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Georgia’s Agricultural Sector: Analyzing Indicators and Challenges
Part Il: Government Policy Overview

Zviad Khorguashvilit

Georgia’s agricultural sector consists of farming crops, animal husbandry and fishery. In 2022,
agricultural sector’s contribution to the gross domestic product (GDP) was GEL 4.4 billion which constitutes
6.5% of the GDP. The agricultural sector’s economic growth in 2022 was 2.9% whereas Georgia’s economy
increased by 10.1% in the same period. In 2011-2022, agricultural sector’s growth rate was 2.7% which is

1.7 times less as compared to GDP growth rate.?

Georgia’s agricultural sector is the largest employer as compared to other sectors and employs
over 230,000 people which is nearly 19% of total employment. Average median salary for the agricultural
sector’s hired employees in 2021 was GEL 800 whereas average labor remuneration in Georgia was GEL

900.

In terms of efficiency, Georgia’s agricultural sector in 2022 was 3.5 times less efficient as compared
to other sectors, because 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 the employed persons generated

other 93.5%.2

The major reason behind inefficiency of the agricultural sector is average farm size.* As of 2021,
some 79.6% of households have less than two-hectares land plots under ownership and 93.6% own farms
that are less than two-hectares in size. For comparison, 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. European
Union’s average indicator is approximately 15 times larger as compared to Georgia’s 2021 figure and equals
16 hectares.® Average farm size in Belgium was 35 hectares, in Croatia 10 hectares, in Ireland 35 hectares

and in the Netherlands 27 hectares.

1 Research Institute Gnomon Wise. University of Georgia, e-mail: z.khorguashvili@ug.edu.ge

2See Georgia’s Agricultural Sector: Analyzing Indicators and Challenges for challenges and overview of agricultural
sector at: https://gnomonwise.org/ge/publications/review/119
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Georgia’s agricultural sector is always one of the top issues among the pledges given by the
political parties and therefore, government interferes heavily in this sector. However, before we move to
determining the government’s role in the sector it is important to overview the sector and describe the

relevant government policy.

Tax and Tariff Policy
Georgia’s agricultural sector enjoys numerous privileges as compared to other sectors. In terms of

taxation, agricultural production is one of the least taxed components in the Tax Code of Georgia.

There are six types of taxes in Georgia — income tax,® distributed profit tax,” value added tax (VAT),?

import tax, ? excise tax'® and property tax.!?
Tax preferences applied to the agricultural sector are as follows:

» Taxable income earned from the primary supply of agricultural products shall be exempt
from taxation if the gross income earned during the calendar year does not exceed GEL
200,000; *

» Salary of a person employed in agricultural sector shall be exempt from taxation, if
employer’s gross income earned during the calendar year does not exceed GEL 200,000;

» Distributed profit earned from the primary supply of agricultural products produced by

agricultural cooperative and expenses shall be exempt from distributed profit tax;

6 Subject of taxation is a physical person and other things being equal tax rate is 20%. On top of that there is
mandatory pension contribution which is additional 2% for the employee, 2% for employer and 2% the government.
7 Tax rate is 15% and subject of taxation is profit of all profit-oriented legal entities operating in Georgia. Since 1
January 2017, reinvestment has been exempt from taxation and stock owner pays both distributed profit tax and
dividend tax (which is 5%) only in case of withdrawal of dividend.

8 Tax rate is 18% and subject of taxation is consumption of goods or/and services. VAT is calculated in proportion to
price. VAT payment is mandatory at all stages of providing goods or services. In certain cases, taxable amount
decreases and in other cases physical or legal persons are exempt from VAT payments.

9 Tax rate is 0% for most of goods and services. In case of agricultural products, it is 5% or 12%.

10 Subject of taxation are products that are hazardous for life, health or environment, such as alcohol, tobacco, fuel,
etc. The excise tax rate and amount depends on product group, type and price.

1t is a local tax imposed by local authorities. It shall be maximum 1% across the countries and subject of taxation is
assets owned by people whose annual income exceeds GEL 40,000. Property tax on agricultural land depends on
land type, administrative unit and basic rate is given in the appendix (Table 4 and Table 5).

12 This norm is in effect until 1 January 2026.
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» Primary supply of agricultural products and goods produced in Georgia shall be exempt
from the VAT

» The import of agricultural pesticides and agrochemicals, seeding and planting materials of
agricultural crops, according to the list approved by an ordinance of the Government of
Georgia shall be exempt from the VAT;

> Physical and legal persons that received agricultural lands to be cultivated* shall be exempt

from property tax for 5 years.

