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dgLodg 9600369 m3zs60 9a9dgbEos 93bMB03MMO LESdONHMdOL M HOMBlgEymes.
LodOMYRIGH™ 3OE035 9m0Yghgds 93mbmBo3MMo (303 gdol BosMmz0LmM30L s Fgwyderos
HMaMO3 9306303900 DOHOL LE0INWoMmgds, obg 3HOBOLYIO 3OM(39Lgd0L FgMdOEGdS. 50
3M6¢9JuBHdo  goblogMmMgdmwo  860336qwmds 53l BolgsMo  3mero@ozol  LHmGo
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©98030AHO0LS s Lobgwdfogm 35¢0l 3MEGHOHMWL. GobzswMo EoLO3E0bol sMmM393s
990dgds  459m0f30mb  35360M93mbM03M0  OLBSIBLO, 35¢ol BOHS S FobsbLYYMO
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LobEYIob 4963096M9d0L J0BHIBOMS WS VBLEHOEHEOIMO M30L9dYMIOIIOM. J3MM3S3d0MOL
39030 gds  359mygbgdmeos 03  doBgbBom, GMI  LoJoOM3gML,  93MMII3d0MOM6
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Q0530505 1.

MTBF obmogdbo ggcom3zsgdocsdo (2010-2020)

2012 2013 ;i;i 2016 2017 2018

FLL-15 obwmagdbo FLL-13 obgogdLbo E =FLL-28 obgcogdjLo

Pgsde: 93602320003, 9302608032900 @5 B0bs6LwIGO boddgms 3969(s¢reat0 oGggdmmsdo (DG ECFIN), Fiscal
Governance Database — Medium-Term Bu dgetary Framework (MTBF) Index.

0536530l dobgz00m bsmes BBL, M Msbs0MI© BOI©O GHgbwgbzool dJmbgs MTBF
0b9qbo. OHMMs 496853wMd5d0, g 0bgdlo 89E) CbBMO 5305 0dg3s, MMM LEBOYIXGEH™
36MHmEqLgo0Ly O LYTVSEWIMZOO05D  R9RTZLMB 53938060900, 0l LTS M35EOSBO
3929900 39300609 d0MXIEH6 B0TsOrgdsTo.

Q05305505 2.

xobzsemmGo Fabgdo Bbotrggdolb BB 3oatHeobsgos LodOMRIG™ BoGHRe obBLBod ™ MO

CO5Tr M I0EIOTNMDS
o Fobgdo ¥ botHhggoob BoHBem
=™ LsdoIRIO: BoHBRm

oBLEGOGIEOMOO ©5TMTIODIBENmDS

Pgstde: 936030005, 9302608032960 @5 R0bs6LwGO bogdgoms 3969(s¢re9t0 oGggdmmsdo (DG ECFIN), Fiscal
Governance Database — Medium-Term Budgetary Framework (MTBF) Index.
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@080 3.

MTBF 0b@gdbob Lsadmserm 35639690¢»9d0 (2015
2016)

@wobzsermGo Fabgdo botrxggdol RoHRer 3nmGHobsgos Ladorxad ™ BomRm obbGodmgomn®o
©33m) 30 B mds

¥ ”obzsemmGo FaLgdo ¥ botrgggool BomHBm

¥ 3omGHobsgos ¥ LadoMRaB BoHBm

¥ oBLGOoBGMIGETIOHO ©S8MTIZOEPDEIMDS

§gs6m: 9360 30m30b0s, 93mbmTozMo s B0bBLWGMO Loddgos ggbgdowwmo oMgddmms@o (DG ECFIN), Fiscal
Governance Database — Medium-Term Budgetary Framework (MTBF) Index.

0] 30 093500569000 ©0sgM5ds 2-bd ©d 3-U, 923000005 300J35m, MM 2630056930
93946900 bgs396 3M33500056 39ML3GdEH03580 3MIMIWGTGOIOL 5306  SLOFOWYIWS®
330L35MHO0  EOLEO3E0BOL JMbol 59930 MBSL. LoblMYd ol FoIBIOIXIOL 5306
SBOEOEIGOMOIE S 350l 8EYMOEMdOL  MHBOHMB3gwlsgmRs®  J394bgdol  MAMOZEgLMdLL
d9L50530b0 gOHM3bo bo356MBIYdIM BB 9d3L, MMTgEdoi FoblobEzMMEo SMOL 35360
33030 3woE030L FoMdmgdols Bs®BMmgdo. 45HgM0w0s 3mmM©obsiools 99dsbobdgdo o
dmb0oEMMH0baoL LodsE909gd0.

93909008 Bol3sIMHO IO o8moMbg3s Jo®owo E™bol 4583306035¢MB0MS
935300  gobIIWMMO  Hglgdom. 3990l AYTIMEEOWGds  9b39690L,  GMI  dgrogdo
0bLBHOEME0OO0 PsOBM, TMY3000909w0 IMBOGMMObYO s B0YIXGEOL 33530Mm JoBbMdGOZ0
3565993900  MBOHY639wYmRL  BOLZIOHO  3M0E030L  JMdY35©0506  FEAMIMOSL.
50b60dbme» dm@gdo goblogMmMgdmwo Gmwo 9603gds BoLIIWOHO 3MmeoEo3zol LodFml,
6OHM39wog sbmME09wgdl 8m93MMBd0L 4505(Y39G0gd9d0L Jqa3olgdsll s MBEOWB3gEymMRL
5695600035090 gOL.

50539 @OML, 539600308 F990mgdo  IBOBHJOOL  2oTMEEOowgds 3306396900
3obLb35390 LML, LOsEg BoLIIWMOO 3o n3s bdoMms 25dmoygbgds 93mbmdozmemo
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LGH0IMWoMHJdoL  0bLEBHMWMIPDEGI©. 9d3-0L  3ModB03s  Fommomgdl, MHmA  boba@dwogzo
©IBOGOAIO0 300E035 DOHOL Lobgedfonm 35¢ol dmEMEMdLl s S930MGOL BobIsE M
dmgdboemdsls. dovbgogs 0dols, GMI sbgm doamdsl dgmdeos 3m3Erg350sb 39Hom@do
930b6m3039M0  5dBH03mdol  LEHOINWoMmgds,  MIJZ50s6  39ML3gdBHoz5d0 00  Jdbols
3603369356 MHol390L B0bbLYMO LiESdOMGMdOLMZOL.

30@mbgmoll  godmE3omgds  LogoMm3zgemliogol  M9gEg35b6@GH MmO Bogowomos
3LALEE0SWOLEMOHO 4963056900l gBoL domzswolfjobgdom. 3mwmbgmdo ffo®ds@Egdom
5MH0L  IbgMyowo  BoligswMo (gbgdo, dsom TmMolL  Lobgwdfoxzm gseol  bBEzmmwo
35639690930 s botrxgdol BOOL 9bwm©30L d94sboBdgdo. sligzg 3b0d3bgwm3zs60 Jowfigzss
36HMyM53ME0 00X IEH0MIOOL 2563000560905, HMIgro3 98w93b9gds 9909909 Mm6H09gbEH0MgdME
3oOmM35L O 06035GHMOGO0L  2odmyggbgdsl.  90bodbmwo  doymds  HBOHY639wymeL
L5dOMXIG™ OJLOLYOOL MBOM JODBbMOMOZ godmyggbgdsl S 5STF0MYOL 5M59R9JG0B0 bobrx 30l
ol390L.

Lo9gMMSTMOHOLM J9TMEFEOWYds30 slig3g 360d369wM35605 dmdogsdgms BsOIMMEIMdOL
999o60Ba9d0, OHMYMM0EsS  LobsEbm  dovxgdomgds (Participatory Budgeting), ®mdgwog
RIOMME 9dm0Yghgds 93Mm3Me 439969983do. 5©0bodbmwo dmEgwo BMEOL dovxgG0MJdoL
3Gm3gboL 299330035 MdsL s YBOHMB3gymal  MglOLgdoL  gobsfowgdol  maB™
LMD o 9BIJH0D FMOTSL. LodoOMZ9WMbM30L 58 0TSO 9d0m BsobEHgMHglm
3525oml oMMy gbli 3mEmbgmols Jowsd Bzmegbols 365g@035, MMl godm300egds
Bsfomd@mog 339 sbgMyow0s Jmdmwgmols dMboiodserodg@do.

