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Executive Summary

The program approach represents an effort by CARE to better coordinate its activities to achieve a
YSI YAy 3T d YR adadlAyrFrofS AYLIOG 2y LIS2LX SQa f
Framework for Poverty Eradication and Social Justice. Boaad social injustice have many causes and

attempts to alleviate either will require actions in many parts of government, society and the economy.

¢KS LINPAIANIY | LIINRBIFOK SyadaNBa GGKFG /! wo9Qa 62N] Ay

In Georgia the program is focused on alleviation of economic need and the enhancement of social
2dza A0S IyYyR &aSOdzNAGe |Y2y3aG DS2NHAFQA LR22NBad N
causes of poverty in these communities we highlighted four mainadosnwhere action could be most

Oft SINI @ RANBOGSR Ay 2NRSNJ G2 FTOKAS@S GKIG 32+t ¢
framework which seeks to achieve the three pillars of social equity, livelihood security and
improvements in the governance ensimment. Following on from these the domains of action for our

program are governance, civic participation, security and markets. By tackling key problems in each of

these areas we believe we will be able to most effectively help our target communities.

The Current Situation

Most recent analyses of Georgia and poverty have agreed on a number of issues. First, that poverty is
greatest in rural communities. The World Bank survey, conducted in 2007, shows urban poverty at 18%
and rural poverty at 30%. This isnfirmed by multiple sources and becomes even more extreme when
one is examining isolated mountainous communities. For example, in 2009, about 11% of the population
as a whole received means tested social assistance. In the mountainous region of_Betkhami and
KvemaSvaneti about 40% of households received it.

Second, while the agriculture sector provides (self) employment for over ¥ of the population, it has
been decreasing in size in both absolute and relative terms. The share of agricultureé ma&Dropped

from 16% in 2004 to 9% in 2008griculture has also seen meager investment. Foreign Direct
Investment (FDI) in agribusiness represented about 1% of the total in 2007 and only 0.5% in 2008.

Combining analysis of the structure of poverty@aorgia and the failures in the agricultural sector, CARE

KFa 02y Of dzZRSR GKIFG | € FNAS LINI 2F DS2NHAIF Qa OdzN.
productivity. A range of obvious explanations for this weakness are commonly offered. Fabesgia

are routinely under one hectare in size, spread over several plots with little or no irrigation. In addition,
Georgian agriculture has seen the persistence of aifgput and lowoutput model of production. The

majority of small farmers are unwilg or unable to invest in their crops by renting agricultural
machinery, paying for irrigation, high quality seed, fertilizers or pesticides. For their raising animals,
farmers make little use of high energy animal feed, veterinary services, artifiseahination or new

animal breeds. Unsurprisingly, given the absence of these direct investments, farmers are even more
unlikely to make indirect investments in péiar education, advice or consulting services.

However, while the explanations have consid&@f S Y SNR (= GKS@ IINB YIlIAyfa
Ol dzaSaQd ¢2 ARSyGATe yR FTAE GKS LINRPofSya AdG Aa vy
L2 OSNIied ¢KS dzyRSNI &Ay3d OFdzaSa 27F LI OSNI &etis K2 dzf R
y2i 62Nl Ay3 a2 GKIFIG fFyR LX20a adre avrffQs WgKe
ineffective lowinput/low-2 dzii LJdzi Y2 RSt Q@
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Underlying Causes of Poverty

As we have already suggested, a great deal of poverty in Georgia caqplaemed by low agricultural
productivity. Therefore the analysis of Underlying Causes of Poverty in Georgia will focus on the reasons
for that low productivity. We looked at four main types of causes; governance, civic participation,
security and markets.

In governance the analysis focused on two main issues. First, that the central government has not
priortised agrictulture as a sector and second that there is very little responsibility for government
planning or service provision at a local level. Imng of central government, the Ministry of Agriculture

has not developed a comprehensive strategy document since the government came to power and
without such a document, international organizations, that are responsible for the bulk of the spending
in this area, do not have a clear framework within which to prioritise their activities. In addition,
spending less than 1% of the consolidated budget, the Ministry of Agriculture has no resources with
which to seriously involve itself in the sector.

In local @vernment, Georgia has seen a considerable centralization of government power since the new
government first came to power in 2004. The lowest level of elected government was scrapped and key
responsibilities in service delivery (notably education andtheate) and information provision were
brought under central government. This was clearly done because of the low capacity in local
government. However, it now leaves government in a position where engagement with local
communities on local developmentatiprities are extremely difficult.

In civil participation, we highlighted thfact that civil society organizations (CSOs) outside of Thiksi
generally unsustainable without international financifidis is a problemCSOs are vital bause they

can advocate for local needs, help manage local resources, provide services and act as communication
and learning hubs. The lack of local CSOs means that advocacy is often driven by what the international
community (who finance them) think commities need rather than what they say they need. Without
CSOs there is no community organization to help manage irrigation and collective land or for facilitating
collective buying and selling. And the lack of CSOs to inform on new practices or to aficas a
knowledge base for sharing best practice has hampered the uptake of new methods.

We looked at insecurity separately because insecurity is debilitating for growth and poverty alleviation.
The poor are inherently insecure as small increases in togisumption needs or small reductions in
their incomes can be disastrous. However, in Georgia it is important to be clear that while about ¥4 of
the population lives in poverty probably as many again live in situations of vulnerability where external
shockslike sickness, injury, crop failure or shtgtm unemployment can send families into a poverty
trap from which it is hard to recover.

On top of this, we have considered particularly vulnerable groups. IDPs are economically vulnerable
because the strucire of their situation. 25,000 new settlement IDPs seem patrticularly vulnerable, but
returned IDPs and those living in or near the administrative border are all under constant threat. The
very old and young seem exposed because of their dependence andeckdaobility. Ethnic minority
groups are vulnerable because they remain fairly separate with many communities lacking Georgian
language skills or the resources with which to learn them. Finally, isolated rural communities are
physically insecure, more ss they regions demographically age.
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The analysis also looks at the types of markets that can be developed to try and help rural communities.
We looked at the market for inputs like seed, fertiliser and extension services. This is essential but not
really working. Then we looked at the types of markets that agricultural producers should be trying to
target. By comparing local and international markets, and particularly by looking at imports and exports,
it seems clear that an export oriented strategy notyohas fewer opportunities than a strategy oriented

to local markets, but also, that it is less likely to help small farmers.

Program Design

On the basis of the situational analysis and the underlying causes of poverty CARE International in the
Caucasus desloped an overview of the causal changes that will be necessary in each of the four
domains in order to facilitate the goal of reducing poverty and insecurity and increasing social justice in

poor rural communities in Georgia. This causal pathway is di@@rno highlight the way in which CARE

imagines the improvements in each situation to build on each other and overlap. It also includes
WoNBF{GKNRAdAKQ aiGSLJA 6KSNB Ad Aa o0StASOGSR GKFG AT
gualitativechange.

There are four domains of intervention which relate to the four main underlying causes of poverty that
we have identified.

These are:
1 governance
9 participation and civil society
9 conflict prevention and security
1 market linkages and market supt

The first phase of interventions in all areas can be seen as a process of persuasion and the technical
support and demonstration work that is necessary to make that case.

In government this will involve persuading both central and local governnjenit@ broader
participation, greater decentralisation and more evide#xzsed planning of development support are

all goals to which one should aspire. It will also involve capacity development in CSOs and local
government to facilitate outreach and impred planning.

In markets the persuasion will be an effort to persuade farmers and investors of the viability of the
sector in order to encourage them to put money into inputs and local resource management. In this first
phase this may mean subsidizingndenstration plots, input providers or service providing CSOs but
very much with an aim to generate clear examples of agricultural success that will not nedériong
subsidy.

The second phase of intervention in each area assumes that people agreeciplprabout the need for
greater government involvement, CSO participation and support for the vulnerable groups. It also
assumes that we have persuaded some farmers that higher input agriculture can be profitable. The
second phase builds on this agreemeamd the small successes of the first phase, in order to develop
pockets of materially seBustaining improvement.
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In government and CSOs this means identifying small areas where local service provision can be
provided, particularly if it builds on thémproved local government and CSO communication and
outreach capacity. In CSOs this also means using the better outreach to start looking for small ways to
diversity revenue, either by providing services or charging fees. In security it means buildiagion b
security to facilitate active cooperation in some limited ways between potential conflict groups and in
the market it means the adoption of some new techniques and practices without direct support.

The third phase of intervention in each area focusesscaling up the successes. In central government,
using the demonstration effect of successes in agriculture to encourage more support for the sector. In
local government, using improvements in service provision as the basis for demands for further
decentralisation. In security, better social support and better connections between conflicting groups
should hopefully significantly reduce the sense that significant conflict is likely. In the economy,
successes in agriculture should lead to an expansionaré input intensive practices to progressively
smaller farms.

The programme strategy follows fairly naturally from the causal analysis above. The key social partners
that CARE will work with will be local government, CSOs (particularly those represtimgost
vulnerable groups), economic CBOs and other agricultural service providers, farmers, IDPs, women and
ethnic minorities.

At a central government level, CARE will largely focus their attention on providing information and
facilitating discussionot ensure that their identified vulnerable target groups remain a government
priority. At a local level the work will be more oriented towards technical assistance to ensure that
development officers in municipalities and at a regional level have thesskdllnecessary to support
whatever development planning opportunities emerge.

CSOs will form an important part of our evolving project portfolio as community participation is
essential to all of our other participation, justice and economic developmertisgoNe will be
particularly interested to work with CSOs that represent vulnerable and at risk groups.

We will first work with all CSOs to improve their communication strategy. For CSOs communication is
essential if they are to be more effective advoater the interests of their constituency. It is also
essential if they are to widen their membership and engage in genuine community participation. With
economic CSOs we will also try and develop their ability to manage local resources and provids. service

With farmers who want to stay as farmers we will offer a range of different kinds of support to improve
the range of resources to which they have access and to improve the efficiency with which current
resources are used. For each of the target-setiors we look to facilitate we will engage in detailed
valuechain analysis to clarify the areas of difficulty that can be addressed first. By doing this with
government and CSOs we will hopefully build up their development analysis at the same time.

Forthose who do not want to be dependent upon farming we will work with local communities to help
individuals and groups to develop their business ideas and then we will offer some financing in order to
help individuals start and run small businesses. Wealslh support training/retraining that is either
connected to starting a business or necessary for individuals to move out of their current profession into
paid employment.
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Internally displaced people will be a particular focal point. We will continugaik with IDPs and those
working in the areas that border Abkhazia and South Ossetia. First, where possible it will be our
ambition, using similar strategies to those outlined for farmers and rural communities, to improve their
economic situation and fadite integration. This may be more difficult than normal in some cases
because of the unusually restrictive resource constraints that IDPs operate under (particularly in terms
of land availability). Therefore, we will be ready to offer direct humanitasigmport where necessary.

However, beyond that we will support IDPs in their training and retraining to facilitate integration and
work to facilitate communication between IDPs and their neigbouring communities so as to ensure that
conflict does not emerg

Where possible, and within the constraints of Georgian government policy we will also work to facilitate
communication and movement over the conflict lines. CARE will also help these groups to communicate
information about the practical hurdles to thkind of movement, so as to ensure that these hurdles can

be addressed.

¢2 SyadaNB (GKFd Fff 2F DS2NBAAlFQa LIS2LX S KI @S |y 21
ethnic Georgians and negthnically Georgian groups in their efforts to facilé greater involvement in

social and political decisiemaking. In addition, we will support organizations who try to offer practical

solutions to the language barrier, whether that is advocacy for greater metkum flexibility in

Georgian language laves greater training in the Georgian language.

Expanding the Program to the rest of the South Caucasus

The final section of this analysis concerns expanding the program to the South Caucasus. CARE
International in the Caucasus plans to-aiit its progran to the rest of the region over the coming year.

This decision is driven by the realization that the similarities across the region, particularly in terms of
GKS AYLRNIFYOS I'yR RSOftAYS 2F (KS NHzNI f SRy2z2Ye:z
CARE believes that there are definite governance, market and security concerns that are far more likely

to be resolved if they have a cressgional dimension.

However, before it is possible to expand activities it will be necessary to understendifferences

across the region. Therefore, we highlight some key similarities and differences across the region in
terms of economy, governance structure and participati@early this is only a first step. Further
examination will be needed beforeti®SG I Af & 2F /! w9Qa LINPIANIY Ay (KS
articulated but this section should set the initial scene.

In the very most general terms we can highlight a couple of key differeamress the three countries.

In Azerbaijan, dramaticilded growth has resulted in very significant economic development programs,
but as the mostentralizedof the three governments, it is unclear if the spending has reflected local
needs. In Armenia physical isolation from key export markets has madéficuld to capitalizeon
agricultural growth. Finally, in Georgia, which was the hardest hit and the slowest to recover
economically, has been dogged by difficulties in infrastructure and lack of access to the Russian market.

All three economies in the South Caucasus suffered dramatically in thenafterof the Soviet Union.
The Caucasus generally suffered worse than the rest of the region because in each of the countries
general posiSoviet collapse was combined with war. Armenia and Azerbaijan had a war over Nagorno
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Karabakh that lasted from 1991993. In Georgia, the 1991 conflict over South Ossetia was quickly
followed by the 19921 war with Abkhazia.

