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Abstract

The purpose of the research is to determine and analyze the current situation in the Georgian economy,
labor market requirements, existing workforce structure, main challenges and trends. Important studies
were conducted, within the framework of which market requirements were analyzed, consultations
were held with experts in the field, employers, representatives of the Center for the Development of
the Quality of Education; The present situation of supply and demand in the educational market is
studied and analyzed. Qualitative and quantitative studies were also conducted, within the framework of
which the following were identified: the compatibility of higher education programs with the market
requirements, the inclusion of practical components in the educational process, the relationship between
higher educational institutions and students, and the processes of interaction between education and
the labor market. We think that the promotion of professional education will definitely lead us to the
desired results, both from the point of view of the economy of Georgia and the general situation in the
country. There is simply a need for more involvement from the state and, accordingly, more properly
conducted measures, raising the level of awareness in society and creating all the prerequisites in order to
change the attitude towards vocational schools as positively as possible. All this will eventually become
a contributing factor for improving the level of education or the economic situation. The study concludes
with findings and suggestions, which cover the issues facing the Georgian labor market and the labor
force demand vision. The examination of the influence of higher education on employment and income
in Georgia demonstrates that the investment in higher education yields a discernible return at this point,
but the human capital developed in the higher education system is still not being employed efficiently in
the country.
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1. Introduction

In general, the countries have been giving more and more importance to education in the recent
period, and accordingly they will pay more expenses for the latter as possible. Why is this
happening? The answer is that education is a kind of investment in the creation of human
capital. Simply put, the state will pay for the education of a specific person today because it
will benefit from this person in the future, it may be performing a specific job, participating in
technological progress, introducing innovations or any other form that has a positive impact on
the economic and general environment of the country.
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To some extent, differences in education levels can also explain differences in income between
countries, but not always. The truth is that a high level of education also indicates a high level
of economic development and growth of the country. However, since there are many other
factors that have a noticeable impact on the economy, a high level of education alone is not
enough to maintain its good condition. Even if we ignore the influence of other factors, it is still
an issue that deserves our attention. Having the necessary resources (in this case, we mean a
high level of education) does not indicate guaranteed good results, it is necessary to give these
resources the right direction and use them effectively.

To better understand the relationship between education and economy, here we can briefly
talk about the factors that have been identified by researchers over time and which have a direct
impact on the country’s economy:

+ Education increases the potential for innovation, which creates the basis for economic
growth;

« Educated workforce is highly productive (easily assimilates technologies) and therefore
contributes to the growth and development of the economy;

« By investing in education, a better environment is created for technological develop-
ment, which naturally has a positive impact on the increase in labor productivity and,
accordingly, on the economy.

Here, as an example, we cite the research of Krueger and Lindahl [1], which meant the
creation of such a tool that would make it possible to compare school years with economic
growth. The result of this was the following: from one additional year of education, more than
10% gains were received. Despite the shortcomings that accompanied such measurement, it is
still possible to create a certain idea about the relationship between education and economic
growth.

Also, we can consider the method of Hanushek and Woessmann [2], which was about
comparing the quality of education and economic growth by countries. TIMSS and PISA tests
were used in the method, and the observation finally showed that high results of the tests
indicated an appropriate expression of economic growth in percentages of GDP.

The study of the economic effect of education has become particularly noteworthy since the
1980s and 1990s, due to the wage inequality in different countries. According to international
studies on the assessment of individual educational outcomes, for each additional year of
formal education, the world average of individual financial outcomes increases by 10% [3].
It is significant that the highest coefficient of economic growth is recorded in the case of
countries with low and middle income (10.9 and 10.7 respectively). In high-income countries,
the coeflicient of growth is 7.4.

It is also worth noting that over the last 12 years, the amount of education gaps has decreased
by 0.6%, as access to formal education has increased worldwide and, therefore, the average
number of years of formal education (especially in countries with strong economies). This
circumstance leads to the strengthening of competition in local labor markets based on the
supply of human resources in excess of the existing demand, and also to the proliferation
of low-income jobs, which, in turn, lowers the individual financial benefits of education [4].
Therefore, finance for human capital is typically considered as an investment aimed at enabling
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individuals to fully participate in economically productive activities in order to make a livelihood
[5,6,7,8,9,10,11, 12, 13]. To do this, the student must be transformed from a passive consumer
of knowledge into an active creator of knowledge. Continually enhance ability to apply new
information to practical situations in order to advance critical technical, financial, socioeconomic,
legal, and management procedures; to increase own and society’s capacity for economic activity
via social responsibility and collaboration [14].

As a result, the article examines the present trends in employment and unemployment in
the country, covering industry and age. The labor market’s demand component has been
investigated, and the key sectors with especially strong economic activity have been identified,
which is one of the required criteria for the expansion of employment in these areas.

