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lenges facing the EU, post-transition countries and the global economy.
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Abstract

After years of stagnation and political cataclysms, Georgia tried to recover by
launching radical economic and political reforms starting in 2004. The results of
the reforms appeared to be impressive. The country’s GDP has more than doubled,;
the total volume of bank deposits is five times what it used to be. Key international
indices (Doing Business Index, Economic Freedom Index, Corruption Perception
Index) have also reflected the success of the reforms. The occupation of the Geor-
gian territories by Russia in August 2008 and the global financial crisis have sig-
nificantly changed the current macroeconomic environment in Georgia. The Au-
gust conflict undermined investor and consumer confidence, put pressure on pub-
lic finances, damaged physical and other infrastructure and undermined the bank-
ing system with a large volume of deposit withdrawals. The deepening of the in-
ternational financial crisis put further pressure on currency and foreign invest-
ments. The purpose of this paper is to consider the nature and magnitude of the
impact of the global financial crisis on Georgia’s social services sector and on the
country’s economy as a whole. The global financial crisis had a sharp impact on
the most disadvantaged members of the society. The main objectives of the paper
are to describe to what extent the education and healthcare sectors were affected in
Georgia and to investigate how government policies have addressed the problems
which arose due to the financial crisis.
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Executive Summary

After the Rose Revolution, substantial changes began to occur in Georgia’s ed-
ucation sector and decentralization was named a top priority. Radical reforms de-
stroyed the old remnants of the Soviet period and made headway towards a West-
ern style education system. Since then several documents and laws were adopted
by the Georgian government and parliament aimed at creating a national education
system with a streamlined and transparent governance.

The education management system has been rehabilitated during the last five
years. Various institutions have been established including educational resource
centres, an accreditation agency, a national examination centre, a teachers' profes-
sional development centre, and other new entities that helped to revitalize the edu-
cation sector. The results have been reflected in the quality of education to some
extent.

The financing system was also completely changed, and then later modified.
The main change was that financing from the budget was allocated to individual
students and pupils who are authorized to apply the funds at the institution of their
choice. This scheme applies to all levels of the education system. In the general
education system, this is called the “voucher” system, which is calculated per pu-
pil and is different for urban, rural and high mountainous regions. In higher educa-
tion, it is called a “Government Grant,” which covers either total (100%) or partial
(70%, 50%, 30%) tuition.

The consequences of the financial crisis were reflected in budget expenditures
in the education sector. Beginning in 2003, education financing was continuously
increasing by about 40% a year, except for 2008-2009, when it experienced a
drop. At the same time, the financing of education increased as a percentage of
GDP. It grew from 2.2% in 2008 to 2.7% in 2009.

The financial crisis did not affect Georgian households’ monthly expenditures
on education, cultural activities, and leisure, which have increased in absolute
figures as well as a percentage of total expenditure after 2003. In the 2008-2009
academic year, the number of pupils at private schools increased by 11-12% at the
basic and primary levels, which is a significantly larger increase than compared to
the previous two years. At the same time, the number of pupils at public schools
decreased by 3-4% at the basic and primary levels.

In 2008-2009, the government cut financing for the rehabilitation of Georgian
public schools by about 85% on average. In addition, other governmental pro-
grammes in the education sector suffered due to the financial crisis. In 2005, the
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national program for complete computerization and internet connectivity at
schools (“Deer Leap™) was launched. The program’s total budget for 2007-2011
was set at 49 million GEL in 2007 but due to the financial crisis, the actual budget
for this program has decreased to 37.5 million GEL.

The pupil-teacher ratio in public schools decreased in 2009, which should be a
signal to the government to pay more attention to education quality in public
schools. The Ministry of Education and Science does not publish data about sys-
tem performance indicators, such as the promotion rate, repetition rate, drop-out
rate, percentage of repeaters, survival rate etc. There is no objective or representa-
tive research related to these topics. Analyzing these coefficients could give poli-
cymakers a better idea about the direction in which more work needs to done to
improve system performance and to finally increase the quality of education.

During the financial crisis, the number of pupils was increasing in nearly all the
regions of Georgia (except in the occupied regions), The only exception was the
Samtskhe-Javakheti region, where the number of pupils consistently decreased
over the last four years, while the number of schools has remained the same and
the population has not decreased. One of the reasons for such a low enrolment rate
could that Samtskhe-Javakheti is populated with a number of different ethnic
groups (most of them Armenian) and many children from there do not speak
Georgian.

Recently, the Ministry has been working on enhancing the learning of the
Georgian language by the non-Georgian population. At the same time, the Minis-
try is continuing the “Teach and Learn with Georgia” project, and in the 2010-
2011 academic year, it plans to recruit 1,000 native English speakers to teach
Georgian schoolchildren the English language.

To foster competitiveness between schools, the Ministry plans to introduce the
concept of “School Branding” beginning in the 2010-2011 academic year. Schools
will evaluate themselves and will receive a certain number of “stars” from the
Ministry after the monitoring and evaluation.

The number of private higher education institutions (HEIs) was increasing up
until 2007 (to 148); After that it decreased to 108 in 2009-2010. Not surprisingly,
most of the private HEIs are situated in Thilisi with an increasing agglomeration
coefficient. The recommendation to the government is to stimulate the private
sector to establish or move private HEIs to the regions, especially to Kakheti,
Samegrelo-Zemo Svaneti, ShidaKartli and Imereti, where some private HEIs were
closed during the global financial crisis. This would have a significant effect on
the economy of those regions. HEIs in different regions of Georgia would create
new life and economic activity. Higher education would become accessible for
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those who are unable to come to HEIs in Thilisi because of family, job or other
reasons.

Creating good infrastructure and stimulating the establishment of new private
HEIs in the regions will constitute a huge direct and indirect investment in the
regions. The stimulus for establishing private HEIs could come in the form of
reduced taxes, a stimulus which gained importance especially after the financial
crisis. Additionally, the government should simplify accreditation rules for re-
gional private HEIs.

The Ministry of Education collects information on Vocational Education and
Training (VET) courses from individual VET centers, but at the current time, this
information is provided in a format that makes it difficult to see the overall picture.
This could be improved if the courses were classified according to skill-based
categories and organized according to academic years. As a result, the Ministry of
Education and Science (MoES), or future employers of VET graduates, would be
able to easily see how many people are being trained in which kinds of skills na-
tionwide.

Although progress has been made in improving the main health indicators,
some are still far from optimal; Non-communicable diseases are the leading cause
of death. The high mortality rate for neoplasms is largely due to the fact that the
percentage of neoplasm cases diagnosed in the early, more treatable, stages (stages
I and I1) remains low, between 25% and 30%. The incidence and prevalence of
some communicable diseases is still unacceptably high.

Disease prevention policies aimed at eliminating the main causes of morbidity
and mortality should be enhanced. There is a need for more screening programs in
order to discover neoplasms in earlier stages. Healthcare polices should be aimed
at reducing tobacco use, increasing physical activity and lowering the prevalence
of overweight people. Efforts to reduce smoking would also help to reduce mor-
bidity due to respiratory diseases.

There is a plan to reduce the excess supply of hospital beds by 50% by Decem-
ber 2011 according to the National Hospital Master Plan; Utilization rates for Pri-
mary Health Care (PHC) have decreased dramatically; The productivity of medi-
cal personnel has increased in the last five years but is still insufficient.

There is no nationwide vision for PHC development. Two PHC Master Plans
were developed, but not approved. A long-term health care policy, with a medium
term strategy and a short term implementation plan, should be developed by the
Government.

The Government chose to turn the deteriorated healthcare industry over to the
private sector with the idea that this would lead to increased competition, higher
investments into the sector and, finally, better provision of medical services. In-
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creasing market forces in the sector, which is far from competitive, should be done
with great caution and should be based on concerns about the feasibility and sus-
tainability of the system, as well as on issues related to quality, efficiency and
equity.

The Ministry of Economic Development is dealing with the privatization proc-
ess of hospitals. The state agencies responsible for the reform of secondary health-
care should involve stakeholders in designing and implementing the reform. In
addition, hospital personnel should be allowed and encouraged to meet with inves-
tors. They should take part in the process of selection by analyzing investors’ ob-
jectives and the ways they plan to achieve the proposed goals.

The Government of Georgia allocates a very low share of public spending to
the health sector. More than % of total expenditures come from private sources.
Priority should be given to increasing government investment in health, particu-
larly in the areas of primary healthcare, public health and health promotion. The
critical issue of out-of-pocket payments must be addressed within the financing
process. The Government should ensure access to at least a basic package of bene-
fits, which should include essential medicines.

The development of the private insurance market to compensate for the decline
in public financing was a policy priority of the Government of Georgia after the
Rose Revolution. Funding of preventive services should be increased since insur-
ance companies are not interested in such an activity.

Two main groups remain uninsured: people who are above 60 years of age and
self-employed who do not belong to the poor population, but for whom corporate
insurance is not affordable. In 2009, the Government decided to subsidize insur-
ance of the second group by introducing a cheap insurance program, but the gov-
ernment’s expectations failed with respect to the program’s coverage. Awareness
of the state funding programmes should be increased and comprehensive policies
to ensure insurance for the over 60 age group should be developed.
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Introduction:

Out of all the former Soviet republics, Georgia suffered most severely from the
collapse of the Soviet Union. During the early nineties, the country’s gross domestic
product (GDP) fell to 15-20% of what it had been under Soviet rule. Several politi-
cal revolutions and a tough geopolitical situation prolonged the economic crisis, and
by 2003, the country had sunk to its lowest level in modern times, politically, eco-
nomically, and socially. After years of stagnation and political cataclysms, Georgia
tried to recover by launching radical economic and political reforms starting in 2004.

The results of the reforms appeared to be impressive. The country’s GDP has
more than doubled; the total volume of bank deposits is five times what it used to be.
The whole country now has reliable electricity supply; After years of serious energy
shortages, Georgia has become a net exporter of electricity. Key international indi-
ces have reflected the success of the reforms: on the Doing Business Index, Georgia
is in 12th place; on the Economic Freedom Index, it is in 29th place (from 93rd in
2005); and on the Corruption Perception Index, it is in 68th place (up from 130th in
2005). As a result, in recent years, Georgia has moved up more than any other coun-
try in the world in Transparency International’s corruption ratings.

The occupation of the Georgian territories by Russia in August 2008 and the
global financial crisis have significantly changed the current macroeconomic envi-
ronment in Georgia. The August conflict undermined investor and consumer con-
fidence, put pressure on public finances, damaged physical and other infrastructure
and undermined the banking system with a large volume of deposit withdrawals.
The deepening of the international financial crisis put further pressure on currency
and foreign investments.

The purpose of this paper is to consider the nature and magnitude of the impact
of the global financial crisis on Georgia’s social services sector and on the country’s
economy as a whole. The global financial crisis had a sharp impact on the most dis-
advantaged members of the society. The main objectives of the paper are to describe
to what extent the education and healthcare sectors were affected in Georgia and to
investigate how government policies have addressed the problems which arose due
to the financial crisis. In order to capture the consequences of the crisis, the paper
analyzes the “before” and “after” conditions of the education and healthcare sectors.

! This paper has been prepared with the editorial assistance of Paulina Szyrmer
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Country profile

Georgia is located at the crossroads of South-Eastern Europe and Western Asia.
However, socio-politically and culturally, Georgia aspires to be a part of Europe.
Integration with Europe is one of the main driving forces for the country’s devel-
opment.

After the Rose Revolution of 2003, a new government with a pro-Western ori-
entation came to power and embarked on large-scale radical reforms which af-
fected every sphere of public activity. The resulting rapid economic developments
placed the country within the scope of major Eurasian energy projects.

Georgia is a representative democracy, organized as a unitary semi-presidential
republic. It is currently a member of the United Nations, the Council of Europe,
the World Trade Organization, the Organization of the Black Sea Economic Co-
operation, and the GUAM Organization for Democracy and Economic Develop-
ment.

According to the National Statistics Office of Georgia, the population of the
countryis 4.4 million with an estimated population growth rate of 0.74%. Georgia
is an ethnically diverse nation. Ethnic Georgians comprise only 83.8% of the
residents, with Armenians, Azeris, Russians, Ossetians, Yezids and Greeks ac-
counting for the rest of the population. (For other general statistics about Georgia,
see Table Al in the Appendix).
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1.Economic Review

The occupation of the Georgian territories by Russia in August 2008 together
with the global financial crisis significantly changed the current macroeconomic
environment in Georgia. The August conflict undermined investor and consumer
confidence, put pressure on public finances, damaged physical and other infra-
structure and undermined the banking system with a large volume of deposit with-
drawals. The deepening of the international financial crisis put further pressure on
currency and foreign investments.

Starting in the second half of 2008, Georgia experienced an economic recession
for the first time since 1995.

Table 1. Main Macroeconomic Indicators

2010

2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 —
(projection)

Nominal GDP

(million GEL) | 85641 |9824.3|11620.9| 13790 | 16993 | 19069.6 | 17986 | 207913
Real growth of

GDP (%) 111 | 59 | 96 | 94 | 123 | 23 | -40 6.4

Inflation (Dec- | | 75 | 62 | g8 | 11 | 55 | 30 6.0

to-Dec)

E)Epf)”(m"“on 2726.6(3100.1| 3921.9 |4534.4|5357.2| 5469.1 |5045.3| 5532.2
g]zpf)rt (million | 3975 614733.6| 5992.7 [7842.7|9815.4| 11006.4 |9625.8| 10304.5
Exchange rate

USD/GEL, 21459 (1.9170| 1.8127 |1.7767|1.6707 | 1.4902 |1.6705| 1.7823

period average
Source: the National Statistics Office of Georgia.

Prior to the first half of 2008, Georgia’s economy had been rapidly growing for
several years. The economic growth of the country was 9.4% in 2006 and reached
12.3% in 2007 (see Table 1). According to the forecast for the first half of 2008,
the estimated economic growth for 2008 was 9%. However, the economic growth

2 Annual inflation is calculated as percentage change of the current month’s CPI over the
same month of the previous year.

CASE Network Reports No. 101



PUBLIC EXPENDITURES ON EDUCATION AND HEALTH IN GEORGIA BEFORE...

of the country started slowing down in the second half of 2008 and the overall
GDP growth in 2008 amounted to only 2.3%. The forecasted GDP growth for
2009 was 2%. However, the initial estimate of GDP growth for that year was re-
vised in the first half of 2009 and was changed, at first to -1.5% and then to -4%,
according to the final estimate. In 2010, however, in accordance with the existing
forecast, the same indicator should equal 2%. In the fourth quarter of 2009, real
GDP increased by 0.4%, after 5 consecutive quarters of negative growth.

Figure 1. Gross Domestic Product in 2003-2010
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Source: National Statistics Office of Georgia.

Figure 2. Share of Economic Sectors in GDP (%) 2008
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Source: National Bank of Georgia.
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In 2008 the structure of the Georgian economy did not undergo any significant
changes compared to the previous year. Public administration represented one of
the largest GDP components in 2007, comprising 13.4% of GDP. In 2008, the
traditional economic sectors of trade and agriculture also held significant shares of
GDP, 13.9% and 8.9%, respectively. As expected, in 2008, the shares of the manu-
facturing and construction industries in the GDP decreased year-on-year, equaling
8.2% and 5.3%, respectively. It is noteworthy that the six sectors produced 60% of
the value added to the economy.

As already mentioned, real GDP grew only 2.3% in 2008. In the previous year
the growth was mainly powered by the trade and public administration sectors,
each contributing 1.3% to real growth. Public administration turned out to be the
main driving force of the economic growth over 2006-2007. In 2008, positive
contributions to the GDP growth were made by the communications, education,
and healthcare sectors. It must be noted that the traditionally important economic
sectors of the Georgian economy, transport and construction, logged negative con-
tributions.

Figure 3. Share of Economic Sectors in GDP (%) 2009
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Source: National Bank of Georgia.

The downside tendency in the economy continued in 2009. Real GDP declined
5.9% in the first quarter. A tax revenue analysis showed that economic activity
was particularly sluggish in April-May. This led to a 10.7% decline in Q2. In the
second half of the year, the economy slightly recovered, which was mostly due to
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the implementation of infrastructure projects planned by the government, as well
as world price increases on raw materials which are the major export items in
Georgia. Finally, the real decline of GDP was 3.9% in 2009. In 2009, negative
contributions to the GDP were made by the trade sector (-2.8%), manufacturing (-
0.9%) and agriculture (-0.7%). The main positive driving forces in GDP were in
the sectors where the budget financing plays an important role (Healthcare and
Social protection, Education, Public administration) and in electricity, gas, and in
the water production/distribution sector.

