, the average student reading 
achievement was highest for students with a parent working in a “professional” occupation (502) and 
lowest for students whose parents were self-employed (448) (PIRLS 2006 International Report, Exhibit 
3.7). 

324. National assessments indicate important improvement since 2003. As mentioned, the first and 
only available national assessment (in the mother tongue) was implemented by the National Assessment 
Center (NAEC) in 2003 (emphasizing reading skills of children 9 to 10 years old). This assessment was 
largely based on the PIRLS framework and methodology, which made it possible to compare the results 
with the 2006 PIRLS outcomes. Despite the not-too-encouraging results for Georgia in PIRLS 2006, 
compared to other countries in the sample, comparisons between 2006 PIRLS data and 2003 data from 
the national assessments suggest a tendency for improvement: . In 2003, only 35 percent of students in the National Assessment coped with the tasks that 

require finding relationships between different parts of the text and making straightforward 
inferences. This ranking increased to 50 percent in PIRLS 2006. 
In 2003, only 3 5  percent of students in the National Assessment mastered the tasks that 
require the process of retrieving implicitly stated information from a certain part of the text, 
interpreting and integrating ideas and information. This ranking increased to 45 percent in 
PIRLS 2006. 
In 2003, only 15 percent of students were able to comprehend a text structure in the National 
Assessment. This ranking increased to 40 percent in PIRLS 2006. 
There were no differences between the results regarding literary and informational texts- 
Georgian students showed better results in literary texts than in informational ones. 

. 

. 

. 
D. Need for Investments in Infrastructure 

325. School infrastructure has positive impacts on learning and performance. High-quality 
facilities provide users (students and teachers) physical comfort, functionality, and safety. Investment in 
physical infrastructure constitutes a positive externality that affects education outcomes in relation to 
attendance, student health, and quality of teaching (Beyon 1997). Poor facilities are associated with low 
teaching motivation and higher rates of student and teacher absenteeism (Figure 7.16). Evidence suggests 
that the effect of infrastructure on education outcomes i s  particularly strong for developing and 
transitional countries, such as Georgia, where settings are harsh in terms of climate and demanding 
geographic conditions (Andrews 2004). 
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Figure 7.16: Linking Facility Quality to Environmental Quality and Education Outcomes 
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Source: Andrews (2005). 

326. Despite great efforts to rebuild infrastructure in recent years, school buildings in Georgia 
are largely in disrepair. Important efforts have been launched by the government to improve the school 
learning environment through addressing the needs o f  deteriorating school infrastructure affected by lack 
of maintenance and capital investment over many years. A four-year state Rehabilitation Program- 
Gogebashvili-was launched in 2005. The program’s budget for the 2006-2007 academic year was 73.6 
million GEL, which was used to build 35 new schools, fully rehabilitate 69 schools, and partially 
rehabilitate 217 schools. The program also provided new school furniture to 267 schools. As part of the 
school computerization program called “Deer Leap,” the government allocated 13 million GEL in 2005- 
06 to provide 7,332 computers to 665 schools. The program increased the studenthomputer ratio from an 
initial low of 125 students to 1 computer to 5 8  to 1. Despite these efforts, school infrastructure in Georgia 
i s  s t i l l  in a very poor state. According to EMIS (2005), only less than 40 percent of al l  school buildings in 
Georgia are in satisfactory condition. The remaining stock i s  either in a state of emergency or likely to 
become completely dysfunctional in the next 5 to 10 years. Improving school infrastructure requires 
major investments, and the government lacks the financial capacity necessary to undertake them. Since 
private sector participation in the provision of education at the compulsory level in Georgia i s  very low 
(less than 3 percent of all students in primaryhecondary education are enrolled in private schools), school 
rehabilitation in Georgia i s  a task that must be undertaken by the public sector. 

327. About 10 percent of all school buildings in Georgia are dysfunctional and about 51 percent 
need urgent repair. According to the 2005 Education Management Information System (EMIS), Georgia 
has 3,113 buildings serving 68,055 teachers and 622,450 students. Buildings classified as in need of 
urgent repair are associated with good foundations but very precarious conditions, such as weakened 
(leaky) roofs, wall cracks, broken windows, deteriorating doors, cracked floor tiles, weakened gutters, 
unsafe handrails, and very old/precarious equipment (such as student desks, study tables, and 
blackboards). Less than 7 percent of al l  schools have access to gas heating, and most o f  them use 
rudimentary and inefficient wood ovens to warm classrooms during the winter months. Less than 25 
percent of all schools have access to tap water and sanitation, and roughly half have access to electricity 
(Table 7.16). Less than 20 percent of al l  schools (mainly those built before 1950) have been maintained in 
the past 20 years. Generally, maintenance schemes have been superficial and have covered basic wall, 
window, and door repair. More than half of al l  the maintenance initiatives have been conducted over the 
past five years. 
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Table 7.16: More than 60 percent of all school buildings in Georgia need urgent repair. 
Year Built 

e1920 1921- 1951- 1971- 1991- N.A. Total 
50 70 90 2004 

Demographics 
Number o f  school buildings 138 416 932 1176 126 325 3113 
o f  schools buildings 4.4 13.4 29.9 37.8 4.0 10.44 100 
o f  teachers 6.0 13.6 31.6 40.9 2.9 5.08 100 
o f  students 6.6 14.0 32.4 40.7 2.4 3.96 100 

in emergency conditions 18.0 22.7 9.7 5.4 3.5 17.97 9.03 
need urgent repair 49.2 49.0 51.2 53.6 28.1 49.22 50.70 

maintained (5 years) 21.0 14.9 14.3 10.5 9.5 10.05 12.72 
maintained (past 10 years) 26.1 18.0 17.6 13.2 12.7 10.55 15.63 
maintained (past 20 years) 30.4 22.8 22.2 16.8 13.5 14.07 19.62 

connected to gas heating 8.0 6.7 7.3 7.4 5.6 5.03 7.06 
connected to tap water 34.1 24.3 26.7 26.9 13.5 14.07 25.38 
connected to sewerage 29.0 19.2 22.5 23.6 14.3 14.07 21.89 
connected to electricity 58.7 53.8 52.1 49.7 47.6 33.17 50.25 

Building Conditions 

Maintenance History 

Access to Services 

Note: N.A. =Not available. 
Source; World Bank using Ministry o f  Education EMIS (2005). 

328. The Government o f  Georgia, within the Framework of the National Program of  the 
President, has allocated 70 million GEL (approximately US$39 million) per year in the next five 
years to invest in education infrastructure. While this i s  a good start, investments are below those 
deemed necessary. In 2006 funds were used to rehabilitate 247 schools according to a “comfort and 
safety” level, fully rehabilitate an additional 52 schools, and reconstruct 30 high-mountainous or 
otherwise small schools. Also, the government intends to engage in the reconstruction of 3 8 schools that 
currently operate in unsafe premises or that do not have premises at all. A similar if not greater level of 
commitment i s  expected annually during 2007-1 1 (Le. with a goal to fully rehabilitate 100 schools per 
year). 

329. Government plans for investments on infrastructure are a good start, but may not be 
enough to fully contain the rapid school depreciation. Building on previous finding from World Bank 
(2005) , analysis in this chapter simulates the building deterioration scheme in Georgia within the next 10 
years based on observable building characteristics such as the type of walls (stone/brick, concrete, or 
wood), year of construction, maintenance received, building size, access to services, and geographic 
location under two scenarios ii) no government intervention (first depreciation schedule in Table 7.17) 
and ii) government planned investments of approximately US$39 millions per year (second depreciation 
schedule in Table 7.17). Without public intervention (taking into consideration a rapid decrease in the 
school-age population), by 20 15 about 4 1 1,000 students (77 percent of the student population) could be at 
risk of attending a dysfunctional (and probably structurally unsafe) school building. The current 
government plan for capital investments will be able to contain the rapid school depreciation, but only 
partly. In particular, if school consolidation efforts continue and so rehabilitation efforts, the government 
will be able to prevent that about 200 thousand students be at risk of  taking classes in a 
dysfunctional/unsafe building by 201 5.  Despite these efforts, a significant share of  al l  students in Georgia 
(38.6 percent) will be at risk of attending a school building that does not meet minimum quality standards 
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by year 20 15. As such, Government plans for investments on infrastructure are a good start, but may not 
be enough to fully contain the rapid school depreciation. 84 

Table 7.17: By 2015, if government efforts continue, about 39 percent o f  the student population 
would escape the risk of  taking classes in a dysfunctional/unsafe building 

2008 2012 2015 
Deterioration Schedule a No Gov. N o  Gov. N o  Gov. 

