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EXECUTIVE SUMMARY

In recent years, Georgia has made impressive progress in tackling poverty among children, with the child
poverty rate falling from 49% to 28% between 2009 and 2013. Yet poverty rates at a particular point in time
disguise the real challenges facing populations, and, as this paper shows, the majority of children in Georgia
have families with highly insecure incomes and living conditions that are not propitious for child development.
In any society, household consumption and income are highly variable over time, as families experience crises
and shocks and respond to opportunities. Any analysis of poverty that aims to inform social policy needs to
take into account the dynamic nature of household consumption and incomes.

Georgia’s Welfare Monitoring Survey (WMS) panel data set tracked the same households across the country
in 2009, 2011 and 2013. As a result, it is able to show the changes over time experienced by surveyed
households, thereby permitting a much deeper analysis of the challenges they face than could be achieved
by the analysis of a household survey that collected data for only one particular point in time.

Challenges faced by children in Georgia

The WMS indicates significant changes in expenditure among households with children between 2009 and
2013; 64% of households in the poorest expenditure quintile in 2013 were not in that quintile in 2009, while
19% of households in the poorest quintile in 2013 had previously been in the richest two quintiles of the
population in 2009, a significant fall in wellbeing. At the same time, the relative situation of many of the
poorest households in 2009 had improved and, by 2013, 22% were among the richest two quintiles of the
population.

The dynamic nature of household wellbeing means that at least 67% of children spent some time living in
poverty between 2009 and 2013. Indeed, 31% spent one year living in poverty, 23% spent two years and
only 13% experienced all three years in poverty. Furthermore, although 33% of children did not experience
periods of poverty between 2009 and 2013, this does not mean that they were secure. In fact, only 4% of
children managed to remain in the richest quintile of the population across all three years.

By analysing consumption dynamics in the WMS, it is possible to categorise households with children into
different economic classes: 13% of children could be regarded as living in chronic poverty; 23% are highly
vulnerable to poverty; 31% are insecure; 29% are resilient; and only 4% could be regarded as affluent.
So almost 70% of children in Georgia could be regarded as “at risk”. This is similar to the perceptions of
households with children themselves; in 2013, 58% of children lived in households that felt they could not
satisfy their basic needs.

Further analysis of the WMS data set enables deeper insights into the livelihoods of children and their families
across the income spectrum and demonstrates that highly vulnerable and insecure households face a wide
range of challenges. For example, 35% of insecure households — and around half of those that are highly
vulnerable — struggle to purchase clothes, and, particularly worryingly, between 29% of insecure households
and 37% of the highly vulnerable experience hunger (as do 19% of those classified as resilient). Overall, nearly
40% of households with children, including a significant share of families classified as resilient, experience
at least five different challenges related to their living environment. In fact, the vast majority of families in
Georgia face at least one challenge with regard to access to utilities or housing conditions.

The challenges faced by the children of vulnerable and insecure families are linked, in part, to their carers’
relationship to the labour market. Very few adults in highly vulnerable and insecure households with children
are in regular employment that provides a predictable monthly income. In fact, among insecure households,
around 40% of adults are not economically active, while 36% either live off the land or are self-employed. The
nature of this employment does not deliver income security, meaning that these households are more likely
to be exposed to the risk of falls in income, perhaps due to poor harvests, the death of livestock and illness.
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Therefore, the vast majority of children in Georgia are in households which, at best, are insecure and unable to
adequately provide for their children. As a result, they would benefit from access to social transfers and other
forms of social protection. Therefore, the national social security system in Georgia needs to be designed to
respond to the dynamic nature of household wellbeing and ensure that adequate provision is made for the
needs of children.

Social security in Georgia and its effectiveness in addressing the challenges faced by children

Across the world, most social security systems are designed to address the challenges faced by people over
their lifecycle, including childhood, working age and old age. Therefore, the most common social security
schemes in developed and developing countries are old age pensions, disability benefits, child benefits
and unemployment schemes. As a result, these social security systems address some of the key causes of
insecurity across the lifecycle. Among countries with more advanced social security schemes, investment in
social security schemes for “the poor” in general — which address only the symptoms of poverty — is limited.

Georgia’s social security system is gradually moving towards an inclusive lifecycle system, in particular through
its commitment to old age pensions and disability benefits. Where Georgia is different from other countries is
in its relatively high investment in “poor relief” through the Targeted Social Assistance (TSA) programme and
the limited scope of its transfers for children.

Until early 2015, the main avenue of income support for children in Georgia was through the TSA, although
support was indirect, since it was provided to the household. Around 0.93% of GDP was invested in the TSA in
2014, which is significantly more than the investment by other middle-income countries in similar Poor Relief
schemes. For example, Brazil invests only 0.4% of GDP in the Bolsa Familia programme.

However, despite the high level of investment in the TSA, it is not particularly effective in reaching its target
group of 15% of households. In 2013, only 56% of the poorest 15% of households — when measured against
expenditure — were able to access the TSA while, when measured against income, the success rate was only
34%. In fact, only 15% of those households with children living in chronic poverty received the TSA across all
three years of the WMS panel survey, despite the fact that they were consistently living in poverty. There are
also indications that the TSA discourages some recipients from engaging in the labour market, particularly
single mothers.

In fact, Georgia’s old age pension is much more effective than the TSA in offering income security to children.
Overall, nearly half of households with children (46%) have at least one pensioner in the household, while
47% of children live with a pensioner. Among chronically poor, highly vulnerable and insecure households,
the pension contributes around 20% of household income. In fact, the pension contributes to 69% of the
reduction in child poverty. Yet tackling child poverty is not the role of old age pensions and the reliance of
Georgia on the pension to reduce child poverty undermines the ability of the pension to satisfy the needs of
older people.

In response to the challenges faced by children, in May 2015 the government of Georgia introduced a Child
Benefit of GEL10 per month targeted at around the poorest 40% of children between the ages of 0 and 15
years. The total cost of the benefit is around 0.1% of GDP, which is a small investment compared to other
high- and middle-income countries. The introduction of the Child Benefit did bring about a reduction in child
poverty, although it was limited due to the low value of the benefit, its relatively low coverage and inaccuracies
in the identification of the poorest children. In fact, although coverage of children in the poorest quintile of
the population improved significantly with the introduction of the Child Benefit, the coverage across insecure
and highly vulnerable families is much lower, with the majority of children continuing to miss out on support,
despite their needs.
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Policy options for strengthening child wellbeing

If Georgia is considering extending the Child Benefit, it could take lessons from its old age pension, which is
one of the most successful schemes across developing countries. These key lessons include the effectiveness
of universal provision and the scheme’s relatively generous benefit value. The paper examines a range of
options for increasing the impacts of the national social security system on children.

A more generous Child Benefit

One option for further reducing insecurity and poverty among children is a more generous Child Benefit.
Simulations were undertaken of Child Benefits offering a transfer of GEL25 per month and either 70% or
universal coverage of children under 16 years. Two options were financed either fully or partially by reducing
investment in the TSA, while one option — with 70% coverage — was additional to the TSA. The cost of the Child
Benefit options would be only between 0.46% and 0.65% of GDP, again less than middle-income countries
such as Argentina, South Africa and Mongolia, which invest more than 0.8% of GDP in similar schemes. The
options are set out in Table ES1.

Table ES1: Proposed child benefit options for Georgia

Option | Monthly Proportion of Monthly child TSA budget | Annual cost of Annual cost Additional
value of children under benefit budget child benefitas | of TSAas % funding
transfer 16 years % of GDP of GDP required as %

of GDP

1. GEL25 70% 11,735,000 12,000,000 | 0.46% 0.46% 0.00%

2. GEL25 70% 11,735,000 23,735,000 | 0.46% 0.92% 0.46%

3. GEL25 100% 16,744,000 12,000,000 | 0.65% 0.46% 0.19%

All three options would bring about a reduction in child poverty compared to the current situation, and,
unsurprisingly, Option 2 —which implies the largest increase in budget — delivers the most significant decrease
in child poverty, at 16.2%. But of great interest is the finding that Option 1 — which implies no increase in
budget on the status quo yet reaches almost twice as many children — performs slightly better than the
current status quo, reducing child poverty by a further 0.5%.

However, impacts on poverty rates provide only a limited picture of the true impacts of schemes. All three
options would mean that a significantly higher percentage of highly vulnerable and insecure households with
children would benefit from the TSA and Child Benefit, with the universal option ensuring that all children
would be reached. This could be achieved by an increase in budget of only 0.19% of GDP, if a decision were
taken to reduce expenditure on the TSA to 0.46% of GDP (in line with other middle-income countries).

Maternity and unemployment insurance

Two of the major “shocks” that can hit working age families are the birth of a child and unemployment.
Yet Georgia provides no protection to its citizens when either of these contingencies occur. As a result, the
chances are significantly increased that childbirth and unemployment will push families into poverty. As
countries develop, maternity and unemployment benefits are two of the key social security schemes that
should be established.

Georgia does not yet have a social insurance system in place, although the next step in strengthening the
national old age and disability pension system would be to establish a social insurance scheme that enables
employees to self-finance higher levels of protection than can be provided by the State. It would be possible
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to incorporate maternity and unemployment insurance within this system, potentially financing the schemes
through a payroll tax of between 2% and 4% of GDP. If this support were offered for up to six months following
unemployment or the birth of a child, many households would be in a much stronger position to care for their
children during times when they would be particularly vulnerable.

Childcare services for working families

There is growing evidence across developed countries that a key component to lowering child poverty is free
childcare. It enables caregivers — usually mothers — to return to work after the birth of a child. As a result,
they can maintain their family incomes at a time when they are facing additional costs related to caring for
their child. If caregivers have to pay for childcare, they have minimal incentives to return to work, since a high
proportion of their salaries must go towards paying for childcare. This is the case in particular for caregivers
with lower incomes. Therefore, Georgia should consider establishing universal, free childcare for mothers of
young children, which could be linked to Early Childhood Development (ECD) centres. This would likely bring
the same benefits as in other countries, increasing family incomes and enhancing the wellbeing of children.
It would also offer employment to many women within the childcare centres and could be self-financing
through the additional income and indirect taxes that are generated by women returning to the workforce.

Conclusions

Georgia’s introduction of a Child Benefit in 2015 was a significant step forward for children. Yet much more
is needed. This paper shows that the vast majority of children in Georgia experience insecure lives and are in
need of additional support from the State. The expansion of the Child Benefit to the majority of children would
take the pressure off the pension system and bring significant benefits to many children. The introduction of a
Child Benefit should be complemented by other reforms in the national social security system, including the
introduction of maternity and unemployment insurance — as part of a broader social insurance pension system
—as well as the extension of free childcare services. If these policies were introduced, they would significantly
enhance the wellbeing of children while bringing further advantages to the nation as a whole, such as an
increase in employment, a more productive labour force and an important stimulus to the economy.

