Major Investments

Both foreign and Georgian investors have recognized the tremendous untapped opportunities which now exist in the Georgian food and agriculture sector.  As a result, major investments have been made in this sector in recent years.  These have been in the following commodity areas.

Hazelnuts

Georgia is the world’s third leading producer of hazelnuts after Turkey and Italy.  Over the past 5-7 years, Georgian production has increased from 1.5% to nearly 5% of world supply with a production of nearly 40,000 tons annually.  This is expected to continue to increase in coming years as production is generated from recent plantings which are only now beginning to mature and improved horticultural practices of farmers.  As international purchasers of hazelnuts are looking to be less dependent on Turkey which presently supplies nearly 70% of the world market, increasingly investors are turning to Georgia as an alternative both from which to source and in which to invest.  Two major new projects are now underway in hazelnuts.  The Italian firm, Fererro, the world’s largest user of hazelnuts (20% of world production), has embarked on a major planting scheme in western Georgian with an anticipated ultimate investment of Euro 10 million.  On the consolidation/packing/processing side, a Dutch company, Loyal Capital Fund, with partial financing from EBRD, is expected to invest up to US$ 8 million in the company, Argonuts.  Additional investments are expected to follow.

Mandarins

When one thinks of the Caucasus region, palm trees, beaches, and extensive citrus are typically not what come to mind.  Yet in western Georgia near the Black Sea is found a sub-tropical, almost Mediterranean type climate where the country’s mandarin industry flourishes.  Presently an estimated 12,000 hectares of mandarins are grown in Georgia’s western three regions with perhaps another 1,000 hectares of other citrus varieties.  Since independence and until recently, most of this was marketed fresh either directly by farmers or through small packing operations.  In the last two years that has begun to change.  A Georgian company, Kartuli Producti, has invested an estimated Euro 5 million in a 30 ton per hour processing facility.  Additionally, a Georgian-Russian company, Narinji, is in the process of building a second processing facility of similar size in the region.  This increased demand for mandarins is expected to spur new plantings of citrus for both the fresh and processed market and incentivize farmers to improve cultural practices.
Apples

Historically, Georgia played an important role in apple production for the Soviet Union.  Even since independence, the country has remained an important center for both fresh market and apple juice concentrate production.  Apples are the second most widely planted tree crop in Georgia after hazelnuts with over 11,000 hectares in commercial production with perhaps another 17,000 hectares in small plots.  Over 80% of plantings are in the Shida Kartli region in the center of Georgia with 80% of those in the Gori area, just west of the country’s capital of Tbilisi.  Until recently there had been limited reinvestments in this sector with resulting drops in hectarage, yields, production, and exports until about 6 years ago when this industry began to stabilize and show signs of recovery.  Investors have seen the potential for bringing production back to its Soviet era levels.  As a result there have been new plantings of varieties more in demand in world markets, new and upgraded packing operations, and a major Euro 5 million concentrate plant with a 60 ton per hour capacity by the Georgian investment group Kartuli Producti.  (Note:  Rubikoni, a Georgian-Dutch firm with EBRD support, has recently made a major investment in a facility for processing a range of frozen fruits and vegetables.) As processing and fresh demand for Georgia’s apples grows, it should be able to quickly expand production as yields are typically less than 3 tons per hectare and with improved cultural practices and additional production inputs should be able to be increased to over 20 tons per hectare.
Wine and Grapes 