Intervention Plan Intervention Plan Intervention Plan 
Number o f  dysfunctional 699 1,534 2,160 
schools 3 99 835 1,161 
Number o f  students affected 162,594 8 1,297 34 1,964 170,982 4 1 1,549 205,775 
% Dysfunctional schools 22.5 14.4 49.3 30.1 69.4 41.9 
YO Students affected 27.0 13.5 60.9 30.4 77.2 38.6 

Total number o f  students 601,467 601,467 561,598 561,598 533,441 533,441 
a. The first deterioration schedule i s  an estimate based on a no-intervention scenario and a IO-year full-deterioration schedule o f  
schools needing urgent repair. The second deterioration schedule assumes full rehabilitation o f  approximately IO0 schools per 
year (which i s  consistent with government plans) between 2008 and 2015. Estimates account for a negative growth rate in  school- 
age population averaging 1.7 percent per year, as suggested by UN predictions. 
Source; World Bank using Ministry o f  Education EMIS. 

E. Conclusions and Recommendations 

330. This chapter analyzed the evolution of education outcomes related to access (such as enrollment 
and attainment rates) and quality (such as absenteeism and performance on standardized testing) in 
Georgia since the education reform using data from the 2003-2006 Household Budget Survey (HBS). 
Georgia has a large school system serving a shrinking school-age population. While Georgia’s education 
system serves approximately 604,000 children aged 5 to 14 today, it will serve only 270,000 children of 
similar age in 2050. 

331. The government has undertaken a comprehensive reform of  the education sector. New 
legislation was recently introduced granting greater autonomy to schools, initiating a per capita funding 
scheme, and an administrative school consolidation program, and other important efforts have been made 
to reform teacher salaries and to improve the quality of postsecondary education. Furthermore, the 
government has undertaken important efforts to improve the school learning environment through 
addressing the needs of deteriorating school infrastructure affected by lack of maintenance over many 
years. 

332. 
more efficient utilization of resources: 

These efforts have contributed to improvement in education and learning outcomes and to a 

In  relation to eficiencv: 
The new per capita financing scheme has increased transparency and fairness in financial 
resources allocations. 
The consolidation process, which i s  likely to have improved efficiency o f  resource 
management, has contributed to reducing the number o f  inefficientlunderused schools. There 
were 3,154 schools in Georgia in 2003; today there are 2,33 1. Note, however, that most of the 
reduction was due to administrative mergers of two or more schools rather than to physical 
optimization. 

The simulations assume similar government investments per years until 20 15. However, the current presidential 84 

plan i s  expected to finish in year 20 1 1. 
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I n  relation to access: 
0 

0 

0 

0 

0 

Preschool enrollment rates have increased from 19 percent in 2003 to 23 percent in 2006. 
The number of preschool places (that is, capacity) has increased from 122,000 in 2003 to 
15 1,000 in 2006. 
Affordability constraints to preschool education have decreased among the poor, mainly due 
to improvements in their overall economic condition. 
Gross enrollment rates in basic education are almost universal, at 96.4 percent. 
Georgia has the highest enrollment rates for vocational and higher education in the Caucasus. 

In  relation to quality: 
0 

0 

School approval rates for basic education (that is, subjective perceptions of users in relation 
to school conditions) improved from 53 percent in 2003 to 57 percent in 2006. 
The share of children who were absent from school due to lack of heating at school decreased 
significantly from 37 percent in 2003 to 15 percent in 2006. 
In 2003, only 35 percent of students between 9 and 10 years old coped with tasks requiring 
finding relationships between different parts of a text and making straightforward inferences. 
This increased to 50 percent in 2006. 
In 2003, only 3 5  percent of students between 9 and 10 years old mastered tasks that require 
the process of retrieving implicitly stated information from a certain part of a text and 
interpreting and integrating ideas and information. This ranking increased to 45 percent in 
2006. 
In 2003, only 15 percent of students were able to comprehend a simple text structure when 
reading. This ranking increased to 40 percent in 2006. 

0 

0 

333. 
education sector: 

Despite all the progress, there are several issues that st i l l  need to be addressed in the 

I n  relation to efficiency: 
0 Spending on education .in Georgia (at 2.6 percent of GDP) i s  very low for ECA standards (at 

4.4 percent of GDP on average). Most of the general education budget in Georgia i s  spent on 
teacher wages, leaving very little space for very much needed capital investments. 
If the current trend of school infrastructure deterioration remains unchanged, 8 out of every 
10 students could be taking classes in a dysfunctional/unsafe building by year 2015. 
Georgia has a very low student-teacher ratio by ECA standards. In order for the country’s 
education system to achieve a teacher-student ratio aligned with the ECA (at 16 students to 1 
teacher), about 28,000 teachers would be currently redundant. 
The government needs to assess whether the new per capita financing scheme may be 
contributing to increase education inequality. Under the current allocation, there i s  a 
hypothesis that small schools in rural areas (generally serving the poor) are underfunded 
despite receiving additional funds from the Ministry o f  Education. At the same time, large 
schools in urban areas (generally serving non-poor children) are perceived to receive more 
funds than needed for regular operation. 

0 

0 

I n  relation to access: 

0 

There are large inequities in enrollment rates between poor and non-poor individuals, at the 
preschool and postsecondary levels. 
Minorities (mainly children of Azeri and Armenian ethnicity) display lower enrollment and 
attainment rates than native Georgians. 
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0 

0 

0 

In rural areas, lack of access to facilities nearby i s  s t i l l  the main reason why parents do not 
send their children to preschool. 
About 60 percent of al l  children from urban poor households are not enrolled in preschool 
due to physical access and affordability constraints. 
Urban non-poor children broadly use Supplemental Education Services, SES (such as private 
tutoring to prepare for higher education entry examinations), while poor children cannot 
afford such services. Access to SES contributes highly to increasing the likelihood of children 
entering tertiary education. 
Drop-out rates after upper-secondary education are high in rural areas, among the poor, and 
among minority children. 

0 

I n  relation to aualitv: 
Poor rural households, especially in the western region, perceive that the quality of education 
received by their children (as proxied by their subjective approval of school conditions) has 
deteriorated since 2003. As mentioned, this result needs to be interpreted with care since 
perceptions and expectations of education services largely differ across groups with different 
socioeconomic conditions. 
Student absenteeism, often considered a phenomenon that contributes to a deterioration in 
learning outcomes, i s  higher than average in poor regions, such as Kakheti and Imerti. 
Georgia’s performance in PIRLS 2006 was lower than expected given i t s  level of economic 
development (as proxied by GDP per capita). 
Despite great efforts to rebuild infrastructure in recent years, children in Georgia are 
negatively affected by very poor learning school conditions. About 10 percent of al l  school 
buildings in Georgia (mainly those built before 1950) are dysfunctional and about 5 1 percent 
need urgent repair. 

334. A number o f  policy interventions can be suggested to address the issues highlighted above: 

I n  relation to eficiencv: 
0 The government should assess whether the per capita financing formula needs to be revised 

so that small schools in rural areas (generally serving the poor) receive enough funding for 
operation and sustainability. 
The government should design incentives to discourage old teachers from staying in the 
system beyond retirement age. This could be achieved by establishing limits on the maximum 
years of services andor age, and/or certification requirements to continue in the system. 
Other transitions countries, like Croatia, have managed to develop such policies successfully; 
these and other alternatives should be studied. 
Georgia’s education system is, for the most part, publicly financed and operated. The 
government could consider promoting incentives for private sector provision of services, 
especially at the preschool and technical and vocational education (TVE) levels. This, 
however, needs to be a two-step process: first, the government should regulate and modernize 
its accreditation process, and then promote private sector delivery in areas with low access. 
There are some advantages associated with this choice: the private education sector gives 
particular focus to the provision of customized education according to the requirements of 
students and markets, characterized mainly by flexible management structures, responsive 
and cost-effective operations, and innovative curricula processes. Private providers (ACPET 
2004) have the potential to employ a significant number of people as trainers and support 
staff in their organizations, and they pay taxes and could make a substantial contribution to 
state revenues. 

0 
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0 Georgia should continue i t s  school consolidation process. This process could be improved by 
developing school mapping according to current and future demand for education services. 
With proper school mapping, the government can make better judgments as to which schools 
should be closed or rehabilitated, and where new schools need to be built. Special attention 
should be given to maintaining access rates in high mountain areas. 

In  relation to access: 
The government should continue to support early childhood development and find strategies 
to address lack of access to preschool education in rural areas, especially in the western side 
of the country. Initially, classes to prepare children for school a year prior to the beginning of 
primary education should be made available to al l  children of relevant age. 
To contain high drop-out rates after lower-secondary education among the poor, the 
government could consider targeted programs through conditional cash transfers (CCTs). 
CCT programs are part of a new generation of programs that focus on the demand side of 
human capital accumulation among the young as a means of breaking the intergenerational 
cycle of poverty. As the name implies, CCTs provide money to poor youth conditional upon 
certain behavior, usuall,y investments in human capital such as attaining secondary education, 
getting training, or attending “employment skills” programs.85 Also, targeted social 
assistance to poor families could be conditional upon their children regularly attending school 
(until age 18). 
The government should design strategies to prevent children from being out of school 
because they need to work. This could be addressed by tightening monitoring in relation to 
enrollment and attendance in rural/poor areas (via social workers andor nongovernmental 
organizations). 

