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 The government submitted the first draft of its 2021 budget to parliament, together with 
the medium-term forecasts for 2021-24. It must pass three parliamentary hearings 
before it becomes law, and changes to the first draft estimates are in practice very 
frequent. Given parliamentary elections on October 31, 2020, the final draft will be 
discussed by a new parliament.  

 

 The MOF (Ministry of Finance) forecasts growth to rebound to 5.0% in 2021. The draft 
budget sets the GDP deflator at 4.0% in 2021. 

 

 Capital expenditures are set to increase by 22.8% y/y to 8.3% of GDP in 2021, 
supporting growth. Current expenditures are set to decrease by 5.2% y/y to 22.5% of 
GDP in 2021 from 25.9% in 2020, however is subject to revisions in final draft based on 
MOF. 

 

 Fiscal deficit is set at 5.1% of GDP, however the need for further anti-crisis fiscal 
stimulus in 2021 expected to widen the fiscal deficit to 5.5% of GDP versus 5.1% in the 
initial budget document, in our view.  

 

 Explanatory note to the budget states that the final parameters will be more accurate 
after incorporating discussions with the IMF in October, updated world economic 
forecasts by the IMF, and taking into account the need for additional support to the 
economy.  

 

 We believe that outcome of the elections will not impact fiscal consolidation path 
considering Georgia’s track record, fiscal rule and ongoing IMF program. Government 
plans to achieve 3.0% of GDP fiscal deficit from 2023, as law allows the deficit to exceed 
the cap - 3% of GDP - for only 3 years.  
 

 Government plans to repay US$ 500mn Eurobonds and also reduce net domestic debt 
by GEL 855mn y/y in 2021. As a result, public debt is projected to decrease from 57.9% 
of GDP in 2020 to 55.9% in 2021. 
 

 

 

Key parameters 

Based on the explanatory note by MOF, the first draft of the 2021 budget and the 
baseline scenario incorporate relatively conservative medium-term forecasts for 2021-
24, and revisions will be made to the final version. According to the Budget Code of 
Georgia, the final version of the budget must be submitted to the parliament by 
November 30, by which time the MOF expects to have more complete information about 
the vaccine, the IMF’s updated world economic forecasts (which will be released during 
the 2020 annual meeting on October 12-18) and to have consulted with the IMF mission 
in Georgia in October. According to the MOF, this information will help it to more 
accurately determine the current state of the economy, the resources required by the 
healthcare system and the financial packages needed to support the population, 
individual sectors and the economy as a whole in 2021. 
 
 

 

Figure 1: Fiscal deficit to GDP 

 
Source: MOF, Geostat 
Note: Fiscal deficit is defined according to IMF program definition 
 

Figure 2: Public debt to GDP 

 

Source: MOF, Geostat 
Note: Based on 1st draft of 2021 budget 
 

Figure 3: Budget expenditures to GDP  

 

Source: MOF, Geostat 
Note: Based on 1st draft of 2021 budget 
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The draft budget is based on the MOF’s revised forecast, with the 2020 GDP contraction 
widening to 4.9% (from -4.0%), which is now close to both our forecast and IFI 
projections. The MOF forecasts growth to rebound to 5.0% in 2021. The draft budget 
sets the GDP deflator at 5.0% in 2020 and 4.0% in 2021. Tax revenues are set to 
increase by 16.1% y/y, above nominal growth, to 22.4% of GDP (still below 22.8% in 
2019), from 21.0% in 2020, mostly reflecting the end of some tax exemptions in 2020, 
in our view. The MOF also plans to continue to refund VAT arrears to businesses in the 
amount of GEL 1bn in 2021 from over GEL 1bn in 2020. The fiscal deficit is projected to 
reduce to 5.1% of GDP (IMF methodology) in 2021 from 8.5% in 2020. Government 
plans to achieve 3.0% of GDP fiscal deficit from 2023 (law allows the deficit to exceed 
the cap - 3% of GDP - for only 3 years). Georgia’s track record, fiscal rule and ongoing 
IMF program are supporting fiscal discipline. 
 