Lo9gMMITMOHOLM  A5TIMEFPOWGOOL sBswobo boymxl, GMI gx8gdBH0bo LosdomxgG™
LoLG9ds 98dbYds M53Ybodg doMOMSE 3M106303L:

- golbgomo  obEodwobs - MBOWE3ggmRL  BoxgHOL LGB0 NOHMBSL;
- 0bLAHOGHMEOMOO0  IIMM30EIIWMBS - 5830MIPOL  3MOE03MM0  393w9bol  Molgdl;
- LOdmMomgzoosbo  oggadzs - BOEOL 30X IGH0MGIOL  BEGHMIGIR0LMDS;
- 3900939 MmM096EGH0M9dMwOo oMM35 - YBOHM639wymal OHLOLYdOL 9539306 godmyggbgdsl
- 259330635¢0Mds, MHMIgE0E BOHOL LEBMYSOMIOM0Z BEMBSL.
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33093900 3bOYMRL, MM MibmwGo 8;MmEYEgdol 30MHEIS0MO FoIMEBs 56 SGOL
99839JAH0960. 59309090 om0 5I3EO305 J399bol 93mbmBoMEo, 0blGoGWEoMO ©s
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General Characteristics of the Dissertation
Relevance of the Research Topic

In the contemporary economic system, the efficiency of public financial management constitutes one
of the fundamental prerequisites for a country’s sustainable development. Within the framework of
the Association Agreement with the European Union, Georgia has undertaken the obligation to
progressively implement modern standards of public financial management and align its fiscal

governance framework with European principles and best practices.

The efficiency of budget expenditures significantly increases when the budgeting process is grounded
in clearly defined fiscal rules, results-oriented management, and institutional independence. Under
such conditions, public resources are allocated more rationally, fiscal discipline is strengthened, and
the effectiveness of government policies is enhanced, thereby contributing to long-term economic

stability and sustainable socio-economic development.

The reports of the State Audit Office of Georgia, together with practical experience, demonstrate that
despite certain progress achieved in recent years, a number of systemic challenges still persist in the
management of budget expenditures. The incomplete execution of budget programs, inefficient
allocation of resources, and delays in program implementation indicate that the underlying problem
is often associated not with the scarcity of resources, but rather with the quality and effectiveness of
their management. Budgetary institutions are characterized by specific risks, including the
misallocation and inefficient use of resources, financial inefficiency, risks of corruption and fraud, as
well as deficiencies in control mechanisms. These factors create substantial challenges that directly
affect the country’s economic growth and social welfare. Accordingly, the relevance of the research
topic is determined not only by its practical necessity but also by its significant scientific importance.
In the context of contemporary global economic transformations, the effectiveness of the public
financial management system represents a fundamental prerequisite for macroeconomic stability and
sustainable development. For Georgia, as a country actively progressing through the process of

European integration, the obligations undertaken under
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the Association Agreement with the European Union necessitate the gradual implementation of
modern Public Financial Management (PFM) standards. This process implies ensuring the full
alignment of budgeting practices with internationally recognized principles of transparency,
accountability, and effective fiscal governance.

The efficiency coefficient of budget expenditure management is significantly dependent on clearly
defined fiscal rules, results-oriented governance models, and institutional independence. However,
an analysis of the reports of the State Audit Office of Georgia, together with practical experience,
demonstrates that despite the progress achieved, a number of structural deficiencies continue to
persist within the system. The incomplete execution of the budget, the suboptimal allocation of
resources, and delays in the implementation of state programs indicate that the existing challenges
are often associated not with the scarcity of financial resources, but rather with qualitative
shortcomings in management practices and internal control mechanisms.

Specific risks inherent in budgetary institutions — including the misuse of public funds, financial
inefficiency, and the potential risks of corrupt practices — have a direct impact on the country’s
economic growth and social welfare, thereby creating a strong necessity for the comprehensive
optimization of the public financial management system. Consequently, the relevance of the present
research topic is determined both by the practical necessity of state significance — namely, enhancing
the efficiency of budget resource utilization — and by the need for its scientific examination within
the context of contemporary economic challenges. Research Aim and Objectives. The primary
objective of this research is to evaluate the efficiency of budget expenditure management in Georgia
through a comprehensive analysis of the national budgetary system, identify existing dysfunctions,
and determine strategic directions for the optimization of governance processes.

Within the framework of the stated objective, the dissertation is focused on developing theoretical
and practical recommendations aimed at facilitating:

o the optimization of budget expenditures and the strengthening of fiscal discipline;

o the rational utilization of public financial resources and the enhancement of the
efficiency coefficient of program budgeting;

e the promotion of macroeconomic stability and sustainable economic development
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within the country.

Research Objectives

In order to achieve the stated research objective, the dissertation addresses the following key tasks:

1. Comparative International Analysis — to determine the extent of compliance of
Georgia’s internal control and audit system with internationally recognized best
practices, including the COSO framework and INTOSALI standards;

2. Identification of Key Challenges — to conduct a detailed examination of systemic
obstacles and structural deficiencies existing within the process of budget expenditure
management;

3. Methodological Assessment — to evaluate the effectiveness of the current program
budgeting model and analyze the validity of results-oriented performance indicators;

4. Critical Assessment of Decision-Making Processes — to identify the underlying causes
of ineffective governance decisions and assess their economic implications;

5. Development of Strategic Recommendations — to propose approaches for improving
budget resource management and control mechanisms through the adaptation of

relevant international experience and best practices.

Research Subject and Object

The subject of the research encompasses the methodological foundations for optimizing the rational
and targeted utilization of budgetary funds, as well as the role of modern internal control and audit

systems in ensuring the transparency and effectiveness of the budgetary process.

The object of the research is Georgia’s budgetary framework and fiscal policy, the practice of
managing public financial resources, and the functional compliance of existing control mechanisms

with international standards and best practices.

Research Methodology
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The research is based on an integrated methodological approach, combining both theoretical and
empirical analysis. The study employs comparative, statistical, documentary, and systemic analysis

methods to ensure a comprehensive examination of the research problem.

A significant component of the research is the three-stage model developed by the author, which

includes:

1. Structural optimization;
2. Improvement of governance mechanisms;

3. A system for evaluating effectiveness and performance.

Research Information Base. The informational basis of the research comprises analytical
documents and databases; publications of Georgian and foreign scholars; legislative and
regulatory acts; as well as examples of international and domestic best practices in the field of

program budgeting.

Scientific Novelty of the Research. The scientific novelty of the dissertation lies in the development
of an integrated, evidence- based methodological approach in the field of public financial management,
which ensures the symbiosis of international standards with the national specificities of Georgia’s

budgetary system.

The principal scientific findings obtained within the framework of the research, which constitute its

novelty, are formulated through the following key aspects:

o Transformation of the Governance Paradigm: For the first time, the optimization of budget
expenditures is conceptualized not as an instrument of mechanical cost reduction, but as a
systemic and algorithm-based governance cycle, encompassing the interconnected stages of
planning, implementation, monitoring, evaluation, and corrective action.

e A Multidimensional Optimization Model: An innovative model of budget process
management has been developed, integrating within a unified conceptual framework
program budgeting, medium-term fiscal planning (MTBF), audit-oriented management,
and risk-based internal control systems.

 Identification of Strategic Vectors: The research identifies priority vectors for enhancing
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the efficiency coefficient of budget expenditures, thereby creating opportunities for the
rationalization of financial resources while maintaining macroeconomic stability.

e development of an Adaptive Conceptual Framework: The dissertation introduces a
methodology for the importation and transformation of international best practices, which
implies not the direct replication of Western models, but rather their contextual adaptation
to the specific characteristics of Georgia’s economic environment and institutional
framework.

Practical Significance of the Dissertation: The practical value of the dissertation is determined

by the universality of the methodological model and optimization algorithm developed within

the framework of the research, which enables their practical implementation at both the

central government and local self-government levels.

The recommendations presented in this dissertation establish a solid foundation for the systemic
improvement of the public financial management framework, contributing to enhanced efficiency,
accountability, and results-oriented governance in the allocation and utilization of public financial

resources.