You can see more details about real GDP growth rates by sectors in Table 2:

Table 2. Real GDP Growth Rates Compared to the Same Period of The Last Year
(%) by Sectors

2004 | 2005 | 2006 | 2007 | 2008 | 2009
Agriculture, hunting and forestry; fishing | -7.9 | 12.0 | -11.7 | 3.3 | -44 | -6.8

Mining and quarrying -199 | -78 | 187 | 199 | 16.7 | 94

Manufacturing 116 | 141 | 223 | 115 | -15 | -85
Electricity, gas and water supply -40 | 51 | 134 | 6.8 3.7 6.2

Processing of products by households -16 | 124 | 3.0 | 281 | -45 | -1.8
Construction 359 | 141 | 85 | 146 | -111 | -31
Wholesale and retail trade; repair of mo-

tor vehicles, motorcycles and personal 8.2 94 | 197 | 96 | 118 | -16.3
and household goods

Hotels and restaurants 35 | 166 | 105 | 114 | 49 | -44
Transport 3.7 39 | 168 | 119 | -95 | 05

Communication 169 | 28.7 | 134 | 87 | 158 | -34
Financial intermediation 128 | 528 | 36.9 | 153 | 4.3 15

Real estate, renting and business activities| 28.1 | 10.6 | 174 | 231 | 24 | -4.1
Imputed rent of own occupied dwellings 0.6 0.9 0.2 5.4 3.2 2.8

Public administration 9.7 6.3 | -24 | 159 | 9.9 1.2
Education 1.8 138 | 12.1 9.5 13.1 | 4.7
Health and social work 4.2 7.6 154 | 104 6.8 8.7

Other community, social and personal
service activities

Private households employing domestic
staff and undifferentiated production 205 | -188 | 85 75 5.8 2.7
activities of households for own use
Financial Intermediation Services Indi-
rectly Measured (FISIM)

Source: National Statistics Office of Georgia.

65 | 183 | 7.1 | 240 | 16 |-13.0

-7.9 | 575 | -15.0 | 425 | 263 | -1.0

Georgia’s GDP started recovering at a very low rate in 2010. This was due to
much lower domestic and foreign investments and a significant decrease in bank
lending when compared to the pre crisis period.

21 CASE Network Reports No. 101



Maka Chitanava, Maya Grigolia, Lasha Labadze

One of the leading drivers of GDP in Georgia is Foreign Direct Investment.
The total amount of net FDI was 6 billion USD in 2004-2008. During the first nine
months of 2008, net FDI reached 1,051.3 million USD, which accounted for 8.6%
of the estimated 2008 GDP. Total foreign capital and financial inflows grew by
47.4% to 2.4 billion USD, which amounted to 19.5% of the 2008 GDP.

After the Rose Revolution (2003), political stability in Georgia was still ques-
tioned and the country saw a rapid increase in FDI levels starting only from 2005.
In 2004-2007, the FDI growth rate was 67.7% on average, while in 2008, total FDI
decreased by 22.38%. This downward trend continued even further and by 2009,
FDI dropped more than twice compared to 2008 levels.

Figure 4. FDI Growth Rate 2004-2009
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Figure 5. Inflation and Real GDP in 2004-2010
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Source: Ministry of Finance of Georgia.
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A weak domestic demand and a drop in prices of major import items contained
inflationary pressures. Inflation, which peaked at 12.3% in August 2008, steadily
declined to 3.0% by December 2009. It picked up somewhat in February 2010,
mainly as a reflection of the seasonal increase in food prices.

The exchange rate has remained relatively stable despite the increase in the
flexibility of the exchange rate by the National Bank since May 2009. This stabil-
ity resulted from a lower import demand due to decreased consumption.

1.1. Reforms

After the Rose Revolution of 2003, structural reforms in Georgia were acceler-
ated. In particular, progress was made with respect to the completion of large-scale
privatization, a further improvement of the business environment through the lib-
eralization of the tax and customs regime, and financial sector reform. The liber-
alization and deregulation of the economy motivated businesses to pay taxes, le-
galize most of their previously hidden operations, and initiate new ones.

Successive post-revolutionary governments pursued a wide-ranging reform pro-
gram aimed at stimulating the national economy, improving the population’s living
standards and reducing poverty. The fight against corruption was put at the centre of
the reform agenda and involved restructuring the police, implementing administra-
tive reform and creating a more streamlined and transparent public sector.

Important institutional changes were implemented in the public sector. A large
bureaucratic apparatus was replaced with a smaller and more flexible one. Only 13
out of 18 ministries were left in operation and the number of public officials was
cut in half. The main aim of the reform was to minimize the interrelation between
state and private sectors.

The road police, the most corrupt element of the old regime, was eliminated. A
radically different system of traffic police, the so-called patrol police, was estab-
lished. Today the patrol police is well equipped and offers its personnel high wag-
es, leaving practically no room for corruption.

Agriculture is an important component of Georgia’s GDP, accounting for about
9% of GDP in 2008 and for about 55% of employment. Georgia has made notable
progress in liberalizing prices of all the commodities and inputs. The latest land
reform set the institutional framework for the functioning of the private land mar-
kets and, consequently, a large portion of agricultural land has been privatized,
including to foreigners.
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Significant progress has been made in the privatization of state-owned enter-
prises in the manufacturing sector. Privatization and improvement in the adminis-
trative procedures for starting a business have attracted a large amount of FDI.

Georgia’s antimonopoly legislation was changed radically and now advocates
free trade and competition. The new law places restrictions on government rules
and regulations that can lead to the creation of monopolies in the market.

The main challenges plaguing the electricity sector (unstable supply, ineffec-
tive regulatory environment and inefficient tariff system) were addressed rapidly.
Georgia’s electricity sector has been liberalized and partially privatized. Distribu-
tion has been fully privatized to foreign strategic investors.

Reforms have also been implemented in many other sectors, including educa-
tion, taxation, licenses, technical, regulations, labor market, customs, business
registration, property, finance, health, etc.

The results of the reforms have been impressive. The country’s GDP has in-
creased more than two-fold; the total volume of bank deposits has increased more
than five times; and, after years of serious energy shortages, the whole country
now has a reliable electricity supply and Georgia has become a net exporter of
electricity. Key international indices have reflected the success of the reforms: on
the Doing Business Index, Georgia is in 12th place; on the Economic Freedom
Index, it is in 29th place (from 93rd in 2005); and on the Corruption Perception
Index, it is in 68th place (from 130th in 2005). As a result, in recent years, Georgia
has moved up more than any other country in the world in Transparency Interna-
tional’s corruption ratings.

1.2. Budget

The Georgian budgetary system is comprised of the revenues and payments to
be paid by the central government of Georgia, the government of autonomous
republics, and local self-governing units. Public funds statistics for the execution
of their functions and liabilities are approved at the central, autonomous republics
and local government levels. Figure 6 represents the structure of the Georgian
budgetary system.

The budget of Georgia consists of three different levels:

e The State Budget of Georgia — the financial plan of central govern-
ment, approved by the Parliament of Georgia.
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Figure 6. Structure of the Georgian Budgetary System
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Source: Ministry of Finance of Georgia.

e The Budget of Autonomous Republics - financial plan of autono-
mous republics approved by the corresponding republic councils.

e The Budgets of Local Self-Governance Units of Georgia - receipts of
local governments, their functions, and the financial plan of compiling
liabilities, approved by local representative units. The budgets of local
governance are independent from other budgets.

One of the main principles of budget arraignment is ‘universality’, which means
that all the receipts are earmarked for expenditures and none of them are directly
responsible for special purposes (including education and health service delivery).
The consolidated budget of Georgia unifies these three levels of budgets.

Since 2004, the budgeting process has been regulated by the Law on the Budg-
et System in Georgia. The new law eliminated all special funds and directed the
entire budget to the Treasury Single Account (TSA). This change increased the
transparency of the budget process. In 2009, the Parliament of Georgia adopted a
new Budget Code, which provided a new equalization transfer formula that linked
the size of the transfer from the State Budget to local governments (LGs) with the
level of economic development of the LGs.

State budget revenues as a share of GDP have been increasing since 2003. In
2003, budget revenues accounted for about 11% of GDP, compared to 30.4% in
2007. From 2007 to 2008, the increase in budget revenues as a percentage of GDP
was more than 7%. The budget’s share in total GDP did not increase in 2008, and
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declined by 2.3% in 2009. Budget revenues in 2010 are estimated at 35.3% of
GDP. The expected increase of 2010 state budget revenues compared to those of

2009 is primarily attributed to the increase in two sources of revenue: foreign
grants and taxes. These comprised 18% and 64.8% of the state budget receipts and
6.4% and 23% of GDP, respectively. One of the sources of state budget receipts
are grants from other countries or international organizations in Georgia. These
grants are not returnable.

Figure 7. State Budget Receipts 2003-2010 (Million GEL)
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Figure 8. Comparing the Reciepts of the State Budget and Tax Revenues
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Taxes are the largest source of state budget revenues. Hence, the trend in tax
revenues as a share of GDP is in sync with the trend of total state budget revenues
as a share of GDP.

Georgia’s fiscal position has improved significantly since 2003 as a result of
improvements in tax legislation, tax administration and a broadening of the tax
base. Increasing tax revenues improved the government’s ability to increase both
social and capital spending, which is particularly needed for infrastructure.

According to the primary (30.12.2008) budget of 2009, taxes in the amount of
4,760,000 thousand GEL (30.6% of GDP), which is 238,000.0 thousand GEL
more than in the previous year, should have been mobilized. Mobilizing tax reve-
nues became more difficult since the Government had to look at excessively opti-
mistic predictions of tax revenues. Consequently, the first change to the state
budget was introduced on July 11, 2009. This change resulted in a reduction of the
tax revenues by 500 million GEL, a reduction which exceeded 10%. However, the
budget revenues still increased due to the expected grants (110.5 million GEL,
which is 0.7% of GDP). Besides, the other incomes were also expected to increase
according to the forecast. Resulting from the changes to the state budget, the nega-
tive indicator of the total balance significantly increased in July, when the budget’s
deficit reached -1,193,499.3 thousand GEL (7.7% of GDP). The growth of obliga-
tions was the main financial source of this deficit. As a result of the changes, the
indicator of obligation on changes increased by 506,162.3 GEL, which mainly
came on the growth of foreign obligations. The second change to the budget was
made on December 4th, 2009. The income forecast was reduced by 3.7%, while
expenses were reduced only by 1%. The negative indicator of the operational bal-
ance increased correspondingly. Changes of non-financial assets were reduced by
4.4 %, mainly as a result of the purchases of public property.

The first reform of the taxation system was implemented in 2003. There were a
total of 22 different types of taxes and most of them were differentiated and dupli-
cated. Despite the large number of taxes and high tax rates, tax revenues consti-
tuted only 11% of GDP in 2003. As a result of the 2005 tax reform, the number of
taxes decreased. Out of 22 taxes in the former tax code, only 6 exist today. The
progressive income tax (from 12% to 20%) was replaced by a 12% flat tax. The
VAT was reduced from 20% to 18%; the social tax rate was reduced from 33% to
20%. Income and social taxes were consolidated in 2008 and their combined rate
was reduced from 32% to 25% and to just 20% in 2009.

Table 3 summarizes the changes in Georgia’s taxation system from 2004 to
2009. The Government is now in the process of developing a new tax code, which
is to be approved in the first quarter of 2011. According to the new tax code, tax
rates are planned to be further decreased as shown below.
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Table 3. Taxation Reforms in 2003-2010 and Planned Reforms for 2011-2013
2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013

Number of
Taxes 22 7 7 7 6 6 6 6 6 6
VAT 20% | 20% | 18% | 18% | 18% | 18% | 18% | 18% | 18% | 18%
Social .
Social
Tax
+ Tax
12- | 12% | 12% | 12% _ | *Inco 0 0 0 0
Income Tax 20% | (flat) | (flat) | (flat) In me 20% | 18% | 15% | 15%
come
Tax
Tax

25% | 20%
Social Tax | 33% | 20% | 20% | 20% - - - - - -

Corporate |, | 5004 | 2006 | 20% | 15% | 15% | 15% | 15% | 15% | 15%
Profit Tax
Dividend 1350 | 1004 | 109 | 10% | 10% | 5% | 5% | 3% | 0% | 0%
Income tax

Source: Ministry of Finance of Georgia.

As a result of the taxation reforms of 2003, revenues from income tax increased
by 60% in nominal terms and accounted for about 25% of the total tax revenue. In
2010, income tax revenues are expected to decrease by 4%. In 2008, the biggest
share of tax revenue (49%) was provided by VAT (see Table 4). VAT revenues
increased more than 5 times between 2003 and 2008 and stopped growing in the
aftermath of the global financial crisis.

Table 4. Decomposition of Tax Revenues in 2003-2010 (Million GEL)

2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010

806.6 |1322.1|1836.1|2633.1|3732.6|4541.6|4139.2| 4382

Taxes total (86.4)| (74.5) | (70.4) | (69.8) | (72.4) | (63.3) | (64) | (64.8)
I oome Tax 20 | 164 | 290.7 | 386 | 526.8 [1218.3|1048.8| 1165
ey | (09 | @1y | @2 | @2 | @ | @2 | a2
orofit Tax 11.8 | 113 | 210.3 | 3249 | 533.1 | 592.1 | 520.6 | 535
13) | 06) | 81) | 86) | (103)] 83) | 6.1 | (7.9)
VAT 368.5 | 598.7 | 987.4 |1332.7|1973.7| 2069 |2034.3| 2039
(39.5) | (33.8) | (37.9) | (35.3) | (38.3) | (28.8) | (3L5) | (30.2)
Ecice 89.2 | 161.9 | 286.4 | 335.6 | 428.6 | 5185 | 446.4 | 538

9.6) | 9.0 | 1) | 8.9 | 83) | 7.2 | 6.9 | (8)

56.1 88 | 1234|1324 | 52 51.9 35 74

Customs Duty ® | (5 | @n | @5 | @ |07 ] (05| (L1

Other Taxes 267.1 | 462.1 | 438.8 | 507.5 | 745.1 | 91.8 36 31

(28.6) | (26.1) | (16.8) | (13.5) | (14.4) | (1.3) | (0.5) | (0.5)

! Numbers in brackets show the percentage of total budget revenue.
Source: Ministry of Finance of Georgia.
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1.3. Budget Expenditure Structure

State budget expenditures have increased significantly since 2003, both in ab-
solute terms and as a share of GDP. For instance, in 2005, budget expenditures
were 1.5 times higher than in 2004 and twice as high as in 2003. In 2003, budget
expenditures equaled about 14% of GDP as compared to 33.6% and 34.4% in
2008 and 2009, respectively. Budget revenues as well as expenditures (as a per-
cent of GDP) reached their peak in 2008. In 2009, expenditures were maintained at
the 2008 level, even though social welfare spending was increased significantly at
the expense of defense spending.

Figure 9. Expenditure of State Budget 2003-2009 (Million GEL)

2009
2008 |

2007

2006

2005

2004

2003

0 2000 4000 6000 8000

2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009
® General public service | 272.9 | 301.7 | 264.0 | 397.3 | 762.0 |1363.1|1577.0
® Defense 60.4 | 158.7 | 389.3 | 720.1 [1500.3|1548.4| 867.7
OPublic order and safety| 107.6 | 137.4 | 267.6 | 369.0 | 684.5 | 983.5 | 853.1
® Education 41.0 | 65.3 | 77.7 | 3844 | 384.0 | 420.5 | 488.1
Health 10.3 | 54.8 | 165.3 | 205.5 | 240.7 | 283.9 | 331.6
® Social protection 287.8 | 456.8 | 539.1 | 622.7 | 777.6 |1106.4|1249.6
Other expenditure 427.1 | 6554 | 9256 |1158.3| 888.1 | 695.3 | 933.4

Source: Ministry of Finance of Georgia.

When discussing the functional classification of budget expenses, the highest
percentage goes for expenditures on general public services. The Government
increased its spending on general public services by about 480% between 2003
and 2008 in nominal terms. The second place is occupied by social welfare (20%
of the state budget in 2009). The increase in these expenditure items was condi-
tioned by an essential slowdown in economic activity. As expected, spending on
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defense increased from 18% to 28 % of the state budget in 2007 and 2008 and
went down again in 2009 (to 14%). The spending later shifted from defense and
election outlays to the conflict-related reconstruction, social spending (including
emergency assistance for a large number of internally displaced persons) and in-
vestments in infrastructure in the first half of 2009. The Government increased the
budget for social protection from 6.7% of GDP in 2008 to an estimated 7.8% of
GDP in 2009, in particular after the August 2008 conflict. Concessional loans
extended by the international donor organizations represented one of the most
important sources of financing of the budgetary expenditures. In addition, it was
envisaged to issue treasury bills to finance the 2009 expenditures.