Legends of Georgian wine emerge from the distant annals of history.  In the 9th Century BC, Assyrian conquerors required all vanquished lands to pay tribute in gold…except for Georgia whose wine became an acceptable currency for payment.  Archeological research provides evidence of viticulture as far back as 7000 years, and many say that the generic word  “wine” stems from the Georgian, gvino.  Today grape and wine production in Georgia represents the single largest component of the country’s food and agriculture sector and is typically among its major exports of either agricultural or non-agricultural products.  Presently there are an estimated 68,000 hectares of grapes with three-quarters of these in the eastern-most region of Kakheti.  The vast majority of the grape harvest is going into either household or commercial wine production.  Increasingly foreign as well as Georgian investors have realized the potential of this sector.  In the 1990s, the French wine company, Pernod Ricard, joint ventured with Georgian Wine & Spirits (GWS).  Several years later the EBRD co-invested with the modernization and expansion of Teliani Valley.  More recently a Georgian-Italian venture, Badagoni, has invested approximately Eur 10 million in vineyards and a major new winery.  While Russia had historically been the major foreign market for Georgian wines, due to the uncertainties of that market and the need to diversify the industries costumer base, increasing volumes of Georgian wine are moving into Western Europe and the United States.  Recently several U.S. wine distributors as well as the high end Whole Foods supermarket chain have placed their first orders with Georgian wineries.  Yet as important is it is, the wine industry is not the only user of grapes which is attracting major investments.  Recently, Kartuli Producti has undertaken a Euro 5 million, 30 ton per hour grape concentrate plant in Kakhaeti.
Dairy
Milk and dairy products are a significant part of the Georgian daily menu.  While cattle production has increased by 40% in recent years to 1.3 million head (with 700,000 of these milking cows) in a country of only 4.4 million, Georgia is still heavily dependent on imported dried milk to support its dairy products industry.  Due to the small scale of most milk production and the associated problems of consolidation and quality control, the increasingly sophisticated and growing retail food companies in Georgia finds themselves dependent on either imported or reconstituted products as opposed to high quality local products using fresh milk.  This situation is increasingly being seen as an opportunity by both farmers and investors.  The USAID AgVANTAGE project, as well as other donor initiatives, have been working with small-to-medium sized Georgian farmers and investors to establish dairy operations which produce high quality dairy products from fresh milk.  Additionally, in October 2007, Wimm-Bill-Dann Foods OJSC, Russia’s largest manufacturer of diary products and a leading producer of juices and beverages, acquired Georgian Foods Ltd, the country’s third largest dairy producer with one of the largest dairy factories.  In addition to serving local demand in Georgia, Wimm-Bill-Dann will also supply nearby markets in Armenia and Azerbaijan from this operation.  These are just the first of those investments which are projected to transform this sector over the next five years to one virtually independent of foreign dairy products and one better able to serve the rapidly changing retail food industry..
Other Prospective Opportunities

While the preceding commodity areas have recently attracted significant investments and are expected to continue to do so, there are a number of other areas that are only now emerging as prospective important investment opportunities.  These are briefly touched on below.

Food Distribution

The Georgian retail food industry in its major cities is becoming steadily more similar to that found in the West and which has already made great strides in the larger CIS countries.  Large supermarkets and supermarket chains are steadily expanding.  Additionally, there are a number of investment groups which now operate multiple hotels and separate location restaurants.  All these establishments would like to source high quality, fairly priced, appropriately packaged fresh product from within Georgia whenever possible.  However, today, to do so for only their own needs is complicated, management intensive, and generally not cost effective given the highly fragmented, mixed quality and sizing, and unsuitable volumes or packaging found typically found within most Georgian agricultural products.  Thus, an opportunity has been identified for a firm to be established which will consolidate, grade, package, appropriately store, and then distribute those fresh products increasingly being demanded by the Georgian market.  AgVANTAGE is presently conducting feasibility assessments on this opportunity.
Poultry

Historically, the Georgian poultry industry was well developed and profitable.  Finished feed was being manufactured by large Georgian mills, and there were 10 large reproduction poultry farms supplying the country’s needs.  After independence and the ensuing civil unrest in the early 1990s, these latter operations went out of business and the poultry industry greatly contracted.  As a result, the country became heavily dependent on both imported eggs and chicken.  In recent years that has begun to change.  After an avian influenza scare in 2006, one of Georgia’s true success stories has been achieving self-sufficiency in table egg production.  However, while the commercial broiler industry is still growing, large quantities of chicken are still being imported into the country.  Thus, an opportunity exists for additional investment in this component of the industry.  Perhaps a more targeted need of the industry, however, is for the establishment of a hatching egg operation in Georgia.  Presently, such eggs are flown in from the EU, Turkey, or Armenia at a much higher cost than were production to be undertaken in Georgia.  A prefeasibility study by AgVANTAGE determined that there was sufficient demand for hatching eggs in Georgia for the creation of an enterprise which could be highly profitable. 
Red Meat