The practical implementation of the proposed approach ensures:

o Rationalization of Fiscal Resources: the introduction of mechanisms for the targeted and
economically justified allocation of budget appropriations, ensuring a more efficient
distribution of public financial resources;

o Validity of Governance Decisions: the transition from intuitive management practices
toward a performance-based and evidence-based decision-making model, enhancing the
quality, objectivity, and effectiveness of managerial decisions;

o Institutional Transformation of Control Mechanisms: the shift of internal control systems
from a predominantly formal character to a fully functional operational framework, thereby
minimizing financial risks and improving institutional accountability;

o Enhancement of the Audit Cycle: the automated integration of the recommendations issued
by the State Audit Office into governance processes, ensuring the timely prevention,

identification, and elimination of deficiencies.
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The conclusions and methodological instruments formulated in the dissertation are expected
to support public institutions in enhancing the effectiveness of budgetary policy, strengthening

fiscal discipline, and ultimately fostering the country’s sustainable economic development.

Structure of the Dissertation. The dissertation consists of an introduction, three chapters, ten
subchapters, conclusions, and recommendations. The study is supplemented by a list of
references. In order to achieve the research objectives, address the research questions, present
the obtained results, and formulate well-grounded conclusions and recommendations, the

dissertation has been structured as follows:
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Chapter 1. Evolution of Georgia’s Budgetary System: International Experience.

1.1 Economic Foundations of the Budgetary System in Georgia.

1.2 International Experience in Budgetary Arrangements.

1.3 State Budget Expenditures in a Functional Perspective and Forms of Implementation.
1.4 Consolidated Public Financing and the Economic Foundations for Determining Budget
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Chapter II. Specific Features and Strategies of Budget Expenditure Formation in Georgia.
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Main Content of the Dissertation

The economic foundations of Georgia’s budgetary system represent a set of principles and
mechanisms that determine the formation, allocation, and utilization of public finances. The state
budget constitutes the central component of the country’s financial system, ensuring the
implementation of economic, social, and political functions. Its effective management determines not
only macroeconomic stability but also the level of public welfare and the prospects for long-term

economic development.

The economic foundations of the budgetary system are based on several key components. First and
foremost, this includes the mobilization of economic resources, which is primarily carried out through
the taxation system. In Georgia, the principal sources of budget revenues are personal income tax,
corporate profit tax, and value-added tax (VAT), which constitute the primary basis for the formation
of public financial resources. At the same time, the effectiveness of tax administration is of critical

importance, as it determines the stability and predictability of revenue generation.

Another essential component is the efficient allocation of resources. The state budget performs a
redistributive function aimed at directing financial resources toward priority sectors such as
healthcare, education, social protection, and infrastructure development. This function is particularly
significant for developing economies, where the state plays an active role in regulating economic

processes and ensuring public welfare.

A third essential element is the maintenance of economic stability. Fiscal policy serves as a key
instrument for managing economic cycles and has the capacity both to stimulate economic growth
and to mitigate the adverse effects of economic crises. In this context, the appropriate selection of

fiscal policy instruments is of particular importance.

Expansionary fiscal policy is aimed at increasing economic activity and is characterized by higher
government expenditures and tax reductions, whereas restrictive fiscal policy seeks to control
inflationary pressures and prevent economic overheating. Under contemporary economic

conditions, particular emphasis is placed on countercyclical fiscal policy, which
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ensures a balance between economic stimulation and stabilization in accordance with the different

phases of the economic cycle.

Another important component of the economic foundations of the budgetary system is the promotion
of social equity. The state budget performs a redistributive function through which income inequality
is reduced and social programs are financed. This function acquires particular significance in
countries characterized by high levels of social inequality, where active state intervention is required

to ensure social protection and inclusive socio-economic development.

Fiscal discipline constitutes one of the principal pillars of the budgetary system. It implies responsible
financial management, encompassing the control of the budget deficit and public debt. Violations of
fiscal discipline may lead to macroeconomic imbalances, increasing debt burdens, and the
deterioration of financial stability. Consequently, modern budgetary systems are founded upon

clearly defined fiscal rules and effective control mechanisms.

The budgetary system of Georgia represents the aggregate of budgetary relations regulated by legal
acts, aimed at the mobilization and utilization of financial resources necessary for the fulfillment of
the functions and responsibilities of the central government, autonomous republics, and local self-

government bodies of Georgia (matsne.gov.ge, 2009).

Structure of the State Budget System

Scheme No. 1
Source: Compiled by the author based on the
Law of Georgia on the Budgetary System and
Budgetary Authorities.

The budgetary powers of the

Y'Autonomoos \ .. . .
/ Republics \ participants in Georgia’s budgetary
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\\govcmnmo y - system are exercised in accordance
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Economic Freedom, the

Constitutional Law of Georgia on
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the Status of the Autonomous Republic of Adjara, the Organic Law of Georgia — Local Self-
Government Code, the Organic Law of Georgia on the Approval of the Constitution of the
Autonomous Republic of Adjara, the present Budget Code, the Law of the Autonomous Republic
of Adjara on the Budgetary Process and Budgetary Powers, the legislation of Georgia concerning
taxes and fees, other legislative and subordinate normative acts of Georgia, as well as legal acts
adopted (issued) by the central government, autonomous republics, and local self- government
authorities of Georgia (matsne.gov.ge, 2009).

The development of Georgia’s budgetary system is closely linked to the country’s process of
economic transformation. Following the restoration of independence, Georgia transitioned from
a centrally planned economy to a market-oriented economic system, a process accompanied by
substantial economic and institutional challenges.

The period 1991-2003 represents a transitional stage during which the budgetary system was
characterized by low fiscal revenues, high inflation, and substantial budget deficits. During this
period, public financial management was carried out within a weak institutional framework,
significantly constraining the efficiency and effectiveness of the budgetary system. During the
subsequent phase, from 2004 to 2012, significant fiscal and economic reforms were implemented,
contributing to the stabilization of the budgetary system. Tax administration improved
considerably, budget transparency increased, and public revenues began to grow steadily. These
developments created a solid foundation for economic growth and the attraction of foreign
investment.

The period 2013-2019 was characterized by a stronger social orientation of fiscal policy and an
increase in government expenditures. During this stage, social programs were expanded, funding
for infrastructure projects increased, and the role of the state in the economy became more
pronounced. Nevertheless, the growth in public expenditures also contributed, to a certain
extent, to increasing pressure on the budget deficit.

During the period 2020-2022, the COVID-19 pandemic had a significant impact on Georgia’s

budgetary system. Economic activity and tax revenues declined, while government expenditures



increased simultaneously due to the necessity of supporting the population and stimulating
economic activity. As a consequence, public debt increased and fiscal risks intensified.

In the post-pandemic period, from 2023 to the present, state budgetary policy has been primarily
oriented toward macroeconomic stabilization and the strengthening of fiscal discipline. The
government has sought to reduce the budget deficit, improve debt management, and maintain a
stable pace of economic growth.

The analysis of the economic foundations of Georgia’s budgetary system demonstrates that the
country has achieved substantial progress in terms of institutional development, transparency, and
public financial management. Nevertheless, despite the progress achieved, a number of
challenges still remain, including the need for budget expenditure optimization, the more
efficient allocation of resources, and the strengthening of results-oriented governance.
Ultimately, it can be concluded that Georgia’s budgetary system represents a dynamic and
evolving mechanism, the effectiveness of which depends not only on economic factors, but also
on the quality of institutions and the effectiveness of governance decisions. The further
improvement of these foundations is essential for ensuring the country’s long-term economic
development and fiscal sustainability.

In the process of enhancing the efficiency of budget expenditures, the analysis of international
experience in budgetary arrangements acquires particular importance, as the practices of
different countries enable the identification of effective governance models and help avoid
systemic deficiencies that frequently characterize developing economies.

International experience demonstrates that the effectiveness of public financial management
(PFM) depends not only on the volume of financial resources available, but also on the quality of
the institutional framework, the rigor of fiscal rules, and the effectiveness of monitoring and
control mechanisms.

In the member states of the European Union, public financial management is based on a clearly
defined fiscal framework, the primary objectives of which include controlling the budget deficit,

ensuring the stability of fiscal policy, and enhancing expenditure efficiency. These objectives are
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achieved through a system of fiscal rules, which establish the quantitative parameters of
budgetary policy, including threshold limits for public debt and budget deficits. Over the past two
decades, the increasing number of fiscal rules across European Union countries indicates that
fiscal discipline has become one of the principal instruments of public financial management,
aimed at strengthening fiscal sustainability and macroeconomic stability.

