Information 

on the Consideration of Recommendations by the Finance and Budget Committee of the Parliament of Georgia on the "Draft Law of Georgia on the 2023 State Budget of Georgia", on the Progress of the 2022 State Budget Implementation based on the Report of the Government of Georgia, and on the Revised Versions of the Document "Country's Fundamental Data and Directions for 2023-2026"  
	№
	Recommendation                                                                                                                                                                                                                                       
	Possibility to accept the recommendation

	Finance and Budget Committee of the Parliament of Georgia  

	1
	The Committee positively assesses the improvement of macroeconomic parameters for the forthcoming year compared to the current one, falling within the limits established by Georgian legislation. Moreover, according to the document accompanying the 2023 state budget draft, a deflator of 10.5% is anticipated this year, and real GDP growth is projected at 8.5%. In fact, the economic growth rate for the first 8 months of this year is 10.3%. Higher economic growth was observed in August and September compared to previous months. If this economic growth trend persists until year's end, nominal GDP growth could reach 21%, rather than the projected 19% depicted in the document. Accordingly, the Committee believes that the anticipated nominal GDP for 2023 is likely to be higher than what the project presents, implying the possibility of accruing additional funds compared to the forecasted revenues, including tax revenues, outlined in the budget. It should also be noted that considering the regional situation, the key macroeconomic indicators for 2023 are planned with relative conservatism.  
	After submitting the revised version to Parliament, the macroeconomic parameters for 2022 were adjusted. Specifically, according to the updated forecasts, the real economic growth rate was set at 10% instead of 8.5%. Additionally, considering the actual figures, the GDP deflator has been reduced from 10.5% to 9.5%.                                                                                                                                                                                                                                                                                                                                                        
Taking into account these adjustments and the specification of the 2021 nominal gross domestic product by the Statistics Service, the predicted volume of the nominal indicator for this year's gross domestic product has been set at 72.3 billion GEL.

For 2023, the forecasts for economic growth and GDP deflator indicators have remained unchanged at 5% each, and the nominal gross domestic product is predicted to be 79.7 billion GEL.                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                    
                                                                                                                                                                                                                                           

	2
	Despite the indicators for the budget deficit and the percentage ratio of government debt to GDP practically reverting to the parameters outlined by Georgian legislation, it is recommended that these macroeconomic indicators presented in the draft budget not be increased for any reason. On the contrary, it is important to decrease the projected levels of deficit and debt, which, in turn, will positively influence inflation.  
	In the final version of the proposal, the budget deficit remains unchanged, maintaining a level of 2.8% of GDP.                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                              
The ratio of government debt has also decreased, primarily due to fluctuations in various currency exchange rates.                                                                                                                                                                                                                                                                                                                                                                                                                                                         

	3
	The Government of Georgia announced a 10% raise in salaries for public services. Though the presented proposal reflects a 10% raise, the basic official salary increase is set at 7.1%. This does not allow for those specialists, whose salaries have been previously determined with high coefficients, to receive a 10% raise. It would be advisable to increase the basic official salary by 10%.                                                                                                                                                                                                                                                                                                                                                                                                                                                                 
	Accepted.

The basic official salary has been raised by 10%, and it has been set at 1,210 GEL.  

	4
	The submitted draft budget is accompanied by an amendment to the Law of Georgia "On Wages in Public Institutions". This amendment outlines the rule for indexing public sector wages for the years 2023-2025, after which a different principle for wage determination will be implemented from 2026. For the years 2023-2025, the proposed increase in the basic official salary is acceptable, provided that the amount of the increase is no less than the 10% announced by the Government of Georgia.  
	Accepted. 

The basic official salary has been increased by 10% and set at 1,210 GEL.  

	5
	In line with existing legislation, the draft budgets for the Parliament of Georgia and its subordinated agencies, as well as the State Audit Office and the Central Election Commission (CEC) were determined prior to the Government of Georgia's decision to implement a 10% wage increase in public services. This wage increase should also be implemented within these organizations. Therefore, the proposals submitted by these organizations should be reassessed and incorporated into the budget.  
	Accepted. 

