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Abstract
The paper explores the impact of external debt level (service) on the public financing of education 
in Georgia. By applying Autoregressive Distributed Lag Model to 1995-2020 time series data, the 
paper finds that there is a negative relationship between external debt and public spending on 
education. Specifically, there is a negative long-run and negative short-run relationship between 
public spending on education and external public debt to export ratio. 1 per cent increase in exter-
nal public debt to export ratio in the long run is associated with 0.05 per cent decline in the govern-
ment spending on education, while economic growth has a positive impact on the level of govern-
ment spending on education. Furthermore, another specification of the model that measures how 
external public debt service is associated with government spending on education shows that in 
the long run 1% increase in the debt service to government revenue ratio is associated with 0.26 
per cent decrease in government spending on education. 

Substantial rise in the external debt level (and external debt service) and negative economic 
growth has undermined the Georgian government plan to increase public spending on education 
to up to 6 per cent of GDP by 2022.  Public spending on education in Georgia is low in comparison 
with other countries of the region and the EU countries; this indicator is one of the major determi-
nants of low level of educational attainment. Georgia does not fall into the category of countries 
that are eligible for Debt Service Suspension Initiative created by the G-20 countries for 73 vulner-
able nations. Against this backdrop, it would be rather difficult for Georgia to seek any debt allevia-
tion mechanism. In these circumstances, the paper argues that Georgia should find sustainable 
tradeoff between debt servicing and the financing of vital social services, such as education.
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Introduction 

The external debt could potentially create solvency and liquidity risks for developing countries, 
especially amid massive capital outflow, the collapse of the external sector, and the decline of 
foreign remittances. This, in turn, may translate into revenue shock and force developing coun-
tries to restructure government spending on vital services, such as healthcare and education (Mur-
cia, 2020).  Unlike advanced industrialized countries, most of the developing nations’ central banks 
cannot perform the role of a lender of last resort and lend money to their respective governments. 
The fiscal space of these countries is constrained, and their currencies are highly vulnerable to 
exchange rate fluctuations. Developing nations need hard currencies to pay for imports and cover 
external debt obligations (UNCTAD, 2020). Usually, the key source of hard currency income for 
developing nations is the export of raw materials (and food) and services, such as tourism, foreign 
direct investments, other sorts of capital flows, and external borrowing, for instance, through issu-
ing public and private bonds. Foreign remittances are also an important source of hard currencies 
for developing nations. COVID-19 crisis has taken a heavy toll on all these sources of the hard 
currencies (Jensen, 2021). 

The paper aims to reveal if there is a long-term linkage between public external debt and educa-
tion finance in Georgia. The relationship between the external debt level (or debt service) and 
government spending is not unequivocal. Depending on economic circumstances, higher external 
borrowing may lead to higher economic growth and higher government spending, if the borrowed 
resources are invested in long-term economic projects, which creates higher value-added for an 
economy (Fosu, The External Debt-Servicing Constraint, 2007). Conversely, if the debt-to-revenue 
ratio (or debt interest to export ratio) is high, it may create pressure on governments to pursue 
austerity policy, for instance, reduce healthcare, education, or long-term capital expenditures to 
compensate for increased debt service. However, external debt level and debt-service can have 
different effects on government spending decisions in different economic regimes. The paper 
argues that debt service would be more problematic during economic crisis, which usually is asso-
ciated with capital flight, a decline in the demand for goods and services, reduction in foreign 
remittances, and sudden decrease of FDI in developing countries. 

There is abundant literature on the association between economic growth and external debt; how-
ever, the literature which deals exclusively with the relationship between the functional distribu-
tion of public expenditure and debt level (or debt service) is limited. Cashel-Cordo and Craig (1990) 
find that there is a negative relationship between debt service and public spending.  In particular, 
the study found that, for selected countries from Latin America and the Caribbean, Sub-Saharan 
Africa, and Asia, an increase in every $1 debt service expenditure is associated with a $0.93 reduc-
tion of non-debt service non-defense public expenditure. However, the study does not provide 
disaggregated information as to which sectors of public spending are affected by debt service ( 
Cashel-Cordo & Craig , 1990).  On the other hand, Ouattara (2006) does not find a significant rela-
tionship between debt servicing variable and social spending (Ouattara, 2006). Fosu (2007) 
provides one of the most comprehensive analyses on the relationship between external debt 
servicing and public expenditure composition (Fosu, 2007). The paper analyzes panel data for 35 
African countries and finds that debt service negatively affects government spending on education 
and healthcare. 

It is important to examine the key determinants of public spending on education considering the 
objective of this paper. There are a number of different variables which may explain variation in 
how much resources societies devote to education in different socio-economic contexts. However, 
there is no general economic law that could explain this variation. According to the existing litera-
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ture, the following  variables may affect public spending on education: size of population (Hirsch, 
1960), demographics, public debt (Falch & Rattso, 1997), economic volatility (Tilak, 1989), inflation, 
unemployment, size of GDP per capita (Imana, 2017)  and GDP growth rate (Wong & Yusoff, 2020). 
It is worth noting that, according to Tilak (1989), the link between the GNP per capita and public 
spending on education is not significant during the normal economic regime, however, economic 
crisis can have a negative impact on government spending on education. 

The section following the introduction reviews the general external debt situation in Georgia from 
different angles. The second section focuses on government finances spent on education and the 
quality of education in Georgia.  Based on the analysis provided in the previous sections, the third 
section specifies macro-econometric model, which estimates dynamic link between government 
spending on education and external debt to export ratio, and the association of the former variable 
with external debt service as a government revenue ratio, through Autoregressive Distributed Lag 
Model, which is followed by a brief summary and conclusion in the final section.

According to the National Bank of Georgia, 90.5 per cent of overall external debt is denominated in 
foreign currency. 71 per cent of external public debt stock is multilateral, while, according to the 
statistics of the disbursement by creditors, 68% was sourced from multilateral creditors in 2020. 
The biggest lender for the Georgian public sector is the World Bank, and its share in public debt 
portfolio was 27.2 per cent. It should be noted that the share of the bilateral creditors in the overall 
public debt stock has increased from 19% to 21.9% since 2013. The same tendency can be observed 
in the external debt service in this regard, specifically, debt service for bilateral external debt has 
increased by 18.5 percentage points in 2013-2020 (NBG, 2020).
 
Another important indicator is the external debt stocks, which shows how government utilizes 
external borrowing.  It is important to note that debt stocks dedicated to investment projects 
decreased by 7 percentage points in 2020, while the debt stock intended for budget support 
increased by 9.2 percentage points.  The biggest portion of external public debt signed in 2020 with 
international creditors will be spent on budget support (67.1%), municipal infrastructure (17.2%), 
and healthcare (8.6%). Domestic public debt accounts for just 19.9% of total public debt and it has 
increased since 2013, which is a positive trend in terms of mobilizing local resources and decreas-
ing reliance on external debt, which is primarily denominated in foreign currency. However, 
during the COVID-19 pandemic this tendency has been halted. It should be noted that domestic 
public debt to GDP has also increased by 4 per cent, however, in comparison to external debt, the 
rise is relatively smaller. The external debt service of Georgia increased by only 0.4 percentage 
points in 2020, however, this indicator will increase substantially when the new debt obligation 
matures. Specifically, total debt service in 2020 totaled around USD 400 million. According to the 
projection of the Ministry of Finance, Georgia should pay more than twice of this amount in 2021 
to its foreign creditors (The Ministry of Finance of Georgia, 2020). 

