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Georgia’s Agricultural Sector: Analyzing Indicators and Challenges

Zviad Khorguashvilit

Introduction

Georgia’s agricultural sector is often a subject of animated discussions among political and
economic circles, although academic analysis and transforming this analysis into policy really is not a
common practice. Therefore, it is vital to have more academic, evidence-based debates which will leave a
little space for populism and curb politically-motivated thinking in economic decision-making to a

minimum.

Agricultural sector consists of farming crops, animal husbandry and fishery. It is the only source of
food sector and it depends on agriculture when the final costumer will get final products in what amount
as well as in what quality and at what price. Before the collapse of the Soviet Union, over the course of 70
years, the government used to make centralized decisions in this regard and after the disintegration of the
USSR, Georgia had to switch to a market economy in a very short period of time which entailed numerous
painful consequences. The reason of that, first and foremost, was economically, systemically and morally
unfair and unjustified totalitarian system and on the other hand it was a number of wrong political

decisions during the transition period and afterwards.

There are a number of components that are used for comprehensive analysis of the sector,

although the most important ones are as follows:

» Wealth generated by the sector and its share in a country’s economy;
> Real economic growth of the sector year-by-year;

» Number of people employed in the sector and their incomes;

» Efficiency of the sector vis-a-vis other sectors;

» Size of an average farm.
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Wealth Generation and Share in a Country’s Economy

Agricultural sector occupies a significant share in the Georgian economy. Total output? of the
sector in 2022 amounted to GEL 7.1 billion and wealth contribution to the GDP? reached GEL 4.4 billion.

This accounted for 7% of Georgia’s total GDP.

Graph 1: Agricultural Sector’s Nominal and Percentage Indicators in the Gross Domestic Product

Agricultural Sector’s Nominal and Percentage Indicators in
the Gross Domestic Product (2010-2022)
5,000 12%
4,500
10%
4,000
3,500
8%
3,000
2,500 6%
2,000
4%
1,500
1,000
2%
500

0 0%
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Source: National Statistics Office of Georgia

It is shown by the Graph 1 that the agricultural sector’s output has been increasing in 2010-2022
and average growth rate was 7.8%. However, measuring this figure in a nominal value is academically less
justified and it is important to analyze figures that are corrected against price growth (are adjusted to
inflation). The average growth rate of agriculture sector’s contribution to the GDP in 2015 prices was

merely 2.7%.*

Graph 2 clearly illustrates that agricultural sector’s share in economy gives an important

information about a country’s development stage. The less the share the more developed a country is.

2 Total output of production in terms of types (goods and services) in base prices.
3 Gross Domestic Product.
4 Source: National Statistics Office of Georgia.
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Graph 2: Agricultural Sector’s Share in the GDP and GDP Per Capita (PPP), 2021
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Source: World Bank; author’s calculations

Graph 2 shows correlation between GDP per capita and share of agricultural sector in the GDP
across 185 countries as of 2021. Statistical correlation between these two variables is 0.60.1% which is a
strong correlation. This outcome is attributable to a number of factors, such as — the richer a person the
less is payments for food to total income ratio. In addition, labor in agricultural sector is associated with
harder working conditions whereas together with wealth accumulation, a country starts to have more
high-tech jobs. The third major reason is urbanization. In time, and other things being equal, countries’

rate of urbanization tends to grow.

In accordance with the World Bank, Georgia’s GDP per capita (PPP) was USD 17,000 in 2021
whereas the agricultural sector’s share® in the economy was 6.5%. Countries with similar GDP per capita
figures are in the same situation too. For instance, in case of Bosnia and Herzegovina it is 5.2%, in case of
North Macedonia 7.2%, in case of Columbia 7.4% and in case of Mexico 3.9%. With respect to the countries

of Georgia’s region, the picture is as follows:

5% of value added in GDP.
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Table 1: Georgia and Countries of the Region

Country Agricultural Sector to GDP Ratio GDP Per Capita (PPP)
Armenia 11.3% S 15,592
Ukraine 10.6% S 14,220
Moldova 10.4% S 15,390
Belarus 6.8% S 21,699
Georgia 6.5% S 17,014
Azerbaijan 5.9% S 15,855
Turkey 5.5% S 30,444
Russia 3.8% S 32,966

Source: World Bank

Agricultural Sector’s Real Economic Growth Year-by-Year

Real economic growth rate provides the clearest reflection of the agricultural sector’s

development, because it excludes the inflation rate and shows real growth of output annually.

