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Summary of findings
About the project

“Cross-border Economic Development” (CED) project is a 16-month initiative, implemented within the
EU-funded Eastern Partnership Territorial Cooperation (EaPTC). The project partners are Georgia-based
Civil Development agency (CiDA) and Armenia-based Support for Noyemberyan (SfN) and the
Northern Branch of Eurasia Partnership Foundation (NB EPF). The goal of the project is to improve
living conditions of bordering communities in Georgia’s Kvemo Kartli and Armenia’s Tavush regions.
This goal will be achieved through strengthening cross-border cooperation by attracting investments
and increasing transactions between business entities from both regions, as well as informing business
entities in the target regions about cross-border investment and trade opportunities.

In order to inform project activities, project partners commissioned a Baseline Study (Study). In Georgia,
the Study was prepared by Economic Policy Research Center (EPRC) CiDA. In Armenia, the Study was
prepared by a team of independent consultants/researchers led by Hamazasp Danielyan in cooperation
with Eurasia Partnership Foundation (EPF), SN and NB EPF.

The Study, consisting of the combination of desk study and field research, was conducted during the
period of December 2015 — February 2016.

Objective

The objective of the Study was to look into economic conditions of the two neighboring regions,
regulatory framework and identify the specific areas and means of supporting cross-border economic
cooperation. The research focused on the following tasks:

0 Identify specific sectors that have high potential for development, including capacity for increased
foreign trade and investment;

0 Describe and analyze existing formal regulations and informal practices related to investments,
production, cross-border trade;

0 Map value chain actors in the identified sectors and explore prospective business linkages and
investment opportunities between the value chain actors;

0 Develop recommendations for the project in order to carry out effective programmatic
interventions.

Methodology
The research was divided into two stages — desk study and field research.

The desk study identified sectors, having potential for cross-border cooperation. . The selection looked
into areas, where the CED project could carry out the most effective interventions. For this purpose,
separate sector selection guidelines were designed, taking into account a set of data, including statistics
from recent years in each region that revealed the most developed sectors, as well as the sectors with the
highest growth rate during the last two to three years. As a result, four sectors were identified for each
region.! Additionally, researchers responded to the following questions:

1 See “Sector-Specific Recommendations” on p. 7



0 What are the sector-specific development trends, including foreign trade?
0 What are the existing general and sector-specific regulations, including taxation, licensing,
certification, etc.?

0 What are the exporting and importing regulations in selected sectors between Armenia-Georgia
and where do the practical challenges lie?

0 What are the preferable trade conditions that products/services originating in Armenia and
Georgia have in the EU and EEU markets respectively?

During the second phase, each team conducted field research with the aim of obtaining an in-depth
understanding of the opportunities in each of these two regions in order to boost cross-border
cooperation. During this phase, however, the two teams preferred to implement slightly divergent
approaches in terms of data collection and analysis.

In the case of the Tavush region, the team of researchers conducted 43 in-depth interviews with

individuals representing the selected four sectors, as well as experts on specific sectors and public
officials. While selecting the individuals representing the sectors, the researchers aimed to include the
broadest possible variation of perspectives. Therefore, the following factors were taken into account -
the inclusion of individuals representing all four main sub-regions (Berd, Dilijan, Ijevan, Noyemberyan)
as well as the main communities of the region; the inclusion of a wide range of actors that contribute to
the value chain in each of the sectors, from small scale producers to individuals having a leading role in
factories; and in order to reflect the external perspective, the team also targeted experts who had in-
depth knowledge of the selected sectors or economic-community development experience as well as
public officials. To summarize the strategy of data collection during the field phase, researchers in
Armenia relied on qualitative methods and conducted as many interviews, as necessary to form a holistic
understanding of the sector, including existing challenges and opportunities, capacities and priorities,
reflections on the different perspectives of value chain actors and design of sector-specific
recommendations.

In case of the Kvemo Kartli region, the team of researchers largely relied on a quantitative approach by
conducting a survey among Kvemo Kartli’s companies. The sample included companies from the selected
sectors notwithstanding them sell products domestically or abroad. These companies were ranked by
turnover and Georgian team interviewed both, large and small enterprises. The survey aimed at mapping
the value chain actors in the selected sectors, as well as discussing their operations, including the list of
products, production capacities, import-export directions, challenges and needs for future development.
The total number of companies that participated in the survey was 48 (22 large, 8 medium and 18 small).
The survey also explored prospective business linkages and investment opportunities between the two
neighboring regions.

General findings
Willingness to cooperate across the border and expectations from such cooperation

Willingness to cooperate with businesses across the border is very high in both countries. All businesses
from the Tavush region responded positively to this questions.?

2 |t should be noted that the field research in both regions were conducted well before the escalation of the Armenian-Azerbaijani conflict over
Nagorno Karabakh, which occurred during the early days of April 2016.



In Kvemo Kartli 69% of interviewees (33 out of 48) responded positively to the question about
willingness to cooperate with Armenian counterparts, while 15% (seven businesses) were undecided and
only 17% (eight businesses) responded negatively. The latter is largely attributed to the fact that these
companies have well-established operations and contacts and currently do not see value of further
expanding their businesses.

Regarding expectations from cooperation, first and foremost, representatives of all sectors in Tavush
were interested in finding new markets for their products. Another expectation frequently mentioned by
respondents, especially in the sector of fruit production and tourism, was the exchange of experience and
peer-to-peer learning opportunities. However, some of the respondents, especially the ones in
viniculture, expressed an interest in learning opportunities from Georgian counterparts in general and
did not take into account the limitation of the program to concentrate on Kvemo Kartli, a region less
advanced in grape production and wine making than some other regions of Georgia.

Far less commonly mentioned expectations were:
(a)opportunities to expand business operations in the territory of Georgia,

(b)Generating new investments or making new investments in Georgia with the aim of establishing
joint business enterprises.

Similarly, in Kvemo Kartli the most frequent expectations were related to starting or increasing exports
to Armenia. 63% of surveyed companies (30 out of 48) expressed such an interest. Therefore, significant
number of businesses see value of establishing closer ties with Armenian companies, despite the fact that
currently only 21% reported the existence of business relations (10 out of 48, half of which were from
the agriculture and food processing sector).

Contrary to entrepreneurs from Tavush, 33% of surveyed companies in Kvemo Kartli expected or were
interested in attracting investments from Armenia (16 out of 48 surveyed companies, 10 in the
manufacturing and metallurgy sectors). Taking into account that such an interest was not observed in
Tavush, with the exception of potential expansion of tobacco production in Kvemo Kartli, it is quite
unlikely that these expectations of investments from Armenia will come to life in the short-term
perspective, i.e. during the life span of the CED project.

Awareness-of-business-epportunities across the border

Despite frequently observed willingness to cooperate, the majority of respondents in Armenia lack
information about economic opportunities across the border. With the exception of International Masis
Tabak factory and some fruit producers, all of the respondents in Tavush had a poor understanding of the
economic conditions and market opportunities existing in Kvemo Kartli. These views were mostly
shaped based on memories from Soviet times and assumptions/stereotypes regarding the region, while
evidence-based conclusions were not common. Lack of information, as well as inability to access such
information was one of the most frequently quoted constraints in starting business activities in Kvemo
Kartli.

Although addressed in lesser details, similar lack of information and understanding of economic
opportunities across the border was also observed among companies in Kvemo Kartli. Among one of the
indications of such a gap consisted of the comparably high rates of interest in attracting investments.

Awareness about regulations, especially related to the EU and EEU



Similar to the previous section, most of the respondents in Tavush (with the exception of the largest
producers) admitted that they do not have enough information on the regulatory framework existing in
their sector, especially after the changes that were made as a result of Armenia’s accession to the EEU,
let alone regulations existing in Georgia or the DCFTA with EU.

The situation is notably better in Kvemo Kartli, where 40% of companies (totally 19) were positive about
their knowledge on the preferential trade regimes (FTA, GSP, DCFTA) from which they can benefit.
This can be explained by the fact that large and medium-size companies, which have established
business contacts outside Georgia constituted larger segment in Kvemo Kartli than in Tavush, where

majority of respondents were individual entrepreneurs or family business owners. However, only 11% of
Georgian companies (totally five) have utilized this knowledge.

Production capacities

In both regions majority of respondents stated that their capacities are higher than their actual
production. According to companies, production may be increased if they can establish links with
businesses abroad and thus, diversify sales markets; acquire new machinery and equipment and have
more effective production; and attract investments.

General recommendation

The most important finding of the study is that businesses have very limited access to information
about cross-border cooperation opportunities. This limits their possibility to reach markets across the
border and, therefore, also affects their production capacities. Hence, it is vital to collect information
on:

e Trade opportunities across the border, including regulatory framework and practices;

e Potential access to EEU and EU markets via Armenia and Georgia respectively;

e Investment potential in the bordering regions, including local capacities and potential
Making this information available will enable businesses of the two countries to establish contacts and
facilitate closer economic relations. Therefore, establishing channels of communication is another
important aspect. Diversification of tools should be high on the agenda. Offering relevant information
through internet sources, as well as media will ensure wider reach to business communities.
Furthermore, trade unions and chambers of commerce, as well as state investment agencies will be
important actors in providing access to information for large number of entrepreneurs.

According to companies participating in the study, only small number of them has links across the
border. It will be important to facilitate communication, as well as share risks through supporting joint
investments. NGOs through development projects and government programs, supporting business
development can play an important role in this process.

Cross-border cooperation recommendations

Table 1 below depicts all eight target sectors along with sector-specific recommendations for each of
them.? Table 1 is a summary of more detailed recommendations, included in each country report.

3 Note that, in case of Kvemo Kartli, 3 out of 4 sectors have similar recommendations since these sectors have notable similarities. Therefore, those
recommendations are presented as shared prescriptions for those three sectors. In addition, in order to have a better understanding of the origins and
justification of these prescriptions, it is recommended to read the full papers of both regions which include the baseline study findings in detail.



Table 1. Sector-specific recommendations for the Tavush and Kvemo Kartli regions

Tavush Region Kvemo Kartli Region

Organizing marketing

Organizing agro-tours and experience ) an
Fruit sharing with Agriculture campaign to promote  d
production | Georgian vineyards and and bran
& wineries agribusiness d Georgian vegetables
and
processing cheese

Creation of long-term and stable
business

relationships with Georgian input
suppliers (mainly

pesticides)

Creation of new linkages
between Georgian and
Armenian producers and
exporters by means of

Export promotion activities to utilize
marke opportunitie
t ] in Georgia and

. visits,
beyond (i.e. EU) conferences
joint R business
councils etc.
Tobacco & Manufacturing | Creation of a business
cigarette of  chemicals | advisory service which will
producer
production and chemical | help Georgian s
products who want to export to
Armenia
Organizatio
Agro-tours for Armenian tobacco n of business
experts/farmer orde tours to Armenia, to
s to Georgia, inr t0 | Heavy industry | facilitate
th
assess e prospects and possibility of (metallurgy,
tobacco cultivation in the Kvemo
Kartli basic and | business contacts with
region fabricated Armenian businesses
Organizatio
metals) n of business
forums and consultations
In the case of positive results, between the companies of
establishment of permanent business M . Kvemo Kartli and Tavush.
. anufacturing
cigarett
relations between Armenian e . The business associations
. of construction
producers and Georgian
farmers materials and alread}.r existing in both
countrie  could be used
- s in
mning this
regard
Textile
Production
(Gloves)
Organizing promotional tours in
Kvemo Kartli for
the textile factory representatives, as Creation of a database
well as small sewing companies on
to market cheap but high quality gloves industrial potential  of
for the industrial & agriculture sectors Kvemo Kartli and sharing
of it
with Armenian
Kvemo Kartli business

Facilitating cooperation between tour
Community- | agencies and

based guesthouse owners in Georgia to



attract more
tourism visitors via joint tours in both
(CBT) regions/countries.
Supporting experience sharing and
learning among the key players
providing
Services in the CBT sector.
Organizing regular regional festivals
to represent the economic potential
of
regions that will boost CBT

Tobaco Involvement of seasonal workers in Agriculture Promotion of investment
the tobacco plants in the Tavush and in greenhouses, cold
region during the months of July- agribusiness storage and post-harvest
August, when a human resource facilities

shortage was reported.

Textile Though the factory conducted an
initial market study for the EU
(France, Germany), developing a
complete marketing plan with trade

production

partners can boost this sector.

Sectorial recommendations

There are a number of recommendations that are relevant for identified sectors in both countries.
More detailed sectorial recommendations can be found in each country report.

Products and services of Tavush & Kvemo Kartli festival(s)

The baseline study identified economic potential of both regions, as well as key businesses. To build on
these insights, festivals can be organized to host potential partners and represent all the main products
and services that are available in both regions. This will facilitate establishment of initial relations
among stakeholders.

Within the scope of these festivals, each selected sectors will have an opportunity to present its
products, potential and needs. In case of sectors that are concentrated around one or two players
(textile, tobacco production, mining etc.), these presentations can be scheduled at specific times, to be
followed by one-on-one meetings with potential partners. In these cases, the chances will notably
increase of representatives of large-scale businesses being present at the event.

Other sectors that unite many players, and provide products and services for mass consumption (fruit
production and processing, wine production, guesthouses and tour operators, sewing companies, etc.)
can present their activities for the duration of festivals. Moreover, in case of community-based tourism,
festivals will add more value, since participants can be hosted by the selected guesthouses as well as get
acquainted with the notable local sites and tourist attractions.

The core factors for success of such festivals are the following:

0  Each of these festivals should last around 2-3 days in each location, which will enable not only a
larger number of participants but will also provide enough time to run awareness sessions and
thematic workshops;

0  Proper preparation of the event in all aspects, starting from such things as the selection of a
suitable venue and timely invitations, and ending with engaging design and informative content;

10



0  Participation of the companies and individuals with the greatest potential to contribute to the
event and establish lasting cooperation. Therefore, it is important to plan the events well in
advance and get initial confirmation from core stakeholders on the date and venue of the festival;

0  Taking into account the beneficial potential of the event for the local economy, the necessity of
economizing on programmatic costs, and most importantly the ability to contribute to the
success/failure of such initiatives, it might also make sense to engage representatives of the local
authorities starting from the initial stage of planning.

Information sharing

It is important to increase knowledge about existing regulations and practices across the sectors and countries. Filling
this gap of knowledge is instrumental to supporting cross-border cooperation.

To address this, thematic workshops for the selected sectors could be organized. The following topics could be targeted:

0 development of community-based tourism, online marketing and the secrets of hospitability,
0 potential of offering joint tour packages covering Tavush & Kvemo Kartli (and beyond),
0 opportunities to expand fruit production and sales in Kvemo Kartli and Tavush,

0 feasibility of exchanging seasonal farm workers and leasing of farming equipment/machinery,

0 opportunities for joint promotion and branding of certain products abroad (for example promotion of “Caucasian”
dried fruits/wines/cuisine/joint itineraries for tourists etc.).

Study tours to explore the opportunities on the spot

Festivals may trigger certain ideas and interests among the participants. In order to encourage further
communication, Tavush and Kvemo Kartli businesses should be given an opportunity to have on-the-
spot meetings with potential partners across the border.

In ideal circumstances, the organization of such visits would be subject to the ability of potential
partners to submit a concise plan/concept that would explain and justify such meeting/tours, making
them more productive and focused.

Consultations to businesses on cross-border cooperation

As identified by the Study, knowledge of trade, taxation, investment and other regulations, as well as
practical aspects of working on the other side of the border is scarce among businesses. Without these,
knowledge of potential partners across the border will not be sufficient for triggering cooperation.
Therefore, it is vital to offer expertise to interested businesses. For example, with regard to expanding
tobacco production in the Kvemo Kartli region in order to meet raw material demands of Armenian
tobacco companies, an assessment of the quality of soils and labor skills will be required. Another
example is related to expanding the exports of industrial gloves to Georgia and gaining access to the EU
market. Although there is a high interest in this, a separate detailed study of Georgia and EU market
demands might be required before designing program activities. In case such needs appear, the program
team should be able to address those by providing high quality expertise on specific topics.

Establishment of a virtual platform

In order to be able to effectively communicate with stakeholders, share information and contacts, as well
as establish long-term relations and monitor the evolution of those relations, the creation of an online,
low cost but regularly updated and well-maintained virtual platform should be considered. This platform
might serve both as a repository for general and sector-specific information, as well as a database of local
entrepreneurs’ profiles, with details on their products, capacities and contacts.