In 2008, the consolidated budget deficit amounted to 1,179 million GEL, or
6.2% of GDP (see Table 5). It should be pointed out that the deficit-to-GDP ratio
tends upwards over the years. The 2009 budget provides for an even further deficit
widening, up to 8.8%. As already mentioned, in recent years the deficit financing
was mainly powered by the proceeds from privatization; however, in 2008, the
latter began tending downwards. Since the previous year, deficit financing at the
expense of the increase in foreign liabilities was increased, which is largely due to
the significant credit resource extended by international donors after the August
developments.

Table 5. Consolidated Budget Deficit 2005-2010

2005 2006 2007 2008 2009 2010
Deficit (million GEL) 208 420 806 1179 1673 1360
Privatization 439 719 888 698 358 210
Deficit Decline -67 -173 -87 -430 368 0
Increase in Obligations -164 -125 5 911 947 1150
o foreign -35 -62 35 967 683 1013
*  domestic -130 -64 -30 -56 264 137
o/w Treasury Bills 270 200
Deficit/ GDP (%) 1.8 3.0 4.7 6.2 8.4 6.9

Source: National Bank of Georgia.

The deficit is covered by an increase in public debt and the use of credit re-
sources, as well as by the revenue from privatization of state property according to
the state programs.

The proceeds from privatization represented the main source of budget deficit
financing for many years and, in particular, in 2006 and 2007, during which 17%
and 15% of budgetary expenditures (respectively) were financed from this source.
This tendency could not last long for obvious reasons; this article of the budgetary
revenues began declining beginning in 2008. The 2008 proceeds from privatiza-
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tion exceeded 698 million GEL, comprising circa 10% of the total expenditures. In
2009, the total income from the sale of non-financial state-owned assets was 358
million GEL, which equaled 5.6% of the total expenditures.

Figure 10. Proceeds from Privatization 2005-2009 (Million GEL)
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Figure 11. Public Debt to GDP, 2000-2009 (%)
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Public debt represents one of the major components of the government finance.
By the end of 2008, the state external debt totaled 2,691 million USD (21% of
GDP), while domestic debt was 1,459 million USD (11.4% of GDP). That year
domestic debt increased through the issuance of treasury bills, and external debt
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increased through the receipt of donor credits. External debt comprised 75% of the
public debt in 2008. Domestic debt grew by 900 million USD throughout 2009,
exceeding a total of 2.6 billion USD (24.1% of GDP) by the end of the year.

1.4. Foreign aid

The negative impact of the global financial crisis and the August 2008 conflict
were partially balanced by large-scale international financial support, amounting
to about 4.53 billion USD over three years, which was pledged in October 2008.
The IMF emergency 18-month stand-by program of 750 million USD, which
started in mid-September 2008 and was later augmented by an additional 424 mil-
lion USD and extended to June 2011, also helped with the stabilization process
after the conflict.

As of December 31, 2008, Georgia had already entered into several agreements
and received 30% (1,350 million USD, 10.5% of 2009 forecasted GDP) of the total
donors’ pledge to private as well as public sectors (see Table 6). Additional projects
have already been identified and agreements reached 2,390 million USD (53% of
the total pledge, 18.5% of 2009 forecasted GDP) to be received in 2009. The gov-
ernment of Georgia has been working on and negotiating the terms and conditions of
the remaining 760 million USD, which constitutes 17% of the total pledged amount.
The public economic stimulus, mainly financed by the large amount of pledged
international financial support, will provide some offsetting effect.

Table 6. Foreign Aid

Aid by Donor Aid by Sector
Donor US$ million Sector US$ million
World Bank 530 IDPs support 350
EBRD 927 Transport infrastructure 682
Asian Development Bank 300 Energy infrastructure 381
IEC 350 Urban and municipal infra- 210
structure

European Investment Bank 330 Finance and banking 1,105
USA 1,000

EC 633 Non- sectoral support 586
EU members 174

Japan 200

Other States 25 Unallocated 1,221
Total 4,535 4,535

Source: Ministry of Finance of Georgia.
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The government’s 2.2 billion GEL fiscal stimulus package for 2009 was dis-
tributed among the different sectors as shown in Table 7:

Table 7. The Government’s Fiscal Stimulus Package

State Budget, million GEL (including donors’ financing through the budget)
e Main roads (road dept.) 520
e Other roads (MCG, MDF) 180
»  Water utilities 120
* Regional projects 150
e IDP housing 140
» Educational infrastructure 80
< lrrigation, river border construction 30
e Other 230
Subtotal 1,450
Tax decrease 250
Donor financing, outside of budget 500
Grand total 2,200

Source: Ministry of Finance of Georgia

1.5. Municipal budgets

Data on the functional breakdowns of all the LGs is available for 2007-2009
years. Health and education expenditures have indeed proved sensitive to the crisis
and/or the August 2008 war. Almost all the LGs cut their health expenditures and
increased education expenditures. The expenses on education increased substan-
tially in 2008. The reason for this was the stimulation of the aggregate demand by
the Georgian government. The health sector is mostly private (privatization of
hospitals started in 2006) and the decreased expenses on health were caused by the
decrease in investments which began in 2008. The increased expenses on educa-
tion, however, mostly originated from the process of repairing state schools.

As a share of municipal budgets, first place is taken by the general public ser-
vice. An average of 24.6% of the total spending of all the municipalities of Geor-
gia in 2009 was dedicated to this sector.

In 2008 there was a significant increase in expenditure on education in almost
all the regions except Abkhazia and Kvemo Kartli. But the picture is not as clear
when considering spending in 2009. The effect of the crisis and/or war is obvious.
It worth mentioning that if not for the government’s stimulation policy (education
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is one of the sectors that falls within the scope of this policy), shares of expenses
on education would have fallen even more.

With regards to healthcare spending, there was a slight increase in 2008,
though not in all regions, but the tendency did not continue in 2009 (see Table 8).

Table 8. Share of Total Local Budget Expenditures

Reqions Health | Health Health |Education|Education| Education
g 2007 2008 2009 2007 2008 2009
Abkhazia (Aut.

Rep.) 24 2.0 2.8 8.5 3.3 2.9
Thilisi (Capital) 1.3 3.1 3.9 5.2 9.0 7.1
Adjara (Aut.Rep) 0.6 3.1 1.6 11.6 15.1 8.6
Kakheti (8) 1.6 11 1.0 11.2 14.4 14.6
Imereti (12) 1.5 11 11 10.1 19.5 18.1
Samegrelo-Zemo

Svaneti (9) 2.1 1.2 1.3 9.1 17.1 14.1
ShidaKartli (7) 1.0 0.5 0.7 55 13.3 23.1
QvemoKartli (7) 1.3 1.3 1.3 43 4.0 10.8
Guria (3) 15 2.7 14 55 11.5 13.9
Samtskhe-

Javakheti (7) 1.8 1.7 1.7 2.2 10.5 9.6
Mtskheta-

Mitianeti (4) 2.0 1.3 1.2 10.2 17.8 12.7
Racha-

Lechkhumiand |, g 2.0 16 49 76 112
QvemoSvaneti

4)

Source: Ministry of Finance of Georgia.
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2.Education

2.1. Changes in the Legal Framework

On October 18, 2004 the Georgian Government adopted the “National Goals of
General Education” document in order to ensure the implementation of a
comprehensive policy in education and science. This document became the main
basis of educational reform.

According to the amendments to the constitution of Georgia (27.12.2006,
#4135-RC), primary and basic education, which includes nine grades, is compul-
sory. According to the law, general education in Georgia should be fully financed
through public sources. Citizens also have the right to receive state financing for
vocational and higher education.

In April 2005, the Parliament of Georgia adopted the Georgian Law on General
education, a legal framework for the institutional reform of general education. The
law ensures transparency, equal access to general education for all citizens
throughout their entire life, administrative and financial autonomy of the general
education institutions, independence of schools from religious and political or-
ganizations, eradication of violence in educational establishments, and the intro-
duction of inclusive education.

The Law on Professional Education was adopted on March 28, 2007. The law
is based on the “Concept of Vocational Education” worked out by the government
of Georgia on August 31, 2005. The ultimate goal of this law is to create a voca-
tional educational system that will meet the requirements of the constantly chang-
ing labour market, boost the professional development of people, and facilitate
social protection and career opportunities while also creating adequate conditions
for professional development and employment of vulnerable people.

2.2. Management System for Education

Within the framework of its jurisdiction, the Ministry of Education and Science
coordinates and controls all the bodies under its supervision. The Ministry ensures
the constitutional right to have access to education and to chose the form of
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education, works out developmental strategies for education and science, approves
educational programs and state educational standards and controls their
implementation, issues licenses, and accredits educational institutions and
approves the list of specialities and professions according to which state
educational certificates are issued.

The role of the territorial bodies was changed by the establishment of educa-
tional resource centres in 2006. The ultimate goal of these resource centres is not
managing and controlling general educational or vocational institutions, but rather
rendering assistance, providing consultation to educational institutions in terms of
financial and administrative management, upgrading teachers' qualifications and
introducing new national curricula.

A new entity, the State Accreditation Agency of Educational Institutions, was
established in 2006. This independent body uses Georgian legislation only as the
primary base for its activities. The goal of the agency is to carry out accreditation
of general, higher and professional educational institutions and to foster the on-
going processes of raising the quality of the educational institutions. This will
ensure that educational institutions meet state requirements and international stan-
dards.

The aim of the National Examination Centre (known as the National Assess-
ment and Examination Centre before 2007) is to conduct national admissions ex-
ams, assess the teaching process at general educational institutions, participate in
international evaluation of pupils' achievements, prepare the necessary tests for the
admission exams at the Master's level, and manage their implementation in line
with the higher education institutions.

The primary goal of the National Curriculum and Assessment Centre (estab-
lished in April 2006) is to prepare the national curriculum for the general educa-
tion institutions and foster its introduction, carry out pilot projects, work out and
implement national evaluations, identify the compatibility of textbooks with the
national curriculum and assign seals of approval to recommended textbooks. The
Centre also works on the project for apprenticeship educational standards.

The primary task of the Teachers' Professional Development Centre (estab-
lished in July 2006) is to introduce and further develop high standards for teachers'
professional qualifications, to foster the establishment of the overall system for
teachers' professional retraining and development, and to grant teachers permis-
sion to teach.

The Georgian National Science Foundation, a legal entity under public law,
was established by the Presidential Decree No. 653 passed on July 17, 2005. The
primary task of the Foundation is to organize the allocation of state research grants
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(financed by the state budget) through competitions conducted in an open, trans-
parent and competitive environment.

Early childhood development, childcare, the implementation of the state lan-
guage teaching policy and the development of science and technology represent
the other primary areas of responsibility of the Ministry of Education and Science
of Georgia.

2.3. Education Financing

The system of education financing has undergone significant changes. Instead
of supporting educational institutions or programs directly, financing from the
budget is allocated to students and pupils who are authorized to use the funding at
the institution of their choice. This scheme applies to all levels of the educational
system.

Table 9 represents changes in education financing in the budgets of the years
2003-2009.

Table 9. Education Financing
2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009

8564.1 | 9824.3 | 11621 | 13790 | 16993 | 19075 | 17986

Nominal GDP
(million GEL)
Budget, total expendi-
tures (million GEL)

1207.1 | 1930.2 | 2618.6 | 3821.4 | 5237.1 | 6401.0 | 6300.5

& Million GEL 41.0 65.3 77.7 | 3844 | 384.0 | 4205 | 488.1
S - [% of Budget 3.4 34 3.0 10.1 7.3 6.6 7.7
0 -2 |% of GDP 0.5 0.7 0.7 2.8 2.3 2.2 2.7

Source: National Statistics Office of Georgia.

The radical increase in the 2006 budget can be partially explained by the intro-
duction of the voucher system as a method of financing general education. This
important systemic change was reflected in the budget of the Ministry and in the
budgets of the territorial bodies. Schools opened their own bank accounts and re-
ceived money corresponding to vouchers calculated per pupil. Before 2006,
schools were financed by local governments, which is why the budget of the
MOoES was so low until 2006. Even though the nominal value of education expen-
diture has increased over the last several years, it experienced a drop as a percent-
age of GDP in 2008.
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The structure of private expenditures has also changed. A household’s monthly
expenditures on education, cultural activities and leisure have increased in abso-
lute figures as well as by percentage of the total after 2003, but this ratio (expendi-
tures on education, culture and recreation / total expenditure) dropped in 2008.
Expenditures on education did not increase in proportion to a household’s income.
In general, as Table 10 shows, family incomes grew while education spending was
still very rigid.

Table 10. Yearly Expenditures of the Total Population (Million GEL)

2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008

Total expenditure 4202.4 4611.6 |4390.8 | 4627.2 | 4676.4 | 4989.6 | 5374.8 | 6480

On education, culture| o, o | 1704 | 768 | 804 | 96 | 114 | 154.8 | 163.2
and recreation

Percentage of total 23% | 3.7% | 1.7% | 1.7% | 2.1% | 2.3% | 2.9% | 2.5%
Source: National Statistics Office of Georgia.

2.4. General Educational System

According to the Law on General Education, general education in Georgia is
comprised of three levels: primary education (6 years), basic education (3 years)
and general secondary education (3 years). (Basic education in Georgian
publications is sometimes referred to as “lower secondary™). A child starts general
education at the age of six. Primary and basic levels of education are mandatory.
The shift to a 12-year general education was completed in the fall of 2007. General
educational institutions/schools are legal entities by public or private law that carry
out educational activities in line with the national curriculum and fully cover at
least one level of general education.

Table 11. Number of Pupils in General Education Schools for 2002-2010 Years

2002/ | 2003/ | 2004/ | 2005/ | 2006/ | 2007/ | 2008/ | 2009/
2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010
Public schools
1-6 377016 | 354175| 326356 | 307177 | 301464 | 288846 | 276999 | 263873
7-9 202994 | 208684 | 207789 | 191973 | 177154 | 164802 | 159299 | 156177
10-12 90897 | 92165| 93153102212 (121069 | 122976 | 161522 | 156753
Private schools
1-6 9091 | 9776| 11866| 19420| 20785| 22181| 24907 | 25264
7-9 3989| 4403| 6174 8515| 8596| 8853| 9849| 10409
10-12 2312 2723 2962| 5427| 6920| 7008| 10723| 12050

Source: Ministry of Education and Science of Georgia.
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In the 2009-2010 academic year, there were 2,179 state and 283 private schools
in Georgia. Table 11 shows changes in the number of students in public schools
between 2002 and 2010 with the breakup into primary, basic and secondary
educational levels:

Figure 12. Number of Public General Education Schools and Pupils 2000-2008 (In
thousands)
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Figure 13. Number of Private General Education Schools and Pupils 2000-2008 (In
thousands)
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While the total number of pupils decreased after the 2004-2005 academic year
by about 4%, it hasn’t fluctuated very much since then. At the same time the num-
ber of pupils is decreasing in public schools and increasing in private schools,
especially at the primary and basic levels.

Figure 14. Ratio of Pupils in Private Schools Over Pupils in Public Schools 2002-2009
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Source: National Statistics Office of Georgia.

This was the result of an increase in the general standard of living of the popu-
lation. As will be shown in the following analysis, the education quality is gener-
ally better in private schools and the number of private schools has increased to
meet the demand. In the 2008-2009 academic year, the number of pupils at pri-
vate schools increased by 11-12% at the basic and primary levels, which is a sig-
nificantly larger increase in numbers as compared to the previous two years. At the
same time, the number of pupils in public schools decreased by 3-4% at the basic
and primary levels (see Appendix, Table A2). The number of private schools has
increased correspondingly and in 2009 it reached 270 (there were only 248 private
schools in 2008). (See Appendix, Table A3). This may be explained by the in-
creased income of the population and by the fact that the state program of financ-
ing general education became available to private schools as well as public
schools.

The share of girls in general education schools amounted to about 48% for al-
most all the school years between 2002 and 2010, according to the data, which
includes only public schools (See Appendix, Table A4).

Unfortunately, because of several errors in collecting and processing data, it is
impossible to determine the exact number of pupils enrolled in schools. However,
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information provided in Table 12 may give some idea about the existing condi-
tions with regards to this matter. Namely, it provides the number of pupils in all
the schools in Georgia in each grade (1-12) at the beginning of the 2009-2010
academic year and the number of children born during the respective years. It as-
sumes the starting age for general education at six years.