Table 2: GDP and Real Growth of the Agricultural Sector in the GDP, 2011-2022

Year Agricultural Sector’s Real Growth in the GDP Real GDP Growth
2011 9.0% 7.4%
2012 -5.0% 6.4%
2013 13.3% 3.6%
2014 -0.9% 4.4%
2015 -0.1% 3.0%
2016 -2.8% 2.9%
2017 -7.7% 4.8%
2018 13.8% 4.8%
2019 0.7% 5.0%
2020 8.1% -6.8%
2021 1.5% 10.5%




Gnomon Wise 05.05.2023

2022°¢ 2.9% 10.1%

Average 2.7% 4.7%

Source: National Statistics Office of Georgia

Table 2 shows that in 2011-2022, Georgia’s agricultural sector was growing by 2.7% on average
whereas the country’s economic growth rate was 1.7 times higher at 4.7%. This indicates that the
agricultural sector is on average much less successful as compared to other sectors of the Georgian
economy. This trend persisted in 2021 and 2022 as well. As Georgia’s economy grew by 10.5% in 2021,

growth of the agricultural sector was seven times less at 1.5% and in 2022 it was 3.5 times less.

On top of average growth indicators, agricultural sector’s growth is characterized by sharp
fluctuation. For instance, 7.7% decrease in 2017 was followed by 13.8% growth in 2018 which indicates

small size and instability of the sector. Standard deviation of the agricultural sector’s real economic growth

in 2011-2022 was 6.6 percentage points.

Number of People Employed in the Sector and Their Revenues

In 2022, Georgia’s total workforce was 1.55 million people.” Of that amount, 1.28 million were

employed. Some 230,000 people were employed in the agricultural sector which constituted 19% of the

total employment.

Table 1: Distribution of Employed Persons by Economic Activity, 2021

Share in Total
Field of Activity
Amount (Thousand) Amount
Agriculture, Forestry and Fishery 230.3 18.9%
Industry 137.2 11.3%
Construction 94.4 7.8%
Wholesale and retail trade; repair of motor vehicles and motorcycles 180.7 14.8%
Transportation and storage 76.4 6.3%
Accommodation and food service activities 334 2.7%

5 Preliminary data.
7 Working age population from the age of 15 and above.
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Information and communication 18.1 1.5%
Financial and insurance activities 29.5 2.4%
Real estate activities 5.2 0.4%
Professional, scientific and technical activities 21.5 1.8%
Administrative and support service activities 19.4 1.6%
Public administration and defence; compulsory social security 92.4 7.6%
Education 145.9 12.0%
Human health and social work activities 66.3 5.4%
Arts, entertainment and recreation 28.7 2.4%
Other service activities 22.1 1.8%
Activities of households as employers; Undifferentiated goods and
services-producing activities of households for own use 129 1.1%
Activities of extra-territorial organisations and bodies 2.7 0.2%
Not identified 0.3 0.0%
Total 1,217.4 100.0%

Source: National Statistics Office of Georgia; author’s calculations
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Diagram 1: Sectoral Employment, 2021
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As Table 3 and Diagram 1 illustrate the agricultural sector is the biggest employer at the job
market. There are more people employed in the agricultural sector as compared to trade (50,000 people

more).

Of note is that according to the information of the National Statistics Office of Georgia,
employment in agriculture in 2019 was 43% and situation at that time was much worse as compared to
present day. After updating its methodology, the National Statistics Office of Georgia removed hundreds
of thousands of people from workforce and therefore, employment in the agricultural sector dropped
sharply. In 2019, share of self-employed individuals in total employment was 49.7% which contracted to

30.7% in 2020.%

8 National Statistics Office of Georgia (2020). Indicators of Employment and Unemployment Calculated Based on New
Standards of the International Labour Organization. Accessible at: https://bit.ly/3pc8RnC
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Taking a glance at the comparison with the other countries, it is obvious that share of the
agricultural sector in the economy as well as employment in the agriculture sector decreases in relation

to a country’s wealth per capita.

Graph 3: Employment in the Agricultural Sector (%) and GDP Per Capita (PPP)
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Source: World Bank

Graph 3 illustrates that of 175 countries, the richer a country is per capita the less is agriculture
employment to total employment ratio. The value of correlation between two variables is 64% which

statistically is considered to be a strong correlation.

In countries with similar to Georgia’s GDP per capita (PPP), employment in agriculture is lesser
albeit slightly. It is 18% for Bosnia and Herzegovina, 15.8% for Columbia, 14% for Norther Ireland and etc.