However, in spite of these similarities the size of the collapse and the speed of recovery differ
AAIAYATAOLIYyGf @ Ly LlsMigettertand it rézS/enNimd beénXar odved thany S 4 |
SAGKSNI 2F GKS 20KSNJ Gg20 DS2NBALFQA D5t Aa adAatt
third bigger and Azerbaijan is double its m@lapse level. Also, while Armenia and Georgiwe iave

similar size economies and similar levels of GDP per capita, Azerbaijan is dramatically larger with GDP

per capita that is around double and overall GDP that is around three times the size of the other two.

Having both grown far more and for farniger than Georgia it is perhaps unsurprising that poverty

reduction efforts have generally been more successful in Armenia and Azerbaijan than in Georgia. It is
KFENR (G2 (1y2¢ K2g YdzOK 2yS OFy RSLISYR 2y 320SNYYSy
official figures show a drop from 60% poverty in 1999 to 22% in 2008 (though with a potentially
significant increase since the financial crisis). In Azerbaijan it has gone from around 50% to 16% in about

the same time.

In agriculture, in particular, neiK SNJ 2 F DS2NHAl Qa ySAIKOo2dzNA &dzFFSNB
collapse, though neither one of them was as significant an agricultural producer in the Soviet system.

That said, both of the countries now have a very similar profile of structurddlgmos in agriculture

since in all three countries the role of agriculture in employment has gone up at the same time as

F ANRA Odzf G dzNBEQa NRtS Ay GKS SO2y2Yeée KlFra 3I2yS R246y D

When one looks at governance, civil society and markets this also suggests sonenchffein the
underlying causes of poverty. Azerbaijan seems to have large programs for agriculture and Armenia has
also been targeting the sector but there is little clarity on the effectiveness of the programs. As for local
government, elected local gowement cannot be said to meaningfully exist in Azerbaijan since its only
responsibilities are park and cemetery maintenance. Armenia and Georgia are also divided because
while Armenia has more formal responsibility assigned to local government, Georgihugdeernment
spends far more as a proportion of consolidated funds

Civic participation is low across the region, particularly outside of the capital. In Azerbaijan this is backed
by legislation which gives the Azerbaijani government effective veto civédrsociety projects. There
seem to be some indications that at least in terms of service providing community based organizations
the picture may be better in Armenia.

Finally in terms of market provided inputs, Armenia and Azerbaijan seem to be #afangosier picture

from an infrastructure point of view, with more farm machinery, better irrigation and more government
support. However, sustainable provision to Armenian small farmers still seems to be difficult and in
Azerbaijan farmers seem to reheavily on large subsidies. For Armenia, therefore, the question is
whether the benefits of commercial farming can be brought to small farmers. For Azerbaijan, the
challenge is to make agriculture viable beyond the day when oil revenues can no longent #Lippo
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1 The Program Approach

1.1 the Unifying Framework for Poverty Eradication and Social Justice
and the Underlying Causes of Poverty

Care first adopted the program approach as a central component in the organization of its activities in
2008. CARIMternational defines a program as

a coherent set of initiatives by CARE and their allies that involves a long term commitment to
specific marginalized and vulnerable groups to achieve lasting impact at broad scale on
underlying causes of poverty and scinjustice. This goes beyond the scope of projects to
achieve positive changes in human conditions, in social positions and in the enabling
environment.

Underlying this approach are three main concepts. First is the belief that development organisations

far more effective when they have a clearly defined focus that shapes the type of work they try and
undertake and how they try and undertake it. By focusing on key vulnerable groups CARE can develop
the expertise and understanding necessary to affasting change.

Second, a programmatic approach acknowledges that poverty and social justice are multifaceted
problems that need a mulilimensional response. Therefore, by focusing on particular groups, CARE
can coordinate its activities to ensure theegtest possible synergies in areas that might otherwise be
considered disparate, from advocacy, to community development work, market support and value chain
development, government technical assistance or even humanitarian aid.

Thisinturnbuildson CARQ A | YA F@AYy 3 CNIYSE2N] F2NI t 20SNIieé 9NIF

framework connects social issues, with economics and governance to ensure that work on equity and
respect combine with work on livelihoods and participation.

Finally, the prgram approach builds on an explicit assessment of the underlying causes of poverty

6!/ tO0d /2yadNIOGAY3I | '/t ltt26a (K248 RSOSt2LMAY3

which improvements can be made in any given domain of action. This Hedpteam to take a view
which is both crossectoral, which actively looks for loigrm synergies between projects.

1.2 Program Approach in CARE International Georgia

In Georgia the program is focused on alleviation of economic need and the enhancemsotiaif
2dza A0S IyR &aSOdzaNRiG& FY2y3ald DS2NBEBAIQa LR2NBail
underlying causes of poverty in these communities. These causes are multifaceted and, as a result, the
activities needed to alleviate that poverty aatso multifaceted.

Therefore to work on the different causes of poverty simultaneously our program focuses on four
distinct domains; governance issues, civic participation, security and market issues. Each of these has
distinct activities associated witit, however, it is our belief that by focusing on each with a clear set of
unified objectives, the interconnections between these different areas can be enhanced to serve the
one overarching goal.

10
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2 Situational Analysis

Georgia has seen significant rafoand economic success sincethe®b f f SR Ww2aS wS@2f dzi
brought a new government to power. From 202807, before internal political conflict, a war and

financial crisis undermined investor confidence, Georgia had seen dramatic increasésniibi3, the

rehabilitation of key business sectors and the stabilization of tax collection. As a result, not only have the
general level of public services improved, but tieyday corruption has been almost eliminated,

electricity supply has been restl across most of the country and pensions and social assistance have
increased dramatically.

Nonetheless, the structure of development has been extremely uneven. Middle class, educated and
English speaking Georgians have often seen dramatic increadesrimmcome. However, large foreign
AyFit2a KIS AYONBIFaSR LINAOSa | ONRaa GKS 02F NRO !
regime has seen a dramatic increase in imports making competition far more fierce for Georgian
producers while Russl ¥ DS2NHAI Qa4 o0A33SaiG SELRNI YI N}sbti = KI &
by large increases in the value of government hants, but it has left even more people dependent on
government support and unable to provide for themselves.

2.1 The Structure of Poverty in Georgia

There are many different ways of calculating poverty in Georgia. The Government calculation is based
upon the information from Integrated Household Survey (IHShis has two basic poverty levels, 40%

and 60% of median incomeand shows a slight decrease in the incidence of poverty from 2004 to 2007
and a slight increase in 2008.

Figurel: Incidence of Poverty in Georgia (20@008) Based on Official Data

2004 | 2005 | 2006 | 2007 | 2008

Below 60% of median@ome | 24.6 | 24.1| 23.3| 21.3| 22.1

Below 40% of median incom 10.9| 10.1 9.4 9.2 9.5

Ref: GeoStat (2010poverty Indicator by Years
http://www.geostat.ge/index.php?action=page&p_id=8&lang=eng(reviewed 1 May 2010)

Another alternative source on poverty is the World Bank. They conducted a large Living Standards
Measurement Study (LSMS) in 2007 (which was released in 2009). This looks at both income and
consumption per adult equivi Sy 4 6t ! 90 FyR 02y Of dzZRS&a (KIFG GKS L2
L2 Lddzt F GA2y (2 068 WLR2ZND yR oo WSEGNBYS LR22NDO

This level, the WB argues, is slightly lower than it was in 2003. However, their projections suggest that
from 2007 a fairly sigficant increase in poverty is to be expected. They attribute this increase to the
war and the financial crisfs.

! This survey has been considered problematic in the past, mainly because of the low level of resourcing and
regular turnover of staff at the department of statistics (now called Geostat). Under a project for ilf@aiMum
Challenge Corporation, which is attempting to track the impact of its interventions, the size of this survey has been
doubled.
§World Bank (April 2009%5eorgia Poverty Assessmep#t

Ibid. p2
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However, the picture is far more complicated than these slight aggregate increases or decreases in
poverty would suggest. Differences in tlevé¢l of poverty from region to region or form municipality to
municipality, is enormous. According to the assessment of the World Bank Shida Kartli is the poorest
region in the country with a poverty headcount of 59% while Kvemo Kartli, its immediateboejdias a
poverty headcount of only 8%%.

Another source of information on poverty is the government system for distributing targeted social
assistance. About 11% of the Georgian population receive targeted social assistance and to receive it a
family ha to be individually assessed as needy by the Social Service Agency (a department of the
Ministry of Labour, Health and Social Assistance). The SSA releases a list of the number of recipients, by
number and by district. This can then be compared to theakdown offered by the World Bank.

Figure 2: Percentage of Households Receiving Social Assistance Compared to Percentage of Households Counted as
Yt 22N
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Reference: Based on WorBank LSMS (2007) and Targeted Social Assistaigceds (2009)

Two obvious facts stand out from this graph. First, that Rdawhkhumi is by far the largest recipient of

TSA suggesting that this is probably the poorest region in Georgia. Second, there is a massive difference
between the assessments tiie two organisations. Shida Kartli, for example, is the poorest region
according to the World Bank, but it is not a particularly high recipient of TSA.

This is, of course, partially the result of different systems of measurement and calculation. Hawever,
discrepancies of regional distribution probably reflect more than that. In Georgia while around ¥4 of the
population may live below the poverty line, many more live very close to that line. As a result small
changes in measurement can lead to largeipancies in the calculated rates of poverty so that while

2yS O02dzA R aleée GKFEGO wps 2F (GKS LRLIZA FGAZ2Y | NB WLR?2
YdzYo SN 2F W@dz ySNIo6fSQ (G2 LRISNIeod

*However, it is important to note that Ractiachkhumi, which other indicators suggest to be the poorest region
in the country, is not included in their analysis as it is too small.
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This vulnerability is further compounded by the increasdependency amongst the poor. According to

the World Bank the only reason poverty has gone down in recent years is because of a dramatic increase
in social payments. If one removed increases in pensions and targeted social assistance then poverty
would have gone up. These increased payments are obviously a good thing but they have also mean that
more of the population is dependent on government support. This can impact participation and
democracy as dependant people are less likely to challenge thécpbstatus quo.

2.2 Unemployment

The official level of unemployment in Georgia for 2008 (the government did not release official
unemployment figures for 2009) was 16.5%. The official breakdown is that out of 4.5 million population

o soa A

GKAtS ptuHZnnn FNB WKANBRQ YR omp (GK2dzalyR | NB dzy

However, this number is problematic because it is based on a very broad definition of employment.
Accordingtothe2 FFAOAL £ o6 NNASN) a2YS2yS Aa O2yaiARSNBR Sy
SO2y2YAO | OlGA @A G &°Bx is defiifon sd@&E@einwdalzpentdl’S BihuRsbmilking a

026 SOSNEB RIe& g2dAZ R 0S O2yaARSNBMk WSYLX 28SRQ ¢KSi

As a result, these figures represent significant urglaployment. Geostat provided a breakdown of

f S@St 2F SYLX2e8YSyid IyR (GKS& ada3aSadasSR dKFd 2F GK
fewer than 20hrs per week and another 21% say thatlevel of their work depends on the seasofs

a result of this method of calculating employment, according to the 2008 official statistics,
unemployment is 29% in urban areas but only 7% in rural afeas.

Conversely, if one looks at the how peoplesaer questions about their own employment, we find that
SEGNBYSte FSg 1LIS2L S O2dzyd G(GKSvyasSto@gSa +a WSYLX 2¢
assessed IDP and their surrounding communities found about 12% of the neighbouring population
classifyingi KSYa St oSa 9 a4 wWSYLX 28SRQ®

¢KS Y2ail 200A2dza NBIlI az2y F2N) GKAa RAAONBLI yOe Aa i
GKSe KI@S F2NX¥IfZ AlfINASR 220ad | 26SOSNE 2yfteée |06
have a formal joland that proportion would almost certainly be lower in rural communities.

2.3 The Significance of the Agricultural Sector

According to government statistics agriculture accounts for 53% of Georgian employment and
unemployment is (as mentioned above) offliaelatively low in rural areas. At the same time there is

® Department of Statistics under the MoED (20@gtistical Yearbook of Georgigbilisi, Georgia, p42.

® This is coristent with the International Labour Organization definition of employed. See Thirteenth International
Conference of Labour Statisticians (19829solution Concerning Statistics of the Economically Active Population,
Employment, Unemployment and Underemyphent Geneva, Switzerland. This information was provided

following email exchange with Zsolt Dudas, Chief Technical Officer, Project Office Caucasus, International Labour
Organization (February 2010)

" Provided byGeostatby email, April 2010

® GeoStafreviewed 28’ May 2010) Distribution of Population aged 15 and above by Economic Status in-Urban
Rural Area$ttp://www.geostat.ge/index.php?action=page&p_id=146&lang=eng

® CARHnternational in the Caucasus (201Bpseline Survey of the IDP Settlements and their Neighbouring
Communities in Kvemo Kartli and Shida Kartilisi, p19
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little question that poverty is higher in rural than in urban areas. The World Bank assessment has
poverty at 29.7% in rural areas compared to 18.3% in urban areas. As a result, the Worldi@ank, a
with many other sources, clearly states that the failure to combat poverty in Georgia is principally a
failure to increasaural incomes. For that reason CARE International has taken the decision that the
focus of its activities is the rural poor. Ftre rest of this paper, therefore, we will focus on the
agricultural sector.