An important component of the fiscal framework is the presence of independent fiscal
institutions, which ensure budget monitoring, the preparation of macroeconomic forecasts, and
the evaluation of fiscal policy. Their functional independence reduces the risks of political
influence and enhances the objectivity of decision-making processes. Furthermore, these
institutions play a significant role in ensuring long-term fiscal sustainability, as they oversee the
consistency of government decisions with established fiscal objectives.

For the purposes of comparative analysis, the dissertation draws upon the experiences of several
countries in order to identify best practices and assess their relevance and adaptability to the
Georgian context.

The selection of international experience is determined by the developmental objectives and
institutional characteristics of Georgia’s budgetary system. The experience of the European
Union has been incorporated due to Georgia’s obligations under the Association Agreement with
the European Union, which require the gradual alignment of public financial management, fiscal
transparency, and accountability systems with European standards and principles. The Swedish
model was selected because of its successful practice of strong fiscal discipline, transparent
budgeting, and results-oriented governance. The experience of Poland is particularly relevant to
Georgia, as a post-socialist country that has successfully implemented budgetary and institutional
reforms in the course of its integration with the European Union. The case of Estonia was
examined due to its advanced practices in digital governance and electronic budgeting, while the
experience of the United States was analyzed in the context of countercyclical fiscal policy

management and macroeconomic stabilization mechanisms.
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The application of these international experiences is aimed not at their direct replication, but
rather at identifying opportunities for the contextual adaptation of best practices to Georgia’s
institutional and economic specificities.

In European Union member states, particular importance is attached to the Medium-Term
Budgetary Framework (MTBF), which ensures the strategic orientation of the budgeting process
and the efficient allocation of resources over time. Within the MTBF framework, budget
planning extends beyond the limits of a single fiscal year and generally covers a three- to four-
year period, thereby creating opportunities for a more comprehensive assessment of the long-
term effects of policy decisions. This approach enhances the predictability of fiscal policy and
reduces the adverse impact of short-term decisions on economic stability.

The diagrams presented below illustrate the MTBF index indicators across European Union

member states, reflecting the level of development and implementation of medium-term fiscal

planning frameworks.

MTBF Index in the European Union (2010-2020)

Chart No.1

Source: Compiled by the author based
on data from the European
Commission, Directorate-General for
Fconomic and Financial Affairs (DG
B ' CFIN), Fiscal Governance Database —
Medium-Term Budgetary Framework
(MTRBF) Index.
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According to the diagram, a consistently increasing trend in the MTBF index can be clearly
observed. Over time, the index provides more comprehensive information regarding both
budgetary processes and medium-term planning, as well as the linkage between medium-term

fiscal plans and the budgetary framework. This trend reflects the gradual strengthening of
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strategic budgeting practices and the increasing institutionalization of medium-term fiscal

planning within the European Union.

Average Medium-Term Budgetary Framework (MTBF) Index in 2013 and 2014

Chart No. 2

Fiscal Rules  Expenditure  Coordination Average Value Institutional Ceiling

Source: Compiled by the author based on data from the European Commission, Directorate-General for Economic

and Financial Affairs (DG ECFIN), Fiscal

Average Medium-Term Budgetary Framework (MTBF) Index (2015-201

Chart No. 3
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Source: Compiled by the author based on data from the European Commission, Directorate-General for Economic
and Financial Affairs (DG ECFIN), Fiscal Governance Database — Medium-Term Budgetary Framework (MTBF)
Index.
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A comparative analysis of Charts 2 and 3 suggests that developed countries recognize the
necessity of maintaining fiscal discipline in order to prevent long-term economic and fiscal
imbalances. To avoid excessive public spending and ensure debt sustainability, the majority of
countries have established an appropriate national legislative framework, which defines the
boundaries of prudent fiscal policy implementation. These frameworks also include clearly
articulated coordination mechanisms and monitoring instruments, ensuring the consistency and

effectiveness of fiscal governance over time.

The Swedish fiscal model is distinguished by a high degree of transparency and strict fiscal rules.
Sweden’s experience demonstrates that a strong institutional framework, independent
monitoring, and clearly defined budgetary targets ensure the long-term sustainability of fiscal
policy. Within this model, a particularly important role is assigned to the Fiscal Policy Council,
which evaluates government decisions and promotes accountability in the fiscal governance

process.

At the same time, the experience of the United States presents a different perspective, in which
fiscal policy is frequently employed as an instrument of economic stimulation. U.S. practice
indicates that prolonged deficit-oriented policies contribute to the expansion of public debt and
reduce fiscal flexibility. Although such an approach may stimulate economic activity in the short

term, in the long run it may generate substantial risks to financial stability and fiscal sustainability.

The experience of Poland represents a particularly relevant example for Georgia, given the
similarities in their post-socialist development trajectories. Poland has successfully implemented
fiscal rules, including threshold limits on public debt and mechanisms for restricting expenditure
growth. Another significant achievement is the development of program budgeting, which is
based on results-oriented management and the use of performance indicators. This approach
ensures a more targeted allocation of budgetary resources and reduces the risks associated with

inefficient public spending.
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International experience also highlights the importance of citizen engagement mechanisms, such
as Participatory Budgeting, which is widely implemented across European countries. This model
enhances the transparency of the budgeting process and promotes a more equitable and efficient

allocation of public resources.

For Georgia, a particularly relevant example in this regard is the practice of the City of Zwolen in
Poland, whose experience has already been partially adapted and introduced within the Kobuleti

Municipality.

The analysis of international experience demonstrates that an effective budgetary system is

founded upon several key principles:

o Fiscal Discipline — ensures the stability and sustainability of the budgetary system;
o Institutional Independence - reduces the risks of political influence and
strengthens the objectivity of decision-making processes;
e Medium-Term Planning — enhances the strategic orientation of budgeting
and improves long-term fiscal predictability;
e Results-Oriented Management — ensures the efficient and effective utilization of
public resources;
o Transparency — strengthens public trust and enhances accountability within the
public financial management system.
Research demonstrates that the direct transplantation of foreign models is rarely effective.
Instead, their successful implementation requires contextual adaptation, considering the
country’s economic, institutional, and administrative specificities. This is particularly important
for Georgia, as the country remains in a process of institutional and economic development and

therefore requires the gradual refinement of governance systems.

Ultimately, international experience constitutes an important foundation for the improvement of

Georgia’s budgetary system. However, its effective utilization is possible only if it is integrated
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into national policy frameworks and governance practices, thereby ensuring the optimization of
budget expenditures, the strengthening of financial stability, and the promotion of sustainable

economic development.

The principal forms of implementing state expenditures include the financing of budgetary
institutions, current (operational) expenditures, capital expenditures, transfers and subsidies, as
well as public debt servicing. This classification reflects the functional and economic priorities of
the state and provides a basis for assessing the directions and effectiveness of public resource

allocation and utilization.

Current expenditures are primarily associated with the day-to-day functioning of state
institutions and include employee compensation, as well as the procurement of goods and
services. In contrast, capital expenditures are directed toward the implementation of
infrastructure projects and the creation of fixed assets, which are directly linked to the long- term
objectives of economic development. Transfers and subsidies ensure the financing of social and
economic programs, while public debt servicing constitutes an essential element in fulfilling the

state’s fiscal obligations.

According to the functional classification, state budget expenditures are divided into major
categories such as general public services, defense, public order and safety, economic affairs,
environmental protection, housing and community amenities, healthcare, education, culture, and

social protection.

This classification provides a basis for assessing the priorities assigned by the state in the process
of allocating financial resources and enables a clearer understanding of the strategic orientation

of public expenditure policy.

In the contemporary budgetary system, particular importance is attached to program budgeting,
within which appropriations are allocated according to specific programs and subprograms. This

approach ensures a direct linkage between the budget and clearly defined objectives and
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outcomes, thereby enhancing the effectiveness of public financial management. A program budget
includes not only information regarding the allocation of financial resources, but also details
concerning expected outcomes and performance indicators, thereby establishing a foundation for

results-oriented governance and performance-based management.

Despite the introduction of program budgeting, practical experience demonstrates that its
effectiveness in Georgia remains relatively limited. One of the major challenges is that
performance indicators frequently assume a predominantly formal character and fail to
adequately reflect actual outcomes. Furthermore, the linkage between planned objectives and
achieved results remains weak, thereby reducing the overall effectiveness of the budgeting

process.

The analysis of the functional structure of Georgia’s state budget expenditures for 2023-2024
demonstrates that the budget is primarily oriented toward the social sector, which accounts for
approximately 27% of total expenditures and exhibits an increasing trend. This indicates the

state’s priority to maintain social stability and strengthen its redistributive function.