11



Pugwhwjnnidubph wdthnthnid
Opwqnph dwuht

«Uhpuwhdwbuyhtt  nbnbuwjut qupqugnud»  (USQ)  16-wdujm  dpwghpt
hpwuwbwgynid E Gypudhnipjut §nndhg Phtmtiuwynpynn Uplikjjub gnpépujpnipjui
nwpwdwopowbiughtt  hwdwgnpswljgmipnit  dpwgnph  opowtwlutpnid:  Opwghpt
hpwjwiwgynd £ Jpugujuil «RPunupughwljut qupqugdut gnpdwljunipinii» hij-h,
(CiDA/£2%), hwjwunwibjub «Uowlgnipnit Unjtdpkpjuuhty hl-h b «BYpwuhw
hudwgnpsbujgnipnit  hhdtwnpudh hpruhuuwghtt dwubtwéninh»  (EaPTC/Gzz 2U)
htin  hwdwwnbn: Opwgph tywwnwlt b pupbjudl] dpwunwih Ldtun Lwppih b
Zujuunnwuth  Swyniph  dwpqbph  uwwhdwbwdbpd  hwdwjipubph  ptwlhsubph
JEtuwwuydwttpp: Uju bygquunulp twppuntuynd £ hpwgnpst) Jipnuojw; dwpqkph
Uholi dhpuwhdwbwjhtt hwdwgnpswljgnipjut b mbunbuwlwb gnpdwnunipinitubph
hpwtdwt, htyywbu twb phpwpwhtt dwupgippd wbtnbkudupnn  unpjljnutpht
dvhpuwhdwbuyht  tkpppnudwghtt b webwpuwjhtt httwpwynpmipnitutph dwuht

hpwqtyuwt Uhgngny:

Opwqpuyhtt  gnpéniubnipnitp hhduwynplint bywwwlny®  gnpépulkptbtpp
hwtduwpwuptghtt hpwjwtwgut) Gpultnuwhtt hblnwgnunipni: dpuunutnd «2Jtdn
Luppih b Swiynioh dwpgbph dhol dhouwhdwbuwjhtt wtnbuwjut qupqugdut
hupwitdwtt  htwpwynpnipniuiubph numdbwuhpnipnit. Jpuunwutyutt hkpwulwp»
htwnwgnunipniut hpuwjutwgytg Stnbuwlju punupwljunipjut
htnnwgnuunipniiitbph Ykunpnuh  (EPRC/SL24)  Unnuhgw £93-h  (CiDA) htun
hudwgnpbujgnipjudp: Zujuwunwiunid «Swyniph b Ldtun-Luppih dwpqtph dhol
dvhpuwhdwbughtt nbntuwjut qupqugdut pppwinud. hwjuunuiyut  hEknwulup»
htinwgnunipmitt  ppwjuwbugdtg Zwudwquuy  Fwihbjwih Ynndhg nEjudupyng
wiulwp junphppuunniubph phuh Ynndhg' «Uowlgnipinitt Unjkdpkputht» h-h b 622
2U-h hkn hwdwgnpswlgnipjudp:

BGluybknuwyhtt hbnwgnunipniitt hpujuwtwugdty £ 2015p. Ohwnpup-2016p. ntljnbdpbp
dudwtwjuwhundwsnid:  Zknmwgnuinipjnitt - hpwjuwbwgubint hwdwp  fhpundlp o
qpuubkiyuluyht b nuwonwjhtt nuuntdbwuhpnipjut Ukpnnubn:

‘Luywnuly

Cluljtunnwhtt hbnwgnuumiput tyuwnwlt Ep nmunwduwuhpl] Gpyme hwpbwt Jwpgbph
nunbuwjut wuydwtbpp, gnpénn wqquyhtt hppujujut jupquynpldwt quownbpp, husytu twb
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pugwhuwjnt] wyt Ynulptin ninpunkpt nt dhengubpp, npnup Jupnn tu jupwil] dhouwhdwbwght
nbnbuwjut hwdwgnpduljgnipiniup:

Blujtinwghtt hbnnwgnunnipyut wnwownpuuputpt Ehe'

e Pugwhuynl] wninbuwfwut gopéniubnipjut wyt Ynulhpkn hwndusubpp/nnpunutpp,
npnup niikt qupgqugdwt pwpdp tkpnid’ ubpwunju] wpunwphtt wnbnph b Wkpppnudubph
dwwjubph wykjugdwt jupnnnipnit.

e Uljwpuwgpl) b JEpnusty ukpppnudubpht, wpununpmipyuip b dhouwhdwbwyhtt wnlinpht
wnstuynn dnpdwy junttwlupgbpp b ny dnpdwy gnpstjujtpytpn:

e Lwpunbquqply pugwhwjnyws  hwwndwsubph  wpdbonpuyh phpwluwwnwpubph
gnpoénitubnipiniip b htnwgnut] wpdbonpuyh pipuwjuunwupubph dhol hEnwtjwpujht
gnpswpuwp Juutph qupgqugdut nt tkpppnidubph tkpgpuydwt htwpuwynpnipnitubpn:

e Upwlly wnwowpimpniuubkp’ wpynitwybn Spugpuyhtt dhpwdwnnipnitubp
hpujutwgubint tyuwnwlny:

Utpnpupwunipinil

zbnwgnuuljut phutpp Zwjwunwind b Ypwunwinid wpppwwnnd  Eht punhwnip
tyuwwnwlh onipg: Gluljtinnwghtt hbnwgnunipjutt Jun thoynd phubptt wnwewnpkghtt wyt
hhdtwlwt hwpgbpp, npnup whwp L ntunmdbwuhpybhtt htyybu gpuubyuluyht, wbybu b
nuownwht hbnwgnunmipnitubph wpynitpnid, b dpwljightt tpyws dwpqbphg nipwpwtsynipnid
Uhtsl snpu hhdtwjut hwndwsutph puguhwjndwi b punpnipjut dbkpnpupwtnipniip:

Gpuubkiyjuuyhtt.  mundtwuppmpymitt oqukg  pwgwhuwjnbint  dhguwhdwbwght
hwdwgnpduljgnipjuut tkpnid niubgnn hwnqusubpp: Zwndwsh punpmipjut phpwugpnid
niuntdttwuhpybghtt vy nnputpp, npnbkn dpwgqph oppwbwlubpnid htwpwynp £ juwnwpby
wnwybk]  wpynibwgbn Jhpwdwnnipynitbp: Uy btywunwlng dowljykght wnwbdht
hwwndwsubph punpnipjut nminkgnygutp® hwolh wnubknyg wdjujutph jpuyuqup, wn pynud’
jmpupwyimp dwpgh JEpupbppug ipghtt wwphubtph Jhdwljugpujut ndyubkpp, npnig
hhdwt Jpw puguhwjnytghtt wnwyl] qupgqugué hwndwsutpp, hywhu twb wyu npnpnukpp,
npnkn yYbkpohtt btpyni-tpkp wwphubpht wpdwbtwgpdt; bp wdh  wdbktwpwpdp  nbdwp:
Upyniupnid,  jmipupwbgnip dwpgmud phwnpdbghtt snpu hwndusubp*: Pugh wyn,
htwnwgnunnubtpp wunwupwtghtt hEnbyu hwapgkpht.

e Npn’tp ki nju hunnwshi Wkphwinnly qupqugdwi Uhnnidibpp, wig pinud wpnwphi
wnlunnph qupqugdwt vhnnwdubpp:

e Npn'up kb piphwimp U nfju) hwndwsht Yepupkpnn qnpény  jubnbwlupgkpp
utpwunyuy hwupluyht, (hghtquynpdu, hwjwunwgpdw b wy yuhwbetbpp:

e Npnip &b phupjuws  hwnjuwshbpmd  Zuywunwbh U dpwunwbh  dhel
wypwbiptbph/Swnwmpmitubph  wpnwhnudp b tkpdndnudp Jupquynpnn  gnpénn
Juntwlupgtpp b gnpstwjuinid hwinhwynn dwpunwhpwybputpp:

e B’y wpunijuy welwnpught wuydwibbp b gnpénd Zuyuunwimd b dpuunwbnad
wpununpué wypwbpubpp/bwnwynipniuttpp hwdwywwnwupwiwpup BU L BUSU
onitjwubp wprnwhwibjnt hwdwp:

*St'u" «Zwnjuwsh Yhpupkpu) wowewpynipnibttps pudhup, ke 7:
13



Epypnpy  thnyh plpugpnd phutphg  jmpupwigmipt - ppufjubugptg - gugnughb
nunidbwuhpnipinit’  dhpuwhdwbwghtt hwdwgnpbwlignipjutt jupwtdwt wendny — todud
mipwpwisinip dwpgh htwpwynpnipnitutph dwuhtt hwdwlnnuuth gquunljipugnid juqubne b
tyuwwnwlny: Uwluwyt wyny thnynud phdbphg jnipupwbynipp twhuptinpkg Jhpwek] wdyuutph
hwjuwpdwt b yEpnidnipjut dwuny vhdjuighg thnpp hs nupptpynn dninkgnidukp:

Swynioh  dwpqmud  hbhwnwgnuuinnubph  phdt wbglugpkg pdnd 43 dwbpwlplhn
hwpguqpnygubp ptnpdws snpu hwndusubpp thpluyugunng phqububtph tkpjuywgnighsubkph,
ninpuh dwubwgbnibph b whnwlwt ywonnyukph htn: Zwndwsubph tkpjuyugnighsutpht
puwnpbihu hblnwgnunpubph tywnwlb kp pungplt] gnpswpup hkpwtjupttph htwpwynphuu
1wy vy khunpp tkpjuyugunng wbhdwtg: Nunh, hwoygh Eu wetdl) wyttyhuh gnpéntutp, htyyhuhp
Eu ptnpjus wdwig tbpgpuyqusnipiniup Swynioh dwpgh ponp snpu qjjuwynp opowtitbpnid
(Plpn, Yhihowt, Poliwl, Unjkdpkpjui), dupgh hhdttwlubh hwdwjupubph thpluyugdusnipiniup,
htywbu twb  mipwpwbynip hwndwsh  wpdbonpugh  gnpéniubnipjutp twywuwnnn
nipujuinwptph  quyt ppgwlwlp’  thnppwdwugnwp  wpwnwngpnnutphg - dhst jungnp
Aintwpimpmitubph  njwjupbbp: Gujwpj wbkuwlbniubpp tbkpuyugubnt tygunwlng
hupgdwt uky ubkpgpuyytghtt twl punpuwés hwndwsubph hughptubphtt  pwewunbnuly
thnpdwgbwntbp, hwdwjupuiph munbuwjut qupqugdui gény dwubwgbntbp b whnwljub
wuwownnbjuubkp: Twonuwyhtt ntuntdtwuhpnipjut pipwgpnid hwjupyus ndjuubph wdthnthdwh
hwdwp Zujwunwinid hbnmwgqnuunnubpp Jhpwnt] o npujuljut dkpnnutp b wig o jugpty
pYny wyupwb hwpgnudubp, nppwt wbhpwdbion Ep hwndwsh dwuhtt  wdpnnowljut
wuunltpugnmd  juqdbne hwdwp® ubpunywy  wnpiu  dwpunwhpudbpubpt m
htwpwynpnipnitkpp, hgnpnipniiubpp b ghpulju haunhpukpp, wpdbonpuyh
nhpwljwwnwpubph nmuppkp nkuwtlniuttpp b hwndwsh JEpwpkpu) wnwewplnipmiuubpp:

£ytun Luppih dupgmd htnwgnuinnubph phup hhdtwlwiunid Yhpwnt) £ pwbwlulub
Unnbgnid® hpwlwbwgubing niunmdbtwuhpnipinit dwupgh  pulbpnipniutph  opowtnud:
Munudtwuhpnipjutt  opowtwlp  tkpupnid Ep pnpduws  hwndusubpp  tbplujugunng
puybpnipmnitubpp’ wijwh wyt hwihqudwiphg, pt tputg Ynnuhg wpnwunpynn wypwpubpp
Jwdwnynid thu ubkppht ontjumid, pk’ wpunwhwiynud: Uy puljbpnipnitubpp judpuynpynid
Eht punn wypwipwrpowttwrmiput Swwih: Ypwunwiniud hbwnmwgnunnubptt wiuglugpkgh
hwpguqgpnygubp htsybu punonp, wyuwbu b thnpp dAbntwplnipnitubph ubkplyuyugnighsutph
htw: Zupgdwt tyuwnwlj tp juqul) pinpdus hwndusubpnid wpdtonpuwgh nhpujuwnwputph
puputqp, htyywhu twb putiwpll] tpwtg gnpénitbmipnitp’ tkpwpjuw) wwypwupubph gulp,
wpununpuljut hgnpnipniuutpp, utpUnisdw-wupnuwhwidw ninnnipniutbkpp,
dwpunwhpuybpubpp b hbnwqu qupqugdwt Yuphpubpp: Cunhwinip wndwdp, hwpgdwip
dwutimljgkghtt pyny 48 pultpnipjniutp (22 jungnp, 8 vhohtt bt 18 thnpp): Niunidtwuhpytght
bwlb Epymt hwpbwb dwpgbph dhol  hEpwbwpuyhtt gnpéwpwp fuwybph qupqugdwu b
ubkpppmudubiph tbpgpuydwt htwpwynpnipniatbpp:

Cunhwimp pmguwhwjnndubp

Uhguwhdwiuwghtt hwdwgnpbuygmpjuu dbkp ubkpgpudybint wuwupwunwlwdnipmip
wljuljwhpubtpp tdwt hwdwgnpswljgnipinihg
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Uhouwhdwbuwyhtt  hwdwgnpswlgnipjutt dbky ubkpgpuyybint wuwwnmpuwunwljudnipjut
dwljupnulp juhuwn pwpdnp b Eplyne Gplpttph munbugupnnubph opowtnid: Swyniph dwpgnid
hwpgdwip dwubwlgnn pnnp mbnbujupnnubph ywwnwupwit wju hwpght gpuju Ep?d
Lytun-Luppih dupgnud hwpgynnutph 69%-p (48 hwipgynnukphg 33-p) ppuljut yuwwnwupwh
nylg hwjuwunwtyut  gqnpépulbputph htnn  hwdwgnpswlnipyut  Wuwwnpuunwludnipjut
Jbkpwpbpyuy hwpght, 15%-p (np mbnbujupnnutp)® sniubp hunwl nhppnpnond, hull 17%-h
(nip  wbtnbujupnnubp) wwunwupwip pugwuwlub Ep: dbpohtt judph wuwwnwuuwbp
hhdtwlwiunid puguwnpynid Ep tpwting, np wyn muntujupnnutpt wpgkt hull ppujutugunid
Eu juy juquuljtpydws mbtnbuwjut gnpéniubnipnil, hwunwnt) Bt gnpdwpwup juwbp b
ukpluynidu hbwnwppppdws skt hpkug phqubuh htnwgu puyuytdwt htwpwynpmipnitubpny:
Uwjuyt, wmtthpwdtown E nlin wupqty, phk htiyny Jupnn k pugunpyt) tdwt nhppnpngnid:

bus Jhpwpkpnid £ hwdwgnpdwljgnipyut wlujwihpubpht,, Swynioh dwpgh ptnpgws pninp
hwwndwstubpp ubpluywugunng phqubutubph ubpluywugnighsiipp wnwehtt hkpphtt hkwnwppppyws
tht  hpkug wpuwnpuwiuph hwdwp tunp  onijubbp  qutbnt  htwpwynpmipnittbpny:
Zupgynnutph’ hwnjuybtu dpgh wpununpnipju b gpnuwopenipjut npnpunkpnd tkpgpuydus
wnunbujupnnubph Ynnuhg hwdwpuljh tyyny djnwu wiuuwihpp thnpdh thnpuowbtwlnidu £
wmbnnud  gqnpépultputphg unynpbnt htwpwynpmipmitubpp: Uwluyt, npny hwpgynnubp’
huwwnjuwbu tpwlp, nypkp qpunynud Eu juwnnnugnpénipjudp, hpkug htwwppppnipniut
wpunuwhuwjnkghtt punphwipuwbu Jpuunuiyut gnpspuljipttph htwn thnpdh hopwbwldut
httwpwynpnipnitubpny’ hwoyh swnubing wyt hwbqudwbpp, np dpwghpp YEunpntwtmd k
Lytun-Luppih opowth Ypw, npnbkn puwnnnugnpdnippiup b ghubgnpénipnitt wjupwb
qupqugusd sk, npputt Ipuunmth wy) opowtiibpnud:

N3 wyipwt hwdwpiwh tyynn wljuupputp '
w) Ypwunnwith nwpwspnid phqubu gnpdniubnipinit swjwbjnt htwpwynpnipiniuukp.

p) Ypwunnwinid tnp Ukpppnudubph tbpgpuydwt jud juwnwpdwb htwpwynpnipnibubp’
hwdwunkn dknttupynipniuttiph hhdtwnpdwt tyyuwnwyny:

Llwbwybu, £ytun-Luppihnid wowll] hwdwh tpynn wluuihpubpp Jepupbpnid thu
nptwh  Zujuwunwt  wpunwhwibne  htwpwynpnipnibbpht: LUdwt  hkwnwppppnipini
wpunuwhuwjnkghtt hwpgdwup dwubwlgnn puytpnipniuubph 63%-p (48-hg 30-p): Ujuhipti' qqujh
pyYny wmunbujupnnubp wpdbynpmid Bu hwjwunwibyut pulbpnipnitutph hbn wygbjh ubpn
Juybp hwunwwnbint httwpwynpnipiniuttpp, stwjwsd wyt hwunht, np hwupgynnubph dhuygh
21%-p hwunwwntg wyy ywwhh gpoipjudp hwjuunwiyut puljtpnipenitutnph htn gnpswpup
Juwbtph wnliunippiup (48 hwpgynnubphg 10-p, npnbg  Yhup  bpgpuus L
gniquninbuwjut wpnwunpnipjut b utunh Jkpudowldwb njnpunubpnid):

b hwluwunpnipjnit Swynigh dwpgh dEntwpluunbpbph® Ldtun-Luppih dwpgh hwpgynn
puybpnipniuutph  33%-u wuunud jud hEwnwppppywé b Zujwunwihg  ubkppponudubp

ubipgpuybint httwpwynpnipnitittpny (48 hwpgynn pulbpnipnitubphg 16-p, npnughg 10-p
ukpgpuydus Bt wpnugpnipjut b Jknwnugnpénipjut ptuguyunubpnid): Zuoygh wntbing wyt

5 Zzuny k ok, np tpynt dwpgbpnud quownuyhtt niunudbwuhpnippnibibpt hpuwiwgyt) k 2016p. wyphih
uljqphtt’ LEintwght Twpwpwnh onipe huy-wugpphpwmjutt hwjudwpunnipjut updwt ntwypinhg wowsy:
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hwiquuwtpp, np Swyniph dwpgh hwpgynnubkph opowlnid  sh  ghunwplyl] wdwb
htwnwppppnipnit  (pugupnipjudp  £ytun-Lwuppihh oppwinid Sjpwjuninh  wpununpnipju

pupuyudwt  htwpwynpmpjut), Zwjwuwnwihg ubpypnudubp  tbpgpudbine wljawhputpp
ywiph 4nstnt hwjwiwjutimpniup puduljuttht gmsén E jupdwdudljbn hipwujupnid, wyt £
USQ spwugph gnpénnnipjut pipwugpnid:

Uhouwhdwiwhi gnpbwipup httwpuynpnipyniuutph dwuht hpuqbljuwdnipmni

Quuywé tupwl, np hupgynnutph spowinid hwdwpwlh tp gphnwplynid hwdwgnpdwlghine
yunpuunnuwudnipintl, Zujuunwind hwpgynnubph didwdwutnipniup skp nhpuwybnnd
dvhpuwhdwbwjhtt wnbinph htwpuwynpnipnibiubph dwuhtt mbnkynipmnitubph: Fugunnipjudp
«bnbplibjplyy  Uwuhu  Swpwlp UMNC-h b dpghph  wpununpmipjudp  qpunynn nnny
Antwpluwnbpbph® Swyniph dwpgnid pninp hwupgynnubpp Juun ygunlkpugnid nitubkhtu £4bun-
Luppihh oppwinid wnlw mbnbuwljut Wuwydwutbph b omjuyulwb htwpwynpnipniuutph
dwuht: Ujp wmbuwlbnubpp bhphdtwlwiunid dtwydnpl] tht vnphpnujhtt dwdwbwlubtph
hhonnmipjniiibphg b Gupwunpmipnibtibphg/Yupspunhwybtphg, dhspin wywugnygubph Jpuw
hhdujwé kqpuljugnipnibiipp wwwpwsdws  skht:  Zwpgynnubph  Yupshpnd  udwb
wnbntynipniutiph  wbpwjwpupnipiniip, hiywhku twb pputg wbhwuwbbihnipniut wyh
hhdtwlwt punspunnunubp Gu, npntp vwhdwbwhwlnmd tu £dtun-Luppihh opowtnid phqutu
gopéniutnipinit ujubjnt htwpwynpmpinibbpp: Zkmbwpwp, hwjuunh, wju; hwndushu
ubphwwnni] b npuw pnnp wuwblunubphtt (onjuyh wwhwbewpl b huwpwynpnipniubbp,
hhdtwlwt npEpwiwwnwpubp, Jupquynpdwb sppwbwl, Swpubp b uvwlwqubp b wyb)
Jtpwpbpnny wnbntinipmitubph mpudwunpnudp wbwp b (hth dhpuwhdwbwhtt mbunbuwljut
hwdwgnpduljgnipwtt hwunmwwndwb Gjuljbwnnp:

Uhguwhdwbwihtt nntnbuwuwt htwpwynpmipnitbph dwuhtt nbnbjunympjut  tdwb
yulwu (Wuq dwbpudwuttpny) b wipwjupup gquunbpugnid ghnwplynd Ep bwb LYtdn-
Luppihnud qnpénn puljpnipnitubph opowinid:  SEnuwljwwnynipjut wwljwuh dwuht Jjuynn
gnigwuhpubphg dbyp Zwjwuwnwihg ubpnpnudubp bpgpuybint gnpémid  hkwwppppnipju
huwdbdwwnwpwp pupdp dujupnulh wpjunipniub kp:

Unnihwtntpd, wnknbjunynipjut qulwup wwppbp £ mmwppbp hwnduwsubpnid, niuwnh,
wju jpugubint hwdwp wthpwdbown k gnigupbpl] nmuppbpulws dninkgnid: Ophtiwl® wnkpuhy
(dknungutph) wpununpnipyut phypmd snitjuwywjupdwi hwwnnly Spwugph dpwlnudp, hswybu
twl £dtun-Luppihnid b dpuwunuith wy) oppwtitbpnid wypwipubph pputdut ptdwttpny
hwiunhynidubph Juquulibtpynudp wpdbpwynp Yhukt Spwgph hwdwp b juyguunbt
Epupududjin hwdwgnpswlignipjut qupqugiwiipn: Ojuwuninh wpnunpnipjut npnpund” h
pnudt onijuwyujupdwi  gnpstjulbpwbph  pupbjuydwip, wbhpwdton L hpwlubwuguby
Swynioh dwpgh (hull wybth nip htwpuwynp b bwb' LdEdn-Lwppih dwpgh) Shuwpununh
nupwnbkpnid wpnwwnbknt hwdwp ukqnuught wpjuwwnnidh hwuwtthnipjut
nruntdtwuhpnipynie:®

Opwqnh Jun thnynud yuwnowd Jupgny twhuyuwnpuungus b juquuljtpydus thnpdh
thnjuwbwldwb gnpdpupwugubkp nL thnjuwnwpd  wygbkpp loqukt httwpwynp

& £tun-Ruppih opownid wthpwdtown E hpuwjuwbwugut] wnwidht ntunidtwuhpnipnit’ hnnh b
Spawfuninh hnudph/pnijuh npuljh, hswytu twb Spwpunnh wpnunpniput hwdwp withpudton
dmuttmghinnwugyué wouwinnidh wnjuynipyut Ywuhb yunltpugnid juquknt tywunwlny:
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hwdwgnpdwljgnipyjmt qunuthwpubph  htnwqu  hndwtt b nmighubph hwppdwb

gnpdpupwgubphtt’ dpwugph opowtwljutipnhg hwkny wjtt qunuthwpubpp, npnup wthpugqnpskih
ke

Quipquynpnidubkph® duwutwynpuytu ©TBU 1 GUSU juwunbwlwpgbph  dwupb
hpwqtljwénipiniu

Lwjunpy pwdunid  wyyws wwwnwupwbtbtph twdwb® Swyniph dwpgh  hwpgynnutph
(pugwnnipjudp’ unpgnp wpuwnpnnubph) dks dwut punnitbg, np sh whpuwybwnnmd hpkug
gnpéniubnipjutt nnpup Jupquynpnn gnpénn  opkuunpulwt nwownh dwuhtt pudwpup
unbntimpinipniuutph: Uwubtwynpuytu’ hwpgynnubpp nbkngul skt GUSU-ht Zujuunwth
dhwwnt wpyniupnid junwpws thnthnjunipnittiph b wnwygb] bu® dpuwunuinid gnpénn
jwuntwlwupgbph Jjud GU-h htwnn JupJws «unp b hwdwwyupthwl wquunn wepbnpujub
wnwpwoéph wuhty hwmdwdwjiwgph (DCFTA) dwuhl:

Uju wpnudny hpwyhdwljp tuwwnbjhnpbt wybjh pupynp tp LYbkdn-Lwppih dwpqgh
hwpgynnubkph ppowtinid, npnkn 19 puybpmipmittbph tEpjuyugnighsubp (wyu ' hbnnwgnunynn
puytpnipnitutph punhwinip pwtwlh 40%-p) ppujut guwhwnbghtt wpunniyuw] webhnpught
nkdhdutph #7TA - wquw wnlhph hudwduyiuughp, GSP - EU Upuinbnipiniibbph phphwbnip
hudwlupg, DCFTA - «unp 0 hwdwgumpwl wqun wpbhnpuluwli wnwpadph dwuhis
hudwduyinughp) dwuht hpkug hpuqbjusnipjut dwjupnulp: Uw jupnn £ puguanpdty wyt
hwiquuwbpny, np kpyph vwhdwbttphg nnipu gnpéwpwp juwbp hwunwwnws funsnp b dhohtt
Antwplimpmiuubpp juqunid Eht hwpgynnubph wybkjh ks hwnduws Ldtun-Luppihnid, put
Swynioh  dwpgnud, npnkny  hwpgynnubph  dks dwup  wbhwn  juwd  phunwbbiub
Antwpluunhpnipjut ubkthwujuwbwnbpbp Ehu: Upnithwunbpd, Jpuunuiyut puyEpnipniaubphg
dhuyt hhugh ubpyujugnighsutpp (wyu &' pughwinip pyh 11%-p) wyunwupuwkght, np hpuntkp
Eu wyn ghwnbjhpubipp: Zknwbwpwp Eupunpnud Gup, np hpugbdwt wpowgh juquulbpynidp b
Juphputphtt hwdwywunwupwibgus ninkgnygh dswlinudp Yupnn Eu pguntwy Spwugph
opowtiwlnid wpynibwytn vhowdwnnipjutt thpngunnidubp:

Udthnthbny, hwpl k toky, np dpwgnph opowtiwlnid wthpwudtown k jpugut) hpuqbiwsdnipjut
wuwlwup: Uwluyl, wnwydl] wpynitwdbn b gnpénit nwppipuljt wyt k, np jnipupwibygnip
huwndwsh hwdwp dowldh nmwppbpuljus dninbgnid b nmpudwunpyh  hwndwsht ukphwnnily
nbnbjunynipmnit’ shuywés wytt thwuwnht, np npnyp nnputbkp jupquynpynud Bu tnygb
Juintwlupgbpny: Uju puunph msdwt mwuppbpwly Jupnn b phunnwpldtb] wjn dnnkgniudp, np
poinp  dwubwlhgubph hwdwp Juqduibpydh hwdwwnbn ubdhtwp, hul] pipupwbynip
huwndwsh/nnpunh tbpuyugnighsutiph hwdwp® wpwudht gnpstwjut upuwdniupubp:

Upununpuljut hgnpmpyniuubkp

Swyniph dwipgnid pnjnp hwipgynnubpp, hull £LYtun-Luppih dwupgqmud® hwpgynnubph dbs
dwup, tokght, np ppkug dbntwplynipniuubph wpununpujuit hgnpnipniut wybkih ks E, pul
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thwunwugh wpunwunpnipjut dwjupngulp b, np jpugnighs onijwubph weojuwmipyut nhypnid
Ainttupynmipiniuibpp Jupnn Gb wykjugut] wpnwunputph swujun:

Cunhwunip wmnwowplnipjniuutp

Unytu hbnwgnunmpyut wdbbwlwupbnp  pugwhuwynnudt wyn E, np dhpuwhdwbwght
hwdwgnpdwljgnipymt htwpwynpnipjnittiph dwuhtt nbknijunynipjut  hwuwbbhnipniip
nbunbujupnnubph hwdwp juhun vwhdwbwhwly E: Uw hp hEppht vwhdwbwthwlnd E
Uhpuwhdwbuwjhtt onijuikp Ununp gnpskint b wpununpuljutt hgqnpoipnibtptt wybjugubiny
httwpwynpmpjnitubpp:  Zkwbwpwp, puhun Jupbnpynud L hbknlyjuwp  wnbnbinpniuttph
hwyjwpnudp®

. Uhouwhdwbuwht wnlwnpujht httwpwynpnipniuubph dwuht’ ubpunyuy
Jupquynpdwt opowtiwly b gnpstjmljtpuykn.

o BUSU L BU snijuubkp htwpwynp hwuwtbjhnipjut dwuhtt’ hwdwywnwuhwbwpup
Zuyuunnwth bt Ypuunwth vhengny.

o Uwhdwbwdbpd opowtitbph kpppnidughtt htwpuwynpnipynitubph dwuhtt' ubpunjuyg
wnbntjut jupnnnipnitubp b tkpnid:

Stptjuwnynipjutt hwuwtbkih qupdubip Juygwunh tphynt Gphypubph gnpswpupubph dhol
Juwbtph hwunwwndwip b wybh ubpn ntnbuwuwt hwpwpbpnipniutitph  qupgqugdwn:
Nrunh, hunnppuljgnipjut junnnjuljutph hwunwnnidp nhunwplynud £ npuyybu Ukl wy) uplnp
wuwklwn: npshpubph puquuqutgnidp ywhwnp E nuntw dpwugph opwupgh Juwplnp hwpg:
Zwdwguiguyhtt  wnpmnipttph, hywbu twb QLU-ukph dhengny hwdwywwnwupuwb
nbnbjunynipjutt pudwunpnudp juwywhngdh wyn wnbpbjunynipjut  hwuwbbjhnipjniup
gnpdwpwp hwdwjpubph wybh juybt opowtwlutph hwdwp:  Udbhl, wphbunwlgulub
dhmipjnitubpp, wpynitwpbpuwi/wunbnpuyhtt - wwpunbbkpp, pyybue  bwb  whnwlub
ubpppnidwhtt gnpswjunipnibtpp jupbnp phpujunupnd §niubtut ninijunynipniut
wykh UkS pyny munbkujupnn uniptljnubphtt hwuwibh pupdubne gnpénud:

Cunn hbnwgnuunipjut dke tkpgpuddus puljbpnipmibutph ubpluwywgnighsubph® tpwbghg
dhuy Uh thnpp dwutt nith dhpuwhdwbwghtt juwbp: Nrunh, juplbnpynid o hwnnppuljgnipjut
htownwugnudp, htswhu twb phulbpp Yhubne dbjowthqdubpp’ hwdwwnbn  tkpgpnidught
twhiwdbnunipjniiibphtt wewlignipinis npudwnptint vhengny: Uju gnpéppugnid fuplnp nkp
Jupnn bt Juwwuwpl] hwuwpwluiut juqdulbpynipmpiubtpp’  qupqugdwt  dpwqpbph
hpwljwbwgdwt b phqutuh qupqugnidp pupwinn whwnwlwb Spugpbpnid dwubtwlgnipjut
Uhongny:

Uhguwhdwiughtt hwdwgnpsulgnipju JEpupkpjuy wrwgwplnipinibukp

Uunpl phipdws Ungniuwly  1-mid ubpiuyugdnd o pnppp nmip phpwjuwght
huwndwsubpp/nnpunutpp, htyywbu twb nppuighg pipuwpwisiniph  YEpwpbkpu;  wpdus
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wnwowplnipnitubpp’  Upgmnuuwl 1-nid wdthnthynud Bu jnipuwpwignip tpiph qbiynygnid
ukpunjuws dwbipudwut wnwowpnmipniutbpp:

Unnruw]) 1. Qnpinp/hwngwsh Jpupkpu) wnwewnynipniiukp. Suniph b LYtun-Luppihh dupgbp

Swynioh dwpq Lgtun-Lwppih dwupgq
Upgh Ugnpn-qpnuwppouhtt uygkph | Ymnuwnbnbum- Uuwipplphtiquyhtt  wippugh
wpnunpnipnih b | juquuljtpynud b thnpdh thnppwbwlnid | pynih b wgpnphqubu | juqlulbpoynud®
Jhpudpulynid Jpuunwih — juwnnpugnpsutph b Jpuwunwinid wpnunpjus
ghutgnpsutph htwn pwbpwpbntup U wwbhpp
gnjuqnine b pplugp
Swtiwskh nupdubint
byuwnwulny
Gplupwdwdltnn b Juynit gnpdwpup
hwpwptpnipniuttph hwunwwnnid
Jpuutnuiyui ukpnpuputiph
(hh(bwunid® wkuwnhghnutph)
dwwnwlupwputph htn
Upnwhwidwi hupwidwit Zujuunuiul 11
Uhgngupmidkn® nphwyh dpwunnui b Jpuunuiyut wpnwunpnn b
npu uwhdwbubphg nnipu (op.” TU) wpuwhwinn
onitjuywhwidwi puytpnipiniuutph dpol tnp
htwpunpnipniuutphg oquiknt Juwtnph hwunwnnid
bywwnulny thnpuuggkinipiniubph,
hudwwntn ghnnwdnnnyutphp
wighugdul, gnpéwpup
lunphmippubph dbwdnpdw
1wy Uhongikpny
Ohujunwh Enruwupphuihljun- Phqutup unphppunduljut
hnudph b thiph b pplhwljwt | Swowmipyut  unbndnidp
Slawfuninh wwpwbpubkph Juowlgh Jpuunwiyui wy
wpnwnpnipnti wpnwnpnipnii wpuwunpnnubphi,  npnup
guiiljwimd ki ppkug
wpunpuipl wpnwhwuby
Zujuunui
Zujuunwiyul Sluwjuninh TYhuyh Zujuunwl
wpuwnpnipjul gnpdwpun wygtph
dwubugbinubpp/dpdbptph  hudwp Juquulbpynid®
wqnn-qpnuwgpeuhl uygkph huwjwunwiyu

7 zuapY k gk, np LYtun-Luppih dwpgqonud pnpduws 4 hwngwstbtphg tpkiph hwdwp tkpuyugdnud Eu
unyyu wmnwewpynipniuukpp, putth np wnw ku qquih tdwimpiniuubp: Zkwnbwpwp, wyy
wnwewnynipniuttpp tkpujugynd ki nputiu punhwinip wnwewpynipmniuutp todws tpkp ninpunkph
hwdwp: Pugh wyy, wnwewpynipmniuutph swqdwb b hhdbwdnpdwt dwuht wbkih jud gqunltpugnid
Juqutint hwdwn junphnipy £ upynud swtnpwbug tpynt dwpgbpnid hpujwbwgyus wnwudht
htwnwgnunipniutbph wdpnpowljut hwuwnwpnerbpht, npnup thpupnid B Gjultnuyght
pugwhwjnnidubph dwbpudwuttpn:
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Juquuybpynid® LytuUn-Lwppih puytpnipinittph htwn
dwpgnud  Spowpuininh  pnyup wdkgut gnpswpun Juwtnh
htwpuwnpnipjmt b hEpwuwupubtph hwunwndwbt  wowmlghjnt
quuhwndwt tyunulny byuwnulny
Tpulub wpymbputph  phypnid Phqutu dnpnudubinh
Zuyuunwnid S Jpuwunwunid Juquultpynid 61
Sfuwfuninh  wpnunpnippudp  qpunynng | Owbp  wpymbw- | junphpyulgmpymbtkph
plykpnipmubtph nt Sjuwpuninh hnwdp | Phpoipio whglugnud  Lytun-Luppeih
w&kginnlikp  ninkumpymbtbkph Upel | (Enwnuenpénipymi) | 1 Sunijh dwpgkph
Uonnmuljut  hhuniupubpny gnpdwpup puykpmipiniuutnh dholi:
hwpwpbpmipniuubtph unbnénid Upn wonuing Qupbih b
oquugnpdly Epynt
Epypubponid  wppbk  huly
qnpénng gnpéwpupn
wunghwghwbph ubpnidp
Chuwiyniptph
wpununpmipmit b
hwtpwupymibw-
phpnipini
Stpuwnjy
wpynibwpbpnt -
pinLu
(Akntingutinh
wpuunpnipndi)
L4tun-Luppih  dwpgnd  gnugqnupht L4tuUn-Luppih dwpgh
wygtph Juquultpuynid wbipupy wpynibwpbpulut
wpniuwpkpnipniip ubpluyugunn ubkpnidh wnyjuukph
pujtpmipniutbph W thopp Yuph sunbdwpuuh unbnsnid
bwpphuutph hwdwp® dwpgh ugt hwuwbbh nupdubng
wpnibwpkpulju i1 twlh huwjwunuiyw
gnuunbnbuwut puybpnipniuitph phqutuutph hwdwp
opowumd  Edwl, uwluy pwpdpnpul
&kntingbph ppugdwt tyyunwlng
Zunduyipurgha Uswligty Ypwunnwinmd qpnuwppoughl
qenuupnomipis | gnpdwljumipnitinh b ghpungught

nbnbunipjniiubph ukthwlwtwnbtptph

Uhol hudwgnpbwljgnipjut
hupwdwip Epynt
dwpgbpnud/Epljpubkpnud hwdwwntn

qpruwzpouiht wygkph uhgngm| wikh
Uks  pyYny uyghnibbp  ubpgpudbino

yuwnwlny

Uswljgnipinil hwdwjuipuyhte
qpnuuwiononipjull njnpunid
Swnwympiniiitpn vwnnignn hhdtwljw
nhpwlunwpikph  Jdheb  thnpdh
thnfuwbwljdut i1 niunigdwis
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qnpoplpugutpht