The allocations for the State Audit Service and the Central Election Commission (CEC) for labor compensation have been increased by 10% compared to the approved plan.  

	6
	The letter received from the Standing Parliamentary Council for Gender Equality, as represented in the committee, proposes that from 2023, a sub-program aimed at promoting activities supporting gender equality be established under the code 01 01 03 02. This sub-program should be financed within the Parliament's budget allocation, with a proposed amount of 50,000 GEL. Accordingly, the program listed in the 2023 draft budget for the Parliament of Georgia should be established as "Administrative support of legislative activity," with the designated code 01 01 03.                                                                                                                                                                                                                                                                                                                                                                                                  
	Accepted

	7
	In the first reading, the Parliament of Georgia approved the draft of the Organic Law of Georgia "On Amendments to the Organic Law of Georgia 'Election Code of Georgia'", which envisages the extensive application of the principle of conducting voting via electronic means. It is recommended to initiate consultations concerning the allocation of relevant funds in the 2023 state budget for this purpose.  
	Accepted
An additional 20.0 million GEL has been allocated for financing preparatory measures for electronic elections.  


	8
	As per Georgian legislation, a rule for pension increment indexation has been in place since 2021. This rule mandates the annual recalculation and augmentation of pensions based on economic parameters (economic growth and inflation). Furthermore, beginning in January 2023, a mechanism is provided for the annual recalculation of the basic official salary in public institutions. The committee, in collaboration with other committees, recommends developing a methodology (indexation rule) for the segment of pensioners whose maximum compensation limit was legally defined in 2005 (560 GEL) and has remained unchanged for the past 17 years.  
	It is possible to start working on the mentioned issue and implement it from 2024.  

	9
	The increment in pensions has a widespread impact, encompassing disabled individuals as well. Additionally, certain individuals receiving social assistance do not experience an increase in the amount of aid. It is recommended to reassess the issue of these aids. If achieving full growth with the 2023 budget is not feasible, the implementation of the increment can be deferred to 2024.                                                                                                                                                                                                                                                                                      
	Within the scope of social protection measures, priority will be given to supporting socially vulnerable children and disabled persons. Additionally, the state will allocate its resources towards promoting the inclusion of socially vulnerable able-bodied individuals in the labor market.                                                                                                                                                                                                                                                                                                                              
In the presented draft, an additional 65.0 million GEL has been allocated to finance the increase of benefits for socially vulnerable children to 200 GEL, effective from July 1, 2023.                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                       

	10
	Regarding the improvement of the material and social condition of veterans, all the conclusions prepared by the committee on state budget projects since 2020 have consistently recommended increasing the social packages applicable to them, which was also supported by other committees. As of January of this year, compared to the previous year, the social allowance of veterans has been raised and set at 100 GEL. It is advisable to continue increasing this amount to be paid starting from 2023. Additionally, some veterans, including disabled veterans, receive other types of assistance. Although the presented budget draft increases the funding of the State Service of Veterans' Affairs from 9,495.0 thousand GEL to 12 million GEL, it is recommended to further augment the allocations, which will be utilized for various social assistance programs for veterans.                                                                                                                                                                                                                                                                                                                                                                                                        
	Accepted.                                                                                                                                                                                                                                                                                                                                                                                                                                       
The allocation for the State Service of Veterans' Affairs has been raised by 3.0 million GEL compared to the previous budget presentation.

Regarding the expansion of the social package, it is feasible to continue working in this direction for the upcoming year and incorporate it in the 2024 budget.  