A country’s future is its children and it is the role of the State to step in and help secure their future. Politicians
willing to take up this challenge and offer support to working age families across Georgia would almost
certainly reap the political benefits.
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1. INTRODUCTION

In recent years, Georgia has made impressive progress in tackling poverty among children, as well as across
the broader population. The extreme poverty rate among children has fallen from 12% in 2009 to 6% in 2013,
while the poverty rate fell from 49% to 28% over the same period. Much of this reduction has been the result
of an expansion of the national social security system; in fact, social transfers themselves are responsible for
a 29% reduction in the child poverty rate (from a pre-transfer poverty rate of 40% to a post-transfer poverty
rate of 28% in 2013). However, this paper will show that much of this progress in tackling child poverty is
due to Georgia’s investment in its old age pension. The majority of Georgia’s children continue to live in
households with highly insecure incomes and in conditions that are not propitious for their development.

Therefore, as a middle-income country with ambitions to further strengthen its economy and continue
national development, it is time for Georgia to develop a more inclusive focus for its social policy and to
address the challenges faced by the majority of children and working age families, not only those living in
extreme poverty. The nation’s children are its future, and if Georgia is to compete in regional and world
markets, it needs to develop a highly skilled and productive labour force, which begins by investing in children.
Furthermore, a vast majority of working age families have aspirations for better lives and higher standards
of living, yet only a tiny proportion of the population could currently be classified as a secure middle class. A
progressive and ambitious nation should not only tackle poverty, but also offer the majority of its citizens the
opportunity to realise their aspirations to achieve more prosperous and secure livelihoods.

The World Bank has recognised the need for countries to offer citizens a more inclusive social policy agenda
by complementing its long-standing poverty reduction objective with the broader aim of shared prosperity.
This implies ensuring greater equity and redistribution across society, so that both those living in poverty
and those in the middle of the income distribution are able to share in a nation’s prosperity through a more
inclusive social policy focus. Indeed, if countries are successful in reducing inequality across society, they will
necessarily also be effective in tackling poverty.

This paper will demonstrate the importance of an inclusive social policy agenda by showing that the concept
of a fixed group of “poor” in Georgia — corresponding to the national poverty rate —is, to a large extent, an
imaginary construct. In reality, household consumption and income are highly dynamic, rising and falling as
households experience shocks and crises and respond to opportunities. Social policies, therefore, need to be
responsive to this dynamism by not only supporting those living in poverty, but by also protecting others from
falling into poverty. In fact, key policy objectives for any country should be ensuring greater income security
and higher standards of living for the majority of families.

In certain respects, Georgia has a social security system that is the envy of many other developing nations and
that translates into significant benefits for the nation. In particular, Georgia’s old age social pension — which
offers every older person GEL160 per month —is the best performing social pension in the developing world,
ensuring that all older people have access to a minimum pension and can live out their final years in dignity
(although Georgia could further improve its broader pension system by introducing contributory pension
schemes).! Furthermore, 124,000 people with disabilities —including children — are able to receive a disability
benefit. These are significant achievements.

However, in other respects there is a range of weaknesses in Georgia’s social security system that need to be
addressed. For example, despite significant investment in the Targeted Social Assistance (TSA) programme, a
high proportion of families living in poverty are unable to access the scheme. And of particular concern is the
fact that the majority of children do not receive any direct income support from the state, which undermines
their development and long-term prospects as well as the nation’s competitiveness. Recent reforms by the
government have introduced a small Child Benefit into the broader social security system, and while this is
welcome, as the analysis in this paper demonstrates, its value is insufficient to have a significant impact on

1  SeeKidd (2015) for a further discussion on how to design effective pension systems.
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child wellbeing and around 60% of children remain excluded. Furthermore, many households rely on the old
age pension to invest in their children, which, in effect, undermines the pension and negatively affects the
wellbeing of older people.

The aim of this paper is to examine the challenges faced by children in Georgia, by adopting an inclusive
framework of analysis that incorporates all children. It will consider the challenges families face in offering
their children a secure home environment and providing for their basic needs. Based on this analysis, the
paper will then examine the national social security system and assess the extent to which it effectively
addresses the challenges faced by children. Finally, it will propose potential reforms to the national social
security system that could address the challenges faced by children —and working age families — and ensure
that all children are able to access the universal right to social security that is stipulated in the Convention on
the Rights of the Child (CRC), ratified by Georgia in 1994.

Box 1: Sources of data used in this report

The main data set used in the analysis of this paper is the national Welfare Monitoring Survey (WMS), a biennial
longitudinal household survey which included three rounds of data collection: in 2009, 2011 and 2013. As the
focus of this paper is on income and consumption dynamics, the analysis is restricted to a balanced panel of
3,586 households that were successfully interviewed in all three rounds of the survey to date. Observations are
weighted using a balanced-panel weight that accounts for the presence of attrition between different survey
rounds. More detailed analyses of each of the three data sets can be found at UNICEF and the University of
York (2010, 2012 and 2013), although these reports do not examine consumption dynamics. In addition, micro-
simulations of the impacts of different policy options were carried out using data from the Household Budget
Survey (HBS) implemented by GeoStat in the third quarter of 2013, supplemented with information collected in
early 2014 to develop a new proxy means test (PMT) to attempt to identify families living in poverty.
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2. CHALLENGES FACED BY CHILDREN IN GEORGIA

An extreme child poverty rate of 6% and a child poverty rate of 28% in 2013 disguise the extent of the
challenges facing the majority of children in Georgia. These poverty rates offer a snapshot in time and hide
the large number of children living in or vulnerable to poverty. The reality for families is that their incomes
are not static, and indeed, can vary significantly over time, meaning that over longer periods a much higher
proportion of children can spend some time living in poverty than the figures suggested by one-off static
poverty rates. Furthermore, low and insecure incomes can also lead to living environments that are not
conducive to child wellbeing. This chapter, therefore, will examine the dynamic nature of child wellbeing in
Georgia and look more broadly at the challenges faced by children, moving beyond income security.

Box 2: Poverty lines used in Georgia
There are three poverty lines that have been used by UNICEF for the analysis of poverty rates.

* The extreme poverty line refers to per adult equivalent expenditure below USS$1.25 per day (PPP),
or GEL71.2 per month in 2013.

o The general poverty line refers to per adult equivalent expenditure below US$2.50 per day (PPP),
or GEL142.4 per month in 2013.

e The relative poverty line is set at 60% of national median consumption and was GEL137.2 per
month in 2013.

In this paper, when the term poverty rate is employed it refers to the general poverty line.

In this analysis, measures of income and expenditure are adjusted using a set of equivalence scales to
compare households of different sizes and compositions, according to methods used by the Georgia
National Statistics Office. First, household members are classified by age and gender and assigned an
equivalent adult coefficient: 0.64 for children below 8 years of age; 1 for children above 8 and below
16 years of age; 1 for males above the age of 16 and below the age of 65 years; 0.84 for females above
the age of 16 and below the age of 60 years; 0.88 for males above the age of 65 years; and 0.76 for
females above the age of 60 years. The sum of these coefficients represents the number of equivalent
adults in the household (PAE). To correct for economies of scale in larger households, the number of
equivalent adults is then raised to the power “a”, where a=1 for a single person household, and a=0.8
where household size is greater than one.

A wide range of equivalence scales are used by different countries and there is no single universally
accepted method. However, the choice of equivalence scale when analysing household surveys has a
significant influence on the prevalence of poverty, asillustrated in Table 2.1. For example, if all individuals
in Georgia, including children, were given equal weight — as happens in Indonesia — the national child
poverty rate would rise to 56%. In contrast, if the modified OECD scale were used — which assigns a
value of 1 to the household head, of 0.5 to each additional adult member and of 0.3 to each child, this
would result in a poverty rate of 20% for children under 18 years. In selecting a particular equivalence
scale, it is therefore important to be aware of its potential effect on the level of inequality and poverty.
Furthermore, it indicates that poverty rates are relatively arbitrary and can be easily changed by using
different — and equally valid — assumptions. It is, therefore, important to examine more broadly the
challenges facing children, which is what this paper aims to do.

10
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Table 2.1: Sensitivity of the poverty rate to the choice of equivalence scale, 2013

Headcount poverty rate
Commonly used scales  Households Population Children

Per capita 41 48 56
Square root scale 13 12 12
OECD modified scale 19 19 20
OECD original scale 28 31 34
Georgia PAE scale 22 25 28

2.1. Dynamic nature of child wellbeing in Georgia

Household wellbeing in Georgia — as measured by household expenditure — is highly variable over time.
Figure 2.1 shows the population by expenditure quintile in 2013 — from poorest to richest — and indicates in
which expenditure quintile the same households could be found in 2009. Around 64% of those in the poorest
quintile in 2013 were not in the poorest quintile in 2009, indicating a large increase in the relative poverty of
those households over a period of five years. Indeed, 19% of households in the poorest quintile in 2013 had
previously been in the richest two quintiles of the population in 2009, a significant drop in wellbeing. At the
same time, the relative situation of many of the poorest households in 2009 had improved, and by 2013, 22%
were among the richest two quintiles of the population. There was also significant movement of households
between all quintiles, in particular across those in the middle of the expenditure distribution; in 2013, only
26% of households in the third quintile had also been in the third quintile in 2009. A similar level of movement
of households across expenditure quintiles has been found between 2009 and 2011 and 2011 and 2013
(these results can be found in Annex 4).

Figure 2.1: Movement of households across expenditure quintiles between 2009 and 2013
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The dynamic nature of household wellbeing means that a high proportion of children have spent some time
living in poverty between 2009 and 2013. Figure 2.2 shows how households moved in an out of poverty
during this period. So although 42% of households were living in poverty in 2009, in total 61% of households
experienced poverty during at least one survey year and only 10% of households were living in poverty in
each of the three years. If a more relative poverty concept is adopted that examines whether households
spend some time among the poorest 40% of households, it can be estimated that 67% of households have
spent some time living in poverty between 2009 and 2013 (see Annex 5).

Figure 2.2: Movements of households in and out of poverty across 2009, 2011 and 2013, using the general poverty
line of USS$2.50 per day (PPP)
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Looking specifically at children, a high proportion have spent some time in poverty between 2009 and 2013.2
Figure 2.3 shows that, irrespective of the measure used — the poverty line or a relative poverty line equivalent
to the 40 percentile — 67% of children have spent at least one year in poverty over the five year period. When
using the poverty line as the measure, 31% have spent one year living in poverty, 23% have spent two years in
poverty and only 13% experienced all three years in poverty. When the relative poverty line is used, only 16%
of children were consistently in the poorest 40% of households. However, overall, a significant proportion of
children have experienced periods of time living on less than US$2.50 PPP per day, an amount that is unlikely
to enable families to invest sufficiently in their children’s wellbeing. If data had been available for 2010 and
2012, it is likely that the proportion experiencing poverty for at least one year would have been even higher.

2 Inthe analysis used in this paper, “children” refers to children aged 0-17 years at the time of the third wave of the WMS panel
in 2013.

12



CHILD WELLBEING AND SOCIAL SECURITY IN GEORGIA: THE CASE FOR MOVING TO A MORE INCLUSIVE NATIONAL SOCIAL SECURITY SYSTEM

Figure 2.3: Classification of children depending on the number of years spent living under the poverty line between
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Although 33% of children did not experience periods of poverty between 2009 and 2013, this does not mean
that they were secure. In fact, only 4% of children managed to remain in the richest quintile of the population
across all three years, a tiny proportion of the total. Indeed, it could be argued that it is only this small
number of children who, over five years, have experienced a level of income security that enables their carers
to consistently and adequately invest in their wellbeing. Around 96% of children are not in this fortunate

position.

