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Financing road maintenance in Georgia 

 

Executive Summary 

Georgia’s road system is currently in a period of enlargement and upgrading, particularly 

with respect to the main East-West transit corridor, where a new motorway is under 

construction. This, in combination with a substantial financing gap regarding the proper 

maintenance of the road network as a whole, and secondary roads in particular, leads to 

the need for a significant increase in maintenance funding (up to more than twice the 

amount of GEL 120m/year that is currently spent on average). 

Currently, road maintenance is financed from the general government budget. As the 

budget (primarily for reasons of current legislation) has little room for additional 

expenses, efficiency in the implementation of maintenance activities should be increased 

further, but also new sources of financing should be taken into consideration. 

Even within the current framework, a standardized maintenance needs assessment 

system could help to generate resilient cost projections and, thus strengthen the 

credibility of requests for budgetary resources. Moreover, on the implementation side, an 

extension of performance-based maintenance contracts (PBMC), as they are already in 

place for parts of the road network, is a promising tool in order to realize further 

efficiency gains. 

As additional sources for financing road maintenance, the systems widely in place in 

other countries are either a vignette scheme or distance-related road tolls, mostly 

applied on motorways. Both systems have the advantage that they do not only rely on 

domestic funding capacities, but draw on contributions from foreigners, as well. 

A closer examination of these two options in the Georgian context reveals that, while 

both schemes would be viable and likely to generate substantial additional revenue, a toll 

on the planned Khashuri-Kutaisi section of the new motorway has the most potential and 

is recommended. 
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1. Introduction 

Georgia’s road system is currently undergoing a period of enlargement and upgrading. 

Particularly the construction of the East-West highway from Tbilisi to Batumi constitutes a 

significant increase of the capital stock in infrastructure. As a consequence, the question 

of ensuring sufficient funding for maintenance and rehabilitation of the roads system 

deserves attention, as financing needs are likely to rise. 

As of now, road maintenance is financed from the national budget, that is, by taxpayers.. 

However, the amount of Georgia’s public expenditures and the generation of additional 

tax revenues are subject to tight legal restrictions stemming from the Economic Liberty 

Act Initiative of 2009. Thus, if financing requirements rise in the future – e.g., due to a 

larger capital stock in road infrastructure – budgetary resources may become 

increasingly scarce. For this reason, it is prudent to consider alternative financing 

methods for road maintenance at this time.  

In the following, different systems of road infrastructure financing that are applied in 

other European countries are described and assessed, and on the basis of exemplary 

calculations, a first estimation is provided to which extent a general road toll (vignette 

system) or a distance-related toll on the new East-West motorway might be suitable for 

raising substantial additional revenue for the maintenance of Georgia’s road network. 

 

2. The road system in Georgia 

Georgia’s network of primary and secondary roads currently consists of roughly 6,900km, 

out of which 1,603km are classified as “international roads”. This includes the country’s 

major traffic artery, the transit corridor connecting the Turkish and Azeri borders that 

also links the major cities of the country (including the ports of Poti and Batumi, and 

Tbilisi, the capital)1. Although the road network is not very dense, with 27km of roads 

per 100sq. km of land area Georgia is placed in the vicinity of its neighbors, while its 

population density is considerably lower. 

Of course, a functioning road infrastructure is vital for the Georgian economy, particularly 

as car ownership is relatively widespread (Georgia leads the region in this category with 

166 motor vehicles per 1,000 people, ahead of much wealthier Turkey2), indicating a 

strong dependence on road transportation. A significant share of this is related to the 

agricultural sector, as many farmers take their produce to the cities for sale. 

Moreover, given its geographic position, Georgia is a “natural” transit country – a feature 

that is reinforced by the political constellation in the region. Unsurprisingly, positioning 

the country as a logistics hub, half-way between the European Union and Central Asia, is 

widely discussed as an obvious strategy for Georgia’s economic development. This, in 

                                           
1 These are the roads under the responsibility of the Ministry of Regional Development and Infrastructure. 
However, the figures include roughly 1,450km of roads that are located in the occupied territories of Abkhazia 
and South Ossetia. Thus, 5,450km are the network size under the Ministry’s supervision. 
2 World Bank data (2011) shows Turkey at 164 vehicles/1000 people, Azerbaijan at 112, and Armenia at 103. 
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turn, would make the enlargement and upgrading of principal roads for the main flows of 

international traffic an issue of high long-term importance3. 