I n  relation to aualitv: 
To close quality gaps between poor and non-poor children and to help poor children have 
more opportunity to access tertiary education, the government could invest in Supplementary 
Education Services (SES) in rural areas and in regions with high incidence of  poverty and/or 
high concentration of minority children (SES should mainly focus on preparing 
poor/disadvantaged children for higher education entrance exams). Also, adequate tertiary 
education grants and loans should be considered. 
Despite progress, the government needs to continue to reduce the institutional-related factors 
that contribute to student absenteeism (such as lack of heating and teacher absenteeism), 
especially in poor regions such as Kakheti and Imerti. 
The government should continue its participation in international assessments of student 
achievement (like PIRLS) and engage in more frequent national assessments to monitor 
progress in test scores. 
The government needs to sustain i ts  reform efforts by exploring better teaching methods, 
investing in teacher training, and continuing to improve school management. 
The government must continue to invest in physical infrastructure to assure a better learning 
environment that promotes attendance, student health, and quality of teaching. 

The idea o f  these programs i s  to provide cash incentives to youth to, for instance, remain in school, and extra cash as 

bonuses after secondary school completion. Young people may choose to use these resources to start their own 
business andor pay for college education. The Bank has financed and i s  financing several CCT programs 
throughout Africa, Asia, and Latin America. Several CCT programs in the Latin America and Caribbean Region (for 
example, Brazil, Columbia, Honduras, Mexico, and Nicaragua) have been subject to rigorous evaluations o f  their 
effectiveness and have shown high promise in reducing poverty, improving access to education, and improving 
nutrition and health. 
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The Ministry of Education needs to oversee school performance in schools where school 
boards are likely to face capacity constraints. Small schools in rural/mountain areas 
(generally, the most vulnerable segments of  the population), display higher-than-average 
rates of teacher absenteeism and higher incidence of lack of heating. This may be a 
consequence of capacity constraints of  school boards to oversee teacher and school 
performance in some poor localities. The ministry needs to play a more active oversight and 
monitoring role of schools where school boards are likely to face capacity constraints. 
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ANNEX 1: Poverty and Social Impact of  the Crisiss6 

1. The crisis had both social and economic impacts. While the immediate social impact o f  the 
crisis has been substantial, including the loss o f  lives, destroyed and damaged housing and infrastructure, 
displacement, loss o f  livelihood and strains on social services, especially education, the economic impact 
assessment suggests that the adverse impact on well being of the Georgian population could be much 
more severe, depending on the degree at which it will affect performance of the Georgian economy. 

2. Health, education and social protection 'systems have mobilized themselves quickly and 
have responded well to the crisis. While the crisis has highlighted some shortcomings such as those in 
disaster planning/preparedness and management; limited availability o f  some specific social services (for 
instance psycho-social support to displaced population), and similar, the major challenges these sectors 
are facing seem to pertain primarily to the Government's ability to provide sufficient fiscal resources for 
regular delivery o f  social transfers and services. Moreover, f iscal constraints might pose a threat to 
further implementation and completion of reforms in health, education and social protection, the 
Government has successfully pursued during the last several years. 

1. Poverty, social protection and displacement 

1.1 Impact on poverty and other aspects of well being 

3. Material (consumption) poverty: Depending on the severity o f  the economic impact of the 
crisis, it  i s  estimated that between 100,000 and 280,000 Georgians may fall into poverty by the end o f  
2008, increasing the overall poverty incidence from 23.6 percent in 2007 to between 25.9 and 30.0 
percent. The extreme poverty incidence i s  likely to increase from 9.3 percent to between 11.3 and 13.4 
percent (see Table 1 below). People who are already poor might be pushed deeper into poverty, thus 
increasing the overall poverty gap and severity o f  poverty. An alternative estimate o f  the poverty impact 
o f  the crisis was simulated using the 2007 Living Standard Measurement Survey data set under various 
scenarios o f  the changes in the purchasing power o f  the population (see Box 1). 

86 This section provides some preliminary estimates o f  the poverty and social impact o f  the crisis. It was prepared 
by Aleksandra Posarac, Lead Economist, and Country Sector Coordinator for Human Development in the South 
Caucasus (ECSHD); Nino Moroshkina, Health Specialist, (ECSHD); Nino Kutateladze, Education Specialist 
(ECSHD); Satoshi Ishihara, Social Development Specialist (ECSSD); Joanna De Berry, Social Development 
Specialist (ECSSD); and Oleksiy Ivaschenko, Economist (ECSHD). 
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Table 1: Poverty Impact of the Crisis: Preliminary Estimates 

Note: The estimate combines the impact on the employment/livelihood of the displaced 
population, as well as on the population elsewhere in Georgia. It however does not assume any 
arrears in the payment of wages in the public sector and social transfers (pensions, social 
assistance and others). 

4. The poverty impact estimates stem from two major sources: (i) projected effects of the loss of 
property, productive assets and livelihood, as well as the displacement that was caused by the conflict and 
some of which i s  expected to be permanent; and (ii) a projected adverse impact the crisis might have on 
the overall Georgian economy through a slow down in economic activities and potential loss of 
jobs/household incomes. The economic slow down might cause a job loss, a decrease in household 
income and eventually a loss of a purchasing power, pushing affected households below the poverty line. 
In the case of a severe economic slow-down, the ensuing fiscal constraints may adversely affect the 
Government’s ability to deliver social transfer and services thus further aggravating the social situation. 

Box 1: An Alternative Estimate of the Poverty Impact o f  the Crisis 

An alternative estimate of the poverty impact of the crisis was simulated using the 2007 
Living Standard Measurement Survey data set and assuming that the purchasing power 
of the population clustered above the poverty lines would decline by 5, 10 and 20 
percent. If the purchasing power declines by 5 percent, the extreme and overall poverty 
rates would increase to 10.4 and 26.3 percent respectively. If the decline i s  10 percent, 
these rates would increase to 11.8 percent of the population in the case of the extreme 
poverty and to 28.9 percent in the case of the overall poverty. A 20 percent decline in 
the purchasing power would increase the overall poverty rate by 43 percent - to 33.8 
percent. Similarly, the extreme poverty rate would jump by 53 percent affecting 14.3 
percent of Georgia population. 

5. So far, the crisis has directly and most severely affected the welfare o f  about 130,000 people, 
mostly from the conflict areas. The most affected are certainly those who have lost someone close to 
them. According to the official data, 295 casualties have been registered so far ( 1  86 military and 109 
civilian deaths). The second group comprises an estimated 30,000 people who have fled their homes in 
South Osetia, Abkhazia and Upper Abkhazia (Kodori valley), and who have lost practically al l  of their 
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possessions and have been more or less permanently displaced. Most of them are placed in public 
buildings in Tbilisi and are in need of temporary sheltering and support, as well as in need of permanent 
settlement and source of livelihood. In other words, it i s  not expected that they will be able to return to 
their homes in a foreseeable future. At this point in time, practically all of these people could be 
considered as being vulnerable to severe poverty. The third group comprises the population that has 
temporarily experienced displacement, and/or has had some of  the property/assets/crops damaged, looted, 
or destroyed and/or has lost the livelihood or i t s  livelihood has been endangered. An estimated 90,000- 
100,000 people temporarily fled their homes during the conflict. The majority of the population in this 
group i s  reported to have returned back, except for the population coming from the so called “buffer 
zones”. Those s t i l l  displaced are expected to have returned to their homes by end October 2008. Data 
situation, however, remains fluid and figures change almost daily. Field visits, as well as a satellite 
images indicate substantial physical damage to houses and other infrastructure, as well as burnt fields and 
forests. While precise estimates are not possible, the observed extent o f  damage indicates that it i s  not 
unreasonable to assume that one third to one half of the population that has experienced temporary 
displacement may be vulnerable to poverty or it has been pushed deeper into poverty in the case of 
household that have already been experiencing poverty. 

6. I n  addition to the population directly affected by the crisis, many other Georgians might 
feel the crunch as well, depending on how much the crisis will affect Georgian economy at large. 
The most direct impact would be through the slowing down in economic activities and a consequent loss 
of jobs, for instance in tourism, manufacturing, trade, transport, construction, financial services and other 
sectors, and/or loss of jobs and income in agriculture. It i s  estimated that, in addition to the impact 
discussed in the previous paragraph, the job and income loss and consequent impoverishment might affect 
as many as 200,000 people in the severe impact scenario.87 

7 .  Impact on other aspects of well being: Although data i s  not available, experience from other 
similar situations indicates that 4-6 percent of the population directly affected by the conflict might 
suffer from long term post-traumatic stress (PTS) and might be in need of specialized medical care. 
Others might experience temporary symptoms of psycho-social stress and would be in need of psycho- 
social counselling and support in order to complement their own coping strategies. Affected population, 
particularly internally displaced people, might need counselling and advice on property and civic rights 
issues. Awareness rising and education on increased health risks, family violence and abuse, land mines, 
unexploded ordinance, risk of human trafficking, and others and where and how to get help i s  needed as 
well. Finally, the resettled displaced population and their host communities would need some assistance 
and community integration activities to promote positive relations in the new environment. 