Box 3: The drivers for moving in and out of poverty

Regression analysis was undertaken of the WMS'’s panel data set to examine the association between a range of
explanatory variables and the likelihood that households either move into or exit poverty. The detailed results
are presented in Annex 6.

The results indicate that the number of children in a household is significantly and consistently associated with
poverty transitions. All other factors being equal, adding an extra child to the household sharply increases the
probability of falling into poverty and reduces the likelihood of moving out of poverty. The coefficient for the
number of pensioners largely works in the opposite direction. Adding a pensioner to the household increases the
conditional probability of escaping poverty, which is probably the result of the increased income security from
the receipt of the universal old age pension. Similarly, having pensioners in the household is associated with a
decreased risk of falling into poverty, though not in all years.

There are a number of other correlates of poverty transitions. Higher and vocational education is strongly
associated with alower probability of falling into poverty and a higher likelihood of moving out of poverty. Similarly,
land ownership is associated with an increased likelihood of staying out or moving out of poverty between 2009
and 2011 (although the size and direction of its effect is not consistent across other years). An increase in the
number of livestock or poultry owned by the household tends to have a small but significant effect on poverty
transitions. Finding employment and receiving a salary increase are associated with moving out of poverty, while
losing a job increases the chances of falling into poverty. The type of job held by the household head also plays
an important role: regular wage employment seems to offer the best protection against falling into poverty and
significantly increases the likelihood of climbing out of poverty. The ill-health of a family member is associated
with an increased risk of falling into poverty between 2009 and 2013, but the size and direction of the effect is
not consistent across all years.
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Using expenditure dynamics, therefore, it is possible to move beyond a classification of the population that
employs a simple dichotomy of “poor” and “non-poor” to produce a more disaggregated and sophisticated
understanding of economic classes, which can be used as the basis for developing social policy:

Those households with children living in poverty across all three rounds of the survey could be regarded
as living in chronic poverty;

Those living in poverty over two rounds of the survey and experiencing recurrent poverty could be
classified as highly vulnerable to poverty;

Those living in poverty over one round of the survey could be classified as insecure;

Those who have never experienced poverty but also were not consistently among the richest 20% of the
population over the three rounds could be referred to as resilient to reflect that they are beginning to
have a degree of income security that enables them to consume and invest more, but fall short of being
entirely secure; and,

The affluent would be the group that managed to remain in the richest quintile of the population over
the three rounds and, in reality, it is only within this group that households could be found that could be
classified as middle class.

Figure 2.4 offers a representation of these economic classes across households, the population, children
and pensioners. While static representations of poverty suggest that only a small proportion of children live
in poverty — and, therefore, could be regarded as in need of access to social security — the incorporation
of a dynamic perspective demonstrates that the majority of children in Georgia are living in or vulnerable
to poverty or have not yet gained some form of income security. These children — almost 70% of the total
number of children — should be regarded as “at risk” and would benefit from social transfers and other forms
of social protection.

Figure 2.4: Percentage distribution of the balanced panel by economic class in Georgia using a dynamic perspective
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However, the economic classes indicated in Figure 2.4 should not be conflated with a specific level of household
expenditure or income at a particular point in time. They are based on the level of security of households over
a period of time, in this case five years (2009-2013). In terms of actual expenditure, the classes overlap. Figure
2.5 indicates the average household expenditure per adult equivalent of these classes over the three periods
of the WMS panel survey (focusing on households with children). Two patterns emerge: the less secure the
economic class, the lower the average expenditure and the narrower the spread of households within the
classes. Furthermore, average expenditure overlaps between the classes, indicating that at any point in time,
household expenditure of a more secure household may be less than that of a less secure class. However, as
is shown below, the higher the level of exposure of households to risk, the less secure the household.

Figure 2.5: Density curves of household expenditure by economic class (for households with children)
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The same point is also illustrated by Figure 2.6, which examines the distribution of economic classes across
expenditure quintiles for households with children, but this time only focusing on 2013. While those living in
chronic poverty and the affluent are restricted to the bottom and top quintile, respectively, the other economic
classes are spread across all quintiles, further emphasising the dynamic nature of household wellbeing and
the insecurity of the majority of households with children. Indeed, the main characteristic of “resilient”
households is that they are not found in the poorest quintile. Nonetheless, many of them have relatively low
expenditures, suggesting that their resilience is marginal and that they may well fall into poverty in the future.
Furthermore, nearly a third of households in the richest quintile in 2013 were insecure, meaning that they
had experienced poverty in either 2009 or 2011.
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Figure 2.6: Distribution of economic classes of households with children by quintile in 2013

100% -~

80% -

60% -

40% T I e
N E
0% T T — T T T 1

Q1 Q2 Q3 Q4 Q5

Household expenditure quintile in 2013 (poorest to richest)

Percentage distribution

M Affluent

Resilient

M Insecure

Highly vulnerable

to poverty

M Livinginchronic
poverty

In fact, the perceptions expressed by households themselves resonate with the findings on insecurity set outin
this section. A high proportion of families feel highly insecure and unable to cope, irrespective of their present
incomes. Figure 2.7 examines households with children, outlining their own assessment of their economic
situation: in 2013, the majority of highly vulnerable and insecure households with children felt, at best, that
they could only provide food for their families. Many felt unable to do even that. Indeed, even among those
classified as resilient or affluent, there is a reasonably high proportion of households with children believing
that they could do no better than only satisfy their food needs. This does not give the impression of children
living in secure environments; in fact, overall, 58% of children lived in households that did not feel they could

satisfy their basic needs.

Figure 2.7: Self-assessment of economic wellbeing among households with children by economic class, 2013
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When looking to the immediate future, a reasonable proportion of households were relatively pessimistic
about their prospects. In 2013, a total of 26% of households with children believed that they faced at least a
high risk of not being able to satisfy their minimum needs, which could significantly impact on the wellbeing of
their children. Figure 2.8 shows that the households with the highest perception of risk were, unsurprisingly,
those living in chronic poverty, around a fifth of households that were highly vulnerable, insecure and resilient
were also very pessimistic about their prospects. Indeed, a significant fear of the immediate future could also
be found among around 11% of affluent households.

Figure 2.8: Perceived level of risk that the household will be unable to satisfy its minimum needs
during the next 12 months by economic class, 2013
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2.2. Challenges faced by highly vulnerable and insecure families

Analysis of the WMS data set enables further insights into the livelihoods of children and their families across
the income spectrum and demonstrates that highly vulnerable and insecure households face a wide range of
challenges. This section describes in more detail the situation for children in Georgia, with a particular focus
on those that are highly vulnerable and insecure.

Table 2.2 outlines a range of challenges that households with children have highlighted they face, examining
differences across economic classes. It is evident that challenges are not only experienced by those living in
chronic poverty but also by those that are highly vulnerable and insecure. Indeed, many resilient and affluent
households also experience these challenges, indicating that even they recognise a need for higher incomes
if they are to satisfy their minimum needs. For example, 35% of insecure households and around half of those
that are highly vulnerable struggle to purchase clothes; 19% of insecure households and 23% of those that are
highly vulnerable find it difficult to buy essential school items for their children; and, particularly worryingly,
between 29% of insecure households and 37% of the highly vulnerable experience hunger (as do 19% of
those classified as resilient). Furthermore, effective child development also requires that children be able
to access leisure and other entertainment activities, yet over 40% of insecure households and 46% of those
in resilient household find this difficult, indicating how much household incomes are squeezed even among
those that appear to be more secure.
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Table 2.2: Percentage of households with children experiencing selected problems and challenges by economic class,
2013

Economic class

Chronically Highly

Problems/challenges Insecure Resilient Affluent
poor vulnerable

Hunger 48 37 29 19 7
Buying medicines 70 73 66 54 37
Unemployment 93 85 78 71 44
Medical services 45 50 46 43 15
Buying school items 27 23 19 18 10
Housing conditions 52 43 32 28 22
Furniture 35 30 24 25 10
Buying clothes 55 49 35 32 24
Leisure, entertainment 42 36 40 46 32
Paying debt/bank loans 24 26 31 38 37
Paying utility charges 30 29 30 38 20

In fact, as Figure 2.9 indicates, almost all households with children face at least one of the challenges outlined
in Table 2.1. Furthermore, even the vast majority of resilient households face at least three challenges, while
over 40% of highly vulnerable and insecure households experience more than five of these problems. Indeed,
it could be argued that the vast majority of households believe that they are insecure in some way and are
facing a struggle in raising their children.

Figure 2.9: Average number of challenges reported by households with children in Table 2.1 by economic class, 2013
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Although, in 2013, almost all children between the ages of 7 and 15 years in Georgia were able to attend
school, many younger and older children were not so lucky, and the challenges are not restricted to those
living in chronic poverty. Figure 2.10 demonstrates that only among children living in affluent households were
the vast majority able to access pre-primary school — many children in less secure classes were excluded.
Similarly, it is only among the affluent class that all children were able to access primary and secondary school.
Furthermore, the majority of children from households living in chronic poverty, high vulnerability to poverty
or insecurity were unable to access tertiary education. Almost certainly, this reflects the broader vulnerability
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and insecurity of these households. More importantly, the more limited access of these children to education
will affect their longer-term prospects and reduce their productivity as future workers. Ultimately, this will
negatively affect the economic wellbeing of the nation.

Figure 2.10: School attendance rates by level of education and by economic class, 2013
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A high proportion of vulnerable and insecure households with children are unable to access essential utilities
and experience poor quality housing conditions. Yet a good quality home environment is a key factor in child
development. So, while the vast majority of households with children have access to improved water sources
and electricity or gas, as Figure 2.11 shows, many are deprived of other essential utilities. For example, over
half of highly vulnerable or insecure children cannot access hot water and around half live in houses without
sewerage.

Figure 2.11: Lack of access to selected essential utilities among households with children by economic class, 2013
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Furthermore, many children in highly vulnerable and insecure households live in poor quality housing. Figure
2.12 shows that a third of insecure households with children live in houses with a very damaged roof, some
28% are in dwellings with very damaged walls and/or floors and nearly 30% live in dwellings that are damp.
It is only among the affluent that housing conditions are consistently much better yet, nonetheless, some live
in poor quality housing.

Figure 2.12: Quality of housing in households with children by economic class, 2013
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However, Figures 2.11 and 2.12 underestimate the real extent of the challenges facing families with regard
to access to utilities and housing conditions, since they only examine individual difficulties. As Figure 2.13
indicates, a much higher proportion of families with children are facing multiple challenges. Overall, nearly 40%
of households with children experience at least five different challenges related to their living environment,
including even a significant share of families classified as resilient. The vast majority of families face at least
one challenge with regard to housing conditions or access to utilities.

Figure 2.13: Average number of challenges with regard to housing conditions and access to utilities among
households with children by economic class, 20133
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3 This table only uses the challenges outlined in Figures 2.11 and 2.12.
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If children are to develop well and become fully productive members of society, they should be brought up
in houses meeting a minimum set of conditions. A good home environment is critical for children’s health
and their ability to study outside school. Yet many children in Georgia miss out, hindering their development.
While the situation is worse for children living in chronic poverty, a high proportion of those that are highly
vulnerable to poverty orinsecure also experience these deprivations. Indeed, poor housing is a clear indication
of the continuing financial challenges facing the vast majority of households in Georgia.

