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ANALYSIS OF SOCIO-ECONOMIC BASES OF

DETERMINING FAIR SALARY IN GEORGIA
ABSTRACT. The difficulty of determining a fair compensation is an

economic-social topic that has concerned humanity during the past three
centuries, since the beginning of the industrial revolution, when hired labor has
become one of the primary factors of value creation. Since time immemorial,
different ideologies have provided various responses to the question of what
should be the basis of salary. This debate frequently served as the primary
catalyst for revolutionary events, which have occurred several times throughout
history. Given the significance and complexity of the problem, extensive,
sophisticated, and complex research by economists, psychologists, sociologists,
historians, culturologists, managers, and other experts, is tequired to provide a
more or less suitable solution. By using Georgia as an example, in this article we
will try to analyze the described issue from an economic and social perspec-

tive and highlight the key trends.

Keywords: labor compensation, “fair salary”, employer, labor productivity

The topic of the justice of labor compensation can be brought up in a variety of contexts, such as
sphere, gender, and positional terms. However, we believe that for each of them, a unified approach should
be devised. It should be noted that even though the term "worthy labor compensation™ is frequently used, we
believe that the phrases “fair salary” or "fair labor compensation" sound more complete because, while the
first, aforementioned phrase put the emphasis on the employee, whereas the term we used in the title implies
that the interests of all parties, including the employer, the employee, the employee's family, and the state,

are taken into consideration.

A fairly perceived salary is a reward that is in line with an individual's accomplishments and merits.
In addition, the equality of employees should be considered. Foremost, the employees need to perceive the
wage as fair, in this case, they will try to make more efforts to complete the assignment. Adams, a specialist
in organizational psychology, claims that an employee values two fundamental attitudes. In the first place,
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he analyzes the ratio of his contribution to the company and the profit he receives. Secondly, he compares his
position to his colleagues, considering the ratio of his compensation to the total of his professional
experience and contributions to the company while contrasting it with comparable information about his
peers. As we previously stated, if the employee believes the offered indicators are fair, this is a powerful
motivation. otherwise, he/she becomes dissatisfied and may ultimately quit his/her position [1]. If the
employee remains with the company and continues to work under such unfair conditions, there is a con-
siderable likelihood that conflict situations [2] and organizational time expenses will rise [3].

After considering the aforementioned, the question of what determines unfair labor compensation
emerges. First and foremost, the employee must consider that the compensation is unfair, and make a
determination based on the aforementioned considerations. At the same time, the compensation should also
be so minimal that it cannot cover the needs of the employee and his dependents. We are first discussing
basic needs. However, along with the development of the country, the needs of each of its citizens change.
In such a situation, an individual employee has a claim to meet the needs of a higher level.

Apart from fair wages, there are several terms related to labor compensation. For example, the
concepts of "minimum wages", "living wages" and "fair wages" have been included in the Indian legisla-
tion. The “minimum wage” is the lowest compensation that an employer is required to pay their employees.
In order for the workforce to continue their labor activity, it must make sure that their basic needs are cove-
red. A business cannot operate if it is unable to pay its employees the minimum wage. The “living wage” is
the compensation that ensures the satisfaction of the fundamental requirements of workers and their family
members in accordance with their social status, as well as the possibility of development. That covers the
possibility for workers and their families to receive pension insurance, health care, and education benefits.
According to Indian legislation, the concept of a “fair wage” is dynamic and shifts in line with the country's
socioeconomic progress. A fair wage is therefore defined in a fairly generic way as the compensation is the
reward received by the employees in exchange for their labor efficiency, the complexity of the work
completed, and their efforts [4].

Judging from an economic perspective, the foundation of labor compensation is labor productivity. If
we address the topic of fair compensation for labor from the perspective of the employer, a salary that is not
higher than the labor productivity indicator will be considered a great unfairness. Because of this, it is
essential to evaluate and discuss the concept of labor productivity as well as its leading indicators while spea-
king about the economic foundations of salary. In the existing environment, it is important to consider into
account the growth of remote work as a part of labor productivity, which also influences compensation. It
would be appropriate to involve employees as much as possible in the process of establishing the remune-
ration system to foster their belief in the company [5].

The economic growth of a country, competitiveness, and standard of living are all directly correlated
with labor productivity, which is a significant economic indicator. Labor productivity reflects output per unit
of time. At the macroeconomic level, the aforementioned indicator enables stakeholders to evaluate GDP
growth rates against the backdrop of labor costs, which offers essential aspects about the standard and quality
of human capital in the economy, innovations used in production, and input factors [6].

The indicators for the countries that are somewhat connected to Georgia economically or historically
are shown in Table 1. Quantitative information provided in different aspects will allow us to analyze the
situation in the world around the mentioned issue.