Gpynt Epypubtph ntnbtuwluu tkpnidp
ukpluywugunn nwpuswopewtuyght
nntwjwudwnukph Juquultpynid
Juuntwynp hhuniupubpny
hwdwjipuyhta qpnuwponipiniip
hupwtitnt tyuwnwlyny:

Ohuwjuninh Utgqnuughtt wplwwnnnubph | @niquuntnbunipnit | Lkpgpoidubph  jupwimud”
wpununpnipintl ukpgpuynid Swyniph dwpgh | b wgpnphqutu otipunguyht,

Sjuwjunwnh nupnbpnud uwntwpwbught 61
hnijhu-ognuinnu wlhukpht htwnptppuwhwyupuyhti
woppwwnbkint  hwdwp, Epp wnuwnbunipniuitp
wpdwbwgpynid k
dwpnluyhtt  nhunipuubph

wuljuu

Stpuwnpy Quujud upwl, np
wpuwnpnipntl gnpéwput hpujwwgpty k
twputwui
Uwpplphuquyht
niunitwuhpmipnit - GU-h
hwudwp (bpwtiuhu,
Qhpdwihw),  webwnpught
gqnpdpuytpubph htwn
hudwwntny hudwlnniwih
Uwphphuquyht spugph
Upwlnudp Yupnn b jupwily
wyu hwnqwsh qupgqugnidp

Nnpuuyhtt wpwewpympniitkp

Lkpljuyugdws dh pwpp wnwewplnipnitubp Jhpupbkpnid Gu Gpyne Epypubpnud punpdws
hwinyjwsubpht/nnpuinubpht: Zuwnjwsubph Jbpwpkipyuy wnuy b dwbipudwut
wnwowplnipnitubpht jupbih £ swiunpwbw) jmpupwtynip Epiph qElnygnid:

Suynioh b £dbun-Lwippihh intwjwdwrh (nntwwdwniubph) wypuipubp b swnwympniuukp

Blujtinwhtt hbnnwgnuunipniip pugwhwjntg Epynt dwpgqtiph wbtnbuwlut  tbkpnudp,
hswtu twlb hpdtwui phqubutbpp: Uju  tbpnidt oquuwgnpstnt  hwdwp Jupbh k
Juquulkpyl] nniwjudwnitp ynnkighw) qnpsplltpibp tkpgpudbne b bplynt vwpgkpmd
wnlw  hhdbwlut  poppp wypwbpwnbuwlubpt nt Swowynipnitubpp ubpiuyugubing
tywunwlny: Um Juywuwnh jswhwqgpghn Ynnubkph dhol ulqpuwmljutt hwpuwpbpnipjniuttph
hwunuwndwiip:

Snutwjwdwnutph  oppwtwljubpmid jnipupwiymip pnpuws hwndusdp ubpfuyugunn
puybpnipniiutphtt Ypudbnugdh hpbkug wpunwnpuipp, Jupnpnipmibtipt no Juphpubpp
ubpuyugubint  htwpwynpnipnii: Uju npbhypnud, bEpp wdju hwundusép  (nbpuwnjy
wpynibwpbpnipini,  Sjuwjuninh  wpunwnpmipnit,  hwbpwpynibwpbpnipmit b wyh)
ubpjuyugynid £ JEY jud Gpynt ghpujuwnwpubpny, Jupbh E wyn sunphwtnbuttph hwdwp
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uwhdwtl] hunwl hwdwdwjubguws dwdwbwly, nphtt jhwenpnku wnwnkughw) gnpépuljkputph
htin nbd wn nbd hwinhwynudubpp: Uyn Yepy qquiphnpbt wéh dhgngundwiup  junpnp
Antwpimipniuubph tipjuyugnigsnipjut hwjuwbwlwbnipniup:

Puquuphy gpipujunuputp vhwynpnn b juyt vyundwt wyputptbp nt Swnwynipnibtp
dwwnnignn wy] nnpuikpp (Upgh wpunwnpnipnit b Jekpudowlnid, ghunt wpuwnpnipintl,
hmpuwwnubtp b  gpnuwgpouyhtt  owkpwwnputp, Ywph $wpphuikp b wy) hpkug
gnpéniubnipniup Jupnn tu tbpuyugtl] nintwjwdwnubph wibgjugdwi nne pupwugpnid:
Udbht, wnbwjwdwnubptt wdbh dké  wpdbp Juwb  hwdwjupwjhtt  qpnuwppenipjub
qupqugdwip, pwtqh wnbwjwdwrh dwubwlhgubpp Yuwpnn o hpnoppbudl] ptnpdws
hympunubpnid, hisybu twb Swinpwiw] hwdwjiph nkuwpdw qpnuwopowghtt Juypbpht:

Llwt nnttwdwdwnubph hwonnnmipjut hhdtwljwubh gnpénuttpt ku.

¢ Uy nntwdwdwnubphg nipupwignipp whwnp k gnpsh wntijuqu 2-3 op’ jnipupuiiynip
Juypnud, npp juwwhnygh ny dhwytt wydbjh Ubs pyny dwubtwmljhgubph tkpluynipnit, wyjjh
pujupup dudwbwl’ wbknpijunjuwlwt hwinhymdubph b phdwwnhl gnpstwlui
wupuwwuniupubph wiughugdwt hwudwp.

e Uhongunuw wuwpowd twhwyuwnpuuwnnid® ponp wuybklnubpny, ujuws wjbtyhuh
hwpgtphg, htswhupp b tyuwunwlwhwpdwp Juyph pbupnipemiup b hpwydkpubtph
dudwtwlihtt  wwpwsénudp® pughniy dhsh ghquyibpulwut  nsnudubpt m
nbnbkjuwnynipjut pnuwbnwlnipniop:

e Uwuwhnyb] Uhgngundwut wjtyhuh pulbpnipjnituttiph b wthwntbph dwutwlgnipiniup,
npnlp Jupnn ki tbkpppnud juwnwpt) dhongundwt juquuljtpyuwt gnpénid b unbnsty
Epupuwwnlb hwdwgnpswlgnipnit: Nrunh, Jupbnp E np twdwb dhgngunnidubph
wwuwynpdw gnpdpupwugp ufudh twpwnbtuduws dudlbnhg sowwn wykjh onun’
unwbwny nntwjwdwnh wighjugdwt Juyph b dudjbnubph websnipjudp hhdtwlwb
owhwqpghr Ynnudbph twpbwlwut hwdwdwjunipniup:

e Luywunwlwhwpdwp bt wyy dhongunmidubph yjwbwynpdwb Jurn tnihg uluws
ubpgpuybl] wnbknulwt hoowbnipnitubph  ukpyuyugnighsutphtt®  hwodyh wnubng
nbnuljut ntnbtumpjut hwdwup Jhgngundwt ogurnuqup (hubnt ywnnkughwp, Giuknyg
dpwgpuyhtt Swhuubph pubwnnmput tjuunwenidubphg b, wdkbwluplnpp, hwoyh
wntbny wyt hwbquuwbpp, np mEnuiwut hpjwinipmitubpp jupnn o tywunt tdw
twhiwdbnunipjniuibph hwennnipjuwup/dwpnndwin:

Skntjuwunynipjub thnjpwtwlnmd

Quplnpynd L phpwhiughtt nnpuubkpp jupquynpnn b Epyme Epypubpnid  gopénn
juwiuntwlupgbph m pugnitdus gnpstjujtpytph dwuhtt hpugkiusnipjut dwjupnulh
pupdpugnidp:  Ghwbjhputiph  wwlwuh jpugnudp  npnohs  gnpént £ dhguwhdwbuwght
hudwgnpsuljgnipyut upwtidwt hwdwp:

Uju puunph nusdwtt hwdwp upbh £ juquultpyt] ptnpjus hwndusubph phdwnhy
qnpstwlwh yupwudniuplbp hbnljwy phdwlbph onipe’

e hwdwjupwjhtt gqpnuwoponipjut qupqugnid, wngutg dwppbphtq, hjnippujunipjub

qununuhpubp.
e hwdwunbtn gqpnuwppowihtt thwptputp wpwewplbint ynnkugu;® Swynioh b Lytun-

Lwuinppihh (b wy) dwpgbph nipnmipiniuubpny.
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o Pytun-Lupplh b Swynioh dwpgbpnid dpgh wpunungpnipyuit b Judwnph plyuyidwt
htwpwynpnipniuttp.

e gnuughwulwb wnbnbumpmitubph dhol ubkqnuuyhtt woppwwnnidh thnpwbwldw b
gnuuntnbuwlut vuppuynpnidutph/dkpktwtnh thqhtigh hpugnpsthnipni.

e wpubpipnd npny wwypwbpwwnbuwlubph hwdwnbny gondugndwt b ppkughugh
hwpwnpnipibiibp  (op.  «Unyyuuywly»  splp/qhtthikp/junhwiing/  qpnuwepehlyutph
hwdwp hwdwwntny Swdthnppuljut ninkgnygubp b wy):

Swhuynquiljui unghp nknmu hupunnpm pymbikpi mumdbuuhplynt byyunwlyng

Snutwjwdwntbtpp  Jupnn ki dwubwlhgubph  dnn npnp dnwhnugnudubph b
htwwppppnipmititiph - wnweowgdwtt wnhpe hwighuwbw;: Zbknwqu  hwnnppuljgnipniup
hupwibint btyuwwunwlng® Swiynioh b LYbkUn-Lwuppih dwpqbph puljbpnipniubbphtt whnp Lk
httwpwynpnipnit pudbniyh dwubwlglint vwhdwihg wyt Ynnd qunudnn hpkug wynunbkughuyg
gnpdpuljpubtph htn minnud juquwljbpuyynn hwunhwynidubpht:

Pntujulwt hwbquuwbptbpnd tdwt wygkph juquultpynudp  guypdwbwgnpynd  k
wnunbughw) qgonpépulbputph  Ynnuhg bwdwenwn  Spwghp/huybgulupg  ubpluyugubnt
Jupnnnipjudp, npunbn  Jpuguunplh tdwb  hwinhwynudubph/aygiph upbnpnipniip b
Jubpyuywugyh hhdbwynpmd® nputng hull Jbpohutitpu nupdubind wybh wppynibwdbn b

wnwpuyuluie

Uhouwhdwiught  hudwgnpbuljgmpjutt  Jtpuwpbpjuy junphppunynipjut wpudwunpnid
puyEpmpmiuttpht

busytu pugwhwjnytg htnnwgnuinnipjut wpyniupnud” pukpnipmibutph oppwinid wnlju L
wnlbunnpuyht, hwpluyht, tkpgponidughtt b wy juintwlwupgbph, htyybu twb hwplhwb Epypowd
wpliwwnbint gnpstwlut wuwybunutph dwuht ghwbjhpubph wwlwu: Unwbg {dtpntgyug
ghwnbhpttiph’ vwhdwthg wyt Ynnd wynwnkughw) gnpépulbpubph dwuhtt hpuqbiwédnipiniup
pujuwpuwp  sh  (hth hwdwgnpsuljgmput  uljqpuwynpdwtt hwdwp: Nwunh, swhwqpghn
puytpnipnitubpht dwuttwmghnwlwt  junphppuwunynipjutt. mpudwnpnidp J&nnpny
wwbwlnipnit  niuth:  Ophtwl]’ Spiwjuninh wpuugpnipjudp qpunynn  huyuljub
npuytpnipmnitutpnh hnudph ywhwiowplp puduwpuptnt tywnwlny LYytun-Luppihh spowtnid
Shuwhinnmwpnyuh  wpunwunpnipjut puyuytdwt hwdwp  juwhwbedh hopbkph npuljh U
wpuiwwinnidh hdwnnipinitkph ntuntdbwuhpnipyut hppujutugnid: Uiniu ophttwlp yEpupbpnid
E nhwyh dpwunwt wpymbwpbpujut dknungutiph wprnwhwidwt punuyudwip b BU oniju
Uninp gnpstnt httwpwynpnipjubip: Quuywés wyju wpunwunpuiph tjuundwdp wniu b JdkS
htwwppppnipini,, wypnihwunbpd, twpupwt  Spwgpuyhtt  dvhgngupmidubph — dpwnudp,
wihpwdton b ppujutugut] dpuunnwith b BU snijuubph wwhwbowplubph dwipulplhn
niuntdtwuhpnipini: Ldwt Juphpubph wpwowgdwt nbwypnid spwgpuyjhtt phup wbwp L
Jupnpquitw  wpwewpll] hwdwyuwunwupwt nisnidubp’ wnwownpynny phdwuubph onipy
pupdpnpul dwubwghnwlut junphppunynipjut mpudwunpdut dhongny:

Yhpunniw hwppuwyh vnbnénd
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Cwhwqgpghr Unnutph hbkn  wppynmibwdbn hwnnppulgdbnt,  wnbnbjunympmt
yntnwljunuyhtt mjuutp hnppwbwlbin, hsybu twb Epjupwdudjbn hwpwpbpnipniuttp
hwunwwnbint b yipghtiubiphu qupqugdwt pupwgpp dpnnwnhnwpltnt hwdwp, withpudbon k
nhunwnpll) wnguig, ny Swhuwwwnwp, puyg jubntiwynp §Epyny pupdwgyny b juy junwwpynn
Jhpuiniw) hwppwlh unbknddwt htwpwynpnipjnitp: Uy hwppwljp jupnn E swnwgl) b’ npybu
punhwtnip punyph nt nnpunttpht tbphwwnnil mknkynipniuttph ywhng, b’ npuybu wdyuukph
puqu, npnkn Jubpunykt mbnulwb puljEpnipniuutph ypndhih, wpnugpuph, hqnpnipjut
dwuhb mbinklnmpmibubpp b tpubg Ynnwljnwghtt nyjugubpp:
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Baseline Study Report: Tavush Region

Opportunities for increasing cross-border economic development between the Tavush and
Kvemo Kartli regions: the Armenian perspective
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RA Republic of Armenia

WTO World Trade Organization

GSP Generalized Scheme of Preferences

UsSD U.S. Dollars

IMT International Masis Tabak

B&B Bed and breakfast

CBT Community-Based Tourism



Executive summary

This study was conducted within the framework of the “Cross-border Economic Development”
(CED) project implemented by the Georgia-based Civil Development Agency (CiDA) in
partnership with the Armenia-based Support for Noyemberyan (SFN) and the Northern Branch
of Eurasia Partnership Foundation (NB EPF). The CED project is implemented within the EU-
funded Eastern Partnership Territorial Cooperation (EaPTC) project.

The baseline study was commissioned by Eurasia Partnership Foundation (EPF) to support the
implementation of the CED project aimed at increasing cross-border economic cooperation
between the Tavush region in Armenia and the Kvemo Kartli region in Georgia. The study
started in November 2015, was finalized in March 2016 and consisted of two main phases. The
findings of the study showed that there is significant unrealized potential in developing cross-
border economic cooperation between the neighboring regions. At the stage of identification of
specific sectors for analysis (see section 1.2), it became clear that at least three out of these four
sectors not only have the potential to expand into the Kvemo Kartli market but also to establish
joint business initiatives, since these sectors were comparably underdeveloped in Kvemo Kartli
while a high level of demand for such products or at least the potential to develop such a
demand existed. In addition, one of the sectors, community-based tourism, had large untapped
potential to benefit from increased cooperation, visibility and knowledge sharing between
counterparts from across the border. Joint tours, combining efforts to promote such tours in
external markets and experience sharing are areas where cooperation between the tourism
sectors of these two regions has yet to materialize.

Besides this potential for development, the study revealed that there is also notable willingness
among the key players of the selected sectors to engage in such cooperation. There has not been
a single respondent who either refused to be engaged in the program or doubted the possibility
of benefitting from the program components, namely increased knowledge on the regulatory
frameworks of both countries and opportunities for cross-border economic cooperation.