The challenges faced by the children of insecure families are linked, in part, to their carers’ relationship to the
labour market. As Figure 2.14 indicates, very few adults in highly vulnerable and insecure households with
children are in regular employment and receiving a predictable monthly income. In fact, among insecure
households, around 40% of adults are not economically active while 36% either live off the land or are self-
employed. The nature of this employment does not deliver income security, meaning that these households
are more likely to be exposed to the risk of falls in income, perhaps due to poor harvests, the death of
livestock or illness.

Figure 2.14: Employment status of working age adults in households with children by economic class, 2013
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Furthermore, unemployment is a challenge experienced by the vast majority of households in Georgia. Overall,
around 79% of households with children perceived unemployment to be an issue for their households, likely
meaning that either an adult in the household was unemployed, had been recently unemployed or was fearful
of unemployment. As Figure 2.15 shows, unemployment is a particular challenge even for those classified as
resilient and affluent and, necessarily, reduces household income and restricts the ability of households to
invest in their children.
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Figure 2.15: Proportion of households with children experiencing the challenge of unemployment
by economic status, 2013
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In fact, around 12% of children live in households without any employed working age adult, either due to the
disability or unemployment of adults. As Figure 2.16 shows, the more insecure the household, the more likely
they are not to have a working age adult in employment. All of these households will either experience some
heightened degree of risk or, as discussed below, will be dependent on social transfers, in particular old age
pensions.

Figure 2.16: Percentage of children living in households without an employed
working age adult by economic class, 2013
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As with employment, the main sources of income for households with children vary across economic classes.
Figure 2.17 demonstrates that, while there is a significant dependence among those living in chronic poverty
on social transfers — where it comprises over half of all income — the proportion is reduced among those
that are insecure, although is still relatively high at just over a quarter of total income (and 33% for those
highly vulnerable to poverty). In fact, only 35% of household income among the insecure and 27% among
the highly vulnerable comes from salaried employment. The reliance on more unpredictable income from
self-employment is highest among those who are either highly vulnerable or insecure. In fact, a key factor
characterising resilient and affluent families is their greater dependence on salaries and reduced reliance
on social transfers. Furthermore, the more resilient and affluent households with children also have greater
access to support from others, classified here as “private transfers”. It is the poorest and most vulnerable
households that are likely to experience greater social exclusion, as indicated by their lower access to support
from their wider kinship networks.
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Figure 2.17: Sources of income for households with children by economic class, 2013,
as a proportion of average income for that class
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Those living in chronic poverty, the highly vulnerable and the insecure have a relatively significant degree of
dependence on social transfers, however the nature of this dependence varies. As Figure 2.18 demonstrates,
those households living in chronic poverty have the greatest dependence on the TSA rather than on pensions
(although pensions are still a significant source of income). However, as households become more secure,
old age pensions play a more prominent role. Indeed, without access to old age pensions, many insecure
households with children would be in a much more difficult position.

Figure 2.18: Average share of income derived from social transfers in households
with children by economic class, 2013
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The dependence of households with children on old age pensions is related to the demographic composition
of households, as illustrated in Figure 2.19. Overall, nearly half of households with children (46%) have at least
one pensioner in the household, while 47% of children live with a pensioner. It is only among the affluent that
the prevalence of both children and pensioners in the household drops significantly. In fact, it may be possible
that children are moving in with old age pensioners due to the greater income security provided by access
to a pension; 35% of insecure households with children receiving the TSA are headed by a pensioner, while
this rises to 44% among those not in receipt of the TSA. This dependence on old age pensions among highly
vulnerable and insecure households with children is discussed further in Chapter 4.

Figure 2.19: Households with children that contain at least one pensioner by economic class, 2013
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2.3. Summary

As this chapter has shown, static poverty rates can lead to misunderstandings by policymakers when trying to
understand the challenges faced by citizens. Although the child poverty rate in 2013 was 28%, in reality over
a five-year period, from 2009, a total of 67% of children had spent at least one year living in poverty. These
households experience high levels of vulnerability and insecurity, and indeed, the proportion of children
living in secure, affluent households is no more than 4%. Social policy needs to be designed to respond to the
dynamic nature of household wellbeing.

The poverty, vulnerability and insecurity experienced by the majority of households with children in Georgia
is reflected in poor housing conditions and concerns expressed by families about making ends meet, with
many vulnerable and insecure households struggling to feed themselves and provide for their basic needs.
These households have limited access to regular employment and salaries, and many depend on old age
pensions. The following chapter will assess the extent to which the current social security system in Georgia
is responding to the challenges facing the majority of families with children.
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3. SOCIAL SECURITY IN GEORGIA AND ITS EFFECTIVENESS IN ADDRESSING
CHALLENGES FACED BY CHILDREN

During the past century, an international consensus has been reached that an effective social security system
is an essential component of a successful market economy. As a result, over this period developed countries
have invested a significant proportion of their national wealth in social security, currently averaging around
14% of Gross Domestic Product (GDP). This investment has grown steadily since the 19* century and has
underpinned the social and economic success of developed countries, ensuring greater harmony and social
cohesion, playing a key role in tackling poverty and inequality, facilitating the labour market engagement of
people, reducing the exposure of individuals and families to shocks and crises, and stimulating economic
growth by generating greater consumption and demand in the economy. National social security systems
have been developed that enable innovators and entrepreneurs to enjoy the fruits of their labour while
redistributing a portion of the nation’s wealth to those who are less fortunate or face significant disadvantages.

The social security systems of developed countries have evolved to address the main risks and contingencies
faced by individuals throughout the lifecycle. There are many causes of poverty and insecurity but many
are related to stages in an individual’s lifecycle, from childhood to old age. Indeed, the challenges faced by
individuals vary as they move across the life course. Figure 3.1 summarizes the type of challenges faced by
individuals in Georgia that could be addressed by social security schemes. Furthermore, the challenges faced
by an individual also impact other people within their families, households and broader kinship and social
networks. So, for example, the growing frailty of an older person impacts their children, who often divert
resources from their own children to care for the parents; similarly, the birth of a child may lead a mother to
leave work, reducing family income just at the time when costs are rising.

Figure 3.1: Risks across the lifecycle that could be addressed by social security schemes
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The main lifecycle contingencies addressed by the social security schemes of developed countries are
childhood, disability, widow(er)hood, old age and unemployment. As a result, the main schemes offered
tend to be child benefits, disability benefits, old age and survivors’ pensions and unemployment benefits.
In addition, developed countries usually establish small Poor Relief schemes for those living in extreme
poverty, which tend to be tiny residual programmes, with minimal investment. In fact, as Box 4 explains, many
developed countries have moved away from a focus on Poor Relief, which dominated social security spending
in the 19th century, towards building inclusive lifecycle systems.

Box 4: Poor relief in nineteenth century Europe

In the 18™ and 19 Centuries, a number of European countries established social security schemes targeted at
the “poor” in general (often known as Poor Relief). For example, England’s Poor Laws required an investment
of 2.7% of GDP by 1820 (Lindert 2004). These Poor Relief schemes were developed while these countries still
had authoritarian governments. However, as democracy strengthened, the levels of investment in Poor Relief fell,
with expenditure in England, for example, falling to 0.75% of GDP by 1880. The fall in investment was the result
of the middle class gaining the vote and opposing their taxes being spent on the “poor,” while they themselves
were excluded. In response to the demands of the middle class, developed countries began to move towards
an inclusive lifecycle model of social security that also benefitted the middle class, with Poor Relief eventually
comprising only a tiny proportion of investment in social security transfers. The first lifecycle schemes introduced
were old age pensions, but eventually other schemes such as child, disability and unemployment benefits were
introduced. Eventually, access to social security came to be recognised as a basic human right in the Universal
Declaration of Human Rights of 1948, with a focus on its capacity to address lifecycle contingencies.

In recent decades, a number of middle-income countries have also begun to introduce lifecycle social
security systems. Georgia is among them, in particular through its strong commitment to old age pensions
and disability benefits. Figure 3.2 indicates the distribution of investment in social security across a number
of high- and middle-income countries. In general, the highest levels of investment are on old age pensions,
but most countries also have significant spending on disability benefits, survivors’ pensions, unemployment
benefits and child benefits (see Annex 8 for a graph showing absolute levels of investment in these countries).

Figure 3.2: Relative proportion of investment by developed and middle-income countries in lifecycle schemes4
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However, Georgia stands out as an exception due to its very limited investment in social security benefits
for children, which, in 2014, was only 0.04% of GDP. Yet, as Figure 3.2 indicates, it is normal for developed
countries to have extensive systems of income support for children while a number of other middle-income
countries have, in recent years, also begun to invest in child benefits such as: Brazil (0.3%), Argentina (0.5%),
Chile (0.7%), South Africa (1.1%), Mongolia (1.5%) and Uzbekistan (1.5%). In developed countries child benefits
are complemented by additional investment in children through maternity benefits, childcare services, early
childhood development centres and child protection.

Until early 2015, the main avenue of income support for children in Georgia was through the Targeted Social
Assistance (TSA) scheme, although support was indirect, since it was provided to the household. The TSA
programme has grown since its inception in 2006 and, in early 2015, reached around 15% of households
(144,000 in total), although only 104,000 children — 14% of children aged 0-16 years — were incorporated.
Overall, in 2014, the programme cost around GEL284 million (5126 million), around 0.93% of Georgia’s GDP.

However, the TSA is not particularly effective at reaching its target group of 15% of households. In 2013, only
56% of the poorest 15% of households — when measured against expenditure — were able to access the TSA,
meaning that 44% missed out. Furthermore, when measured against household incomes, 66% missed out.
A similar picture is apparent in Figure 3.3, which shows that the coverage of the poorest households by the
TSA — when measured by their income — is limited. Indeed, the coverage of the TSA between deciles two and
six is relatively constant.

Figure 3.3: Percentage of households receiving the TSA by pre-TSA income and expenditure decile, 2013
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Of even greater concern is the limited access of households with children living in chronic poverty — who
should be a priority group —to the TSA. As Figure 3.4 indicates, in 2013, only 42% of these households received
the TSA. Furthermore, only 15% of those in chronic poverty received the TSA in all three years of the WMS
panel survey (2009, 2011 and 2013), despite the fact that they were consistently living in poverty. So even
among this priority group, the vast majority of children missed out on the TSA, which will no doubt harm their
long-term development.
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Figure 3.4: Coverage of the TSA among households with children by economic class, 2009-2013
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It is unsurprising that the TSA is relatively inaccurate in its selection of beneficiaries given that it uses a proxy
means test methodology, which is well known for having significant built-in design errors (Kidd and Wylde
2011). Yet the TSA is one of the best-targeted Poor Relief scheme in developing countries. So, realistically, it
is unlikely that the selection of beneficiaries could be improved much more.> Furthermore, the high rate of
income dynamics in Georgia is likely to mean that the targeting effectiveness of the TSA will continue to vary
year on year.

In fact, the TSA suffers from the challenge of estimating only static poverty and cannot be responsive to
changes in household wellbeing. Since it uses a proxy means test, which measures fixed assets and proxies, it
cannot measure short-term changes in income. So, if a family experiences a crisis and falls into poverty, unless
it dispenses with its assets — which would undermine the family’s long-term recovery — the proxy means test
would not predict that it is poor. Such a family would, therefore, be excluded from the TSA by the PMT. A
targeting mechanism that requires families to divest themselves of their assets to qualify makes little sense
since families require their assets to recover from their crisis.