It is common practice that the minimum wage is established by legislation, taking the above-discussed
approaches into account. The mentioned indicator is provided according to different countries in the first
column of the table. The fact that Georgia has the lowest indication in this area, with a value of 7 USD, is the
most significant thing to us. That is because the minimum wage was set at 20 GEL by a decree issued by the
President of Georgia on June 4, 1999 ("About the amount of the minimum wage"), and it has remained that
way ever since. In fact, it may also be said that the mentioned social tool does not work and has no benefit in
Georgia. However, the data in the table demonstrates that the minimum salary is an essential social safety
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and protection measure in every country. The amount of the minimum wage is a great predictor of the coun-
try's economic development. All countries which have developed economies have high level of mentioned
indicator. In this regard, Switzerland has the strongest statistics, where a monthly income of $3800 is absolu-
tely enviable.

The second column of Table 1 shows the parameters of average incomes per capita of the population
according to 2020. This indicator is pertinent to the current study because the largest part of the income is
formed through salary. According to our calculations (because we were unable to find this indicator in
international databases), Georgia had an average income of about $380 to $400 per capita, which is one of
the lowest figures among the pertinent indicators shown in the table, however, it exceeds the minimum wage
level of several countries presented by us.

Table No. 1. parameters of average incomes per capita of the population
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Switzerland 3800 6885 4.8 64.1 0.84 69.7
Australia 2230 4473 6.5 61.9 1.0 59.1
Ireland 1854 5479 5.6 585 1.14 122.2
Netherlands 1831 4256 3.8 64.2 0.84 66.0
Germany 1743 3960 3.8 59.6 0.95 58.7
united kingdom* 1736 3319 3.7 60.2 1.02 497
France 1703 3292 8.0 51.1 1.37 57.9
South Korea 1498 2744 3.9 61.0 0.86 41.5
Israel 1487 3551 4.3 59.8 1.31 55.7
Italy - 2697 9.2 44.3 1.58 57.5
Japan 1360 3363 2.8 60.0 0.90 40.3
USA 1257 5345 54 58.2 1.10 70.6
Spain 1145 2280 15.5 49.3 1.36 48.8
Greece 849 1496 16.3 43.2 1.67 414
Lithuania 621 - 85 57.3 1.07 41.0
Estonia 605 - 6.8 59.7 1.01 42.2
Poland 586 1272 3.2 55.0 1.14 354
Czech Republic 582 - 2.6 58.6 1.02 40.5
Romania 491 1050 5.0 50.4 1.34 35.1
Latvia 481 - 8.1 55.9 1.15 33.9
Turkey 451 754 13.1 44.0 1.96 40.3
lran 311 247 9.7 375 2.55 19.9
China* 217 879 5.2 64.7 0.87 13.8
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Russia 174 891 5.6 58.3 1.11 30.3
Ukraine 161 298 95 50.8 1.34 15.8
Azerbaijan* 147 - 4.9 60.6 1.15 15.8
Armenia * - - 18.3 41.6 2.03 19.8
Georgia 7 - 18.5 53.5 1.34 16.8

Source:

1. https://ilostat.ilo.org/topics/ [7]
2. https://www.worlddata.info/average-income.php [8]

Unfortunately, Georgia leads all other countries on the table with an unemployment rate of 18.5%.
Significant economic challenges are indicated by such a high unemployment rate, which undoubtedly has a
direct impact on the labor market's supply of workers. This, in turn, has a detrimental effect on the formation
of fair compensation practices in our country.

An important indication that can be interpreted differently depending on the setting of a specific state
is the share of employees in the total population. For instance, population aging is a widespread problem in
developed countries, which explains why the abovementioned indicator is low. Intriguingly, there are
countries, where a high level of economic development was noted, but the economic crisis that developed in
recent years caused high unemployment. At the mentioned time, the specific share of employed people in the
general population is particularly small. Good examples of this are Greece and Italy.

The demographic load factor is the ratio of dependent population and employed people. We have two
alternatives for analyzing the situation in this case as well. In particular, people over 64 and indivi-
duals under 15 are included in the dependent population. The ratio increases primarily at the expense of the
elderly in Europe because there are often many elderly individuals and few young people in the population
due to the low birth rate. With older populations and relatively high birth rates, the USA and Australia may
be considered to have optimum ratios of 1.1 and 1.0. In many European countries, the aforementioned
indicator is even lower than 1. However, as we previously indicated, this cannot be viewed as a positive
trend because it clearly demonstrates a low birth rate and an alarmingly low proportion of young people in
the general population. Given current demographic trends, Georgia's demographic load factor of 1.34 is quite
concerning.

The demographic load ratio must be evaluated in conjunction with other indicators and trends, because
its high or low rate is less informative on its own. For instance, in many African countries mentioned data is
2, 3 and frequently more. Which indicates that the total number of dependents in these countries is two,
three, or more times higher than the whole employed population. Amazingly high birth rates and, conse-
guently, the specific proportion of young people in the population, is what lead to this situation. Amazingly
high birth rates and, consequently, the specific proportion of young people in the population is what lead to
this situation.

