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ECONOMIC ANALYSIS  
 
A. Macroeconomic and Sector Context 
 
1. Georgia’s Gross Domestic Product (GDP) grew at an average annual rate of 5.5% over 
twenty years from 1997 to 2016.1 While GDP growth slowed down temporarily in 2016 largely due 
to external factors, it was back up to 5.1% in 2019. Economic growth has been accompanied by 
falling poverty levels. The poverty rate (percentage of the population below the national poverty 
line) was halved from over 40% in 2000 to 20% in 2018.2 Structural reforms undertaken by the 
country starting in 2004 created a favorable environment for business and Georgia ranks 7th in 
the world in the World Bank’s ease of doing business rankings.3 However, despite this progress, 
job creation has not kept pace with economic growth and the unemployment rate was 14.4% in 
2019. Youth unemployment was as high as 30.5% in 2019.4 The number of young people in 
Georgia who are not in education, employment or training (NEET) is of major concern as the 
NEET rate is 31% for 15-24 year olds higher than in comparator countries.5 The COVID-19 
pandemic is expected to have a substantial negative impact on economic growth in the short term. 
ADB estimates GDP to contract by 5% in 2020 but rise back to positive 5% growth in 2020.6 
 
2. Participation rates in vocational education and training (VET) are low in Georgia. There 
are currently 90 institutions (52 private and 38 public) which deliver long-term VET programs. 
However, 11,853 students (66% in public and 34% in private sector) were enrolled in VET 2018-
2019. This is less than 3% of the youth cohort (15-24 years old). One of the root causes for low 
demand for VET courses is that it is not considered an attractive educational pathway for skills 
acquisition. Low provision of VET at the secondary education level is also a challenge with only 
8 schools providing VET programs. Another key factor contributing to the weak performance of 
the VET sector is the poor quality and relevance of the training imparted. There is a mismatch 
between the skills produced and those required in the labor market. This manifests itself in various 
ways, including difficulties in finding workers with an adequate level of skills, higher than required 
levels of education qualifications among those who are employed, and a lack of generic or soft 
skills.7 Improvements in VET have also been hindered by limited private sector engagement. 
 
B. Rationale for Investing in Vocational Education and Training 
 
3. Improving the performance of the VET sector in Georgia would have a significant impact 
on Georgia’s development. Weaknesses in the VET sector have led to a serious shortage of 
skilled workers in the country, which constrains economic growth and adversely affects the 
performance of industry. There is strong evidence that cognitive skills of the population are closely 
related to long-run economic growth.8 Conversely, poor learning outcomes and low educational 
attainment result in a labor force that lacks the skills to support economic growth and 
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development.9 There is international consensus that high labor productivity is key to economic 
growth. One way to boost productivity is to invest in skills of the working age population and 
improve skills matching to equip productive members of the workforce with skills that are in 
demand. Higher individual and enterprise productivity can reduce unemployment and improve 
competitiveness. Investing in VET can have external effects given that a ready supply of skilled 
workers can attract foreign direct investment. In addition, lower youth unemployment reduces 
social unrest. Skills development can also help raise the incomes of those in the non-formal 
sector, thus promoting inclusive growth and reducing poverty. Successful countries such as South 
Korea and Germany have invested heavily in skills training to promote economic growth.  
 
C. The Program  
 
3. The Modern Skills for Better Jobs Sector Development Program will help the VET system 
to produce skilled workers, thereby supporting economic growth and job creation in priority 
economic sectors. The project is consistent with the directions in government strategies, including 
the VET Development Strategy 2013−2020 as well as the Georgia VET law passed in 2018. The 
project will finance the establishment of two VET skills hubs in Kutaisi and Telavi that provide high 
quality and relevant VET in priority economic sectors. Skills hubs will offer high quality 
competency-based programs in seven selected priority economic sectors.10 They will receive a 
range of assistance under the program, including upgraded facilities, updated equipment, and 
training for teachers and management. The project will also finance introduction of VET programs 
in 20 secondary schools across the country. The goal of this initiative is to support the 
government’s objective of increasing access to VET geographically and to disadvantaged groups. 
 
5. These investments are expected to lead to increased enrollments and graduation rates 
for long (1.5 to 3 years) and short (less than 1 year) VET courses in skills hubs and program 
secondary schools, and better employment rates for graduates of these courses. The program 
will also revive the seven existing sector skills organizations, which will promote private sector 
engagement. Secondary school VET programs will prioritize increasing female participation in 
non-traditional areas and programs targeted at disadvantaged groups and underserved areas. 
The program will also finance activities that support improved management of and greater private 
sector collaborations for VET institutes in Georgia. Improved quality and relevance are expected 
to lead to a wage premium for VET graduates of skills hubs. The policy actions taken in line with 
the proposed policy matrix will support these project outputs to be more effective. 
 