Data of the regional countries is as follows:
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05.05.2023

Country GPD Per Capita (PPP) Employment in Agriculture (% of
Total Employment)

Russia S 32,966 5.8%
Belarus S 21,699 11.1%
Ukraine S 14,220 13.8%
Turkey S 30,444 18.1%
Georgia S 17,014 19.0%
Moldova S 15,390 21.0%
Armenia S 15,592 24.0%
Azerbaijan S 15,855 36.0%

Source: World Bank; National Statistics Office of Georgia

Apart from employment, a good indicator for the success of a sector would be average labor
remuneration and comparison with other sectors. According to the National Statistics Office of Georgia,
average nominal salary for the hired employees in the agricultural sector was GEL 950 in 2021 and it was

fifth from the bottom of other 18 employment sectors. Average median salary in the agricultural sector is

even lower and equals GEL 800.

Table 5: Average Nominal Monthly Salary of the Hired Employees by Occupation, 2014-2021 (GEL)

compulsory social security

Occupation 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 | 2021
Financial and insurance activities 1,590 | 1,691 | 1,835 | 2,008 | 2,236 | 2,030 | 2,157 | 2,368

Professional, scientific and technical
1,145 | 1,277 | 1,464 | 1,595 | 1,712 | 1,896 | 1,852 | 2,075

activities
Information and communication 1,171 1,332 ({1,339 | 1,426 | 1,489 | 1,621 | 1,886 | 2,031
Construction 944 | 1,185 | 1,266 | 1,466 | 1,552 | 1,631 | 1,715 | 1,806
Mining and quarrying 903 |1,047 1,154 | 1,260 | 1,379 | 1,385 | 1,779 | 1,742
Electricity, gas, steam and air conditioning
1,148 | 1,257 | 1,348 | 1,414 | 1,507 | 1,560 | 1,500 | 1,620
supply

Public administration and defense;

1,162 | 1,259 | 1,255 | 1,236 | 1,267 | 1,421 | 1,426 | 1,475
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Transportation and storage 1,048 | 1,153 | 1,156 | 1,238 | 1,296 | 1,382 | 1,433 | 1,467
Real estate activities 899 | 962 | 1,017 | 1,093 |1,106 | 1,193 | 1,183 | 1,428
Human health and social work activities 742 846 915 953 984 | 1,050 | 1,101 | 1,318
Manufacturing 721 777 | 783 | 868 | 930 | 1,037 | 1,111 | 1,253
Wholesale and retail trade; repair of motor
703 784 | 790 | 844 | 951 971 | 1,036 | 1,146
vehicles and motorcycles
Arts, entertainment and recreation 682 751 834 877 994 | 1,130 | 955 | 1,094
Other service activities 632 881 | 730 | 685 831 771 | 1,094 | 985
Agriculture, forestry and fishing >01 >88 >70 643 /01 704 819 950
Administrative and support service activities | 698 675 740 768 802 853 866 928
Water supply, sewerage, waste management
654 680 711 753 774 817 791 874
and remediation activities
Accommodation and food service activities 477 563 626 672 825 851 819 873
Education 455 | 482 534 | 577 | 596 | 652 743 835
Total 818 | 900 | 940 | 999 | 1,068 | 1,129 | 1,191 | 1,305
Source: National Statistics Office of Georgia
Table 6: Median Salary of Hired Employed Persons by Occupation, 2018-2021 (GEL)
Occupation 2018 2019 | 2020 2021
Information and communication 1,088 | 1,209 | 1,302 1,509
Mining and quarrying 1,024 | 1,190 | 1,276 1,386
Electricity, gas, steam and air conditioning supply 1,063 | 1,157 | 1,173 1,298
Construction 1,200 | 1,250 | 1,195 1,276
Public administration and defense; compulsory social security 1,163 | 1,400 | 1,248 1,273
Financial and insurance activities 1,002 | 1,154 | 1,185 1,254
Professional, scientific and technical activities 1,125 | 1,250 | 1,250 1,230
Transportation and storage 943 1,067 | 1,059 1,125
Manufacturing 683 775 792 883
Agriculture, forestry and fishing 697 763 750 800

10
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Wholesale and retail trade; repair of motor vehicles and motorcycles 633 736 750 800
Human health and social work activities 546 625 630 774
Accommodation and food service activities 585 677 638 750

Real estate activities 625 630 638 702

Administrative and support service activities 610 667 688 650

Education 506 560 600 649

Arts, entertainment and recreation 625 700 625 645

Water supply, sewerage, waste management and remediation
625 650 635 625

activities
Other service activities 300 458 300 500
Total 700 792 809 900

Source: National Statistics Office of Georgia

Table 5 and Table 6 illustrate that hired employees in the agricultural sector do not have higher
salaries as compared to the hired employees of the other sectors. The situation is further complicated by
the fact that 49% of those employed in rural areas are considered as self-employees and the level of
average incomes is therefore lower. As of 2022 there were 259,700 self-employed persons in rural areas

and 152,300 in urban areas.