Expenditures 

Current expenditure is set to decrease by 5.2% y/y to 22.5% of GDP in 2021 from 25.9% 
in 2020, however, it is subject to revisions. Notably, the deputy finance minister 
commented that “Part of the measures against the pandemic have not yet been included 
in the budget, neither in the direction of health, nor in support of social and economic 
directions, because there is still a lot of uncertainty”. Meanwhile, 2021 current 
expenditure reflects a legislative initiative regarding the indexation of pensions (GEL 

200mn needed, this change de-links political cycle and budget formation preserving 

fiscal sustainability), and the full-year effect of salary increases for teachers, soldiers, 
police officers, etc, being raised from 2H20. We therefore expect current expenditure to 
increase in the final draft to c. 24% of GDP and anti-crisis fiscal stimulus to widen the 
fiscal deficit to 5.5% of GDP from 5.1% in the initial budget document (this may be 
financed through government deposits and debt parameters discussed below will be 
changed accordingly, in our view. Notably, debt parameters are also subject to 
exchange rate, MOF does not make exchange rate forecast and foreign debt 
parameters are calculated using official exchange rate as of submission date of the 
budget to the parliament). In the medium term, however, current expenditures remain at 
around 23% of GDP based on 2021-24 medium-term government forecasts. 
 

Based on the draft budget, capital expenditures are set to increase 22.8% y/y to 8.3% 
of GDP in 2021. This reflects the continuation of large infrastructure projects starting in 
2019-20, such as the East-West highway and the North-South route. However, given 
plans to reduce the fiscal deficit in 2022-24, the government intends to decrease capital 
expenditure to an average 6.4% of GDP in 2022-24 (which is still high in Georgia 
compared to peer countries). 
 

 

MOF plans to repay more debt than it borrows in 2021 

Based on a debt sustainability analysis, which is an integral part of the 2021 draft budget 
package, government deposits are expected to reach GEL 4.2bn at the end of 2020 (this 
is the sum of deposits accumulated in 2019 and extra funds borrowed from IFIs in the 
amount of GEL 2.7bn in 2020). In the event that there are no complications with the 
virus and economic parameters are in line with projections, then the accumulated 
deposits will be used to fulfill fiscal needs such as the repayment of US$ 500mn in 
Eurobonds due in 2021. During a TV interview, the finance minister also stated that the 
government is "seriously working on a scenario" to repay its Eurobond debt. Taking into 
account the Eurobond repayment and reduction in net domestic debt by GEL 855mn 
y/y, public debt is projected to decrease from 57.9% of GDP in 2020 to 55.9% in 2021 
and gradually to 44.0% by 2030.  
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Table 1: 2021 consolidated budget parameters, first draft 

Consolidated budget 2019 
2020F, budget law 
approved last year 

2020F, revised  
budget   

First draft 
2021F 

Real GDP growth 5.1% 4.5% -4.9% 5.0% 

Nominal GDP growth 12.1% 8.2% -0.1% 9.2% 

Nominal GDP, GEL bn 50.0 53.1 49.9 54.5 

GDP deflator 6.6% 3.5% 5.0% 4.0% 

CPI inflation, average 4.9% 3.0% 5.1% 3.2% 

Tax revenue growth, y/y 8.7% 8.8% -8.0% 16.1% 

Tax to GDP 22.8% 23.2% 21.0% 22.4% 

Current spending to GDP 21.0% 21.5% 25.9% 22.5% 

Capex + net lending to GDP 8.1% 7.1% 7.2% 8.0% 

Consolidated budget receipts, GEL bn 15.6 17.0 20.4 17.1 

Consolidated budget payments, GEL bn 15.7 16.3 17.7 19.5 

Net change in government deposits (+accumulation), GEL mn -96.6 700.0                    2,725  -2,307 

Net domestic borrowing, GEL mn 898 1,131                    1,780              925  

Net external borrowing, GEL mn 470 888                    5,199  -430 

Fiscal deficit to GDP (IMF definition) 2.0% 2.5% 8.5% 5.1% 

Government debt to GDP 41.2% 42.5% 57.9% 55.9% 
 

Source: MOF, 2021 budget first draft 
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Disclaimer 

This document is the property of and has been prepared by JSC Galt & Taggart ("Galt & Taggart"), a member of Bank of Georgia group PLC (‘Group”) solely for informational purposes and independently 
of the respective companies mentioned herein. This document does not constitute or form part of, and should not be construed as, an offer or solicitation or invitation of an offer to buy, sell or subscribe 
for any securities or assets and nothing contained herein shall form the basis of any contract or commitment whatsoever or shall be considered as a recommendation to take any such actions. 
 