Consequently, the main infrastructure project currently under way in Georgia is a 

motorway link between Tbilisi and Batumi, covering the most important section of the 

west-east transit road. Other major projects foreseen for the more distant future include 

not only an improvement of the transit link between Russia and Armenia that runs north-

south through Georgia, but also the construction of a major new Black Sea port that is 

designed to further increase transit traffic through Georgia, and into Central Asia. 

The importance of infrastructure enhancement is also reflected in budgeting decisions, as 

Georgia’s own investment in road construction (beyond mostly donor-financed flagship 

projects) is up from a mere GEL 25m in 2009 to GEL 117m projected for 2015. 

Figure 1: Road construction, 2009-2015 

 

 

 

 

 

 

 

 

 

 

Source: Georgian Department of Roads 

However, the condition of the road network still leaves room for improvement. Primarily 

the main traffic arteries are in good condition, while many secondary roads are rather 

wanting in quality. If a further deterioration of the road network, and, thus, immense 

additional costs for rehabilitation and restoration, are to be avoided, the amount of funds 

available for routine and regular maintenance will have to increase substantially4. 

Moreover, the increase in the capital stock due to new construction will lead to significant 

additional maintenance requirements, and, thus, additional funding needs. 

 

                                           
3 At present, international (and transit) traffic is already increasing, with the number of foreign cars per year 
entering Georgia having increased almost fourfold between 2010 and 2014. 
4 For more details, cf. World Bank, Georgia Public Expenditure Review, p83. 
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3. The current system of financing road maintenance in Georgia 

Currently, road maintenance in Georgia is completely financed from general tax revenue. 

In the recent past, allocated funds have oscillated substantially, with a maximum at GEL 

163.4m in 2013. Taking into account a temporary increase in maintenance costs in 2009 

and 2010 due rehabilitation needs after the 2008 war, though, a slight upward trend is 

visible – also when looking at the economic burden expressed as a share of GDP that 

road maintenance constitutes (in 2013, this share reached its “post-war” peak at 061%). 

Figure 2: Budget for road maintenance 

 

 

 

 

 

 

 

 

 

 

 

*GDP: ISET estimate for 2014 
Source: Georgian Department of Roads 

And although the current upward trend is not pronounced, costs are set to increase 

considerably in the future due to enlargement and upgrading of road infrastructure. 

According to the World Bank, the East-West motorway alone will increase maintenance 

needs by about GEL 16.5m per year5, or another 0.06% of GDP, and drive up yearly 

expenditures by roughly 10% of the current five-year average of GEL 120m. 

Even more substantial cost increases would result from raising the still unsatisfactory 

level of road maintenance. For 2010, the World Bank has estimated the financing gap to 

be around GEL 130m6. Meeting all these needs, therefore, would imply to more than 

double the amount of current spending, to roughly GEL 265m. 

 

  

                                           
5 Cf. World Bank, Georgia Public Expenditure Review 2012, p84-5. 
6 Cf. World Bank, Georgia Public Expenditure Review 2012, p83-4. 
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Figure 3: Projected annual road maintenance needs 

 

 

 

 

 

 

 

 

 

 

Source: Georgian Department of Roads; World Bank 

As road maintenance is currently financed from general tax revenue, the sustainability of 

financing is directly related to the scarcity of budgetary resources. At first glance, there 

are good news here: Georgia’s public finances give a sound impression, marked by low 

levels of debt and deficit (cf. figure 4).  

Figure 4: Current state of public finances in Georgia and selected other 

countries, 2013 

 

 

 

 

 

 

 

 

 

 

Source: IMF World Economic Outlook, Oct 2014 
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Economic Liberty Act Initiative, budget expenditure is restricted to 30% of GDP and any 

tax increase has to be confirmed by a nationwide referendum.  

The legal framework therefore casts doubts on the sustainability of the current system of 

financing road maintenance. Costs as a share of GDP are likely to rise in the future, while 

other demands for budgetary resources may increase, as well. At the same time, there is 

little slack in the budget: subsidies for inefficient sectors of the economy have already 

been widely slashed and over-all social spending is low, implying that competition for 

public funds will probably intensify in the coming years. 