Agricultural Sector’s Efficiency vis-a-vis the Other Sectors

Table 4 demonstrated that the agricultural sector’s growth rate is much lesser as compared to the
country’s economic growth rate in general. In particular, in 2011-2022, real economic growth of the
agricultural sector was 2.7% whereas average GDP growth rate in the same period was 1.74 times more at

4.7%.

In 2022, in terms of efficiency, there was a sharp misbalance in agriculture employment to
agriculture’s share to GDP ratio. In particular, 19% of all employed people in the country — who are
employed in the agricultural sector —generated merely 6.5% of the GDP whereas the rest 81% of employed
persons generated other 93.5%. Given these figures, it is possible to conclude that on average other

sectors were 3.4 times more efficient as compared to the agricultural sector.

11
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There is virtually no correlation between inefficiency of agricultural sector and a country’s
development level. Statistical correlation between these two variables® is only 13%. There are rich
countries where agricultural sector’s efficiency is higher and rich countries where it is not the case. For
instance, Luxembourg is the top performer with GDP per capita at USD 133,000 and agricultural sector’s
efficiency is 3.5 whereas in Singapore which ranks second in terms of GDP per capita with USD 116,486
has agricultural sector’s efficiency at 0.89. Table 5 and Table 6 show top 10 and bottom 10 countries in the

world in terms of GDP per capita (PPP) and agricultural sector’s efficiency.

Table 7: Top 10 Countries — GDP Per Capita (PPP), 2021 and Inefficiency of Agricultural Sector

Inefficiency of Agricultural

Country GDP Per Capita (PPP), 2021 Sector
Luxembourg $133,329.82 3.5
Singapore $116,486.47 0.9
Ireland $ 105,355.20 4.5
Qatay $102,018.12 4.0
Norway $80,534.61 1.3
Switzerland $77,120.56 4.2
United Arab Emirates $ 76,609.20 1.5
United States of America $ 69,287.54 1.4
Brunei S 66,055.25 1.6
Hong Kong S 65,891.69 2.3

Source: World Bank; authors calculations

Table 8: Bottom 10 Countries — GDP Per Capita (PPP), 2021 and Inefficiency of Agricultural Sector

Inefficiency of Agricultural
Country GDP Per Capita (PPP), 2021 Sector
Malawi $1,638 11.0
Madagascar $ 1,608 5.4

9 Correlation between comparison of GDP per capita (PPP) and efficiency of agricultural sector vis-a-vis other

sectors (172 countries, 2021 and 2022).

12




Gnomon Wise 05.05.2023

Chad $ 1,566 2.6

Liberia S 1,564 1.3
Mozambique $1,348 6.2

Nigeria $1,304 4.6

Somalia $ 1,249 0.4
Democratic Republic of Congo $1,179 7.7
Central African Republic $920 5.4
Burundi $775 15.6

Source: World Bank; author’s calculations.

It is also worthy to note that comparison between different countries’ efficiency figures is less
relevant because efficiency depends on how many people produce what part of wealth of a country. For
instance, agricultural sector in Somalia is more efficient as compared to other sectors but this certainly
does not mean that Somalia’s agricultural sector generates more wealth and products as compared to
Ireland’s agricultural sector which is 4.5 times less efficient as compared to Ireland’s other sectors of the

economy.

Average Farm Size

In a country’s economy, efficiency of any sector depends on scale of production it is capable to
reach and to what extent does it have competitive advantage!® vis-a-vis other countries. Land size is one
of the crucial factors in this regard. Since total area of arable land on earth is only 10.7%!! there are
countries with abundance of arable lands and countries which lack those. For instance, according to the
World Bank, Bangladesh (61%), Ukraine (59%), India (52%), Moldova (52%) and Togo (49%) have the
highest arable land to total area ratio. In case of Georgia, this is 4.5% which is a low figure as compared to

the most of the world countries.

Apart from arable land, another important element which contributes to the efficiency of
agricultural sector is average farm size. There are 546,600 households in Georgia which own a land plot.

Of that amount, the area of land under ownership of 79.6% of households is less than one hectare whereas

10 Economic Theory. The ability of an economy to produce specific goods or services at a lower alternative cost as
compared to its rivals.
11 World Bank, 2020.