Galt & Taggart is authorized to perform professional activities on the Georgian market. The distribution of this document in certain jurisdictions may be restricted by law. Persons into whose possession 
this document comes are required by Galt & Taggart to inform themselves about and to observe any and all restrictions applicable to them. This document is not directed to, or intended for distribution, 
directly or indirectly, to, or use by, any person or entity that is a citizen or resident located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be 
contrary to law or regulation or which would require any registration or licensing within such jurisdiction. 
 
Investments (or any short-term transactions) in emerging markets involve significant risk and volatility and may not be suitable for everyone. The recipients of this document must make their own investment 
decisions as they believe appropriate based on their specific objectives and financial situation. When doing so, such recipients should be sure to make their own assessment of the risks inherent in 
emerging market investments, including potential political and economic instability, other political risks including without limitation changes to laws and tariffs, and nationalization of assets, and currency 
exchange risk. 
 
No representation, warranty or undertaking, express or implied, is or will be made by Galt & Taggart or any other member of the Group or their respective directors, employees, affiliates, advisers or agents 
or any other person as to, and no reliance should be placed on, the fairness, accuracy, completeness or correctness of this document and the information contained herein (and whether any information 
has been omitted from this document) and no reliance should be placed on it. This document should not be considered as a complete description of the markets, industries and/or companies referred to 
herein. Nothing contained in this document is, is to be construed as, or shall be relied on as legal, investment, business or tax advice, whether relating to the past or the future, by Galt & Taggart any other 
member of the Group or any of their respective directors, employees, affiliates, advisers or agents in any respect. Recipients are required to make their own independent investigation and appraisal of the 
matters discussed herein. Any investment decision should be made at the investor's sole discretion. To the extent permitted by law, Galt & Taggart, any other member of the Group and their respective 
directors, employees, affiliates, advisers and agents disclaim all liability whatsoever (in negligence or otherwise) for any loss or damages however arising, directly or indirectly, from any use of this document 
or its contents or otherwise arising in connection with this document, or for any act, or failure to act, by any party, on the basis of this document.  
 
The information in this document is subject to verification, completion and change without notice and Galt & Taggart is not under any obligation to update or keep current the information contained herein. 
The delivery of this document shall not, under any circumstances, create any implication that there has been no change in the information since the date hereof or the date upon which this document has 
been most recently updated, or that the information contained in this document is correct as at any time subsequent to the date on which it is supplied or, if different, the date indicated in the document 
containing the same. No representation or warranty, expressed or implied, is made by Galt & Taggart or any other member of the Group, or any of their respective directors, employees, affiliates, advisers 
or agents with respect to the accuracy or completeness of such information. 
 
The information provided and opinions expressed in this document are based on the information available as of the issue date and are solely those of Galt & Taggart as part of its internal research 
coverage. Opinions, forecasts and estimates contained herein are based on information obtained from third party sources believed to be reliable and in good faith, and may change without notice. Third 
party publications, studies and surveys generally state that the data contained therein have been obtained from sources believed to be reliable, but that there is no guarantee of the accuracy or completeness 
of such data. Accordingly, undue reliance should not be placed on any such data contained in this document. Neither Galt & Taggart, any other member of the Group, nor their respective directors, 
employees, affiliates, advisors or agents make any representation or warranty, express or implied, of this document's usefulness in predicting the future performance, or in estimating the current or future 
value, of any security or asset.  
 
Galt & Taggart does, and seeks to do, and any other member of the Group may or seek to do business with companies covered in its research. As a result, investors should be aware of a potential conflict 
of interest that may affect the objectivity of the information contained in this document. 
 
Unauthorized copying, distribution, publication or retransmission of all or any part of this document by any medium or in any form for any purpose is strictly prohibited. 
 
The recipients of this document are responsible for protecting against viruses and other destructive items. Receipt of the electronic transmission is at risk of the recipient and it is his/her responsibility to 
take precautions to ensure that it is free from viruses and other items of a destructive nature. 
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