At the same time, however, this also implies that a substantial share of the budget is directed
toward consumption-oriented expenditures, rather than being allocated to sectors that generate

long-term economic growth and productive development.

The share of expenditures allocated to economic affairs remains relatively stable, accounting for
approximately 14-15% of total budget expenditures, which indicates a certain level of investment
directed toward development. However, the pace of growth remains insufficient to ensure the

structural transformation of the economy.

The relatively modest increase in education expenditures likewise suggests that the development
of human capital has not yet become one of the principal priorities of the budgetary system,

which, in the long term, may adversely affect the country’s economic competitiveness.
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Particular attention should be paid to the declining trend in healthcare expenditures during the
post-pandemic period, which may be partially explained by the normalization of the elevated
spending associated with the COVID-19 crisis. However, at the same time, this trend may increase

risks related to the long-term sustainability of the healthcare system.

Similarly, the reduction in expenditures allocated to environmental protection suggests that
issues related to sustainable development have not yet been sufficiently integrated into the

country’s budgetary policy framework.

The analysis of the budget structure further demonstrates that the allocation of budget
expenditures in Georgia remains predominantly oriented toward financing current needs, rather
than ensuring long-term economic development. This creates a situation in which the budget is
unable to fully perform its strategic governance function and instead remains primarily an

administrative instrument.

In practice, a major challenge is the quality of budget execution. Significant discrepancies are
frequently observed between planned and actual indicators, reflecting weaknesses in both the
forecasting and planning processes. This issue becomes particularly problematic under conditions
where the budgeting system is expected to be results-oriented and grounded in realistic

macroeconomic projections.

The implementation of infrastructure projects also represents one of the weaker dimensions of the
budgetary system. In numerous cases, projects are completed with significant delays or at
excessive costs, which is largely associated with insufficient preliminary planning and
weaknesses in project management and monitoring mechanisms. As a result, the efficiency of
budget expenditures is reduced, while the risks of the irrational utilization of public resources

increase.
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Ultimately, it may be concluded that the functional structure of Georgia’s state budget
expenditures is characterized by relative stability; however, the existing allocation framework

does not fully ensure the conditions necessary for long-term economic development.

Enhancing the effectiveness of the budget requires a more targeted allocation of resources, the
further refinement of program budgeting, and the strengthening of results-oriented governance

mechanisms.

In the contemporary system of public financial management, the role of audit has undergone a
significant transformation. The traditional approach, primarily focused on verifying the accuracy
and legality of financial reporting, has gradually evolved, and today audit is increasingly regarded
as an instrument for assessing the efficiency, effectiveness, and economic soundness of the use of
public resources. This transformation is directly linked to the demands imposed by modern
systems of public governance, which require the transparent, results- oriented, and accountable

utilization of public resources.

The modern concept of public audit is based on the principle that the assessment of public
resources should be conducted not only in terms of financial accuracy, but also according to the
results achieved and the value generated. In this context, particular importance is attached to the
so-called 3E principle, which constitutes the theoretical and practical foundation of performance

auditing.

The 3E principle encompasses three core components: Economy, Efficiency, and Effectiveness.
These components are closely interrelated and collectively ensure a comprehensive assessment of

the utilization of public resources.

Economy refers to the acquisition and use of resources at an optimal cost while maintaining the
required level of quality. Within this principle, the primary objective is to ensure that public

institutions avoid unnecessary expenditures and promote the rational use of financial resources.
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Economy does not merely imply cost reduction; rather, it requires decision-making processes that

ensure the best balance between cost and quality.

Efficiency determines the relationship between the resources utilized and the results achieved. It
evaluates the extent to which available resources have been optimally transformed into specific
outputs or services. The assessment of efficiency becomes particularly important under conditions

of resource scarcity, where the maximization of outcomes from limited resources is essential.

Effectiveness, in turn, represents the highest level of the 3E principle, assessing the extent to
which predefined objectives have been achieved and the impact of implemented programs on
public welfare. This component is particularly significant because it establishes a direct linkage
between budget expenditures and the strategic objectives of the state, thereby determining the

actual impact of public policy.

In the case of Georgia, although the institutional framework for program budgeting and public
auditing has already been established, the practical implementation of the 3E principle still
remains a significant challenge. In many instances, primary attention is devoted to the financial
execution of the budget, while the assessment of effectiveness remains insufficiently developed.
This indicates that the budgetary system has not yet fully transitioned to a results- oriented

governance model.

In practice, one of the major challenges lies in the weakness of performance indicators.
Frequently, indicators fail to reflect actual outcomes and are limited primarily to quantitative
measures, such as the amount of expenditure incurred or the number of activities implemented.
Under such conditions, an objective assessment of effectiveness becomes difficult, thereby

reducing the overall effectiveness of the audit process.

Another important challenge is the low level of implementation of audit recommendations. In

many cases, identified deficiencies are not transformed into managerial decisions, resulting in the
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recurrence of systemic shortcomings. Consequently, audit is unable to fully perform its intended

function and often remains merely a formal control instrument.

The comprehensive application of the 3E principle becomes particularly important in the context
of consolidated public financing, where the outcomes of state programs depend on the coordinated
actions of multiple institutions. Under such conditions, a systemic evaluation approach is
required, encompassing not only individual programs but also the interactions and

interdependencies among them.

From a practical perspective, the application of the 3E principle may be illustrated through the
example of infrastructure projects. The assessment of economy involves evaluating whether
project costs correspond to prevailing market prices; efficiency refers to the timely

implementation of the project and the optimal utilization of resources; while effectiveness

assesses the project’s contribution to economic development, for example through the

enhancement of transport capacity or the strengthening of regional development.

Such a comprehensive evaluation framework ensures not only the control of financial resources
but also the assessment of their actual impact and value creation, which constitutes one of the

principal objectives of modern public financial management.

Ultimately, it may be concluded that audit and the 3E principle constitute fundamental
instruments for assessing the quality of public financial management. Their effective application
ensures the rational allocation of resources, promotes results-oriented governance, and enhances

the overall effectiveness of public policy implementation.

For Georgia, the comprehensive implementation of this approach represents an important
prerequisite for the modernization of the budgetary system and its alignment with international
standards, ultimately contributing to sustainable economic development and the improvement of

public welfare.

71



Budget expenditures constitute one of the most important components of the state budget,
through which the state performs its economic, social, and institutional functions. They reflect the
government’s political priorities and serve as the financial mechanism through which societal

needs are addressed, economic stability is ensured, and development processes are supported.

In the case of Georgia, the formation and management of budget expenditures are regulated by
the existing legal framework and are based on both national and international standards.
Therefore, the effective management of budget expenditures represents not only a financial

responsibility, but also a strategic governance objective.

The classification of budget expenditures in Georgia is multidimensional and encompasses
economic, functional, and programmatic perspectives. The economic classification reflects the
nature of resources and includes current expenditures, capital expenditures, transfers, and public

debt servicing.

Current expenditures are associated with the day-to-day functioning of state institutions and
include employee compensation, administrative expenses, and operational costs. In contrast,
capital expenditures are directed toward long-term investments, such as infrastructure
development and technological modernization, which constitute an essential foundation for

economic growth.

Transfers and subsidies perform both social and economic functions, ensuring support for various
social groups and economic sectors. Public debt servicing, in turn, constitutes an essential
component of fulfilling the state’s fiscal obligations, directly influencing the country’s financial

stability and international credibility.

The functional classification is based on the internationally recognized Classification of the
Functions of Government (COFOG) standard and ensures the categorization of budget

expenditures into areas such as healthcare, education, economic affairs, social protection, and
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other public functions. This approach enables the assessment of government policy priorities and

facilitates comparative analysis of budgetary systems across different countries.

The programmatic classification represents one of the key directions of modern budgeting,
according to which expenditures are grouped within the framework of programs and
subprograms. Each program is accompanied by clearly defined objectives, expected outcomes, and

performance indicators, thereby ensuring a direct linkage between the budget and specific results.

However, practical experience demonstrates that the full and effective functioning of program
budgeting in Georgia still remains a significant challenge, as performance indicators frequently
assume a predominantly formal character and often fail to adequately reflect actual outcomes and

policy impacts.

The formation of budget expenditures is influenced by multiple factors, including the economic
environment, state policy, legal framework, social needs, and demographic trends. Economic
growth expands fiscal capacity, whereas economic crises increase the necessity for expenditure
optimization. Social factors, particularly the support of vulnerable population groups, exert a

significant influence on the structure of public expenditures.