Nevertheless, it should be emphasized that most of the interviewees had a limited vision of such
opportunities, mostly perceiving them as just as a way of increasing the markets for their
products and services. Less frequently, entrepreneurs considered cooperation across the border
as an opportunity to learn from their counterparts, while making an investment or generating
additional resources for their own business was seen even more rarely. However, the most
significant bottleneck for the development of cross-border cooperation is not a lack of
imagination but rather an information gap regarding these opportunities. This information gap
was observed both regarding market needs and legal requirements to work across the border but
most importantly in the form of a lack of reliable and detailed information on the names and
places where such cooperation could materialize.

The elimination of this information gap should become the cornerstone of the program. For this

purpose, various types of programmatic interventions can be designed; starting from the
organization of large-scale fairs and festivals and ending with sector-specific workshops,
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separate consultations and fact-finding/study visits (see section 4.2 for a detailed discussion of
these opportunities).

Description of Baseline Study and Methodology

The overall aim of the baseline study is to reveal the existing economic conditions in the two
neighboring administrative regions, namely Kvemo Kartli in Georgia and Tavush in Armenia, in
order to identify the areas and means for increasing cross-border economic cooperation, taking
into account that these two countries, being members of different customs systems, have
preferential access to two large markets.

In order to achieve these goals, a specific research methodology was developed. A baseline study
was carried out from November 2015 to January 2016, and consisted of two main phases: desk
research and fieldwork.

During the desk research phase:

a. the main sectors with the highest potential were identified (for an outline of the sector
identification strategy as well as the results please see section 1.2),

b. the formal regulations related to these sectors were reviewed, including the tax
system, trade overview and customs affairs (for details of findings please see Section 2 ), and

c. data collection tools were drafted and piloted (please see Annex I for topic guides of
the in-depth interviews).

During the field research phase, 43 interviews were conducted with individuals representing
the selected four sectors as well as experts on specific sectors and public officials (please see
Annex 2 for the full list of interviewed individuals). While selecting the individuals
representing the sectors of our interest, we tried to include the broadest possible range of
perspectives. Therefore, the following factors were taken into account:

e inclusion of individuals representing all four main sub-regions (Berd, Dilijan, Ijevan,
Noyemberyan) as well as the main communities of the region,

e inclusion of a wide range of actors that contribute to the value chain in each of the
sectors from small-scale producers to individuals having a leading role in factories,

o to reflect the external perspective, we also targeted experts who had in-depth knowledge
of the selected sectors or economic-community development experience as well as public
officials.

As a result of this selection strategy, we were able to conduct interviews with 43 individuals
representing the selected sectors as well as local and national government officials (seven
community heads and two national officials) and sector experts residing both in the region and
the capital. This enabled us to have a holistic picture of the current state of the specific sector as
well as triangulated information and views expressed by different players in the value chain.

For instance, in the tobacco sector, we were able to talk to five tobacco farmers residing in four
different communities, two of whom worked at the same time as managers of local tobacco
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collection and drying facilities. They served as intermediaries between the factory and farmers,
and therefore had a different perspective. For a better understanding of the sector, two
representatives of tobacco factories were also interviewed, which enabled us to be informed
about the insights of big business and the larger development strategy.

Similarly, with regards to community-based tourism (CBT), we interviewed six B&B owners
from all four main sub-regions (Ijevan, Dilijan, Noyemberyan, Berd), one of whom also worked
as a tour agent and guide. In addition, two tour agents were also interviewed from two other
sub-regions as well as the head of the tourism department at the Ministry of Economy.

Taking into account the specifics of the sector (a large number of producers and a variety of
products), the biggest number of interviews were conducted in relation to the fruit production
sector. Here we interviewed eight farmers from six different communities that produce/collect
all three main groups of fruits, an individual who is engaged in reselling fruit, five individuals
who represent small and medium-size (in this context, large) enterprises working in the field of
fruit processing. In this regard as well, we tried to target the largest variety of players, starting
from people engaged in dry fruit production and ending with managers of a large wine and
brandy factory that recently expanded also into fruit processing activities (juices, canned food
etc.). In addition, we talked to seven community heads and one expert in community
development who worked in assisting fruit production improvement.

Regarding representation, the smallest number of interlocutors was from textile/glove
production, which is natural since this sector was over-concentrated. We conducted two
interviews with individuals who manage a large facility producing gloves, an individual
entrepreneur who has established a sewing company, as well as representatives of Choratan
village where the glove production factory is located.

To summarize the strategy of data collection during the field phase, we conducted as many
interviews as necessary to form a good understanding of the sector, its challenges and
opportunities, existing capacities and priorities, to reflect on different perspectives of value
chain actors and to design sector-specific recommendations.

Sector selection

Generally when identifying the main sectors for research in the Tavush region, it would have
been better and more accurate to get detailed data and statistics on the trade, output, tax
regulations and so forth on a regional level. This would enable one to have a clear and in-depth
idea about current economic trends in Tavush and Kvemo-Kartli as well as future cross-border
cooperation and development opportunities between the two regions. However, some data and
statistics, particularly the ones related to cross-border trade between the Tavush region and
Kvemo-Kartli were not available. Therefore, the team used a combination of different methods
to identify the sectors and developed the following three-step approach:

a. Based on the highest output at a regional level during the last three years, a list of the
most successful/established sectors was identified. This enabled using the potential of
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already established sectors in cross-border cooperation and will assert the
accuracy/reliability of the selected sector.

b. Based on special national and regional legal conditions (e.g. tax concessions, quotas,
exemption of customs duties, past traditions, geography and etc.), the list of sectors
with the most growth potential was identified. For this purpose, data on the highest
level of increase of output within the last three years was also considered.

c. Based on aggregate data on trade between Armenia and Georgia for the last three
years, the list of largest sectors!? in terms of cross-border trade between Armenia and
Georgia was identified. This allowed identifying the sectors with development
potential in the frame of cross-border trade between the two countries. Afterwards we
narrowed down the list of sectors to the regional level, and considered the ones that
are most relevant to the Tavush region.

In addition, we undertook certain measures to ensure that the identified sectors were indeed
viable and interesting from the standpoint of the project’s priorities. For this purpose, the team
reviewed all the available documents and reports on the Tavush and Kvemo Kartli regions
analyzing economic trends, development prospects, output, demography and special legal
conditions. Moreover, we carried out phone interviews with several local state officials and
entrepreneurs.'

As a result of this exercise, four specific fields were selected to be further examined for the
Tavush region:*

e Production and export of fruits (08 HS 0806 (grapes fresh or dried), 0809 (apricots,
cherries, peaches, plums & sloes, fresh), 0810 (fruits other — strawberries, raspberries,
blackberries etc.),

e The production of cigars, cheroots, cigarillos and cigarettes (HS — 2402),

o Textile, especially the production of gloves under HS — 6116,

e Community-based tourism, as a form of tourism where the “main tourism products are
developed and consumed” in the community which actively participates and has control
over the development and management of tourism.

We selected the latter not so much based on the results reflected in the official statistics,

although there were notable positive trends regarding this sector as well, but rather due to
recommendations coming from initial interviews and partners.

Analysis of the regulatory framework

Tax System

2The list was comprised of commodities with annual export/import results of more than $500 thousand. In addition we
used the Harmonized Commaodity Description and Coding System (HS) so as to avoid differences in classification of
commodities, to be able to compare the trade data across two countries and also to select specific sectors.
13 This proved to be a useful exercise, since at least one sector (HS-4101. Raw hides and skins of bovine or equine
animals) was removed from the list once phone interviews revealed that activities in this sector had halted.
14 Since each of these sectors is presented separately, the justification of selection is also presented in those sections.
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Income tax

Income tax is paid by both residents and non-residents including sole traders and notaries (The
law of the RA on income tax 2010, GT 2015, KPMG 2013).

Table 1. The Iist and definition of the main income tax payers in the RA.

Taxpayers Residents: natural persons who have lived for more than 183 days in
the RA during a tax year or whose center of vital interests is located in
the RA, as well as state employees who are temporarily overseas.

Non-residents: Other natural persons not covered by the definition above

Object of taxation:

o for residents: the accrued taxable income received in Armenia or overseas (passive
income and the income received from civil-legal contracts for natural individuals who
are not sole traders or notaries).

e for non-residents: the accrued taxable income (as stated above) received from only
Armenian sources.

The taxable income is determined by subtracting certain deductions and expenses from the
gross income of the taxpayer (see table 2) (The law of the RA on income tax 2010, GT 2015, KPMG
2013).

Table 2. Deductive income as stated by the law on income tax of the Republic of Armenia (RA)

Deductive income Exceptions |

Benefits as stated by RA legislation Maternity benefits

. oy Pensions paid under the voluntary pension

All types of pensions as stated by RA legislation P P
system

a . Contributions on the volunta ension

Insurance contributions Ak
scheme by the tax agent

Royalties, financial assistance and support paid on

social assistance grounds

Compensation paid for performance of work

(provision of services) on the basis of a civil-legal or

labour contract

Compensation paid for unused vacation in
the case of termination from work

Proceeds received by natural persons, other than the Revenue received from the endowment of
tax agent, from the endowment of a property a property as part of a business operation.
Monetary and in-kind assistance given to natural
persons by non-commercial organizations that are
registered with the tax authorities

When the lender and the owner have an

Receivable loans and credits )
agreement about reimbursement

Source: Derived from OGZU (2010)

Expenditure includes: material costs, salary and payments equivalent to salary, depreciation,
insurance remittances, rental fees, non-refundable taxes and duties, loans and other interest on
borrowing, warranties, guarantees and other banking service fees, advertisement expenses,

40



representative expenses, sponsorship expenses, judicial expenses, business trip expenses, fines,
penalties and other similar expenses, expenses on audit, legal and other consulting, information
and administrative expenses, factoring, and asset transaction (fiduciary) costs, expenses that
were understated during the previous three years. The deductions and expenses mentioned
above apply when determining the taxable income for both residents and non-residents (The
law of the RA on income tax 2010).

Figure 1 represents the basic tax rate in the case when the tax agent is obliged to pay the taxes.
If the amount of the monthly payable income is less than AMD 120,000, then 24.4% of that
income is taxed. If the amount of taxable income is between AMD 120,000 and AMD 2 million
then AMD 29,280 (which is 24.4% of AMD 120,000) is paid as tax in addition to 26% of the
remaining taxable income. If the monthly taxable income is more than AMD 2 million the tax
rate increases to 36%, i.e. AMD 518,080 (which is 26% of AMD 2 million) and 36% of the
remaining amount of taxable income is paid (The law of the RA on income tax 2010, GT 2015).
Figure 1. Income tax rate according to the law when the tax agent pays taxes

24.4% 26% 36%

if the amount of taxable

. . if the amount of taxable
if the amount of monthly Income 15 bet\_/ve_zen AMD income is > 2 million, then
ble income is 120,000-2 million, then AMD 518,080 + 36% of
taxa AMD 29,280 + 26% of !

< AMD 120,000 the amount exceeding

the amount exceeding AMD 2 million

AMD 120,000

Source: (The law of the RA on income tax 2010, GT 2015 & WB 2016)
There are several exceptions from the basic tax rate:

e In order to facilitate agriculture development for taxpayers engaged in agriculture,
income received from the sale of agricultural products (cereals, technical crops, seeds,
products from animal breeding (livestock, pig, sheep) etc.) is not subject to taxation.
Furthermore, if that taxpayer has an additional source of income which does not exceed
10% of his/her total income the taxpayer is free of paying income tax.

e In order to promote IT development in Armenia, for the salary paid to employees and for
the income which is equivalent to salary during the certification validity period, the tax
rate is set at 10%.

e The income tax rate is 13% if the tax agent has signed a contract with a resident of the
RA and the latter performs the work exclusively overseas and within the scope of
projects approved by the Government of the RA (The law of the RA on income tax 2010,
GT 2015, KPMG 2013).

Figure 2 represents the basic tax rates when the tax agent does not withhold income tax. The tax
rate is 24% when the amount of monthly income is less than AMD 1,440,000 and 26% when
the amount is more than AMD 1,440,000.
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Figure 2. The tax rate in the case when the tax agent does not withhold income tax

24% 26%
AMD 351,360 + 26% of the
<AMD 1,440,000 amount exceeding AMD
1,440,000

Source: The law of the RA on income tax (2010), GT (2015) & KPMG (2013).

The tax rate varies also for foreign citizens and for those who do not have any citizenship but
have an income from Armenian sources. Table 3 illustrates the basic tax rates for this group of
people. In order to avoid double taxation, the source of income of RA residents received
overseas is taken into account.

Table 3. The basic tax rate for foreign citizens and for those who do not have any citizenship
Insurance payments and income from transportation (freight) 5%
Royalties, interest gains, lease of property, increase in property value 10%
Source: The law of the RA on income tax (2010)

In January 2014, a mandatory funded pension scheme entered into force. The participants of
this system are employees, notaries and private entrepreneurs who were born in 1974 and
afterwards. This includes also foreign citizens or individuals who do not have citizenship and
work for an Armenian company and receive income that is subject to income tax. The overall
amount of pension contribution is 10% of basic income. 5% of the amount is paid by the
employee and the other 5% is transferred from the state budget (The law of the Republic of
Armenia on pension funds 2010, KPMG 2013).

Value added tax

VAT is required to be paid by legal entities who have the right to carry out or who are
registered in the RA as carrying out business, private entrepreneurs and notaries, branches of
foreign organizations as well as individuals who are not sole traders but carry out activities
taxable with VAT (The law of the RA on value added tax 1997, GT 2015 & KPMG 2013).

The VAT rate is 20% of the taxable turnover of goods and services. In the case of
reimbursement, the VAT is calculated at 16.67%. For non-commercial organizations that are
not eligible to carry out business activity as well as for natural persons, the threshold for VAT
payment is AMD 58.35 million. In all other cases, the threshold for determining whether the
taxpayer is a VAT payer or not is the amount of turnover tax, which is currently AMD 115
million (The law of the RA on value added tax 1997, GT 2015 & The Law of the RA on profit tax
2012).

For certain products, the payment of VAT is postponed: surgical bacteria sterilizers for surgery
and laboratory use, and some other bacteria sterilizers, dishwashing machines, equipment for
washing battles or other items, equipment for filling and stamping battles and similar items,
various types of cranes and lifting trusses, some types of bulldozers, machines for plowing land,
presses, crushers or similar equipment, equipment for producing paper or similar products, some
types of printing machines, some types of sewing machines, equipment for producing leather,

42



machines for producing electronic lamps or other products, equipment for making cigarettes,
electrical machinery and mechanical appliances (The law of the RA on value added tax 1997).

Table 4 represents the exemption period for the commodities mentioned above. If the customs
value of imported goods is less than AMD 70 million the extension period is one year after the
assertion of goods. If the customs value of the imported good is AMD 70-300 million, the
extension period is 2 years. Finally for goods with a customs value of more than 300 million, the
extension period is 3 years.

Table 4. Exemption period subject to the assertion time and value of commodities

Timeframe Customs Value ‘
1 year < AMD 70 million

2 years AMD 70 million — 300 million

3 years < AMD 300 million

Source: The law of the RA on value added tax (1997)

Furthermore, certain products under the Foreign Economic Activity Commodity Nomenclature
classification system (FEACC) (especially used in agriculture) are exempted from VAT, e.g.
various types of machinery used in agriculture for processing, cultivating land and for collecting
and threshing crops, machinery for milking and processing of milk, fertilizers, miscellaneous
chemical products, particularly insecticides, fungicides, herbicides, detergent substances, items
for educational institutions, music, art and art institutions and art schools, sport schools,
vocational schools etc. and revenues within the scope of tuition fees, educational supplies, such
as notebooks, drawing albums etc., the sale of semi-finished goods of precious metals that are
used in jewelry as well as precious metals, handmade carpets directly produced by the producer
in the RA, the import of cigarettes by those individuals who are not cigarette producers or
importers, the operation of casinos, the import and (or) sale of diesel, the operation of gambling
machines, the organization of internet gambling, the export of goods, transit transportation
through the territory of Armenia (The law of the RA on value added tax 1997). For the import of
unmanufactured tobacco, tobacco refuse (commodities under HS/FEACC 2401) by organizations
and sole traders - 0% VAT rate is applied in all these cases (The law of the Republic of Armenia
about the confirmation of the list of goods (not subject to excise tax) imported by organizations and
private entrepreneurs that are exempted from value added tax 2001).

For the export of goods from EEU countries to Armenia, VAT is paid to the tax authorities (The
law of the RA on value added tax 1997, Treaty on the Eurasian Economic Union 2014, The law of
the Republic of Armenia on the characteristics of the calculation and the payment of indirect
taxes among the member countries of the Eurasian Economic Union 2014, MoE 2016). In the
case of exports from Armenia to EEU countries, the VAT rate is 0%. If the exporter of goods
(except natural persons) has the necessary documents), a 0% VAT rate may apply. These
documents include an agreement between the taxpayers of both EEU countries stating the
export/import of goods, a bank account statement approving the transferred amount of money,
transportation documents and other documentation. All the necessary documents should be
provided to the tax authority within 180 days after the actual export of goods. In the case of
Georgia, Armenia has an agreement with Georgia that excludes double taxation, i.e. exported
goods from Georgia to Armenia are not taxed on the Georgian border (Agreement 1998).
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Profit tax

Profit tax is paid both by residents of the RA (e.g. organizations and contractual investment
funds with state registration) and non-residents.

Object of taxation:
e For residents: it is the taxable profit obtained within and outside of RA boundaries.
e Non-residents: it is the total profit received from Armenian sources.

The tax rate is 20% with respect to the table profit, and for investment funds it is 0.01%.
Taxable profit is the positive difference of gross income and deductions as identified by the RA
law on profit tax. For investment funds, the taxable profit consists of the net assets. Expenditure
includes all the costs directly or exclusively connected with the production of goods, provision
of services, disposal of goods or provision of consulting etc. (e.g. material costs, salaries and
other employment-related costs, depreciation, insurance payments, non-refundable taxes, duties
and other obligatory payments, interests on loans, representative expenses and so forth). Special
accounting and financial rules stated by RA laws and regulations apply when determining the
amount of profit tax (The Law of the RA on profit tax 1997, GT 2015).