8. Impact on social protection benefits delivery system: Despite the crisis, all cash benefits 
(targeted social assistance, pensions and other social transfers) are regularly delivered. The benefits 
are transferred to the beneficiaries’ banking accounts and can be withdrawn throughout the country. In the 
conflict affected areas, local branches of the State Social Subsidies Agency have suffered significant 
physical damage. Two of them (one in Zemo Abhazia and the other in Kurta) were raised to the ground. 
Eight more (located in Zugdidi, Senaki, Akhalgori, Poti, Khobi, Kaspi, Kareli, and Kekhvi) suffered a 
varying degree of damage. The affected offices are estimated to have served about 100,000 or 20 percent 
of the total number of families registered with the targeted social assistance system. Except for the 
offices located in the buffer zone, the others have resumed functioning. The functions of the offices in the 
buffer zone were relocated to the nearest operational offices. It i s  preliminary estimated that GEL 2-2.3 
million would be needed to rehabilitate and adequately equip damaged offices. 

I t  should be noted that at this stage, the poverty and social impact assessment does not envisage any real decline in 
pensions or other social transfers. Also, neither arrears in the payment o f  public sector wages nor disruption in 
energy supplies are envisaged. 

87 
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9. As a result o f  the conflict, the system of social care services has been overstretched. A very limited 
system of social care services - mostly focused on children at risk - i s  under a lot of strain, as many of the 
social workers have been tasked with assisting the displaced. This system i s  not at a l l  capable to deal 
with the social vulnerability issues arising from the conflict and displacement (see paragraph 7 above). 

1.2. Social protection in Georgia 

10. The Government approach, supported by the World Bank, i s  to assist the newly poor and 
vulnerable population through the existing social protection mechanisms to the extent possible. The 
key elements of Georgia’s social protection system are summarized below: 

Targeted social assistance: In August 2006, following 18 months of intense institutional 
development and capacity building, the Government of Georgia introduced targeted social assistance 
system (TSA). The system uses a proxy-means testing methodology for assessing and ranking the welfare 
of  households which have registered with the data base on poor and vulnerable population established and 
managed by the State Agency for Administration of  Social Transfers (Agency). The Agency’s data base 
currently contains data on 42 percent of al l  households in Georgia. All of these households had registered 
with the Agency as households in need of support, they were visited by a qualified social worker who 
collected data on the household’s economic and social status, the data was electronically verified and 
cross-checked, “a score of need” was automatically calculated for each household and each household 
was formally informed about it. Households with the score below 52,000 receive regular monthly income 
support. In August 2008, this benefit was received by 148,279 households with 406,718 members (10.7 
percent of the population); the average monthly benefit per household was GEL 50.9.88 The total 
spending on targeted income support was budgeted at GEL 113.1 million for 2008 (about 0.6 percent of 
projected GDP). In 2007, a monitoring survey to assess performance of TSA was carried out. The survey 
found that TSA i s  efficiently administered and performs very well in reaching the target poor population. 

Pensions: Georgia has a universal system of income support for the elderly where eligibility i s  
conditioned upon reaching certain age threshold: 60 for women and 65 for men. Other categories covered 
by the system are people with disabilities and families which have lost a breadwinner. Benefits are flat 
(currently GEL 70 per month), except for some special categories such as war veterans, retired officers 
from the Army and the Ministry of Interior, members of Parliament and others who receive much higher 
amounts. Overall, in August 2008, 838,130 people received pensions. Total spending on pensions and 
special categories benefits in 2008 i s  budgeted at GEL 773.5 million (state pensions GEL 722.7 million 
and special allowances GEL 50.8 million). Pensions are delivered on time and the crisis has not had any 
adverse impact on their delivery so far. 

Medical assistance program for the poor and vulnerable: Al l  households who are registered with 
the Agency and whose score i s  below 70,000 are beneficiaries of the medical assistance program. This 
program i s  essentially a package of medical services provided to beneficiaries through publicly financed 
insurance premium (currently GEL 1 1.2 per capita per month; projected to increase to GEL 15 in 2009). 
Currently, there are 750,000 Georgians who are beneficiaries of this program. The program i s  funded by 
the state budget (for 2008 the amount i s  budgeted at GEL 75.0, making up about one third of  the overall 
public spending on health in Georgia). 

These data indicate that there was a substantial increase in the number o f  beneficiaries since August 2007 - the 
reference period for the Georgia Poverty Assessment (PA), which indicated that at that time there were 95,365 
households (with 268,743 individuals) that received the TSA (with an average benefit per household o f  49.3 GEL). 
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Cash payment to population internally displaced since 1992: Al l  1992 internally displaced people 
- about 220,000 - are receiving IDP allowance amounting to GEL 25 per person per month for those 
residing in private housing and GEL 28 per month per person for those placed in collective centers. 

(0 Targeted social assistance: no change 

Social care services: The system of social care services in Georgia i s  limited and mostly focused 
on children deprived of parental care and children with disabilities. Georgia i s  in the process of 
implementing a child welfare reform aimed at de-institutionalization of child care and introduction of 
family based alternative for children in need of parental care and other vulnerable children. Therefore, as 
stated above, social care services have a very limited ability to deal with the social vulnerability issues 
generated by the conflict and displacement. Cooperation with the local non-government sector, as well as 
help from international donors will be needed to mitigate the limited capacity of the sector and provide 
needed services. 

Additional resources needed in 2009 
2008 Baseline Substantial Severe 

budget impact impact impact 
scenario scenario scenario 

113.6 +18.4 +26.5 +36.7 

1.3. Cost implications for additional social protection needs 

11. With regards to the population vulnerable to poverty because of the crisis, including the 
newly displaced population, the Government i s  planning to support them through the targeted 
social assistance system. The system i s  open-ended and thus any household with the score of need 
below the cut-off point will qualify for the cash as~istance.~’ Affected households registered with the data 
base but not qualifying for the benefit will be reassessedg0. The cost of including al l  new extreme poor 
into the targeted social assistance (assuming that none o f  them i s  currently benefiting and that the benefit 
level will remain unchanged - at an average across households of about GEL 17 per capita per month) 
ranges from GEL 1.53 million per month under the base impact scenario, to GEL 2.21 million per month 
under the substantial impact scenario and GEL 3.06 million per month the severe impact scenario. The 
cost of providing them with the medical benefit package, assuming the cost per capita of GEL 11.2 per 
month, respectively amounts to GEL million 1.0; 1.46 and 2.02 per month. An alternative estimate, 
assumin an increase in the per capita TSA benefit from GEL 17 to GEL 22 per month, or by about 30 
percent’! shows that respectively GEL 4.0,4.9 and 6.0 million would be needed per month to finance the 
increase. Similarly, increasing the insurance premium for medical assistance program for the poor from 
GEL 11.2 to GEL 15 per capita per month to enlarge the package of medical services, would require 
additional monthly spending from GEL 4.2 million (the base case economic impact scenario), to GEL 4.8 
million (the substantial economic impact scenario), and GEL 5.6 million (the severe economic impact 
scenario) per month respectively. Al l  these cost scenarios are presented in Table 2. 

Table 2: Cost implication for targeted social assistance and medical assistance program under 
different economic impact scenarios (in GEL million) 

New beneficiaries are added on a continuous basis. For instance, in January 2008, there were 121,880 families 
receiving the benefit; in August 2008 their number has increased to 148,279 households. 
90 The Agency has also begun to recertify households who have registered with the data base two years ago. The 
recertification will allow the changes in the households’ welfare that might have taken place (due to the recent 
conflict or other reasons) to be reflected in the households’ score. 
9’ The Government i s  considering increasing the TSA top up, i.e. additional benefit per family member from current 
GEL 12 per month to GEL 18, while keeping the base benefit per each eligible family unchanged (GEL 30 per 
month). 
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in benefit level 
Total amount 
% increase relative to 2008 I I 15.8 I 23.3 1 32.3 

113.6 131.6 140.1 150.3 

(ii) Targeted social assistance: increase in I 113.6 I +48.3 I +58.8 I +72.0 . .  
average benefit by 30% 

Total amount 
% increase relative to 2008 

113.6 161.6 172.4 185.6 
42.3 51.8 63.4 

(i) Medical assistance program: no 75.0 I +12.0 I +17.5 I +24.2 

% increase relative to 2008 I I 16.0 I 23.3 I 32.3 

~- 
change in benefit level 

Total amount 

(ii) Medical assistance program: increase I 75.0 I +50.4 I +57.6 I +66.6 

75 .O +87.0 92.5 99.2 

I 

in average benefit by 30% 
Total amount 
% increase relative to 2008 I I 67.2 I 76.8 I 88.0 

75.0 125.4 132.6 141.6 

Source: World Bank staff estimates. Subject to revisions. 
Notes: For both targeted social assistance and medical assistance program, i t  i s  assumed that the number o f  
beneficiaries might increase by 90,000, 130,000 or 180,000 beneficiaries relative to August 2008, depending on 
economic impact. No ad,iustments are made for the fact that some of  those estimated as potential beneficiaries might be 
already benefiting from the system. Scenario two for TSA assumes that the base benefit remains the same and that the 
top up for each family member increases from GEL 12 to 18 per month (an increase in the average benefit per capita of  
30 percent). For medical assistance program, the second scenario assumes an increase in the nominal benefit amount 
from GEL 1 1.2 to 15 per capita per month. 