Demographic changes, such as population ageing, contribute to rising social expenditures, while
inflationary pressures increase the volume of current expenditures. External factors also play an
important role, including international obligations and donor support, both of which may

substantially affect budgetary priorities and fiscal decision-making.

The practical analysis of Georgia’s budget expenditures demonstrates that public spending has
increased steadily in recent years, driven by both economic growth and the expansion of the
state’s functions and responsibilities. During the period 2022-2025, the increase in government
expenditures has been largely conditioned by the expansion of infrastructure projects, the growth

of financing for social programs, and ongoing inflationary processes.
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Particular importance should be attributed to the increase in infrastructure expenditures, which
constitute one of the principal drivers of economic development. At the same time, social
expenditures continue to represent one of the largest components of the state budget, reflecting

the government’s social orientation and redistributive priorities.

In the case of the City of Batumi, the analysis of budget expenditures at the municipal level
demonstrates that the principal budgetary priorities are infrastructure, transportation, and social
programs. This structure reflects the city’s economic and tourism-specific characteristics, where

infrastructure investments serve as a key driver of urban and economic development.

This tendency indicates that Batumi’s budget is becoming increasingly infrastructure-oriented,
reflecting the municipality’s strategic focus on urban expansion, service improvement, and the

strengthening of economic and tourism potential.

Chart No. 4

Infrastructure

Prioritization Index

Source: Compiled by the author based on data from the Batumi Municipality Budget Portal (2022-2025).

https://batumi.gov.ge/budget

According to the data presented in the chart, infrastructure expenditures in Batumi’s budget
demonstrate a significant upward trend, indicating that urban development constitutes one of

the municipality’s principal priorities. At the same time, social programs ensure support for

74


https://batumi.gov.ge/budget

vulnerable population groups; however, their economic impact tends to be comparatively more
limited in the long-term perspective.

The analysis of program budgeting further demonstrates that, despite the existence of a formal
institutional framework, significant challenges persist in practice. In particular, the evaluation of
program performance is frequently based on financial indicators rather than actual outcomes.
Furthermore, noticeable discrepancies are observed between planned and actual performance
indicators, reflecting weaknesses in the planning and monitoring systems.

The application of the budget execution coefficient demonstrates that the level of
implementation varies considerably across different programs. Current and operational
expenditures are generally characterized by relatively high execution rates, whereas capital
projects frequently fall behind planned targets. This is largely associated with the complexity of
projects, delays in public procurement procedures, and various administrative barriers.
International experience, particularly the examples of Sweden and Estonia, indicates that an
effective budgetary system is based on medium-term planning, strict fiscal rules, results- oriented
governance, and the application of digital technologies. These countries implement an integrated
approach to budget management, ensuring a more efficient allocation and utilization of public
resources.

In the case of Georgia, the partial implementation of these approaches has already taken place;
however, their practical effectiveness remains limited. In particular, there is a strong need to
strengthen program budgeting, refine performance indicators, and ensure the systematic
implementation of audit recommendations.

Ultimately, it may be concluded that the classification and specific features of budget expenditure
formation constitute a fundamental basis for public financial management. Their proper
application ensures the efficient allocation of resources, the implementation of state policy
objectives, and the promotion of economic development. At the same time, existing challenges
indicate the necessity for the further improvement of the system, requiring the strengthening of

both institutional arrangements and governance mechanisms.
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The effective management of budget expenditures is significantly dependent on properly defined
priorities, the forms of expenditure implementation, and the analysis of expenditure dynamics.
In public financial management, particular importance is attached to functional and economic
classifications, as they facilitate the allocation of resources, the identification of fiscal risks, and the
assessment of expenditure effectiveness. In Georgia, state budget priorities are determined on the
basis of the government’s strategic policy documents, including the Four- Year Development
Plan, fiscal risk assessments, and various sectoral strategies. This approach ensures the targeted
allocation of budgetary resources and promotes the consistency and coherence of public policy
implementation.

In recent years, several major priorities have emerged within Georgia’s budgetary policy. First,
education and professional development have been identified as key priorities, encompassing
improvements in school infrastructure, increases in teacher remuneration, and the
modernization of the education system. This direction constitutes an essential foundation for
long-term economic development, as it is directly linked to the formation and enhancement of
human capital.

A second major priority is healthcare and social protection, which represent one of the largest
components of the state budget. The Universal Healthcare Program, pension increases, and social
assistance schemes provide support to vulnerable population groups. However, the substantial
share of these expenditures increases the budget’s dependence on current expenditures, thereby
reducing fiscal flexibility.

A third major priority is infrastructure and regional development, which includes the
development of transportation networks, water supply systems, and municipal infrastructure.
This direction is particularly important for stimulating economic growth and reducing regional
disparities.

Economic development and agriculture constitute another significant priority area,
encompassing support for small and medium-sized enterprises (SMEs), rural development

programs, and the financing of innovation initiatives. At the same time, defense and security
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continue to receive stable levels of funding, reflecting the country’s geopolitical environment and
strategic security considerations.

Budget expenditures in Georgia are implemented through various mechanisms and financing
modalities. Program financing represents the principal mechanism through which resources are
allocated across programs and subprograms. This approach ensures a direct linkage between
expenditures and clearly defined policy objectives and expected outcomes.

In addition, transfers and subsidies are widely utilized to support both social groups and economic
sectors. Public procurement constitutes another important instrument through which
infrastructure projects are implemented and public services are acquired. Furthermore, grant
financing and co-financing mechanisms are extensively applied, particularly within the
framework of international development projects.

The analysis of the dynamics of budget expenditures during the period 2015-2024 demonstrates
that expenditure growth across different sectors has been uneven, depending on both economic
and political factors. In the education sector, expenditures have shown a stable upward trend,
increasing from approximately 10.6% in 2020 to over 12% in 2024, indicating the state’s growing
emphasis on the development of human capital.

The diagram below illustrates the dynamics of budget expenditures for the period 2015-2024
across key sectors.
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Source: Batumi Municipality annual reports 2015-2024 Budget Portal https.//batumi.gov.ge/budget

Chart No. 6
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Expenditures in the areas of healthcare and social protection represent one of the fastest- growing
components of the state budget. In 2020, approximately 9.7% of the budget was allocated to
healthcare, while by 2024 this figure exceeded 11%. This increase is associated both with the
effects of the COVID-19 pandemic and the expansion of social policy measures. Infrastructure
expenditures have also demonstrated a significant upward trend, increasing from 11.8% in 2020
to over 13% in 2024. This development reflects the state’s strategic objective of promoting

economic growth through infrastructure investment.

Expenditures related to economic development and agriculture have been relatively unstable
and, in some periods, have even demonstrated a decline, indicating a reallocation of budgetary
priorities in favor of social sectors. In contrast, expenditures on defense and security have
maintained a relatively stable share of the budget, reflecting the continuity of the country’s

national security policy.
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The analysis of budget expenditures also reveals significant audit-related risks across various
sectors. In the field of social protection, one of the principal risks concerns the presence of
ineligible beneficiaries; in the education sector, inefficiencies in program implementation are
particularly notable; in healthcare, challenges are frequently associated with procurement
irregularities; while in the defense sector, a lack of transparency and accountability remains a
major concern. These risks underscore the necessity of strengthening control and oversight

mechanisms.

Within the framework of the economic classification, particular importance is attached to
categories such as employee compensation, goods and services, subsidies, social transfers, and
capital expenditures. Each of these categories is characterized by distinct economic effects and

therefore requires specific monitoring and evaluation mechanisms.

Within the audit process, the assessment of budget expenditures encompasses financial,
compliance, and performance auditing. Financial audit examines the accuracy and reliability of
expenditures, compliance audit evaluates conformity with applicable legislation and regulatory
requirements, while performance audit assesses the economy, efficiency, and effectiveness (3E)

of resource utilization.

Practical experience demonstrates that, although Georgia’s budgetary system formally complies
with contemporary standards, a number of challenges continue to persist in practice. In particular,
the budget structure remains predominantly oriented toward current expenditures, especially

within the social sector, thereby limiting the expansion of development-oriented investments.