The tax rate is different for groups of resident taxpayers who satisfy the following conditions
(The Law of the RA on profit tax 1997, GT 2015):

o Entitled groups of taxpayers are in the extraction and processing of metallic minerals,
processing or sale of precious stones, production or sale of jewelry products, production
and sale of excisable goods.

e The sum of the services provided to non-residents outside of Armenia and/or the work
done for non-resident organizations outside of Armenia and the goods exported from
Armenia under the export procedure and/or moved to another EEU country does not
exceed AMD 40 billion.

e During the reporting year, at least 40 billion AMD was transferred to the bank account
of taxpayers opened in the resident banks of RA in connection with export activities.

e During the reporting year, the taxpayers and/or the group of taxpayers do not have any
revenue from importing goods, or work performance or provision of services with the
exception of interest received for the loan given to non-residents.

If the taxpayer satisfies all the conditions mentioned above and the sum of the services provided
to non-residents does not exceed AMD 40 billion, then the taxpayer or group of taxpayers pay
5% profit tax. If all the criteria mentioned above are satisfied and the sum of the services
provided exceeds AMD 50 billion, then 2% is paid. 5% is paid also when a group of resident
taxpayers carry out activity in the sphere of construction or installation within the scope of
projects approved by the government (The Law of the RA on profit tax 1997, GT 2015).

As in the case of VAT and income tax, special conditions apply to taxpayers who work in
agriculture. If the profit was gained from the sale of his/her own agricultural products (cereals,
technical crops, seeds, products from animal breeding (livestock, pig, sheep) etc.), then it is not
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subject to taxation. Furthermore, if a taxpayer has additional sources of income, the total
amount of which does not exceed 10% of his/her overall income, than the taxpayer is exempted
from paying profit tax. Taxpayers who produce and sell handmade carpets are also exempted
from profit tax (The Law of the RA on profit tax 1997, GT 2015).

Table 5. Profit tax rates for non-residents
Type of profit Tax rate
Insurance compensation, reinsurance payments and income received from freight 5%
Income from the lease of property, passive income (with the exception of the
income received from freight)

Other services provided by a non-resident organization, as well as the income

received for the provision of services for the subdivision of the non-resident
Source: The Law of the RA on profit tax (1997)

10%

20%

Turnover tax

Turnover tax (TT) is a substitute to VAT and/or profit tax for sole traders, trade organizations
and notaries. If the return on sales of delivered goods and services (performed tasks) of
individuals or their turnover during the previous calendar year without VAT does not exceed
AMD 115 million with respect to all types of their activities, then they are required to pay
turnover tax. The tax object is the return on sales of goods and services (performed tasks)
delivered by the TT payer during the reporting period, as well as other received incomes. The
reporting period for this tax is every three months.

Table 6. Turnover tax rates before October 2014

Income type Rate

Income from trading activity 5%
Income from production activity 3.5%
Income from lease, interests, royalties, disposal of assets

] ] 10%
(including real estate)
Income from notarial activity 20%
Income from other activity 5%

Source: The Law of the RA on profit tax (2012)

If the taxpayer entitled in a trade activity provides all the necessary documentation as stated by
RA laws and regulations confirming the purchase of goods (including indirect taxes) then the
taxable income is reduced by 4% of the expenses. In this case, instead of 5% only 1.5% will be
taxed (The Law of the RA on profit tax 2012).

Excise tax and taxation of cigarettes and tobacco

Excise tax is an indirect tax paid to the state budget. The taxable commodities, according to the
law, are beer and wine (with the exception of brandy spirits) and alcoholic drinks, cigars,
cheroots, cigarillos & cigarettes, unmanufactured tobacco, tobacco refuse, diesel, oil etc.

Excise tax is paid for the import and sale of cigars, cheroots, cigarillos & cigarettes,
manufactured tobacco substitutes, tobacco refuse (HS 2402 and 2403). All legal individuals
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(including branches or divisions and representatives of foreign legal persons) as well as sole
traders that produce or import cigars, cheroots, cigarillos & cigarettes, unmanufactured tobacco,
and tobacco refuse are required to pay excise tax (The Law of the RA on excise tax 2000, GT 2015).

As in the case of VAT, special rules apply also for excise tax in the case of trade among EEU
countries. The exporter is exempted from paying excise tax if he/she has all the necessary
documentation regarding the export of goods and the recipient (Treaty on the Eurasian Economic
Union 2014, The law of the Republic of Armenia on the characteristics of the calculation and the
payment of indirect taxes among the member countries of the Eurasian Economic Union 2014).

Table 7. The basic tax rate for cigarettes and cigarette substitutes

e

2402 10 00011 Cigars containing cigarettes )

240290 00011 Cigars, other 1000 pieces AMD 605,000

2402 1000012  Cigarillos containing tobacco

240290 00012 Cigarillos, other

24022090011 Cigarettes containing tobacco with filter

24022010011  Cigarettes containing clove with filter 1000 pieces AMD 5,500

2402 90 00013  Cigarettes, other with filter

9402 20 90012 Qigarettes containing tobacco without
filter

240220 10012  Cigarettes containing clove without filter

240290 00014  Other, without filter

2403 Industrial substitutes of cigarettes 1kg AMD 1,500
Source: The Law of the RA on excise tax (2000).

1000 pieces AMD 16,500

1000 pieces AMD 1,540

Goods that are not subject to excise tax (The Law of the RA on excise tax 2000):
e alienation of goods subject to excise tax under the “export” or “re-export” procedures
e goods taxable by excise tax imported or exported according to the customs procedures
identified by the EEU and RA customs legislation other than the “release for domestic
consumption” customs procedure
e Import of goods taxable by excise tax that are for personal use and are not considered as
an entrepreneurial activity as stated by the RA legislation.

Tax privileges and other issues

Taxation of border communities: In addition to the tax regulations mentioned above, in 2014
the Parliament of the RA adopted a law giving special privileges to border communities (The law
of the RA on the tax exemption of activities carried in border communities 2014a). The main purpose
of the law is to promote the economic development of these communities. As part of the law, 58
communities were selected from the Tavush region including the city of Berd, Noyemberyan,
and the villages of Aygedzor, Berdavan, Dovegh, Varagavan, Tavush, Tsaghkavan and others.
These communities are known for the cultivation of unmanufactured tobacco and peach as well
as the production of gloves (The law of the RA on the tax exemption of activities carried in border
communities 2014b, RA Government Decision 1998).
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The exemption applies to retailers and producers regardless of the point of sale of the final
products, and activities carried out by the law on licensing fee (e.g. dental services, catering
activity, car parking activity, hairdressing etc.).

Individuals, sole traders, natural persons and organizations are exempted from turnover,
income, VAT or profit taxes. Exceptions from this rule consist of products that are subject to
excise tax (The law of the RA on the tax exemption of activities carried in border communities 2014b).

Taxation of family business: Exceptions apply also when family members (parents, spouses,
children, siblings) establish a family business. In this case, family members entitled to the family
business are exempted from all types of taxes connected with that activity. Only residents of the
RA are eligible to form such businesses. The turnover resulting from a family business should
not exceed AMD 18 million during a taxable year. Individuals entitled to a family business have
to pay only AMD 5000 for each person as income tax (The law of the RA on taxes 1997).

General trade overview and customs affairs of Armenia

Armenia has a liberalized trade policy. Since 2003, Armenia has been a member of the World
Trade Organization (WTO) (WTO 2015a). In the framework of its membership, Armenia
imports 1.3% of agricultural products as well as 41.6% of non-agricultural products with a 0%
customs duty (EDRC 2014). This system allows Armenia to export more than 3300 commodities
with a 0% rate and around 3900 commodities at a discounted rate. Armenia has a free trade
agreement with most of the CIS countries as well as with Georgia. Furthermore, since 2005
Armenia uses the Generalized Scheme of Preferences (GSP). This allows it to enter the EU
market with preferential conditions. In the frame of the GSP scheme, Armenia exports base
metals (78%), textile (18%) and foodstuff (2%). Overall, the use of the GSP system in Armenia is
high, about 90%. Since 2014, Armenia continues to use and benefit from the GSP+ system.
Under this system Armenia trades with Canada, Japan, Norway, Switzerland, EU countries and
the US (EC 2015).

The main types of customs tariffs that are used in Armenia after its accession to the EEU are the
following (WTO 2015b, Treaty on the Eurasian Economic Union 2014):
e Ad valorem system - the customs duty is determined in proportion to the estimated
value of goods or transactions
e specific
e mixed, which includes the two mentioned above

Before its accession to the EEU, either a 0% or 10% rate was used on the imported goods in
Armenia. For 752 commodities, Armenia has a transition period until 2020 (Standing
Committee on Economic Affairs 2014). This implies that the customs rate for these commodities
will remain the same in the first period as it was set by the RA Customs Code and will adjust
gradually to the EEU common customs tariff. For 18 agricultural products, the customs duty
will be greater than the EEU common customs rate. These products include apricots, certain
grape varieties, plums, watermelons etc. In spite of its accession to the EEU, Armenia will keep
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import privileges in the frame of international agreements signed before 1 January 2015. This
relates also to trade agreements with Georgia (MoE 2016a).

If tariff rates in one of the member countries are compared to the EEU common tariffs then, for
exporting those goods to other EEU member countries, the difference between the EEU
common tariff rate and the rate of imported goods should be paid (Treaty on the Eurasian
Economic Union 2014).

Common licensing and certification regulations are applied for goods imported from third
countries. In order to make the trade and movement of goods easy and safe, EEU member
countries have adopted common sanitary-epidemic, veterinary-sanitary and quarantine-
phytosanitary measures (Decision 317 2010, Treaty on the Eurasian Economic Union 2014).

In order to export goods from Armenia to EEU countries, it is necessary to have a certificate
stating the country of origin of the product. The country of origin of the product is the place
where the product was produced or was processed for the last time in accordance with the
criteria stated by the law (Decision 1779-N 2004, Guidelines 2013). For the export of
agricultural products (including to EEU countries), it is necessary to also have a phytosanitary
certificate. The certificate is given by the state service for food safety under the Ministry of
Agriculture. For the export of animal products, a veterinary certificate is needed. Both
certificates are given free of charge (Guidelines 2014).

For exporting goods, the following certification fees apply (Decision 1772-N 2011, Guidelines
2014, Guidelines 2013)":

e AMD 30,000 for goods requiring expert examination that are exported for the first time

e AMD 10,000 for goods that do not require any expert examination (i.e. that are wholly
produced in Armenia)

e AMD 2,000 for agricultural products under HS/FEACC 07 (vegetables and certain roots
and tubers), HS/FEACC 08 (edible fruit and nuts; peels of citrus fruit or melons) as well
as HS/FEACC 10 (cereals) less than 2.5 tons that do not require expert examination and
for more than 2.5 tons — AMD 10,000

e AMD 10,000 for commodities mentioned above but more than 2.5 tons

e AMD 20,000 for only giving an inspection act of the country of origin.

There are three types of certificates depending on the country of origin and the results of expert
examination (Decision 1772-N 2011, Guidelines 2014). The certification of the country of origin
is granted without expert examination if the good is produced in Armenia (Decision 1772-N
2011, Guidelines 2014, The law of the RA on customs regulations 2014).

Figure 3 illustrates the import of goods to Armenia from group partner countries. It is obvious
that the EU and EEU have almost equal importance in trade for Armenia. It is also obvious that
trade has been stable for the past three years, accounting for about 26% each of total imports
during the past three years. The tariff rate for exports from Armenia for all commodities is 0%.

15 All prices include VAT
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Russia is one of the largest and most important trade partners for Armenia. In 2014, almost 25%
of total imports were from Russia. Within the EEU countries in 2014, almost 97% of imports
were from Russia. Russia is also one of the largest export markets for Armenian goods. In 2014,
exports to EEU countries comprised 22% of total exports. 97% of these exports were to Russia.

Figure 3. Import of commodities per group of countries in 2012-2014
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Figure 4 represents the import of goods from EEU and EU countries before and after Armenia officially
entered the Customs Union. Import from EEU countries decreased by more than 15.4% in 2015 while
from EU countries the reduction was 28.6%.

Figure 4. Import of goods from EEU and EU countries in 2014-2015
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In the case of exports of goods there is a slight increase in exports to EU countries in 2015. Exports to
EEU countries decreased by 27.2%. In contrast, trade with EU countries increased by 1.4% during the
same period.
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Figure 5. Export of goods to EEU and EU countries in 2014-2015
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As stated earlier, Russia has an important role in trade with Armenia. This implies that economic
processes in Russia will have an impact on Armenia too. In 2015, the devaluation of the Russian ruble
continued (CBoR 2015). Because of this, prices of goods in Russia went up and the purchasing power
declined. As a result, the prices of exported goods from Armenia to Russia increased and they lost
competitiveness in the Russian market. Consequently, exports to Russia (which is Armenia’s main trade
partner as compared to other EEU countries) decreased. On the contrary, the slight increase in export to
EU countries might be due to the fact that in spite of Armenia’s accession to the EEU, Armenia
continues to use the GSP trade system and export goods to the EU and other countries with a lower
customs duty or 0%.

Figure 6 represents the structure of GDP in Armenia in 2012-2014. The largest share of GDP is Services
comprising 30-32.3% respectively. The 2nd and 3rd place feature industry and agriculture. The share of
the trade was the smallest in 2012, but then increased over time comprising 13% and 12%.

Figure 6. The structure of GDP in Armenia in percentage (2012-2014).
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Figure 7 illustrates the share of selected sectors (except tourism) in the total exports of commodities. In
2012 and 2013, the share of these goods in total exports is 5% and 6%. However, in 2013, the share
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increased up to 9% which is mainly due to an increase of more than 1.7 times in the export of tobacco
compared to 2013.

Figure 7. The share of three selected sectors in total exports of commodities in 2012-2014.
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Figure 8 shows the export of commodities of the identified sectors in 2014 and 2015. The export
of gloves and cigarettes increased about 9.9 and 1.5 times compared to 2014. On the contrary,
the export of fruits decreased by 37.4% in 2015.

Figure 8. Total export of selected commodities in 2014 and 2015 (in USD thousands).
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Georgia has an important role in trade with Armenia. Figures 9 shows the main import/export data in
2012-2014 and its share in total import and export respectively. Imports from Georgia have increased
over time. In 2014, exports to Georgia were less than in 2013. In 2015, exports to Georgia increased by
more than 47%.
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Figure 9. Trade with Georgia in 2012-2014
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It is obvious that trade with Georgia has been stable over time, comprising 1.2-1.6% of total imports and
5.2-5.8% of total exports. Furthermore, the balance of trade has been positive during this period.

Figure 10. Total share in imports and exports in 2012-2014
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Analysis of selected sectors

Production of fruits
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Thanks to favorable weather conditions and mild winters, horticulture is one of the economic
drivers of the Tavush region (The Chamber of Commerce and Industry of Gegharkunik region 2014a,
The Chamber of Commerce and Industry of Gegharkunik region 2014b). The northern parts of the
region mainly cultivate peaches, nectarines and apples. In the villages of Zorakan and
Haghtanak, almost 90% of the residents are involved in the cultivation of plants. Almost half of
the yield is peach, which is traditional for these districts. However, because of difficulties in
selling them, the cultivation of peaches has decreased in recent years (The Chamber of Commerce
and Industry of Gegharkunik region 2014a). In the villages of Bagratashen, Deghzavan,
Debedetavan and Ptghavan, the cultivation of nectarine has started to increase. Furthermore,
fruit dryers have been established in recent years for the processing of the yield of these
communities, three of which use solar energy (The Chamber of Commerce and Industry of
Gegharkunik region 2014b). However, in recent years peach production and cultivation has
decreased (Karapetyan et al 2010).

Contrary to the northern districts, the eastern parts are specialized mainly in viniculture.
Furthermore, there is a branch of Pernod Ricard!® in Berd where some varieties of grapes are
stored (Dadoyan and Grigoryan 2013).

In spite of the existing potential and mild climate, the arable lands and yields are smaller
compared to other regions of Armenia and Tavush is in the 5% place for both indicators. As
illustrated in figure 11, the share of arable lands among orchards and vineyards is between 7.8
and 7.9% of the total arable land of the RA. For grapes, the share is 6.3-6.5%. However it is
worth mentioning that the productivity of the land is among the highest in Armenia and was in
3rd place during the same period (NSS 2013, NSS 2014a and NSS 2015a).

Figure 11. Share of arable Iand in the Tavush region for grape and in total arable land of Armenia
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Source: NSS (2013), NSS (2014a) and NSS (2015a)

16 Pernod Ricard is the owner of the world-renowned Armenian Ararat Brandy Company
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Figure 12. The share of yield of the Tavush region in the total yield of the RA in 2012-2014
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Since the arable land is less, so is the harvest. Figure 12 shows the yield in the Tavush region
compared to the whole of Armenia. Both in the case of fruit and grape, the harvest is smaller
compared to the Ararat and Armavir regions. The produce is mainly consumed within the
region and in Armenia. For peach and persimmon, Georgian and Russian markets can also be
considered (AM Consulting 2011).

Fruits are among the 10 most exported commodities to the EEU countries. In 2012-2014, the
exported fruits under this classification made up almost 1-2% of total exports. From EEU
countries, the main market for these products was Russia, which imported more than 95% (in
2014, 100%) of the fruits exported to EEU countries. However, exports to Georgia also have a
considerable share in Armenia’s total exports of the products mentioned above as well as within
the scope of general exports. Figure 13 illustrates export statistics to Georgia. The share of fruits
exported to Georgia made up 3%, 13% and 8% of the total fruit exports (under HS 0806, 0809,
0810) respectively and almost 1-2% of total exports.