2. Methods

Important studies were conducted, within the framework of which market requirements were
analyzed, consultations were held with experts in the field, employers, representatives of
the Center for the Development of the Quality of Education; the present situation of supply
and demand in the educational market is studied and analyzed. Qualitative and quantitative
studies were also conducted, within the framework of which the following were identified: the
compatibility of higher education programs with the market requirements, the inclusion of
practical components in the educational process, the relationship between higher educational
institutions and students, and the processes of interaction between education and the labor
market. Furthermore, our research involves an examination of job searchers and jobs listed on
the website of a private recruitment agency.
The topic of the research concerns 3 main issues:

1. Demand/supply analysis for selected higher education programs.
2. Determination of labor market requirements and challenges.
3. The importance of professional education for the economy.

This paper presents a study of the economic benefits of higher education (educational return)
in the population of Georgia from a microeconomic perspective, in order to evaluate the
personal/individual benefits (monetary benefits) of investment in education in the form of
years and the impact of higher education on employment opportunities. As we have already
mentioned, individual education gains show how much an individual’s income increases (or does
not increase) according to the number of years spent on formal education. Mincer’s “income
equality” is considered one of the most common methods for determining this relationship, and
variables such as, first of all, the possibility of employment, as well as professional growth and
advancement, job stability, the degree of autonomy in the work process, and so on, are used to
determine non-monetary benefits [15]. After that, overall, it affects job satisfaction.
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3. Results and discussion

3.1. The main challenges of the Georgian labor market

In post-communist countries, where economic reforms started relatively late, the restructuring
of the labor market took place differently from developed economies, where employment
increased in contradictory directions, in particular, requiring high and low qualifications. In
Georgia and other post-Soviet countries, the number of medium and low-skilled jobs has
increased, and there has been an increase in such activities where there is a high demand for
physical skills, for example, construction, the service sector, transportation, wholesale and
retail trade. Such transformations of the labor market in post-communist countries led to the
devaluation of the quality of education, knowledge and competencies of the largest part of the
adult population (credential inflation), considering that post-communist countries (including
Georgia) are characterized by a high share of the population with university education [16].

Ultimately, this was reflected in high rates of highly skilled labor force, as the population
with higher education diplomas agreed to do low-skilled jobs [17]. At the same time, the
workforce of the older generation is not equipped with the knowledge or skills corresponding
to the requirements of the modern market, which, in turn, is an expression of the problem of
knowledge devaluation. In general, the mentioned part of the labor force remains “downgraded”
in the national labor market in workplaces with low productivity, where the possibility of
professional development is minimal, and those with lower competences become unemployed
[18, 19, 20].

The process of “downgrading” is strengthened by the fact that in post-communist countries
the number of university graduates is constantly increasing, which exceeds the country’s
economic capabilities. As a result, on the one hand, there is an imbalance in the labor market in
terms of demand and supply of labor force, and on the other hand, the aging labor force is being
replaced by a new generation, which also accepts low-skilled work. As a result, competition in
the existing limited market increases and the aging workforce moves into even lower-level jobs
or into the unemployed category.

Overall, an aging or young labor force that does not have modern education and skills hinders
the adoption of new technologies in the labor market, the development of innovative work
areas and the growth of productivity at the macroeconomic level of the country [21]. This is
because a strong, educated workforce has the necessary information, abilities, and skills that
potential employers are looking for [22].

Employment of young people is one of Georgia’s major labor market issues. Young individuals
aged 15 to 24 in particular stand out as having a very high proportion of unemployment (figure 1).
This is determined by several factors. In Georgia, most young individuals in the work field
have a higher education, and after finishing their studies, they confront the following sorts of
problems:

1) There is no demand in the labor market for the professions they have learned,

2) The profession they have mastered is a highly competitive profession,

3) And/or their credentials and work experience do not fulfill labor market standards. Further-
more, the percentage of frictional unemployment should be included in this group, because
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Figure 1: Unemployment rate by age groups, data for 2020 and 2021 [23].

young people require longer time to obtain the desired work, taking into consideration a
variety of reasons.

In addition, one of the main challenges of the Georgian labor market is demographic aging,
which directly affects the distribution of the labor force in the market and creates the need
to assess how capable the existing human capital is now or will be in the future to produce
tangible or intangible benefits for the country [24].

An aging workforce is associated with declining health, physical and mental capabilities, as
well as reduced adaptive behavior to a changing work environment, devaluation of knowledge,
and overall, a decline in productivity [25]. Taking into account all these factors, the productivity
of the labor force increases, on average, until the age of 40, and then begins to decline. Despite
such a generalized reasoning, the international literature also discusses types of activities that
have a positive correlation with the aging of the workforce or are not at all related [26, p. 150-
152]. For example, in the case of a doctor and a lawyer, labor productivity increases with age;
the labor productivity of bank clerks and electrical engineers does not depend on age, however,
the productivity of construction workers decreases with age [21, 27].