The IMF positively assesses the capacity to repay to the Fund and concludes that Georgia’s debt is 
sustainable. However, the IMF report emphasizes high vulnerability of public debt level to the 
foreign exchange risks. The date of the IMF staff report that, among other macroeconomic indica-
tors, provided an analysis of debt sustainability of Georgia is December 1, 2020.  in the report Geor-
gia’s debt sustainability is evaluated by the bounds test, which includes baseline, and various 
stress/sensitivity scenarios. The baseline scenario assesses the debt dynamics from the perspective 
of most likely scenarios of fundamental macroeconomic variables (in this case it includes nominal 
gross public debt, public gross financing needs, real GDP growth, inflation, nominal GDP growth, 
and effective interest rate). Historical scenario reflects averages for previous ten years, and this 
data is then used for the projection for the upcoming five years. Bounds tests forecast of baseline 

scenario by the IMF staff projects that total external debt to GDP will peak in 2021, and then it will 
start declining below 90% in 2024-2025. If the forecast is decomposed by the variables (interest 
rate, growth, current account, and real depreciation shock), the forecast of the total debt to GDP 
ratio shows a similar pattern. As for the government external debt, according to the IMF staff 
projections, this indicator will peak in 2021 (59.1 per cent of GDP), then there will be a decline 
because of improvements in economic fundamentals (IMF, 2020). However, there is a significant 
error between the projected and real data. Georgia’s total external debt reached 127.7 per cent of 
GDP, which is much higher than 108.8 per cent projection made by the IMF (NBG, 2020).  The prob-
lem with this projection is the overestimated components of the baseline scenario. According to 
this report, the projection of real GDP for 2020 was -5,1% decline. However, as reported by the 
National Statistics Office of Georgia (GEOSTAT), real GDP declined by the 6.2 per cent in 2020. 
Moreover, the real GDP growth for 2021 is seemingly overestimated and already in March the IMF 
downgraded its own projection of real GDP growth from 4.3 to 3.5 per cent. The middle-of-the-road 
scenario prediction of the ISET Policy Institute is even worse; it projects that real GDP growth for 
this year will be 2.9 per cent (ISET, 2021).  To recap, the IMF projections are overestimated in terms 
of debt reduction and do not consider the pace of the vaccination, the situation on the external 
markets and economic risks related to further lockdowns, which may be triggered by the inception 
of the fourth wave of COVID-19 outbreak. This, in turn, could lead to further deterioration of fiscal 
capacities and the external sector of Georgia and create liquidity problems in terms of servicing 
external debt.
  
Furthermore, the fact that 49 per cent of Georgia’s external debt has varying interest rate could 
also potentially have some negative implications in the context of gross financing need. Gross 
financing need is a composite indicator which reflects the volume of maturing debt, fiscal deficit, 
and interest payments. If the economic recovery is uneven (for instance, if the developed creditor 
nations recover more quickly) and the interest rates rise, it may create problems for the debtor 
nations, where the recovery is slower and fiscal deficits remain high.

Finally, Georgia does not belong to the group of countries that are eligible for Debt Service Suspen-
sion Initiative created by the G-20 countries for 73 vulnerable nations. In terms of credit ratings, 
Georgia does not have investment grade and is included in the group of countries defined as specu-
lative, according to the metric provided by UNDP paper on sovereign debt vulnerabilities (Jensen, 
2021). The same report argues that:
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External Debt of Georgia: Brief overview  

One of the peculiarities of the Georgian economic development since the Rose Revolution in 2003 
was its tight adherence to the neoliberal economic paradigm. Among other things, this paradigm, 
meant for Georgia a conservative stance on public spending and the introduction of specific fiscal 
rules that would hold back successive Georgian governments from increasing public spending 
above the established levels. The Liberty Act adopted by the previous government in 2011 stipu-
lates that the Georgian Government is not allowed to borrow more than 60 per cent of GDP. This 
rule may be temporarily waived during a state of emergency, war, or economic recession (The 
Parliament of Georgia, 2020). 

The central government’s draft budget states that Georgia has already surpassed the govern-
ment-debt-to GDP ratio, and, according to the forecast provided in this document, this ratio will 
increase further. Government obligations related to tackling the COVID-19 challenges have result-
ed in increased fiscal burden, and the Georgian government was compelled to borrow in order to 
cover essential budgetary needs. Moreover, total public debt to nominal GDP has increased from 
41.9% to 62.4%, while external public debt has increased from 33.4% to 50% of nominal GDP in 
2020 (The Ministry of Finance of Georgia, 2020). 

The best way for checking the external debt statistics is to review basic definitions of the Interna-
tional Monetary Fund and the World Bank on external debt statistics and its importance for 
economic growth and public spending. The IMF uses multiple ratios for measuring debt sustain-
ability. Solvency and liquidity are the major concepts that are oft-discussed in the literature in 
terms of debt sustainability. Solvency refers to a nation’s ability to pay its external debt on a con-
tinuing basis and to meet its long-term financial obligations, while solvency is related to a nation’s 
ability to meet its short-term (immediate) financial obligations. These two phenomena are interre-
lated because if the liquidity problem of a nation is not handled properly, it may transform into a 
solvency problem. Solvency problems are measured by debt stock indicators because the debt 
stock variables show an ability of a given nation to generate resources for paying its external obli-
gations (debt-to-exports or debt-to-GDP ratios can be used as stock-based indicators). Flow indica-
tors are used for measuring liquidity problems such as debt service-to-exports ratio or debt 
service-to-fiscal revenue ratio. The denominator part of the debt ratio usually includes GDP, export 
of goods and services or government revenue. GDP reflects a nation’s total economic resources; 
exports indicator is related to a nation’s ability to generate foreign currency, and government reve-
nue indicator reflects central government’s ability to mobilize fiscal resources for paying external 
debt (IMF, 2014) .
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Figure 1 summarizes the key public external debt indicators of Georgia since 1995, according to 
the IMF debt ratio framework.1 There are four different episodes when these ratios start to rise, 
and they coincide with specific economic and political events. There is a major surge in 1997-1998, 
which coincides with the Russian financial crisis.  The next episode of debt ratio growth is related 
to the global financial crisis and the 2008 Georgian-Russian war. The regional crisis in Ukraine that 
was followed by the financial crisis in Russia has had a negative impact on debt ratios as well, due 
to the deterioration of the external sector components (currency depreciation and failures of 
export markets).  The available data also shows the effects of the COVID-19 pandemic on debt 
ratios that is manifested in the rise of debt stock variables. Changes in the flow variables usually 
appear after several time lags (external debt service to revenue and exports ratios start to rise 
after several time-periods). 

In 2019, the share of short-term debt as part of the total debt is 13.1 per cent. It is twice as lower 
than the average of higher middle-income countries where this indicator was 30 per cent in 2019. 
Since 2012, there is a decreasing tendency of short-term debt as part of the total external debt of 
Georgia, which is a positive sign in terms of debt sustainability (The World Bank, 2021). Since 2010, 
there is a tendency of increasing private non-guaranteed debt as part of the total external debt 
stock. From 2010, this indicator has increased from 36% to 44%, while the share of public and pub-
licly guaranteed debt has decreased from 52% to 43% (The Ministry of Finance of Georgia, 2020).  
The increasing share of private non-guaranteed debt as part of the total external debt has not 
boosted productive investment. Gross Fixed capital formation in Georgia was 5% lower as com-
pared to upper-middle-income countries, and there has been a steady decline in this indicator 
since 2016 (The World Bank, 2021).

1  However, the data reflects only the central government’s debt indicators, and it does not include data on publicly guaranteed debt. 
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Figure 1 Public External Debt Indicators of Georgia, the data source: the Ministry of Finance of Georgia.
The author’s own calculations

According to the National Bank of Georgia, 90.5 per cent of overall external debt is denominated in 
foreign currency. 71 per cent of external public debt stock is multilateral, while, according to the 
statistics of the disbursement by creditors, 68% was sourced from multilateral creditors in 2020. 
The biggest lender for the Georgian public sector is the World Bank, and its share in public debt 
portfolio was 27.2 per cent. It should be noted that the share of the bilateral creditors in the overall 
public debt stock has increased from 19% to 21.9% since 2013. The same tendency can be observed 
in the external debt service in this regard, specifically, debt service for bilateral external debt has 
increased by 18.5 percentage points in 2013-2020 (NBG, 2020).
 
Another important indicator is the external debt stocks, which shows how government utilizes 
external borrowing.  It is important to note that debt stocks dedicated to investment projects 
decreased by 7 percentage points in 2020, while the debt stock intended for budget support 
increased by 9.2 percentage points.  The biggest portion of external public debt signed in 2020 with 
international creditors will be spent on budget support (67.1%), municipal infrastructure (17.2%), 
and healthcare (8.6%). Domestic public debt accounts for just 19.9% of total public debt and it has 
increased since 2013, which is a positive trend in terms of mobilizing local resources and decreas-
ing reliance on external debt, which is primarily denominated in foreign currency. However, 
during the COVID-19 pandemic this tendency has been halted. It should be noted that domestic 
public debt to GDP has also increased by 4 per cent, however, in comparison to external debt, the 
rise is relatively smaller. The external debt service of Georgia increased by only 0.4 percentage 
points in 2020, however, this indicator will increase substantially when the new debt obligation 
matures. Specifically, total debt service in 2020 totaled around USD 400 million. According to the 
projection of the Ministry of Finance, Georgia should pay more than twice of this amount in 2021 
to its foreign creditors (The Ministry of Finance of Georgia, 2020). 