It should also be noted that expenditure growth in the education and healthcare sectors is
often reactive in nature and less frequently based on long-term strategic planning. This reduces
their level of effectiveness and limits their potential contribution to economic development.
Ultimately, it may be concluded that the priorities and dynamics of budget expenditures reflect the
state’s political and economic choices. However, effective public financial management requires

not only the expansion of financial resources, but also their proper allocation, the
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implementation of results-oriented governance, and the strengthening of the audit system in

order to ensure greater efficiency, accountability, and long-term fiscal sustainability.

The monitoring of budget expenditures constitutes one of the central elements of the public
financial management system, the effectiveness of which determines both the quality of budget
execution and the targeted utilization of financial resources, as well as the effectiveness of public
policy implementation. Monitoring is a continuous and systematic process that ensures the
observation of the implementation of budgetary programs, the collection and analysis of relevant

data, and the identification of deviations between planned and actual outcomes.

Monitoring constitutes an integral part of the broader governance cycle, which encompasses
planning, implementation, monitoring, and evaluation. This cycle ensures the systemic nature of
public policy and establishes a foundation for improving decision-making processes. In this
context, particular importance is attached to Results-Based Management (RBM), according to
which the use of resources should be assessed not solely on the basis of financial expenditures, but

also in terms of achieved outcomes and societal impact.

In Georgia’s public sector, the development of monitoring and internal financial control systems
intensified significantly from 2010 onward, following the introduction of the Public Internal
Financial Control (PIFC) model. These reforms aimed at the modernization of public financial
management, alignment with European standards, and the strengthening of control mechanisms.
The Harmonization Center played a crucial role in this process, serving as the methodological

and coordinating institutional core of the reform agenda.

At the initial stage of the reforms, several significant challenges emerged, including the ambiguity
of internal audit and financial control functions, a shortage of qualified personnel, the absence of
unified standards, and broader institutional weaknesses. However, as a result of gradually
implemented reforms, a unified internal financial control system was established, risk-based
auditing was introduced, and monitoring instruments were substantially improved. In Georgia,

the mechanisms for monitoring budget expenditures encompass both internal and external
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control institutions. The Ministry of Finance of Georgia is responsible for budget planning and
execution, while the State Audit Office of Georgia functions as an independent body responsible

for examining the targeted use of budgetary resources and compliance with

applicable legislation. In addition, municipal audit services and parliamentary oversight
mechanisms play an important role within the overall system of fiscal supervision and
accountability. Internal financial control is implemented within each public institution and
includes the ex-ante control of expenditure operations, the assessment of contracts, and the
monitoring of financial accounting procedures. In this process, a significant role is assigned to the
Financial Management Information System (FMIS), which ensures the real-time recording of
budget execution data and contributes to a higher level of transparency. The assessment of
monitoring effectiveness is based on both quantitative and qualitative indicators. Among the
most significant are the budget execution rate, the level of overspending and savings, the rate of
implementation of audit recommendations, and the program performance index. These
indicators establish an analytical framework through which it becomes possible to assess not only

budgetary discipline, but also the actual effectiveness of state programs and public expenditures.

Practical analysis demonstrates that, despite the existence of a monitoring system, significant
challenges continue to persist in Georgia. One of the principal issues is the formal nature of
monitoring, whereby primary attention is placed on procedural compliance, while considerably
less emphasis is given to actual outcomes and performance results. As a consequence, the system
frequently fails to provide a comprehensive assessment of program effectiveness. Furthermore,
the monitoring process is often characterized by an ex-post approach, meaning that control
mechanisms are applied after events have occurred, while real- time monitoring mechanisms
remain insufficiently utilized. This reduces the capacity for the timely identification of problems
and increases the risk of inefficient expenditure and resource misallocation. Practical examples
derived from audit practice clearly illustrate these challenges. For instance, cases of misallocation

of expenditures have been identified within healthcare programs, while education infrastructure
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projects have experienced implementation delays and financial losses. At the municipal level,
challenges frequently include insufficient planning and the freezing of financial resources, all of

which underscore the necessity of strengthening the monitoring and control system.

Another major challenge concerns the incomplete implementation of audit recommendations.
Although audit institutions regularly identify deficiencies and issue recommendations, their
practical implementation is often delayed or insufficient, thereby reducing the overall

effectiveness of the monitoring system and limiting its contribution to institutional improvement.

International assessments conducted by organizations such as the International Monetary Fund,
the World Bank, and the Organization for Economic Co-operation and Development indicate
that financial transparency in Georgia has improved significantly; however, further
strengthening of results-oriented monitoring mechanisms remains necessary. In particular,
greater emphasis should be placed on the evaluation of program effectiveness and the
enhancement of public participation and engagement. A comparative analysis with the
experience of Poland demonstrates that, although both countries possess strong audit institutions,
a persistent challenge remains the transformation of internal audit from a mechanism focused
primarily on compliance control into an instrument oriented toward performance and results

assessment.

Systemic challenges in Georgia include institutional fragmentation, limited human resources,
data quality deficiencies, and risks of political influence. These factors create a complex barrier to
the effectiveness of monitoring mechanisms and therefore require the implementation of
systemic reforms aimed at strengthening institutional capacity and governance quality.

Ultimately, it may be concluded that, despite the significant progress achieved, the budget
expenditure monitoring system in Georgia remains in a stage of development. Enhancing its
effectiveness requires the strengthening of results-oriented governance, the introduction of real-
time monitoring mechanisms, improvements in the implementation of audit recommendations,

and stronger institutional coordination.
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The qualitative transformation of the monitoring system constitutes one of the principal
prerequisites for the optimization of budget expenditures and the enhancement of the
effectiveness of public financial management.

The optimization of the structure and allocation of budget expenditures constitutes one of the
central directions of public financial management, directly linked to both fiscal sustainability and
the quality of economic development. Under contemporary governance conditions, the state
budget represents a strategic instrument through which the priorities of the country’s socio-
economic development are implemented.

The structural analysis of Georgia’s budget demonstrates that the expenditure side is
predominantly dominated by current expenditures, particularly social expenditures, which to
some extent creates a structural imbalance in relation to capital investments. According to recent
trends, the share of social expenditures accounts for approximately 55-58% of total expenditures,
administrative expenditures maintain a share of around 12-14%, while capital investments
remain at a comparatively lower level of approximately 8-12%. This pattern reflects a
consumption-oriented budgetary model, in which the long-term development component
remains relatively weak.

Structural optimization implies the reallocation of resources in a manner that ensures higher
economic growth, productivity, and public welfare. In this context, particular importance is
attached to increasing the share of capital expenditures and rationalizing administrative
expenditures. Theoretically, this approach is grounded both in the concept of fiscal sustainability
and in the principles of New Public Management (NPM), which emphasize results-oriented
governance and the efficient utilization of public resources.

One of the most important directions of optimization is the functional restructuring of budget
expenditures. This involves the identification of inefficient and low-performing programs and the
reallocation of resources toward sectors that generate long-term economic effects, such as

infrastructure, education, and innovation. This approach does not imply the automatic reduction
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of expenditures; rather, it aims at ensuring the qualitative improvement of expenditure efficiency
and effectiveness.

A significant role is also assigned to the substantive transformation of program budgeting.
Practical experience demonstrates that, in Georgia, program budgeting frequently assumes a
formal character and remains insufficiently linked to measurable outcomes. Consequently, there
is a need to introduce clear and measurable performance indicators, ensure the regular evaluation
of programs, and apply cost—benefit analysis, thereby promoting a more efficient and evidence-
based allocation of public resources.

In the optimization process, particular importance is attached to the performance-based
financing model. This approach implies linking budget appropriations to achieved outcomes,
thereby increasing competition, accountability, and efficiency among public institutions.

The role of audit in this process is critically important. The transition from traditional financial
audit to performance audit enables the assessment not only of the legality of expenditures, but also
of their economy, efficiency, and effectiveness (3E principle). The integration of audit
recommendations into the subsequent budgeting cycle constitutes one of the principal
prerequisites for achieving effective expenditure optimization.

One of the innovative approaches to budget expenditure optimization may be considered the
risk-based audit model, according to which audit priorities are determined on the basis of three
principal criteria: high fiscal volume, low performance outcomes, and a high level of corruption
or governance risk. This model ensures the targeted allocation of audit resources and enhances
the overall effectiveness of control mechanisms.