Indeed, the TSA only offers families protection once they have fallen into poverty. It does not prevent families
from falling into poverty if they experience a crisis. In contrast, as a universal scheme, the social pension helps
prevent people from falling into poverty since even those above the poverty line are able to receive it. So, if a
pensioner family experiences a crisis, it already has access to a social security scheme that may well cushion
any fall in income and help keep the family out of poverty. Furthermore, evidence from universal pensions
around the world indicates that they offer a promotive function: the security of knowing that the pension
will never be withdrawn encourages older people —and their families — to invest in micro-enterprises, further
improving the wellbeing of families.® In contrast, the TSA could be withdrawn at any time — if a family is found
to be no longer “poor” — undermining the long-term security that encourages families to invest.

In fact, a further disadvantage of the TSA is that it potentially creates disincentives to work, due to its poverty
targeting. These disincentives are most pronounced among single mothers; overall, women who receive the
TSA are 9 to 11 percentage points more likely to be economically inactive when compared to women living in

5  The World Bank developed the Coady-Grosh-Hoddinott index to measure the efficacy of targeting. It examines the proportion
of beneficiaries that are in the poorest 40% of the population. In Georgia, 85% of beneficiaries were in the poorest 40%, which
would give a score of 2.1, which is the second best targeted programme found by Coady et al (2004).

6  See Kidd (2015) for further information.
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non-participants’ households’ (Kits et al 2013). Given that the value of the TSA transfer has risen significantly
since 2013, this disincentive effect is likely to have also risen, since the marginal rate of taxation associated
with taking work will have grown. Similar disincentives have been found with poverty targeted programmes
in Europe: schemes that select people living in poverty often encourage them to remain in poverty so that
they can continue to receive the benefit (Kidd 2012). In contrast, the social pension does not create this
disincentive since it is universal and is not withdrawn if recipients invest the transfer and improve their
situation. The social pension, therefore, encourages people to be more affluent, while the TSA is designed
to inadvertently encourage people to remain poor (a strange objective for social policy). Box 5 explains how
poverty targeting generates marginal rates of taxation that discourage people from entering work.

Box 5: Poverty-based selection and disincentives to work — a simple illustrative example

Let us assume that a country provides families with young children with a social protection benefit of $10,000 per
year. Choices on the selection mechanism are likely to have a significant impact on the actual incomes of those
families.

In a country that only selects families earning less than $10,000, a family earning $9,000 would receive an income
of $19,000. However, a family earning $11,000 would have the entire social protection benefit withdrawn —
an extremely high marginal rate of taxation — leaving them with only their income from work, in other words
$11,000. It would make sense for them to work less and earn $9,000 since this would increase their income to
$19,000.2

In contrast, in a country providing universal benefits, a family earning $9,000 would have an overall income of
$19,000 while a family with an earned income of $11,000 would have an overall income of $21,000. There would
be no disincentive to work. Instead, work would guarantee a higher income. Children in these families would be
much better off.

Despite its failings, the TSA is perhaps the largest and most generous Poor Relief scheme in the world. As
Figure 3.5 indicates, its budget is significantly higher than other well-known Poor Relief schemes in developing
countries. Indeed, the maximum budget in other countries is no more than 0.6% of GDP, which is only around
two-thirds of the expenditure on the TSA, and the majority of countries invest less than 0.4% of their GDP.
Yet some of these schemes have much higher coverage than the TSA, many reaching more than 20% of
households. Furthermore, in general, the value of the transfers provided by other schemes is significantly
lower than that of the TSA. While the TSA provides an average transfer equivalent to around 33% of GDP per
capita, Brazil’s famous Bolsa Familia scheme offers only 3.7%, China, 4%, the Philippines, 8%, and Indonesia,
up to 7%.° This suggests that there is scope for Georgia to reduce the generosity of the TSA to bring it more
into line with international experience and use savings in other more progressive schemes — such as a child
benefit —that reach both TSA families and many others that are still insecure. Furthermore, given the targeting
errors in the TSA, by allocating funds to more progressive schemes, the many households living in extreme
poverty that are excluded from the TSA will be able to access to at least some assistance from social security.
This is discussed further in Chapter 4.

Among men, there was no statistically significant effect.

Some developed countries try to use some form of tapering to reduce the benefit gradually and lower the marginal rate of
taxation. However, this is very challenging to implement and, even in developed countries, can fail.

9  Kidd and Huda (2013) and Kidd and Damerau (2015). The value for Brazil refers only to the basic poor relief element of Bolsa
Familia and not the additional child benefit.
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Figure 3.5: Budgets of Poor Relief schemes in developing countries, as a percentage of GDP per capita®®
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Although the vast majority of children — including the highly vulnerable and insecure — do not have access
to the TSA, they do still benefit from some social transfers. In fact, around 57% of children live in households
receiving some form of social transfer. Figure 3.6 shows the proportion of households with children in each
economic class receiving transfer income and the source of that income, in 2013. Among households living in
chronic poverty, there was a similar level of dependence on old age pensions and the TSA. However, among
highly vulnerable and insecure households, the pension was more important and the TSA much less so. Even
among resilient and affluent households with children, a high proportion received old age pensions.

Figure 3.6: Percentage of households with children who receive social transfers by type of transfer
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10 Sources: Fiszbein and Schady (2009), Kidd and Huda (2013) and Kidd and Damerau (2015).
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In fact, old age pensions are more effective than the TSA in tackling child poverty at the macro level. While
social transfers overall reduced the national child poverty rate by 29% in 2013 (from a pre-transfer poverty
rate of 40% to a post-transfer poverty rate of 28%), as Figure 3.7 shows, the pension contributed 69% of this
reduction, while the TSA contributed only 20%. Yet it is not the role of pensions to tackle child poverty. The
dependence of poor, vulnerable and insecure households with children on old age pensions should be a
significant policy concern, since their use in supporting children detracts from their main purpose, which is
to offer income security and dignity to older people. Indeed, the dependence of households with children on
pension income is likely to undermine the wellbeing of many older people.

Figure 3.7: Relative contribution of different social transfers to reductions in the child poverty rate, 2013
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Overall, in 2013, the vast majority of households with children were unable to access any form of social
transfer meant specifically for children, despite their high levels of poverty, vulnerability and insecurity. Yet,
as Chapter 2 indicated, if their children are to flourish, these households are in clear need of support from
social security.

In response to this need, in May 2015, the government of Georgia introduced a Child Benefit of GEL10 per
month for around 40% of children between the ages of 0 and 15 years (in other words, those with a proxy
means test score of under 100,000). The total cost of the benefit is around 0.1% of GDP, which — as indicated
earlier — is a small investment compared to other high- and middle-income countries. Fiscal space for the
Child Benefit was created by reallocating funds from the TSA budget surplus.? At the same time, the eligibility
criteria of the TSA have been made more child-sensitive with the total number of TSA beneficiaries remaining
the same, although the proportion of households receiving the TSA is likely to fall from 15% to 11%.*

According to Baum et al (2015) the combined TSA and new Child Benefit should reduce child poverty by
around 11.5% — from 30.4% to 26.9% — while the national poverty rate should fall from 24.9% to 23.4%.**
Figure 3.8 shows the likely change in poverty rates across age groups as the result of the reforms to the TSA
(which is referred to as the status quo, since it is now implemented) when compared to no TSA and Child
Benefit. The combination of the TSA and Child Benefit has brought about a significant improvement in the
poverty rate among children, as well as across the working age population. Baum et a/ (2015) also provided
evidence of how the introduction of the Child Benefit increased the impact of the previous TSA-only system.

11 See Baum et al (2015) for further information on the introduction of the child benefit.
12 The TSA budget has a buffer and the child benefit is financed by this buffer.
13 This estimate is based on information in Baum et al (2015).

14 Baum et al (2015) used the Household Budget Survey data set —implemented by GeoStat — for these simulations which
explains why the poverty rates are slightly different to those presented earlier, when the WMS data set was used.
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Figure 3.8: Impacts across age groups of the current reforms to the TSA and the introduction of a Child Benefit
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While the introduction of the Child Benefit to complement the TSA is an improvement over the TSA alone,
it does not go far enough in addressing the real challenges experienced by the vast majority of the nation’s
children, which were highlighted in Chapter 2. As Figure 3.9 indicates, although the coverage of children in
the poorest quintile of the population will improve significantly with the introduction of the Child Benefit, the
coverage across deciles three to seven is relatively low, leaving out the majority of children and continuing to
leave them both highly vulnerable and insecure. This is the result of the Child Benefit only reaching 40% of
children under 16 years, despite many more children being in need.

Figure 3.9: Comparison of coverage of children by the TSA only and the TSA with the new child benefit for children
aged 0-15 years in eligible households™
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Furthermore, the value of the Child Benefit at GEL10 per month is low by international standards and, as a
result, its impacts on the wellbeing of children will be limited. Figure 3.10 compares the value of Georgia’s
Child Benefit — as a percentage of GDP per capita — with other child benefits across the world. Its value of
1.75% of GDP per capita is one of the lowest in the world and well below other middle-income countries such
as Mongolia, Argentina and South Africa, and even Nepal, perhaps the poorest country in Asia. While it is on
par with Brazil and Bangladesh, in both of these countries the value of the transfer is recognised as very low.

15 Eligible households are those with a proxy means test score of under 100,000, which is approximately 40% of children under
16 years.
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Figure 3.10: Comparison of value of Georgia’s child benefit with other countries®

Percentage of GDP per capita

Therefore, although Georgia’s social security system is moving towards a lifecycle system, it still has significant
gaps, in particular among children. Although the recent introduction of a Child Benefit has been a positive
step forward, it is still insufficient to meet the needs of the vast majority of children who, as Chapter 2
indicated, are living in highly vulnerable and insecure households, with insufficient income to adequately care
for and support them. The following chapter will, therefore, examine policy options for offering additional
support to families in Georgia —in particular those of working age —to ensure that they are in a better position
to give their children the best lives possible, while also reducing the burden on the old age pension, which, to
a large extent, is taking on the role that should be performed by a child benefit.

Indeed, if Georgia is considering extending the Child Benefit, it could take lessons from the old age pension,
which is one of the most successful schemes across developing countries (see Box 6). These key lessons
include the effectiveness of universal provision and more generous values of benefits. If these lessons were
adopted by Georgia for its Child Benefit, it would make a significant move towards the type of scheme that
has been very successful in developed countries. In fact, 27 countries worldwide offer universal child benefits
(ILO 2014).

Box 6: Georgia’s old age social pension — a lesson in success

Georgia’s old age pension is, without doubt, the most effective social pension among developing countries.
Georgia’s investment of 4.3% of GDP in the pension is significantly higher than other developing countries and,
as Figure 3.11 indicates, the value of the pension —as a percentage of GDP per capita —is also among the highest
in the world.”” Given that the older population will continue to increase, it is probably sensible for Georgia to
limit any further increases in the value of the pension to inflation and invest additional resources in other social
security schemes, such as the Child Benefit.