In jobs that require problem-solving and fast-acting skills, productivity declines with age,
while in jobs that prioritize experience and verbal skills, an older workforce maintains high
levels of productivity [28]. Acceptable current economic, technological and organizational
innovations are also taken into account, which lead to frequent changes in work requirements
and due to which the weights of a number of factors determining the productivity of the
workforce (physical abilities, mental abilities, level of education, work experience) also change
in the modern labor market [29].

It is difficult to say with certainty what impact the rapidly transforming labor market will
have on the workforce of different age groups [30]. However, due to the fact that technological
development reduces the demand for physical work in the modern labor market, it is expected
that the workforce of the older age group will be able to maintain high productivity under
innovative management, which will take care of the targeted updating of the knowledge and
skills of the workforce, regardless of its age indicators [31].
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3.2. Factors associated with education and employment

Also, the results of the OECD 2016 report on economic structures by education field are in-
teresting. Engineering and construction are associated with higher financial benefits; Social
Sciences, Business and Law; Exact, natural and computer sciences. The financial benefits of
those educated in the above-mentioned fields are, on average, 10% higher than the benefits of
other graduates. As for university graduates in pedagogy, education and humanities, as well as
language and arts, their financial benefit is 15% less than the average income [19].

In addition, it is important to observe the distribution in the labor market according to their
education. The research results reveal that:

+ The share of hired employees with higher education is high in the education system (82%),
complex office/administrative (81%) and finance/banking/insurance (86%) fields;

« Employees with school education represent the majority in defense and security (82%),
production (57%) and construction (61%);

« Employees with professional education dominate in wholesale and retail trade (38%), as
well as in individual services (43%).

Along with the factors related to education, the factors associated with the employment
market are no less important. This refers to the number and types of vacancies in the market
(32, 33].

In 2021, according to the results of the labor market demand component survey conducted in
Georgia, trade, repair of cars and household items, restaurants and hotels, metallurgical industry,
individual services are the economic activities in which employers experience a shortage of
personnel [34]. There is a special demand for teachers and healthcare professions in the regions.
However, despite the existing differences, there is a demand for accountants, waiters, sales
assistants in all regions of Georgia (including Tbilisi). Therefore, our research also includes
the analysis of job seekers and vacancies registered on the website of the private employment
agency (hr.ge). According to Hr.ge, more specifically, what positions are in demand, is given in
figure 2 [35].

Regarding the labor force recruitment problems, the majority of the employing organizations
point out that there is a shortage of specific and necessary personnel in Georgia and that the
applicants do not have the relevant skills for the job positions. Sales and marketing managers,
confectioners, bank cashiers, teachers, journalists and others are among the deficient professions.

According to the ISCO-08 classification [36], the above-mentioned positions are mostly
combined in the service and sales, individual service fields, as well as in the category of
artisans/related workers and education professionals. Taking this into account, it is interesting
to see what field of study graduates predominate in Georgia today and how professional
preferences change over time (figure 3).

According to the 2022 data of the National Statistics Office of Georgia, among the under-
graduate graduates of both state and private universities, the majority are graduates of social
sciences, business and law. These programs have maintained their leading position since 2011.
Educational programs related to the field of service and engineering and construction fields in
both state and private universities are characterized by an increasing number of graduates. A
downward trend is evident in the case of health and social service programs and agricultural
education programs.
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Figure 2: Vacancies published on Hr.ge by main professional groups, 2020 [34, 35].

3.3. The importance of professional education for the economy

In general, the functioning of the economy is significantly influenced by the level of unemploy-
ment. A high level of unemployment can have a very noticeable and negative impact on the
economy and, accordingly, on the standard of living of the society [38]. It is associated with
low incomes, low incomes in turn indicate deterioration of living standards and reduction of
consumption [39, 40]. Reduced consumption naturally also has a negative impact on output: no
demand, no supply. The reduced output further increases the ranks of the unemployed, and so
endlessly, if it were not for the various measures taken by the state and the fight against the
mentioned challenges [41, 42, 43].

Unfortunately, vocational education in Georgia is not in a very good condition, more and
more people reach higher education institutions, and less and less people remain in the ranks of
those wishing to receive vocational education [22, 44]. This ultimately leads to the fact that we
have too many graduates of higher educational institutions in the country, whose employment
is physically impossible [45].

What will happen if the number of applicants is properly distributed between professional
and higher education institutions? We think that the better the conditions for professional
education, the more people will be interested in it, and all this will have a positive effect on
the level of unemployment. We are talking about the case when the redistribution of people
with higher and professional education will be logical, the demand for vocational schools will
increase and there will be a correct match between vacant places and working people [46, 47].
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Figure 3: Number of students in state higher educational institutions according to programs [37].