D. Economic Rate of Return and Sensitivity Analysis  
 

1. Assumptions Applied in the Economic Analysis 
 

6. An economic internal rate of return (EIRR) analysis was undertaken to assess the 
economic viability of the project. All economic benefits and costs are in constant 2020 prices. The 
project economic life is 25 years, for which the EIRR is calculated based on a discount rate of 

 
9  World Bank. 2017. World Development Report. Washington, DC. 
10 Priority economic sectors are: (i) electronic engineering, (ii) information and communications technology, (iii) 

medical and pharmaceutical production, (iv) fashion and design, (v) water engineering, (vi) furniture production and 
carpentry, and (vii) services (hospitality and tourism). 
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6%.11 Table 1 summarizes the key assumptions.  
 

Table 1: Assumptions for Economic Analysis 

Indicator 
Without Project 

(%) 
With Project 

Long term courses 

Growth in first year enrollments in long 
courses in skills hubs 

1.0 
Additional 300 students annually in Telavi 
and Kutaisi skills hubs from 2021 onwards 

Growth in first year enrollments in long 
courses in non-skills hubs  

1.0 Same as without project 

First year enrollments in long courses in 
program secondary schools 

Not applicable 
400 students annually during 2023−2026 
and 600 students annually from 2027 
onwards 

Percentage of long course students in skills 
hubs who graduate 

75.3 Increase to 85% from 2024 onwards 

Percentage of long course students in non-
skills hubs who graduate 

65.4 Increase to 70% from 2027 onwards 

Percentage of long course students in program 
secondary schools who graduate 

81.0 Increase to 87% from 2024 onwards 

Percentage of long course graduates from 
skills hubs employed 

58.6 increased to 
60.0 from 2027 

onwards 
Increase to 65% from 2027 onwards 

Percentage of long course graduates from 
non-skills hubs employed 

58.6 increased to 
60.0 from 2027 

onwards 
Same as without project 

Percentage of long course students in program 
secondary schools employed 

11.0 Increase to 15% from 2027 onwards 

Wage premium to additional employed long 
course graduates from skill hubs (VET versus 
non VET) 

None 51% higher wage for those with VET 

Wage premium to employed long course 
graduates from skills hubs due to improved 
quality and relevance of VET courses 

None 1% annually during 2023 to 2031 

Wage premium to additional employed long 
course graduates from secondary schools 
(VET versus non VET) 

None 5% higher wage for those with VET 

Short Courses 

Annual growth in first year enrollments in short 
courses in skills hubs 

1.0 
Additional 200 students annually in Telavi 
and Kutaisi skills hubs from 2021 onwards 

Annual growth in first year enrollments in short 
courses in non-skills hubs  

1.0 Same as without project 

Annual growth in first year enrollments in short 
courses in program secondary schools 

Not applicable 
400 students annually during 2023−2026 
and 600 students annually 2027 onwards 

Percentage of short course students in skills 
hubs who graduate 

81.0 Increase to 87% from 2024 onwards 

Percentage of short course students in non-
skills hubs who graduate 

81.0 Increase to 82% from 2024 onwards 

Percentage of short course students in 
program secondary schools who graduate 

           81.0 Increase to 85% from 2024 onwards 

Percentage of short course graduates from 
skills hubs who find employment  

58.6 Increase to 70% from 2027 onwards 

Percentage of short course graduates from 
non-skills hubs who find employment  

58.6 Increase to 65% from 2027 onwards 

 
11 ADB. 2017. Guidelines for the Economic Analysis of Projects. Manila. For social sector projects a lower discount rate 

of 6%–9% may be applied as the minimum required EIRR. Use of a lower social discount rate for these projects is 
justified because social sector and poverty-targeting projects often have unquantifiable benefits. 

https://www.adb.org/sites/default/files/institutional-document/32256/economic-analysis-projects.pdf
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Percentage of short course students in 
program secondary schools who find 
employment 

11.0 Increase to 15% from 2027 onwards 

Wage premium to additional employed short 
course graduates from skill hubs (VET versus 
non VET) 

None 25.5 % higher wage for those with VET 

Wage premium to additional employed short 
course graduates from secondary schools 
(VET versus non VET) 

None 2.5 % higher wage for those with VET 

Note: “Without project” is the baseline year 2019−2020. Data are from Education Management Information System and 
tracer studies done by Government of Georgia. “With project” is based on the expected targets of the project 
Source: Asian Development Bank.  
 

2. Quantification of Benefits and Costs  
 

7. Benefits. The project will generate economic benefits as a result of (i) increased 
enrollments, graduation and employment rates for long (1.5 years to 3 years long) and short (less 
than 1 year) courses in skills hubs and secondary schools; (ii) a small increase in graduation and 
employment rates for long and short courses in non-skills hubs; and (iii) a wage premium for 
employed graduates from long and short courses of skills hubs. Improved quality and more 
relevant VET will lift the lifetime incomes of the increased number of students who graduate, given 
the estimated 51% wage differential of VET graduates compared to those without VET.12  
 
8. Costs. The EIRR analysis incorporates the capital and recurrent costs of the project. Only 
new capital and recurrent costs have been included in 2021–2026. Additional recurrent costs that 
will continue to accrue post 2026 are based on the incremental training costs for students in 
project skills hubs and selected secondary schools and incremental operating and maintenance 
costs of the upgraded equipment and facilities. Standard discounting techniques are applied and 
a conservative period of 25 years (until 2045) is assumed. A domestic price numeraire is used. 
Capital costs are adjusted by a shadow exchange rate factor of 1 because 43% of the project 
costs are expected to be for imported goods, equipment, and consulting services.13 It is assumed 
that 10% of the labor used in the project will be unskilled and a shadow wage rate of 0.7 is applied 
to arrive at the economic cost of the project. The analysis includes estimated opportunity costs 
for the students enrolled in the long term courses in VET hubs due to foregone wages. 
 