How can the effectiveness of the workforce be measured? The answer is quite intuitive. Human capital
is the primary determinant of labor productivity. An individual with average qualities employed in the eco-
nomy possesses a combination of knowledge, skills, and professionalism, which is known as human capital.
The second factor that determines labor productivity is technological changes. The second factor that deter-
mines labor productivity is technological development. On the other hand, technological advancements
are the result of innovations, knowledge, and inventions. The third factor that affects labor productivity is the
scale effect, in which the company receives a cost benefit as production volumes increase [9].

Labor productivity is represented by the data in the seventh column of Table 1, and these indicators
correlate with the level of wages and income of the population. Increasing labor productivity is an intensive
means of wage growth. however, the deliberate implementation of a healthy wage policy encourages the
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growth of labor productivity. A commercial enterprise cannot exist in the current situation if the labor
productivity index does not substantially exceed the salary. The increase in labor productivity determines the
country's long-term, sustainable economic development. It demonstrates how effectively states make use of
their labor and time resources. More specifically, labor productivity is the value that each employee produces
throughout the unit of work time.

The labor productivity index shown in the table, which was $122.2 by 2021, demonstrates that Ireland
has recently been regarded as having one of the highest economic growth rates in the world. The USA comes
in second place among the countries included in the chart with the amount of $70.6. This means that com-
pared to the average American worker, the average Irish worker produced around 70% more product per
hour. The impact of economic growth is frequently characterized by a certain lag in the country's social de-
velopment, and the case of Ireland is a clear example of it. Despite such a significant increase in labor
productivity, salaries cannot proportionally represent this fact.

Unfortunately, with a labor productivity rate of $16.8 per person/hour, Georgia has one of the lowest
rates among the countries listed in the table. Economic development, the increase of wages and other inco-
mes, directly affects the improvement of this parameter and should be the focus of a significant part of the
country's economic activities.
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The implementation of a fair wage policy, in addition to the problems discussed above, includes issues
such as industrial and gender distribution of wages. Georgia is one of several countries throughout the world
where representatives from various fields receive significantly different salaries. Often the disproportion is
S0 enormous that it cannot be justified either by the requirements for qualifications or by the complexity and
danger of the work. Below, we will analyze the current situation in Georgia in this regard, considering the
indicators presented in Table 2.

During the period 2014-2020, in Georgia, the average salary increased. As an example, compared to
the base year, the average salary increased by 22.1% in 2017 and 45.6% in 2020.

However, during the discussion, we must also include the fact that the exchange rate of Georgia's
national currency to the dollar fell significantly during this time. For illustration, in 2014, the average
exchange rate of the lari against the dollar fluctuated within the range of 1.76-2.28, in 2017 within the range
of 2.49-2.53, and in 2020, within the range of 3.10-3.22 [11]. Accordingly, in each of the aforementioned
years, the average exchange rate was as follows: $1-2.02 GEL in 2014, $1-2.51 GEL in 2017, and $1-3.16
GEL in 2020. Simple calculations show us that in 2014 the average wage in Georgia corresponded to $405,
in 2017 to $398, and in 2020 to $376. In other words, if we express it in US dollars, the average wage in
Georgia was characterized by a slight, but persistent downward tendency.

This situation is exacerbated by the fact that the majority of the items in the consumer basket were
imported throughout the period under review, regrettably, the same trend is still present today.

It is interesting how the dynamics of the average salary was in the considered period, taking into
account inflation. Lari inflation was 12.6% in 2017 compared to 2014 and 27.6% in 2020
(https://www.geostat.ge/ka). According to this, with the appropriate adjustment of the inflation rate, the real
increase of the average salary in 2017 compared to 2014 amounted to 69 GEL or 8.4%, and in 2020, 115
GEL i.e. 14%.

Table 2 clearly displays the disproportion that exists in Georgia between various fields in terms of the
amount of average salary. For instance, the lowest paid field during the period under review was education,
where the average salary increased from 455 GEL in 2014 to 577 GEL in 2017 to 743 GEL in 2020. The
highest paid were insurance and financial activities, where the average salary in 2014 was 1590 GEL, in
2017 2008 GEL, and in 2020, 2157 GEL. As we're seeing, the disproportion was solid throughout the period
of the three years, being 3.5 in 2014, 3.5 in 2017, and 2.9 in 2020. To some extent, the decline in the
aforementioned indicator at the end of the relevant period can be viewed as a positive development.
However, additional observation will be necessary to determine whether this decrease will develop into a
durable trend. Positively, the average income in the education sector increased significantly, which
contributed to the reduction of the disproportion. Negatively, by 2020, education was still Georgia's lowest
paying field. In 2014, the salary in this field was lower than the average salary of the country by 44%, in
2017 by 42%, and in 2020 by 38%.