In reality, the cost implications will be lower as many affected families are already beneficiaries o f  the 
TSA program and/or medical assistance program. In addition to increased spending on TSA, an 
estimated GEL 2-2.3 mi l l ion are needed to rehabilitate damaged regional offices o f  the targeted social 
assistance system. 

12. As far as the pension financing i s  concerned, no major changes are envisaged, as it i s  
expected that in 2009 the Government wi l l  keep the pensions unchanged in real terms. Assuming a 
consumer price increase (CPI) on a year to year basis o f  about 8 percent and a stable number o f  recipients, 
keeping pensions constant in real terns in 2009 would require an increase in the budget allocation for state 
pensions and subsidies o f  about GEL 62 mi l l ion relative to 2008. 

13. I n  addition to regular social protection programs into which newly poor and vulnerable 
population will be included, there i s  a need to implement a range of  programs to address an array 
o f  needs of the population directly affected by the conflict. For about 30,000 people (about 7,500 
families) who are expected to remain permanently displaced, assistance includes: temporary shelter (for 
about 12-16 months), food, clothing, and other basic goods and services; some specific social care 
services (see paragraph 7); as well as permanent housing; agricultural land, and other. A back o f  the 
envelope calculation o f  the cost o f  these programs amounts to approximately US$ 175 million92. For 
other affected population, a major challenge w i l l  be to help them rehabilitate the housing and restore the 
livelihood. A rough calculation points to a cost o f  about US$ 50 million, but not accounting for the 

92 Assuming the average cost o f  boarding and lodging for 12 months at about GEL 80 per person (the overall 
poverty line used for the World Bank Poverty Assessment adjusted for inflation) and that the average cost o f  
permanent resettlement for about 7,500 families i s  at about US$20,000 per family. 
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investment cost to rehabilitate the irrigation network (estimated at approximately US$ 40 million). See 
Section 1.5 for a detailed discussion of additional measures to respond to displacement. 

I. 4. Social protection: medium-term considerations 

14. I n  the medium term, it i s  of critical importance that the Government keeps pensions of the 
existing pensioners at least constant in real terms and that the system of targeted social assistance 
based on the proxy-means testing methodology i s  maintained and its integrity protected. This i s  
important from the poverty reduction, as well as efficiency and effectiveness of the social protection 
points of view, The amount of TSA should be at least adjusted to account for inflation and the 
Government should consider differentiating the benefit amount based on the score level, thus increasing 
equity, as well as efficiency of the use of resources. The principle of targeting social assistance transfers 
based on needs -the principle the Government has been pursuing since 2006 - should be extended to the 
IDP cash allowance. A strategy for the development of social care services should be developed and 
implemented in accordance with fiscal situation. 

1.5. Additional measures to respond to displacement 

15. During the conflict and the immediate days afterwards an estimated 127,500 people fled 
from the scene of  the violence to areas within Georgia. Many fled urgently in response to direct 
violence and intimidation or for fear of being caught in the violence and they lef t  hastily in cars with time 
to gather only a few possessions. These internally displaced people (IDPs) took sanctuary with relatives 
or gathered in public buildings such as kindergartens, schools, cultural centers and public administrative 
buildings, following directions from the Ministry of Refugees and Accommodation. For those in 
collective centers their immediate needs, such as food, clothing and household utensils were largely met 
by donations from friends and families, followed by relief provided from the Government and 
supplemented by aid items from the international community. In the main centers, IDPs had access to 
water, sanitation facilities and secure shelter, but conditions in the collective centers varied from the 
adequate to the sub-standard. The caseload of IDPs in high risk situations such as those with physical 
injuries and children separated from their families was relatively low and al l  those requiring special 
attention were reached. 

16. Since the cessation of  hostilities to the current time, an estimated 60,000 IDPs have found 
conditions secure enough to return to their homes.93 At present, an estimated 67,500 remain displaced, 
with 40,000 in host families, 24,000 in collective centers and 2,000 in camps. As conditions stabilize it i s  
projected that a further 34,000 may return, reclaiming their original houses and livelihoods. These 
projections mean that there i s  an anticipated caseload of 30,000 IDPs who fled from South Ossetia, 
Abkhazia and Upper Abkhazia (Kodori valley) and are not expected to return in the near future and are 
therefore in need of resettlement elsewhere. 

17. I t  i s  anticipated that those IDPs who are able to return to their original homes will need 
some support in the following areas: repair of any damage to homes and other property; replacement of 
looted possession including the agricultural and other livelihood related tools; initial replenishment of 
food stocks; credit facilities to cover the costs incurred in the resumption of livelihoods disrupted while 
people were absent; emergency provision of water in cases where supplies have been affected; guarantees 
of security, the functioning of the rule of law and protection from violence; opportunities for psycho- 
social support to process and cope with the mental and emotional impact of having been displaced; 

93 To be updated in the field as the situation changes. 
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prevention o f  ethnically related discrimination and targeting94; the restoration of any missing legal and 
identity documentation; legal aid and referral systems to address protection and security issues; 
information, training and guidance on where to seek help on various risks related to mines and 
unexploded ordinance (UXOs), psycho-social symptoms, and information on any compensation schemes 
or additional assistance to which they are entitled. Especially vulnerable groups o f  IDPs such as female 
headed households, children and youth, those with disabilities, those who chose to migrate searching for 
economic opportunities and those showing ongoing symptoms of distress would benefit from especial 
monitoring and support from social services. 

18. The Government o f  Georgia has stated that for the IDPs who are to be permanently 
displaced, the provision of temporary shelter will continue, although some IDPs may need to be 
relocated to free up necessary public buildings like schools. The collective centers will be improved to 
provide adequate living conditions throughout the approaching winter months. The Government has 
stated that in the long term these IDPs are to be resettled, provided with accommodation in houses or 
flats, furniture, with land where appropriate, connection to and support for utility payments, start up stock 
o f  food and other necessary financial aid. These IDPs will require al l  the support outlined above for 
returnees and some additional interventions including the following: job opportunities, skills training and 
credit to facilitate them in starting new livelihoods where the resumption o f  old ones i s  impossible; 
incorporation into the health, education and social services provision o f  the regions where they are 
resettled; opportunities for recreation and relaxation in their new locations including sports and cultural 
facilities for children and youth. I t  i s  to be highly recommended that these IDPs are fully consulted on all 
decisions made in regards to their relocation and resettlement, and that any new housing and settlement 
solutions are developed are designed with their social preferences in mind and they are given all the data 
they require to make informed decisions. It i s  also important that job creation, credit and other support for 
economic livelihoods are provided at the time permanent accommodations are provided and in 
consultation with IDPs, in order to avoid them becoming dependent on social transfer, as happened to 
many 1992 IDPs. Housing locations should ensure access to transportation and employment 
opportunities equal to those enjoyed by the local population. Finally, community relations between newly 
resettled IDP families and the host population should be monitored and resources made available for 
initiatives that promote community cohesion and integration through joint activities and participatory 
planning across the two groups. 

19. I n  the longer term it i s  anticipated that a number o f  outstanding policy issues with regard to 
IDPs will need to be settled. These include the issue o f  entitlement to additional social assistance on the 
basis of an IDP status, and the question o f  whether compensation will be given for lost property, and 
whether and how disputes that may occur over abandoned property and land in S. Ossetia and Abkhazia 
and the issue o f  property ownership and title will be resolved. 

20. I t  i s  to be noted that the current crisis i s  being seen by the Government of Georgia and the 
international community as an opportunity to re-assess and re-address the needs of those people 
displaced by conflict in the early 1990s in Georgia o f  which there are an estimated 220,000. Almost 
73 percent of these IDPs live in an urban location (Zugdidi, Tbilisi, and Kutaisi) with approximately 44 
percent in a collective center (there are a total o f  1,683 separate centers). In 1996 these IDPs were given 
the right to use allocated land but were restricted from building any permanent structure. Since 
displacement, IDPs received free living quarters, and monthly allowance and benefits including subsidies 
for utilities and transportation. These subsidies are administered by the Ministry o f  Refugees and 
Accommodations. Despite apparent barriers and disincentives, the IDPs have been found to have levels 
o f  employment and social capital similar to those o f  the general pop~lat ion.~~ It i s  their shelter situation 

This may be the case, for example, for Ossetians in mixed marriages with ethnic Georgians. 94 

95 2005. Georgia Social Capital and Employment Opportunities among Internally Displaced Persons in Georgia. 