In order to free up resources, even while maintaining the present system of financing 

from the national budget, two mutually compatible ways of action are available:  

1. A transparent system for assessing financing needs that would generate cost 

projections for road maintenance on the basis of accepted standards7, conducted 

by the Ministry for Regional Development and Infrastructure, could strengthen the 

political credibility and thus the resilience of its requests for budgetary resources. 

2. Efficiency gains should be reaped in the implementation of road maintenance – for 

example, through an extension of performance-based maintenance contracts 

(PBMC) that make payments to contractors contingent on the level of road quality 

they provide, as it is already being practiced for secondary and local roads in 

Kakheti region. Also, maintenance contracts of a longer duration, as envisioned by 

the department of roads, would allow contractors to invest more in machinery, 

which in turn would help to bring down costs in the medium run. 

However, albeit advisable in order to reduce budgetary pressure over the medium term, 

such measures are unlikely to make up for the increasing scarcity of resources in the 

long run and the substantial additional financing needs. Therefore, alternative revenue 

sources from outside the national budget should be contemplated, as well. 

 

4. Financing road infrastructure: concepts 

In the following, the “traditional” approach of financing road infrastructure completely 

from tax revenue is compared to two other schemes: a vignette solution and a distance-

related road toll. These systems differ with respect to their administrative costs and 

revenue potential, but also the incentives and redistributive effects they entail. 

4.1 Financing from tax revenue 

Georgia’s approach of financing road maintenance from the national budget has several 

advantages. First, lawmakers can freely set the level and calibrate the distribution of the 

                                           
7 In Germany, road quality is being assessed on a regular basis using special equipment, and the maintenance 
needs established this way are categorized according to their urgency. On this basis, a financing need is 
calculated according to a standardised methodology that then enters the general budgeting negotiations. 
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financing burden, in line with public preferences over redistribution between different 

segments of society (according to income level, but also, e.g., place of residence). Also, 

additional administrative costs for increased financing needs are low to non-existent, 

given that there is a functioning revenue administration. And financing from tax revenue 

is in line with an understanding of road infrastructure as a good that should be free for 

everybody to use and that is provided “by the people, for the people”.  

However, there is an incentive problem: as long as access is free, drivers do not take into 

account the costs their usage of the infrastructure inflicts on others. Congestion and 

excessive maintenance costs are likely consequences8. In addition, political constraints 

put limits on financing from tax revenue and make it attractive to look for alternative 

sources of funding. As a consequence, 23 out of 28 EU countries, for example, do not 

provide all their roads free of charge, but resort to some type of road tolls. 

The two schemes usually applied are either a vignette system or a distance-related toll. 

4.2 General road toll/vignette 

Under a vignette system, as it is used by many European countries, all vehicles have to 

display a sticker that entitles them to use either the country’s motorways (as in, e.g., 

Switzerland, Austria, or Slovenia), selected primary roads (Bulgaria) or all extra-urban 

roads and motorways (Romania). Such a system’s primary advantage is that it puts a 

price on road usage, but is still easy to administer and does not require much 

infrastructure investment, while providing a stable and reliable source of revenue.  

At the same time, though, a vignette is almost equivalent to a lump-sum tax on car 

owners9, irrespective of their income. This limits the revenue potential of such a scheme, 

and it implies questionable distributional effects, which can only be mitigated by making 

the system more complicated (for example, by granting concessions for low-income 

citizens or small businesses, or by charging different prices for different classes of 

vehicles). 

Moreover, a simple “one size fits all” vignette scheme does not provide any favourable 

incentives – once drivers have bought their stickers, they again are free to use the roads, 

without paying attention to the costs they inflict on others. However, a more 

sophisticated system could, for example, charge different prices for differently sized 

vehicles and different types of engines (by size or by consumption rating). Thus, over the 

long run, citizens would be induced to invest in cars that create less damage to public 

infrastructure or the environment. 