	11
	According to the legislation of Georgia, compensation of 1000 GEL has been provided for the sake of the country's territorial integrity, freedom, and independence, as well as for the family members of those who died during the performance of official duty or as a result of injuries. Since 2015, the mentioned amount has not changed, despite the significantly increased inflation. It is recommended to reconsider and increase the amount of this compensation.  
	Can be implemented starting from 2024

	12
	Considering the increased threats, it is crucial to enhance the defense capabilities of the country. Therefore, it is important to increase the allocations of the Ministry of Defense of Georgia within the limits of the country's capabilities.                                                                                                                                                                                                                                                                                                                                                                                                    
	As per the agreed position with the Ministry of Defense of Georgia, the necessary needs were initially financed in the Ministry's budget, and this was entirely reflected in the first version of the 2023 budget project. Afterward, the remaining fiscal resources were redistributed to other spending institutions.                                                                                                                                                                                                                                                                                                                                                                                                                                            

	13
	If additional resources are available, it is advisable to increase the financing of programs supporting agriculture. This includes allocating funds for equipment renewal, promoting aquaculture, implementing a pilot program to support the empowerment of women employed in the agricultural sector, and other relevant initiatives.  
	Accepted. 

The allocation for the Ministry of Environmental Protection and Agriculture of Georgia has been augmented by 10.0 million GEL in comparison to the previous budget presentation. The breakdown of the increase is as follows:                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                              
Co-financing project for infrastructural development of agricultural cooperatives and harvesting equipment - 3.0 million GEL.

Funding of measures to promote hazelnut production - 20.0 million GEL.                                                                                                                                                                                                                                                                  
An additional 200.0 thousand GEL is allocated for financing the pilot program supporting women.                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                 

	14
	Continue work in the direction of increasing funding within the scope of the LEPL Levan Samkharauli National Forensics Bureau, the Legal Aid Service of the National Criminal Investigation Department, and the Crime Prevention, Probation System Development, and Resocialization of Former Prisoners Program of the Ministry of Justice of Georgia.  
	Accepted, within the available fiscal resources as follows:

1. The allocations of the National Bureau of Forensic Expertise named after Levan Samkharauli have been raised by 3.0 million GEL.

2. The allocation of the Ministry of Justice of Georgia for crime prevention, development of the probation system, and resocialization of ex-prisoners has increased by 3.0 million GEL.

3. The allocation for the legal assistance service has been increased by 500.0 thousand GEL.                                                                                                                                                                                                                                                                                                                                                                                                                                                                         

	15
	It is appropriate to allocate adequate funds to promote the creation of the state language portal - an Internet platform for "high legitimacy information and normative language resources."                                                                                                                                                                                             
	Accepted


	16
	It is essential to effectively implement environmental programs, particularly in fulfilling obligations under international agreements. Therefore, it is advisable to review the potential for increasing the financing allocated in the budget draft for these programs by exploring additional resources. Additionally, the Ministry of Finance of Georgia and the Ministry of Environmental Protection and Agriculture of Georgia should conduct further consultations concerning these programs.                                                                                                                                                                                                                                                                             
	An additional allocation of 10.8 million GEL has been made for the areas of environmental protection, which includes increased funding for environmental supervision and management of forestry systems.  

	17
	If additional resources are available, it is advisable to increase the financing of programs that support economic development, especially those focused on entrepreneurship and business.                                                                                                                                                                                                
	The resource allocated for entrepreneurship and business support programs in the presented project is expected to fully meet the anticipated demand from the private sector in the upcoming year.  

	18
	To gasify villages without gas in various regions of Georgia and ensure the availability of gas supply to the population, it is recommended to increase financing if there are additional resources available.  
	For this purpose, additional funds are planned to be included in the 2022 budget. Additionally, the gasification of villages, as determined by the resolution of the Government of Georgia, will be carried out within the appropriate timeframe.                                                                                                                                                                                                                                                                                                                                                                                                                                        

	19
	Considering the current demographic situation in the country and aiming to enhance the health and socio-economic status of mothers and children, it is appropriate to increase the assistance for paid leave during pregnancy and childbirth, child care, and adoption of a newborn.  
	Accepted. Commencing from next year, the allowance for paid vacations due to pregnancy and childbirth, child care, as well as adoption of a newborn will be doubled and set at 2000 GEL instead of 1000 GEL.  