Because of specific economic and sociocultural circumstances, industries like agriculture, forestry, and
fish farming are of great importance to Georgia. The demographic potential of rural Georgia, which ranges
from 2.3 million to 4.5 million residents, cannot be completely utilized if the appropriate economic and
social environment is not created in these areas. Specifically, there are between 300 to 330 thousand
employees in the agricultural sector [12]. As we can see, the population range is quite large. In our opinion,
to which, high or low level, the carrying capacity of the Georgian village will be approached, depends
greatly on the general economic and social situation, and among them, foremost, on the income of the
population. As we can see, the population range is quite large. In our opinion, to which, high or low level,
the carrying capacity of the Georgian village will be approached, depends greatly on the general economic
and social situation, and among them, foremost, on the income of the population. The agriculture sector, to
which the growth of other fields is tied by multiplier logic, is the primary influencer of incomes in rural
areas.
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Along with insurance and financial activities, salaries were relatively high in areas such as infor-
mation and communication, which should be considered a manifestation of a global trend. In the
aforementioned direction, the average salary in 2014 was 43% higher than the average salary in the country,
in 2017 this indicator was again 43%, and by 2020, it was already 58%.

In Georgia, the mining, quarrying, and construction industries saw the largest salary increase during
the period under review. The growth in these areas in 2020 amounted to 97.0 and 81.7 percent, respectively,
over the base year. This is a rather high rate and indicates the rapid development of the field, especially in
the case of construction.
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The dynamics of average salaries from 2014 to 2020 are shown in Table 3, along with how they are
distributed by sector and gender. A difference indicator that displays the salary disproportion between men
and women as a percentage is presented alongside the indicators for each year under review. The "-" symbol
indicates how much women's salaries are lower than men's, while the "+" sign represents that women's
salaries are higher than men's salaries. It is noticeable that from the indicators in Table 3, we find a "+" sign
in the case of only one field - supply of electricity, gas, steam and air conditioning. Women's salaries were
slightly greater than men's salaries in each of the three years under review.

Table 3 illustrates the wage gap between men and women. In all areas, women made on average
58.6% less than men in 2014, 55.5 percent less in 2017, and 47.9 percent less in 2020. According to us,
there is no economic rationale for such a discrepancy, and a separate study should be conducted to identify
what phenomenon we are dealing with. However, these data reveal a significant positive trend, that
represents decline of the aforementioned disproportion. We are far from the idea that men and women must
have identical, equal pay across all industries. Hard physical labor is in demand in some sectors of the
economy, obviously, in this case, there will undoubtedly be more jobs available for men, and they will
receive significantly higher compensation. For example, from those presented in Table 3, mining and
quarrying, manufacturing and construction can be attributed to such industries.

Education is one of those fields where average incomes for men and women should be roughly equal.
However, men earned 25% more than women in 2014. The aforementioned discrepancy decreased during the
following years and amounted to 7.5 percent by 2020. In the fields of arts, entertainment, and recreation, as
well as information and communication, there shouldn't be a significant salary gap between men and women,
however, as Table 3 demonstrates, males also earn significantly more in these fields.

From the data in Table 3, Financial and insurance activities merit particular consideration. These are
the areas, in our opinion, where men and women can handle the assigned duties equally well. Nevertheless,
in 2014, women were paid roughly 90% less than men. The compensation gap between men and women
expanded from 90% in 2014 to about 118% in 2017, and then it decreased to 84% in 2020.

conclusion

The growth in compensation in Georgia is directly tied to the increase in labor productivity, which was
noted at the beginning of the article, is not only one of the lowest among comparable measures of the coun-
tries under examination, but it lags behind most of them by several times. Overcoming such high unemp-
loyment rates is also directly tied to compensation increases, which can have a mutually reinforcing effect on
productivity growth.

The labor legislation must be perfected to enhance the compensation policy in a way that, on the one
hand, protect the worker's social interests and, on the other, maximize the productivity of their work.
Establishing Georgia's actual minimum wage should be the first step in this. As the indicators we reviewed
demonstrate, all countries have a minimum wage that is equal to or higher than the living wage in those
countries.

Georgia's average salary should increase, and as a result of the rise, the disproportion between
different fields should be lessened. It is obvious that establishing labor market mechanisms will be the prima-
ry means of regulating the aforementioned issue. Also, regulation of labor legislation and the implementation
of a state policy supporting institutions of vocational education and training centers are equally crucial.

In Georgia, the compensation disproportion between the genders is obvious. In this regard, foremost,
studies should be conducted to identify the precise causes. After the scrupulous study of the aforementioned
problem, the ways to correct the situation should be determined individually for each separate field.
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