159 



which continues to be their greatest need; an estimated 70 percent of  the collective centers do not meet 
basic livin standards.96 The health standards, emotional well being and citizenship o f  these IDPs are also 
ofconcern . !7 

21. I n  March 2007, the Government of Georgia adopted a new IDP strategy and the 
corresponding action plan was signed in early August 2008, just before the outbreak of  the current 
hostilities. However a clear financing plan for the implementation o f  the strategy had not been 
established. The intention o f  the Government i s  to begin to implement this action plan and to consider 
other needs o f  this displaced population in the months to come. 

2. Education 

2.1 Sector impact 

22. The recent crisis has placed a serious pressure on Georgia’s education system. While there 
has been limited physical damage to existing educational infrastructure from military assault, the use o f  
schools and universities to house displaced persons i s  thwarting a timely resumption of the academic year 
by preventing full access o f  education facilities. 

23. Immediate impact: The immediate impact o f  the crisis for the education sector is  through 
damaged educational facilities. According to the Ministry o f  Education and Science (MoES), a total o f  
55 educational institutions have been damaged to a varying degree by the military actions across the 
country. This number includes institutions, which have been shelled, burnt down, looted and damaged 
from gun shootings. Greater physical damage has occurred in buffer zone schools, where a number o f  
schools have been reported damaged and burnt down. In Gori, only one public school and Gori State 
University have been heavily damaged, and 23 schools have suffered minor damage. Looting i s  
widespread in al l  conflict-affected areas, although a detailed estimate o f  the loss - infrastructure, 
materials, equipment, computers, damage to heating systems, etc., i s  not yet available. The use o f  schools 
to house IDPs in Tbilisi has led to the deterioration o f  sanitation systems, the repair costs o f  which have 
been estimated at GEL 3.9 million. 

24. The launching of  the 2008-2009 academic year has faced difficulties and had to be 
postponed, but was successfully resumed on October 1, 2008. The main reason for postponing the 
academic year was that many educational establishments, particularly in Tbilisi, were occupied by IDPs. 
As of September 11, 2008, an estimated total o f  27,000 IDPs were continuing to live in 30 public school 
buildings, 15 vocational and specialized schools, and 180 kindergartens in Tbilisi. However, about 60 
percent o f  public schools in Tbilisi will be able to resume the academic year on the 1 5‘h o f  September, and 
the rest were able to do so on October 1, 2008. About 30 public schools will remain to serve as IDP 
shelters beyond October 1. These schools’ workloads will be hosted by the neighboring schools (the host 
schools will work in two or even three shifts). Since the priority i s  being given to the resumption o f  basic 
and secondary schooling, public preschool facilities will bear the burden o f  housing IDPs. I t  has been 
decided that preschools in Tbilisi will remain closed for the entire 2008/2009 academic year, thereby 
raising serious concerns about the child care and pre-school education, particularly for children from low- 
income families who cannot afford to send their children to private kindergartens. 

96 IDMC, October 2007. 
97 UNDP, 2004 
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25. Additional school places are required for an estimated 10,317 IDP school age children 
(6,467 in Tbilisi and 3,850 in the country). These are the children from the IDP families who are though 
not to be able to return back to their homes. 

26. Additional challenge for the educational system i s  to meet emotional needs o f  the students 
affected by the conflict by providing them with psycho-social support. The teachers’ capacity to 
identify the symptoms and provide psycho-social support i s  very limited, hence requiring appropriate 
training. 

27. The recent cr is is has had immediate implications for many ongoing activities and efforts of 
the Ministry. The Annual International Black Sea Conference on student assessment has been postponed. 
Moreover, important structures under the MoES such as the National Examination Center (NaEC), the 
National Curriculum and Assessment Center (NCAC), and the Teachers Professional Development 
Center (TPDC) have had their staff diverted from regular programs and activities. Most of the staff of 
these agencies i s  now focusing on IDP problems and works in close collaboration with other parts o f  the 
Government. According to the World Bank APL2 education project assessment, the recent crisis has 
resulted in the temporary suspension o f  civil works at the new school construction sites due to the 
restrictions for transportation and access, and a shortage o f  construction materials. 

28. Longer term impact: I n  the long run, the challenge for the education sector i s  to both 
maintain the same level o f  education budget and accommodate the emerging immediate needs as a 
result o f  the crisis. According to the MoES officials, the crisis has resulted in proposed cuts to the core 
education expenditures, which will make it difficult to maintain the current pace o f  reforms - particularly 
efforts that are essential for strengthening education decentralization process through building capacity o f  
schools and Education Resource Centers (ERCs) and activities targeted at improving the quality of 
education services. Additional training o f  teachers will become essential to meet emotional needs o f  the 
students affected by the conflict. The disruption in the child care and preschool education services will 
pose additional challenges for the reform o f  the early childhood education system which has just begun. 

2.2 Response strategy 

29. The key priority o f  the Government was to resume the academic year in basic and 
secondary schools, which i s  important not only to avoid building up a backlog o f  school days but 
also to reassure community that normality is  being restored. Extensive work has been done to move 
IDPs from secondary schools to preschools, and vocational and research institutions in Tbilisi and other 
parts o f  Georgia. The kindergartens and other educational facilities are deemed preferable as an interim 
shelter for the IDPs as longer-term shelter as solutions are identified for IDPs permanent housing. The 
Ministry i s  currently trying to find an alternative to the proposed closure o f  kinder-gardens in Tbilisi for 
about a year. To that end, it i s  considering moving the kinder-gardens to neighboring schools through 
individual partnerships between the school principals and kindergarten directors. 

30. The Government seems to have adequate capacity to address the immediate needs emerged 
as a result o f  the crisis. Close consultations are ongoing with the donor community to find additional 
resources for emerging needs in the sector. 

2.3 Budgetary cost 

31. According to the Budget Department o f  the MoES, uncertainly about the budget remains 
high and serious cuts might need to be undertaken. An estimate o f  the expected financing gap in the 
education sector budget i s  not yet available. Preliminary information suggests that there will be an 18- 
million shortage in the education budget. The MoES i s  currently considering reallocations within the 
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sector budget, which will affect a number of the MoES programs. The programs that may be affected 
include minority integration program, inclusive education projects, school partnership projects, 
community mobilization programs, prisoner education programs, pre-school education programs, and the 
so called “street children” program. Al l  these programs are part of the education sector reform and their 
suspension/postponing might slow down and hurt the reform progress. 

3. Health 

3.1 Sector impact 

32. Immediate impact: The Ministry o f  Health, Labor and Social Assistance (MoHLSP) has 
estimated that the overall infrastructure rehabilitation and equipment cost would require around 
GEL 3-3.5 million. The health sector physical infrastructure in the conflict area has suffered 
considerable damage, including the emergency center in the town of Gori which was totally destroyed. 
The emergency care station has 8 brigades and total number of personnel i s  about 67. The private 
construction company has started the rehabilitation and it seems likely that the basic renovation will be 
completed by the end of September. The emergency services have been temporarily transferred to the 
GorMedi Hospital. Three hospitals have also been seriously damaged including one located in Abkhazia 
(Kvemo Azhara), and two others in Shida Kartli region (in Tkviavi and Kurta). Several village 
ambulatories near Gori have been significantly damaged (e.g. Karaleti, etc). 

33. The quality o f  infrastructure of available medical facilities in Gori varies considerably. Gori 
Children’s Hospital building was just about to be privatized before the conflict. It has been renovated by 
the potential owner, but not operational for almost 1 year as there i s  no needed furniture, medical 
equipment, etc. The pediatric services are being provided in the dilapidated small building next to the 
newly renovated one. GorMedi hospital i s  a 100-bed-facility that managed more than 40 in-patient and 
around 100 out-patient cases during this conflict. The WB supported PHC development project has 
started the family doctor-nurse re-training in early October at the premises of this hospital as it possesses 
adequate technical and intellectual capacities. Military Hospital - more than 1,600 patients went through 
the treatment at this particular hospital, among them, around 100 are civilians. The infrastructure of this 
hospital i s  outstandingly good. 

34. The UN thematic group drafted a comprehensive Health Facility Assessment Form 
alongside with the Community Health Questionnaire. The humanitarian community members will 
identify the geographic areas and will start the process of assessment soon. Overall, the medical staff has 
responded to the emergency with dedication and hard work. They even kept two hospitals in Gori fully 
operational despite the fact that the city was not controlled by the Government for over a week. 