The abovementioned preferences should give great fiscal incentive to the sector and be a pre-
condition of its success. Physical or legal persons involved in agricultural sector pay less amount of taxes
as compared to other sectors. In 2022, property tax contribution to the common budget was GEL 603.5
million whereas property tax collected from agricultural land plots was only GEL 27.3 million, amounting
to merely 4.5% of total property tax payments. Of GEL 27.3 million, GEL 18.5 million was paid by physical

persons and GEL 8.8 million was paid by legal persons.

Apart from direct tax reliefs, the agricultural sector also enjoys indirect tax preferences as well.
The Government of Georgia has a protectionist approach vis-a-vis the agricultural products which is
manifested in policy to tax import of agricultural products to Georgia by 5% and 12% tax rates whereas
export is fully exempt from export tax.'> As a result of a protectionist policy, Georgia’s population which
amounts to 3.7 million people!® has to pay more for imported products and has to buy food products at
higher prices as compared to what they would pay if import tax was removed. Of additional note is that
import tax is not a significant contribution of the state budget. Of GEL 14.97 billion tax incomes to the
budget in 2022, the share of import tax was GEL 125 million which constitutes merely 0.83% of total tax

incomes for the budget.

13 Except for the goods (eggs) provided for under the NCNFEA Codes 0407 11 000 00 and 0407 21 000 00 and the
goods specified under the subheading 0207 11 (gallus domesticus — uncut, fresh or refrigerated)

¥ Virgin land, land to be cultivated by means of melioration, land under brushwood to be cultivated by felling and
uprooting, etc.

Source: Tax Code of Georgia. Section VI, Chapter XXVIII. Accessed at:
https://www.matsne.gov.ge/ka/document/view/1043717?publication=198

16 Source: National Statistics Office of Georgia. 2023 Demographic Indicators.
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Spending, Subsidies and Market Regulation
As of 2022, number of employees at the Ministry of Environmental Protection and Agriculture of
Georgia was 3,697. Of that amount 1,349 persons (36.5%) worked on agriculture issues. The budget of
Ministry was GEL 760.4 million which accounted for 3.8% of total government appropriations and
amounted to 1% of the GDP. Over 47% of the expenses were subsidies and budget expenses for agriculture

amounted to GEL 669 million.

Diagram 1: Distribution of Expenses of the Ministry of Environmental Protection and Agriculture of

Georgia, GEL Million, 2022

Growth of non- Labour Remuneration
financial assets, GEL GEL 56 million
57.4 million

Goods and services,
GEL 92.8 million

Other expenses, GEL
170.3 million

Social security, GEL 0.8
N

million

Grants, GEL 22.3 million

Subsidies, GEL 360
million

Source: Ministry of Finance of Georgia; State Treasury

Diagram 1 shows that after subsidies, other expenses are the largest segment as they encompass

current and capital transfers of Unified Agro Project and are not categorized elsewhere. Through the lenses
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of functional components, GEL 700.5 million was spent in 2022 for agriculture, forestry, fishery and
hunting. Of that amount, labor remuneration amounted to GEL 30 million, purchase of goods and services
to GEL 79 million, subsidies to GEL 360 million, grants to GEL 25 million and other expenses to GEL 182

million.*’

For 2023, expenses of the Ministry of Environmental Protection and Agriculture were planned at
GEL 698.5 million. Of that amount, expenses for the agricultural sector is GEL 598.1 million whereas the

remaining GEL 100.4 million is intended for environmental purposes.

Diagram 2: Structure of Expenses of the Ministry of Environmental Protection and Agriculture Planned for

Georgia’s Agricultural Sector in 2023

Ministry's Staff, Policy
Elaboration, GEL 20.2

. Research activities, GEL 5.9 million
million

Food safety, measures taken for plant
and epizootic protection, GEL 63.5 million

Development of viticulture an(/‘
winemaking,

GEL 67.4 million
Unified Agro Project

GEL 346.4 million

Modernization of melioration
systems, GEL 95.0 million

Source: Ministry of Finance of Georgia

7 The Ministry of Finance have not published in detail the appropriations included in other expenses and only general
explanation is provided.
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Diagram 2 illustrates that Unified Agro Project accounts for most of funds (58%) allocated for the
agricultural sector, followed by modernization of melioration systems with GEL 95 million (16%) whereas
viticulture and winemaking as well as food safety and plant protection measures are ranked third and

fourth with GEL 67.4 million (11%) and GEL 63.5 million (11%), respectively.