Table 12. Enrolment Rate for 2009-2010 Academic Year

. . . Number of Gross
Achild’sagein | Yearof | Number of chil- S
Grade each gra?je birth dren born pupils in | Enrolment
each grade rate
1 6 2003 46194 45649 99%
2 7 2002 46605 46516 100%
3 8 2001 47589 47833 101%
4 9 2000 48800 48159 99%
5 10 1999 48700 47964 98%
6 11 1998 51500 53016 103%
7 12 1997 54000 54709 101%
8 13 1996 55000 55473 101%
9 14 1995 56300 56404 100%
10 15 1994 57300 52395 91%
11 16 1993 58301 55212 95%
12 17 1992 68711 61196 89%

Source: National Statistics Office of Georgia.

According to the data, the enrolment rate is calculated by dividing the number
of pupils in each grade by the number of children born during the respective years.
As one can see, such a rough estimate causes the enrolment rate to exceed 100% in
some cases. The numbers used do not include dropout and mortality rates. The
most important indicator is the date of birth. For example, a child who was born in
1999 will probably be in the 4™ grade in the 2009-2010 academic year if he/she
was born after September. The rules regarding the age of acceptance to school
were not strict, were often violated and changed frequently. In spite of this fact,
this is quite a good approximation and the results show that basic education fully
covers all school-age children. For the 10", 11" and 12™ grades, the enrolment
rates were 91%, 95% and 89% respectively. Several factors explain these low
enrolment rates. First, finishing basic education (9 grades), after which a pupil can
pursue studies at a vocational institution, is compulsory in Georgia. Moreover, in
the 1990s, when Georgia was experiencing extremely harsh political and economic
conditions, it also experienced a high rate of emigration. The enrolment rate was
similar (even insignificantly higher) in the 2008-2009 academic year, with the
only significant exception being the 12" grade enrolment rate at 61%.
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The Net Enrolment Ratio (NER) measures enrolment in primary education of
children of the official primary school age as a percentage of the corresponding
population. The problem is that the Statistical Office of Georgia provides the
number of the population between ages 5 and 19, which overestimates the number
of school-age children. However, using this data, an approximated increase in
NER and the trend across the years could be obtained. According to the data, pu-
pils’ enrollment was decreasing in 2000-2005 by about an average of 1.5% each
year; after 2005 it started to increase, with the only exception being 2007.

The pupil-teacher ratio (PTR) is one of the most common indicators used in
educational planning. It is believed that a low number of pupils per teacher indi-
cates that students will have more contact with their teachers and thus will have a
better learning experience. This ratio is also used to measure the level of human
resources input (teachers). In Georgia, the PTR has varied over the last several
years. The only exception was the 2009-2010 academic year. The number of
teachers in private general education schools is unknown and it is impossible to
calculate PTR for them.

Table 13. Number of Teachers in Public General Education School (Persons)

2006/2007 2007/2008 2008/2009 2009/2010
Teachers, total 69718 68779 69444 79891
I-VI classes teachers 47171 45724 45941 52010
VII-XI1 classes teachers 49755 67909 48131 54956

Source: National Statistics Office of Georgia.

The PTR in the public general education schools can be calculated using the
data from Tables 12 and 13. The PTR for the primary level (1-5 classes) is con-
tinuously decreasing but one can observe a relatively larger drop for the 2009-
2010 academic year and the same is true for PTR as a whole, which can be one of
the main indicators of quality improvement:

Table 14. Pupil-Teacher Ratio in Public General Education Schools

Teaching year Ratio Total Ratio Primary Level
2006/2007 8.6 6.4
2007/2008 8.4 6.3
2008/2009 8.6 6.0
2009/2010 7.2 5.1

Source: National Statistics Office of Georgia.
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PTR values are unusually low, which could mean that education expenditure
should be high, but this is not the case for Georgia because teachers’ salaries are
quite low. Official data on teachers’ salaries is not available, but according to the
data from various sources, a teacher’s average net salary varies between 350-400
GEL. Teachers’ salaries are calculated based on their experience, education level,
their knowledge of English and whether or not they have passed qualification ex-
ams as well as other factors.

Looking at the number of pupils in each municipality, it is noticeable that the
number of pupils decreased sharply in the occupied regions of Georgia for the
2008-2009 academic year (for example there was a 57% drop in the Akhalgori
municipality, which belongs to the Mtskheta-Mtianeti region). But in general, in
almost all the regions of Georgia, the number of pupils increased on average by
about 4% (including the capital) in the 2008-2009 academic year. The only excep-
tion was the Samtskhe-Javakheti region, which experienced a continuous decrease
in the number of pupils over the last 4 years (see Appendix, Table 5), while the
number of schools there has remained the same and the population has not de-
creased (it has stayed at between 200 — 210 thousand during the last ten
years).Thus, all these factors point to the fact that the enrolment rate has decreased
in the Samtskhe-Javakheti region. The recommendation to the government would
be to find out why there is a decreasing school enrolment rate and to increase the
government’s control mechanisms in this region. One of the reasons for such a low
rate could be the fact that Samtskhe-Javakheti is populated by a number of differ-
ent ethnic groups (most of them Armenian) and many children there do not speak
Georgian. There are 340 schools in Georgia with instruction given in a language
other than Georgian. Only at the end of 2010 did the Ministry of Education and
Science of Georgia partially notice the problem and they planned to send experi-
enced teachers of Georgian Language to Samtskhe-Javakheti and different parts of
Kvemo Kartli. Those teachers were chosen via a competition and they got a higher
salary by 1000 GEL. Official statistics of this program are not available yet, but
obviously it will positively affect the situation in those regions. Moreover it would
be better to supply those regions with experienced teachers in different subjects,
not only the Georgian Language. Simultaneously, the Teachers Training Center
has to take care of teachers’ qualifications from those regions.

During the reform of vocational education, general and vocational education
levels were separated. The general educational component was removed from the
program of initial and secondary professional education. This caused a number of
pupils to return to general public schools from vocational institutions in the begin-
ning of 2006 in order to finish their secondary education. This is the main reason
why the number of students in 11" grade increased during the 2006-2007 academic
year compared with other years (see Table 15).
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Table 15. Pupils’ Distribution in Public Schools According to Grade

2002- | 2003- | 2004- | 2005- | 2006- | 2007- | 2008- | 2009-
2003 2004 2005 2006 2007 2008 2009 2010

Total 666143 | 650086 | 622999 | 601362 | 599687 | 576624 | 597820 | 576803

Grade
1 56569 | 55168 | 51285 | 45346 | 46725 | 44057 | 42004 | 40971
2 57876 | 55827 | 52449 | 50036 | 45155 | 44807 | 43796 | 41633
3 56693 | 57107 | 53695 | 51526 | 50213 | 45009 | 44679 | 43252
4 62104 | 56186 | 55306 | 53130 | 51994 | 50114 | 44917 | 44159
5 70191 | 60836 | 53757 | 54051 | 53199 | 51898 | 49995 | 44412
6 73583 | 69051 | 58713 | 53088 | 54178 | 52961 | 51608 | 49446
7 74174 | 72550 | 67019 | 57811 | 53326 | 53969 | 52733 | 51105
8 64800 | 72212 | 70053 | 65723 | 58070 | 53141 | 53708 | 52030

9 62830 | 62818 | 69435 | 68439 | 65758 | 57692 | 52858 | 53042

10 46033 | 46055 | 48239 | 56619 | 62505 | 61730 | 53658 | 48628

11 41214 | 42206 | 42982 | 45593 | 58497 | 61164 | 59739 | 51230

12 76 70 66 0 67 82 48125 | 56895

Source: National Statistics Office of Georgia.

2.5. Governance of Schools

School autonomy is ensured by the self-governance bodies of the general edu-
cational institutions, which include a Board of Trustees, the office of the Director,
the Teachers’ Board, the Pupils’ Self-governance Body and a Disciplinary Com-
mittee. The Board of Trustees is the highest electoral body in the system of a pub-
lic school’s self-government. The primary goal of this body is to ensure civil par-
ticipation and increase public involvement in school life and, especially, in the
school management process. According to the Law of Georgia on General Educa-
tion, a Board of Trustees must include representatives of parents and a pedagogical
council, consisting of an equal number of people, and one representative from a
secondary school elected by a Pupils’ Self-governance Body. In addition, a Local
Self-governance Body may also appoint one member to the Board of Trustees.
The Board of Trustees elects a school director who is also approved by the Minis-
try of Education and Science of Georgia. The Board of Trustees has many impor-
tant functions, including the election and dismissal of the school director and ap-
proval of the school’s budget, curriculum, development strategy, list of textbooks,
internal regulations and procedures, etc. The board also ensures the transparency
of all these documents. The first election of the Boards of Trustees in the Georgian
general public schools was held on June 7, 2006.
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2.6. Financing of Schools

The main source of financing for schools comes from the state budget. Accord-
ing to the Government’s decision, the value of a voucher per pupil in city schools
was set at 220 GEL in 2005, for village schools it was set at 330 GEL, and for
schools situated in high mountainous places, at 396 GEL. In 2007, the value of a
voucher increased in the cities to 235 GEL, in villages to 350 GEL and in moun-
tainous regions to 425 GEL. The capital expenditures of schools are reimbursed by
the state or local self-government bodies. A public school has also the possibility
of attracting other investments within the framework of the Georgian legislation.

Parents have the right to receive a voucher for every school-age child and allo-
cate it to an institution of their choice. The money follows a pupil if he/she moves
to another school. Accredited private schools are also eligible for state financing.
From the very beginning, switching to a voucher financing system caused several
problems. About 60% of public schools required additional financing in order to
continue functioning. Due to this problem, the formula for calculating the voucher
amount was changed several times according to a school’s size and the region of
allocation.

The existing financing model has not been functioning efficiently: some
schools could not spend all the money that was been allocated to them, while oth-
ers had a budget deficit. There were frequent cases of the Ministry having to sub-
sidize certain schools while neighbouring schools had a surplus of funds. Starting
in the 2011-2012 academic year, the Ministry is planning to modify the financing
model for public schools by introducing a lump sum financing system. This means
that apart from vouchers, all schools will be provided with a single payment for
the total amount they need to operate efficiently. The lump sum financing will be
about 10,000-30,000 GEL per school depending on its size, number of pupils etc.
The Ministry is also planning to decrease the voucher amount for private schools.

In 2006, total expenditures for the voucher program were 187.4 million GEL.
Expenditures planned in 2006 for the following years are presented in Table 16.

Table 16. Expenditure Plans of 2006

2007 2008 2009 2010 2011
Voucher program 200000 | 228700 | 261800 | 324000 | 430000
Investments 684558 | 120000 | 100000 95000 50000
Other programs 18638.2 23473 24828 13123 14823
Total 287094 | 372173 | 386628 | 432123 | 494823
Percent of MoES budget 75.16% | 82.34% | 77.64% | 73.37% | 78.54%

Source: Ministry of Education and Science of Georgia.
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In 2006, 70 training sessions were conducted and 6,000 teachers from different
Georgian state schools were trained. In 2007, the Ministry created a program for
teachers’ professional development. A program for teachers’ professional certifi-
cation is being launched at the Centre for Teachers’ Professional Development.
The Centre was granted a considerable budget during the last years, with about
800 thousand GEL in 2008 and about 2 million GEL in 2009., with plans for the
budget to double in 2010.

2.7. Main projects in the General Education System

The President of Georgia launched a national program in 2005 - “lakob Goge-
bashvili — The program for the rehabilitation of Georgian public schools”. In 2006,
217 schools were rehabilitated, 21 schools were built, heating systems were re-
paired in 181 public schools and 50 school buses were purchased within the
framework of the program. The program’s total financing equalled 73,472.69
thousand GEL in 2006. By the end of the program (2011), all the schools in Geor-
gia will be rehabilitated, equipped with new facilities and laboratories. Table 17
shows the program’s projected and actual financing for 2007-2011. Spending for
school rehabilitation exceeded the planned amount in 2007, but in 2008 it ac-
counted for just 20% of what was planned in 2006.

Table 17. Financing for Rehabilitation of the Georgian Public Schools (thousand
GEL)

2007 2008 2009 2010 2011
Planned
68,455.8 120,000.0 100,000.0 95,000.0 50,000.0
budget
Actually 78,831 25333.1 8,283.5 21,597.5
spent money (Plan)

Source: Ministry of Education and Science of Georgia

In order to provide all pupils with identical conditions in terms of availability
of information and necessary skills for obtaining that information, in 2005, the
national program for complete computerization and internet connectivity of
schools (“Deer Leap”) was launched, which was fully financed form the central
budget, which was reflected in the budget of MoES. In 2005-2006, 665 public
schools received 7,355 computers. The budget for this program amounted to 5,830
thousand GEL in 2006, which was twice as high as the previous year. In the fol-
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lowing year, the budget of “Deer Leap” was dramatically increased and in 2007 it
was 12,300,300 GEL. It experienced a huge drop in 2009 (down to 268,900 GEL)
as compared to 2008 (7,815,400 GEL). The plan is to increase financing for the
“Deer Leap” program during the next few years. The program’s planned budget is
3,400,000 GEL for 2010 and 8,196,200 GEL for 2011. If, at the beginning of the
program there was 1 computer per 200 pupils, in 2008 this indicator changed to 1
computer per 20 pupils. By the end of 2007, all the schools in Georgia, including
schools in the mountainous regions, were connected to the Internet. As planned in
2007, the program’s total budget for 2007-2011 should be 49 million GEL, but
because of the financial crisis and the conflict with Russia, the actual budget for
this program decreased to 37.5 million GEL.

2.8. Higher Education

The Law of Georgia on Higher Education, adopted in 2004, brought about sys-
tematic and multifaceted changes to the system of higher education in Georgia.
The country joined the Bologna Process and started to adopt its major guidelines.
A three-level degree system, consisting of a Bachelor’s Degree, Master’s Degree
and Doctoral Degree, was adopted in 2007.

Figure 15. System of Higher Education
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The law provides autonomy to higher educational establishments, which inde-
pendently determine and implement their academic, financial and administration
activities. The following types of higher educational institutions (HEI) exist in
Georgia:

e Universities offering bachelor’s, master’s and doctoral educational
programs;

e Institutes authorized to conduct educational programs with at least one
of them being at the master’s level;

e Colleges authorized to conduct professional higher education pro-
grams only at the level of a bachelor’s degree.

The management bodies of HEIs are comprised of an Academic Council, a
Representative Council (the Senate), an office of the Dean, a Head of Administra-
tion and a quality assurance service.

Before 2004 the number of HEI increased rapidly, but the new establishments
often lacked an appropriate material base or academic staff to ensure a quality
education. In 2002-2005, the number of students increased rapidly (See Appendix,
Table A6). Many private institutions became ‘diploma mills,” and did not pay due
attention to quality and academic excellence. As a result, the number of higher
education diploma-holders skyrocketed while the economy could not provide jobs
for even half of them (see table 18).

Table 18. Higher Education Institutions and Enrolment (Units)

2000- | 2001- | 2002- | 2003- | 2004- | 2005- | 2006- | 2007- | 2008- | 2009-
2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010

26 26 26 26 26 25 18 19 20 21

Public

institutions
Students at
Pub. HEI, | 105.8 |115.5| 122.2 {123.9(137.0|113.8(110.8| 81.2 | 66.5 | 74.1
thsd

Private 145 | 153 | 154 | 150 | 172 | 140 | 148 | 137 | 109 | 108
Institutions

Students at

Pr. HEI, 331 | 31.9 | 315 | 29.4 | 35.4 | 30. | 30.0 | 30.9 | 27.1 | 287
thsd

Source: Ministry of Economic Development of Georgia, Department of Statistics.

After the 2006-2007 academic year, the number of private higher education in-
stitutions decreased from 148 to the current 108. At the same time, the number of
public HEIs increased at the rate of just one per year. The total number of students
also decreased after the 2005-2006 academic year as a result of reforms of the

CASE Network Reports No. 101



PUBLIC EXPENDITURES ON EDUCATION AND HEALTH IN GEORGIA BEFORE...

national admission exams, etc. The total number of students reached its minimum
during the 2008-2009 academic year:

Figure 16. Total Number of Students 2000-2009
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Figure 17. Number of Students per public Higher Education Institution
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Source: National Statistics Office of Georgia.

It is worth mentioning that the decrease in total number of students has not been
significantly affected by demographic factors. The size of the student age population
has decreased by about 2.4% in 2010 compared to 2006, but it still remained higher
than in the 2000-2005 period. The drop in 2008 can be explained by several factors,
the most significant being the military conflict of August 2008. However, after some
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insignificant fluctuations, the number of students per private HEI increased slowly
in recent years. Private schools in Georgia are usually specialized in one or a few
fields and, therefore, enrol a relatively small number of students. The situation is
quite different at public HEIs: the number of students per one HEI decreased from
6,000 students in 2007-2008 to about 3,500 in 2008-2009.

