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LET’S MAKE EACH VILLAGE A MANUFACTURER BRAND

Paata Koguashvili, PHD
GTU, Professor

Resume

1. Which legal-organizational form is the closest to social and eco-
nomic mission of the state in the agricultural sector, and, consequent-
ly, which one of them should be a top priority in terms of state support

An economic analysis of agricultural sector clearly shows the most
important problem of Georgian village and its population: manufactur-
ers of agricultural products, in fact, are limited in their abilities to gain
access to trade markets. On the one hand, they sell their products mostly
through the intermediary of purchasing agents and reseller companies,
and on the other hand, through the intermediary of processing com-
panies, which are mostly represented in the legal-organizational form
of Limited Liability Companies (LLC). In practice, they have become
a “cartel” hindrance between the farmers and free market, and this is
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mainly explained by perfectly reasonable natural interests of LLCs and
other profit-oriented legal-organizational forms, which consist in buy-
ing products (raw materials) at a lower cost for increasing their profit.
The manufacturers of agricultural products (farmers), due to unpro-
tected positions of them, are pressured to accept such discriminating
purchase prices that automatically destroys the prospect for motivation
of producing agricultural products and socio-economic development
in the region, and, this being the most important, depreciates the rural
life (in other words, there occurs an absolute exploitation of peasants:
peasants are not in principle to end up 1 Gel richer at the same period
of the next year, than today). The mentioned conflict of interests, in
many respects, has become a basis for increasing migration of people
from rural areas, on the one hand, and, on the other hand, for paralyz-
ing agricultural production.

From this point of view, it is clear that such development of pro-
duction relations, to which are directed the financial resources of state
programs — “Cheap Loan” and “Produce in Georgia” — and mostly they
are used for strengthening the own profit-oriented organizations pur-
chasing products from peasants, in most cases gives a negative result to
rural population.

The most effective mechanism for the rapid balanced development
of the rural economy and processing industry within the framework
of cooperative farming consists in their integration. By forming such
system, the peasants will be able to create a single production cycle for
producing, processing and selling primary products, where the product
cost at each economic stage increases, and consequently, the manu-
facturers of primary products will be interested in a significantly in-
creasing operating profit from selling of final product. That enhances
branding opportunities for each village.

2. Why the agricultural cooperatives cannot participate in prefer-
ential agro-credit programs

The main impediment, because of which the cooperatives cannot
participate in different components of the “Cheap Loan” program (for
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example, the so-called in 10-40-50, where 10% is the co-participation
share of cooperatives, 40% - is state co-funding in the form of grants,
and 50% - is the commercial bank loans), besides the inflexible and
passive attitude to agricultural sector, there is a fact, that cooperatives
are not able to guarantee credit security. Therefore, it is necessary to
include in measures for supporting agricultural cooperatives a new
component — the credit security guarantee. In the international prac-
tice, the security guarantee of credit required for economic activities is
implemented by the specialized guarantee funds.

The Specialized Guarantee Fund for supporting agricultural co-
operatives should be established under the Agricultural Cooperatives
Development Agency, which being based on monitoring data will
guarantee partially the credit security. The Guarantee Fund should be
established in the form of Non-profit Legal Entity (NEL) and based on
a membership, in order to enable it to attract financial respurces from
both international organizations and private funds and institutions. To
make the Agricultural Cooperatives Development Agency a founder of
this organization, in addition to other legislative changes it is necessary
to make amendments to Law of Georgia on Legal Entity of Public Law,
in order to enable to have the right for establishing a Non-profit Legal
Entity.

3. A privilege for privatization of public land and property

The most significant factor of developing economic activities of
agricultural cooperatives, strengthening their financial and economic
state and increasing the number of members is an increase of area of
state-owned lands and purchase of immovable property possessed by
state. Thus, it is necessary that the Government of Georgia, at the ini-
tiative of the Ministry of Agriculture, should summarily develop regu-
latory base for the procedure of giving to agricultural cooperatives the
pre-emptive right to purchase or lease the state-owned lands and other
property for privatization.

4. How well is organized the process of supporting and coordinating
the agricultural cooperation.

- It is necessary to change the status of the LEPL - Agricultural
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Cooperatives Development Agency, in order to enable it to become a
legal entity of public law based on a membership. This should increase
focus on formation of sustainable structures supporting interaction of
cooperatives;

- As a priority, there will be proposed the implementation of target
programs focused on the development of the capacities of cooperatives.
The Agency will provide the cooperatives with a certain volume of
credit security guarantee and with production-financial monitoring;

- The Agency will prepare for cooperatives the grant and license
projects and programs;

- With consideration of the international practices, the Agency will
create the organizational and legal basis for the formation of special
agro-credit system of cooperative type.

5. Is it necessary or not to make legislative changes and how urgent
they are

The Law on Agricultural Cooperatives establishes the basic rules
on establishing and operation of agricultural cooperatives, but it does
not provide identification of basic regularities of industrial relations of
cooperatives. The main factor in determining the usefulness of the ex-
istence of cooperatives should be not monetary funds and other prop-
erty holdings deposited in the unit investment fund, which enable
shareholders to receive dividends, but capitalization of its members’
labor resources dominated by labor, but the only purpose of material
resources consists not in receiving dividends proportionally to share
contributions, but in ensuring high degree of labor feedback for the
members of cooperative.  Just by organic joining of these two com-
ponents — labor and materials ones — it is possible to form the highly-
efficient system, which will be based on social solidarity and justice,
which are considered as one of the most significant values of the coun-
tries of western democracy.

The International experience and an intensive process of creating
agricultural cooperatives in Georgia (in just 100 months — 382 coop-
eratives) already have made it necessary to implement summarily the
relevant legislative amendments, where will be provided the basic
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regulatory rules of industrial relations in agricultural cooperatives, as
well as the regulations of purchasing products by cooperatives from
the nonmembers and rendering service to them. Adoption of these
amendments is necessary in order to enable cooperatives to preserve a
classical form of cooperative ownership and keep them from becoming
LLC just named as cooperative, which will be also able to enjoy these
privileges from the state

Finally, we should remember: the competitiveness is a most univer-
sal mechanism for optimal regulation of all productions. In the places
where this mechanism is not enough to obtain a result, there exists the
only reason for this. This reason consists in a premeditated collusion
against the manufacturers of products — in this against the farmers.
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