The IMF positively assesses the capacity to repay to the Fund and concludes that Georgia’s debt is 
sustainable. However, the IMF report emphasizes high vulnerability of public debt level to the 
foreign exchange risks. The date of the IMF staff report that, among other macroeconomic indica-
tors, provided an analysis of debt sustainability of Georgia is December 1, 2020.  in the report Geor-
gia’s debt sustainability is evaluated by the bounds test, which includes baseline, and various 
stress/sensitivity scenarios. The baseline scenario assesses the debt dynamics from the perspective 
of most likely scenarios of fundamental macroeconomic variables (in this case it includes nominal 
gross public debt, public gross financing needs, real GDP growth, inflation, nominal GDP growth, 
and effective interest rate). Historical scenario reflects averages for previous ten years, and this 
data is then used for the projection for the upcoming five years. Bounds tests forecast of baseline 

scenario by the IMF staff projects that total external debt to GDP will peak in 2021, and then it will 
start declining below 90% in 2024-2025. If the forecast is decomposed by the variables (interest 
rate, growth, current account, and real depreciation shock), the forecast of the total debt to GDP 
ratio shows a similar pattern. As for the government external debt, according to the IMF staff 
projections, this indicator will peak in 2021 (59.1 per cent of GDP), then there will be a decline 
because of improvements in economic fundamentals (IMF, 2020). However, there is a significant 
error between the projected and real data. Georgia’s total external debt reached 127.7 per cent of 
GDP, which is much higher than 108.8 per cent projection made by the IMF (NBG, 2020).  The prob-
lem with this projection is the overestimated components of the baseline scenario. According to 
this report, the projection of real GDP for 2020 was -5,1% decline. However, as reported by the 
National Statistics Office of Georgia (GEOSTAT), real GDP declined by the 6.2 per cent in 2020. 
Moreover, the real GDP growth for 2021 is seemingly overestimated and already in March the IMF 
downgraded its own projection of real GDP growth from 4.3 to 3.5 per cent. The middle-of-the-road 
scenario prediction of the ISET Policy Institute is even worse; it projects that real GDP growth for 
this year will be 2.9 per cent (ISET, 2021).  To recap, the IMF projections are overestimated in terms 
of debt reduction and do not consider the pace of the vaccination, the situation on the external 
markets and economic risks related to further lockdowns, which may be triggered by the inception 
of the fourth wave of COVID-19 outbreak. This, in turn, could lead to further deterioration of fiscal 
capacities and the external sector of Georgia and create liquidity problems in terms of servicing 
external debt.
  
Furthermore, the fact that 49 per cent of Georgia’s external debt has varying interest rate could 
also potentially have some negative implications in the context of gross financing need. Gross 
financing need is a composite indicator which reflects the volume of maturing debt, fiscal deficit, 
and interest payments. If the economic recovery is uneven (for instance, if the developed creditor 
nations recover more quickly) and the interest rates rise, it may create problems for the debtor 
nations, where the recovery is slower and fiscal deficits remain high.

Finally, Georgia does not belong to the group of countries that are eligible for Debt Service Suspen-
sion Initiative created by the G-20 countries for 73 vulnerable nations. In terms of credit ratings, 
Georgia does not have investment grade and is included in the group of countries defined as specu-
lative, according to the metric provided by UNDP paper on sovereign debt vulnerabilities (Jensen, 
2021). The same report argues that:



Figure 2 Distribution of debt according to short-term and public-private liability,
source: https://datatopics.worldbank.org/debt/ 
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in the external debt service in this regard, specifically, debt service for bilateral external debt has 
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external borrowing.  It is important to note that debt stocks dedicated to investment projects 
decreased by 7 percentage points in 2020, while the debt stock intended for budget support 
increased by 9.2 percentage points.  The biggest portion of external public debt signed in 2020 with 
international creditors will be spent on budget support (67.1%), municipal infrastructure (17.2%), 
and healthcare (8.6%). Domestic public debt accounts for just 19.9% of total public debt and it has 
increased since 2013, which is a positive trend in terms of mobilizing local resources and decreas-
ing reliance on external debt, which is primarily denominated in foreign currency. However, 
during the COVID-19 pandemic this tendency has been halted. It should be noted that domestic 
public debt to GDP has also increased by 4 per cent, however, in comparison to external debt, the 
rise is relatively smaller. The external debt service of Georgia increased by only 0.4 percentage 
points in 2020, however, this indicator will increase substantially when the new debt obligation 
matures. Specifically, total debt service in 2020 totaled around USD 400 million. According to the 
projection of the Ministry of Finance, Georgia should pay more than twice of this amount in 2021 
to its foreign creditors (The Ministry of Finance of Georgia, 2020). 

The IMF positively assesses the capacity to repay to the Fund and concludes that Georgia’s debt is 
sustainable. However, the IMF report emphasizes high vulnerability of public debt level to the 
foreign exchange risks. The date of the IMF staff report that, among other macroeconomic indica-
tors, provided an analysis of debt sustainability of Georgia is December 1, 2020.  in the report Geor-
gia’s debt sustainability is evaluated by the bounds test, which includes baseline, and various 
stress/sensitivity scenarios. The baseline scenario assesses the debt dynamics from the perspective 
of most likely scenarios of fundamental macroeconomic variables (in this case it includes nominal 
gross public debt, public gross financing needs, real GDP growth, inflation, nominal GDP growth, 
and effective interest rate). Historical scenario reflects averages for previous ten years, and this 
data is then used for the projection for the upcoming five years. Bounds tests forecast of baseline 

scenario by the IMF staff projects that total external debt to GDP will peak in 2021, and then it will 
start declining below 90% in 2024-2025. If the forecast is decomposed by the variables (interest 
rate, growth, current account, and real depreciation shock), the forecast of the total debt to GDP 
ratio shows a similar pattern. As for the government external debt, according to the IMF staff 
projections, this indicator will peak in 2021 (59.1 per cent of GDP), then there will be a decline 
because of improvements in economic fundamentals (IMF, 2020). However, there is a significant 
error between the projected and real data. Georgia’s total external debt reached 127.7 per cent of 
GDP, which is much higher than 108.8 per cent projection made by the IMF (NBG, 2020).  The prob-
lem with this projection is the overestimated components of the baseline scenario. According to 
this report, the projection of real GDP for 2020 was -5,1% decline. However, as reported by the 
National Statistics Office of Georgia (GEOSTAT), real GDP declined by the 6.2 per cent in 2020. 
Moreover, the real GDP growth for 2021 is seemingly overestimated and already in March the IMF 
downgraded its own projection of real GDP growth from 4.3 to 3.5 per cent. The middle-of-the-road 
scenario prediction of the ISET Policy Institute is even worse; it projects that real GDP growth for 
this year will be 2.9 per cent (ISET, 2021).  To recap, the IMF projections are overestimated in terms 
of debt reduction and do not consider the pace of the vaccination, the situation on the external 
markets and economic risks related to further lockdowns, which may be triggered by the inception 
of the fourth wave of COVID-19 outbreak. This, in turn, could lead to further deterioration of fiscal 
capacities and the external sector of Georgia and create liquidity problems in terms of servicing 
external debt.
  
Furthermore, the fact that 49 per cent of Georgia’s external debt has varying interest rate could 
also potentially have some negative implications in the context of gross financing need. Gross 
financing need is a composite indicator which reflects the volume of maturing debt, fiscal deficit, 
and interest payments. If the economic recovery is uneven (for instance, if the developed creditor 
nations recover more quickly) and the interest rates rise, it may create problems for the debtor 
nations, where the recovery is slower and fiscal deficits remain high.