Unified Agro Project is run by the Rural Development Agency and is intended to bring together
agriculture projects under one umbrella. The project was launched in June 2016.2 The Unified Agro Project
consists of funding of different activities in the agricultural sector and various types of activities are either

added or removed from the project.

Graph 1: Unified Agro Project’s Budget in 2015-2023,%° GEL Million
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Source: Ministry of Finance of Georgia

The Graph shows that except for 2017, 2018 and 2023 funds allocated for the Unified Agro Project

were constantly rising and in 2023 total spending is 2.4 times higher as compared to 2015. In total, GEL

18 Tabula, 2016. Unified Agro Project — Agricultural projects gathered under one umbrella. Accessed at:
https://tabula.ge/ge/news/587174-ertiani-agroproekti-soplis-meurneobis-proektebi
¥ Planned budget for 2023.
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1.9 billion was spent on Unified Agro Project. There were over 25 projects submitted to the Unified Agro

Project annually every year and different sums of money were spent each year.?°

Table 1: Components and Expenses of Unified Agro Project in 2015-2023, GEL Million

Total (2015-
2023)

Preferential Agro Credits 44%
869

Plant the Future 9%
177

Other projects (<40 GEL Million) 6%
117

Agricultural Projects Management 6%
115

Small Farmers Spring Works Assistance Program 5%
97

Co-financing of Procesing and Storage Enterprises 5%
88

Agroinsurance 4%
72

State Program for Support of Agricultural Land Owners 1%
71

Measures to Support Grape Procurement and Processing Activities 4%
70

Agricultureal Equipment Loans and Leases Payment Program 4%
70

Agriculture Modernization, Market Access and Sustainability Project 3%
62

20 Fyll list of projects is accessible in the appendix.
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Dairy Modernization and Market Access Program (DiMMA) - 3%
State Program of Co-Financing Agricultural Mechanization - 3%
Development of Infrastructure of Agricultural Cooperatives " 2%
Total 1,960 100%

Source: Ministry of Finance of Georgia

The largest component within the Unified Agro Project was Preferential Agro Credit with GEL 869

million which amounted to 44% of total expenses. It is followed by the Plant the Future and Agricultural

Project Management (administrative element of the Unified Agro Project) with 9% and 6%, respectively.

The scale of spending gets much larger if we calculate total spending on agricultural sector from

the expenses of Ministry of Environmental Protection and Agriculture. In 2015-2023 this figure reached

GEL 3.6 billion.

Table 2: Funds Allocated for Agricultural Sector from the Budget of the Ministry of Environmental

Protection and Agriculture in 2015-2023, GEL Million

Year Money spent for the agricultural sector

2015 308
2016 330
2017 329
2018 228
2019 287
2020 433
2021 569
2022 520




Gnomon Wise 31.05.2023

2023% 598

Total 3,602

Source: Ministry of Finance of Georgia

Real GDP growth, both in general and sectoral terms, are used to measure efficiency of the

government spending.

Graph 2: Real GDP Growth and Agricultural Sector’s Real Economic Growth as Share of the GDP in 2015-
2022%
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Graph 2 shows Georgia’s and agricultural sector’s economic growth rates. Although over GEL 1.9

billion was spent on Unified Agro Project alone in 2015-2023 as part of agricultural sector’s funding,

21 planned
222022: preliminary data
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agricultural sector’s average growth was only 2% whereas the country’s GDP growth was 2.1 times higher
at 4.3%. Given these figures, it is possible to argue that despite spending billions of GEL, agricultural sector
has been much inefficient as compared to other sectors and the Government of Georgia’s policy of

subsidization may not bring positive results at all.

Together with economic growth rate, number of beneficiaries as well as money spent on
beneficiaries are also important criteria when assessing the subsidies. Taking these criteria into
consideration, subsidizing agricultural sector is inefficient in most cases.?? According to 2021-2027
Agriculture and Rural Development Strategy of Georgia and 2021-2023 action plan,?* number of

beneficiaries and spending are as follows:

Table 3: Number of Beneficiaries/Contracts, Total Spending and Spending Per Beneficiary/Contract in

2021
Component Criterion Spending Spending Per Unit
Preferential Agro Credit
Plant the Future 1,114 contracts GEL 177 million GEL 159,000
Agroinsurance 19,478 insurance GEL 9.98 million GEL 512
policies
Co-financing of procesing and storage 63 beneficiary GEL 12.3 million GEL 195,000

enterprises enterprises

Source: Ministry of Finance of Georgia, Ministry of Environmental Protection and Agriculture of Georgia

Table 3 illustrates that the biggest part of large subsidies in 2021 was channeled to the large
beneficiaries. The Agroinsurance was an exception, because the government co-financed payments for
19,748 insurance policies. In case of other large subsidies, most of funds are given to small part of
beneficiaries which means that subsidies are allocated for sectoral rather than for social needs. The failure

of sectoral targeting is visible on Graph 2.