Although agriculture accounts for more than half of employment (see below) it has seen its importance
decrease in absolute and relative terms. Absolute output is significaotyndn many sectors since
2003 In relative terms the decrease is even more obvious. The share of agriculture in GDP has
dropped from 16% in 2004 to 9% in 20@&riculture has also seen meager investment. Foreign Direct
Investment (FDI) in agribusinespresented about 1% of the total in 200and only 0.5% in 2008.

In export terms, only two categories of agricultural products export in significant volumes. In the first
four months of 2010, nuts constituted 3.8% of exports and wine and grapes were"2L29% animal
exports have also increased dramatically in recent years, totaling USD 34 million if1-2009

In employment terms there is no question that the agricultural sector is important. It is commonly cited
that more than half the labour forcare employed in the agricultural sector.

Figure 10: 2007 Breakdown of Employment by Activity

Reference: Department of Statistics under the Ministry of Economic Development (2009), Statistical
Yearbook of Georgia, p 43.

10 Department of Statistics (2009uarterly BulletinThilisi, Georgia Volume 2

! United NationDevelopment Programme (200&eorgia Human Development Report 2008: the Reforms and
Beyond Thilisi p29

12 Ministry of Economic Development (Sept 19 2009¢ekly Economic Digeg

'3 Geostat (viewed 26 May 201@®xternal Trade Tendencies of GeotgaApril 2010 p8.
http://www.geostat.ge/index.php?action=page&p_id=137&lang=eng

In the 2009 statistical Yearbook, 2008 information was not released by sector. The 2009 irdorwititbe
released by sector when the new Yearbook comes out later this year.
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However, the agricultural se2tN &  fo@nal 8mplbyyhent is extremely small. According to the
Business Survey also conducted by GeoStat, there are around 350,000 people who are formally
employed in the private sector (excluding finance) in total. This is about 22% of those who are
O2y&aARSNBR WSYLX 28SRQ o0& GKS ONRBIFRSNI RSTAYAGAZ2Y ®
employment?®

This, by itself, is highly suggestive of a range of the problems we will discuss below. Low formal
employment in the sector reflects the sthaize of the farms and the low productivity/investments in

the sector. It also highlights the extremely limited nature of formalization since few of these farmers are
even registered as sedfmployed preferring to exist in a fairly grey economy.

3 The Symptoms of Agricultural Failure in Georgia

3.1 Low Inputs and Low outputs

At the core or Georgian agricultural problems has been the persistence of-mpoivand lowoutput

model of agricultural production. While there are many exceptions, the majority ofl Jaraters are
unwilling or unable to invest in their crops by renting agricultural machinery, paying for irrigation, high
guality seed, fertilizers or pesticides. For their animals they make little use of high energy animal feed,
veterinary services, arttial insemination or new animal breeds. Unsurprisingly, given the absence of
these direct investments, they are even more unlikely to make indirect investments infgraid
education, advice or consulting services.

One of the most obvious reasons for tlev-input and lowoutput environment is that they are simply

not present. Of course, in one way this is just a restatement of the same symptom rather than a

Al GSYSyd 2F tye dzyRSNIeaAy3d Ol dzaS aiAyOS (KS 1jdzSa
adl Aflof SQK®

But in understanding the environment it is worth highlighting the lack of resources that face agricultural
communities in Georgia. This lack of resources is evident in almost any input that one would expect
farmers to need, physical, knowlegldpased and financial. Local communities do not have ready access
to quality seed, fertilizer or pesticides. There are pockets of agricultural equipment, usually left over
from government of NGO supported projects, but the vast majority of those inteedew the survey
carried out by CARE, as part of this research, did not have access to agricultural machinery at all.

In terms of knowledge and expertise there are no sources that farmers regularly depend upon for advice
in how to treat diseased crops sick animals, let alone to advise on market opportunities or suggest
new farming methods that might be more efficient.

Finally, there is a lack of financial resources, particularly credit. This is most obvious in the interest rates
which are extremely hly and would probably undermine the viability of most agricultural projects.
However, more than that, since the banks are not prepared to take land, animals or farm machinery as
collateral most farmers would not have access to credit even if they were mdpa pay the high
prices.

!> Department of Statistics, Ministry of Economic Development (2@8yepreneurship in Georgibilisi, Georgia
p128
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3.2 The structural environment

3.2.1 Land Plots

One of the deepest sources of difficulties in the agricultural sector has been the structure ef land
holdings. According to David Giorgadze, the Director of the Association for the RyoteftLand
Owners Rights (APLR), the averagedaoiding in rural Georgia is 1.25 hectares, which is spread over 3

4 land plots'® In practice, according to surveys conducted by CARE, amongst others, the figure may be
even lower than that.

t 2SN &

by R

{20A1 ¢

Ly adzaaAa

In essence th@roblem is simple. Agricultural plots are extremely small with many farmers working an
area of land that is significantly smaller than one hectare. In addition, this small quantity of land is often
located in different places so that the farmer has 0.2thees in one place and 0.1 hectares in a second
place and 0.3 hectares in a third.

Both of these structural problems result from the first round of privatization that began in 1992 and
were intended to create an equitable outcome and a degree of persmthfood security. Part of the

idea behind the privatization was to ensure that, where necessary, individual families could grow the
food needed to provided for their own subsistence. However, they have made large scale intensive
farming extremely hard tadevelop, limiting the benefits from mechanization or the motivation to
maintain infrastructure like irrigation.

In addition to the small size of lamlots there is also an issue of lapd/nership. Out of the 3 million

hectares of agricultural land in $h DS2NBAI 2yfeé +to2dzi mko 2F GKEG A
tFrYyRQ® ¢KIO tFrYyR Aa OfladaAFASR a F2ftft2gayY
Figure3: Agricultural Land Usage by Regions (2008) Thsd. Ha
Permanent | Land under
Cultivated | Uncultivated meadows permanent Total
Region and pastures crops
Adjara AR 7 0 6 6 19
Imereti 52 14 9 13 88
SamegreldJpper Svaneti 45 3 8 24 80
Shida Kartli 29 20 2 18 69
Kakheti 114 44 120 37 315
Kvemo Kartli 35 22 65 3 125
SamtskheJavakheti 26 7 18 1 52
Other regims 21 20 36 13 90
Georgia Total 329 130 264 115 838
Reference: GeoStat, Annual Publication Agriculture of Georgia 2008 p24

http://www.geostat.ge/index.php?action=wnews&lang=eng&dp8 (Reviewed May 5, 2010)

Most of this land is privately owned. In the first round of land privatization starting in 1992 about 1.25
hectares of land was given, free of charge, to rural households. However, most of the land was still

'® Interview with David Giorgadze, Director, Associatmnrtifie Protection of Lan®Dwners Rights,%\]une 2010
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controlled by thegovernment and leased to farmers with the result that it was often used with little
thought for the longterm.

In an effort to correct this situation, in 2005, thew on StateéOwned Agricultural Land Privatisation
was passed and there was a secondphigh to privatise the land. The remaining land was then offered
to existing tenants and sold at auction if that were not possible. As a result, according to official
statistics, from 2006 to 2008 division on holdings of the 900,000 or so hectares of éantdram 60%
private and 40% public to around 80% private and 20% ptiblic.

However, this story only offers a partial explanation. While the registered central government owned
land is now privatized, this only accounts for about 1/3 of the actual agni@alltand available. Around
G662 YAttA2y KSOGFNBAZI 2NIHkKo 2F GKS WI INRKOdzA G dzNT f

It is hard to get a clear picture of what this two million hectares exactly includes since it is rarely
mentioned in govemment stats. The most likely explanation for its use, according to the Director of the
l3a20AF0A2y F2NJ t NPGSOUGA2y 2F [lFYyR2¢6ySNARA wAIKiaxz
formally held by the municipality. This land is informally dividedween the villages that have
traditionally used it. Since it is owned by the municipalities, they could privatise it if they chose to do so.

But there is a strong sense that this is unlikely to happen because it would be extremely unpopular in

the villages.

3.2.2 Irrigation and Drainage

The second major structural problem facing the agricultural sector is irrigation. Georgia is aialater
country with three or four times as much rainfall per hectare than its neighb@uich of this falls in

the form of snowand is stored over the winter, from where it is gradually released over the spring and
summer.

Owing to the uneven distribution of this precipitation the east and south of the country tend to need
irrigation and is prone to droughts while the West tertidsneed drainage and is prone to flooding.
Irrigation/drainage, therefore, not only provides improvements in productivity in a normal year, it is also

a protection against drought and flooding. Georgia experiences drought during the growing season
every 34 years and in the absence of irrigation this makes large expenditures on inputs an extremely

NA &A1& LINRBLRAAGAZY O ¢ Krpdt,Jowa ¢z( UdaNY > I ISYIDR dDK IEA  F I NXK
input also means low risk.

However, the irrigation syet in Georgia is currently extremely ineffective. Under the Soviet system, at
its peak as much as 469,000 hectares of land were covered by irrigation and 163,000 hectares had
improved drainage. At the time of the fall of the Soviet Union 386,000 hectaeys wtill under
irrigation with 291,000 hectares depending on gravity systems of irrigation and 95,000 relying on 120
pumping stations lifting water from riverS.During the drought of 2000, according to official figures,
only around 110,000 hectares welkeing supplied by the Department of Amelioration and Water
Economy (DAWE), with most receiving significantly less than needed, with perhaps another 50,000

" GeoStat, Annual Publicatigkgriculture of Georgia 20023
http://www.geostat.ge/index.php?action=wnews&lang=eng&npidF&viewed May 5, 2010)

'8 Georgia (2006)The Georgian National Food and Agriculture Strategy: 2006 Thilisi, p64

®World Bank (2010)mplementation, Completion and Results Report for the Irrigation and Drainage Community
Development Projectbilisi,Georgia
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hectares irrigated without contract from DAWE. The World Bank suggests that the current leveleould b
as low as 70,000 hectares that are properly irrigated.

The significant collapse of the system is attributed to a number of elements. Most importantly, the
system requires maintenance and management which all needs financing. After the collapse of the
soviet system there was a disruption in the institutions that managed this system and a dramatic drop in
its financing. Since that time the system has gone through several forms of financing, but none of them
have provided sufficient central government monty maintain the system, or developed the local
networks to facilitate local payment.
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4 The Underlying Causes of Poverty in Georgia

As we will outline below CARE International in the Caucasus has chosen to focus their attention in
Georgia on poverty in rat communities. Agriculture is by far the largest employer and rural
O2YYdzyA(iASa SELISNASYyOS (KS KAIKSald tSgSta 2F Lk
community based approached is more naturally suited to working with rural communitiesefohesr

the analysis of the Underlying Causes of Poverty will focus on the agricultural sector.

CKAA lylrfeara oAttt faz2 F20dza 2y GKS NBFrazya T2NJ
farms in Georgia persist in the lawput, lowoutpui Y2 RSt Qd ¢KS NBFaz2ya F2NJ
O2YLX AOIFIGSR YR GKSNB A& ySOSNI Iy WdzZ GAYIFGSQ Ol dz
terms of almost all of the current problems. In particular therdechanisation of farming, the gradual

collapse of the irrigation system and size of the lgoots were all the immediate result of the collapse

of the Soviet structure and the chaos that followed.

However, Georgia has seen a far steeper decline than the rest of the region and a far more gradual
recovery (as will be explained when discussing the other Caucasus countries below) and 20 years later, it
is no longer appropriate to blame the soviet legacy and leave it at that. Therefore, the underlying causes
of poverty that are discussed below are &gply articulated in terms of different aspects of the social

and economic system that exists now. These are divided into four categories governance, civic
participation/social capital, security and market problems.

b2yS 2F (KSasS | N atyaffthiede MiffeteSt caldesizarStiie@seldes be the focus of
further explanation. Lartholdings are supported by the rules of the property market but those same
rules are limited by existing larblding. Low social engagement can be blamed for ldckul
engagement in politics but the structure of the political system can undermine trust and collective
action. An inability to collectively organize can be blamed on history or insecurity but also serves to
perpetuate the conditions of both.

4.1 Governance

Governance structures in Georgia have improved dramatically since the new government came to
power in 2003/2004. The ability to collect taxes and enforce the rule of law have direct benefits to the
poor. Increasing pensions significantly improved thediwof the elderly. Once the poorest and most
vulnerable group in Georgian society, pensioners now live more secure lives. Targeted social assistance
has helped around 12% of Georgian families with cash assistance and around 20% with health insurance.