However, everything considered is not so simple, since vocational education faces various
problems and challenges [48].

If we ignore unemployment (which is quite difficult in the case of Georgia), those professions,
which vocational schools provide the opportunity to master, are quite important for the economy.
It is good to have higher education, it is good to create the basis of technological progress and
to increase the degree of innovation, but all this also requires graduates of vocational education
programs.

We can cite a simple example to better understand the role of professional education. We
know that the state will spend resources on education, on the other hand, the individual also
spends money and time on education, but often the costs incurred are more, and the benefits
received are less [49, 50, 51]. This may be due to the education system, less effort of the student
himself or some other reason. However, the fact that expenses were spent on education at the
initial stage does not change. At this time, we reach a situation where the expenses and time
spent are in vain.

Vocational education requires (in most cases) less costs and, most importantly, less time. As
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for the results, it is entirely possible for a person with a vocational education to have more
income, be able to do more work, and therefore benefit the economy and themselves more than
a person with a higher education could [52]. Therefore, we believe that professional education
plays a very important role in the growth and development of the country’s economy, and
even more so in the effective distribution of resources (which is naturally accompanied by the
improvement of the economy) [53].

Based on the recent (2013-2021) data of the National Statistics Office of Georgia, we can con-
clude that the number of people enrolled in vocational schools is characterized by a decreasing
trend, which is not really good. The number of educational institutions that accepted students
for professional programs also decreased. The decrease in the number of students enrolled in
vocational schools is shown in figure 4.

2013 2014 2015 2016 2017 2018 2019 2020 2021

Figure 4: Admission of students to professional programs, 2013-2021 [54].

It should be noted that over the years, a large part of the demand for vocational schools of
Georgia came from the older population, and this demand from the students was quite small,
although recently the situation is changing and by 2021, 60% of the population under the age of
26 will be enrolled in vocational schools. Figure 5 allows us to make the mentioned conclusion,
where the data of 2021 on students enrolled in vocational schools, divided by age groups, are
presented.

We think that the promotion of professional education will definitely lead us to the desired
results, both from the point of view of the economy of Georgia and the general situation in the
country. There is simply a need for more involvement from the state and, accordingly, more
properly conducted measures, raising the level of awareness in society and creating all the
prerequisites in order to change the attitude towards vocational schools as positively as possible.
All this will eventually become a contributing factor for improving the level of education or the
economic situation [55].

In general, we believe that the promotion of vocational education, especially in the case of
Georgia, will be one of the means for reducing the unemployment level and for the effective
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Figure 5: Distribution of students in vocational schools by age, 2021 [54].

formation of the labor market. However, despite the fact that professional education is popular
in many countries, the attitude towards it in Georgia is quite negative. The majority of students
blindly choose higher education without analyzing the situation and the expected results, and
in many cases we come to the expenses incurred on education, whether it is monetary resources
or students’ labor and time, which is wasted, we mean the case when the expenses incurred on
education exceed the benefits received.

4. Conclusions

As can be seen from the above data and their analysis, in the modern labor market there is a
greater demand and, accordingly, an abundance of vacant positions in the direction of service
and sales, as well as individual services. And the number of graduates is the largest in such
educational programs, which in the future involve employment as high-ranking professionals
rather than starting work in the field of trade, sales and services (ISCO-08).

Therefore, it will not be an exaggeration to say that there is a real imbalance in the modern
national labor market in terms of supply and demand of human capital. On the other hand, this
circumstance clearly indicates the weak institutional connection between the education policy
and the labor market, which is an important factor determining the high degree of vertical and
horizontal mismatch between education and employment.
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Summarizing the issues discussed above, we can draw the following conclusion. We have
seen that education plays a very important role for each country, it is important both for the
country’s economy and for the state of the country in general. Based on history and examples
of countries, it can be said that differences in the level of education often explain differences in
income, which once again emphasizes its important role, although not always, since there are
many other important factors that also affect the economy of a country.

The analysis of the influence of higher education on employment and income in Georgia
demonstrates that the investment in higher education yields a discernible return at this point,
but the human capital, which is created in the higher education system, is still not effectively
used in the country. As a result, in addition to increasing state investment in higher education,
it is critical to implement other measures to raise the rate of public return on higher education.
Possible approaches in this direction include:

« Rationalization of state expenditures on higher education based on empirical data;

« Increasing the compatibility of higher education system outcomes with market require-
ments;

« Increasing overall income from higher education;

« Increasing access to higher education for vulnerable groups;

« Providing relevant statistics for distribution of employment and unemployment levels
according to qualifications;

« Further encouragement of cooperation between the private sector and vocational schools
to increase the existing scale of transition to work-based learning. Also, increasing the
involvement of the private sector in the process of developing vocational education
training programs to ensure compliance of vocational education programs with labor
market requirements.
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