16 Source: Source: Kidd and Huda (2013), SASSA (2011), Baum et al (2015) and authors’ calculations based on information
provided by Hideyuki Tsuruoka, who obtained information from national government websites and the Eurostat database at:
http://ec.europa.eu/eurostat/data/database.. The values of many of the European child benefits are for the first child only. For
subsequent children, it is common for the value of the benefits to increase, per child.

17 Theincrease in the pension value from GEL150 per month to GEL160, in September 2015, may have increased the cost of the
pension as a percentage of GDP.
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Figure 3.11: Value of Georgia’s old age pension in comparison to other social pensions in developing countries®
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The old age pension is particularly effective in its selection and includes almost all older people, in particular
those living in poverty and who are highly vulnerable and insecure. Figure 3.12 shows the coverage of the pension
across consumption deciles — using only households with older people — and demonstrates that almost all older
people are able to access the programme, including those living in the greatest poverty, due to the universal
nature of the scheme. This contrasts markedly with the relatively low coverage of the TSA and current Child
Benefit, which exclude many of their target households and children in need.

Figure 3.12: Percentage of households with persons above the pension age that receive the old age pension, by
expenditure decile (pre-transfer)
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Of course, the pension could be improved in a number of ways. For instance, Georgia could introduce a
contributory pension that enables those with higher incomes to save for old age themselves, and ensure they
receive a higher value pension (see Kidd 2015 for more information on developing pension systems). Nonetheless,
the effectiveness of the pension in addressing the needs of older people in Georgia provides important lessons on
how to address the needs of children, in particular by offering universal or high coverage and a value of benefit
that is in line with international good practice.

18 Source: Baum et al (2015), Kidd, Abu-el-Haj et al (2015) and Pension Watch database at: http://www.pension-watch.net
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4. POLICY OPTIONS FOR STRENGTHENING CHILD WELLBEING

As discussed earlier, Georgia has begun to follow the path of most countries in building a lifecycle social
security system. While progress has been made in developing effective and inclusive old age and disability
pensions, the social security provision for children and working age families is much more limited. This
chapter, therefore, will examine how Georgia can further strengthen its lifecycle social security system by
expanding support to these two groups. Options that will be considered are an inclusive Child Benefit that
aims to reach all children experiencing poverty, vulnerability and insecurity; maternity benefits, for women in
work who give birth; unemployment insurance; and childcare provision for caregivers who want to return to
employment after the birth of their children.

4.1. An inclusive child benefit

While Georgia’s introduction in 2015 of a child benefit is a positive step forward, it still exhibits a range
of weaknesses. As indicated earlier, the value of the transfer is low in international comparison while its
coverage — at 40% of children under 16 years — means that a large number of children experiencing lives
of insecurity and vulnerability to poverty are excluded from the scheme. Indeed, due to the inaccuracies of
the proxy means test, even some of the poorest children will miss out. This compares to the efficacy of the
universal pension, which reaches almost all older people, in particular those living in poverty and insecurity,
while offering some of the most generous benefits in the world. As indicated by Box 6, its successful provision
of high value transfers and high coverage is a model to be followed by the Child Benefit.

This section considers three options for expanding the Child Benefit, as set out in Table 4.1. Two options
propose reducing the cost of the TSA to finance the Child Benefit, while the other proposes not cutting the
TSA but providing a Child Benefit in addition to the TSA. The Child Benefit is proposed at a value of GEL25 per
month —or 4.4% of GDP per capita — which, as Figure 3.10 indicated, is around the international norm used by
more progressive child benefits. In all three options, the cost of the TSA would remain above that of the vast
majority of other Poor Relief schemes in developing countries, so it could still be regarded as generous. And,
of course, all TSA beneficiaries with children would receive the Child Benefit, in addition to the TSA benefit.

Table 4.1: Proposed child benefit options for Georgia

Option | Monthly Proportion of Monthly TSA budget | Annual cost of | Annual cost | Additional funding
value of children under child benefit child benefitas | of TSA as % required as % of
transfer 16 years budget % of GDP of GDP*° GDP

1. GEL25 70% 11,735,000 12,000,000 0.46% 0.46% 0.00%

2. GEL25 70% 11,735,000 23,735,000 | 0.46% 0.92% 0.46%

3. GEL25 100% 16,744,000 12,000,000 0.65% 0.46% 0.19%

The Child Benefit itself would cost between 0.46% and 0.65% of GDP, which is significantly less than what
Mongolia and South Africa invest in their child benefits?® (both also provide almost universal old age pension
coverage and disability benefits). Furthermore, since the number of children is falling as a proportion of the
total population, the Child Benefit should become even cheaper over time, as a percentage of GDP. The total
additional cost of the options would vary: there would be no additional cost with Option 1, a small increase
of 0.19% of GDP if the universal child benefit option were chosen (alongside a reduction in the TSA budget)
and an increase of 0.46% of GDP if there were no reduction in the budget of the TSA.

19 The value of the TSA as a percentage of GDP is —at 0.92% of GDP — slightly lower than the figure reported earlier for the cost of
the TSA in 2014 (at 0.93% of GDP). This is because the analysis has used the IMF’s prediction for Georgia’s GDP for 2015. See:
the IMF’s World Economic Outlook Database at http://www.imf.org/external/pubs/ft/weo/2015/02/weodata/index.aspx

20 Mongolia invests around 1.4% of GDP in its universal child benefit and South Africa invests around 0.9% of GDP.
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The three options vary in terms of their coverage of the Child Benefit. Two of the options propose offering
coverage to 70% of children aged 0-16 years, while the other proposes universal coverage. The 70% coverage
is chosen because, as Figure 2.3 indicated, around 70% of children spent at least one year living in poverty
between 2009 and 2013. Box 7 describes how 70% of children could be targeted. However, to accommodate
the need to reduce the TSA budget under options 1 and 2, the TSA coverage is reduced slightly to around 10%
of households (but remains the same as the status quo, under Option 2). The values of the TSA benefit and
the proposed Child Benefit are explained in more detail below:*

Option 1: Expansion of the Child Benefit to cover 70% of children, funded through a reduction of the
TSA programme. Households receive TSA benefits of GEL37 and GEL30 for each member of the household
if their proxy means test scores are below 30,000 and 57,000, respectively (this would limit coverage of
the TSA to 10% of the population).?? The value of the Child Benefit increases to GEL25 per month and its
coverage is 70% of children, corresponding to children living in households with a proxy means test score
below 151,550.

Option 2: Expansion of the Child Benefit to cover 70% of children and no change to the TSA programme.
Households receive TSA benefits of GEL60, GEL50, GEL40 and GEL30 for each member of the household if
their TSA scores are below 30,000, 57,000, 60,000 and 65,000, respectively. The value of the Child Benefit
increases to GEL25 per month and its coverage is 70% of children, corresponding to children living in
households with a TSA score below 151,550.

Option 3: A universal Child Benefit, partially funded through a reduction of the TSA programme.
Households receive TSA benefits of GEL37 and GEL30 for each member of the household if their proxy
means test scores are below 30,000 and 57,000, respectively (this would limit coverage of the TSA to 10%
of the population). The value of the Child Benefit increases to GEL 25 per month and covers all children
under 16 years of age.

Box 7: The mechanism for selecting 70% of children

If the 70% coverage option were chosen, the scheme could use a form of affluence testing to identify beneficiary
children (although, in the simulations used in this paper, the proxy means test is replicated). An affluence test
is different to poverty targeting in that it implies identifying those who are wealthier, rather than trying to
identify those living in poverty. It is easier to identify those who are wealthier than those living in poverty since,
as Figure 4.1 indicates, at the upper end of the wealth spectrum, there is greater differentiation in per capita
consumption between households, whereas among the majority of the population, there is minimal difference.?
It is, therefore, potentially easier to exclude those who are wealthier. South Africa’s Child Support Grant reaches
around 60% of children and uses a form of affluence testing.?* Nonetheless, affluence testing does not entirely
eliminate errors and is less effective than universal coverage in ensuring that all those eligible for the scheme
are included. However, it does increase the chances of including the poorest children, compared to the much
narrower targeting that is currently employed in Georgia.
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The status quo is that households receive TSA benefits of GEL60, GEL50, GEL40 and GEL30 if their TSA scores are below 30,
000, 57,000, 60,000 and 65,000, respectively. Additionally, a child benefit of GEL10 per month is paid out for each child in
households with a TSA score below 100,000.

As indicated earlier, with the introduction of the Child Benefit and the new TSA PMT formula, it is expected that the coverage
of the TSA will fall to 11% of households anyway.

The greater differentiation between households begins at around the 90th percentile, so there are likely to be errors regarding
households around the 70th percentile. Furthermore, due to income dynamics, accurately identifying households in any form
of means test is not possible, even with an affluence test.

The South African Child Support Grant selects children using a means test with a high eligibility threshold. The means test is
not verified.
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Figure 4.1: Distribution of consumption among children, indicating how affluence testing could be employed
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Table 4.2 compares the impacts on child poverty rates of the different TSA and Child Benefit options set out in
Table 4.1, as well as the current status quo — the Child Benefit of GEL10 for 40% of children under 16 years.?
All options bring about a decrease in child poverty compared to the current situation, and, unsurprisingly,
Option 2 — which requires the largest increase in budget — delivers the most significant decrease, at 16.2%.
But, of great interest, is the finding that Option 1 — which entails no increase in budget on the status quo yet
reaches almost twice as many children — performs slightly better than the current status quo, reducing child

poverty by a further 0.5%. Option 2 would also bring about a decrease in inequality compared to the status
quo.

Table 4.2: Impacts of the Child Benefit options on child poverty rates and Gini
co-efficients compared to the status quo®®

Option Poverty rate after Poverty rate reduction Gini co-efficient Gini co-efficient
Child Benefit compared to status quo | after Child Benefit reduction.
Option 1. 24.1 -0.5% 0.365 +2.3%
Option 2. 20.3 -16.2% 0.350 -2.0%
Option 3. 23.7 -2.2% 0.365 +2.3%

Figure 4.2 shows the impacts of the different options across age groups compared to the status quo. As
indicated in the previous paragraph, all three options reduce the child poverty rate, although the status quo

25 The micro-simulations of the different policy options use consumption data from the Household Budget Survey (HBS)
implemented by GeoStat in the third quarter of 2013 as well as information collected in early 2014 that was used to develop a
new proxy means test formula to identify households living in poverty. The simulations use this new formula developed for TSA
targeting, as it has been implemented since May 2015. The value of the old age pension has been increased to GEL160 in the
computations to reflect the latest increase in September 2015.

26  Since a different dataset was used to estimate the results here, compared to those earlier in the paper, the poverty rate for
children under the status quo is lower, at 24.2%.

37



CHILD WELLBEING AND SOCIAL SECURITY IN GEORGIA: THE CASE FOR MOVING TO A MORE INCLUSIVE NATIONAL SOCIAL SECURITY SYSTEM

performs better than Options 1 and 3 among younger people (15 to 24 years) who are not reached directly
by the Child Benefit and those aged between 35 and 50 years. Of course, if the Child Benefit were extended
to incorporate 16 to 18 year olds, it would have a greater impact on older adolescents. The best performing
option across all age groups is the Child Benefit for 70% of children, with no decrease in the TSA budget.