                                           
8 Earmarking specific taxes for road construction/maintenance (as it is being practiced, at least nominally, in 
many countries) can partly address this issue, but only when the designated revenue fully covers the expenses. 
In Georgia, earmarking is ruled out by the principle of budget universality. 
9 There is one important difference as compared to a tax, though: a vignette system does not only affect 
residents, but foreigners, as well (and usually they even pay more in relation to their road usage, as they either 
have to buy a one-year vignette even for a single trip, or pay disproportionately much for a daily/weekly one). 
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4.3 Distance-related road toll 

A distance-related road toll is the second well-established system of collecting charges 

for road usage. It has a long tradition already for example in France and Italy, and has 

been adopted by many European countries in recent years (frequently, though, it is 

restricted to trucks, as, e.g., in Germany). Such a scheme is likely to be perceived as fair 

and equitable (as drivers pay for just as much road usage as they actually “consume”)10. 

Moreover, if the price is set in the right way, it creates incentives for economically 

efficient behaviour (as users bear the cost of road maintenance, they can be expected to 

adjust their driving habits accordingly). 

The system is also “privatization-friendly”: revenue is directly related to the number and 

(where there are individual tariffs for different classes of cars/trucks) quality of users, 

which in turn determine the effort needed to maintain the roads. The government can 

leave highway maintenance to the private sector11, control the prices charged (in order to 

avoid monopoly pricing) and step in with subsidies to address distributional. At the same 

time, if prices are set accordingly, the system can be managed in a self-sufficient way 

and leave the general budget unaffected. 

A system of distance-related tolls, however, is naturally associated with considerable 

administrative costs, as it has to keep track of all movements of individual vehicles along 

the roads subject to the scheme. This involves investments in either toll gates, or 

electronic infrastructure (that also raise issues of data security), which in practical terms 

restricts the viability of this system to motorways or important bridges or tunnels. In 

turn, many of the incentive-setting and equitability arguments evaporate: The 

“competition” between toll roads and toll-free alternatives can drive traffic away from 

high quality primary roads and motorways (this is why motorways that serve as bypasses 

for big cities are usually toll-free). Moreover, as the scheme cannot be applied 

everywhere, citizens who live nearby (and frequently use) motorway sections where 

charges apply pay more than those who mostly use the free sections. Both these 

considerations put a cap on the toll that reasonably can and should be charged – and 

thus constrain the revenue potential of such a scheme.  

From a systematic point of view, none of the schemes just described are mutually 

exclusive – and usually they do co-exist in practice. Many countries, such as Georgia, 

actively ensure that for every toll road there is a free alternative that is financed from the 

general budget12. On the other hand, even in countries with a vignette system, certain 

structures (such as tunnels or bridges) may still be subject to an additional toll. 

 

                                           
10 It should be borne in mind, though, that where roads used to be free of charge (and therefore implied a 
“subsidy” to poor people), the switch to a toll road system has regressive redistributive effects. 
11 This is the solution practiced, e.g. in France and Italy. 
12 France, for example, has a dense network of toll free “routes nationales” that often even run parallel to 
motorways on which tolls apply.  
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Table 1: Financing schemes compared 

 General tax  

revenue 
Vignette 

Distance-related  

toll 

Administrative 

effort 
Negligible 

Moderate, as long as 

scheme is kept simple 

Substantial, but 

moderate if applied only 

to selected 

roads/motorways 

Revenue 

potential 

High, but political 

constraints apply 

Depends on circumstances and design 

(outreach/inclusiveness of system); to be assessed 

on the basis of specific proposal 

Incentive 

effects 

No incentives 

discouraging excessive 

use/congestion 

Incentives discouraging 

excessive use/ 

congestion only with 

differentiated scheme 

Incentives to include 

social costs in individual 

decision-making 

Redistributive 

implications 
In line with tax system 

Regressive when 

scheme is simple; can 

be mitigated through 

more complex scheme 

Regressive, but no 

serious implications 

when alternative routes 

are available 

Source: own compilation 

 

5. Viability of different road maintenance financing strategies in Georgia 

For practical reasons, in Georgia only the new East-West motorway looks like a suitable 

candidate for a distance-related road toll. Still, such a toll scheme might be able to 

generate revenue beyond what is needed for the motorway’s maintenance itself, and 

provide a reliable source of base financing (that would be growing with traffic intensity), 

in order to significantly reduce the burden on the general budget. 

As an alternative, several European countries with an infrastructure comparable to 

Georgia’s (e.g., Romania and Bulgaria) have resorted to vignette schemes. Such a 

solution might also be taken into consideration as a way forward. 