Finally, Georgia does not belong to the group of countries that are eligible for Debt Service Suspen-
sion Initiative created by the G-20 countries for 73 vulnerable nations. In terms of credit ratings, 
Georgia does not have investment grade and is included in the group of countries defined as specu-
lative, according to the metric provided by UNDP paper on sovereign debt vulnerabilities (Jensen, 
2021). The same report argues that:
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scenario by the IMF staff projects that total external debt to GDP will peak in 2021, and then it will 
start declining below 90% in 2024-2025. If the forecast is decomposed by the variables (interest 
rate, growth, current account, and real depreciation shock), the forecast of the total debt to GDP 
ratio shows a similar pattern. As for the government external debt, according to the IMF staff 
projections, this indicator will peak in 2021 (59.1 per cent of GDP), then there will be a decline 
because of improvements in economic fundamentals (IMF, 2020). However, there is a significant 
error between the projected and real data. Georgia’s total external debt reached 127.7 per cent of 
GDP, which is much higher than 108.8 per cent projection made by the IMF (NBG, 2020).  The prob-
lem with this projection is the overestimated components of the baseline scenario. According to 
this report, the projection of real GDP for 2020 was -5,1% decline. However, as reported by the 
National Statistics Office of Georgia (GEOSTAT), real GDP declined by the 6.2 per cent in 2020. 
Moreover, the real GDP growth for 2021 is seemingly overestimated and already in March the IMF 
downgraded its own projection of real GDP growth from 4.3 to 3.5 per cent. The middle-of-the-road 
scenario prediction of the ISET Policy Institute is even worse; it projects that real GDP growth for 
this year will be 2.9 per cent (ISET, 2021).  To recap, the IMF projections are overestimated in terms 
of debt reduction and do not consider the pace of the vaccination, the situation on the external 
markets and economic risks related to further lockdowns, which may be triggered by the inception 
of the fourth wave of COVID-19 outbreak. This, in turn, could lead to further deterioration of fiscal 
capacities and the external sector of Georgia and create liquidity problems in terms of servicing 
external debt.
  
Furthermore, the fact that 49 per cent of Georgia’s external debt has varying interest rate could 
also potentially have some negative implications in the context of gross financing need. Gross 
financing need is a composite indicator which reflects the volume of maturing debt, fiscal deficit, 
and interest payments. If the economic recovery is uneven (for instance, if the developed creditor 
nations recover more quickly) and the interest rates rise, it may create problems for the debtor 
nations, where the recovery is slower and fiscal deficits remain high.

Finally, Georgia does not belong to the group of countries that are eligible for Debt Service Suspen-
sion Initiative created by the G-20 countries for 73 vulnerable nations. In terms of credit ratings, 
Georgia does not have investment grade and is included in the group of countries defined as specu-
lative, according to the metric provided by UNDP paper on sovereign debt vulnerabilities (Jensen, 
2021). The same report argues that:

Given the above circumstances, if Georgia seeks to use any debt alleviation mechanism, this may 
lead to serious political and economic consequences. One of the reasons why countries refuse to 
apply debt alleviation mechanisms has to do with the creditworthiness issue. If Georgia requests 
any sort of debt relief, this may be a signal to international creditors to re-evaluate creditworthi-
ness of Georgia, which, in turn, could lead to the loss of international financial markets and 
increased interest rates for external borrowing. Secondly, when other developing countries are 
in a direr situation in terms of debt sustainability, there is a lower probability of getting serious 
concessions in terms of debt cancelation, debt restructuring, or debt swaps for Georgia. 

DSSI has had limited success with 46 of 73 eligible countries participating 
and only with a request of $5 billion — roughly equal to 10% of external 
total debt-service (TDS) scheduled in 2020 for all 73.
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According to the National Bank of Georgia, 90.5 per cent of overall external debt is denominated in 
foreign currency. 71 per cent of external public debt stock is multilateral, while, according to the 
statistics of the disbursement by creditors, 68% was sourced from multilateral creditors in 2020. 
The biggest lender for the Georgian public sector is the World Bank, and its share in public debt 
portfolio was 27.2 per cent. It should be noted that the share of the bilateral creditors in the overall 
public debt stock has increased from 19% to 21.9% since 2013. The same tendency can be observed 
in the external debt service in this regard, specifically, debt service for bilateral external debt has 
increased by 18.5 percentage points in 2013-2020 (NBG, 2020).
 
Another important indicator is the external debt stocks, which shows how government utilizes 
external borrowing.  It is important to note that debt stocks dedicated to investment projects 
decreased by 7 percentage points in 2020, while the debt stock intended for budget support 
increased by 9.2 percentage points.  The biggest portion of external public debt signed in 2020 with 
international creditors will be spent on budget support (67.1%), municipal infrastructure (17.2%), 
and healthcare (8.6%). Domestic public debt accounts for just 19.9% of total public debt and it has 
increased since 2013, which is a positive trend in terms of mobilizing local resources and decreas-
ing reliance on external debt, which is primarily denominated in foreign currency. However, 
during the COVID-19 pandemic this tendency has been halted. It should be noted that domestic 
public debt to GDP has also increased by 4 per cent, however, in comparison to external debt, the 
rise is relatively smaller. The external debt service of Georgia increased by only 0.4 percentage 
points in 2020, however, this indicator will increase substantially when the new debt obligation 
matures. Specifically, total debt service in 2020 totaled around USD 400 million. According to the 
projection of the Ministry of Finance, Georgia should pay more than twice of this amount in 2021 
to its foreign creditors (The Ministry of Finance of Georgia, 2020). 

The IMF positively assesses the capacity to repay to the Fund and concludes that Georgia’s debt is 
sustainable. However, the IMF report emphasizes high vulnerability of public debt level to the 
foreign exchange risks. The date of the IMF staff report that, among other macroeconomic indica-
tors, provided an analysis of debt sustainability of Georgia is December 1, 2020.  in the report Geor-
gia’s debt sustainability is evaluated by the bounds test, which includes baseline, and various 
stress/sensitivity scenarios. The baseline scenario assesses the debt dynamics from the perspective 
of most likely scenarios of fundamental macroeconomic variables (in this case it includes nominal 
gross public debt, public gross financing needs, real GDP growth, inflation, nominal GDP growth, 
and effective interest rate). Historical scenario reflects averages for previous ten years, and this 
data is then used for the projection for the upcoming five years. Bounds tests forecast of baseline 

scenario by the IMF staff projects that total external debt to GDP will peak in 2021, and then it will 
start declining below 90% in 2024-2025. If the forecast is decomposed by the variables (interest 
rate, growth, current account, and real depreciation shock), the forecast of the total debt to GDP 
ratio shows a similar pattern. As for the government external debt, according to the IMF staff 
projections, this indicator will peak in 2021 (59.1 per cent of GDP), then there will be a decline 
because of improvements in economic fundamentals (IMF, 2020). However, there is a significant 
error between the projected and real data. Georgia’s total external debt reached 127.7 per cent of 
GDP, which is much higher than 108.8 per cent projection made by the IMF (NBG, 2020).  The prob-
lem with this projection is the overestimated components of the baseline scenario. According to 
this report, the projection of real GDP for 2020 was -5,1% decline. However, as reported by the 
National Statistics Office of Georgia (GEOSTAT), real GDP declined by the 6.2 per cent in 2020. 
Moreover, the real GDP growth for 2021 is seemingly overestimated and already in March the IMF 
downgraded its own projection of real GDP growth from 4.3 to 3.5 per cent. The middle-of-the-road 
scenario prediction of the ISET Policy Institute is even worse; it projects that real GDP growth for 
this year will be 2.9 per cent (ISET, 2021).  To recap, the IMF projections are overestimated in terms 
of debt reduction and do not consider the pace of the vaccination, the situation on the external 
markets and economic risks related to further lockdowns, which may be triggered by the inception 
of the fourth wave of COVID-19 outbreak. This, in turn, could lead to further deterioration of fiscal 
capacities and the external sector of Georgia and create liquidity problems in terms of servicing 
external debt.
  
Furthermore, the fact that 49 per cent of Georgia’s external debt has varying interest rate could 
also potentially have some negative implications in the context of gross financing need. Gross 
financing need is a composite indicator which reflects the volume of maturing debt, fiscal deficit, 
and interest payments. If the economic recovery is uneven (for instance, if the developed creditor 
nations recover more quickly) and the interest rates rise, it may create problems for the debtor 
nations, where the recovery is slower and fiscal deficits remain high.