3. Results of the Economic Analysis 
 
9. The project EIRR is estimated at 8.9% for the base case, indicating its economic viability. 
The net present value of the project is $12.8 million when the standard 6% discount rate is used. 
 

Table 2: Economic Internal Rate of Return Analysis 
($ million) 

Year 

Total Cost 
Benefits from 

Increased Number of 
Graduates Employed 

Benefits from 
Wage Premium 

Total 
Benefits 

Net Benefits 

(1) (2) (3) (4) =  (5) = 
 

    (2) + (3) (4) – (1) 

2021 1.6 0.1 0.0 0.1 -1.5 

2022 4.0 0.1 0.0 0.1 -3.8 

 
12 I. Badurashvili. 2019. Skills Mismatch Measurement in Georgia. European Training Foundation. Turin.  
13 The shadow exchange rate and shadow wage are drawn from ADB’s Urban Services Improvement Program (ADB. 

2011. Report and Recommendation of the President to the Board of Directors: Proposed Multitranche Financing 
Facility Georgia: Urban Services Improvement Investment Program. Manila). 

https://www.etf.europa.eu/sites/default/files/2019-10/skills_mismatch_measurement_georgia.pdf
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2023 9.1 0.3 0.1 0.5 -8.7 

2024 15.2 0.6 0.2 0.9 -14.3 

2025 3.5 1.0 0.4 1.3 -2.2 

2026 3.8 1.3 0.5 1.7 -2.0 

2027 2.7 1.9 0.5 2.5 -0.2 

2028 2.6 2.6 0.5 3.2 0.5 

2029 2.6 3.3 0.6 3.9 1.3 

2030 2.6 4.0 0.6 4.6 2.0 

2031 2.6 4.7 0.6 5.3 2.7 

2032 2.6 5.4 0.6 6.0 3.4 

2033 2.6 6.1 0.6 6.7 4.1 

2034 2.6 6.8 0.6 7.4 4.8 

2035 2.6 7.5 0.6 8.1 5.5 

2036 2.6 8.2 0.6 8.8 6.2 

2037 2.6 8.9 0.6 9.5 6.9 

2038 2.6 9.6 0.6 10.2 7.6 

2039 2.6 10.3 0.6 11.0 8.3 

2040 2.6 11.1 0.6 11.7 9.1 

2041 2.6 11.8 0.6 12.4 9.8 

2042 2.6 12.5 0.6 13.2 10.5 

2043 2.6 13.3 0.6 13.9 11.3 

2044 2.6 14.0 0.6 14.6 12.0 

2045 2.6 14.8 0.6 15.4 12.8 

    EIRR 8.9% 

    NPV $12.8 million 

EIRR = economic internal rate of return, NPV = net present value.  
Exchange rate: $1= GEL 3.08 (August 2020). 
Source: Asian Development Bank.  
 

10. A sensitivity analysis was conducted to test how robust the rate of return is to changes in 
the underlying assumptions. It shows that the EIRR remains robust (Table 3). The EIRR is 
somewhat sensitive to changes in graduation and employment rates for long term courses in skills 
hubs and selected secondary schools and to lower wage premiums. The EIRR is not very 
sensitive to less improvement in the graduation and employment rates for short term courses. 
Nevertheless, the project remains economically viable under all these scenarios. 
 

Table 3: Sensitivity Analysis 

Assumption 

Economic 
Internal 
Rate of 
Return 

(%) 

Net 
Present 
Value 

($ 
million) 

Percentage of long course students from skills hubs who graduate is 80% instead of 85% 
and percentage of long course graduates from skills hubs who are employed is 60% instead 
of 65% 

7.0 3.9 

Percentage of short course students from skills hubs who graduate is 83% instead of 87% 
and percentage of short course graduates from skills hubs who are employed is 65% 
instead of 70%  

 8.8 12.0 

Wage premium of 0.5% for skills hubs long course and short course graduates instead of 
1% 

 8.3 10.0 

Source: Asian Development Bank estimates.  
 

4. Project Impact Assessment 
 

11. The economic benefits generated from the project are estimated at $63.5 million. The 
project investment costs and the additional long-term recurrent costs (in economic terms) that the 
government is expected to incur, and opportunity costs are estimated at $50.7 million. Project net 
benefits are therefore $12.8 million. 