Figure 4.2: Impacts of the various child benefit options compared to the status quo
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However, examining impacts on poverty rates provides only a limited picture of the true impacts of schemes.
As this paper has shown, a high proportion of children in Georgia are insecure and in need of additional
financial support from the State. One challenge with the status quo option — with a Child Benefit reaching
only around 40% of children under 16 years — is that a high proportion of these insecure children receive no
support at all. Figure 4.3 illustrates this point by showing the coverage across the consumption deciles — from
poorest to richest — of the status quo and the options set out in Table 4.1 (apart from the universal Child
Benefit). The status quo does not even reach all households in the poorest decile, despite being targeted
at the poorest. Yet, when the Child Benefit is expanded to 70% coverage, a much higher proportion of the
poorest households are reached. Furthermore, over 50% of those in the middle consumption deciles are
reached, corresponding to many of the insecure children. In reality, if a new and more effective affluence test
were designed, coverage would likely be even higher among insecure households.
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Figure 4.3: Coverage of children by TSA and/or Child Benefit by household decile under different policy options
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The most effective option is without doubt the universal Child Benefit, which is not shown in Figure 4.3,
as it would ensure that all children in Georgia receive financial support, in particular the poorest and most
insecure children. As demonstrated earlier, this could be achieved by an increase in budget of only 0.19% of
GDP, if a decision were taken to reduce expenditure on the TSA.

4.2. Maternity and unemployment insurance

Two of the major “shocks” that can hit working age families are the birth of a child and unemployment. Yet
Georgia provides no protection to its citizens when either of these contingencies occur. As a result —and as
Box 3 indicated — the chances are significantly increased that childbirth and unemployment will push families
into poverty. As countries develop, maternity and unemployment benefits are two of the key social security
schemes that should be established.

While, in theory, maternity and unemployment benefits could be financed from general government revenues,
itis also possible for employees to finance their own protection through social insurance mechanisms. Georgia
does not yet have a social insurance system in place, although the next step in strengthening the old age and
disability pension systems would be to establish a social insurance scheme that enables employees to self-
finance higher levels of protection than can be provided by the State. Social insurance schemes are financed
by employees’ contributions through compulsory payroll taxation, and can be collected alongside income
taxes. Georgia could either develop maternity and unemployment insurance alongside the development of
a broader old age and disability pension system, or they could be developed as a precursor to contributory
pensions. An additional advantage of a social insurance mechanism is that the funds generated can be used
for investment in business and/or infrastructure, thereby stimulating economic growth while also increasing
the overall value of the fund.

Actuarial calculations would have to be undertaken to determine the value of contributions that employees
would have to make to deliver maternity and unemployment insurance that is worthwhile and effective. First
of all, the government would have to decide the length of support that would be provided; for example, it
could decide to pay both for six months. This might be sufficient time for the unemployed to find a new job

39



CHILD WELLBEING AND SOCIAL SECURITY IN GEORGIA: THE CASE FOR MOVING TO A MORE INCLUSIVE NATIONAL SOCIAL SECURITY SYSTEM

and for women to be in a position to return to work — although, as the next section explains, this may depend
on the availability of childcare services. Furthermore, government would have to decide on the value of the
benefits, as this would also influence the size of the contributions. It is likely that contributions could be in
the range of 1-3% of salaries. It would be important for both men and women to contribute to maternity
insurance; if not, employers would be likely to discriminate against taking on female employees, since they
would imply higher costs.

In developing the scheme, the government could create a parastatal social insurance institution to manage the
schemes and take responsibility for collecting contributions and disbursing payments. The institution could
be placed under the responsibility of an appropriate ministry, such as the Ministry of Finance or Ministry of
Health, Labour and Social Affairs, which would exercise oversight. However, the social insurance institution
would also be responsible for its investment decisions, as it seeks to grow the size of the fund to benefit
its members. If both unemployment and maternity benefits were financed by social insurance, the cost to
government would be zero.

Maternity and unemployment benefits would make an enormous difference to the wellbeing of children.
They would address two of the main risks faced by working age families, preventing them from falling into
poverty and giving them time to put their affairs back in order. Families would, therefore, be in a much
stronger position to return to employment and ensure that their incomes are re-established and that they can
increase their investment in their children. Furthermore, if a maternity benefit were in place for six months, it
would —in combination with the Child Benefit — ensure that children received the best start at life, just at the
point when they are most vulnerable. However, once the maternity benefit stops, mothers must be able to
return to work to maintain family incomes, if they so desire. To ensure that this is possible, childcare services
need to be available, which are discussed in the next section.

4.3. Childcare services for working families

There is growing evidence across developed countries that a key factor in lowering child poverty is free
childcare. As Figure 4.4 indicates, there is a clear relationship between government investment in childcare
services and the percentage reduction in child poverty in developed countries. Free childcare enables
caregivers — usually mothers — to return to work after the birth of a child. As a result, they can maintain
their family incomes at a time when they are facing additional costs as a result of caring for their child.
In developed countries, the main beneficiaries of free childcare are single mothers, since they find it most
difficult to return to work without support from the State (Kidd 2012). If caregivers have to pay for childcare,
they have minimal incentives to return to work, since a high proportion of their salaries may be absorbed by
childcare, in particular for those with lower incomes.
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Figure 4.4: Relationship between poverty reduction and childcare in developed countries27
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However, it is also evident from Figure 4.4 that childcare has the greatest impact when it is offered on a
universal basis, and not just targeted at those on low incomes. It is in the Nordic countries — where childcare
provision is free — that the greatest impacts on child poverty are found. This means that all caregivers wanting
to return to work are able to do so.

Childcare services also offer employment to mothers of young children. State childcare provision requires
carers, and these can be mothers themselves. Therefore, childcare can act as a form of employment
programme, which, through its design, generates further employment for many others.

Furthermore, childcare can be self-financing if an effective income tax system is in place. Studies in the
United Kingdom, Denmark and Quebec (Canada) have shown how the increased participation of women in
employment generates tax revenues that can fully cover the cost of childcare and even deliver a profit for
the State (Ben-Galim 2011). They also help generate economic growth, in particular when they enable skilled
workers to return to the labour market. For instance, almost free childcare in Quebec added 1.5% to the
province’s GDP growth.

Based on the international evidence, Georgia should consider establishing universal, free childcare for
mothers of young children, which can be linked to Early Childhood Development (ECD) centres. It should bring
the same benefits as in other countries, increasing family incomes and enhancing the wellbeing of children.
It should offer employment to many women and could be self-financing through both income and indirect
taxes.

27 Source: Whiteford and Adema (2007) and OECD.StatsExtract at http://stats.oecd.org/Index.aspx?datasetcode=SOCX_AGG.
The Y Axis shows the proportion that poverty is reduced as a result of child benefits and taxation.
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5. CONCLUSION

Georgia’s introduction of a Child Benefit in 2015 was a significant step forward for children. Yet much more
is needed. This paper has shown that the vast majority of children in Georgia experience insecure lives and
are in need of additional support from the State. Indeed, if alternative — but valid —assumptions were used in
the analysis of the national household survey, the poverty rate for children would be 56%. The current Child
Benefit offers coverage that is too low to reach all those in need and has a very low benefit value.

In the absence of an effective system of social security support for children and working age families, Georgia’s
old age pension plays an important role in offering security to many families. Yet this should not be the role of
an old age pension, and the reliance of children and working age people on the old age pension undermines
the wellbeing of older people.

The expansion of the Child Benefit to the majority of children would help take the pressure off the pension
system. Its introduction could be financed either by reducing investment in the TSA —while ensuring it remains
one of the most generous Poor Relief schemes in the world — or by investing only an additional 0.46% of GDP
(which is the equivalent of a small proportion of the increase in investment in the pension in recent years).
The expansion of the Child Benefit should be complemented by other reforms in the national social security
system, including the introduction of maternity and unemployment insurance, as part of a broader social
insurance pension system, as well as the extension of free childcare services.

If these policies were introduced, they would significantly boost the wellbeing of children while bringing
further advantages to the nation as a whole. By investing in children now, the country will improve its
prospects by enhancing the quality of its future workforce. Furthermore, by enabling more women to return
to the workforce after giving birth, the country could maximise its productivity and limit the loss of skilled
labourers. Finally, an expansion of the Child Benefit could offer a further stimulus to the economy, generating
greater consumption and offering opportunities to entrepreneurs.

A country’s future is its children. At present, the vast majority of Georgia’s children are experiencing insecurity,
with families unable to fully invest in them. It is the role of the State to step in and help secure their future.
Politicians who are willing to take up this challenge and offer support to working age families across Georgia
will almost certainly reap the political benefits.
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Annex 1: Household poverty transition matrices for the balanced panel

Using the general poverty line (= US$ 2.50 per day)
Wave 2 (2011)

Poor Non-poor Total

Wave 1 Poor 51 49 100

(2009) Non-poor 24 76 100
Wave 3 (2013)

Poor Non-poor Total

Wave 2 Poor 36 64 100

(2011) Non-poor 14 86 100
Wave 3 (2013)

Poor Non-poor Total

Wave 1 Poor 33 67 100

(2009) Non-poor 14 86 100

Using the extreme poverty line (= US$1.25 per day)

Wave 2 (2011)

Poor Non-poor Total

Wave 1 Poor 16 84 100

(2009) Non-poor 8 92 100
Wave 3 (2013)

Poor Non-poor Total

Wave 2 Poor 10 90 100

(2011) Non-poor 2 98 100
Wave 3 (2013)

Poor Non-poor Total

Wave 1 Poor 7 93 100

(2009) Non-poor 3 97 100

Using the relative poverty line (60% of national median

consumption)
Wave 2 (2011)
Poor Non-poor Total
Wave 1 Poor 49 51 100
(2009) Non-poor 22 78 100
Wave 3 (2013)
Poor Non-poor Total
Wave 2 Poor 36 64 100
(2011) Non-poor 13 87 100
Wave 3 (2013)
Poor Non-poor Total
Wave 1 Poor 31 69 100
(2009) Non-poor 13 87 100

Source: Calculations using Georgia WMS waves 1, 2 and 3. Observations weighted using balanced panel weight.
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Annex 2: Proportion of balanced samplein each cell of the poverty transition matrices

Using the general poverty line
(= USS 2.50 per day)

Wave 2 (2011)

Poor Non-poor Total
Wave 1 Poor 22 21 42
(2009) Non-poor 14 44 58
Total 35 65 100
Wave 3 (2013)
Poor Non-poor Total
Wave 2 Poor 13 22 35
(2011) Non-poor 9 56 65
Total 22 78 100
Wave (2013)
Poor Non-poor Total
Wave 1 Poor 14 29 42
(2009) Non-poor 8 49 58
Total 22 78 100
Using the extreme poverty line
(= US$1.25 per day)
Wave 2 (2011)
Poor Non-poor Total
Wave 1 Poor 1 8 9
(2009) Non-poor 7 84 91
Total 8 92 100
Wave 3 (2013)
Poor Non-poor Total
Wave 2 Poor 1 8 8
(2011) Non-poor 2 90 92
Total 3 97 100
Wave (2013)
Poor Non-poor Total
Wave 1 Poor 1 9 9
(2009) Non-poor 2 89 91
Total 3 97 100
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Using the relative poverty line
(60% of national median consumption)

Wave 2 (2011)
Poor Non-poor Total
Wave 1 Poor 20 21 41
(2009) Non-poor 13 46 59
Total 33 67 100
Wave 3 (2013)
Poor Non-poor Total
Wave 2 Poor 12 21 33
(2011) Non-poor 9 58 67
Total 20 80 100
Wave (2013)
Poor Non-poor Total
Wave 1 Poor 13 28 41
(2009) Non-poor 8 52 59
Total 20 80 100

Source: Calculations using Georgia WMS waves 1, 2 and 3. Observations weighted using balanced panel weight.
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Annex 3: Three-wave poverty paths for the balanced panel, 2009-2011-2013

Using the general poverty line
(= USS 2.50 per day)

Using the extreme poverty line
(= US$1.25 per day)

Poverty % of HH Poverty % of HH
paths paths

PPP 9.5 PPP 0.2
NNN 39.1 NNN 82.2
PPN 12.2 PPN 1.2
PNN 16.5 PNN 7.3
PNP 4.3 PNP 0.4
NPP 34 NPP 0.6
NPN 10.2 NPN 6.3
NNP 4.9 NNP 1.7
Total 100.0 Total 100.0

Using the relative poverty line
(60% of national median consumption)

Poverty % of HH

paths

PPP 8.6
NNN 41.6
PPN 11.3
PNN 16.8
PNP 3.9
NPP 3.2
NPN 10.1
NNP 4.6
Total 100.0

Note: P stands for poor and N stands for non-poor.