35.  Officially registered number o f  Georgian citizens killed in the conflict i s  295, according to a 
report released by the Georgian government: 186 of them are military and 109 civilians. According 
to the report, 14 Georgian soldiers are s t i l l  missing. Three journalists were also killed in the conflict - two 
local and one Dutch cameraman. The overall number of injured people reported so far i s  2,230 with 122 
patients (including 70 civilians) under the treatment in hospitals (as o f  September 9, ’OS).  The majority of 
patients are receiving adequate health care services at the Republican and Gudushauri hospitals in Tbilisi 
which are reference hospitals. In addition, 5 hospitals (#8, #4, Institute of Surgery, the so called #31 
Factory Hospital and Barnov Hospital) are handling less complicated cases. It i s  important to note that 
due to the septic complications of gunshot wounds, shrapnel injuries, or blast injuries the Sepsis Center 
started receiving patients as well. 
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36. All IDP collective centers have on si te  either visiting or full day time (from 9 A M  till 6 PM) 
family physicians. All physicians at the IDP centers are adequately equipped with basic diagnostic 
and medical supplies, as well as essential drugs (20 different types of pharmaceuticals). Physicians 
reported the cases of head lice, chicken pox, and fungal infections, as well as symptoms of post-traumatic 
stress disorder, such as for instance sleep disorders among children. In many cases, the doctors are 
prescribing anti-anxiety and low-strength tranquilizing medicines for the affected children. Among the 
population that experienced displacement, about 800- 1,000 were pregnant women. More than 40 women 
gave birth during this period. Some of births are premature and there were only four deliveries by 
cesarean section. Al l  newborns are healthy and there i s  one set of twins. 

37. A preliminary assessment o f  diseases affecting IDPs has identified cardiovascular disorders, 
diabetes, and a post-war syndrome. No outbreaks of communicable diseases have been reported 
yet, although inadequate access to safe water and sanitation poses serious risks. Also, gastrointestinal 
disorders and food allergies have been identified in several IDP centers. These are largely caused by the 
quality of food and products, as well as unsatisfactory refrigeration conditions. As many of the IDP 
collective centers are not suitable for habitation, they do not satisfy minimum requirements of sanitation, 
hygiene and building safety. Many of IDP centers are located in dilapidated buildings, which often have 
no toilets, no glass in windows, sporadic electricity and running water. Some centers are reporting the 
existence of rats and mice in the IDPs living quarters, threatening the health of adults and children, in 
particular. 

38. Emergency medical supplies have arrived in the country and the Ministry i s  very strong in 
requesting health partners to  avoid uncoordinated and non-requested donations, as it i s  an extra 
burden for the administration. The health and nutrition coordination group (this i s  one out of the six 
groups that UN Resident Coordinator has set up) i s  now led by the WHO and comprises 14 UN and NGO 
partners with MoLHSA participating in coordination meetings. A US$ 7.7 million appeal for 
healthhutrition has been collected by the UN agencies. MoLHSA has indicated that no additional medical 
supplies are necessary to address the immediate needs. There are 172 tones of humanitarian aid received 
only by MoLHSA, out of which around 30 tones have been distributed. 

39. I n  the medium term perspective, the challenge is  to re-establish basic health care services in the 
conflict affected areas. Also, the outbreaks of communicable diseases should be monitored as close as 
possible, so the threat possessed i s  minimal. The rehabilitation treatment, including the provision of 
prosthesis to those who injured during the fighting will potentially incur large expenditures. 

40. Longer term impact: Further work is  needed to ensure that the implementation o f  ongoing 
reforms, including privatization of the hospital sector, i s  well on track. The challenge for the health 
care policy makers and the donor community i s  to re-examine the policy strategic assumptions, provide 
institutional capacity development support to key institutions and strengthen financing mechanisms for 
the health care service provision. 

3.2 Response strategy 

4 1. I n  responding to the crisis, MoLHSA’s immediate priorities have been: providing adequate 
treatment to those who were injured during the conflict; monitoring the health status of IDPs in the 
collective centers; and ensuring that the risk of communicable and other diseases i s  minimal. Other 
priorities include: (i) secure effective implementation of the health sector reform; (ii) provide equitable 
access to effective health care; (iii) continue provision of al l  health care related programs and 
interventions; (iv) increase focus on improving targeting of health interventions, with particular emphasis 
on the most poor and vulnerable population, and (v) mobilize resources to rehabilitate damaged 
infrastructure and health services. 
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3.3 Budgetary cost 

42. According to the information provided by the MoLHSA together with Health and Social 
Programs Agency, the cost of health interventions caused by the crisis amounts to around GEL 6 
million, including GEL 1 million for pharmaceuticals. Preliminary information suggests that there will be 
a minor shortage in the health budget. It is, therefore, quite likely that major re-allocation under the 
MoLHSA budget will not take place. 
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ANNEX 2: Cumulative Distribution Functions, 2003 Compared to 2007: National, Urban, 
and Rural 

- 2003 
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Source: World Bank estimates using 2003 Georgia HBS and 2007 LSMS data. 

165 



ANNEX 3: Determinants of  Unemployment Probability, 2003 Compared to 2006 

2003 2006 
Specification 1 Specification 2 Specification f Specification 2 

Variable dFldx std. err. dFldx std. err. dFldx std. err. dFldx std. err. 
Age group (reference 21-25) 
15-20 0.013 0.015 
26-30 -0.028*'* 0.006 
31-35 -0.040"' 0.005 
36-40 -0.041"* 0.004 
41-45 -0.049**' 0.004 
46-50 -0.047**' 0.004 
51-55 -0.046'** 0.004 
56-60 -0.049'*' 0.004 
61+ -0.081'** 0.006 
Female -0.002 0.005 
Education (reference c secondary general) 

Vocational 0.031* 0.019 
Secondary special 0.029" 0.017 
University 0.019 0.013 
Urban 0.130'*' 0.012 
Region (reference = Tbilisi) 

Secondary general 0.021* 0.011 

Kakheti -0.015 0.009 
Inner Kartli -0.024" 0.008 
Lower Kartli -0.026*** 0.007 
Samtskhe Javakheti -0.022*' 0.008 
Adjara -0.013 0.007 
Guria -0.036*** 0.006 
Samegrelo -0.029*'* 0.007 
lmereti -0.026**' 0.006 
Mtskheta Mtianeti 0.080*** 0.023 
Female X education c secondary general 
(reference) 
Female X education secondary general 
Female X education vocational 
Female X education = secondary special 

0.013 
-0.028"' 
-0.040*** 
-0.041*** 
-0.049*" 
-0.046*** 
-0.046**' 
-0.048*** 
-0.081*" 
-0,009 

0.015 
0.006 
0.005 
0.004 
0.004 
0.004 
0.004 
0.004 
0.006 
0.019 

-0,001 0.013 
-0.024*" 0.007 
-0.041*** 0.005 
-0.049*** 0.005 
-0.050*** 0.005 
-0.054**' 0.005 
-0.055*** 0.005 
-0.057*** 0.005 
-0.085*** 0.006 
-0.012'* 0.006 

0.015 0.014 0.013 0.013 
0.021 0.022 0.019 0.020 
0.029 0.022 0.045*' 0.021 
0.019 0.017 0.014 0.015 
0.130'*' 0.012 0.14V' 0.014 

-0.015 
-0.024*' 
-0.026'*' 
-0.023*' 
-0.013 
-0.036*** 
-0.029'*' 
-0.026*** 
0.079**' 

0.009 
0.008 
0.007 
0.008 
0.007 
0.006 
0.007 
0.006 
0.023 

0.014 0.024 
0.018 0.034 
0.002 0.024 

-0.014 
-0.029*" 
-0.021 i* 

-0.033'** 
-0.001 
-0.040*** 
-0.036*** 
-0.014* 
0.075*** 

0.010 
0.008 
0.008 
0.007 
0.010 
0.007 
0.007 
0.008 
0.025 

-0,001 0.013 
-0.024*** 0.007 
-0.040*** 0.005 
-0.048*** 0.005 
-0.049*** 0.005 
-0.053*'* 0.005 
-0.054'** 0.005 
-0.056*** 0.004 
-0.084"* 0.006 
-0.001 0.022 

0.023 0.017 
0.015 0.024 
0.030 0.025 
0.021 0.020 
0.145*** 0.014 

-0.014 0.010 
-0.029**' 0.007 
-0.021" 0.008 
-0.033*'* 0.007 
-0.001 0.010 
-0.040*** 0.007 
-0.036*** 0.007 
-0.013 0.008 
0.073**' 0.025 

-0.023 0.018 
0.006 0.033 
0.015 0.031 

Female X education = university 0.001 0.021 -0.013 0.020 
Number of observations 5,529 5,529 5,049 5,049 
chi2 755.868 757.485 801.363 808.345 

Pseudo R2 0.225 0.226 0.243 0.245 
Note: Statistical significance levels - .01 - ***; .05 - **; .I - *. 
Source; World Bank estimates using 2003 and 2006 Household Budget Survey data. 