54



Figure 13. Export statistics of products under 0806, 0809 and 0810 in 2012-2014
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Table 8 provides information on common import tariffs for commodities under the classification
mentioned above.

Interestingly, one of the interviewees, a large-scale fruit producer, indicated in his interview
that they export mostly to Russia and EEU countries and do not have plans to export to Georgia,
since he was sure that the Georgian government has a policy to limit the import of certain fruits
from Armenia (he cited peach as an example) in case there is a locally produced equivalent that
needs to be sold. The Georgian market opens for import only after the locally-produced peaches
are sold. This information should be verified, since no other interviewee reported such
challenges.

Table 7. Common EEU tariffs for products under HS/FEACC 0806, 0809, 0810

Product Code  Product label Tariff
0806 Fresh or dried grapes 5%
0809 Fresh apricots, cherries, peaches, plums & sloes 5%
0810 20 Raspberry & other 5%

Black, white or red currants and gooseberries (other than kiwi

1
0810 30 & fruit), Cranberries, blueberries and other fruits of the genus  10%

0810 407

Vaccine: Blueberries

Source: ETT (2015)

The only exception is 0809 30 which has a 0% rate. However, some products tariffs in Armenia
are different and will be adjusted after a couple of years. Table 9 shows the list of products that
have tariffs different from the EEU common tariffs.

Table 8. List of products with tariffs different from EEU common tariffs and the adjustment timeframe

Product Code Product label 2015-2017 2018 2019

0806 Fresh and dried grapes 10% 75% 5%

17 There are some exceptions with respect to kiwi and some other fruits which have 0% or 5% import rate. However,
they are not mentioned above.
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0809

sloes

Source: ETT (2015) and Appendix 4 (2015)

Fresh apricots, cherries, peaches, plums &

0,
7 504 5% or

0,
10% 0%

Starting from 2010, a new trend for the collection of wild fruits, spices and herbs became
common in the Tavush region. Up to four fruit processing units (i.e. Eco Garden Manufacturing
Cooperative LLC, Lchkadzor LLC, Arthur and Edita LLC, Ijevan Wine-Brandy factory) became
actively involved in the collection of wild fruits, spices and herbs. According to the processors,

they procured these wild varieties at fair prices as they had high demand in local and export

markets. The main problem was a lack of workforce - only the extremely poor were involved in
collection of wild plant life.

Table 9.

Development constraints Proposed solutions, recommendations

1

Gap in infrastructure of vineyards: old,
unproductive and small-scale vineyards are
in use, insufficient number of anti-hail
stations.

2 | Gap in availability of low cost input supply

in local market

3 Gap in irrigation infrastructure and very

expensive fees.

4 Gap in availability and affordability of

financial =~ resources:
subsidized agricultural loans are a good

Governmentally

initiative for the development of this field,
but for the farmers who want to set up new
vineyards the loan period is too small, at
least 3 years is needed for farmers to harvest
their new grape varieties.

5 Gap in procurement volumes and prices:

limited their
the
devaluation of the rubble in Russia, which

During 2015, processors

procurement volumes, due to

was their only export destination.

>

Although the establishment of new
vineyards is very expensive, new types of
grapes should be grown by local farmers to
fulfil international demand. The Georgian
experience in this regard is notable, that is
why agro-tours and study visits to
Georgian vineyards and wineries are highly
recommended.

According to Armenian farmers, some
inputs (mainly pesticides) have
comparatively lower prices in Georgia, so
the creation of a long-term and stable
business relationship with Georgian input
suppliers and Armenian farmers will bring
benefits to both sides.

Reservoir renovations and new reservoir
construction. Change terms and conditions
of fees for irrigation (i.e. start irrigation fee
collection after harvesting, when farmers
have sufficient cash for such payments)
grape
producers for a period from 3 to 5 years.

Provide subsidized loans for
Another option can be finding investments
from Georgia to have high quality grapes to

be processed in Georgia.

Find alternative markets (i.e. EU) by
conducting export market studies and
supporting processors to export their

product. = Government and  donor
organization interventions and export
promotion activities are highly
recommended.
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The main constraints/problems faced by the interviewed horticulture and viniculture farmers
do not differ much, which is why the same recommendations also apply for farmers in
horticulture. In contrast to farmers engaged in viniculture, marketing constraints are
considerably higher in horticulture. For example, farmers who have a comparatively bigger
peach orchard with an average annual yield face difficulties while selling their harvest. The
most common feedback from farmer’s feedback was the need for establishing new processing
units, which will accept unlimited quantities of their harvest.

More than one of the farmers stated: “7he best model for agricultural development is the one

implemented by Masis Tobacco LLC; they accept unlimited quantities of tobacco with
sufficiently high prices. All Armenian processors should follow their example.”
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Fruit value chain diagnostics

Fruits (under HS 0806, 0809, 0810)

Functions

Planting, producing,
packing, labeling,
retailing, exporting

Storing, packing and,
exporting

“ Retailing

Actors

Farmers
(~7,000)

Wholesalers (mainly
representatives of
Spayka LLC)

Informal retailers

Fruit and wine
I > processors (>25), (7549

tons of grape, 529.3 tons
of fruit)

‘ Official retailers \

Supporting Activities

Input suppliers

Tavush Marzpetaran
RA Ministry of
Agriculture,

‘ Retailing

Domestic
market

A 4

Export market

Banks and other
financial institutions

Regulatory and
Certifying agencies

NGOs and
International
development agencies
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Cigarettes and tobacco

The importance of the Tavush region in tobacco production goes back to Soviet times. The
share of the Tavush region in total tobacco cultivation in Armenia was 33% till 1990 (NSS
2003). Shamshadin and Ijevan districts were the centers for the production of raw tobacco,
with outputs of 2500-2700 and 1800-2000 tons respectively per annum (NSS 2003). Having
favorable weather conditions and most necessary traditions, the region is a leader in tobacco
cultivation (NSS 2015a, Karapetyan 2009, AM Consulting 2011). As stated in table 11, the
Tavush region has most of the arable land and yield of tobacco as compared to other regions
of Armenia.

Tablel0. The area of arable land and the annual yield in 2012-2014.
Arable land (in hectares)

2012 2013 2014
Armenia 667 548 510
Tavush 419 334 302
Annual yield (in canters!®)
Armenia 18170 16784 12528
Tavush 9525 9603 5745

Source: NSS (2013), NSS (2014a) and NSS (2015a)

Figure 14 illustrates the share of the Tavush region in the total arable lands of tobacco and
the harvest in 2012-2014. The share of arable lands of tobacco in Tavush is 59% and more. In
terms of the yield, the Tavush region is once again leading in Armenia. As the figure shows,
in general more than 46% of the harvest is collected there (NSS 2013, NSS 2014a and NSS
2015a).

Figure 14. The share of Tavush region in total arable lands and yield in Armenia 2012-2014
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Source: NSS (2013), NSS (2014a) and NSS (2015a)

International Masis Tabak (IMT), which is one of the leading tobacco manufacturers in
Armenia, cultivates and purchases different varieties of tobacco in the districts of Ijevan,
Noyemberyan and Berd. Furthermore, IMT has tobacco-drying rooms in the Berd region,

18 1 centner is equal to 100 kg
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which is considered to be the center for tobacco cultivation as well as in the villages of
Azatamut, Hagtanak, Baghanis, Varagavan and Tavush.

Since the cultivation of tobacco has been a traditional sector in Tavush for a long time, the
villagers in this region have the necessary skills and expertise (Karapetyan 2009, AM
Consulting 2011).

As stated by interviewed tobacco farmers, the geographic and climatic conditions of Tavush
enable local farmers to grow tobacco with high tar content, which is essential for cigarette
producers. Presently, all tobacco farmers work closely with IMT during all stages of tobacco
cultivation. The services provided to farmers by IMT are the following:

e consulting for tobacco cultivation and related issues so as to get a high quality harvest

e provision of seedlings, chemicals with low prices

¢ financing farmers to cover labor and transportation expenses (farmers compensate the
company with tobacco).

e Guaranteed acceptance of raw tobacco by Masis Tobacco LLC

The business activity of IMT is highly valued and creates prospects for future development in
tobacco cultivation.

Besides the cultivation of tobacco, Armenia has well-developed cigarette production and
export. There are two cigarette producers in Armenia (Grand Holding and Cigaronne). Figure
15 represents the export of cigarettes in 2012-2014 as a share of total exports. The share of
cigarettes in total exports is 3%, 5% and 8% respectively and is increasing over time. While
in 2012 the export was USD 41,848 million, in 2013 it increased to USD 68,044 million and
USD 116,551 in 2014. The main importing countries of these cigarettes are Iraq, Syria, and
Georgia (State Revenue Committee 2015).
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Figure 15. The share of exports of cigarettes in total exports in Armenia (2012-2014).
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Figure 16 demonstrates the share of exports of cigarettes to Georgia in total exports to Georgia. One
can see that cigarette exports to Georgia comprise 3.7, 4.2% and 5.2% of total exports of commodities
to Georgia.

Figure 16. The share of exports of cigarettes to Georgia in total exports to Georgia
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Armenia’s export of cigarettes has gradually increased over time and, in 2014, the total exported
cigarettes exceeded the total amount of cigarettes imported by Georgia (Figure 17).
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Figure 17. Armenia’s exports of cigarettes and Georgia’s Imports of cigarettes in USD thousands
(2012-2014)
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From January 2015, Armenia joined customs tariffs with EEU member countries for almost
all commodities. In this framework, for importing commodities under 2401 (tobacco
unmanufactured, tobacco refuse) the customs rate is 5% of the customs value. The only
exceptions are commodities under 2401 20 850 1 (Virginia type tobacco) and 2401 20 850 9
(other) of FEACN system. The tax rate for these two commodities is 4%.

For commodities under HS 2402 (cigars, cheroots, cigarillos & cigarettes), the tax rate is
22.2% but no less than €2.22 per 1000 pieces (ETT 2015, Appendix 4 2015). The only
exception from this rule are commodities under 2402 90 000 0 FEACC system (cigarettes
containing tobacco — other) the rate of which is 22.5% but no less than €2.25 per 1000 pieces.

However for about 752 commodities, Armenia has a transition period until 2020 (Standing
Committee on Economic Affairs 2014). This implies that the customs rate for these
commodities will remain the same in the first period as set by the RA Customs Code and will
adjust gradually to the EEU common customs tariff. As stated in table 12, for some
commodities the tax rate will remain 0% until 2018. In 2019 the rate will increase to 2% and
in 2020 it will be equal to the EEU common customs tariff rate.

Table 11. EEU customs rate exemptions for the import of commodities under HS FEACC classification system

Product code Product label 2015-2018 2019 2020
2401203500 Bright air-cured tobacco

2401209500 --other 5%
2401 300000 Tobacco refuse 0% 2%

2401 20 850 1 Virginia type 4%
2401208509 --other

Source: Appendix 4 (2015)
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In spite of well-developed tobacco cultivation and related economic advantages there are

several constraints and issues according to surveyed experts and field VC actors, which are

represented in the table below.

Table 12.

Development constraints Proposed solutions, recommendations

1

Gap in sizes and structure of tobacco farms:
small-scale production of tobacco, high
fixed costs, low profitability

2  Gap in irrigation infrastructure (especially

in Berd region). During August, tobacco
farmers face difficulties in watering their
their

tobacco plants, which decreases

productivity up to 3 times.

3. Gap in availability and affordability of

workforce and financial resources: although
Masis Tobacco is financing tobacco farmers
for their operations, producers still face
difficulties in terms of workforce and their
payments. The lack of workforce made
local farmers resort to artificially high
payments (up to 10,000 AMD per day) to
local seasonal workers.

Gap in farmers’ knowledge and application
of appropriate cultivation practices.

Gap in irrigation fees. The same tariffs are
used for both tobacco lands and grape,
though tobacco lands are less water-
intensive. According to tobacco farmers,
irrigation fees in Armenia are much more
expensive than in neighboring countries.
Gap in insufficient quantity of anti-hail
measures

Gap in information about feasibility of
tobacco growing in Kvemo Kartli

>

2>

Promote enlargement of tobacco farms via
intensification of the consolidation of small
and scattered farms, support collaboration.
Reservoir renovations and new reservoir
construction will enable farmers to
increase both the sizes of tobacco plants
and productivity.

Tobacco cultivation field development will

encourage seasonal workers working
abroad (mainly to Russia) to stay in the
country. The devaluation of the ruble is a
“motivating” factor that might help keep
such workers in Armenia. Another option
can be the involvement of seasonal workers
(especially located in Tsalka region, Kvemo
Kartli) to the tobacco plants in Tavush
region during July-August months.

A crop rotation system returns various
nutrients to the soil. Tobacco farmers do
not use this system due to lack of arable
lands.
Decrease irrigation fees for tobacco
producers in order to stimulate tobacco

production in the Tavush region

Establish new anti—hail stations.

Organizing agro-tours for Armenian
tobacco experts/farmers to Georgia, in
order to assess the prospects and possibility
of tobacco cultivation in the Kvemo Kartli
region. In case of positive results, ensure
regular consultation of Armenian tobacco
experts with Georgian farmer for the

further development of this field and

establishment of permanent business
relations between Armenian cigarette
producers and Georgian farmers, if
possible.
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Tobacco value chain diagnostics

Functions

Planting, Growing

Actors

Farmers

Producing, packing,
labeling, retailing,

(~300)

exporting

Retailing, exporting

Supporting Activities

Masis Tobacco LLC
Input suppliers

Masis Tobacco LLC
extension services

Masis To \

Tavush Marzpetaran,
subsidized fuel

bacco LLC

Official retailers

Regulatory and
Certifying agencies

R

Export market

NGOs and
International
development agencies
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Textile production (Gloves)

Tavush Textile LLC, as a producer of gloves, was founded in 2015 in the Tavush region, in the
village of Choratan and produces gloves mainly for export to Russia. Within the scope of this
study, the production of gloves was chosen as a sector with potential for cross-border trade due
to tax privileges in the Tavush region and the narrow specialization (since it produces only
gloves that are used in construction, agriculture, mining) of the company give them the
opportunity to be competitive in international markets.

For the trade of gloves under HS 6116, there are no exceptions for Armenia after its accession to
the EEU. Table 14 represents EEU common tariff rate for gloves under the HS or FEACC
systems.

Table 13. EEU common tariffs for import of gloves under FEACC or HS classification by six digits

code measurement

Gloves, Mittens, Mitts Impregnated, Coated or Covered

0
611610 ‘With Plastics or Rubber 12%
6116 91 Glc?ves, Mittens, Mitts, of Wool or Fine Animal Hair, . 10%
Knitted or Crocheted pair
611692 Gloves, Mittens, Mitts, of Cotton, Knitted or Crocheted 13%
6116 93 & Gloves, Mittens, Mitts, of Synthetic and other Fibres, 14%
(0]

6116 94 Knitted or Crocheted
Source: ETT (2015) and FT (2015)

Total amount of gloves exported from Armenia in 2015 is $69.2 thousand, which is almost 10
times more compared to the previous year (NSS 2016, State Revenue Committee 2015).%°

The construction of Tavush Textile LLC was started in March 2015 and it began operations in
the beginning of July 2015 in Choratan village. The founder is Suren Yeritsyan, an Armenian
Russia-based businessman who was born in the Tavush region. Currently, the company produces
agricultural, construction, anti-freeze and anti-corrosion gloves. The total space of the factory is
about 2000 sq. m. During interviews with the director of the factory and head of production, it
was clear that they have long-term plans for the enlargement of their production capacity by
constructing new units/factories in region, one of them is almost ready (in Artzvaberd village),
while operational locations for the other 3 units (Berd, Paravakar and Chambarak) have been
chosen. In the near future, all 5 factories together will have an annual productivity of 40 million
pairs of gloves, which will create approximately 2000 workplaces since textile production is
more labor intensive. Even now, besides their factory employees (about 80), they have home
based workers in the village of Chinari. They provided their home-based workers with sewing

19 The data on export vs. country for 2015 was not available but presumably the product is mainly imported to CIS
countries. Further proof and statistics will be provided.
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machines in order to get gloves of higher quality than the conventional ones being produced in

factory. The home-based products have a higher selling price.

Presently, they do not face any problems with markets, as their products enjoy a high level of

demand in Russia. According to the director of the factory, they have already conducted a

market study in the EU (mainly in Germany and France) and discovered that they are producing
gloves with lower costs and higher quality in Choratan village than their main competitors
(mainly Chinese producers) who export their products to Europe. This low cost production is

mainly associated with tax privileges for the Tavush border communities. On the other hand,

they are working closely with the Ministry of Economy of Armenia as their business plans have
strategic importance for the future development of the Tavush region.

Table 14.

Development constraints Proposed solutions, recommendations

Gap in textile workforce knowledge and =2 Creation of local educational centres for

1

2  Gap in VAT taxing regulation. According to =

skills

the Law “On tax
entrepreneurship

in border village communities,” producers

exemptions for

operating in border communities are
exempted also from VAT, but for producers
who are mainly importing raw materials and
exporting their products (i.e. Tavush Textile)
this has

regulation results in these companies losing

a negative impact, since this

the opportunity for VAT refunding.

3 Gap in market information Georgia/EU. As

with their current production capacities they
are able to fulfil only Russian market
demand, they do not conduct in-depth
market studies in Georgia and the EU.
According to the management
representatives of Tavush Textile LLC, along
with
production capacities, they are looking for

the enlargement of their current

new trade partners abroad.

future  textile  technologists and a
professional training center for employees

Design legislative changes to make VAT
exception optional for the producers, by
giving them the chance to refuse their VAT

€ : : ”»
privileges.

Business consultation and business tours in
Georgia, in order to find out new trade
partners.

Though they have conducted an initial
market study in EU (France, Germany), but
they need to have a complete marketing plan
with  their
interventions in

trade
this

partners.  Project

area are highly
recommended.