13
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93.6% and 96.4% of those households own less than 2 and 3 hectares, respectively. Only 0.1% of
households own lands that are 100 hectares and more in size.> The less the land area owned by
household, higher the unit cost because of economies of scale’®* and consequently production becomes

less efficient.

Average farm size in the United States of America was 180 hectares!* in 2021 whereas in Canada
it was 327 hectares?® and in Australia 4,331 hectares. ! In 2016, average farm size in the European Union
was 15.2 hectares!” which is nearly 15 times larger as compared to average farm size in Georgia in 2021.

As of 2013, average farm sizes in the European Union member states were as follows:

Table 9: Average Farm Size in the European Union Member States, 2013

Country Average Farm Size (Hectare)
Austria 19.42
Belgium 34.64
Bulgaria 18.28
Croatia 9.98
Cyprus 3.09
Czech Republic 133.01
Denmark 68.43
Estonia 49.90
Finland 41.50
France 58.74
Germany 58.59
Greece 6.85
Hungary 9.48
Ireland 35.53

12 source: National Statistics office of Georgia.

13 Economies of scale — together with increased production, per-unit costs decrease because fixed expenses are
distributed is spread over more units of production.

14 United States Department of Agriculture (USDA). (2022). Farms and Land in Farms 2021 Summary. Via link:
https://bit.ly/3pg70ofR

15 Breaker, R., and A Weersink. "Average Farm Size Has Stopped Growing". Food Focus Guelph (130), Department of
Food, Agricultural and Resource Economics, University of Guelph, August 23, 2022.

16 Source: Australian Bureau of Statistics.

17 Agriculture, forestry and fishery statistics, Eurostat. 2020 edition.

14
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Italy 11.98
Latvia 22.96
Lithuania 16.65
Luxembourg 63.00
Malta 1.16
Netherlands 27.38
Poland 10.08
Portugal 13.77
Romania 3.6
Slovakia 80.68
Slovenia 6.71
Spain 24.15
Sweden 45.10
UK 93.07
EU-15 28.01
EU-13 7.82
EU-28 16.09

Source: The Past, Present and future of CAP — the Hungarian Viewpoint, Tamaz Mizik

Conclusion

There are many factors that are used for assessment of agricultural sector. Some of the major
elements are the sector’s output, share in a country’s economy, real growth rate, number of employed

people, their incomes, efficiency of the sector and average farm size indicators.

Nominal wealth generated by Georgia’s agricultural sector tends to grow, although its share in the
economy has been shrinking year-by-year and dropped to 6.5% in 2022. The higher a country’s GDP growth
is the lesser is the agricultural sector’s size to total economy ratio, because other and more efficient sectors
have much higher growth rate. Therefore, reduction of share of the agricultural sector in Georgia’s
economy is a normal process and it will contract even faster simultaneously with rapid economic

development.

15
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Real growth rate is another very important factor. In 2011-2022, agriculture in Georgia was
growing by 2.7% on average whereas the economic growth rate was 4.7%. This means that the agriculture

sector was 1.74 times less successful than the average.

Agricultural sector is one of the biggest employers in Georgia and in terms of revenues it provides
some of the worst-paying jobs. Average monthly nominal salary for hired employees was GEL 950 in 2021
whereas average salary across the country was 37% more — GEL 1,305. The figures are more propitious if
we take a look at median salary. In particular, average median income in the agricultural sector is GEL 800

whereas average figure across the country is 12.5% more — GEL 900.

In terms of efficiency, agricultural sector in Georgia is rather inefficient. In 2022 it was 3.4 times
more inefficient as compared to average figure of the other sectors combined. Inefficiency of agricultural
sector has a very weak correlation to a country’s development level across the world. Therefore, there are
rich countries with inefficient agricultural sectors and poor countries where agricultural sector is more
efficient as compared to the other sectors. However, this does not mean that “efficient” agricultural sector

of a poor country is more efficient than “inefficient” agricultural sector of a rich country.

One of the main reasons behind unsuccessfulness of Georgia’s agricultural sector and the country
in general is a small farm size which on average is approximately 1 hectare. In most of successful countries
this indicator is much higher. For instance, as of 2016, average farm size in the European Union was 15.2

hectares.

Success of an agricultural sector depends on enlargement of average farm size which is most
efficiently achieved naturally and it requires massive new investments in a country and high economic
growth on the one hand. It also does require providing incentives to the people employed in agricultural
sector on the other hand by encouraging them to find jobs and get involved in other sectors of economy

that are more efficient than agriculture.
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