The current commercial beef cattle industry in Georgia is almost non-existent.  There are some small scale feedlot operations (60-90 head) using the mixed use (beef-dairy) Georgian cattle as stock, but the majority of fresh beef comes from small holders having 1-2 head where male animals (and females after a period of milking) are fattened, slaughtered typically in an unsanitary setting, and sold on the open market in urban areas and villages.  There is limited disease control beyond what is provided by the Ministry of Agriculture’s vaccination program which is not yet comprehensive nor is there a meat certification system yet in place in Georgia.  Thus, butchers and consumers alike face the risk of disease.  In light of this existing domestic beef production system, imported, higher priced beef currently dominates the meat case in the more modern retail outlets and the higher end restaurant trade.  Import statistics for fresh beef and beef products and the demands of an increasingly demanding Georgian consumer suggest that there is unmet opportunity to produce, slaughter, grade, package, and distribute higher quality beef than is currently available in the market from domestic sources.
Grains and Oilseeds

Just prior to independence Georgia produced nearly 700,000 tons annually of grains and oilseeds.  Today, although this has increased by approximately 10%, the country now annually imports US$ 150-200 million in grains, oilseeds, and related products (e.g., flour, vegetable oil, meal) as significantly increased demand for these products has outstripped domestic production.  With recent major increases in world commodity prices, the value of such imports is expected to increase significantly in the future.  Interestingly, this rather modest increase in production occurred while the hectarage devoted to these crops increased by 1/3.  The reasons for are easily understandable.  When land was privatized by the government in the 1990s, most grain production shifted from being commercial to subsistence.  More importantly, farmers had no money to purchase sorely needed production inputs (high quality seed, fertilizer, pesticides) or to maintain farm machinery and irrigation systems.  Thus, yields fell dramatically with wheat and corn lands now typically producing less than 2 tons per hectare.  Yet within Georgia there are high quality lands available from government suitable for grain and oilseed production.  With proper capitalization, there is no reason why such lands cannot produce at levels typical in the West.  Additionally, for any milling venture, even if it chose not to grow its own volumes for processing, significantly greater production could be secured from smaller farmers through the provision of quality seed, appropriate farm chemicals, and more efficient harvesting equipment.  All such initiatives are expected to be even more attractive in the foreseeable future because of the recent run-up in world commodity prices which is not expected to adjust consistently downward for some years.  

Additionally, in Georgia there is a niche market of more recent origin that is not being met by domestic producers.  Traditionally, the Georgian beverages of choice producible in the country were wine, tea, juices, and vodka.  In recent years, a new product—domestically produced beer—has been one of the fastest growing beverage items.  However, to date, while the country produces barley, it produces no malting barley, all of which must be imported.

Finally, as the poultry, dairy, beef, and fish farming industries continue to expand in Georgia, there is and will be an ever growing demand for finished feed.  Presently, significant animal feeds are being imported into the country.  The primary feed mill in Georgia at this time is a Turkish-owned facility in the eastern part of the country.  At this time, the western part of Georgia is felt to be significantly underserved and a feasibility assessment is underway as to the viability of a new facility in this area.
Fresh Culinary Herbs

The fresh herb industry has a long tradition in Georgia.  Since the beginning of the 20th century, fresh herbs were intensively produced and exported from Georgia, mainly to Russia.  While the industry contracted significantly after independence and few exports now go directly to Russia, there has been a resurgence over the past five years.  At this time there are approximately 400 hectares of greenhouse area devoted to fresh culinary herbs producing 5,000 tons of product annually with a value of US$ 20-25 million.  Most greenhouse operations are still relatively small (in the 600-700 square meter range), and there are three primary packers/exporters.  The primary production area is Georgia’s west-central region of Imereti, particularly in the Tskaltubo area.  While significant abandoned Soviet era glass houses exist, due to the high cost of rehabilitation, most operations are using new poly tunnels, and even glass houses, when reclaimed, are often using plastic rather than expensive glass replacement panels.  Dill is by far the largest item produced followed by parsley, and coriander.  The primary current market is Ukraine although sales are being expanded into Poland, Germany, the UK, and the Baltic States.  While the industry has done reasonably well in recent years, there is felt to be a significant opportunity for a single operation to build 4+ hectares of its own production capacity with associated packing and cold storage facilities.  A feasibility assessment AND target market evaluations are now underway for such a venture.
Small Fruits