Finally, Georgia does not belong to the group of countries that are eligible for Debt Service Suspen-
sion Initiative created by the G-20 countries for 73 vulnerable nations. In terms of credit ratings, 
Georgia does not have investment grade and is included in the group of countries defined as specu-
lative, according to the metric provided by UNDP paper on sovereign debt vulnerabilities (Jensen, 
2021). The same report argues that:
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Critical issues about the education policy:
key challenges and financing gaps   

The Muscat Agreement initiated by the UNESCO states that by 2030 the target of government 
spending on education as a share of total expenditure should be at least 15-20%, while the public 
spending to GDP ratio should be at least 4-6% (UNESCO, 2014). It was planned that Georgia would 
follow this recommendation and in 2019 the then Prime minister of Georgia announced a new 
pledge of the government to raise public spending to up to 6% of GDP by 2022. This plan envisioned 
the adoption of special regulatory mechanisms, which would force all subsequent governments to 
follow this pledge in the years to come. This radical shift in the education financing policy would 
cover all 5 subfields of the education system, in particular: preschool, general, vocational, higher 
education, and sciences. However, as early as December 2020, the Georgian government 
announced that there is a risk that it may take longer to fulfill this pledge due to the economic 
shock resulting from the COVID-19 pandemic (edu.aris.ge, 2020). 

Georgia has devoted insufficient public resources to all levels of education, as well as to science, 
and research and development since gaining independence in 1991. This country collects and 
spends a smaller portion of revenue as a share of GDP than most of the EU countries. Therefore, 
the size of spending on education as a share of the total spending of Georgia is higher than the EU 
average, however, this discrepancy stems from Georgia’s conservative approach towards the role 
of government in economic development, which is reflected in the government spending to GDP 
ratio. Georgia spends on average 1 per cent less share of GDP on education than the EU countries. 
However, Georgia spends more on public order and safety, and defense as a share of GDP than EU 
countries on average. In comparison to three post-Soviet countries that are now part of the EU, 
Georgia has dedicated a smaller portion of its economy to public spending on education during last 
2 years. Estonia, Latvia, and Lithuania spent 5.94, 5.81, and 5.06 per cent of its GDP on public edu-
cation, respectively, while, for Georgia, this indicator was on average 3.2 per cent since 2010. It 
should also be noted that these three countries devote a bigger portion of public spending on edu-
cation as a share of total spending as compared to Georgia.
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scenario by the IMF staff projects that total external debt to GDP will peak in 2021, and then it will 
start declining below 90% in 2024-2025. If the forecast is decomposed by the variables (interest 
rate, growth, current account, and real depreciation shock), the forecast of the total debt to GDP 
ratio shows a similar pattern. As for the government external debt, according to the IMF staff 
projections, this indicator will peak in 2021 (59.1 per cent of GDP), then there will be a decline 
because of improvements in economic fundamentals (IMF, 2020). However, there is a significant 
error between the projected and real data. Georgia’s total external debt reached 127.7 per cent of 
GDP, which is much higher than 108.8 per cent projection made by the IMF (NBG, 2020).  The prob-
lem with this projection is the overestimated components of the baseline scenario. According to 
this report, the projection of real GDP for 2020 was -5,1% decline. However, as reported by the 
National Statistics Office of Georgia (GEOSTAT), real GDP declined by the 6.2 per cent in 2020. 
Moreover, the real GDP growth for 2021 is seemingly overestimated and already in March the IMF 
downgraded its own projection of real GDP growth from 4.3 to 3.5 per cent. The middle-of-the-road 
scenario prediction of the ISET Policy Institute is even worse; it projects that real GDP growth for 
this year will be 2.9 per cent (ISET, 2021).  To recap, the IMF projections are overestimated in terms 
of debt reduction and do not consider the pace of the vaccination, the situation on the external 
markets and economic risks related to further lockdowns, which may be triggered by the inception 
of the fourth wave of COVID-19 outbreak. This, in turn, could lead to further deterioration of fiscal 
capacities and the external sector of Georgia and create liquidity problems in terms of servicing 
external debt.
  
Furthermore, the fact that 49 per cent of Georgia’s external debt has varying interest rate could 
also potentially have some negative implications in the context of gross financing need. Gross 
financing need is a composite indicator which reflects the volume of maturing debt, fiscal deficit, 
and interest payments. If the economic recovery is uneven (for instance, if the developed creditor 
nations recover more quickly) and the interest rates rise, it may create problems for the debtor 
nations, where the recovery is slower and fiscal deficits remain high.

Finally, Georgia does not belong to the group of countries that are eligible for Debt Service Suspen-
sion Initiative created by the G-20 countries for 73 vulnerable nations. In terms of credit ratings, 
Georgia does not have investment grade and is included in the group of countries defined as specu-
lative, according to the metric provided by UNDP paper on sovereign debt vulnerabilities (Jensen, 
2021). The same report argues that:
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Figure 3 Public Spending on Education in the EU countries and Georgia 2019, data source: GEOSTAT and Eurostat 

Figure 4 Public Spending on Education in the EU countries and Georgia, data: GEOSTAT and Eurostat 
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According to the National Bank of Georgia, 90.5 per cent of overall external debt is denominated in 
foreign currency. 71 per cent of external public debt stock is multilateral, while, according to the 
statistics of the disbursement by creditors, 68% was sourced from multilateral creditors in 2020. 
The biggest lender for the Georgian public sector is the World Bank, and its share in public debt 
portfolio was 27.2 per cent. It should be noted that the share of the bilateral creditors in the overall 
public debt stock has increased from 19% to 21.9% since 2013. The same tendency can be observed 
in the external debt service in this regard, specifically, debt service for bilateral external debt has 
increased by 18.5 percentage points in 2013-2020 (NBG, 2020).
 
Another important indicator is the external debt stocks, which shows how government utilizes 
external borrowing.  It is important to note that debt stocks dedicated to investment projects 
decreased by 7 percentage points in 2020, while the debt stock intended for budget support 
increased by 9.2 percentage points.  The biggest portion of external public debt signed in 2020 with 
international creditors will be spent on budget support (67.1%), municipal infrastructure (17.2%), 
and healthcare (8.6%). Domestic public debt accounts for just 19.9% of total public debt and it has 
increased since 2013, which is a positive trend in terms of mobilizing local resources and decreas-
ing reliance on external debt, which is primarily denominated in foreign currency. However, 
during the COVID-19 pandemic this tendency has been halted. It should be noted that domestic 
public debt to GDP has also increased by 4 per cent, however, in comparison to external debt, the 
rise is relatively smaller. The external debt service of Georgia increased by only 0.4 percentage 
points in 2020, however, this indicator will increase substantially when the new debt obligation 
matures. Specifically, total debt service in 2020 totaled around USD 400 million. According to the 
projection of the Ministry of Finance, Georgia should pay more than twice of this amount in 2021 
to its foreign creditors (The Ministry of Finance of Georgia, 2020). 

The IMF positively assesses the capacity to repay to the Fund and concludes that Georgia’s debt is 
sustainable. However, the IMF report emphasizes high vulnerability of public debt level to the 
foreign exchange risks. The date of the IMF staff report that, among other macroeconomic indica-
tors, provided an analysis of debt sustainability of Georgia is December 1, 2020.  in the report Geor-
gia’s debt sustainability is evaluated by the bounds test, which includes baseline, and various 
stress/sensitivity scenarios. The baseline scenario assesses the debt dynamics from the perspective 
of most likely scenarios of fundamental macroeconomic variables (in this case it includes nominal 
gross public debt, public gross financing needs, real GDP growth, inflation, nominal GDP growth, 
and effective interest rate). Historical scenario reflects averages for previous ten years, and this 
data is then used for the projection for the upcoming five years. Bounds tests forecast of baseline 

scenario by the IMF staff projects that total external debt to GDP will peak in 2021, and then it will 
start declining below 90% in 2024-2025. If the forecast is decomposed by the variables (interest 
rate, growth, current account, and real depreciation shock), the forecast of the total debt to GDP 
ratio shows a similar pattern. As for the government external debt, according to the IMF staff 
projections, this indicator will peak in 2021 (59.1 per cent of GDP), then there will be a decline 
because of improvements in economic fundamentals (IMF, 2020). However, there is a significant 
error between the projected and real data. Georgia’s total external debt reached 127.7 per cent of 
GDP, which is much higher than 108.8 per cent projection made by the IMF (NBG, 2020).  The prob-
lem with this projection is the overestimated components of the baseline scenario. According to 
this report, the projection of real GDP for 2020 was -5,1% decline. However, as reported by the 
National Statistics Office of Georgia (GEOSTAT), real GDP declined by the 6.2 per cent in 2020. 
Moreover, the real GDP growth for 2021 is seemingly overestimated and already in March the IMF 
downgraded its own projection of real GDP growth from 4.3 to 3.5 per cent. The middle-of-the-road 
scenario prediction of the ISET Policy Institute is even worse; it projects that real GDP growth for 
this year will be 2.9 per cent (ISET, 2021).  To recap, the IMF projections are overestimated in terms 
of debt reduction and do not consider the pace of the vaccination, the situation on the external 
markets and economic risks related to further lockdowns, which may be triggered by the inception 
of the fourth wave of COVID-19 outbreak. This, in turn, could lead to further deterioration of fiscal 
capacities and the external sector of Georgia and create liquidity problems in terms of servicing 
external debt.
  