Source: Calculations using Georgia WMS waves 1, 2 and 3. Observations weighted using balanced panel weight.
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Annex 4: Quintile transition matrices for the balanced panel

Wave 2 (2011) quintiles
1 2 3 4 5 Total
1 39 24 18 12 7 | 100
Wave 1 2 25 25 23 16 10 | 100
(2009) 3 18 23 24 21 14 | 100
quintiles 4 12 15 22 26 24 | 100
5 5 12 13 25 44 | 100

Wave 3 (2013) quintiles
1 2 3 4 5 Total
1 40 27 16 10 5] 100
Wave 2 2 25 23 21 19 12 | 100
(2011) 3 17 23 24 23 13 | 100
quintiles 4 11 16 23 24 26 | 100
5 7 11 16 23 43 | 100

Wave 3 (2013) quintiles
Q1 Q2 Q3 Q4 Q5 Total
1 36 26 16 13 9| 100
Wave 1 2 25 24 20 18 13 | 100
(2009) 3 20 20 26 21 13 | 100
quintiles 4 12 19 21 24 24 | 100
5 7 10 17 24 41 | 100

Note: The quintiles are based on household expenditure per adult
equivalent; quintile 1 contains the poorest 20% of households, and
quintile 5 contains the wealthiest 20%.

Source: Calculations using Georgia WMS waves 1, 2 and 3. Observations
weighted using balanced panel weight.
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Annex 5: Movement in and out of the poorest 40%
of the population between 2009 and 2013

7% in bottom 4
deciles in 2013

17% in top 6
deciles in 2011

10% in top 6
deciles in 2013

40% in bottom 4
deciles in 2009

16% in bottom 4
deciles in 2013
23% in bottom 4
deciles in 2011

7% intop 6
deciles in 2013

10% in bottom 4
deciles in 2013

33% intop 6

43% intop 6
deciles in 2011

deciles in 2013

60% in top 6
deciles in 2009

7% in bottom 4

deciles in 2013
17% in bottom 4
deciles in 2011

10% in top 6
deciles in 2013
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Annex 6: Drivers of moving in and out of poverty

Table A6.1 presents the results of logistic regressions modelling the probability of falling into poverty given a
set of regressors between 2009 (wave 1 of WMS) and 2011 (wave 2), 2011 (wave 2) and 2013 (wave 3), and
2009 (wave 1) and 2013 (wave 3). As the conditional switch happens only for households who were non-
poor in the base year, the sample is restricted accordingly. The model incorporates the values of explanatory
variables in the base year (for example, the gender, education and employment status of the household
head), while information on shocks refers to negative or positive events experienced by households in the
12 months preceding the second and third wave of the WMS. Table A6.2 presents similar results, except that
now the dependent variable is a dummy for transitioning out of poverty. The estimation sample is restricted
to those households who could have moved out of poverty — that is, those who are poor in the base year.

From the analysis it is clear that the number of children in a household is significantly and consistently
associated with poverty transitions. All other factors being equal, adding an extra child to the household
sharply increases the probability of falling into poverty and reduces the likelihood of moving out of poverty.
The coefficient for the number of pensioners largely works in the opposite direction. Adding a pensioner to the
household increases the conditional probability of escaping out of poverty, likely as a result of the increased
income security from the receipt of the old age pension. Similarly, having pensioners in the household is
associated with a decreased risk of falling into poverty, though not in all years.

The educational attainment of the household head is an important correlate of poverty transitions. Higher
education, in particular, is consistently associated with having a lower conditional probability of falling into
poverty and a higher likelihood of moving out of poverty. But, having vocational qualifications also consistently
reduces the risk of falling into poverty compared with having completed only primary or incomplete secondary
schooling. The gender of the household head does not have a statistically significant effect after controlling
for other factors.

Land ownership is associated with an increased likelihood of staying out or moving out of poverty between
2009 and 2011, but the size and direction of its effect is not consistent across other years. An increase in the
number of livestock or poultry owned by the household tends to have a small but significant effect on poverty
transitions.

Labour market events are a key driver of poverty transitions. Finding employment is associated with a
significantly greater likelihood of moving out of poverty and a decreased likelihood of falling into poverty.
Receiving a salary increase has a similar effect, although the coefficient is not statistically significant in all
years. Conversely, experiencing job loss tends to increase the likelihood of descending into poverty, while
households with no economically active adults have a much lower conditional probability of moving out of
poverty. The type of job held by the household head also plays an important role; regular wage employment
seems to offer the best protection against falling into poverty and significantly increases the likelihood of
climbing out of poverty.

The results regarding the effects of different types of shocks are less conclusive and should be treated with
caution (due to the relatively small number of households in the sample reporting them). For example, the
ill-health of a family member is associated with an increased risk of falling into poverty between 2009 and
2013, but the size and direction of the effect is not consistent across all years. Somewhat counterintuitively,
households experiencing a decrease or suspension in remittances from abroad appear to be more likely to
move out of poverty, all else being equal, perhaps because of a reduced dependence on external support.
Paying debt is associated with a reduced probability of transitioning out of poverty, but does not consistently
increase the likelihood of falling into poverty.
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Annex 7: Impact of national social transfers on poverty and inequality in Georgia,
2013

% of households below poverty line

Reduction in poverty

Before social transfers After social transfers rate (%)
Extreme poverty line 23 3 87
Relative poverty line 40 20 50
General poverty line 42 22 47

% of population below poverty line

Reduction in poverty

Before social transfers After social transfers rate (%)
Extreme poverty line 21 4 82
Relative poverty line 39 23 41
General poverty line 40 25 39

Income Gini coefficient

Reduction in Gini

Before social transfers After social transfers coefficient (%)
Households 0.59 0.41 30
Population 0.56 0.42 25

Note: Social transfers include pensions, targeted social assistance (TSA), and categorical and other benefits.

Source: Calculations using Georgia WMS 2013. Observations weighted using household and population weights.

55



CHILD WELLBEING AND SOCIAL SECURITY IN GEORGIA: THE CASE FOR MOVING TO A MORE INCLUSIVE NATIONAL SOCIAL SECURITY SYSTEM

Annex 8: Investments in social security across a range of high- and middle-income
countries

Figure A8.1: Investments in social security across a range of high- and middle-income countries by lifecycle
contingency

Wold aAge B Survivors [l Disability [l Children Unemployment [l Other

25

Percentage of total investment on soical

LIPS 00F G
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Annex 9: Results from micro-simulations of different policy options
for the Child Benefit and TSA

Status quo
(anno late 2015)

- TSA: Benefits of GEL60,
GEL50, GEL40 and GEL30
below new TSA cut-off
scores at 30,000, 57,000,
60,000 and 65,000,
respectively.

- Child Benefit: GEL10
per month for each child
in households with TSA
score below 100,000.

- Pension set at GEL160/
month.

Option 1
Expansion of Child
Benefit to 70% of
children, funded
through a reduction
of the TSA

- TSA: Coverage
restricted to the
poorest 10% of the
population with
benefits of GEL37 and
GEL30 below new
TSA cut-off scores at
30,000 and 57,000,
respectively.

- Child Benefit: GEL25
per month for poorest
70% of children
(corresponding to

Option 2
Expansion of Child
Benefit to 70% of
children and no
change to the TSA
programme

- TSA: Benefits of
GEL60, GEL50, GEL40
and GEL30 below new
TSA cut-off scores

at 30,000, 57,000,
60,000 and 65,000,
respectively.

- Child Benefit: GEL25
per month for poorest
70% of children
(corresponding to
children in households
with TSA score below

Option 3
Universal Child
Benefit, partially
funded through a
reduction of the
TSA

- TSA: Coverage
restricted to the
poorest 10% of the
population with
benefits of GEL37
and GEL30 below
new TSA cut-off
scores at 30,000
and 57,000,
respectively.

- Child Benefit:
GEL25 per month
for all children.

children in households | 151,550). - Pension set at
with TSA score below - Pension set at GEL GEL160/month.
151,550). 60/month.
- Pension set at
GEL160/month.
General poverty rate
Households 19.9 20.7 18.5 20.5
Population 21.2 22.0 19.1 21.8
Children 24.2 24.1 20.3 23.7
Pensioners 12.9 13.8 11.7 13.8
Poverty gap
index
Households 5.6 6.7 5.1 6.7
Population 5.7 6.9 5.0 6.9
Children 6.4 8.0 4.9 7.9
Pensioners 3.2 3.7 2.9 3.7
Percentage of households covered by TSA and/or Child Benefit by (pre-transfer) decile
1 (poorest) 71 72 75 72
2 40 45 51 47
3 22 39 40 45
4 19 41 42 53
5 10 24 24 40
6 7 22 23 39
7 6 18 19 36
8 3 12 12 35
9 1 8 8 27
10
(wealthiest) 2 / / 26
Total 18 29 30 42
W:ﬂ‘tb‘:? 184,921 293,595 307,626 430,011
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Percentage of population covered by TSA and/or Child Benefit by (pre-transfer) decile

1 (poorest) 80 83 86 83
2 50 58 63 61
3 28 53 54 59
4 22 53 53 67
5 15 35 35 56
6 9 33 34 57
7 9 29 29 55
8 4 19 19 50
9 2 14 14 42

10
(wealthiest) 4 12 13 43
Total 24 41 42 59
W:Lgr‘:\:)ee(: 876,070 1,494,651 1,535,155 2,123,727

Percentage of children covered by TSA and/or Child Benefit by (pre-transfer) decile

1 (poorest) 94 100 100 100
2 76 96 96 100
3 43 87 87 100
4 36 80 80 100
5 26 62 62 100
6 15 57 57 100
7 15 50 50 100
8 7 34 34 100
9 38 38 100

10
(wealthiest) 8 32 32 100
Total 40 70 70 100
\lclj;f:::(:d 265,386 469,391 469,391 669,767
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