On op of that a range of physical infrastructure improvements have improved the situation for many of
DS2NBAI Q& LIR2N) FIYAfASAd LYLNRYSR NRIRa KIFI@S KSf
isolation in general, consistent electricity supply has mbiemore reliable and improvement in the

physical infrastructure in terms of water supply, sewerage and irrigation have opened up lifestyle
improvements to many.

LG A& faz2 AYLERNILIFIyG G2 0SS Of SN gKI G fpdaetyStyid ¢
Clearly it is not directly responsible for crops failing or the choices that farmers make on how to raise

their animals, governments cannot be blamed (directly) for closed markets or inefficient production.
However, government policy does progidn enabling environment for market choices and is often

seen as the principle responsible agent for correcting market failures. In the following section, therefore,
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6S ogAff O2YyaARSNI GKIFG WOl dzaSQ o0& f 2 #ddngrdunitipadl G KS &
government as they related to agricultural communities. We will focus on two issues. First, the low
importance that central government seems to have placed on developing agriculture. Second, the
persistent weakness of local governmentdarconsequently, the inability for government to set
development policy locally,

4.1.1 Central Government Policy Towards Agriculture

Agriculture has not been a government priority in recent years. This fact can be expressed in a number
of ways. In 2009 spendingn agriculture represented about 1.5% of overall government spending. In
2010 that amount was essentially halved and projected spending for 2010 is around®Or8%.
breakdown of that spending is shown below.

Figure4: The Budgebf the Ministry of Agriculture (2002010) by category of expenditure
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Ref: Ministry of Finance of Georgia, June 2010

In addition, the Ministry of Agriculture has not produced a detailed agricultural development plan in
many years. A plan is currentiging developed but this will probably limit itself to broad goals and will
not have any kind of detailed actigslan®

That is not to say that the Georgian Government has entirely ignored agriculture. At various points, they

have organized the distribwth of farm machinery, fertilizers and subsidies to particular sectors. The
problem is that even when funds were provided they were generally connected to-&hortgoals and

never consistent with a clearly articulated vision. For example, in 2009, thdbu2 ¥ G KS YA YA &G N
were spent on distributing large quantities of fertilizer and buying grapes. Both of these may have been
useful, but neither was connected to an analysis of the likely viabletlEmng businesses in agriculture.

%% Ministry of Finance Administrative Budget, June 2010
%L Conversation with individual working for INGO who has seen the draft of the plan.
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As a result theyhave almost certainly created smaller letegm impact than they would have done if
they had been part of a more lorigrm strategic plan.

The failure of government to focus on agriculture is not a mere oversight. The government has
philosophical objectins to the idea of sectoral support generally. The key political players in the
government are extreme economic libertarians who believe that governments have no real place picking
businesses or sectors for development.

The problem with this position, haver, is that in the absence of plan massive amounts of support are
J2Ay3 2y lyeéegles (GKS@&@ FINB airyvYLXe dzyO22NRAYIFGSR® L
'{5 nop O0AffA2Y 4+ a L SRISR (2 KSt Lifid8ddEsenQa LR a
agricultural projects financed by many international organizations including the USAID, the EU, World

Bank, Asian Development Bank, Japanese International Cooperation Agency (JICA), SIDA and many
others. In the absence of a central gomment plan these projects have each generated their own

priorities which will continue make them less effective than coordinated policies would be.

4.1.2 Persistent Weaknesses in Local Government

There are twale factolevels of local government in Georgigedggia has 11 regions including Thilisi but

not including the occupied territories and 69 municipalities. The regional level does not, strictly
ALSEH{AYy3a: KIF@S | NEIA2YI § I32PSNYYSyid a GKS WNEB:
Representati® Q ® | 2dé $afd tN& regional governor is generally seen as the buffer between
municipal and central government. The 69 municipalities have municipal councils and municipal

VY| e 2 ydingebeliskkkorgia had an even smaller level of local governnteat operated at the

village level, but this was abolished in 2006.

Local government has three main problems; legal responsibility, funding and institutional capacity. Local
government has very few legal responsibilities in development planning, seeidte provision and

social assistance. All of the healthcare system, except a very small part of public health, all of the
education system, except for preschool, and all pensions and targeted social assistance are run by
central government. On top of ik, local government no longer has any responsibility in the collection of
information.

In terms of financing, local government faces two problems. The first problem is autonomy in the
allocation of the finances. Municipal government spending in 2008 2286 of consolidated spending
(although Adjara and Thilisi between them took about half of that). This is high compared to Armenia
and Azerbaijan but practically they have little autonomy in deciding how to spend this money. The
second problem is that morelargely comes from central government since local government has very
few avenues for fundaising. This system has its benefits as central allocation allows for a more
equitable balance of financing. However, it leaves local government highly depeoniémé center.

Finally, local government is extremely institutionally weak. Of course, this is both the cause and the
result of the first two problems. Since they have very little responsibility and little financial autonomy
there is no impetus to createapacity. Since they have very little capacity the central government
always has a good reason for not extending their power.

Nonetheless there has been some movement on the issue of local government recently and there is
massive international support fatecentralisation. For a start, the Ministry for Regional Development

21



Program Document for CARE Internatibin the Caucasus:
WSRdAZOAYI t208NIe FyR {20AFLt LyedzAdA

and Infrastructure has just finished a long research process which examined the different ways in which
the municipal and regional governments could decentralize.

In addition the regioal (rather than municipal) government does seem to have some responsibility for
regional development planning. Supported by INGOs and bilateral organizations most of the country has
now been covered by some form of local economic development plan. Sontleesé plans have
operated at the level of the larger region&lrban Institute, for example, conducted a Regional
Development Project with the Adjara Regional Government, CARE International conducted them with
Samtskhelavakheti and UNDP conducted them vKigkheti and with Kvem&artli.

Others plans have operated at the level of municipalities. CHF have conducted twenty plans with
municipal governments across Shidartli, Guria, Imereti and Mtskheta Mtianeti. UNDP assisted
municipal government in produng plans in all of the regions of Kvemo Kartli and CARE International
worked with the municipal governments do the same thing in Samtdidvakheti. Urban Institute also
helped Poti municipality.

However, the biggest problem with these plans is that tiha@gk any mechanism or resources for
securing their implementatiorAs a result, they were simply not us&tlith the exception of Adjara little

local government finance was allocated for the kind of changes that the plans envisaged. In 2009 GEL 20
million was put aside for village support programs that was intended to be spent the way that the
villages wanted but given that there are 69 municipalities this is less than GEL 300 thousand per
municipality which is certainly not enough to support any major demment strategy.

The role of local government in agricultural development is also negligible. The organic law on local self
government gives no responsibility for developing agriculture to the municipal government and while

the regional governor is givesome economic oversight role, the exact responsibilities that go with that

are not clearly laid out or financed. Municipal government does devote some funds to the support of
agriculture, but these are fairly small. The total regional and municipal buE@NI WI I NR Odzf § dzNB ¢
7.8 million for 2008 though this is currently concentrated in a very few areas. The region with the largest
agricultural support program was Adjara that is currently projected to spend GEL 4.5 ffillion.

4.2 Community Participation/So cial Capital

The second underlying cause of agricultural poverty is the low level of community participation and
social capital that seems to exist in rural communities. In its most obvious form, civic participation is
characterized by the existence andesption of Civil Society Organizations and community groups of
different kinds.

The absence of these CSOs in local communities is extremely problematic because the role they can play
in a society can help to connect a wider network of people and intsriesb a participatory democracy,

they can help groups of individuals pool or manage resources so that they are used more effectively,
they can provide services and finally they can provide a network for information provision.

As a result of this wide rge of possible activities, the failure of CSOs to operate effectively in rural
communities can be connected to many of the problems of the rural poor and the creation and
development of these CSOs can help to resolve these problems.

%2 Material provided by David Basiashvili (September 2009), Working Group on Regional Finance, Task Force on
Regional Development.
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4.2.1 Social Capital and Tru st

In the Former Soviet Union generally, the lack of social capital is often considered to be a major
problem. This may seem odd. Georgian communities are extremely traditional and depend heavily on
kinship networks. However, ironically, the flipside ofgkiip network seems to be a fundamental
distrust in strangers or those with whom one does not have a strong familial relationship. Similarly,
there is very little trust that the various larger institutions can be relied upon to help or are worth
engaging \th.

¢tKS tS@St 2F az20Alt OFLAGIE FYyR LINIHAOALI GAZ2Y NBT
Ay @2t 3SRQ® DS2NHAlIY O02YYdzyAdASa NS ISySNIrtte L2
and not really trusting those outde of a small circle of family and close friends.

In terms of social activeness generally, the Caucasus Research Resource Center conducts a Caucasus
wide poll across the country every year. In this poll they ask a number of questions about social
involvanent. Two answers stand out. First, only about 6% of the respondents said that they had
attended a public meeting, including a parents/teachers meeting at a school. Second, only 5% said they
had engaged in volunteer wofR.

In terms of general trust and ntwal dependence one can easily see that Georgians generally do not

trust or rely on many groups outside of their immediate network. According to a range of surveys the

f SGSt 2F WiNHzGQ Ay TF2NXI{ AyailAadld dakdeizedby BighT I A NI &
f S@Sta 2F O2NNMHzZLIWGA2Y WiNHzZ GQ dzadzZ ffe& aAAYLX @& YSIya
corrupt.

If one thinks about trust in terms of the ability to depend on someone else or turn to them for help,
levels of tru§ I NB FINJ £t 26SN) GKIFG 3ISYSNIf ljdzSadAiazya aaylL
survey, CARE asked people who they felt they could turn to for help and as one would expect, the
further away, both institutionally and physically, one moves from thmilig the lower the level of

perceived dependability.

FiguresY ! yagSNR G2 (GKS jdzSadAizy W2K2 R2 @2dz (daNy (2 6KSy e2dz yS

8 Caucasus Research Resource Centers, Data Initiative 2007, Thilisi, Georgia
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Reference: CARE International in the Caucasus Underlying Causes of Poverty Survey 2010

4.2.2 The problems facing Civil Society Organisations

Facing an environment of both low participation and low trust, civil society organizations have found it
extremely difficult to organize or maintain themselves, particularly outside of Thilisi. This situation is, of
course, compounded by resource considerations. It is extremely hard to gain an active unpaid
membership in a CSO. It is even harder to try and maintain that CSO by charging a membership fee. At
the same time, in the Georgian environment, there are many differources for CSOs to try and
connect to and international organisations are almost certainly an easier source of funds, dollar for
dollar, than a mass membership and fee based organization.

The dependence on foreign financing creates three problemthfoorganization as a whole. First, they
tend to be very topdown and run to fit the agenda of the international organization and the people
running them, rather than any particular constituency. Second, and connected to the first, there is little
motivation to build up this kind of constituency, to engage in effective communication and outreach or
to focus the organization on local needs. Finally, there is a problem with sustainability. Many CSOs,
assuming they lack the ability to lingp multiple grantsn succession, will cease to exist at the end of

the time financing themAs a result, they rarely develop a letegm vision for their activities as they
remain obsessed with fulfilling sheterm objectives.

The question of why these organizations do moherge independently or persist after international
funding has ceased is a very difficult one. As we have already suggested, there is clearly an issue of trust.
Particularly where money and security are involved, Georgians do not by default trust oginepers in

their community.

However, on top of that there are at least three other issues. First, there is a general distrust of anything
OFrfft SR WwWO2YYdzyftQ a GKAa asSSvya (G2 o6S NBYAyAaoOSy
amongst citizensn the regions that their voice will be listened to. Third, there is also a strong sense

(that is also perhaps a soviet legacy) that all public goods should be provided by the government and
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little desire to provide services oneself that one feels theggoment should provide. For example, the
absence of agricultural support services like veterinary services or advisory services is seen as the fault
of the government and not something that can be locally fixed.

4.2.3 The Roles of Civil Society Organisations

Faling CSOsre a problem because CSEs providefour main categories of servicthey can work as
advocacy groups, they can help to manage or more efficiently utilize communal resources, they can
provide services that the market and government do not #rey can act as centers of information and
communication. We will deal with each of these in turn.

Advocacy

One of the areas for which CSOs are most well known is working as advocacy groups to try and persuade
either the government or society at large td@pt certain policies or behaviour. These groups can serve
general social goals. In Georgia, for example, Transparency International is focused on ensuring
government transparency and the Georgian Young Lawyers Association is focused on trying to examine
and improve the Georgian legal and judicial system. These organizations can, of course, have regional
offices.

However local CSOs generally will advocate for more narrow themes. One would expect members of a
local CSO to have certain interests in commsemaesult of their similar social position. This can include
everything from ethnic groups or IDP associations, to parents groups and cattle breeders associations.
Alternatively, they may represent a group who are representing a group unified by geogoaphy
philosophy. Usually it is a combination of both.

Advocacy groups have three target audiences. Members may be the target of advocacy on themes that
relate to mutual interests. A pig breeders association, for example, may try and persuade its members to
adopt a particular strategy for managing swine fever. The group can focus on society at large, so an
environmental group may try and persuade society at large to adopt different behaviarvigsthe
environment by, for example, trying to persuade peoplet to drop litter. Finally, they may target
different parts of the government to lobby for policies or resources to be allocated to them.