Figure 18. Number of Students per private Higher Education Institution
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Source: National Statistics Office of Georgia.

The majority of higher education institutions was always situated in Thilisi (see
Appendix, Table A7). However, the agglomeration coefficient for public HEIs
decreased over time: in 2005, 56% of students of public HEIs studied in Thilisi,
whereas in 2009, it was only 43%, with a continuously decreasing trend. This was
a response to the general policies of the Government of Georgia, which is making
efforts to encourage economic activity in other regions, not only in the capital.

The government’ recommendation is to stimulate the private sector to establish
or move private HEIs to the regions, especially to Kakheti, Samegrelo-Zemo
Svaneti, ShidaKartli and Imereti regions, where some private HEIs were closed
during the global financial crisis. This would have a much more significant effect
on the economy of those regions. HEIs in different regions of Georgia will gener-
ate new economic activity. Higher education will become more accessible for
those who are unable to come to HEIs in Thilisi because of family, job or other
reasons.

Creating good infrastructure and stimulating the establishment of new private
HEIs in the regions will constitute major direct and indirect investment in the re-
gions. The stimulus for establishing private HEIs could come in the form of re-
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duced taxes, a stimulus which gained importance especially after the financial
crisis. Additionally, the Government can simplify accreditation rules for regional
private HEIs.

2.9. Financing and accreditation of HEIs

As a the result of the reforms, the model for higher education financing was
changed in 2005. Top-scoring applicants received state grants ranging from 1,100
GEL to 1,500 GEL a year. The new “Money Follows the Student” formula radi-
cally changed the former lump-sum allocation model for financing education. The
state grant can go to all the accredited HEIs for financing a Bachelor’s degree
or/and a professional educational program.

The Accreditation Council of Higher Education Institutions was set up in 2005
and institutional accreditation was implemented starting in 2004-2005. Out of 247
higher education institutions applying for accreditation, less than half (117) were
accredited. The next stage of institutional accreditation was carried out in 2006. As
a result of this stage, the number of accredited HEIs was reduced from 117 to 43
and the number of students reduced accordingly. Today there are 71 accredited
HEIs in Georgia. Other HEIs without accreditation (so called licensed universities)
have to pass authorization starting in 2011. A draft law is being discussed and will
probably be approved. As a result, diplomas of licensed universities will become
equivalent to the diplomas of accredited universities and will be recognized by the
state. If licensed higher educational institutions do not pass authorization, they will
be able to function as Community Colleges or Public Institutions.

A completely new model of admissions exams was introduced in the 2005-
2006 academic year. According to the law, the Unified National Admissions Ex-
ams (UNAE) were held throughout the entire country beginning in that academic
year. While 31,315 students were enrolled in HEIs in 2003 (6,279 in private
HEIs), only 16,143 students were admitted to HEISs, including private institutions,
in 2005. This was the result of the Unified National Admissions Exams and the
smaller number of accredited HEIs, both of which signalled an increase in the
quality of education. (See Appendix, Table A7).

After the reform of the admissions process, the number of admitted students
started to increase again at an average rate of 9% annually in 2006-2009; a 23%
increase was registered in the 2009-2010 academic year. There was no significant
change in the number of students in public HEIs in 2007-2009. The situation with
private institutions, however, was quite different. There were 11,281 students in
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private HEIs in the 2006-2007 academic year. In the next year, this number de-
creased to only 7,266, which constitutes a 35% drop (see Appendix, Table A8).
This can be explained by the financial crisis, which caused a decrease in the de-
mand for paid education. Even though the income effect decreased the number of
students in both types of institutions, the percentage of students in public HEIs
increased because they charge lower fees.

Figure 19. Number of Students admitted to Public Institutions 2000-2009
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Source: National Statistics Office of Georgia.

4,210 admitted students received state grants in the 2005-2006 academic year.
A grant’s maximum amount was 1,500 GEL, which is equal to the tuition fees at
state HEIs.

New types of grants, each financing 100%, 70%, 50% and 30% of tuition costs,
were introduced in 2006. Financing from the budget is allocated to students who
are authorized to use the grants in the institution of their choice, be it a public or a
private HEI. The maximum 100% grant is 2250 GEL per year, which is the maxi-
mum fee at public HEIs. If a student applies to a private HEI, he/she must cover
the difference between the tuition cost and the grant he/she received. The new
model of grant distribution made it possible to increase the number of grant hold-
ers compared to the previous year.

In 2005, higher education financing absorbed 25,529.7 thousand GEL, and in
2006 the amount increased to 32,594.1 thousand GEL.

In 2006, a student loan system was introduced in cooperation with private
banks. Students can receive education loans under various terms for covering their
tuition fees.
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Figure 20. Financing Higher Education 2005-2010 (Thousand GEL)
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2.10. Vocational Education

Reform in the sphere of vocational education began later than in the sphere of
higher education. The Law on Professional Education adopted in March 2007
defined the goals of vocational education, the scope of its reform, and its organiza-
tional and administrative principles.

Before 2004, 80 basic and 87 secondary state professional education institu-
tions functioned in Georgia under the Ministry of Education as well as under other
Ministries and governmental bodies.

Due to a shortage in government funding, the vast majority of basic profes-
sional institutions could not function and, therefore, from 1989 to 2004, their
number was reduced dramatically. The number of students studying in vocational
institutions was reduced by about 7 times the original amount and the number of
admitted students dropped from 15,000 to 2,000. The secondary state vocational
institutions did not experience such a dramatic decline; the number of students in
budgetary groups there was reduced only 25%.

In 2003, vocational education funding amounted to 3,089,231 GEL, consisting
of 1,595,000 GEL for basic vocational education institutions and 1,491,231 GEL
for secondary vocational education institutions. Table 19 shows spending (in thou-
sands GEL) on vocational education in 2004-2010:
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Table 19. Financing Vocational Education 2004-2010

2010
2004 | 2005 | 2006 | 2007 | 2008 | 2009 | Plan-
ned
MES Budget 89,709 (80,947 358,165 |410,829 | 458,337 | 519,364 | 550,000
Vocational Educati-
on and Training 1547 | 1,717 | 5,846 | 8,413 | 9,800 | 9,000
Support Program
President’s National
Program ”Rehabili-
2 |tation of Vocational 3,999 | 6,754 688 0 2,500
*; Schools”
& | LEPL National
8 | Professional Agency 0 535 0 0
a | Basic Vocational
Schools Support 3,342 0
Program
Secondary Vocatio-
nal Schools Support | 3,811 | 2,152 | 2,063 0
Program
\T/%t?' expenditureon | ;159 | 5699 | 7779 | 12,600 | 9,636 | 9,800 | 11,500

Source: Ministry of Finance, Full Administrative Budget (2010, 2009, 2008, 2007, 2006).

According to the Law on Vocational Education approved in 2007, two types of
professional education institutions are currently being set up in the country, name-
ly colleges and professional education centers. Colleges are institutions of higher
education that carry out higher professional education programs (ISCED level 4).
Vocational education centers are legal entities by public law, which carry out vo-
cational programs (ISCED level 4). Graduates of vocational education are certified
specialists and acquiring vocational education is possible only after graduating
from a basic level of general education (which is lower secondary education ac-
cording to ISCED standards). A supervisory board, consisting of employers, rep-
resentatives of social organizations, parents of students and representatives of vo-
cational education teachers represents the highest body of professional education
administration in these institutions.

All the directors and more than 80 teachers of professional subjects in the new
centers received training as part of the President’s National Program of “Rehabili-
tation of VVocational Education Institutions,” launched in 2006. A list of vocational
education centers and professions for each center along with a list of workshop
equipment were prepared together with foreign experts.

During 2006-2008, 11.4 million GEL was spent on rehabilitating the system’s
infrastructure and 10 centers received the bulk of this rehabilitation money. Since
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that time, significantly more funding has been given to the ten rehabilitated
schools than to the others. Table 20 presents a breakdown of financing from the
year of 2008 based on whether a school was rehabilitated or judged to be in “good
condition” or was one of the remaining schools.

Table 20. Level of Infrastructural Development

# Total Financing Financing per
school
Rehabilitated 10 3,871,463 387,146
Judged to be in “ good condition” | 12 2,087,628 173,969
Remaining schools 16 1,321,974 85,123

Source: Ministry of Education and Science, VET Situational Analysis, Thilisi, Georgia
p.10.

Considerably more funding was allocated to the rehabilitated VET Centers than
to the others. Staff in the rehabilitated VET Centers also enjoys higher salaries.
The variation is considerable. In public VET Centres, a basic salary is around 2
GEL (1.10 USD) per teaching hour. In some Centers this can be as high as 15
GEL (8.80 USD) per hour.

Figure 21. Education Budget as a Percent of Total Budget in Armenia, Azerbaijan
and Georgia 2003-2008
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Source: Ministry of Finance of Georgia.

The Ministry of Education collects information on VET courses from individ-
ual VET centers, but at the current time this information is provided in a format
that makes it difficult to see the overall picture. This could be improved if the
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courses were classified according to skill-based categories and organized accord-
ing to academic years. As a result, the MoES, or future employers of VET gradu-
ates, would be able to easily see how many people are being trained in what skills
nationwide.

Georgia has the lowest expenditures on education as a share of the total budget
expenditures in the South Caucasus region. However, these shares have been
changing dramatically over the years.
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3. Health

3.1. Key health sector indicators

In the 1990s Georgia faced significant declines in its socioeconomic condi-
tions. Correspondingly, the health status of the population seriously deteriorated.
However, the healthcare sector has been improving during the last few years. Life
expectancy at birth has a positive trend (except for the last 2 years) and maternal
deaths and infant mortality are decreasing. In spite of these positive changes,
healthcare indicators are still not comparable to EU figures, and there is a big gap
when comparing Georgia’s numbers to the Millennium Development Goals
(MDGs) for 2015. In support of the Millennium Declaration of September 2000,
Georgia is committed to defining and fulfilling the eight MDGs which address
specific Georgian needs. Three out of eight goals concern the healthcare system.
They include:

e Goal 4: Decrease child mortality. Target 10: Reduce by two-thirds,
between 2000 and 2015, the under-five mortality rate. In 2000, the
under-five mortality rate was 24.9 and therefore the target for 2015 is
8.3;

e Goal 5: Improve maternal health. Target 11: Reduce by three-
quarters, between 2000 and 2015, the maternity mortality ratio. The
target is to decrease it from 49.2 (2000) to 12.3;

e Goal 6: Combat HIV/AIDS, malaria and other diseases. Target 12:
Effectively reduce the spread of AIDS, halting new cases of HIV by
2015; and Target 13: Effectively reduce the incidences of malaria and
other major diseases, halting their spread by 2015.

Life expectancy and mortality rates provide good summarizing measures of the
overall health of the population. Life expectancy in Georgia was improving during
the last decade, but decreased in 2008. This decrease was expected and came as a
result of the conflict with Russia. The life expectancy indicator continues to stay
below the EU average.

The life expectancy indicator reflects how many years a person might be expected
to live given the current mortality rates, but it is a poor measure of a person’s health
conditions during life. WHO estimates different indicators to capture a person’s
health status during life. This index is called “Healthy life expectancy” (HALE) at
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birth, which represents the average number of years that a person could expect to live
in “good health” by taking into account years lived in less than full health due to dis-
ease and/or injury. The HALE index for Georgia in 2007 was as follows:

Figure

22. Health Life Expectancy (HALE) at Birth in Years
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Figure 23. Maternal Deaths, All Causes, per 100 000 Live Births and Infant Mortal-
ity, per 1000 Live Births for 2002-2009 years
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Source: World Health Statistics, WHO, 2010.

According to these statistics healthy life, expectancy is higher in Georgia than
in other South Caucasus countries, but lower than the WHO European Region
average.
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Maternal deaths from all causes per 100,000 live births has been decreasing
since 2004. In 2005 this rate decreased sharply by 19.73 and while it continues to
decrease, it still remains above the EU average (see fig. 23).

Infant mortality (before reaching the age of 1) per 1,000 live births fell from
18.15 in 2006 to 14.9 in 2009, but is still high compared to the EU average (12 in
2002 to 2008). There is a large variation across regions, with Thilisi having the
highest rates (because the most complicated cases are transferred to the capital
through the state referral program), followed by Achara and Imereti. Table 21
indicates regions with the highest and lowest figures for particular years. The first
three regions with the highest infant mortality rate are marked by red cells and
three regions with the lowest figures by yellow cells.

Table 21. Infant Mortality, per 1000 Live Births

Regions 2002 | 2003 | 2004 [ 2005 | 2006 | 2007 [ 2008
ABKHAZETI

AJARA | \

TBILISI |

KAKHETI 12.52
IMERETI \ \ \

SAMEGRELO 593 | 7.67 | 389 | 648 | 594 | 458 | 1.9
SHIDA KARTLI 12.13 | 1523 | 13.06 | 855 | 7.09 [ 538 | 23
KVEMO KARTLI 6.91 | 386 | 623 | 364 | 477 | 439 | 26
GURIA 834 | 659 | 559 | 556 | 1011 | 336 | 1.1
SAMTSKHE-

JAVAKHETI 268 | 517 | 721 | 328 | 391 | 193 | 46
MTSKHETA-

MTIANETI 949 | 659 | 833 | 353 | 913 | 222 | 63
RAJA-LECHKHUMI | 14.04 | 42 | 541 0 0 8.26 0
Georgia 18.92 | 17.62 | 17.32 | 17.29 | 1815 [ 13.73 | 141

Source: Georgian National Centre for Disease Control and Health Statistics for 2002-2008
which is provided to the WHO web site.

The estimated probability of dying before age 5 per 1,000 live births, has been
estimated by the WHO for 2002 to 2004 and for 2008. Table 22 shows that this
data for Georgia is far above EU averages. Healthcare policy should target this
group (children below 5 years of age) and should try to improve the health condi-
tions of children.

Mortality and morbidity rates/the disease burden. Non-communicable dis-
eases represent the main causes of mortality in Georgia. On average, in 2000-
2009, 63% of all deaths were caused by diseases of the circulatory system. The
death rate is also high for cases of neoplasm (11% for 2000-2009), symptoms,
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signs and abnormal clinical and laboratory findings not classified elsewhere (7%
for 2000-2009) and diseases of the digestive system (3% for 2000-2009). The five
main causes of death and their trends can be seen in figure 24:

Table 22. Main Indicators of Population Health Status

Indicator Countries | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008
Life expectancy at birth, in | Georgia 715 72 [ 714|731 | 743 ] 751|742
years EU 77.9 |77.94(78.52|78.68]|79.06|79.21{79.31
Maternal deaths, all cau- [Georgia ]42.19149.89|43.13| 23.4 |22.99]20.21| 14.3
ses, per 100 000 live births [EU 6.59 | 6.84 [ 6.75 | 5.63 | 596 | 5.7 [ 5.96
Infant mortality, per 1000 |Georgia |18.92]17.62|17.32{17.29{18.15|13.73| 17
live births EU 546 |15.26 1512|487 | 468 | 451 | 4.44
Estimated probability of | Georgia 23 45 [ 445 .. 30
dying before age 5, per

1000 live births (World EU 6.49 | 6.46 | 6.06 | ... .. |5.12
Health Report)

Source: WHO Statistics for 2002-2008 years.

Figure 24. Five Main Causes of Mortality, 2000-2009
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Source: National Statistics Office of Georgia.

The high mortality rate caused by neoplasms is partly due to the relatively low
rate of early diagnoses (between 25% and 30% at stages | and Il) by international
standards. The increased number of cancer incidents illustrates the need for more
screening programs. In turn, a high proportion of deaths caused by circulatory
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system diseases underlines a necessity for healthcare policies aimed at the reduc-
tion of tobacco use, an increase of physical activity and lowering the prevalence of
overweight people. Efforts to combat smoking would also help to reduce morbid-
ity caused by respiratory diseases.

Morbidity rates. In 2009, the number of registered cases of different diseases
diagnosed for the first time reached 1,169.5 thousand. The first four categories
were diseases of the respiratory system (38.26%), diseases of the digestive organs
(14.19%), diseases of the nervous system and sense organs (10.40%) and diseases
of the circulatory system (8.21%) (fig. 25).

Figure 25. Morbidity with Acute and Chronic Diseases by Main Disease Groups as a
Percentage of Registered Cases Diagnosed for the First Time, 2000-2009
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Source: National Statistics Office of Georgia.

In 2009, 394.1 thousand cases of acute and chronic diseases in children (0-14
years old) were diagnosed for the first time. Figures for morbidity of children sep-
arated by the main disease groups shows a very different picture. The first four
categories were diseases of the respiratory system (62.57%), diseases of the nerv-
ous system and sense organs (8.91%), infectious and parasitic diseases (8.78%)
and diseases of the digestive organs (4.82%) (fig 26).