Another important direction of optimization is structural expenditure reform, which includes the
reduction of administrative expenditures, the elimination of duplicative functions, and the
introduction of digital governance systems. Particular attention should be devoted to improving
the targeting of subsidies and social transfers, as a substantial portion of such expenditures does

not generate a long—term economic effect.
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The strengthening of the Medium-Term Expenditure Framework (MTEF) constitutes another
important component of budget expenditure optimization. Without strategic planning, the
efficient allocation of resources becomes unattainable; therefore, the integration of fiscal risk
analysis and the coordination of budgetary and debt management are essential prerequisites for
sustainable fiscal governance.

Digital transformation and data-driven governance also play a significant role in the optimization
process. The application of modern technologies, such as electronic budgeting systems and data
analytics, enhances transparency, reduces corruption-related risks, and improves the overall
quality of decision-making.

The analysis conducted within the framework of this research demonstrates that the success of
the budget expenditure optimization process depends not only on structural changes, but also on
the refinement of governance mechanisms. The mere reallocation of expenditures cannot ensure
effectiveness unless the budgeting process is directly linked to performance evaluation and
supported by audit instruments.

In summary, the optimization of the structure and allocation of budget expenditures represents a
complex and multidimensional process, encompassing the proper determination of priorities, the
results-oriented allocation of resources, the integration of audit and monitoring mechanisms, and
the strengthening of institutional accountability. Under the conditions of Georgia, the principal
vector of optimization should be the rationalization of administrative expenditures and the
increase in the share of capital investments, thereby ensuring long-term economic development
and fiscal sustainability.

According to the principles of program budgeting, each budgetary program should possess clearly
defined objectives, performance indicators, and evaluation mechanisms. However, existing
practice indicates that a significant proportion of programs continue to operate under a
predominantly formal logic, whereby indicators fail to reflect actual outcomes, monitoring

remains unsystematic, and feedback mechanisms are weak. As a result, the budgeting process
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frequently remains an administrative exercise, failing to fully perform its strategic governance
function.

Particular attention should be devoted to the management of targeted state funds, which create
parallel financial flows within the budgetary system. This model increases the risks related to
transparency and control, as extra-budgetary operations are frequently not fully integrated into
the overall budgetary framework.

Accordingly, there is a strong need to reinforce the principle of a unified budgetary space, which
entails the harmonization of financial reporting, the integrated analysis of fiscal risks, and the
implementation of a systemic audit framework.

The principal source for improving program budgeting lies in the genuine implementation of
results-based planning. Research findings demonstrate that a substantial proportion of
performance indicators in Georgia remain predominantly descriptive in nature and fail to
adequately reflect the socio-economic impact of programs. Consequently, there is a need to
prioritize outcome and impact indicators, ensure their alignment with national strategic
objectives, and regularly revise them on the basis of audit recommendations.

Another significant challenge is the insufficient linkage between program budgeting and the
medium-term financial framework. In many cases, programs continue inertially, following the
logic of previous years, which limits the efficient reallocation of resources. To address this issue,
it is necessary to conduct regular program evaluations, make decisions regarding the continuation
or termination of programs based on actual performance results, and redirect resources toward
high-impact and high-efficiency sectors.

The role of the audit institution within the program budgeting system acquires particular
significance. The integration of performance auditing into the budgetary cycle creates the so-
called closed-loop governance model, in which planning, implementation, evaluation, and
corrective actions are consolidated into a unified process. This approach promotes evidence-
based decision-making and reduces the risk of the recurrence of systemic deficiencies and policy

failures.
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Within the framework of this research, a risk-based algorithm for budget expenditure
management has been developed, representing one of the study’s most significant practical
contributions. This model is based on four principal criteria:

e Fiscal Volume (F);

o Effectiveness (E);

e Governance or Corruption Risk (R);

e Previous Audit Results (A).
At the third stage, it becomes possible to calculate the Risk Index, allowing for the prioritization
of budget expenditures according to their level of risk and strategic importance. An Integrated

Risk Index may be applied as follows:

RI=(F x0.35) + (E x 0.25) + (R x 0.25) + (A x 0.15)
Where:

o RI-Overall expenditure risk index;

o F —Fiscal volume indicator;

o E - Effectiveness indicator;

e R - Corruption/governance risk indicator;

e A —Previous audit assessment.
The determination of the algorithm’s weighting coefficients is based on an expert-based
weighting approach and the principles of risk-based auditing, according to which programs
characterized by high fiscal volume and low performance require priority monitoring and
auditing. Furthermore, the applied weights do not represent absolute values and may be adapted
in accordance with sectoral specifics, the fiscal environment, and audit priorities. This model
enables the systematic prioritization of audit and monitoring activities, strengthens risk-based
public financial management, and contributes to a more efficient allocation of fiscal oversight

resources.

The algorithmic framework may be presented in the following form:
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Scheme No. 2

Source: Scheme of the Risk-Based Budget Expenditure Management Algorithm, developed by the author.

It is argued that the proposed model possesses significant practical relevance, and the
application of the presented algorithm would enable: More effective control of budget

expenditures;

e More effective control of budget expenditures

e Rapid identification of high- risk program

e Optimal allocation of audit resources;

e Enhanced transparency of public finances.
Based on these criteria, an Integrated Risk Index (RI) is calculated, enabling budgetary programs
to be classified into low-, medium-, and high-risk categories. High-risk programs are subject to
priority auditing, medium-risk programs to enhanced monitoring, while low-risk programs
remain under standard control procedures.
The practical application of this algorithm ensures the optimal allocation of audit resources, the
timely identification of high-risk programs, and the effective control of budget expenditures. As
a result, the budgeting system transitions from an inertial model to a risk- and results-based
governance framework.
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International experience, particularly the examples of Estonia, Poland, and Lithuania,
demonstrates that the effectiveness of program budgeting is directly associated with the use of
digital systems, the mandatory implementation of audit recommendations, and performance-
based financing mechanisms. In the case of Georgia, these components have been partially
introduced; however, their integration and practical application remain limited.

To enhance the effectiveness of program budgeting, it is essential to strengthen institutional
capacity and develop professional capital. Within the public sector, there is a clear need to
improve analytical capabilities, promote a data-driven culture, and enhance the overall quality of
managerial decision-making.

Equally important is the transformation of governance culture, within which the budget
should be perceived not merely as an expenditure document, but rather as an instrument for the
management of policy outcomes and performance. Such a transformation increases
accountability, transparency, and public trust in the system of public financial management. In
summary, the improvement of program budgeting and the management of targeted state funds
represents a process of systemic transformation within public financial management. This
transformation is based on results-oriented planning, risk-based control and auditing, the
development of institutional capacities, and evidence-based decision-making.

Under the conditions of Georgia, the consistent implementation of these directions will ensure the
transformation of the budgetary system into a more effective, transparent, and results- oriented
governance model, ultimately exerting a positive impact on the country’s economic development
and the quality of public service delivery.

The determination of the effectiveness of budget expenditures constitutes one of the most
important and complex dimensions of public financial management, encompassing not only
financial, but also social, institutional, and fiscal aspects. Under contemporary conditions, the
evaluation of the budget is no longer limited to verifying the legality of expenditures and formal
execution; rather, it requires an assessment of the extent to which the budget generates real public

value and measurable societal benefits.
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The theoretical foundation for assessing effectiveness is based on the 3E model — Economy,
Efficiency, and Effectiveness. Economy refers to the utilization of resources at an optimal cost,
efficiency assesses the relationship between achieved outcomes and the resources utilized, while
effectiveness evaluates the degree to which the objectives of public policy have been achieved,
together with their socio-economic impact. In contemporary approaches, this model is further
complemented by components such as social return, impact analysis, and fiscal sustainability,
thereby rendering the evaluation process more comprehensive and multidimensional in nature.
In the third chapter of the research, the criteria for determining the effectiveness of budget
expenditures are evaluated, and opportunities for improving the public financial management
system are examined. The analysis demonstrates that the effectiveness of budget expenditures
should be assessed not solely on the basis of financial performance, but also in terms of
effectiveness, economy, and institutional quality.

Particular attention is devoted to the 3E model (Economy, Efficiency, Effectiveness), which
serves as the principal framework for evaluating budgetary resources. In addition, the study
develops an integrated approach to assessing budget expenditure effectiveness, combining
program budgeting, monitoring, auditing, risk-based control, and medium-term planning within
aunified analytical framework. Within the scope of the research, a practical algorithm for budget
management is proposed, based on the following cycle: priority setting — program planning —
monitoring — risk assessment — audit — improvement. This model ensures the transformation

of the budgeting process into a results-oriented governance system.
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