Furthermore, the fact that 49 per cent of Georgia’s external debt has varying interest rate could 
also potentially have some negative implications in the context of gross financing need. Gross 
financing need is a composite indicator which reflects the volume of maturing debt, fiscal deficit, 
and interest payments. If the economic recovery is uneven (for instance, if the developed creditor 
nations recover more quickly) and the interest rates rise, it may create problems for the debtor 
nations, where the recovery is slower and fiscal deficits remain high.

Finally, Georgia does not belong to the group of countries that are eligible for Debt Service Suspen-
sion Initiative created by the G-20 countries for 73 vulnerable nations. In terms of credit ratings, 
Georgia does not have investment grade and is included in the group of countries defined as specu-
lative, according to the metric provided by UNDP paper on sovereign debt vulnerabilities (Jensen, 
2021). The same report argues that:
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According to the World Bank report, the GDP per capita of Georgia could be 1.64 times higher, if it 
fully realizes its education and health potential in the long-run perspective. The report draws its 
analysis on the Human Capital Index, which measures how much GDP per capita is lost because of 
inadequate health and education. The report states that many Georgian students have problems 
with development of fundamental cognitive and socioemotional skills needed for successful 
careers. Furthermore, the report mentions that this situation is further aggravated by “the low 
prestige and salaries given to teachers, as well as by the limited professional development oppor-
tunities available to them and the aging of the teacher workforce” (The World Bank, 2020, p. 20). 
 
Some authors find correlation between the quality of education and public expenditures on educa-
tion. For instance, in the OECD report there is a positive association between PISA scores in science 
and reading, and cumulative public expenditures per student. The cumulative expenditure on 
education means total spending for the education of a student from the age of 6 to the age of 15 
(OECD, 2012). The authors of the report argue that this association is particularly true for those 
countries where the level of cumulative per student expenditure stands approximately below 
80,000 USD PPP (OECD, 2017).  Another OECD report argues that Georgia had the lowest spending 
per student from the age of 6 to 15 among 50 countries given in the sample (OECD, 2016). This 
factor is well-reflected in the PISA scores of Georgia. In 2018 PISA edition, Georgia ranks 73rd  out 
of 78 countries in scientific literacy, 70th  out of 77 in reading literacy, and 66th out of 78 in mathe-
matical literacy. It should also be noted that Georgia’s scores in PISA have deteriorated since 2015, 
moreover, Georgia has shown worse scores across all PISA components.

According to the OECD report, Georgia has one of the lowest teacher’s salary to GDP ratio among 
selected 47 nations. For composing this indicator, OECD takes salaries of upper secondary teachers 
with 15 years’ experience with typical qualifications (OECD, 2016). As stated by the National Statis-
tics Office of Georgia, the education sector in Georgia is the lowest-paid field in the country.  More 
recent data from the Ministry of Education and Sciences shows that wages of public school teach-
ers have increased substantially over the last decade. However, as Figure 4 shows below, infla-
tion-adjusted wage growth is much more modest. 

Table 1 The Program for International Student Assessment scores of Georgia, 2018 (OECD, 2018)

Category Scientific literacy

73 (out of 78)

383

387

70 (out of 77)

380

Average Rank

66 (out of 78)

398

69

Reading literacy Mathematical literacy 

Rank

Score

Average Score



According to the National Bank of Georgia, 90.5 per cent of overall external debt is denominated in 
foreign currency. 71 per cent of external public debt stock is multilateral, while, according to the 
statistics of the disbursement by creditors, 68% was sourced from multilateral creditors in 2020. 
The biggest lender for the Georgian public sector is the World Bank, and its share in public debt 
portfolio was 27.2 per cent. It should be noted that the share of the bilateral creditors in the overall 
public debt stock has increased from 19% to 21.9% since 2013. The same tendency can be observed 
in the external debt service in this regard, specifically, debt service for bilateral external debt has 
increased by 18.5 percentage points in 2013-2020 (NBG, 2020).
 
Another important indicator is the external debt stocks, which shows how government utilizes 
external borrowing.  It is important to note that debt stocks dedicated to investment projects 
decreased by 7 percentage points in 2020, while the debt stock intended for budget support 
increased by 9.2 percentage points.  The biggest portion of external public debt signed in 2020 with 
international creditors will be spent on budget support (67.1%), municipal infrastructure (17.2%), 
and healthcare (8.6%). Domestic public debt accounts for just 19.9% of total public debt and it has 
increased since 2013, which is a positive trend in terms of mobilizing local resources and decreas-
ing reliance on external debt, which is primarily denominated in foreign currency. However, 
during the COVID-19 pandemic this tendency has been halted. It should be noted that domestic 
public debt to GDP has also increased by 4 per cent, however, in comparison to external debt, the 
rise is relatively smaller. The external debt service of Georgia increased by only 0.4 percentage 
points in 2020, however, this indicator will increase substantially when the new debt obligation 
matures. Specifically, total debt service in 2020 totaled around USD 400 million. According to the 
projection of the Ministry of Finance, Georgia should pay more than twice of this amount in 2021 
to its foreign creditors (The Ministry of Finance of Georgia, 2020). 

The IMF positively assesses the capacity to repay to the Fund and concludes that Georgia’s debt is 
sustainable. However, the IMF report emphasizes high vulnerability of public debt level to the 
foreign exchange risks. The date of the IMF staff report that, among other macroeconomic indica-
tors, provided an analysis of debt sustainability of Georgia is December 1, 2020.  in the report Geor-
gia’s debt sustainability is evaluated by the bounds test, which includes baseline, and various 
stress/sensitivity scenarios. The baseline scenario assesses the debt dynamics from the perspective 
of most likely scenarios of fundamental macroeconomic variables (in this case it includes nominal 
gross public debt, public gross financing needs, real GDP growth, inflation, nominal GDP growth, 
and effective interest rate). Historical scenario reflects averages for previous ten years, and this 
data is then used for the projection for the upcoming five years. Bounds tests forecast of baseline 

scenario by the IMF staff projects that total external debt to GDP will peak in 2021, and then it will 
start declining below 90% in 2024-2025. If the forecast is decomposed by the variables (interest 
rate, growth, current account, and real depreciation shock), the forecast of the total debt to GDP 
ratio shows a similar pattern. As for the government external debt, according to the IMF staff 
projections, this indicator will peak in 2021 (59.1 per cent of GDP), then there will be a decline 
because of improvements in economic fundamentals (IMF, 2020). However, there is a significant 
error between the projected and real data. Georgia’s total external debt reached 127.7 per cent of 
GDP, which is much higher than 108.8 per cent projection made by the IMF (NBG, 2020).  The prob-
lem with this projection is the overestimated components of the baseline scenario. According to 
this report, the projection of real GDP for 2020 was -5,1% decline. However, as reported by the 
National Statistics Office of Georgia (GEOSTAT), real GDP declined by the 6.2 per cent in 2020. 
Moreover, the real GDP growth for 2021 is seemingly overestimated and already in March the IMF 
downgraded its own projection of real GDP growth from 4.3 to 3.5 per cent. The middle-of-the-road 
scenario prediction of the ISET Policy Institute is even worse; it projects that real GDP growth for 
this year will be 2.9 per cent (ISET, 2021).  To recap, the IMF projections are overestimated in terms 
of debt reduction and do not consider the pace of the vaccination, the situation on the external 
markets and economic risks related to further lockdowns, which may be triggered by the inception 
of the fourth wave of COVID-19 outbreak. This, in turn, could lead to further deterioration of fiscal 
capacities and the external sector of Georgia and create liquidity problems in terms of servicing 
external debt.
  