As a result of the deteriorating socio-economic conditions, communicable dis-
eases were on the rise during the 1990s. For instance, tuberculosis (TB) morbidity
increased during this decade from 29.7 per 100,000 people in 1988 to 145 per
100,000 in 1997, making it almost the highest level in the WHO European region.
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Although TB morbidity rates declined, its incidence (number of new cases each
year) and prevalence (number of people with the disease at a specific point in
time) are still unacceptably high. Incidences of tuberculosis per 100,000 persons
in 2007 was 84 in Georgia, compared to the EU average of 19.45. This figure is
also higher compared to the rest of the Caucasus region: 72 in Armenia, 77 in
Azerbaijan (See table 23).

Figure 26. Morbidity of Children (0-14 years old) with Acute and Chronic Diseases by
Main Disease Groups as a Percentage of Registered Cases Diagnosed for the First
Time, 2000-2009
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Source: National Statistics Office of Georgia.

Table 23. Estimated Incidence of Tuberculosis per 100,000 People

Countries [ 2000 2001 2002 2003 2004 2005 2006 2007
Georgia 82 84 84 83 83 84 84 84
EU 2456 | 2401 | 23.33 | 22.67 | 21.81 | 21.04 | 20.33 | 19.45
Armenia 71 72 72 71 71 72 72 72
Azerbaijan 75 77 77 76 76 77 77 77

Source: European Health for all Database (HFA-DB) World Health Organization Regional
Office for Europe. Updated: July 2010.

According to the National Statistics Office of Georgia, the rate of morbidity
from sexually transmitted deceases is increasing. There were only 186 cases of
HIV/ AIDS registered in 2000 compared to 2,236 cases in 2009. The number of
newly registered HIV infections is increasing each year.
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3.2. Health Care Supply

The system of healthcare service in Georgia is divided into three levels:
1. Primary healthcare (PHC) network;

2. Secondary level network, which includes village, city and central
regional hospitals;

3. Third level healthcare, including special level hospitals, diagnostic and
scientific centers.

The number of hospitals per 100,000 people is higher in Georgia than in the
EU, but the number is not a good enough indicator in this case, as a hospital’s
productivity and quality are more important. One of the reforms conducted in the
healthcare sector is focused in optimizing the number of hospitals and building
new hospitals equipped with modern technology.

The utilization of one hospital bed (measured in days) decreased from 10.1 in
2000 to 6.2 in 2009. This positive trend indicates that it is possible to increase the
number of hospitalizations, with only small changes in the resources needed.
However, it is crucial to determine the cause of this decline: is this caused by an
improvement in healthcare quality and technology or by inadequate discharging of
patients from the hospitals? Low utilization rates may also indicate problems with
access to hospital care. Unfortunately, any conclusions with regards to these ques-
tions cannot be drawn from the existing data (see table 24)

Table 24. Main Characteristics of Public Health for 2000-2009
2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009

Number of
hospitals,
units 229 251 251 248 246 242 244 245 244 241
Hospitals
per 6.11 | 6.07 | 6.4 | 6.35 | 6.29 | 6.14 | 596 | 6.04 5.99
100,000
Hospitals
per
100000,
EU
Primary
health care
units per
100,000
Hospital
beds per |477.10|429.55(419.77| 419.3 |407.32|391.96(374.15|331.90 ... |309.08
100,000

287 | 285 | 281 | 276 | 275 | 272 | 2.68 | 2.67 | 2.64

23.38 | 23.2 | 1841 | 189 |2095|17.65|14.76 | 1438 | .. |11.36
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2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009

Hospital
beds per
100,000,
EU
Physicians
per 473.1 |429.55(464.18|484.23|489.44| 465.7 |468.33(454.63| ... |467.23
100,000
Physicians
per
100,000,
EU
In-patient
care ad-
missions
per 100
In-patient
care ad-
missions | 18.01 | 18.08 | 18.15|17.93 | 17.81 | 17.72 | 17.57 | 17.52 | 17.73 | 17.72
per 100,
EU
Outpatient
contacts
per person
per year
Outpatient
contacts
per person | 6.45 | 6.38 | 6.35 | 6.28 | 6.05 | 6.17 | 6.14 | 6.14 | 6.23 | 6.2
per year.
EU

Source: European Health for all Database (HFA-DB) World Health Organization Regional
Office for Europe, Updated January 2011.

617.16(605.62|592.47|579.74|567.71|560.09 | 546.64 | 535.56| 528.8

296.04|301.52| 307.4 |313.62|317.19|318.02|323.48|326.28|328.34

462 | 457 | 488 | 497 | 548 | 588 | 6.17 | 65 | 7.17 | 7.23

1.4 15 1.6 1.8 2 2.1 22 | 195 | 21 2

According to the National Hospital Master Plan, 50% of the existing bed ca-
pacity will be eliminated by December 2011. However, an additional analysis
should be done to determine the extent to which the under-utilization of hospital
beds results from financial barriers to accessing healthcare services. If this is the
case, reducing the number of beds will not address the problem. Table 25 presents
bed utilization data for 2009. Occupancy rate is measured as total number of hos-
pital bed days divided by the number of available hospital beds. Average length of
stay is measured as total number of hospital bed days divided by the total number
of hospitalization cases. Rotation is total number of hospitalization cases divided
by hospital beds. As expected, Thilisi had the highest density of beds. High hum-
bers for Racha- Lechkhumi and Samtskhe-Javakheti is due to the low population
density of these regions. Higher numbers of rotation in Achara, Mtskheta-
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Mtianeti, Kakheti and Thilisi mean that resources are used more efficiently com-
pared to other regions.

Table 25. Bed Utilization in 2009

Number of Occupancy Average
Regions Beds per Rate Length of Rotation
100,000 Stay

ABKHAZETI | ... 45.0 4.3 10.5
AJARA 269.4 172.2 6.1 28.1
TBILISI 499.0 166.8 6.4 25.9
KAKHETI 163.7 110.2 4.2 26.2
IMERETI 342.1 146.8 7.2 20.5
SAMEGRELO 204.2 127.6 5.8 21.8
SHIDA KARTLI 192.2 145.2 6.2 23.4
KVEMO KARTLI 170.5 121.0 6.1 19.9
GURIA 189.5 103.3 53 19.4
SAMTSKHE-

JAVAKHET] 301.9 106.1 8.2 13.0
MTSKHETA.-

MTIANETI 121.0 87.6 3.3 27.0
RAJA-LECHKHUMI 450.7 61.7 6.5 9.4
GEORGIA 309.1 148.2 6.3 23.4

Source: National Center for Disease Control and Public Health. Statistical report 2009.

Unlike many developing countries, Georgia traditionally had high numbers of
well-trained medical staff (per 100,000 population), particularly as compared to
the Eastern European post-Soviet countries, but there is a high measure of inequal-
ity in their allocation. According to 2009 data, approximately half of doctors are
located in Thilisi. The number of doctors and nurses has decreased over the last
decade. Despite these changes, the rate of doctors per 100,000 population is still
relatively high. The number of nurses, however, has fallen below the CIS and EU
averages and continues to drop, regardless of the fact that a need for more nurses
was officially declared. The ratio of nurses to doctors equals 1:1 in Georgia, while
the WHO recommended ratio is 1:4. Healthcare policy should address inequality
in the supply of medical personnel across all the regions. Salaries of the medical
personnel may be one facet of this problem. Figure 27 provides a comparison of
the average wage in the economy to the average wage in the healthcare sector for
2000-2009. Salaries in the healthcare sector are below the average salary in the
country. It must be mentioned that this inequality has decreased in 2009 compared
to previous years; the average salary of medical staff has increased by 20% while
the increase in the average national salary was only 4%. These are not salaries in
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real terms, but looking at inflation rates for the period, a slight increase can be
observed in overall average monthly salaries.

Figure 27. Comparison of the Average Wage in the Economy to the Average Wage in
the Health Sector, 2000-2009

600 5357
500 i —
400 368

300 218 ['] .

157 204 06

200 43
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100 73 . 954& —36 _|77 _|80

o ([ | m| | W

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

O Average monthly nominal salary of employees, GEL

B Average monthly nominal salary of employees in health sector, GEL

Source: National Statistics Office of Georgia.

Utilization rates for PHC have decreased dramatically. Between 1990 and
2009, the average utilization rate fell from 7-8 visits per person per year to just 1.9
visits. The utilization rate for PHC services in rural areas is even lower, at just one
visit per person per year on average. Nearly half of Georgia’s 4.4 million popula-
tion lives in rural areas. PHC facilities in rural areas are more likely to be of poor
guality, with staff who have not benefited from various retraining programs.

The productivity of medical personnel, both in hospitals and in medical insti-
tutions rendering out-patient services, is very low. The patient to physician (of all
specialties) ratio shows that productivity has been increasing over the last 5 years.

Table 26 shows the regional distribution of retrained primary healthcare
doctors and nurses and compares it to the targets set by the Primary Healthcare
Development Plan, the aim of which is to improve the coverage and utilization of
quality primary healthcare. The results show that as of the beginning of 2009, 53%
of the minimal target number for retrained primary healthcare doctors and 47% of
the minimal target number of primary healthcare nurses was reached across the
country. However, the numbers show significant regional variations; a relatively
small number of primary healthcare personnel has been retrained for one of the
most populated regions of Georgia, Kvemo Kartli, and no personnel were retrained
for Samtskhe-Djavakheti, Racha-Lechkhumi and Kvemo Svaneti.
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Table 26. Total Number of Retrained Family (primary healthcare) Doctors and
Nurses, Georgia and the Regions, 2009

Region PHC Doctors Retrained PHC Nurses Retrained
Number | Target | % of Target | Number | Target | % of Target
Adjara 127 193 66% 208 221 94%
Thilisi 362 470 7% 130 470 28%
Kakheti 222 212 105% 224 212 106%
Imereti 178 355 50% 204 384 53%
Samegrelo 92 230 40% 104 300 35%
ShidaKartli 75 150 50% 80 167 48%
KvemoKartli 16 241 7% 16 273 6%
Guria 48 77 62% 56 99 57%
Samtskhe-
Djavakheti 0 105 0% 0 136 0%
Mtskheta- 15 64 23% 15 78 19%
Mtianeti
Racha-
Lechkhumi& 0 26 0% 0 58 0%
KvemoSvaneti
Total for 1135 | 2123 53% 1037 | 2398 43%
Georgia

Source: Ministry of Labour, Health and Social Affairs.

3.3. Healthcare reforms

The Ministry of Labour, Health and Social Affairs (MoLHSA) represents a key
strategic health decision-maker. It is focused on both decision-making and regula-
tion. Its mission is to provide sustainable development of human resources by
setting and implementing policy in the healthcare sector. Its goal is to develop a
high quality, fair and accessible healthcare system based on consecutive reforms.
MoLHSA is responsible for defining the benefits package provided by the state
health programs.

MoLHSA is fulfilling its duties with the help of several affiliated institutions:

1. Health and Social Programs Agency (HSPA). HSPA is responsible
for organizing governmental programs, registering required contracts
for participants in these programs, contract enforcement, information
management for each program, systematization and automatization of
services and collaboration with international and local NGOs on
programs developed by the agency.
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4.

The Medical Services Provision Regulation Agency. This agency is
responsible for issuing licences and permits for healthcare facilities and
for certifying medical professionals. It also deals with patients’
complaints regarding the quality of healthcare.

The Drug Agency. This agency is responsible for implementing the
state drug policy. Its main task is ensuring that pharmaceutical products
registered in Georgia meet the country’s criteria for quality and safety,
and that all the pharmacies comply with established standards.

Department of Veterans Affairs

Other organizations included within the MoLHSA are:

1.

National Center for Disease Control and Public Health (NCDC).
NCDC is a legal entity under public law and its main responsibilities
include surveillance of communicable and non-communicable diseases,
control and prevention of public health diseases, outbreak
investigations, accumulating medical statistics, promoting healthy
lifestyles, conducting trainings and continuing education, and ensuring
biosecurity and biosafety. NCDC also supervises the HR National
Focal Point, the National Immunization Programme, National Referral
Laboratories and the National Repository of IDPs.

Social Service Agency. SSA is responsible for improving social

protection through the effective management of state benefits and
programs of social assistance.

3.4. Aims and objectives

After the Rose Revolution of 2003, the new government faced the following

situation:

excessive and outdated infrastructure;
inadequate and low quality services;

lack of efficient market forces in the sector;
non-competitive environment;

corruption

The new government aimed to combat these problems with the following re-
forms of the healthcare sector:
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Decentralization

Since independence in 1991, the Georgian healthcare system moved from the
centralized Semashko model to a decentralized one. First, the move to decentralize
healthcare and the development of a health insurance system, funded by a $14
million package from the World Bank, started in the mid-1990s. This involved a
basic benefit package provided by the state (BBP), which provided limited ser-
vices that were either free or subsidized. However, this insurance package was not
promoted properly; most people were unaware of their new rights and thus contin-
ued to pay informal fees charged by the medical staff.

In December 2005, local governments acquired very limited responsibility and
resources for health, mainly focused on promoting healthy lifestyles disease pre-
vention. However, some regional governments, for example in Adjara, run pro-
grams that provide financial support to the poor. According to the Law on Local
Self-Government adopted in 2005, the exclusive responsibilities of the local self-
government include mobilizing resources in the healthcare and social sectors, en-
suring a safe environment, promoting a healthy life style and identifying health-
related risk factors.

Reforming primary health care (PHC) — PHC Master Plan |1 2004-06 and
PHC Master Plan 11 2007-10

The Ministry prepared PHC Master Plan | in order to reform primary health care.
This plan was funded by the World Bank, the EU and UK Department for Interna-
tional Development (DFID). The main purpose of the reform was to provide univer-
sal access to quality basic medical care through a publicly owned and managed sys-
tem. It was based on the principle that no one should be more than 15 minutes away
from a PHC centre. PHC Master Plan | also incorporated plans to retrain all the
medical staff delivering PHC and to rehabilitate PHC facilities. This plan was ori-
ented to move towards a fixed per-person tax system and assumed that financing for
PHC should, in the short term, be covered by the state budget and service fees.

In 2006, the Government decided to review PHC Master Plan I. The reformed
plan appeared to be unacceptable for the Government of Georgia. The fact that the
public healthcare system could be effective and efficient without increased in-
volvement of the private sector was suspicious. The plan was also too expensive
and overambitious. For instance, the promise of ‘15-minute access’ was consid-
ered unrealistic given the country’s geographic location and the fact that many
people live in mountainous regions with roads of poor quality.
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The Governmental Commission for Health and Social Reforms, led by the Prime
Minister and comprised of a number of line ministers, was created in October 2006
and offered an alternative version, PHC Master Plan Il, which, by that time, was
politically more attractive and technically easier to implement and required fewer
administrative resources. PHC Master Plan Il differentiated urban and rural models
of PHC provision, with about 900 PHC providers in rural areas, and an unlimited
number of PHC facilities in the cities and regional/district centers. All PHC were to
be privatized. The vision of having one PHC facility in every village was packaged
as a component of the “50 days programme towards elimination of poverty in Geor-
gia,” which was articulated and implemented in 2008-09.

Neither Master Plan | nor Il has been approved. The current status of PHC de-
velopment could be described in the following terms: (i) lack of a nationwide vi-
sion for PHC development; and (ii) absence of state responsibilities for funding
PHC (the Government abolished the state universal program for PHC in 2009).

Hospital sector reform

The Hospital Master Plan, aimed at providing high-quality and affordable hospital
services, was approved by the Government in January 2007. The Master Plan called
for a complete replacement of the existing hospital infrastructure within a three-year
period (2007-2009) by transferring full ownership rights from the state to the private
sector through an “Investment programme.” It aimed to optimize the excess hospital
sector capacity (the target number of beds in the country was determined to be 7,800,
according to the Georgian Government Decree #11, January 26, 2007), the number of
hospital beds per facility (based on the population’s healthcare needs), the location of
inpatient facilities (based on the principle of 45-minute access), the types of hospital
services and, finally, infrastructure and equipment.

Rehabilitation of hospital infrastructure does not bring fiscal benefits. More spe-
cifically, the Government receives no financial revenue from the privatization of
hospital-sector assets. Investors receive existing hospitals with the attached land and
provide a certain number of beds, according to the Master Plan and tender condi-
tions. They own the hospitals and are obliged to keep the existing profile for at least
seven years. The hospital rehabilitation program was named “100 New Hospitals.”
One obvious drawback of the program is the fact that pharmaceutical companies
were allowed to compete for tenders. A conflict of interest may arise when a phar-
maceutical company becomes the owner and provider of hospital services.