23 Stein T. Holden, Rodney W. Lunduka. 2012. Who Benefit from Malawi's Targeted Farm Input Subsidy Program?
242021 annual execution monitoring report.

10
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The agricultural sector enjoys not only tax reliefs, but certain exceptions in terms of regulatory
framework. For instance, all individuals who sell personal or domestic household agricultural products or

goods produced from that products are exempt from obligation to use receipt printers.

Since 2013, the Parliament of Georgia banned selling agricultural land plots to foreigners. The law
is still in effect, although neither before nor after adoption of this law was any research study carried out
that would assess efficiency of that regulation. This indicates that there were political and not economic
motives behind its adoption. All things being equal, prohibition of selling the land as well as any other
product would results in decreased price on it and emergence of black market (in case of land this would
be evading the regulation). In addition, this decision is a negative incentive for foreign investors to invest
more money in the country, create jobs and additional products, pay more taxes to the state budget, etc.
Prohibition of selling and buying agricultural land plots also hinders enlargement of land when average
farm size in Georgia is within the margins of 1 or 2 hectares and this indicator is much higher in the
developed countries. Therefore, those developed countries enjoy greater degree of competitive

advantage? as compared to Georgia.

Conclusion
As compared to other sectors, Georgia’s agricultural sector enjoys special tax and regulatory
preference from the authorities, but nevertheless remains much unsuccessful than those sectors. In 2015-
2023 Georgia’s economy increased by 4.3% whereas agricultural sector’s real growth rate within the GDP

was merely 2%.

Agricultural sector is the largest employer as compared to other sectors with 19% of all employed
individuals being in this sector. Labor remuneration is low as compared to other sectors and average
median salary is GEL 800. The major source of inefficiency is that average farm size is very small and 93.6%
of all land-owners own farms that are less than 2 hectares in size. Since the agricultural sector is
economically unprofitable and employs over 230,000 people it has been a victim of populist measures of

all governments — former and incumbent — which hinders development in a competitive environment.

Georgia’s agricultural sector enjoys almost all tax preferences that are theoretically possible.

Primary production is exempt from the VAT and there are income and profit tax reliefs in place. In addition,

25 A case when you can produce a certain good or services at a lower cost as compared to the other.

11



Gnomon Wise 31.05.2023

the sector has indirect preferences. In particular, Georgia has an import tax which is mostly applied to
import of agricultural products. This puts the Georgian farmers in an advantageous position vis-a-vis the
importers on the one hand and on the other hand it harms economic incentives and hinders development

of market in a competitive environment.

On top of tax reliefs, the government spent over GEL 3.6 billion in 2015-2023 in the agricultural
sector. One of the largest subsidizing program is Unified Agro project which accounts for more than 54%
of total spending in the sector — GEL 1.96 billion. Unified Agro Project subsidizes Preferential Agro Credit,
nursery and garden household, insurance of land plots, production of Georgian tea and tangerine as well
as processing projects and other activities that are supposed to positively affect development of the
agricultural sector. Despite this, average annual real growth rate of the agricultural sector in 2015-2022

was only 2%.

Under market economy, selecting agricultural or any other sector and directing efforts to improve
its success indicators should not be the government’s job. If any particular sector’s positive economic
indicators are the government’s aim, the best solution will be creation of competitive environment without
stimulation, subsidies and tax reliefs.2® That is why it is key to revise government policy and approaches

based on costs incurred and benefits reaped in the previous years.

26 Anne O. Krueger. 1990. Government Failures in Development.

12
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Appendix

Table 4: Property Tax Rates on Arable Land (including land under perennial crops) and Homestead Land:

GEL/Ha
1. Thilisi (other than Thilisi settlements (villages), Marneuli 100
2. Bolnisi, Gardabani, Thilisi settlements (villages): Tsavkisi, Kojori, Tabakhmela, Shindisi,
Dideba, Kveseti, Samadlo, Kiketi, Nasagurali, Akhaldaba, Didi Lilo, Varketili 95
3. Rustavi, Batumi, Gagra, Gali, Gudauta, Gulripshi, Ochamchire, Sukhumi, Tkvarcheli 94
4. Kobuleti, Khelvachauri, Gurjaani, Dedoplistskaro 87
5. Telavi, Lagodekhi, Signagi 86
6. Kvareli, Gori, Mtskheta, Akhmeta, Dmanisi, Eredvi, Tigvi, Thilisi settlements (villages):
Digomi, Mshralkhevi, Zahesi Settlement, Gldani, Didgori, Zurgovana, Telovana, Dzveli
Vedzisi, Agaraki, Tkhinvali, from Gldani Village to Avchala Settlement — garden plots,
Giorgitsminda — garden plots, garden plots adjacent to Mukhiani, Avshiani Settlement 52
adjacent to Khevdzmari, Lotkini Settlement — plant nursery, settlement adjacent to Resi,
Thilisi Sea settlement
7. Kaspi, Tetritskaro, Samtredia 81
8. Sagarejo, Kareli, Khashuri 79
9. Kurta, Tsalka 77
10. Abasha, Zugdidi 77
11. Akhalkalaki, Akhaltsikhe 77
12. Martvili, Senaki, Khobi, Poti 76
13. Ninotsminda 76
14. Akhalgori, Vani, Zestaponi, Lanchkhuti, Ozurgeti 73
15. Bagdati, Terjola, Khoni, Kutaisi 71
16. Tsalenjikha, Tskaltubo, Chkhorotsku 67
17. Sachkhere, Tsageri, Tskhinvali 65
18. Ambrolauri, Dusheti, Tianeti, Adigeni, Borjomi 61
19. Aspindza, Tkibuli, Khulo, Keda 60

13
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20. Shuakhevi, Kharagauli, Chiatura, Lentekhi, Oni, Chokhatauri, Mestia, Stepantsminda,
56
Java

Source: Georgia’s Legislative Herald, Tax Code of Georgia

Table 5: Property Tax Rates for Grassland and Pastureland:

GEL/Ha

Name of Administrative Unit
Grassland Pastureland

1. Abasha, Akhalkalaki, Gori, Batumi, Bolnisi, Gagra, Gali, Gardabani,
Gudauta, Gulripshi, Gurjaani, Dmanisi, Zugdidi, Thilisi, Tetritskaro,

Telavi, Lagodekhi, Lanchkhuti, Marneuli, Mtskheta, Ninotsminda, 20 16
Ozurgeti, Ochamchire, Rustavi, Samtredia, Senaki, Signagi, Sukhumi,

Kutaisi, Kobuleti, Kvareli, Tsalka, Tskaltubo, Khelvachauri, Khobi, Poti

2. Dedoplistskaro 20 7

3. Adigeni, Aspindza, Akhalgori, Bagdati, Borjomi, Vani, Zestaponi,

Terjola, Tianeti, Kaspi, Martvili, Sagarejo, Sachkhere, Tkibuli, Kareli,

Keda, Shuakhevi, Chokhatauri, Chkhorotsku, Tsalenjikha, Kharagauli, o o
Khashuri, Khoni, Khulo, Akhaltsikhe

4. Ambrolauri, Dusheti, Lentekhi, Mestia, Oni, Kazbegi, Tsageri,

Tskhinvali, Chiatura, Java 1o 10
5. Akhmeta 16 5

Source: Georgia’s Legislative Herald, Tax Code of Georgia

Table 6: Unified Agro Project Components for 2015-2023

Projects Implemented Under the Aegis of the Unified Agro Project

Preferential Agrocredit Project

Plant the Future

Agricultural Projects Management

Small Farmers Spring Works Assistance Program

Co-financing of Processing and Storage Enterprises

14
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Agroinsurance

State program for Support of Agricultural Land Owners

Measures to Support Grape Procurement and Processing Activities

Agricultureal Equipment Loans and Leases Payment Program

Agriculture Modernization, Market Access and Sustainability Project

State Program of Dairy Modernization and Market Access (DIMMA)

State Program of Co-Financing Agricultural Mechanization

Development of Infrastructure of Agricultural Cooperatives

Agricultrure Support Measures to Mitigare Impact of the Novel Coronavirus —

COVID-19

Co-financing Program for Harvesting Agricultural Machinery

Program for Supporting Hazelnut Production

Imereti Agro Zone

Industrial apple sale promotion program

Program for Promotion of Georgian Agro-Food Products

Georgian Tea

State Technical Assistance Program

Farm/Farmer Registration Project

Leader Program

Project to Support Selling Non-Standard Tangerine

Bioproduction Promotion Program

Pilot Program for Women

State Program for Support of Beekeeping Agricultural Cooperatives

Source: Ministry of Finance of Georgia

31.05.2023
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