Managing Local Resourcasd Providing Services

CSOs can be useful in the management of local resources in acgbwggs. The most obvious form of

local resource management is the way that certain groups of farmers can, through farmers associations
or cooperatives, buy inputs or sell outputs more effectively. For example, by pooling their cash
resources farmers malye able to buy inputs like seed, fertilizer and pesticides in bulk at a lower costs.
They may also be able to buy equipment like tractors that they can all collectively use, but which no
individual would be able to afford alone. On the other side, if fassrere producing the same kind of
products, then they may be able to save on transportation costs of getting the good to market, or may
be able to collectively package goods so as to gain a higher price.

Equally, if not more importantly, CSOs can potdlytibelp to manage local resources. One very obvious
example of this is that local organizations could help in the management of the irrigation system by
collectively maintaining large equipment and channels and making clear what the responsibilities of
individuals are in maintaining their part of the system. Similarly, CSOs can try and ensure that resources
are not damaged or put at risk by managing the response to common threats. For example, farmers
groups can try to agree on policies for combating digear maintaining flood defences.
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like a farmers association, may have a large and clearly defined set of needs, it may be possible for them

to poolresources in the provision of those needs and, at the same time, leverage the fact that they want

the services themselves to make services available to others. In Georgia in recent times, it has become
common for organizations working in agricultural deyment to try and provide extension services in

this way. Therefore a farmers association may group together to buy seed, fertilizer, a tractor or an
artificial insemination unit, but in the process, they may as well try and cover some of their costs by
making these available to others for a fee.

Communicating Information and Developing Skills

The final role that CSOs can play is that they can help to fill the skills vacuum by providing a network
through which new ideas can be tested, communicated andidaigd. It is commonly accepted that

the agricultural skilbets of small farmers tend to be fairly low. While there are certainly structural
reasons for the lownput and lowoutput system it is also the result of a lack of knowledge about new
farming tetniques or the ability to calculate the benefits of small investments.

The most obvious way to assess agricultural training is to look at the courses that are currently taught in
Georgia.The main educational institute which provides education in agrioelis the Georgian State
Agrarian University. This currently has up to 5,000 students who are involved in seven departments of
the university. The university offers undergraduate and graduate courses, including doctorate. In
addition to its facilitiesri Thilisi, it also own teachirgxperimental labs in Mtskheta (MtskheMtianeti

region), Dedoplitskaro (Kakheti region), Lanhckhuti (Guria region), Samtredia and Kutaisi (both in Imereti
region).

The work of the University is supplemented by the worls@feral Vocational Education and Training
centres in regions. In the academic years of 2@®10 there were around 900 people accepted into
agricultural training programs at VET centers. These covered a wide range of different skill sets as shown
below.

Figure6: Agricultural courses at Public Vocational Education and Training Centers

Course type Length of course
1-6 months 1-1.5yrs 2 and over Grand Total

Agricultural products specialis 32 37 69
Beemaster 25 32 57
Enuronment protection 30 30
Farmer 89 171 188 448
Gardener 13 13
Mechanic 22 22
Medical Herb Grower 55 19 74
Plant Protection 18 18
Veterinary 39 54 93
Wood Specialist 84 84
Grand Total 198 503 207 908

Ref: Derived from information praded by the Ministry of Education and Science (January 2010)
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In addition to these courses there are a handful of training courses for cheaker and wine makers.
The courses are distributed across the country but are most heavily concentrated in Iriéraiteti,
Shida Kartli and Samtskidavakheti.

In addition to these courses a new VET training center, operating under the umbrella of the Gori
University opened at the beginning of the year and is now the largest VET centre oriented towards
agriculture n the country. Gori University combines a regular 4 year program university, 2 year
community college, and a VET centre. Together with other courses, the community college offers the

W INRKR Odzt GdzNF £ o6dzaAyS&aa YI ylI 3SY SEilrdpead BniazhdnSidvey KS + 9
well equipped. In addition to studying facilities, the VET centre also owns a small milk factory and a lab
where they can test milk products.

These courses, between them, clearly have value. However, they are limited asati® ways. First,

there are not enough of them to have an impact on a significant number of farmers directly. Second, this
type of course is unlikely to be taken by a small farmer. What is far more important is that the small
farmer gains access to thiformation and advice.

Ly GKA&a NRtS /{ha YR (GKS Wly2¢tSRIS ySig2N1aQ (K
of information that does not require a great deal of time and formal training and that can be accessed to
particular purposes.

4.3 Insecurity

Insecurity is one of the most debilitating features of the Georgian environment and is a significant
contributor to the lowinput low-output system. It is also almost certainly both cause and consequence

of poor resource management and low levelssocial engagement. Security can be understood in a

ydzZYo SN 2F RAFFSNBY(d sl easx odzi F2NJ 2dzNJ LIdzN1LI2&asS 4 S
aK201aQd ¢KS ylIi{dNB 2F GKS W@dz ySNI oAf A kkidght g A€ £ |
should be seen as a vulnerability to physical safety, economic prosperity/subsistence or social position.

Security is more of a concern for some groups than others in Georgia. The most common form of that
insecurity is economic but in an ethnisaldiverse country that has recently been to war, physical
security is also important.

The poor are one of the most obvious insecure groups since they are extremely vulnerable to small
reductions in their consumption possibilities or small increases éir teeds. However, in addition to

GK2aS 6K2 |NBE O2yaARSNBR (SOKyAOlFfte aLISH{Ay3a WL
poverty line and so are also fairly insecure.

Based on multiple surveys, including our own UCP survey, we believe tmatics as half of the

LJ2 Lddzt + GA2y O2dz R 6S Of2a$sS Sy2dAK G2 (KS LR2GSNIe& f
illness or injury, reduced level of employment or a failed harvest can push them into poverty from which

it is hard to then recoverAs we will discuss below, one of the reasons why many families hold on to

F ANR Odzf GdzNF £ € yR GKIFG (GKSe& WS i@ yikSO\NEdaaeS A &F FGYKAKf i
be confident of its ability to provide for its own subsistence needs.
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In addition, it is worth briefly considering those groups who are particularly vulnerable. In the section
below we will consider IDPs, the very old and the very young as well as ethnic groups and the physically
isolated.

4.3.1 Internally Displaced Persons (IDP s)

There are around % of a million registered IDPs in Georgia, or around 6% of the population. This makes
Georgia in the top ten countries in the world in terms of IDP concentration. However, in discussing IDPs

a clear distinction needs to be made betwderNR dzy R H @Y a5/ 2 RDI R5t & 6K2 &SN
the August 2008 war with Russia, and the rest who have been IDPs for around 16yrs and who are fairly

well integrated in many places.

IDPs are extremely vulnerable and worthy of special attentibverd is very little information on the
employment and poverty situation of IDPs generally. However, amongst the new caseload IDPs
unemployment and undeproduction are significantly higher than in the rest of rural Georgia.

In a survey of new caseloadABconducted recently by CARE in Shida Kartli and Kvemo Kartli the level of
GK2aS o6K2 OKINIOGSNARAITS {(KSYaSft@gSa WdzySYLX 28SRQ ¢
guestioned and 12% of neibPs said they had formal employment, and most of those wexking in

government or as teachers. On a household level 18% of IDP households and 25%-IDP non
K2dzaSK2f Ra &alAR GKSANJI FlILYAf& NBOSABSR AyO02YS FTNERY
importantly only 41% of the families said they were ilweal in agricultural activity compared to 71% in

the neighbouring communitie¥.

However, all IDPs, and even those who have been IDPs for ¢ifmmgeceive a state allowance. This is
fairly small. IDPs living in locations where they get support for thigity bills receive GEL 22 per person

per month. Those who do not get help with their utilities bills get GEL 28 per person per month. Those
living in new settlements can instead currently opt for Targeted Social Assistance payments and while
these areonly marginally higher, they do come with medical insurance.

4.3.2 The old and the young

As will be discussed at some length below, there are a range of different groups that are worth
particular note in poverty terms. In particular, it is worth considering #ituation of children, the
elderly and IDPs.

'bL/9C Ftfaz2 LINRPRAZOSR |y |aaSaayvySyid 2F / KAfR t20S
They highlighted the fact that in Georgia one of the indicators for poverty is the number of people in a
houséhold and that as a result, children are higher at risk of poverty than the average.

This report also acknowledges the beneficial effects of social transfers on child poverty. As they highlight R
WEty2aldg 2yS KIfTTF 2F OKAf RNBWBAY AEBSERA 2zi N8 FA LSAES)
| 26 SOSNE ¢+FNBSGSR {20Alt !aaxadlyOoS FFHANR fSaa g

** Geowel Research and Caucasus Research Resource CentersBasdie Survey of the IDP Settlements and
their Neighbouring Communities in Kvemo Kartli 8hitla Kartli Thilisi, Georgia, CARE International in the
Caucasus.

> UNICEF (2008Fhild Poverty in Georgidbilisi p12
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¢ { ! Wyh, those that did receive social assistance were likely to be?poor.

Traditionally, pensioners, and particularly single pensioners living alone, were one of the poorest
categories in the country. The fact that pension recipients are more concenteatenhgst the poorer
sections of society, suggests that in spite of higher pensions, the elderly andgdneeational
households remain poorer than averafe.

Now, however, the volume and breadth of pension provision has gone up so much that pensiogs are b
far the largest form of social assistance and act as-tad® family and child social support. 835, 327
pensioners received the state pension in April 26f10he overwhelming majority of pension recipients
receive GEL 80 per person per month, thougb #verage is GEL 77.6. According to the World Bank
poverty assessment over 50% of households receive pensions and more of it is received on average
amongst the poorest groups.

However, the cost of medical treatment continues to be a source of insedarittd people. About 40%

of the population are covered by a fairly comprehensive Medical Assistance Program (MAP). MAP does
not cover the costs of medicine, which has increased in cost significantly in recent years, but it does
cover visits to the doctoand most of the commonest procedures. While pensioners have the
protection of this coverage, those who are elderly but who have not quite reached retirement age are
correlated with high out of pocket expenses in medical c&'sts.

4.3.3 Ethnic Minority Groups

Although Georgia has become a significantly less ethnically diverse place since the end of the Soviet
Union, it continues to have large ethnic minority populations, particularly Armenians and Azeris.
According to the 2002 Georgian Census around 12% of tloeglae population is either ethnically
Armenian or Azerl’ More than half of this population is located in the two regions of Samtskhe
Javakheti and Kverdgartli. The concentration is even higher if one looks at some of the municipalities.

In the municipaties of Akhalkalaki and Ninotsminda over 90% of the population are Armenian while in
Tsalka it is over half. Azeris are very heavily concentrated in four regions, Marneuli (83%), Dmanisi
(67%), Bolnisi (66%) and Gardabani (44%).

In these communities # population as a whole has fairly low Georgian language skills as they are more
likely to speak Russian or the ethnically native languages of Armenian and Azeri. According to a survey
conducted by the European Centre for Minority Issues in 2008 aroundo8@B& minority groups in
Akhalkalaki, Ninotsminda, Tsalka, Marneuli and Gardabani could not understand Georgian at all or, if
they could, could only understand a few words.

%8 |bid.p12

#bid. p15

2 According to the Social Services Agency of the Ministry of Labour, Health and Social Affairs. See
http://www.ssa.gov.ge/index.php?id=933&lang=2

*World Bank (April 2009%5eorgia Poverty Assessmeritd and p116

% International Crisis Group (November 200Borgia's Azeri and Armenian Minorities

Thilsi, Georgia, pl

% Georgian Population Census (2002).

% Jonathan Wheatley (September 2009). "The Integration of National Minorities in the Saritskdicheti and the
Kvemo Kartli Provinces of GeorgiBuropean Center for Minority Issues: Working Pddep6
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This is particularly problematic because, while there have been some attemptgptove the teaching

of Georgian in these areas, the educational system has made it hard for students to advance without the
appropriate level of Georgian. The national entrance exams, which were introduced in 2005, required
that all students get a basjgass mark in Georgian language and literature, history and geography in
order to qualify for university. Furthermore, the Law on General Education, passed in the same year,
required that a range of key subjects would be taught in Georgian across thergoaniater than 2010.

One effect of this, according to Jonathan Wheatley, writing for ECMI, is that very few of the Armenian

INR dzLJda KIF @S 06SSy | O0OSLISRA Ayili2 DS2NBAIFIQ& YIAYy dzyA

These regions (particularly Samtsklevakheti) are also fairlyutoff from the rest of Georgia.
Samtskhelavakheti and bits of Kventartli are physically remote from Thilisi and the roads connecting
them used to be some of the worst in the country. Since the Rose Revolution roads and connection
times to Thilisi havemproved dramatically, and there have been efforts to improve the Georgian
language training available to ethnic minority groups.

The involvement of these groups in local government is mixed. In Ninotsminda and Akhalkaliki the local
municipal mayors (ogamgebeli), chief of police and chief prosecutor are usually Armenian though in
the Azeri municipalities they are generally Georgian with an Azeri Deputy. However, the individuals who
run thesfe municipalities recognize their strong dependence on the centewhom they depend for
power:

In national politics the involvement is low. Language difficulties essentially exclude them from following
the local media, the Law on the Political Association of Citizens makes regional parties illegal and
opposition paties have historically shown little interest in campaigning there.