The Government chose to turn the deteriorated healthcare industry over to the
private sector with the idea that this would lead to increased competition, higher
investments into the sector, and finally, rendering of better medical services. Ac-
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cording to the Government, its reform plan guaranteed access to basic medical
care within a half-hour’s driving distance for 80% of the population.

However, because of economic and political difficulties and shocks (the con-
flict with Russia in 2008 followed by the financial crisis), the general level of in-
vestment, and specifically investment in the healthcare sector, declined. The
MoLHSA was not able to entirely implement its hospital sector reform as was
originally planned. The original plan was modified in the following ways:

1. Some investment projects were left in the old format (as mentioned
above) and some hospitals were sold to investors for a symbolic price
(1,0009%);

2. The Government itself decided to finance some rehabilitation and
building expenses;

3. The Government involved insurance companies in the reform process.
Insurance companies will build new hospitals by the end of December
2011 in 46 districts of Georgia. The districts were allocated to
insurance companies through an auction.

Currently, 102 hospitals are in the process of being built and rehabilitated; 23
are being financed by the state budget, 76 by private investments and 3 with the
help of donor organizations (such as USAID). The regional distribution of these
hospitals is presented in the map below.

Map1l: Regional Distribution of Hospitals Which Are Under Construction and Reha-
bilitation According to the Hospital Sector Reform

Source: Ministry of Labour, Health and Social Affairs.

There are serious concerns about privatization. It may result in even greater in-
equalities in access to health care, because healthcare costs are likely to increase.
The hospital privatization program contains no specific provisions on regulat-
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ing or monitoring different types of services. According to the government, the
regulatory policies in the healthcare sector are under reconsideration at the
moment. If government will not take any action toward regulating the hospital
sector, the privatization process will create monopolies and prices of healthcare
services will increase. Privatization has also increased the moral hazard problem
associated with healthcare, as pharmaceutical companies are becoming owners of
hospitals. As a result, the privatization process should not be treated as solely an
economic process administered by the Ministry of Economic Development (the
ministry which deals with the process). The Ministry of Health (together with the
hospital staff) must be involved in the process and must ensure that this first stage
of the healthcare reform sets up a solid foundation for future efforts in this sector.

The state agencies responsible for the reform of secondary healthcare should
involve stakeholders in the design and implementation of the reform. In addition,
hospital personnel should be allowed and encouraged to meet with investors. They
must take part into the process of selection, analyzing investors’ objectives and the
ways with which they are going to achieve the proposed goals. The government
should somehow ensure that affordable prices for medical services are set in the
sector.

3.5. The government’s health priorities 2008-2012

Within the framework of a Programme of the Government of Georgia for
2008-2012, ‘United Georgia without Poverty,” MoLHSA announced the govern-
ment’s priorities for the next 4 years in March 2008. There are three strategic ob-
jectives which aim to strengthen the health sector:

e Objective 1: Increase the welfare of the population by developing a
more efficient social security network and improve the health of the
nation.

This objective also includes developing the Strategic Plan for Human Resource
Development for 2009-2020. It will deal with the demand for doctors, nurses,
public healthcare practitioners and healthcare managers. The MoLHSA plans to
coordinate reforms with the Ministry of Education and Science for the under-
graduate and postgraduate levels of medical education.

e Obijective 2: Guarantee national security by minimizing public health
problems and threats and creating a healthy environment for ensuring
the well-being of the population.

e Objective 3: Strengthen the capacity of the Ministry and associated
agencies.
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This objective includes:

e Developing and modifying national legislation according to the chal-
lenges of the system and creating a satisfactory legal environment for

3.6.

the planned reforms

e Increasing the stewardship function of the Ministry in order to guaran-

tee developments in the health and social sectors and to serve the

pub-

lic interest, accelerate economic growth and promote public—private

partnerships.

Spending Trends

According to the National Health Accounts, total expenditure on health in
Georgia amounted to 10.1% of GDP in 2009. This figure is slowly increasing and
on average it is 8.6% for the period of 2001-2009. More than % of total expendi-
tures come from private sources (See Appendix, table A9).

Figure 28. Total Health Expenditures
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Source: National Health Accounts and Ministry of Labour, Health and Social Affairs,
National Health Accounts of Georgia.
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Figure 29. Trends of General Government Expenditures
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Source: WHO 2010, National Health Accounts and Ministry of Labour, Health and Social
Affairs, National Health Accounts of Georgia.

Figure 30. Structure of the Total Health Expenditures
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Source: National Health Accounts and Ministry of Labour, Health and Social Affairs,
National Health Accounts of Georgia.

The figures above describe Georgian National Expenditure on Health. During
2001-2009, the general government expenditure on health (comprised of central
and territorial budgets and the State United Social Insurance Fund of Georgia
(SUSIF) during 2001-2006, which was replaced with the Health and Social Pro-
gram Agency in 2007 and instituted by Presidential Decree #410 on 29 June,
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2007) provided 17.1% of the total health expenditure (THE). 82.9% came from the
private sector, including private social insurance, out-of pocket payments, non-
profit institutions serving households, private funds (firms) and corporations, and
external sources. The financial crisis had a minor impact on the health sector in
Georgia. In 2009, general government expenditures on health decreased by 9%
compared to 2008. The cost sharing structure changed from 2008 to 2009: private
expenditures on health as part of THE have increased from 73.5 % to 80.8%.

Despite of the dramatic increase in health spending by the Government of
Georgia during the last 5 years, in 2009, public health expenditures remained at
1.4 % of the country’s GDP. (See figure 31). Public funds for healthcare are not
spent only by the Ministry of Labor, Health and Social Affairs, but are also spent
by other ministries, for example, the Ministry of Defense, Ministry of Internal
Affairs and Ministry of Justice. However, the amount spent by each of these min-
istries is relatively small, less than 1% of the total health expenditures.

Figure 31. General Government Expenditure on Health (GGHE) as % of GDP
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Source: National Health Accounts and Ministry of Labour, Health and Social Affairs,
National Health Accounts of Georgia.

Thus, Georgia’s health sector is mostly based on private financing. The Gov-
ernment’s failure to allocate sufficient finances for the health sector resulted in a
high level of private expenditures, mainly out-of-pocket payments.

The development of a private insurance market to compensate for declining
public financing became a policy priority after the Rose Revolution. Even though
the volume of funds mobilized by private insurance companies is increasing, it
still amounts only to a small fraction of private expenditures on health. After 2010,
this share is expected to increase. As mentioned earlier, the Government of Geor-
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gia involved insurance companies in the hospital development plan. This initiative
will lead to the development of an insurance system and probably cause a signifi-
cant increase in funds mobilized by private insurance companies.

The role of local governments in providing health services is declining (See ta-
ble 27).

Table 27. The Share of Local Governments in Total Health Expenditures

National
Health 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009
Accounts
Total expendi-
ture on health
in Millions
(GEL)
General go-
vernment ex-
penditure on 93.8 [106.5(108.3|128.8(194.8| 250.1 | 249.2 | 271.7 | 246.5
health in Milli-
ons (GEL)
State/provincial
government
expenditureon | 235 | 21.2 | 20 | 26.7 | 41.4 | 17.7 15.6 145 18.7
health in Milli-
ons (GEL)
State/provincial
government
expenditure on
health as % of
public expendi-
ture

Note. State and provincial government includes state institutions and organizations on the
regional level such as: Thilisi city department of health and social affairs; Adjara
Autonomous Ministry of Health; Aphkxazia Autonomous Ministry of Health and Other
municipality health departments.

Source: National Health Accounts and Ministry of Labour, Health and Social Affairs,
National Health Accounts of Georgia

521.51650.7 | 724.8 | 835.9 ({ 998.3 |1,159.6|1,386.6|1,660.7 | 1,818.5

25% | 20% | 18% | 21% | 21% | 7% 6% 5% 8%

Figure 32 below presents a regional comparison of healthcare sector spending
as a percentage of budget spending. The highest healthcare sector spending in the
period between 2003 and 2008 was in Armenia. In 2009, Georgia spent 5.3% of
the budget on healthcare. In the 2011 budget draft, the healthcare sector is consid-
ered one of the priorities and spending in this sector is planned to increase.
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Figure 32. Regional Comparison of Healthcare Sector Spending
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Source: Ministry of Finance of Georgia.

The Statistics Department of Georgia annually conducts an Integrated House-
hold Survey (IHS). The data from this survey provides the possibility to look at
the changes in monthly health expenditures of Georgian households and their
share in total expenditures (see table 28). The share of healthcare expenditures has
been steadily increasing.

Table 28. Distribution of Average Monthly Healthcare Expenditures of the Total
Population by Years, Million GEL

2001 |2002 |2003 |2004 |2005 [2006 {2007 |2008
On healthcare 125 116.8 |14.1 [156 [19.8 |23.5 |27.9 |385
Expenditure, total 350.2 1384.3 | 365.9 | 385.6 [389.7 [415.8 |447.9 |540.0

Share of healthcare expendi-| 5 6o, | 4 400 13,906 |4.0% |5.1% |5.7% |6.2% |7.1%
tures in total expenditure

Source: National Statistics Office of Georgia.

Financing service provision

Table 29 above presents what share of expenditures is devoted to different ser-
vice providers from public, private sources and from THE. In 2009, hospital ser-
vice expenditures amounted to 34.6% of THE, 49.4% of THE from public sources
and 31.1 % of THE from private sources. There is a decreasing tendency in the
share of THE devoted to the hospital sector (2007 — 37.7%, 2008 — 39.1%, 2009 -
34.6%). This reflects the privatization of the hospital sector.
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Table 29. Total Current Expenditure on Health, According to Financial Agent and
Provider (% of Expenditure by Financial Agent category)

Providers 2004 2005 2006 2007 2008 2009
n n n n n B n
5| 5 5|5 5|5 515 535 FE=
3|2 3|2 3|2 3| 2 3|2 3|8
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o| 2 o | 2 o| 3 Lol 2 o 2 2
S S| w|3|S|w|S| S| w|lS|S|w|S|S|w|l2|S|w
S|E|T|2|E|IT|3|E|T|2|E|T|3|E|T|8|E|X
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FlF FlF FlF FlF FlF ElF
5| % 5| % 5|5 5% 5| % |5
s STE SIS EIRS SIS NS
Hospitals 54.7(34.1{35.6(42.6(34.1(35.1(40.7|36.8|36.5|43.3|36.4|37.7|54.4|37.0|39.1|49.4|31.1|34.6

Providers of
ambulatory |27.7|14.7|16.1|25.1|14.9|16.7|25.7|16.8|18.4|26.3|17.1|18.7|27.8|14.8|21.9|29.2|20.4{23.1
Health care
Retail sale
and other
providers of | 0.0 |50.4({39.5| 0.0 [50.6|39.3| 0.1 |46.5|34.0| 0.3 |46.3|33.8| 0.4 |46.5(34.2| 1.6 |43.0|35.0
medical
goods
Provision
and admi-
nistrationof |{1.5(00(13[27(00({15({12({00[04({21]00(04[25|00|04|29|0.0]|04
public health
programmes
General
health admi-
nistration 13.9/0.0|21|26.4/0.0|5.2(26.7/00|58(6.7]02(13|72|15|23|86(0.0|55
land insuran-
ce
Unknown
Expenditure
(no detailed
information)

Source: National Health Accounts and Ministry of Labour, Health and Social Affairs.

22(08|54(32|04(22|56|00(49|21.3/00(81|7.7/02]|21|83|55|14

The distribution of public funds across different service providers allows for an
evaluation of resource allocation according to the “declared priorities” of the gov-
ernment. According to Table 29, the first three government priorities for 2001-
2009 were: hospitals, ambulatory health care and general health administra-
tion/insurance. The distribution of funding between public and private sources
could be used to evaluate the relative effectiveness of different state programs.
However, all these findings deserve a cautious interpretation.
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It must be noted that the figures in the table do not reflect the full costs of other
inputs in the health care provision process, such as drugs purchased for hospital
services and other medical items brought to the hospital by the patients. Besides
this underestimation, these numbers do provide information about the costs that
are born by the patients.

3.7. Health insurance system

Georgia has no mandatory healthcare insurance system. The Government has
taken on the responsibility of insuring the poor (the healthcare insurance program
for households below the poverty line was established in 2007) and a selected
group of public servants (teachers, law enforcement officers and military service-
men and women) for essential health services. The state purchases insurance for
these groups from private insurance companies. (Before 2007, the state provided
the poor population with medical vouchers; expenses were covered by the Health
and Social Programmes Agency under the MoLHSA). Currently 53,497 house-
holds, with 173,238 individuals living below the poverty line benefit from the
Medical Insurance Programme. Problems associated with this programme are re-
lated to identifying the poor population and the lack of sufficient awareness among
the poor about their basic health insurance.

Two major groups lacking medical insurance in Georgia are people above 60
years of age (private insurance companies do not target them because of the high
risk factor) and a portion of the self-employed population (not belonging to those
living below the poverty line), for whom corporate insurance is not affordable.

In 2009, the state decided to subsidize insurance of the second category men-
tioned above by introducing the Cheap Insurance Program. This program subsidizes
private voluntary insurance for defined essential health services for the rest of the
population (particularly the population between 3-60 years of age). The Cheap In-
surance Program covers a basic package of services (emergency care, urgent care
and basic primary healthcare) and at a very low price, 19.80 GEL annually (the
Government finances almost 66% of the program’s value). This program aims to
promote insurance, make it more affordable, reduce private health expenses, and
foster the use of pre-payment, rather than out-of-pocket payment, as the dominant
mode of private health expenditure. In spite of the low price, the number of insured
people in 2009 was only 122,000, while the Government expected it to vary from
300,000 to 500,000. Such a low demand results mainly from low public awareness
about the programme. Discussions about insuring people above the age of 60 are
still ongoing. No decision has been taken yet as to this matter.
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Figure 33. Insured Population by Insurance Type in 2009
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Source: State Financial Supervision Agency.

The number of insured people is increasing every year, but the percentage of
uninsured people is still very high: 75.52 % of the population remained uninsured
in 2008, compared to 69.88% in 2009.The insurance market is still in its emerging
phase and the Government is trying to encourage the further development of this

system.
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Conclusions

The occupation of the Georgian territories by Russia in August 2008 and the
global financial crisis significantly changed the current macroeconomic environ-
ment in Georgia. The August 2008 conflict undermined investor and consumer
confidence, put pressure on public finances, damaged physical and other infra-
structure and undermined the banking system with a large volume of deposit with-
drawals. The deepening of the international financial crisis put further pressure on
currency and foreign investments. However, the coinciding of the global financial
crisis and the war in Georgia makes it difficult to measure the exact impact of each
on the down streamed economy.

After the Rose Revolution, substantial changes started happening in the educa-
tion sector and decentralization was named a top priority. Radical reforms de-
stroyed the old remnants of the Soviet period and made headway towards a West-
ern style education system. Since then several documents and laws were adopted
by the Georgian government and parlament which aimed to create a national edu-
cation system with streamlined and transparent governance.

The education management system has been rehabilitated during the last 5
years. Several separate institutions were established, such as educational resource
centres, an accreditation agency, a national examination centre, a teachers' profes-
sional development centre, and other new entities which helped to revitalize the
education sector in Georgia and the results have been reflected in the quality of
education to some extent.

The financing system was also completely changed, and then later modified.
The main change was that financing from the budget was allocated to individual
students and pupils who are authorized to use it at the institution of their choice.
This scheme applies to all levels of the educational system. In the general educa-
tion system it’s called the “voucher” system, which is calculated per pupil and is
different for urban, rural and high mountain region pupils. In higher education it is
called a “Government Grant”, which covers either total (100%) or partial (70%,
50%, 30%) tuition.

The consequences of the financial crisis were reflected in budget expenditures
in the education sector. Beginning in 2003, education financing was continuously
increasing by about 40% a year, except for 2008-2009, when it experienced a
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drop. At the same time, the financing of education increased as a percentage of
GDP and in 2009, it reached 2.7% from 2.2% in 2008.

Recently, the financing system for general education schools was modified.
More research is needed to evaluate the correctness of the new financing model of
public schools in order to avoid making mistakes again. The following questions
remain unanswered: what happens if too many pupils apply to a good school and
too few pupils apply to a bad school? How is selection in the good school going to
be implemented? And would the bad school (with no students applying) be closed,
even if it is the only school in a village?

The financial crisis did not affect Georgian households’ monthly expenditures
on education, cultural activities and leisure, which have increased in absolute fig-
ures as well as a percentage of total expenditure after 2003. In the 2008-2009 aca-
demic year, the number of pupils at private schools increased by 11-12% at the
basic and primary levels, which is a significantly larger increase in numbers as
compared to the previous two years. At the same time, the number of pupils at
public schools decreased by 3-4% at the basic and primary levels.