Furthermore, the fact that 49 per cent of Georgia’s external debt has varying interest rate could 
also potentially have some negative implications in the context of gross financing need. Gross 
financing need is a composite indicator which reflects the volume of maturing debt, fiscal deficit, 
and interest payments. If the economic recovery is uneven (for instance, if the developed creditor 
nations recover more quickly) and the interest rates rise, it may create problems for the debtor 
nations, where the recovery is slower and fiscal deficits remain high.

Finally, Georgia does not belong to the group of countries that are eligible for Debt Service Suspen-
sion Initiative created by the G-20 countries for 73 vulnerable nations. In terms of credit ratings, 
Georgia does not have investment grade and is included in the group of countries defined as specu-
lative, according to the metric provided by UNDP paper on sovereign debt vulnerabilities (Jensen, 
2021). The same report argues that:

The problem of low salaries is especially alarming at the preschool level. In the public kindergar-
tens of the capital city, the full-time monthly salary of a teacher is around 660 GEL (around $210).  
Only 20% of teachers work full-time in the capital. A teacher’s salary for morning shift is approxi-
mately 440 GEL ($140), whereas second shift salary averages 220 GEL ($70). It turns out that second 
shift preschool teachers’ after-tax wage (176 GEL, around $55) is on the level of the subsistence 
minimum.  The situation in preschool education salaries in regions is even bleaker (Godar, Khun-
dadze, & Truger, 2018).  According to the UNICEF report, along with low salaries, other problems, 
such as overcrowded classrooms, long working hours, lack of initial and continuous training, are 
the major determinants of Early Childhood Education and Care in Georgia (UNICEF, 2018). Lack of 
infrastructure, especially on the regional levels causes the absence of a sufficient number of places 
in kindergartens. UNICEF report states that around 5% of the total number of children are unable 
to attend kindergartens due to the lack of places (UNICEF, 2018). 
 
As mentioned above, the lack of public financing is not confined to preschool or general education 
only: this problem is prevalent at higher education levels and sciences field as well.  Figure 5 
reflects the association between gross domestic expenditure on Research and Development, and 
the Human Development Index for 22 post-socialist countries. It shows that higher spending on 
R&D as a share of GDP is associated with a higher level of the Human Development Index.  Geor-
gia’s R&D spending as a share of GDP in 2018 was only 0.3 per cent, which is three times lower than 
the average R&D spending among post-socialist countries.  Georgian scientific works are less 
represented in the peer-reviewed journals, according to the Strategy of the Ministry of Education 
and Science of Georgia. This document states that the scientific output per 1,000 people is less than 
0.5, while the same indicator for Estonia is 3 (Ministry of Education and Science of Georgia, 2014).  
Furthermore, the World Bank data shows that patent applications by residents of Georgia are one 
of the lowest among post-Soviet countries. As for the higher education financing, spending per 
student is high relative to primary or secondary education; although, in absolute terms, public 
spending is low by international standards (442 PPP 2016 USD, in contrast to USD 105,000 PPP aver-
age OECD spending in 2014) (Li, Kitchen, George, Richardson, & Fordham, 2019).
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Figure 5 Average Real (2010 prices) and Nominal Wages of Public-School Teachers in Georgia,
source: The Ministry of Education of Georgia, GEOSTAT, author’s own calculations
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The lack of public spending on education causes other problems for the stability and economic 
prosperity of Georgia. There is a rising level of the commodification of all levels of the education 
system in Georgia. Commodification and privatization of the system could lead to differences in 
socio-economic outcomes of Georgian youth in the long run. Moreover, privatization of the educa-
tion system may further exacerbate economic inequality between the capital city and the regions. 
There is a rising consensus among social scientists that the egalitarian educational system created 
under the Soviet system has been dismantled under neoliberal capitalism and it has created the 
basis for class fragmentation, i.e., the division of society between haves and have-nots. Defunding 
schools and universities has deteriorated the quality of education, which created ‘fantastic prof-
it-maximizing opportunities’ for entrepreneurs (Berekashvili, 2017).  The number of pupils in 
private schools has increased by 400 per cent and the private-to-public school pupil’s ratio has 
increased from 1.7 per cent to up to 10 per cent since 2000.  Apart from this, there is also a rising 
trend of profitability in the education system. For instance, the profit margin has increased by 13 
percentage points throughout the last decade and reached 19.7 per cent in 2019. The tendencies of 
commodification and privatization are identical in pre-school and higher education (Bochorishvili 
& Peranidze, 2020).

Figure 6 Correlation between Human Development Index and R&D spending for 22 post-Socialist nations,
data: The World Bank, UNDP. Author’s own calculations 
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As a next step, the relationship between the government spending on education and external debt 
service as a share of revenue is evaluated through the Autoregressive Distributed Lag model. The 
output of the regression shows that there is a statistically significant negative long-term associa-
tion between the government spending on education and external debt service to government 
revenue ratio. The first differenced short-run coefficient is negative as well; the speed of adjust-
ment is also negative and statistically significant. According to this model, in the long run 1% 
increase of external debt service to government revenue ratio is associated with a 0.26 per cent 
decrease in government spending on education (see annex 1, table 4).  
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Conclusion

COVID-19 has had a heavy toll on the economies of developing nations. The major sources of 
foreign exchange, such as tourism, FDI, and foreign remittances have declined substantially, 
because of economic crisis induced by pandemic and subsequent lockdowns. High fiscal deficits 
and slow pace of recovery may force governments of the developing nations to further increase 
fiscal deficit and external debt. Government obligations related to tackling the challenges associat-
ed with COVID-19 have increased fiscal burden, and Georgian government was forced to borrow 
in order to cover essential budgetary needs. Total public debt to nominal GDP increased from 
41.9% to 62.4%, while external public debt increased from 33.4% to 50% of nominal GDP in 2020.  
Although Georgia can borrow at favorable conditions and relatively low interest rates from exter-
nal creditors, continued economic decline may create serious fiscal and liquidity challenges. Geor-
gian economy shrunk by 6.2 per cent in 2020. Considering the low scale of vaccinations and rela-
tively low pace of recovery of its key trade partners, Georgian economy may face yet another year 
of negative economic growth. In this context, the temptation to cut long-term investment in human 
capital and provisioning basic social services rises. 

The paper has established that there is negative relationship between external debt and public 
spending on education. Specifically, there is negative long-run and negative short-run relationship 
between public spending on education and public external debt to export ratio. 1 per cent increase 
in external public debt to export ratio in the long run is associated with 0.05 per cent decline in the 
government spending on education, while economic growth positively affects the level of govern-
ment spending on education. Furthermore, in another specification of the model that measures 
how external public debt service is associated with government spending on education, it is clear 
that in the long-run 1% increase in the debt service to government revenue ratio is associated with 
0.26 per cent decrease in government spending on education. 

Georgia needs systemic reform in the education sector, where efficient and long-term government 
spending is necessary. Public spending on education of Georgia is low as compared to that of other 
countries in the region, and the EU states; this is one of the major determinants of low level of edu-
cation attainment. Georgia lags behind the majority of nations participating in international 
student assessments tests, and as the World Bank report notes, it has negative impact on future 
productivity of Georgia. Substantial rise in the external debt level (and external debt service) and 
negative economic growth have undermined the plan of the Georgian government to increase 
public spending on education to up to 6 per cent of GDP by 2022.  