In the following, a vignette scheme and a distance-related road toll on the East-West 

motorway will be compared. 

5.1 Vignette scheme 

When looking for a predictable and stable source of additional revenue, a simple vignette 

scheme applied to all primary and secondary roads is very attractive. Assuming that 

yearly vignette stickers would be purchased for 70% of registered vehicles13, and the 

price of vignettes were oriented at the charges applying in EU countries comparable to 

Georgia14, a vignette scheme could be designed as in the following example: 

                                           
13 This is a conservative estimate, as most vehicles travel also outside of towns, and compliance rates are 
estimated to be over 90% for most countries – cf. Booz & Company, Assessment of Vignette Systems, 2010. 
14 For the following example, vignette prices for different categories are set at roughly 70% of the average of 
Romanian and Bulgarian prices (given differences in vehicle classes, prices cannot be transferred directly; the 
estimate used here reflects the relatively small number of heavy trucks registered in Georgia). 
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Table 2: Vignette scheme: potential revenue 

Vehicle class15 
Number of regis-

tered vehicles 

Price of  

vignette (GEL) 

Revenue/year  

(GEL m) 

Car 673,280 50 23.56 

Bus/minibus 51,605 150 5.42 

Truck 78,213 450 24.64 

Total revenue from vehicles registered in Georgia 53.62 

Additional net revenue from foreign vehicles (see below) 18 

Total 71.62 

Share of expected yearly maintenance needs (GEL 265m) 27% 

Source: Georgian Ministry of Internal Affairs; own calculations 

In addition to vignettes purchased by residents, foreign vehicles visiting or transiting 

would be required to carry vignettes, as well; most countries offer weekly or monthly 

stickers for these customers. Assuming that foreigners would be offered weekly vignettes 

at roughly one sixth of the yearly rate (again, in line with practice in comparable EU 

countries), we estimate the additional revenue potential around GEL 27m16. This figure 

should be taken with some caution, however, as frequent travellers would likely pay less 

by shifting to the yearly scheme, and it would be politically advisable to set off the price 

of the vignette against the GEL 200 transit fee that is currently paid by foreign trucks 

passing through Georgia. Taking all this into account, and using the parameters from the 

exemplary calculation, we expect that net revenue from foreigners would not exceed GEL 

18m, to be added to the GEL 53.6m estimated revenue from Georgian residents. 

Thus, with revenue potential in the vicinity of GEL 70m, even after discounting roughly 5-

10% for administrative costs a simple vignette scheme could provide a substantial 

contribution to the costs of primary and secondary road maintenance. 

As far as incentives are concerned, such a system would be mostly neutral17. From a 

distributional point of view, though, a simple vignette scheme is regressive, as all citizens 

(as long as they own cars) would pay the same amount. This could be addressed, e.g., 

by exempting local driving from the obligation to carry a vignette – which would entail, 

however, certain (moderate) costs in terms of administration and foregone revenue. 

5.2 Motorway toll 

As a motorway toll can only be levied where an alternative route is available, and it is not 

advisable to charge a toll for city bypasses, the room for revenue generation through a 

distance-related scheme is limited, even on the new East-West motorway. The only 

extended section that meets both criteria (having an alternative route and not being a 

city bypass, broadly defined) is the section from Khashuri to Kutaisi. 

                                           
15 In practice, a differentiation between buses and minibuses, and between different classes of trucks, would be 
recommended. From the available data, however, this could not be derived for this exemplary calculation. 
16 This estimate is based on figures from the Georgian National Tourism Agency on monthly incoming traffic. 
17 Positive incentives could be set, however, through additional vignette classes, e.g., for eco-friendly cars.  
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By estimating drivers’ willingness to pay for the right to use the motorway, we can 

calculate a rough estimate of potential revenue from a motorway toll. We assume that 

drivers will opt for the motorway for two reasons – because of saved travel distance 

(and, thus, fuel and vehicle wear), and because of saved time. In line with the lower end 

of standard estimates, we assume cost savings per kilometre between GEL 0.4 (for cars) 

and GEL 2 (for heavy trucks). Moreover, we take opportunity costs between GEL 2 and 

GEL 20 as lower benchmark for the value attached to one hour saved in travelling time. 