More research is needed to determine whether or not the government has
achieved the main goal of the reforms implemented in the education sector, which
is an increase in education quality. The number of pupils in public schools has
decreased over the last ten years while it has been sharply increasing in private
schools. The ratio of pupils in private schools to pupils in public schools was 2.4%
in 2003, and it was 9.6% in 2010 with a continuously increasing trend. One of the
reasons is the comparatively low education quality provided by public schools. In
spite of the fact that education financing is increasing, it still is quite low as a per-
centage of GDP compared to European and Central Asian countries.

In 2008-2009, the government cut financing for the rehabilitation of Georgian
public schools by about 85% on average. In addition, other governmental pro-
grammes in the education sector suffered due to the financial crises. In 2005, the
national program for complete computerization and internet connectivity of
schools (“Deer Leap”) was launched. As was planned in 2007, the program’s total
budget for 2007-2011 should equal 49 million GEL but because of the financial
crisis, the actual budget for this program decreased to 37.5 million GEL.

The pupil-teacher ratio in public general education schools decreased in 2009,
which should be a signal to the government to pay attention to education quality in
public schools. The Ministry of Education and Science does not publish data about
system performance indicators, such as the promotion rate, repetition rate, drop-
out rate, percentage of repeaters, survival rate etc. There is not any objective and
representative research related to these topics. Analyzing these coefficients could
give policymakers a better idea about the direction in which more work needs to
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done to improve system performance and to finally increase the quality of educa-
tion.

During the financial crisis, the number of pupils was increasing in nearly all the
regions of Georgia (except occupied regions), The only exception was the
Samtskhe-Javakheti region, where we continuously observed a decrease in the
number of pupils over the last 4 years, while the number of schools there has re-
mained the same and the population has not decreased. The recommendation to the
government would be to find out the reasons for the decreasing school enrolment
rate and to increase the government’s control mechanisms in this region. One of
the reasons for such a low enrolment rate could be the fact that Samtskhe-
Javakheti is populated with a number of different ethnic groups (most of them
Armenian) and a lot of children from there do not speak Georgian.

To foster competitiveness between schools, the Ministry plans to introduce the
concept of “Branding of Schools” starting in the 2010-2011 academic year.
Schools will evaluate themselves and they will get a certain number of “stars”
from the Ministry after the monitoring and evaluation.

Recently, the Ministry has been working on enhancing the learning of the
Georgian language by the non-Georgian population. At the same time, the Minis-
try is continuing the “Teach and Learn with Georgia” project, and for the 2010-
2011 academic year, it plans to recruit 1,000 native English speakers who will be
willing to help Georgian schoolchildren learn the English language.

The number of private HEIs was increasing up until 2007 (to 148); After that it
decreased to 108 in 2009-2010. Not surprisingly, most of the private HEIs were
situated in Thilisi with an increasing agglomeration coefficient. The recommenda-
tion to the government is to stimulate the private sector to establish or move pri-
vate HEIs to the regions, especially to Kakheti, Samegrelo-Zemo Svaneti, Shida-
Kartli and Imereti regions, where some private HEIs were closed during the global
financial crisis. This would have a much more significant effect on the economy of
those regions. HEIs in different regions of Georgia would create new life and eco-
nomic activity. Higher education would become accessible for those who are un-
able to come to HEIs in Thilisi because of family, job or other reasons.

Creating good infrastructure and stimulating new private HEIs to be established
in the regions will constitute a huge direct and indirect investment in the regions.
The stimulus for establishing private HEIs could come in the form of reduced tax-
es, a stimulus which gained importance especially after the financial crisis. Addi-
tionally, the government can simplify accreditation rules for regional private HEISs.

The Ministry of Education collects information on VET courses from in-
dividual VET centers, but at the current time, this information is provided in a
format that makes it difficult to see the overall picture. This could be improved if
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the courses were classified according to skill-based categories and organized ac-
cording to academic years. As a result, the MoES, or future employers of VET
graduates, would be able to easily see how many people are being trained in what
skills nationwide.

Even though progress has been made in improving the main health indicators,
some are still very far from optimal; Non-communicable diseases are the leading
cause of death. A high mortality rate for neoplasms is largely due to the fact that
the percentage of neoplasm cases diagnosed in the early, more treatable, stages
(stages | and II) remains low, between 25% and 30%. The incidence and preva-
lence of some communicable diseases is still unacceptably high.

Disease prevention policies aimed at eliminating the main causes of morbidity
and mortality should be enhanced. There is a need for more screening programs, in
order to discover neoplasms in earlier stages. Healthcare polices should be aimed
at reducing tobacco use, increasing physical activity and lowering the prevalence
of overweight people. Efforts to reduce smoking would also help to reduce mor-
bidity due to respiratory diseases.

There is a plan to reduce the excess supply of hospital beds by 50% by Decem-
ber 2011 according to the National Hospital Master Plan; Utilization rates for PHC
have decreased dramatically; The productivity of medical personnel has increased
in the last five years but it is still insufficient.

Additional analyses should be conducted to determine the extent to which the
under-utilization of beds results from financial barriers to accessing healthcare
services; Access to primary healthcare services for the population should be im-
proved; Adequate and regular training of medical staff should be instituted and
regional gaps in retraining primary health care personnel should be addressed.

There is a lack of a nationwide vision of PHC development. Two PHC Master
Plans were developed, but not approved. A long-term health care policy, with a
medium term strategy and a short term implementation plan, should be developed
by the Government.

The Government chose to turn the deteriorated healthcare industry over to the
private sector with the idea that this would lead to increased competition, higher
investments into the sector and, finally, provision of better medical services. In-
creasing market forces in the sector, which is far from competitive, should be done
with great caution and should be based on concerns about the feasibility and sus-
tainability of the system, as well as on issues related to quality, efficiency and
equity.

The Ministry of Economic Development is dealing with the privatization proc-
ess of hospitals. The state agencies responsible for the reform of secondary health-
care should involve stakeholders in designing and implementing the reform. In
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addition, hospital personnel should be allowed and encouraged to meet with inves-
tors. They should take part in the process of selection by analyzing investors’ ob-
jectives and the ways they plan to achieve the proposed goals.

The Government of Georgia allocates a very low share of public spending to
the health sector. More than ¥ of the total expenditures come from private
sources. Priority should be given to increasing government investment in health,
particularly in the areas of primary healthcare, public health and health promotion.
The critical issue of out-of-pocket payments must be addressed within the financ-
ing process. The Government should ensure access to at least a basic package of
benefits, which should include essential medicines.

The development of the private insurance market to compensate for the decline
in public financing was a policy priority of the Government of Georgia after the
Rose Revolution. Funding of preventive services should be increased since insur-
ance companies are not interested in such an activity.

Two main groups remain uninsured: people who are above 60 years of age and
self-employed who do not belong to the poor population, but for whom corporate
insurance is not affordable. In 2009, the Government decided to subsidize insur-
ance of the second group mentioned above by introducing a cheap insurance pro-
gram, but the government’s expectations failed with respect to the program’s cov-
erage. Awareness of the state funding programmes should be increased and com-
prehensive policies to ensure insurance of the over 60 age group should be devel-
oped.
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Appendix

Table Al. Demographics of Georgia

Avrea of the country 69,700 sg km
Land boundaries 1771 km
Coastline 310 km
Population 4,382.100 (01.2008)
Age structure:

0-14 16,3%

14-65 67,1%

> 65 16,6%
Birth rate 11.2/1000 (2007)
Death rate 9,41/1000 (2007)
Net migration rate -4,36/1000
Literacy 100%

Source: National Statistics Office of Georgia.

Table A2. Percentage Change of Pupils’ Number

2003/ | 2004/ | 2005/ | 2006/ | 2007/ | 2008/ | 2009/
2004 2005 2006 2007 2008 2009 2010
Public Primary -6% -8% -6% -2% -4% -4% -5%
schools | Basic 3% 0% -8% -8% -1% -3% -2%
Private Primary 8% 21% 64% 7% 7% 12% 1%
Schools | Basic 10% 40% 38% 1% 3% 11% 6%
Source: National statistics office of Georgia.
Table A3. Number of Schools
2002/ | 2003/ | 2004/ | 2005/ | 2006/ | 2007/ | 2008/ | 2009/
2003 2004 2005 2006 2007 2008 2009 2010
Public 3174 3175 3167 2470 2282 2215 2178 2179
Private 131 156 176 261 257 247 270 283

Source: National Statistics Office of Georgia.
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Table A4. Number of Pupils at Public Schools by Gender and by General Education

Levels
Pupils - -
Primary | Basic | Secondary
Males
2002/2003 342556 194005 103921 44630
2003/2004 335523 183023 106974 45526
2004/2005 321552 168379 106771 46402
2005/2006 303712 157029 96978 49705
2006/2007 309773 158423 90641 60709
2007/2008 299119 152143 84738 62238
2008/2009 312027 147048 82941 82038
2009/2010 299981 138850 81051 80080
Females

2002/2003 328351 183011 99073 46267
2003/2004 319501 171152 101710 46639
2004/2005 305746 157977 101018 46751
2005/2006 297650 150148 94995 52507
2006/2007 289914 143041 86513 60360
2007/2008 277505 136703 80064 60738
2008/2009 285793 129951 76358 79484
2009/2010 276822 125023 75126 76673

Source: National Statistics Office of Georgia.

Table A5: Percentage Change in Number of Pupils

2006/2007 | 2007/2008 | 2008/2009 | 2009/2010
GEORGIA - Total 0.2% -3.4% 4.7% -2.9%
TBILISI 2.5% -2.0% 7.2% -3.1%
ABKHAZ AR -1.7% -7.1% 2.3% -5.8%
ADJAR AR 1.4% -3.1% 5.3% -2.4%
GURIA -1.7% -2.0% 5.5% -4.5%
IMERETI -1.5% -4.7% 5.4% -4.2%
KAKHETI -1.4% -3.0% 4.4% -2.3%
MTSKHETA-MTIANETI 1.1% -5.1% 1.8% -3.0%
EOEHQ{JI_ECHKHUMI AND KVEMO 45% 6.4% 4.2% 76%
SAMEGRELO-ZEMO SVANETI 0.2% -5.0% 4.2% -5.4%
SAMTSKHE-JAVAKHETI -0.7% -4.6% -0.4% -0.3%
KVEMO KARTLI -0.6% -3.6% 2.7% 0.1%
SHIDA KARTLI -0.9% -2.5% 1.1% -3.3%

Source: National Statistics Office of Georgia.
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Table A6: Higher Education Institutions and Enrolment by Type of Study at the
Beginning of School Year

Number of Number of Of which:
instituFions, students, per- Women Day- Evening Distance
unit sons time learning
Public institutions, total
2000/2001 26 105822 49834 | 77149 650 28023
2001/2002 26 115546 54887 | 87958 531 27057
2002/2003 26 122223 58451 | 94132 364 27727
2003/2004 26 123866 61224 | 97122 209 26535
2004/2005 26 137021 66504 | 110012 0 27009
2005/2006 25 113801 57935 | 97507 0 16294
2006/2007 18 110846 55875 | 94612 0 16234
2007/2008 19 81189 43223 | 74833 149 6207
2008/2009 20 66498 35527 | 66380 118 0
2009/2010 21 74056 40495 | 74056 0 0
Private institutions, total

2000/2001 145 33138 18160 | 32041 0 1097
2001/2002 153 31887 18425 | 31012 0 875
2002/2003 154 31465 16305 | 29641 0 1824
2003/2004 150 29388 15984 | 27558 0 1830
2004/2005 172 35440 20157 | 33250 0 2190
2005/2006 140 30078 17402 | 27057 0 3021
2006/2007 148 29961 17346 | 29640 0 321
2007/2008 137 30914 18290 | 30334 411 169
2008/2009 109 27139 15825 | 26817 310 12
2009/2010 108 28654 16125 | 28654 0 0

Source: National Statistics Office of Georgia.

Table A7: Number of Higher Education Institutions by Regions of Georgia, Unit

Public Private

2005/ | 2006/ {2007/ {2008/ | 2009/ | 2005/ | 2006/ | 2007/ | 2008/ | 2009/

2006 | 2007 | 2008 | 2009 | 2010 | 2006 | 2007 | 2008 | 2009 | 2010
GEORGIA —total | 25 18 19 20 21 | 140 | 148 | 137 | 109 | 108
TBILISI 14 10 9 9 9 91 | 103 | 100 | 80 75
ABKHAZ AR 1 1 2 2 2 4 3 5 5 5
ADJARA AR 4 2 2 2 2 12 13 5 3 5
GURIA 0 0 0 0 0 1 1 1 1 1
IMERETI 2 2 1 1 2 15 12 10 9 9
KAKHETI 1 1 2 2 2 5 2 2 1 1
MTSKHETA-
MTIANETI 0 0 0 0 0 1 1 1 1 1
SAMEGRELO-
ZEMO SVANETI 0 0 1 1 1 2 2 2 1 1
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Public Private
2005/12006/|2007/|2008/12009/| 2005/ |2006/]2007/| 2008/ [ 2009/
2006 | 2007 | 2008 | 2009 | 2010 | 2006 | 2007 | 2008 | 2009 | 2010

SAMTSKHE-
AV olol|l1l2]2]21]21]21]2]:2
EVEMO KART-1 9 ol ol ool a]|s |5 ]| alces

SHIDA KARTLI 2 2 1 1 1 3 4 4 2 2
Source: National Statistics Office of Georgia.

Table A8: Number of Students Admitted to Higher by Type of Study Education Insti-
tutions at the Beginning of School Year, Persons

Number of students admitted - O.f Whlch -
day-time [ evening | distance learning
In Public institutions, total
2000/2001 23009 19192 150 3667
2001/2002 25930 22134 0 3796
2002/2003 26396 22448 0 3948
2003/2004 25036 21831 0 3205
2004/2005 31663 27946 0 3717
2005/2006 13270 12782 0 488
2006/2007 15079 15055 0 24
2007/2008 15601 15601 0 0
2008/2009 17004 17004 0 0
2009/2010 20926 20926 0 0
In Private institutions, total
2000/2001 7304 7163 0 141
2001/2002 7653 7524 0 129
2002/2003 6947 6425 0 522
2003/2004 6279 5927 0 352
2004/2005 9125 8736 0 389
2005/2006 2873 2873 0 0
2006/2007 6078 6078 0 0
2007/2008 11281 11196 85 0
2008/2009 7266 7139 115 12
2009/2010 9263 9263 0 0

Source: National Statistics Office of Georgia.
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Table A9: National Expenditure on Health (GEL)

National He-
alth Accounts

2001

2002

2003

2004

2005

2006

2007

2008

2009

Total expendi-
ture on health
in Millions
(MoLHSA)

521.5

650.7

724.8

835.9

998.3

1,159.6

1,386.6

1,660.7

1,818.5

General go-
vernment ex-
penditure on
health in Milli-
ons (MoLHSA)

93.8

106.5

108.3

128.8

194.8

250.1

249.2

271.7

246.5

Private expen-
diture on health
in Millions
(MoLHSA)

381.4

465.1

562.5

655.4

775.2

849.3

1,010.3

1,219.9

1,468.6

Rest of the
world funds /
External re-
sources in Mil-
lions (MoLH-
SA)

46.3

78.9

54

51.7

28.2

60.2

127.2

169.1

103.4

Rest of the
world funds /
External re-
sources as % of
THE

8.9

12.1

7.5

6.2

2.8

5.2

9.2

10.2

5.7

General go-
vernment ex-
penditure on
health (GGHE)
as % of THE

18.0

16.4

14.9

15.4

19.5

21.6

18.0

16.4

13.6

GGHE as % of
General go-
vernment ex-
penditure
(WHO)

7.5

75

6.7

53

59

5.6

4.2

4.9

Private expen-
diture on health
(PVtHE) as %
of THE

73.1

71.5

77.6

78.4

.

73.2

72.9

735

80.8

Social security
funds as % of
GGHE (WHQ)

43.2

46.3

64.1

62.8

455

51.3

60

66.8

Out of pocket
expenditure as

88.1

85

90.8

91.7

95.6

92

86.8

83.6
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PUBLIC EXPENDITURES ON EDUCATION AND HEALTH IN GEORGIA BEFORE...

National He-
alth Accounts
% of PvtHE
(WHO)
Private insuran-
ce as % of 11 0.5 05 | 09 0.9 14 1.9 1.8
PvtHE (WHO)

Source: WHO 2010, National Health Accounts and Ministry of Labour, Health and Social
Affairs, National Health Accounts OF Georgia.

2001 | 2002 | 2003 [ 2004 | 2005 | 2006 | 2007 | 2008 | 2009
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