Log-Likelihood -1,300.32 -1,299,5 1 -1,247.46 -1,243.97 
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Table A.6: Distribution o f  T S A  Beneficiaries, by Household (HH) Size 
Consumption 

HH All TSA Consumption Poor Non-poor TSA 

1 
2 
3 
4 
5 
6 
7 
8+ 

HHs 
32,408 
22,270 
9,578 
13,198 
8,095 
4,906 
2,238 
2,67 1 

. - .. _. - ... .__ - _. - -YES . 
34.0 
23.4 
10.0 
13.8 
8.5 
5. I 
2 3  
2 8  

N o f  HHs 
15,711 
10,272 
6,580 
1 1,623 
6,556 
4,282 
1,199 
2,277 

_ _  - . - - - - __ - KKS- - 
26 9 
17 6 
I1 2 
19 9 
I1 2 

7 3  
2 1  
3 9  

- N __ o f  HHs - 
16,697 
1 1,998 
2,997 
1,575 
1,539 
624 

1,038 
394 

% ofHHs 
45.3 
32.5 

8. I 
4.3 
4.2 
1.7 
2.8 
1. I 

Total 95,365 100.0 58,501 100.0 36,864 100.0 
Source: World Bank estimates using 2007 LSMS. 
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Box A.l: Social Transfers in Georgia 

Georgia’s system of social transfers reaches 64.4 percent o f  the population and includes pensions, assistance to 
internally displaced persons (IDPs), targeted social assistance, and subsidized energy consumption for certain 
categories of the population (pensioners, teachers, farmers, and others). In 2007, Georgia allocated 4.1 percent o f  
GDP to social transfers. Their share o f  total budget spending was 13.2 percent. Relative to other countries in 
transition, and in particular to European countries, Georgia does not spend much on social protection (SP). On 
average, in 2005, EU-15, EU-25, and EU-27a countries spent about 20 percent o f  their GDP on SP programs. In 
the regional context, Georgia’s spending on SP i s  similar to that of Armenia, which in 2007 spent 4.8 percent of 
GDP on SP programs. 

Pensions are the largest social transfer in Georgia. About three-quarters (72 percent) of public spending on social 
transfers i s  allocated to pensions, and they are received by close to 850,000 individuals. Of al l  Georgian 
households, 55 percent reported pensions as their source o f  income. In April 2008, the average pension 
amounted to GEL 73 per month, an 83 percent increase in nominal terms relative to April 2007. Despite this 
increase, pensions make up less than 20 percent of the average wage. In terms of the pensions’ share in GDP, at 
2.9 percent of GDP, Georgia i s  among the ECA countries with the lowest pensionsiGDP spending ratios. 

The objective o f  pensions in Georgia i s  to provide income security to the elderly, and in cases o f  disability and a 
loss o f  a breadwinner. Since independence, Georgia has radically changed its pension system. In its current form, 
the old-age pension i s  a regular monthly benefit received by al l  Georgians upon reaching a certain a g e d 5  for 
men and 60 for women. The benefit i s  comprised o f  a flat base benefit plus an addition that depends on the 
length of employment history. Provisions are also made for disability and survivor’s benefits. Several categories 
of the Georgian population-retirees from the army and the police, members o f  Parliament, judges, World War 
I1 veterans, and others-are awarded special allowances whose amount i s  about 8+ times higher than that of 
regular pension benefits. The pensions are financed by the budget and administered by the State Social Benefits 
Agency (SSBA). 

Social assistance to poor and vulnerable households comprises targeted social assistance (TSA) and several 
categorical benefits (to poor single pensioners, poor pensioner couples, orphans, disabled children, blind people, 
and families with seven or more children). Categorical benefits are closed for new entries and are expected to be 
gradually replaced by TSA. 

TSA i s  aimed at providing income support and consumption smoothing among the very poor households in 
Georgia. It was launched in July 2006, after 18 months o f  intense preparation, including developing and testing a 
proxy means-targeting mechanism, designing implementation procedures, establishing an agency, hiring and 
training o f  staff, developing an automated MIS, and receiving applications and collecting and processing 
information on more than 200,000 applicant households from all  over Georgia. The proxy means-testing 
mechanism was chosen as suitable for Georgia because of the high level o f  informality o f  economic activities, 
which makes income from formal sources an inaccurate indicator o f  household welfare. The proxy formula was 
developed using a regression-based analysis of the Georgia Household Income and Expenditure Survey, and a 
household survey especially carried out to fine-tune the formula variables and their weights. TSA i s  administered 
by SSBA. 

Al l  Georgian household are entitled to apply for TSA. After an application has been received and the household 
has been registered with the database on the poor and vulnerable population (this database i s  managed by the 
SSBA and used to target several programs, including a supplemental benefit package o f  health services), the 
household i s  visited by a social agent who collects information on various aspects o f  household’s well-being. 
The information i s  entered into the database, and after a centralized electronic verification and cross-checks, the 
household’s “score o f  need” i s  calculated using the proxy formula. The household i s  subsequently formally 
informed about i ts  score. If the household score i s  below the threshold, the household receives assistance. TSA i s  
awarded for a period o f  12 months; households are fully recertified every two years. The TSA amount depends 
on the number of household members; the first member receives GEL 30 per month plus a flat amount for each 
additional member (currently GEL 12 per person per month). 
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At the end o f  February 2008, there were 467,749 households (40 percent o f  al l  households) with 1,486,281 
members (35 percent o f  a l l  population) registered with the database on the poor and vulnerable population. TSA 
i s  received by 134,935 households with 359,951 members (respectively, 11 percent o f  al l  households and 8 
percent o f  the Georgian population). According to administrative statistics, in 2007, public spending on TSA 
amounted to GEL 68 million or 0.4 percent o f  GDP. The average monthly benefit per household was GEL 59. 

TSA i s  expected to gradually replace all categorical benefits. When TSA was launched, households receiving 
categorical benefits were given an option to register with the database, be tested and scored, and if they qualify, 
receive TSA, or to continue receiving their categorical assistance. Since the launch of the TSA, about half of 
households receiving categorical benefits have chosen to make a transition to the new system. Administrative 
data indicate that currently about 3 1,000 Georgian households receive categorical social assistance. In  2007, the 
total spending on categorical social assistance was about GEL 9 million, or 0.05 percent o f  GDP (GEL 24 per 
household per month). 

Assistance to internally displaced people (ZDPs): The civil strife at the beginning of the 1990s internally 
displaced more than 300,000 Georgians. Over time, some o f  the IDPs have left Georgia, some have died, and 
some have changed their status by marrying. Consequently, their number seems to have declined. According to 
the census carried out by the UN, there were about 220,000 IDPs in Georgia in 2003. All IDPs are entitled to 
receive some kind of assistance, irrespective of their well-being. In 2007, the Government spent GEL 32.5 
million (0.2 percent o f  GDP) on benefits to IDPs. During the last 10 years, the Government has tried several 
times to reform assistance to IDPs by focusing it more on the poor IDPs. It has also tried to consolidate IDP 
benefits into TSA. However, the system has been resilient to change because o f  the complex political economy. 

Energy subsidies: Energy subsidies are aimed at helping households cope with the cost o f  energy. They are 
distributed to certain categories o f  the population, such as teachers, pensioners, and farmers. In 2007, Georgia spent 
GEL 79 million (almost 0.5 percent of GDP) on energy subsidies.b The program i s  envisioned to continue in 2008, 
although with a somewhat decreased budget allocation. 

a. The EU-15 comprises Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, 
Luxembourg, the Netherlands, Portugal, Spain, Sweden, and the United Kingdom. The EU-25 includes the EU-15 
countries plus Cyprus, the Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Slovakia, and 
Slovenia. The EU-27 includes the EU-25 countries plus Bulgaria and Romania. 
b. The majority of energy subsidies (for natural gas, electricity, and firewood) were distributed in late November and 
December of 2007, about a month after the fieldwork for the LSMS was completed. 
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Box A.2: Targeted Social Assistance (TSA) i s  Found to Have No Crowding-out Impact on Private 
Transfers 

The TSA survey sample frame was specifically designed to be able to evaluate the effectiveness o f  the TSA 
in poverty reduction. For that, in addition to the nationally representative sample of 5,000 households, 
2,000 households were selected from the database o f  TSA applicants. One-thousand households had a TSA 
score very close or below the cutoff score. Those households receive the TSA. Another thousand 
households had a score just above the cutoff score. These households, while having characteristics very 
similar to those o f  the recipient households, receive no assistance. Such a design of the TSA survey allows 
applying the method o f  regression discontinuity design (RDD) for evaluation of various impacts o f  the 
program on the well-being o f  households receiving TSA. 

We applied RDD to assess the impact of the public transfers from TSA on the amount o f  private transfers 
that households receive from their relatives. The policy-relevant question i s  whether the public transfers are 
crowding out the private transfers. If this i s  the case, the effectiveness of TSA will be lower because by 
substituting the private transfers, the TSA helps the rich donors. 

The results o f  RDD estimations fail to detect any statistically significant differences in the amounts o f  the 
private transfers between the TSA-recipient households and the households with a similar TSA score that 
receive no assistance. In particular, the average amount of private transfers among the non-recipients was 
33.5 (with standard error o f  3.91) while the average amount of private transfers for the households 
receiving the TSA was 30.2 (standard error o f  6.85). This difference i s  statistically insignificant, with a t- 
ration o f  0.46. Similar conclusions are made based on the multivariate analysis that controls for the 
differences in the observable characteristics o f  households from the two groups. 
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