As a result, while these regions, and the ethnic groups they contain, have seen their matesigldife
improve they remain largely excluded from Georgian political life. This is rbatdelf, but it also
heightens the insecurity of those living in the regions as they continue to exist in a relationship of
dependency on the central government.

4.3.4 Isolated Rural Communities

Isolated rural communities in Georgia face a separate set of @nubin Georgia in particular access to
YIEN] SGaX RSY23INILIKE YR RAFFAOdZ 6ASa ONBIFGSR o8
terrain many regions of Georgia are significantly further away from major urban areas than simple
geography wouldwgygest, separated from the rest of Georgia by mountain roads that are long and slow

at the best of times and extremely hard to traverse in the winter. Some of them are effectively deserted

in the winter.

It is hard to gain an accurate picture of the sitions in these communities for two reasons. First, they
generally have very small populations and are too small to separate out in any of the nationwide surveys
that have been undertaken in recent years. For example, the 2007 World Bank LSMS offersationd

* bid. p13
*Ibid. p26
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of the level of poverty in RacHzechkhumi and Kvem8vanett® The 2009 UNICEF survey blocks it
together with the largely lowand region of Imeretf®

The second reason it is hard to get a sense of the situation is that there is no clear séresgaieral

level of the population as there are many people in Georgia who are officially resident in villages in the
mountains but unofficially located elsewhere. This creates distortions in a number of ways. For example,
according to official statistiosut of the 51 population of RacHaechkhumi and Kverm8vaneti, around
14,000 receive oldge pensions. This is about 28% of the population compared to a national average of
19% and significantly the oldest region in Georgia. However, anecdotal evidesros s& suggest that

even this number is too low because many of the younger members of the officially registered
population may well be living elsewhete.

Nonetheless, the problems of market access, demography and environment are well recognised. These
reAA2ya KI @S KdzaAS RAFTFAOdZ Gfe | OO0OSaaAiay3a DS2NHAI Qa
transportation of food both expensive and damaging to the final product. This is made even more
difficult because the close neighbours of many of these regiwasRussia to the North and the other
Caucasus countries to the south, but unfortunately the Russian market is closed and Armenian markets

are hard to access for administrative reasons.

Second, these regions face difficulties because of demographis.dhifit a range of regions the younger

and more productive elements of the society often leave and as a result the regions face an ageing
population. This is already a problem for some of those left behind, impacts on the productivity of
households and wiventually become a problem for the sustainability of the communities.

Finally, high mountainous regions are often vulnerable and insecure simply because of the facts of their
physical location. Crops are harder and more expensive to grow at highedattiand the growing
season is shorter (though there may be compensating considerations like low prevalence of pests).
Those in more isolated villages may be a considerable distance from medical facilities. They are also
more likely to be exposed to weatheelated problems, from snow and roskides blocking roads to the
general difficulties created by cold winters, particularly the greater need for resources to warm and feed
oneself.

4.4 Access to Markets and Market Failures

The notion of market failures irhé Georgian context is extremely broad. Almost all of the problems
that we have discussed so far could be understood as market failures, from thimgatvand low
output structure of the overall environment, to the low levels of physical capital, thealmailability of
financial capital. However, in this section we will divide the analysis into two different categories. First,
we will look at theprovision of resourcesSecond we will look at the broader market failures that
happen within Georgia.

% World Bank (April 2009%eorgia Poverty Assessment

®wi 26 52 DS2NBAAlLY [/ KAfRNBY FyR GKSANI CIYAEfASE /215 6AGE
Poverty in Georgia: Features Causes Responsasnference Orgardd by CARE International in the Caucasus (16

June 2010). Annex 1

%" Raw data retrieved from the website of the Social Services Agency (29 June 2010). Population numbers available

at http://www.ssa.gov.ge/index.php?id=932&Ilangafd information on pension at
http://www.ssa.gov.ge/index.php?id=933&lang=2
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4.4.1 Market provision of resources

The lack of resources in rural community, whether that is the right kind of seed, input, machinery,
veterinary or access to credit, can be seen in a number of ways. Lack of support for them can be seen as
a failure of government sumpt or a failure of civil society. However, that these resources need to be
supported in the first place is clearly a reflection of some kind of market failure since in -a well
functioning marketplace with signals and information flowing one would expezdources to flow
wherever demand exists.

In the CSO section we discussed at length the way in which local CSOs can help provide certain kinds of
resources and services by pooling community resources. However, in a market economy another
alternative wouldbe for these things to be provided by a private business. That it is not already clearly
reflects some kind of market failure because there is overwhelming evidence that better use of inputs
would generate considerable economic benefits, particularly ames sectors. Clearly part of the
problem is a strong risk aversion and conservatism on the part of farmers themselves which leads to low
or inconsistent demand for inputs.

However, there are certainly instances where demand exists, but where it goepplieslbecause of
imperfect information or capital availability amongst entrepreneurs. Therefore, clearly one way to
correct this problem is to help make the business case for the private provision of these resources and
subsidise starup costs.

4.4.2 Accessto Markets

Another significant barrier to agricultural development in Georgia is market access/competition. This
can be broken down into three separate problems. First, the ease with which farmers can get their
produce to markets inside Georgia. Seconckithaccess to markets outside of Georgia. Third, the
competition that Georgian producers face from foreign competitors, particularly as the Georgian market
has become more open.

Access to Georgian Markets

The access to Georgian markets for producers has editionally restrained by the difficulties of the

road network and the physical isolation of certain area. In terms of poor roads, this incurs two costs.
First, poor roads increase the time involved in taking goods to the market. Second, poor rozatpeda

both the goods and vehicle taking the goods and so increase the costs and lower the price of the goods
when they finally get there. This is particularly problematic for easily bruised fruits and vegetables.

Improvements to the road system have bee 8 2F DS2NHALF Q& YIFAY LINR 2 NXR i
Millenium Challenge Corporation Compact USD 295 million was committed to Georgia and this received

a supplemental USD 100 million as part of the assistance package after the war with Russia in August
2008 Out of this sum, USD 203.5 million is being spent on the Samisiktaéheti Road Rehabilitation

project which is repairing a range of different roads in the region, but most significantly, it is repairing

the road that connects Ninotsminda to Thilisi.cArding to MCC work already undertaken has already

cut the driving time to Thilisi from around 5.5hrs (three or four years ago) to 2.5hrs.

Out of the USD 4.5 billion of pestar assistance USD 659 million was pledged for road reconstruction,

not includingthe road rehabilitation taking place under the municipal development fund. USD 410
million was pledged to renovate the Eastest Highway, USD 119 million for a bypass in Adjara, USD 60
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million for improving the Varziafiielavi road and USD 70 million atal roads? As a result of these
improvements, the access to markets has increased dramatically for most of the country.

Clearly the next hurdle is the quality of local roads, which still remain fairly poor and occassionaly leave

some villages isolatedn addition, in the short to medium term some of the more physically isolated
NEIA2yazr LI NIAOdzZ F NI & wlkOKIF FYyR {@FySGAZ FNB A7 S
their mountainous location puts a fairly clear upper limit on the extentvtich driving times can be

reduced.

The second main access difficulty is whether farmers can physically find a market where they can sell
that they can access to sell their goods. Market stalls in Thilisi, even on wholesale markets, are highly
valued andfarmers complain that they find it extremely hard to can spaces at which to sell. In addition,
over the last five years or so, the government has gradually clamped down on unlicensesid®ad
vendors which, for years, had provided an outlet for farmeysg to sell directly to market.

'a | NBadzZ G 2F (GKA&a RAFTFAOdAA Gé Ay | OOBEYO &6 AKXFEN
wholesale and retail) before the product gets to market and, as a result, the payment they receive is
significantly dininished.

Access to Foreign Markets

Providing the Georgian economy with access to foreign markets has been-getongbjective of the
Georgian government. Georgia has been a member of the WTO since 2000. It is no longer a member of
the CIS but still enys bilateral freerade agreements with many of the CIS countries as well as with
Turkey. Georgia also has GSP+ provisions that give a particular list of goods preferential access to
European and American and it is currently engaged with the EU to trydemelop and deep and
comprehensive free trade agreement.

| 26 SOSNE wdzAaAl = AGQa Y2ad ylFradz2NFt FYyR GNIFXRAGAZ2YI
closed to Georgian goods since the Russians put an embargo in place in 2006. Beyoadseswng

the overall impact of the Russian embargo on the agricultural market as a whole is difficult. The official
statistics for agricultural good exports do not seem to register an impact on agricultural goods because
large amounts of those good weraqgbably moving into Russia through the Tskhinvali region (now
occupied South Ossetia). One large international development organization conductedhansi
assessment that suggested that the lost export revenue in agribusiness could total over USIN@Q0 mi

per year.

In the area of wine, where large volumes were traded, the drop between the second half of 2006 (after
the ban) and 2005 was nearly 85%.

Figure7

% George Welton (July 2009jhe Loan Component of the R¥gar Pledge: an Evaltian. Thilisi, Open Society
Georgia Foundation. p17
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Export of Wine - 2nd and 3rd quarters of the year
(million litres)
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The situation with wine exports iBustrative because although there has been some recovery the shift
away from theRussian marketsthis has also changed the nature of the trade fswouring large
companiegather than small artisanal producers

This is suggested by the increase in prices of wine since the ban. The average liter of wine sold before
the Russian winéan was exported at $1.95 per liter ($1.46 per bottle). The average liter sold in 2006
after the wine ban exported at $3.61 per liter ($2.70 per bottle). The overall price has dropped a little
since that time, but not much.

However, more expensive wine generally made by théig producers who aréhe only onesable to
produceto international standards. For these larger productms wine ban may have been something
of a blessing since it has allowed them to focus on the far more profitable end of tregketn
However, it suggests little or no recovery for the majority of small wine producers.

This lesson also applies to other agricultural-sabtors andt is unclear whether an expodriented

strategy (in the absence of Russia) would be particulaslyrpriented. This fact is made even more

clear when one looks at the categories of foods that are currently exported in large volumes. In 2009
GKSNBE 6SNBE FAGS € FNBS OFGSIA2NASE 2F WI INRKOdz { dzNT |
spirits (USD 54 million), live animals (USD 34 million) and citrus (USD 16 filidrihese, wine, fruit

and nuts are highly concentrated in a few large firms and so seem to offer little opportunity for small
farmers.

The limited benefit of export markets ®wmall producers is particularly true when one considers the cost
that may come with breaking into certain markets. For examgl¢he current time Georgia is involved

in discussions with the European Union to develop a deep and comprehensive free teadwitr the

EU. It is generally accepted that this would require Georgia to adopt European food safety standards.

Adopting these standards is both economically and politically complicatééwAon Food Safety and
Contro| that was intended to put into &ct Europearstyle food safety standards at every step in the

¥ Based on detailed breakdowns of export statistics provided directly by GeoStat (May 2010)
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production process was passed in 2005. Its enactment has been delayed as a result of limited technical
capacity and political wiff’

However, what is unclear is the extent to which enactihgse food standards would assist Georgian
development. As Transparency International argue, enacting comprehensivesédety standards of

the kind envisioned would mean processors incurring fairly largiram consultancy and capital costs.

This wouldalmost certainly make small scale and home production impossible (though artisanal
production was originally excluded from the law). As Tl point out, when Poland brought its food
processing into line with EU standards, even with massive support from Brdsge Wi KS ydzYo$S
O2YLIF yASa Ay (GKS t2fAaK YSI{i AyRdaAGNE Syl R2éy 7T

However, as TI further argues, while the cost of adopting European Standards may be prohibitive the
cost of adopting no standard may be unacceptable Georgia has one of the highest rates of botulism
in the world and, since 2004, has seen reported rates of food poisoning increase dram#tically.

I 00Saa G2 YINJSGa Aa OSNIFAytfte SFaASNI g6KSy RSIET Ay
has free trade arrangements with Armenia, Azerbaijan and Turkey. However, while exports to
Azerbaijan have grown in a few areas, agricultural exports to the other two countries are not significant.

First, a project recently conducted by CARE, lookingoatlds communities between Georgia and
Armenia suggested that exporting to Armenia was administratively cumbersome, particularly for small
farmers® On top of that an earlier project conducted by UNDP suggested that bribery was a problem
for Georgian expo#rs® Finally, perhaps the biggest problem for exports between these neighbouring
countries is that they produce a very similar profile of goods, demand a similar profile of goods and pay
similar price. There are some slight seasonal variations dependairtheoexact micreclimate of the
regions, but this only produces slight and occasional comparative advantage.

Of course, the ability of Georgia to export to neighbouring countries is not a simple function of access to

those markets. Even the largest Ggian producers are fairly small in international terms and so there

are very few farms that will be able to offer the volume and diversity of supply that international buyers
2FT0SY RSYFYRX LI NIGAOdzZ F NI & F2N &adzMshtdelPodradnisaidd K| Ay &
in 2008,

Georgian farmers do not engage in the kind of commercial planning and contracted
relationships necessary to supply export markets. Even in Moscow [a less Westernized market
space] there are only 5 or 6 major retailers, andyttwant suppliers who can provide reliable
products year round, and they are pretty vicious in pricing. Georgia is just not able to provide
them with the quality and consistency of product they deménd.