Between Khashuri and Kutaisi, the new motorway will save drivers 35 km in terms of 

distance, as well as roughly one hour in terms of time. Using monetary equivalents for 

distance and time as above, as well as current figures on road usage, as a rough 

estimate we arrive at a revenue potential of around GEL 107m/year. 

As the whole Khashuri-Kutaisi segment of the motorway will be 84 km long, the toll 

applied in this estimation would amount to values between GEL 0.21/km for cars and GEL 

1.07/km for heavy trucks. These amounts are not high by European standards (France 

and Croatia, for example, use similar fees), and the toll would apply only on a small 

section (less than one fourth) of the motorway as a whole. Nevertheless, it can be 

argued that in a country such as Georgia, tariffs for individual car drivers should be 

lower. Accordingly, the following scheme might be politically feasible: 

Table 3: Motorway toll: a possible scheme 

Vehicle class18 
No. of 

vehicles/day19 

Value of 

distance/time 

saved (GEL) 

Toll (GEL) 
Revenue/year 

(GEL m) 

Car 8,239 16 8 24.06 

Minibus 793 34 30 8.68 

Bus, truck 654 72.5 72.5 17.31 

Truck w/ trailer 970 90 90 31.85 

Total 81.9 

Share of expected yearly maintenance needs (GEL 265m) 31% 

Source: Georgian Department of Roads; own calculations 

Again, our calculation reveals a substantial potential for revenue generation, especially as 

traffic has almost doubled over the last five years, and is likely to increase further. 

Moreover, the restriction to one section of motorway keeps administrative effort very 

low. This would hold particularly, given still relatively low labor costs in Georgia, if the 

collection occurred toll gates (as is the case in France, Italy and Croatia) and not through 

a fully automatized, technically ambitious solution (as, e.g., in Germany).  

The positive incentive effects of such a scheme (discouraging excessive increases in 

traffic due to the motorway), would likely be of minor importance. Furthermore, negative 

distributional effects would not arise. As drivers would have the choice to continue using 

                                           
18 Vehicle classes according to automated traffic count data. 
19 Average of three automated traffic counts on the current road, 2013, discounted by 20% for local traffic that 
is unlikely to shift to the motorway. 
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the old road, for those who cannot (or do not want to) afford the toll, the situation would 

be no worse than before – there would even be an indirect benefit through reduced 

congestion and erosion on the alternative route. And drivers using the motorway would 

obviously gain more from this new option than they lose through the toll (otherwise they 

would not pay), so there are no losers in this group, as well. 

Thus, a toll on the new motorway could be a suitable tool to cover a significant share of 

Georgia’s expenses for road maintenance. 

As our rough estimation of the revenue potential of the different schemes has revealed, a 

distance-related toll on the new East-West motorway looks suitable to put financing for 

road maintenance on a more sustainable footing. Moreover, it should also be politically 

feasible, as it is perceived to be fair and does not impose an additional cost on low-

income citizens. Even if, considering the comparatively low income level in the country, 

its revenue potential is not fully exploited, it is still likely to generate substantially more 

funds than are needed for the mere maintenance of the motorway itself.  

A vignette scheme could provide another predictable and stable but somewhat smaller 

source of revenue. In order to address issues of redistributive fairness, instead of a “one-

size-fits-all” approach a more sophisticated scheme could be considered, allowing for 

specific concessions (e.g., for driving only locally). However, the revenue potential 

(especially over the long run) is less promising than that of a distance-related motorway 

toll. Thus, such a scheme is not the option of choice in the current situation. 

 

6. Recommendations 

 In order to lay the foundation for steady and reliable financing, a maintenance 

needs assessment system should be implemented to generate resilient 

projections of maintenance costs on the basis of accepted standards. 

 Further efficiency gains on the implementation side should be realized through an 

extension of performance-based maintenance contracts (PBMC), as they are 

already in place for parts of the road network. 

 If Georgia intends to continue investment in road infrastructure and to work on an 

improvement of road maintenance (which would be highly recommendable for a 

transit country), financing purely from the general budget is not a viable option in 

the long run, and alternatives for additional financing should be considered. 

 A distance-related toll on the planned Khashuri-Kutaisi section of the new East-

West motorway is advisable (and in line with practices in comparable countries). 

Such a toll could not only cover the highway’s maintenance costs, but also 

generate substantial cross-financing for other road infrastructure. 
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