The small fruits industry, especially blueberries, has been experiencing significant growth world wide for the past three decades.  As dramatic as this growth has been, demand continues to outpace production.  Fueled by numerous reports of the health benefits and the promotion of healthy lifestyles, per capita consumption of blueberries, for example, has tripled in the West during this same time period.  With the continuing rise of incomes throughout so many regions of the world, the potential for continued growth is expected to remain strong.  Small fruits, i.e., berries, are presently an undeveloped sector of the Georgian agricultural economy.  Although pome fruits are a part of Georgian cuisine and commercial fruit production has long been an important part of the country’s agricultural economy, commercial berry production is largely unknown.  With the exception of some cultivated strawberry production and small garden loots of various native berry species, the source of berries for Georgian use are from naturally occurring establishments in the wild.  Unimproved and unmanaged, the wild sources for small fruits provide unreliable yields of inconsistent quality.  Yet the unmet demand for such fruits is Georgia is thought to be significant as well as the potential for their export to Europe and Asia.  During the past several years, a number of USAID projects have introduced scores of Georgian farmers to the potential of small fruit production, especially blueberries.  Additionally, there are significant potential producing areas that are ideally suited but presently unutilized or underutilized for berry production.  One such area are the abandoned tea lands with high acidic soils which are detrimental to many crops without significant costs for soil amendments but which can be ideal to blueberries.  Due to the promise which exists for small fruits in Georgia, there is presently a major U.S.-Georgian partnership planning to make a major investment in blueberry production, packing, and nursery operations which may be expanded later to include other berries.  This is felt to be only the first of many such ventures which will ultimately be undertaken in this promising field.
Tea

Historically tea has a special place in Georgian history.  It was introduced from China in 1847, and the first commercial plantations were established in 1885 in the Adjara region along the Black Sea coast.  During the Soviet era, high yielding closes were developed, planted, and paired with accelerated tea processing technology in a drive for self-sufficiency.  This goal was achieved with over 60,000 hectares in production, 500,000 tons of output, and 200,000 people employed on the plantations and 162 tea factories.  However, the fabric of the Georgian tea industry at that time was wedded to a technology that stripped most of the quality from the raw material within a command economy divorced from world market forces.  As a consequence, in the post-Soviet years, a flood of agile tea traders from China, India, Turkey, and African producers quickly took control of the largest share of the former Soviet market.  As a result, the Georgian tea industry has languished with thousands of hectares of tea lands abandoned, yields falling, and production less than 10% of its peak years.  Nonetheless, there are still approximately 25,000 hectares from which tea is still being harvested, and recent studies have indicated that this can serve as a base for a value-added branding initiative at the point of origin.  Already there is a small elite group of tea factories which are vertically integrating; improving production, harvesting, and processing procedures; and achieving sales prices several times the average for the Georgian industry.  Additionally, foreign interests, most recently a U.S. tea importer, have begun exploring joint venture possibilities.
Fish

An assessment of Georgia’s fishery sector, both marine and inland, is covered in the 2005 resource and utilization review by the Ministry of Agriculture with assistance of the FAO.  The report notes that there are (1) abundant fresh water resources in the form of lakes and streams; (2) an aquaculture presently dominated by carp ponds and a somewhat smaller but growing trout pod sub-sector; (3) a Black Sea fishery dominated by the anchovy catch along with other smaller pelagic species caught by a small industrial fleet and a larger number o coastal vessels of small horsepower; and (4) historic Black Sea sturgeon and salmon fishery that has dropped below sustainable levels.  While there it is felt there are investment potentials in Georgia based industrial fishing and processing on the country’s Black Sea coast, aquaculture may hold the most promising long term potential which to date has been undertaken only by relatively small entrepreneurs.  Georgia’s per capita consumption of fish has been rising steadily since the turn of the century and is expect to continue to do so as Georgia’s economy continues to be robust and disposable incomes grow.  Fish, crustacean, and mollusk imports into Georgia have grown from only US$ 1 million in 2001 to nearly US$ 22 million in 2006 with early indications that this might be as high as US$ 30 million in 2007.  Thus, there is a significant growing market for fresh fish in Georgia generated from either its marine or inland resources, to include farms