	20
	Considering the annual increase in the demand for referral services and the financial situation of our population, it is appropriate to increase the funding for the state sub-program - "referral services" as proposed in the budget project.  
	Accepted. Within the available fiscal resources in the presented project, compared to the previous project, the financing of universal healthcare has been increased by 30.0 million GEL. Additionally, 40.0 million GEL is allocated for the management of COVID-19, and health infrastructure receives 99.8 million GEL in funding.

There is a 10% increase in the salaries of ambulance service personnel and a 100 GEL increase in the salaries of village doctors and nurses.

Furthermore, it is important to note that the services from the "referral services" program have been transferred to the universal health protection program of the population, allowing for the provision of more services within the allocations of this program.  

	21
	As per the presented budget project, there is a plan to develop a unified methodology with the goal of enhancing voluntary tax payments and simplifying the tax administration process. However, it is crucial to specify the mechanisms encompassed within this methodology and outline the criteria for evaluating its effectiveness.  
	The promotion of voluntary compliance involves two measures:

1) Refining the legislation and developing a unified methodology that includes analyzing the existing Value Added Tax (VAT) redundancy and managing it effectively, improving and simplifying the procedures for VAT refunds based on changes and/or development of the methodology. The percentage of automatic refund of excess VAT generated in the current period is used as a measure for this.

2) Ensuring the timely and complete submission of declarations/calculations, which involves establishing procedures for the timely declaration and implementing an automatic control system for declarations, as well as conducting checks on non-taxable documents. The percentage of on-time declarations, the number of declarations assessed through the automatic control system, and the number of declarations clarified within the framework of the tax-free documents program are used as measures for this.  

	22
	Municipalities receive targeted transfers from the central government to carry out delegated responsibilities such as public health and military obligations. However, the allocated amount has not been sufficient for several years, especially considering inflation and other factors in the country. Consequently, municipalities have had to cover additional expenses from their own budgets, which has been noted by the State Audit Service. It is recommended that in the future, the target transfer should be recalculated, taking into account the actual needs, in order to determine its accurate amount.                                                                                                                                                                                                                                         
	Accepted.

Under the support of the German Society for International Cooperation (GIZ), a cost calculation for the delegated function in the area of public health was conducted. As a result, a formula was developed to calculate the funds necessary for each municipality to fulfill this function. Based on the new calculation, the volume of the delegated transfer has increased by 5.7 million GEL.  

	23
	For the purpose of further refining and enhancing the budget program format, spending institutions require additional efforts and appropriate resources. It is crucial for the Government of Georgia to initiate active collaboration with the spending institutions to improve the budget planning process in the program format.  
	Efforts will be ongoing to improve the program budget, with further development of the methodology for the program budget planned. Additionally, international partners are providing technical assistance to support the gradual improvement of the program budget through pilot ministries.  

	24
	The Committee acknowledges the significance and value of the recommendations and suggestions provided in the conclusion prepared by the State Audit Service on the draft law of Georgia "On the 2023 State Budget of Georgia." These recommendations have the potential to enhance and ensure the effectiveness and transparency of budget planning and execution processes. The committee expresses its readiness to actively participate in the work process and address pertinent issues as needed.  
	The Ministry of Finance of Georgia is actively collaborating with the State Audit Service, and as part of the public finance management reform, various measures are planned to address their recommendations. In the presented project, several recommendations from the State Audit Service based on the initial version of the 2023 budget project have been incorporated, including:

• A "heatmap" matrix has been included for better analysis of risks affecting macroeconomic scenarios. However, it should be noted that the matrix relies on subjective assessments and lacks quantitative assessment.

• A brief description of the scenarios has been added to the macroeconomic scenarios document.

• The macroeconomic risks now encompass risks identified by international organizations, and their potential impact on Georgia's economy is better described.

• The fiscal risks document now includes a sensitivity analysis of state-owned enterprises and an improved sub-chapter on power purchase contracts (PPP).                                                                                                                                                                                                                                                                                                                                                                                                            
• Based on available information, government sector enterprises are expected to fully cover the existing debt by the end of 2023, consequently, this indicator does not impact the amount of government debt.                                                                                                                                                                                                                                                                                                                                  


1