40 Transparency International (200%ood Safety in Georgi@bilisi, Georgia, p2

“bid., p4

*2|pbid., p5

“Dait Narmania, (May 1#1ns HAMnO0E t NBaSydl GdA2y 2 JintPlojadan fnprov@dNR S NI / 2
Responses to Economic Development and Rural Livelihood Problems in Bordering Regions of Armenia and Georgia
Thilisi, Georgia

** United Nations Devepment Program (20075tudy of Economic Relations Between Georgia and Armenia: The
Development of Regional TratRelated Growth in Samtskidavakheti Thilisi, Georgia

> United Nations Development Programme (20a8¢orgia Human Development Report 200 Reforms and

Beyond Thilisi
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One commonly noted charastistic of the Georgian economy since the Rose Revolution is that imports
into Georgia have increased far faster than exports out of Georgia. This is particularly true in agriculture.

Figure8: Growth in agricultural exports andports (20002009) USD Million
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The overall structure of imports and exporgsjma facig seems to suggest a considerable opportunity
for import substitution. However, there are other reasons why petng more effectively with
importers may be a better, and more poeoriented strategy, than targeting export markets.

First, the goods that are being imported in large volumes are often goods that Georgia already produces.
The biggest raw agriculturahport categories are meat. In 2009 Georgia imported USD 37 million in
poultry (mostly from the US), USD 12 million of pork (mostly from Brazil and Canada) and USD 10 million
of beef from India. After that the next biggest category of imports is dairy, W&D 24 million. Finally,
though the volumes in vegetables have been gradually reducing, they are still considerable with Georgia
importing USD 2.6 million of potatoes, USD 3.5 million of tomatoes, USD 3.7 million of pulses and USD

3.8 million of onion andarlic.

Second, these categories of product are grown across the country and so represent a diversified market.

Third, the local market is naturally beneficial to Georgia for a number of reasons. There are no artificial
barriers to entry, the market ismore naturally acclimatized to the quality of good that is produced and

0§KS WYIFRS Ay DS2NHAIFQ ON}YyR YI &
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5 Program Design

5.1 Impact Group

¢CKS AYLI OG0 3ANRdzL) F2NJ /! w9 Ly d SNy Ithek@aydodr. THsywillG KS /|
have particular emphasis on those within that groups which CARE considers to be most vulnerable which
included IDPs and those living in border communities, mothers and children, ethnic minority groups and
isolated rural communiés.

5.2 Theory of Change

5.2.1 Impact Goal

The impact goal is to reduce the level of poverty and social injustice and to increase the level of security
for the target group. In the process it is hoped the work will contribute to peace and stability in the
region.

5.2.2 Domains of Intervention

There are four domains of intervention which relate to the four main underlying causes of poverty that
we have identified. These are:

governance
participation and civil society
conflict prevention and security
market linkages antharket support

= =4 =4 =4

5.2.3 Pathways and Breakthroughs to Poverty Reduction

The pathways and breakthroughs are based on our underlying causes of poverty analysis and can be
classified in terms of three stages.

Breakthrough 1: Making the argument and proving the case

In general terms, the first set of different breakthroughs in the different domains can be seen as a
process of persuasion and the technical support and demonstration work that is necessary to make that
case.

1.1 Improved interaction between CSOs and LioGmvernment Improves the Quality of Local Priority
Setting in Social Services and Economic Planning

In government this will involve persuading both central and local government(s) that broader
participation, greater decen#disation and more evidendegased planning of development support are

all goals to which one should aspire. In a number of areas part of this act of persuasion will ideally work
alongside practical technical assistance that will serve as a necessary first step for achieving all of these
goals.

From local government to improve its outreach and data collection will require improved
communication. To help local government to start its argument for decentralisation and greater role in
planning, it will have to develop its capacity and itignareas where it thinks that local service delivery
should be localized.
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This would irturn be supported by the development of civil society which as it improves its own
outreach would become a natural tougoint for local participation and an advoeator local priorities
which we believe would put a high priority to agricultural support and, in some areas, greater inclusion
of ethnic minorities in decision making.

1.2 CSOs and local government are more sensitised to minority rights and secuitysiss

The CSO development would also support the first stage of the security domain. CSOs that operate in
areas with large notGeorgian populations are likely to push for local language capacity and more
localized government. IDP groups and those livinghenkiorder of the conflict zones are likely to push

both local and central government to, at the very least, stabilize their situations economically and
physically. In some situations this should create pressure for more stable humanitarian assistance
alongside strategies for economic and social integration. In other situations it will involve pressure for
resolving technical issues to allow people to more easily and safely move over the lines of control.

1.3 Economic security is provided to small rural camnities

As a goal for both economic development and conflict management the first step should clearly be to
improve the economic security for those in the most difficult situations. CSOs in vulnerable areas should
advocate for this from the start, and edy before development work can be effective it is necessary
that economic security is at least provided to the majority of a given community.

l'a | WONBF{UKNRIdAKQ GKAa gAff y2ir 2F O2stawhS> oS
but improved security for some of the most vulnerable should be an early priority and improving that
security will help to facilitate economic development and participation more broadly.

1.4 A range of promising market opportunities for new agricultural procks and services are
identified

The final first breakthrough point will be when NGOs, local government and local businesses can agree
on a couple of specific agricultural sabtegories that they think can be usefully supported and that
show promise. Thiwill require the identification of value chains and will probably mean a number of
sectors with government and NGO support, even if those fail.

This has clearly taken place in some areas already and should be helped by the regional development
plans tha most municipalities now have.

Breakthrough Two: Practical successes are-saltaining in some elements of each domain
Step two will see the expansion of the activities in the first phase and the movement into sustainability
for the first activities udertaken.

2.1 Local Government and CSOs provide a greater range of services at a local level and work together
to prioritise local UCPs. Agriculture is more of a priority in this discussion

Following on from the identification of local priorities and thmprovement in outreach, local
government should then be in a position to argue for some (possibly small) increase in its responsibilities
particularly in areas like development planning, information provision or outreach in some public service
areas. Buding on work first stage work in agricultural market any local development work would have
an agricultural focus. It would also, hopefully involve more intensive work with CSOs.

2.2Increased ethnic involvement in Government and civil society
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In terms of security one would hope that early lobbying from vulnerable, and particularly ethnic
minority groups could see early successes in terms of broader participation at least at a local
government and local CSO level. This would hopefully also build on gntbhd#velop advocacy about

the importance of language issues in rethinically Georgian areas.

2.3 Increased ease of movement over conflict lines and great community dialogue between conflict
communities

On a parallel track one would also hope that theps taken to make life more secure and to facilitate
economic development would also gradually help to normalize the situation around the borders of the
conflict zones so that at least those communities that have strong family or economic connectibas in t
neighbouring territory can easily move back and forth between them. This easing would both be helped
by active attempts to facilitate dialogue between neighbouring communities over conflict lines, but
practical easing of movement would also help thalaljue develop naturally.

2.4 Agriculture in Georgia starts to diversify and economic MFIs, including those providing
infrastructure management become seffustaining rural service provide

¢tKS a4SO2yR WONBI | GKNRdAAK L] A jeinost ingortanto&ause@awviff 2 YA O
help to provide the material resources and some of the impetus for further developments in many

areas. Having tested a range of techniques, supported the purchase of inputs and analysed value chains

in the first phase, th second breakthrough point will be when significant new sectors, techniques are

utilized on a commercial basis in a lot of poor communities.

This will almost certainly both produce and require that a range of different inputs are provided more
effectivdy and will hopefully occur when these are also provided on a commercial basis. It is unclear at
this point what will be most important and it will almost certainly depend upon the agricultural sub
sector but this would be helped by sustainable economi@<& businesses providing inputs, better
land management at a local level and a supportive tax regime.

Breakthrough 3: Practical successes are expanded to ensure the broadest possible social inclusion and
the widest impact.

The final stage of the causprocess to achieve our overall goal is that successes are identified and
expanded upon so that the limited sealfistaining successes become cousntiige

3.1 Significant expansion of local government and CSO service delivery and development planning
andimplemenation delivery

Having identified some small areas where local government can expand and having developed the
capacity to effectively provide public services in this area, local government should then be in a strong
position to argue for a more sewus expansion of its responsibilities. Similarly, having provided
economic services in a few areas it should now be possible for economic CSOs to expand the services
they expand to include more difficult paying services, for example charging for adeisdaysiness
development services.

3.2 Ethnic groups well represented in government and regional conflicts are resolved.

Obviously the ultimate goal in ethnic participation and conflict avoidance would be equitable
participation of ethnic groups in goverrent. The resolution of the regional conflicts is also clearly a
longterm goal for the country as a whole though, in the short term, more embedded and intensive
interaction is a more likely shetérm goal.
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3.3 Development brings most small farmers out pbverty and improves the livelihood of most.
Growth allows wider social protection for those who have not yet benefited

Again this is largely a matter of building upon the work of breakthrough 2. Expanding the limited
diversification should happen througharkets once the viability of agriculture as a profitable business is
shown. Governments and CSOs should, at that point, mainly operate to facilitate planning and the
communication of information. As this occurs, government, CSOs and NGOs should i&atheish

focus to ensure that the resources this process generates can be utilized to extend the social safety net
to all of those who need it.

5.3 Programme Strategy

The programme strategy follows fairly naturally from the causal analysisthe theory ofchange

above. The key social partners that CARE will work with will be local government, CSOs (particularly
those representing the most vulnerable groups), economic CBOs and other agricultural service
providers, farmers, IDPs, women and ethnic minorities.

Government Technical Assistance and Advocacy

At a central government level, CARE will largely focus their attention on providing information and
facilitating discussion to ensure that their identified vulnerable target groups remain a government
priority. As a result they will facilitate research and analysis on poverty reduction, agricultural
development, government decentralisation, social support policy, IDP integration and national minority

policy.

At a local level the work will be more oriented tomla technical assistance to ensure that development
officers in municipalities and at a regional level have the skill sets necessary to support whatever
development planning opportunities emerge. CARE will also work, directly with local government where
necessary, but indirectly as a component of all of their other projects, to try and ensure that
communication and outreach is improved between municipalities and local communities, and to help
local and regional government to be heard on the national stage.

CSO Development for Advocacy and Service Delivery

CSOs will form an important part of our evolving project portfolio as community participation is
essential to all of our other participation, justice and economic development goals. We will work with all
CSOs to improve their communication strategy. For CSOs communication is essential if they are to be
more effective advocates for the interests of their constituency. It is also essential if they are to widen
their membership and engage in genuine commupéyticipation.

Working with economic CSOs, we will help them to provide agricultural extension services, or to
maintain resources at a local level. This will include:

9 working with farmers associations to provide a wide range of services

1 helping groupsf small farmers work together to buy inputs as well as collect, package and sell
their goods

1 helping different types of farmers associations, like Heepers, cattle breeders, potato
growers etc. to organize as networks for effective advice, communicaina advocacy as well
as supporting them in trying different techniques and developing demonstrations for their
members
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9 supporting the training of individuals within particular economic CSOs so that they can act as
advisors to a wider community

Working with CSOs that represent vulnerable groups like IDPs, ethnic minorities or women we will
particularly focus on their advocacy skills so that they are better able to make the case for their group to
the Georgian government and Georgian society.

Farmers andural businesses

We will work with farmers and rural communities to make them more productive in the activities they
currently engage in, to help them investigate new methods for developing those businesses, in
developing new skill sets and in developimgiely new businesses.

With farmers who want to stay as farmers we will offer a range of different kinds of support to improve
the range of resources to which they have access and to improve the efficiency with which current
resources are used. For eachthe target subsectors we look to facilitate we will engage in detailed
valuechain analysis to clarify the areas of difficulty that can be addressed first. By doing this with
government and CSOs we will hopefully build up their development analytbis same time.

For farmers our analysis will generally focus on improving productivity by giving access to information
and training about techniqgues and CARE shouldering the risk when new ideas are tested (in
demonstration plots). We will also offer dmancing for the setip cost for people or organizations
(particularly CSOs) who want to provide agricultural extension services.

For those who do not want to be dependent upon farming we will work with local communities to help
individuals and groups toeelop their business ideas and then we will offer some financing in order to
help individuals start and run small businesses. We will also support training/retraining that is either
connected to starting a business or necessary for individuals to movef thueir current profession into

paid employment. In the process we will look to work through vocational education centers to ensure
that any training we instigate results in lotgrm improvements.

Internally Displaced People and those bordering the diart zones

We will continue to work with IDPs and those working in the areas that border Abkhazia and South
Ossetia. First, where possible it will be our ambition, using similar strategies to those outlined for
farmers and rural communities, to improveein economic situation and facilitate integration. This may

be more difficult than normal in some cases because of the unusually restrictive resource constraints
that IDPs operate under (particularly in terms of land availability). Therefore, we willdoly te offer

direct humanitarian support where necessary.