It should be noted that Georgia is not part of the group of the countries that are eligible for Debt 
Service Suspension Initiative, which was created by G-20 countries for 73 vulnerable nations. 
Given these circumstances, it would be rather difficult for Georgia to seek any debt alleviation 
mechanism.  If Georgia requests any sort of debt relief, this will be a signal to international credi-
tors to re-evaluate Georgia’s creditworthiness, and may lead to the loss of international financial 
markets and increased interest rates for external borrowing. Secondly, when other developing 
countries are in direr situation in terms of debt sustainability, there is a lower probability of 
getting serious concessions in terms of debt cancelation, debt restructuring or debt swaps for 
Georgia. Considering this, Georgia should pursue other means to mobilize internal resources for 
education financing. Among various instruments for mobilizing extra funding for education could 
be the abolition of flat tax regime and introduction of progressive taxation and improving proper-
ty tax collection. Another strategy could be designing an industrial policy strategy, which may lead 
to faster economic growth and hence, to better availability of education financing in the post-pan-
demic world.

5
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Annex 1 Regression outputs 

Lag LL LR df p FPE AIC

0 -51.805 0.002 5.120 5.272
1 -12.847 77.917 0.000 .00024* 2.986 3.21972*
2 -0.770 24.153 0.086 0.000 3.343 3.763
3 18.193 37.927 0.002 0.001 3.073 3.681
4 40.845 45.303*

5.073
16
16
16
16 0.000 0.001 2.46864* 3.263

Selection-order criteria

Endogenous:  HP_lgspendedu_lgspendedu_1 ledebt_exp crises gdp_growth
                          Exogenous:  _cons

Sample:  1999 - 2020                         Number of obs   =   22 

Table 2 Lag selection procedure 

Table 3 ARDL model Regression Output. Includes following variables and their lags: government spending on education,
public external debt to export ratio, nominal GDP growth, economic or political crises as dummy variable. 

HP_lgspendedu_
lgspendedu_1

ADJ
HP_lgspendedu_lgspendedu_1

Coef. Std.Err. t P>t [95% Conf. Interval]

L1. -3.113 0.852 -3.650 0.022 -5.479 -0.746
LR
ledebt_exp
L1. -0.054 0.013 -4.080 0.015 -0.090 -0.017

crises
L1. 0.237 0.056 4.260 0.013 0.083 0.392

gdp_growth
L1. 0.012 0.004 2.950 0.042 0.001 0.023
SR
HP_lgspendedu_lgspendedu_1
LD. 0.998 0.472 2.110 0.102 -0.314 2.309

ledebt_exp
D1 -0.116 0.128 -0.910 0.416 -0.471 0.239
LD -0.564 0.201 -2.810 0.048 -1.122 -0.007
L2D -0.236 0.158 -1.500 0.209 -0.675 0.202
L3D 0.060. 0.062 0.960 0.391 -0.113 0.233

crises
D1 0.098 0.088 1.110 0.330 -0.147 0.343
LD -0.377 0.209 -1.800 0.146 -0.958 0.204
L2D -0.232 0.123 -1.890 0.131 -0.573 0.108
L3D -0.128 0.096 -1.340 0.251 -0.393 0.137

gdp_growth
D1 0.003 0.006 -0.490 0.652 -0.018 0.013

_cons 0.285 0.198 1.430 0.225 -0.266 0.836

LD -0.032 0.016 -2.080 0.106 -0.075 0.011
L2D -0.032 0.013 -2.420 0.073 -0.070 0.005
L3D -0.008 0.007 -1.230 0.286 -0.027 0.010



Table 4 ARDL model Regression Output. Includes following variables and their lags: government spending on education,
public external debt to government revenue ratio. 

Government Spending on Education and External Public Debt: Case of Georgia 21

ARDL(1,0,1,1) regression
Sample: 1997 - 2020                             Number of obs   =   24
                                                                 R-squared   =   0.7567
                                                                 Adj R-squared   =   0.6708
Log likelihood  =  37.677649               Root MSE   =   0.0598

 D.                         

HP_lgspendedu_
lgspendedu_1

ADJ
HP_lgspendedu_lgspendedu_1

Coef. Std.Err. t P>t [95% Conf. Interval]

L1. -1.119 0.192 -5.840 0.000 -1.524 -0.715
LR
ledebt_exp -0.028 0.025 -1.140 0.269 -0.081 -0.024
crises 0.083 0.042 1.950 0.068 -0.007 0.173
gdp_growth 0.011 0.005 2.150 0.047 0.000 0.022
SR
crises
D1 -0.112 0.039 -2.870 0.011 -0.195 -0.030

gdp_growth
D1 -0.016 0.005 -3.380 0.004 -0.027 -0.006

_cons 0.049 0.126 0.390 0.702 -0.217 0.315

ARDL(4,4) regression
Sample: 1999 - 2020                             Number of obs   =   22
                                                                 R-squared   =   0.7773
                                                                 Adj R-squared   =   0.6103
Log likelihood  =  34.603308               Root MSE   =   0.0680

 D.                         

HP_Iserv_revenue_1
D1 -0.165 0.068 -2.420 0.032 -0.313 -0.016

_cons -0.000 0.015 -0.030 0.979 -0.032 0.031

LD 0.375 0.163 2.300 0.040 0.020 0.729
L2D 0.273 0.115 2.380 0.035 0.023 0.524
L3D 0.116 0.060 1.940 0.076 -0.014 0.247

HP_lgspendedu_
lgspendedu_1

ADJ
HP_lgspendedu_lgspendedu_1

Coef. Std.Err. t P>t [95% Conf. Interval]

L1. -2.562 0.596 -4.300 0.001 -3.861 -1.263

L1. -0.261 0.079 -3.310 0.006 -0.433 -0.089

LR
HP_Iserv_revenue_1

LD 1.137 0.474 2.400 0.034 0.104 2.170
L2D 1.243 0.395 3.150 0.008 0.382 2.104
L3D 0.797 0.277 2.880 0.014 0.194 1.401

SR
HP_lgspendedu_lgspendedu_1



Figure 7 Result from Stability Test 
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Annex 2 Statistical tests

Kripfganz and Schneider (2018) critical values and approximate p-values

do not reject H0 if
     both F and t are closer to zero than critical values for I(0) variables
     (if p-values > desired level for I(0) variables)
reject H0 if
     both F and t are more extreme than critical values for I(1) variables
     (if p-values < desired level for I(1) variables)

Pesaran, Shin, and Smith (2001) bounds test
H0: no level relationship                                        F   =   11.591
Case 3                                                                          t   =   -5.835
Finite sample (3 variables, 24 observations, 2 short-run coefficients)
Kripfganz and Schneider (2018) critical values and approximate p-values

do not reject H0 if
     both F and t are closer to zero than critical values for I(0) variables
     (if p-values > desired level for I(0) variables)
reject H0 if
     both F and t are more extreme than critical values for I(1) variables
     (if p-values < desired level for I(1) variables)

CUSUM

CU
SU

M

0 0

1998 2020
year

lower upper

I(0)
4.321
-2.541

I(1)
5.450
-2.950

I(0)
5.662
-2.964

I(1)
7.044
-3.407

I(0)
9.323
-3.893

I(1)
11.355
-4.409

I(0)
0.010
0.005

I(1)
0.020
0.012

10% 5% 1% p-value

I(0)
3.125
-2.572

I(1)
4.421
-3.475

I(0)
3.929
-2.966

I(1)
5.454
-3.936

I(0)
6.007
-3.807

I(1)
8.106
-4.918

I(0)
0.000
0.000

I(1)
0.002
0.002

10% 5% 1% p-value
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Durbin-Watson d-statistic ( 3, 25)  =  1.924818 

Jarque-Bera normality test:  2.082 Chi(2)  .3531

Jarque-Bera test for Ho: normality:

H0: no serial correlation

Breusch-Godfrey LM test for
autocorrelation chi2 Df Prob>Chi2

0.596 1 0.440

Breusch-Godfrey LM test for
autocorrelation chi2 Df Prob>Chi2

2.753 1 0.097

H0: no serial correlation



Figure 8 Government Expenditure on Tertiary Education as a % Of GDP (2017) in Post-Socialist countries, World Bank data

Figure 9 Public Spending on Education as a share of total government spending and GDP,
data source: the Ministry of Finance of Georgia. 
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Annex 3 Descriptive data: public spending on education and  
                 public external debt 
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Figure 10 External public debt service to government revenue ratio,
the data source: the Ministry of Finance of Georgia

Figure 11 External public debt stock to export of goods and services ratio,
data source: the Ministry of Finance of Georgia
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Figure 12 External public debt to GDP ratio, the data source: Ministry of Finance of Georgia 
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