However, beyond that we will support IDPs in their training and retraining to facilitate integration and
work to facilitate communication between IDPs and their neigbouring communities so asuredhat
conflict does not emerge.

Where possible, and within the constraints of Georgian government policy we will also work to facilitate
communication and movement over the conflict lines. CARE will also help these groups to communicate
information alout the practical hurdles to this kind of movement, so as to ensure that these hurdles
can be addressed.

Non EthnicallyGeorgian Groups
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We will continue to support noethnic Georgians and negthnically Georgian groups in their efforts to
facilitate beter participation and integration. Central to this will be attempting to increase both
participation and representation of neethnic Georgians in government and civil society. In addition,
we will support organizations who try to offer practical solutietmshe language barrier, whether that is
advocacy for greater mediwterm flexibility in Georgian language laws or greater training in the
Georgian language.

5.4 Learning and Impact Measurement System

/w9 Qa Y2YAG2NRY 3 YR SO t dzingl Angpsict ad (ihxde (1&/aS OF f ¢
input/activity/output, effects and impacts. In this division, input/activity/outputs relates to the short

term measurement of resources used (inputs), work undertaken (activities) and the most immediate

effect of those activies (output). If we just take the example of a civil society development project, the

inputs would be something like the time of the trainers and associated costs, the activities would be the
number of meetings held and the output would be the number dfgde trained.

YOFFSOGAaQ INB OKIy3aSa (2 GKS SylofAyd Sy@aANRYYSyl
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in the civil society organizatisror a demonstrable change in government policy towards them would be

an effect.
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have broader participation and more sustainable client level finaneitidoe an impact. When it comes

to service delivery CSOs the final impact will be the improvement in economic situation or social service
provided by the effective operation of the CSO itself.

In order to develop a monitoring framework for the prograome would have to decide exactly what

the indicators of success are in each of the domains and the priorities in terms of final goals. This will
ISYySNIftfte LINPOARS 2yS gAGK || aSd 2F WSTFSOUQ |yR
necessary and not sufficient condition for developing an overall M+E strategy, but it will be the focus of

our analysis here.

However, nany of the goals are not objectives for which CARE could take responsibility. Many are also
national. This creates a prash because where goals are geographically constrained it is possible to
dzy RSNI 1S WO2yiNREQ adzNwSea (G2 a4SS AF 2ySa ¢2N]
comparatives are more or less impossible. Nonetheless, it is important to assgsamrocomponents in

order to see where one is on the causal pathway.

5.4.1 Goals and Indicators

The general indicators can be connected to the particular goals that the program as a whole has now
articulated.

Domain 1: Government

1.1 Increased efficiency of locajovernment and greater role for local government in public service
provision

This goal clearly breaks down into two; efficiency and level of responsibility. Level of responsibility can

be assessed in two main ways, first the legal and formal responsihbitity second, practical

responsibility. Legal responsibility is simply shown in statute and fairly easy to track. The easiest way to
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assess practical responsibility is to look at budgets as, generally speaking, an increase in budgets will
reflect an increae in responsibility of a given agency.

Assessing efficiency can be done with surveys which ask people about their experience of those services.
CKA& &aAK2dA R y2G 06S 3ISYSNIf ljdzSadAazya 2y WiNdzad 273
but should be specific questions about level of delivery. Clearly, in this case, one cannot assume that the
public understands the demarcation of public service responsibility, therefore any surveys undertaken

need to make sure they only survey about the sawiwhich local government actually provides.

1.2 Coordination between levels of government improved, particularly on development planning

The most obvious way to ask about coordination is to focus on the intensity of interaction, or the
regularity with whichcommunication and meeting occurs. Of course, this is a poor judge of the
effectiveness of that interaction and does not tell one how @iged the conversation is but it is a start.

1.3 Agriculture is a greater government priority
The easiest way to assessistlis money. What percentage of the government budget is spent on
agriculture, either through local or central government.

Domain 2: Participation

2.1 Improved interaction between local government and CSOs

There are two ways to assess this. One can sisynlyey the attitudes of the CSOs/local government
representatives or one can try and catalogue the number and scale of joint activities they have engaged
in. The second method would certainly be important if one were assessing the scale of social
contracing.

2.2-2.3 Servicegoroviding CSOs improve their capacity, increase the services they provide and succeed

in achieving greater participation.

The easiest way to assess this is to try and assess the volume of service provision and the size of
membership éthe CSOs with whom one works.

Domain 3: Security

3.1 Greater ethnic harmony

Can be assessed negatively by looking for a reduction in conflicts or positively by looking for an increase
in social attitudes (can be assessed with polling) or practicalratieg

3.2 Greater security for IDPs and those bordering the conflict zone

Actual security and perceived security are both important indicators to measure. Perceived security can

be polled for. Actual security will probably be demonstrated by an incrémsaovement over the
WFRYAYAAUGNI 0AQDS 02dzyREFNREQ fAySa gAGK2dzi 'y O2NNBa

3.3 Greater economic security for vulnerable families

This will be measured in two main ways. First, with improvements in the consumption possibilities of
very poorest. Second, with an assessment of how well the population is provided with some kind of
social safety net that protects them from unexpected events like sickness, crop failure or
unemployment.

Domain 4: Economy and markets
4.1 Poverty redgtion and increase in income
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Will be shown by any number of the surveys that are undertaken by the government and international
2NBFYATFGA2y&as odzi Attt Ffaz2 0S8 akKz2gy Ay AyO02YS O

4.2 Increase in agricultural productivity
Again, this can be done in the communities with whom CARE works against the baseline survey already
undertaken or it can be done with national statistics.

6 Expanding the Program to the Caucasus

Up until this point the program document has focused on Geoffi@ reason for this is that CARE has,

over recent years, focused heavily on the Georgian environment. However, CARE in the Caucasus will be
expanding their program over the coming year to include a wider range of regional projects. Working
regionally maks sense for three reasons.

First, there are many similarities between the three countries and the problems they face. Not only do

GKS O2dzyiNEQa FI OS 02y aARS NBaviét RgadyAbdtiséen Miteiinds & A Y
employment sectorsiKS& INB Fff FTININRARFIYS FlLOAYy3I Fy FIANRC
experience and its operational methodology should prove extremely useful.

Second, activities that aspire to have an explicitly comsitry component have obvious advantages.
This includes not only the conflicts, but also environmental issues like water management issues and
trade relations. While it is extremely unrealistic to expect Armenia/Azerbaijan -barser activities
anytime soon there are potential opportunities for e@giaArmenia and GeorgiAzerbaijan
relationship building.

Third, while the similarities between the three countries make it useful to examine them together, the
differences also provide a great opportunity for examining and researching the undechirsgs of

poverty. For example, if the three countries are dramatically differergart of politics, economics or

society more generally then attribut® yy 2G4 65 SELX I Ay SR ¥R2WNSE XyS 3k ON
Also, the countries are likely to km different developmental levels in some areas and this can offer

insights about how one might expect the developmental trajectory to move forward.

That said, it is clear that in order to move forward in its regionalizing efforts, CARE in the Cauedsus ne
to develop a clear understanding of the differences between the three countries. Below, is an initial
piece of research that was conducted on the differences between the three countries. This was largely
desk research and highlights the areas wheréherr investigation are still needed.

6.1 The Overall Environment

All three economies in the South Caucasus suffered dramatically in the aftermath of the Soviet Union.
The Caucasus generally suffered worse than the rest of the region because in each of thieeoun
general posiSoviet collapse was combined with war. Armenia and Azerbaijan had a war over Nagorno
Karabakh that lasted from 1991993. In Georgia, the 1991 conflict over South Ossetia was quickly
followed by the 1992 war with Abkhazia.
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Armenid® General OvervieW/

Real GDP (1989=100) I NXYSy At Qa 502y 2Ye-poinN
Pl IeiREe e following the war in 1993 and has grov
steadily since that time.
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Following a sharp decline caused by the finan
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Azerbaijan
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“® European Bank of Reconstruction and Development (reviewed July 2@$\0evelopment and Challenges
(Armenia- http://www.ebrd.com/downloads/reseach/economics/armenia.pdf

Azerbaijan http://www.ebrd.com/downloads/research/economics/azerbaijan.pdf

Georgia http://www.ebrd.com/downloads/research/economics/georgia.pdf

*’ International Monetary Fund (April 2009)/orld Economic Outlook Database
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This highlight significant differeses between Azerbaijan on the os&le and Armenia and Georgia

the other. Azerbaijan is now twice as rich, relative to population size, and about 3x as rich overall as the
other two countries. Curiously, even though Armenia grew faster and collapsedhi@s Georgia they

are now at about the same level in per capita terms because Georgia was far richer in the Soviet system.

6.2 The Structure of Poverty

Assessing the structure of poverty in all of the Caucasus countries is difficult and meaningfully
comparirg this information across countries is even harder. In addition, in all three countries consistent
concerns are expressed about the reliability of the informaffbHowever, in Armenia and Azerbaijan
there seems to be consistent suggestion that poverty egalty has dropped more quickly than in
Georgia, though the structure of poverty and its vulnerabilities are fairly similar.

6.2.1 Armenia

The table below shows the fairly dramatic improvement in the poverty situation suggested by official
statistics from 199-2010 (projected). This suggests that poverty went fralmost 60% in 1999 to 22 in
2008, going up again since then as a result of the financial. crisis

Figure9: Changes in GDP versus incidence of poverty in Armenia (2299)
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Source: World Economic Database, 2008 and Integrated Living Conditions Surveys-200%89

However it also shows that the world financial crisis, that has hit Armenia fairly hard, the World Bank
projects that will go up to 28% by 2030The official i coefficient has also shown extremely strong
improvements, though there are particularly good reasons to doubt this calcul@tion.

*®n Georgia and Armenia the household data survey that is used to calculate poverty are bottentigsis
guestioned. In Armenia see, for example, Tumasyan, (2007) Poverty Reduction in Armenia, New Life with Old
Standards, White Paper #2, Economic Research Development Centé, p. 3
‘S‘zWorId Bank (May 2009), Country Partnership Document

Ibid
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In Armenia GDP growth has been highly concentrated in the capital. According to the IMF, Yerevan now

accounts for 58% oktS O2dzy i NBE Q& D5t X S@Sy (GK2daAK Al 2yfe | C
CNRBY Hnnn G2 wWwnncX ,SNBGIyQa 3INRSOGK NIGS I @SNIF 3ISH
the same time, the average growth rate outside Yerevan in the same peried6v8&o, with 7.6% in
urban settlements and 5.4% in rural ones.
As a result, unsurprisingly levels of poverty are far higher outside of the capital than inside it. That said,
in the regions outside of the capital official statistics seem to suggest thatgteatest poverty is
generally urban and not rural. In a documentm@duced by the World Bank and the Government of
Armenia, the poverty headcount not only differed significantly across the regions, but also tended to be
higher in urban areas than rurial 7 regions and only worse in rural areas in 3.
FigurelO: Rural/Urban Divide in the Poverty Headcount by Region
Rural Urban Difference

Armenia 33.2 35.6 2.2

Aragatsotn 29.3 42.1 -12.8

Ararat 26.4 53.0 -26.6

Armavir 31.5 41.4 9.9

Gegharkunik 41.5 44.8 -3.3

Lori 26.0 412 "15.2

Kotayk 33.0 40.0 -7

Shirak 53.1 49.4 3.7

Sjunik 27.3 43.2 -15.9

9.5

Vayots Dzor 31.7 22.2

Tavush 33.9 28.8 >
Source: World Bank and Government of Armenia (June 2@0Wenia: Geographic Distribution of
Poverty and Inequay
However, as one might expect, since the growth rate for rural communities is slower than in urban
communities (even if one exclude the capital), this gap is narrowing.
6.2.2 Azerbaijan
In Azerbaijan official statistics suggest a similarly impressive iraprent in poverty rates over the last
ten years or so. It is estimated by the World Bank that overall poverty has dropped by 34% between
2001and 2008, fuelled by eled growth and redistribution policies.
agh aaAr a|I NIOKely o6al & HAancOs Devel@p@détaacETrahsifidhontoyi Schattl £ A G & A

of Economics and UNDP (reviewed June 2009)
(http://www.developmentandtransition.net/index.cfm?module=ActiveWeb&page=WebPage&DocumentIpP=619

*2 hitp://www.preventionweb.net/files/9211 armeniaPRSP.quifl62
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Figurell: Improvemerts in poverty level between 2001 and 2008
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Source: World Bank (March 2018yerbaijan: Living Conditions Assessment Rejxirt,

Therefore, it is clear that poverty has been falling fastest in urban areas. Although, like Armenia one can
usefully distingish between the capital and other urban areas since the capital has seen a far greater
increase in wealth. As we can see below, the rate of poverty is significantly higher in some regions than

it is in Baku City.

Figurel2: Povety Rate in Azerbaijan by Region

Bank (March 2010Azerbaijan: Living Conditions Assessment Repdt,

6.3 The Role of Agriculture
As has already been wonented, all three of the Caucasus countries have seen considerable growth in
recent years and nationally appear to have helped to improve the situation of the poor and particularly
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