The same recommendation is valid for
smaller size sewing companies that have the
capacity to produce cheap and high quality
uniforms, including for factory workers of

the industrial sector in Kvemo Kartli.
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Gloves value chain diagnostics

Functions

Input supplying

Actors

Input Suppliers

Producing, packing,

>4 (Indonesia, India,
Slovakia, Russia)

Supporting Activities

RA Ministry of
Economy

“Tavush Textile” LLC

labeling

Retailing, exporting

>80 employees, with
possibility of
enlargement up to 2000

Tavush Marzpetaran

Domestic

market

Home based sewers
>30 employees

Export market
Russia and
Belarus, with
high potential to
Georgia and EU

Regulatory and
Certifying agencies

Georgian and
Armenian logistic
services
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Community based tourism development in Tavush

Today, tourism is regarded as one of the main areas of growth in the Armenian economy and is a
driving force for the overall development of the country. The aim of the tourism sector in Armenia is
(Tourism Support Services schedule 2013, the law of the Republic of Armenia on Tourism and
Tourist Activities 2003, Appendix 1 2015, NCFA 2011):

e to promote the development of social-cultural centers and regions of the RA,

e to create necessary conditions for visitors,

e to improve infrastructure and foster cooperation with international organizations,
e to continue participation in international conferences and exhibitions,

e toincrease the share of the tourism industry in the national economy,

e to promote the development of community-based tourism.

The main public body responsible for tourism development is the Department of Tourism of the
Ministry of Economy. It implements tourism development plans and projects, and establishes
qualification procedures for hotels. Tourism related regulations include the law on tourism, the
concept of tourism development as well as specific regulations related to standards and qualifications
of hotel facilities, guesthouses, tour agencies, the hotel classification system and so forth (NCFA
2011). Overall, there are not many laws and regulations in this sector.

During the last years, Armenia has seen a significant growth in its tourism sector due to a more
focused government policy towards tourism development and private sector initiatives (ACG 2014,
USAID CAPS 2007, NCFA 2011). Armenia is rich with historical-cultural, natural and religious
heritage and has much to offer for the development of tourism (ADA 2008). Figure 19 represents the
number of tourists that visited Armenia in 2010-2014 and the percentage change compared to the
previous year. One can see that the number of visitors to Armenia is gradually increasing and, in
2014, more than 1.2 million tourists visited Armenia which is 26% more compared to 2013.
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Figure 18. The number of tourists that visited Armenia 2010-2014
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As stated in figure 19, the majority of tourists visiting Armenia come from Russia, USA, France, UK,
Iran, Italy, Germany, Georgia, Ukraine, and Canada. The number of tourists visiting Armenia from
Georgia is almost steady during this period comprising 1.28-3.1% of total arrivals.
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Figure 19. International tourist arrivals to Armenia in 2012-2014
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In order to promote tourism development and make Armenia an attractive tourist destination,
tourism development in Armenia has been concentrated along 5 distinct corridors - Central,
Northeastern, Northwestern, Sevan and Southern. The Northeastern corridor includes the cities of
Vanadzor, Stepanavan, Alaverdi, Dilijan and Ijevan. The criteria for grouping and selecting the
corridors were based on the potential of inflow of tourists, attractiveness of the investment and
planning of strategic land use and infrastructure.

As noted by the NCFA (2011), despite the fact that tour operators and accommodation providers
promote tourism development, the main supply side of the tourism is the destination with its
attractions (environment, natural attractions, i.e. festivals and events, ethnic culture, traditions and
lifestyle etc.). Being part of the Northeastern corridor, the Tavush region, particularly the cities of
Dilijan, Ijevan, Noyemberyan, Berd and surrounding communities have a lot to offer tourists. The
region is green and rich with large areas of forests and fresh air. About 40% of the region is covered
with forests which make the air fresh and the region rich in flora and fauna (Decision 383 2012, NSS
2015c). The mild climate, mountainous fresh air and mineral water springs are extremely favorable
for leisure, resort visits and tourism development (NSS 2015¢, Simpson 2003). The regional center of
ljevan and the surrounding communities have many historical-cultural sites and recreational
facilities. One of the two national parks of Armenia, Dilijan National Park is situated in the Tavush
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region. The National Park alone hosts about 257 immobile cultural and historical monuments
(archeological sites, ancient churches, monastery complexes, cross stones etc.) (ADA 2008). The city
of Dilijan has been a major resort and tourism destination since the Soviet Union (Shahnazaryan et
al., 2014). With the opening of the UWC international school in 2013, the importance of Dilijan in
terms of tourism rapidly increased. Within the scope of the establishment of UWC, the IDeA
foundation has already designed a project for sustainable ecotourism development by transforming
Dilijan into a major cultural, economic, educational and resort city. The project is worth more than
$250 million (CivilNet 2015).

Despite the increasing role of tourism in socio-economic development, it is difficult to assess the
exact impact of tourism on the development of local communities. In this framework, community-
based tourism (CBT) leads to economic, environmental and socio-cultural benefits: it allows local
communities to use their resources, encourages local employment (especially for young people and
women) and fosters capacity building, preservation of nature and culture as well as improvement of
infrastructure. As stated by various authors, CBT is a form of tourism where the “main tourism
products are developed and consumed” in the community, which actively participates and has
control over the development and management of tourism. Overall, CBT is managed and owned by
the local community. (Lalayan 2014, Asker et al. 2010). Furthermore, it also increases local income,
creates business opportunities and stimulates the local economy through a multiplier effect and so
forth (Galyan 2011, Lalayan 2014). Hence, most of the benefits remain within the local community
(Lalayan 2014, et al. 2010). This implies that, in the case of CBT, the participation of local
communities is important for delivering maximum benefits (Stephen et al. 2009, Mason 2008,
Mowforth and Munt 2009). CBT includes hosting tourists in a local community and managing the
tourism plan (Asker et. al 2010). As stated by NCFA (2011) “Tourism [...] is associated with an
overnight stay” (p.64). One of the main ways that the local community in Tavush region can benefit
from CBT is the provision of homestays or bed and breakfasts (B&Bs). Generally, B&Bs include not
only a homestay, but also food (breakfast, lunch, dinner), and the service of a guide or taxi. Given the
fact that B&Bs are owned by local communities and local residents provide most of the services, the
benefits remain in the local community.

According to RA law, B&Bs or guesthouses have 3 classes of qualification and need to have all the
necessary conditions for accepting guests (e.g. wardrobe, desk or table, mirror, 24-hour electric
supply etc.)? (Decision 946 2004). For provision of services, B&Bs need to pay a licensing fee. Table
15 represents the amount of licensing fees for guesthouses in a quarter. The amount of the fee
depends on the number of rooms in the guesthouse (The law of the Republic of Armenia on licensing fees
2010).

Table 15. Quarterly licensing fees per room for guesthouses in the regions of Armenia in AMD thousands

Regional Other  Remote and Other
centers cities borderline places
Service provision by a guesthouse 15,000 10,000 10,000 5,000 5,000

Name of activity Yerevan

20 According to the RA law, B&Bs are the same as guesthouses
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Source: The law of the Republic of Armenia on licensing fees (2010)

The development of guesthouses is heterogeneous in Tavush. While there are more than 50 well
developed B&Bs in Dilijan, the number of B&Bs is considerably less, ranging from 4 to 8 in the
Ijevan, Noyemberyan and Berd districts. Furthermore, guesthouses in Dilijan are of the highest
quality throughout Armenia (Karapetyan 2009). As noted by respondents, the role of B&Bs as well as
CBT has further increased because of the establishment of the UWC international school, which has
made Dilijan a unique tourism destination compared to other parts of the Tavush region. The
municipal authorities have started to pay more attention to the city, regular transportation has
appeared throughout the city, an information desk has opened, a map of destinations and
accommodations has been published and so forth. The latter has an important role in making the
destination more attractive. In recent years, internet marketing has promoted the development of
B&Bs, i.e. most of the guesthouses are registered in online travel websites (mainly Booking.com and
TripAdvisor), which have facilitated an increase in the number of visitors. Most of the interviewees
had hosted visitors who came from Georgia. The interviewees from Dilijan stated that, in about 40%
of cases, visitors had arranged joint tours to Armenia and Georgia. B&Bs provide overnight stays and
breakfast. For an additional cost (ranging between AMD 5,000-7,000, depending on the guesthouse)
they also provide also lunch and dinner.

All the interviewees confirmed that the majority of tourists come from EU countries, especially
France, Germany, Netherlands and etc. Israel is another major source country from which tourists
visit. However, there are also visitors from the EEU and Asian countries. For the promotion of B&Bs,
the Armenian B&B Association has an important role, and was established in 2013. As stated by one
guesthouse owner in Ijevan (guesthouse Anahit), with the help of tourism department and the
Association, some B&Bs participated in a project in the Rhéne-Alpes province of France which
included exchange of experience, training of B&Bs etc. In addition, a guidebook was published by
the famous writer Patrick Kaplanian, including Georgia and Armenia as a tourism destination.
Thanks to the published book, the guesthouse Anahit had more than 10 visitors. Some of the
guesthouse owners (e.g. Artziv) have collaborated also with tour agencies (e.g. Armenia Tour). As
stated by Mekhak Apresyan, Head of Tourism Development Policy Department of the Ministry of
Economy of Armenia, the cooperation between guesthouses and tour agencies has increased in
recent years and is continuous.

When asked the question “What is particularly attractive for tourists?” all the interviewees stated
that the lifestyle, culture, food, fresh air and natural and cultural monuments are the main driving
force for CBT. Indeed, most of the tourists like to visit Tavush and stay mainly at B&Bs so as to see
the everyday life in the community and to taste homemade food. Moreover, since Tavush is rich
with forests and cultural monuments, tourists also visit these places by either hiking or taking off
road tours.

All the interviewees i.e. B&B owners, head of the tourism department and the director of the

association agreed that tourism has a huge impact on the economic and environmental development
of the Tavush region. To the question “How important is tourism for the community and what
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advantages and disadvantages does it have from the viewpoint of the community and the region as a
whole?” all the respondents replied that CBT development can facilitate employment, increase the
preservation of historical-cultural resources, promote infrastructure development, change the
mentality of local residents etc. According to Mekhak Apresyan, besides the advantages of the B&Bs
mentioned above, the development of other types of tourism (e.g. agro-tourism) is also a possibility.
According to him, the department/government also pays close attention to CBT development by
organizing and participating in different festivals and exhibitions, training programs, providing
cheap loans (e.g. the National Center for SME Development provides loans for local economic
development), business plan consultations etc. Overall, this was confirmed also by most of the
interviewees.

Beside the provision of bed and food, in many cases B&B owners also provide guide and
transportation services for tourists. For some families, tourism is the main source of income. The
average monthly revenue ranges between AMD 400,000-600,000. In Dilijan, most of the guesthouses
have been registered as turnover taxpayers for more than 10 years. However, after the adoption of
the law on family business they tended to register as a family business so as not pay any taxes.?! The
high season for B&Bs is between May and September. In winter, the visitors are mainly from the
different regions of Armenia (especially from Yerevan). All the respondents agreed that foreign
tourists bring many benefits to the community.

On the question “...what steps should be taken to develop tourism between the Tavush and Kvemo
Kartli regions?” all the respondents, including guesthouse owners, associations and the public sector
representatives/the tourism department stated that different festivals should be organized in different
parts of the regions, representing the natural and social-cultural heritage of each community. For
example, the owner of guesthouse Anahit mentioned that, with the cooperation of the Ijevan branch
of the SME Development Center, the Women’s Development Resource Center, an organization
called Vinet and an OSCE representative, an exhibition was organized in Ijevan in autumn 2015, the
purpose of which was to assess the potential of the city and the region as a whole. The short term
result of the exhibition was to start an English language training program in Ijevan, since the main
communication with tourists is in English. The long term result was to develop carpet weaving, since
the region was famous for carpet weaving in the past. However there are not enough financial
resources and sponsors are needed. The head of the tourism department also confirmed the
importance of different exhibitions and festivals. He gave the example of Areni village, where an
annual wine festival takes place on 3 October. The festival started in 2009. Now it is part of the tours
organized to the southern part of Armenia by most tour agencies and attracts more than 20,000
visitors.

In spite of the advantages of CBT and the potential of Tavush as a tourism destination, there are
important issues and obstacles towards the development of CBT and B&Bs. First, the infrastructure is
not well developed in the Tavush region (the only exception can be Dilijan, where the infrastructure
has improved in recent years). B&B owners in Ijevan (particularly owner of the guesthouse Anahit

2L The law and regulations are represented in detail in Chapter 1
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were complaining that there were no traffic signs, street names, or public toilets. Furthermore, few
of the cultural sights have proper roads, which makes it difficult to visit these places. Third, despite
the fact that the number of joint tours has increased recently, there is almost no cooperation with the
Georgian side to develop CBT. Fourth, local authorities are also passive in terms of cooperation and
the promotion of tourism development. Fifth, there is not enough awareness on behalf of B&Bs
about different initiatives. For example, none of the interviewees mentioned that the National
Center for SME Development helps to get loans for business start-ups which also include B&Bs.
None of the respondent guesthouse owners were aware about different festivals that are taking place.
Although most of the respondents were complaining that no festivals (including joint festivals with
Georgia) are organized in Tavush that can promote CBT development, a festival of cultural
renaissance takes place in Dilijan in August every year. Finally there is no transport directly from the
Tavush region (i.e. from Dilijan) to Georgia. The latter is important since, in many cases, visitors had
joint tours and wanted to go to Georgia from Dilijan, but they had no transport options. While the
road infrastructure in Dilijan is in good condition, in the Ijevan and Berd areas the roads require
repairs. Another important issue is commercialization among B&Bs. As stated by the head of the
tourism department and the director of the Association, there is a tendency among guesthouses to
revert to commercial business instead of remaining as hospitable and traditional B&B:s.

Table 16. Recommendations and the main rationale behind them

Recommendations Rationale
Festivals should represent the economic potential of the region (i.e.
agricultural and industrial products, historical-cultural heritage etc.). For
example, in the past the Tavush region was famous for the production of
preserved food, cultivation of agricultural products and production of stone.
L Organize  joint The festival will attract local and foreign visitors, journalists, tour operators,
festivals: one in Kvemo state authorities. This will promote CBT development, open new markets for
Kartli and one in the local products and reveal the overall economic potential, natural-cultural
Tavush region heritage and attract investment. The festival can be organized for example in
the regional centres or other places, where there is a need to promote
tourism or economic development. In terms of the Tavush region, this can
be the regional center Ijevan, or Berd (Dilijan is already well known
compared to the other areas and CBT is well developed there).
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2. Strengthen  the
cooperation  between
Armenian and Georgian
tour agencies and B&B
owners, between the
state authorities of two
countries as well as
between the Armenian
B&B association and

similar Georgian
associations that
promote CBT
development.

3 Organize  joint
seminars on the topic of
CBT development.

Cooperation between tour agencies and guesthouse owners will attract more
visitors and promote CBT development. This will increase the awareness
regarding the guesthouses worldwide and among foreign tour agencies
through online marketing since, in most cases, local tour agencies cooperate
with foreign ones when organizing tours. The cooperation may also result in
the organization of joint tours from foreign countries to Georgia and
Armenia with the involvement of guesthouses. A partnership between the
Armenian B&B association and similar associations in Georgia will create
connections between guesthouses in the two countries and will give the
opportunity to share experiences. Furthermore, B&B owners of both
countries will have the chance to participate in training programs as in the
case of the cooperation with Rhoéne-Alpes region. Joint exhibitions and
festivals will facilitate the creation of bilateral relations between Georgian
and Armenian counterparts.

Joint seminars will help to exchange experience in CBT, especially among
B&Bs both in the Kvemo Kartli and Tavush regions. This will help to create
a link between the two regions, discover and resolve challenges that hinder
CBT development. In some cases B&B owners had quite advanced
knowledge and skills in hosting guests, and therefore could be engaged in
experience sharing activities.

In other cases, additional efforts are required to advance the skills among
B&B owners and other players in marketing, utilization of online tools, and
expanding on suggested services could improve the business and bring
additional income.
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Tourism value chain diagnostics

Functions

Actors

Tour selection,
organization of Travel,
Transportation

Online Booking

Services/

Travel agencies/Tour

operators

Resting, shopping,
entertaining (wild animal
watching, horse riding, etc.)

Visitors/tourists
>10 (Russia, USA,
France, UK, Iran, Italy,
Germany, Georgia,
Ukraine, Canada)

kﬁ

Accommodation,
foodservice, guide, inside
transportation and shopping

B&B owners/Villagers

>4 (Anahit, Artziv, Dilli
Villa, Kamar)

-

N

Excursions, local bazars,
souvenir shops, public
food points, nature and

heritage monastery tours,

transport rentals
conservation.

Hotels/Resorts

>10 (Haghartsin, Apaga
resorts, Diligence, Tufenkyan
Old Dilijan Complex, etc.)

Providers of

/

entertainment and

shopping services

Department of
Tourism

Local authorities in
the Tavush region

NGOs
(e.g. Armenian B&B
association)

Online platform
(booking.com,
tripadvisor.com,
expedia.com)

Natural assets in
tourist destination

flora/fauna, historical
sites

Input (food, furniture,
linen) suppliers




Conclusions and recommendations

General conclusions

Willingness to cooperate across the border and expectations from such cooperation

While initiating the baseline study, we had concerns that some of Armenian entrepreneurs would
have reservations related to possible business cooperation with colleagues from the other side of
the border, taking into account the ethnic composition of the Kvemo Kartli region. However, these
assumptions did not materialize, and not a single interlocutor indicated unwillingness to cooperate.
Moreover, the subject of ethnic composition came up a number of times, but never as a factor
limiting the willingness or ability to establish business relations. In some cases, it was mentioned
that there have been successful cases of cooperation with both ethnic Azeri and Georgians across
the border, but this mostly referred to the Soviet period. Interestingly, one of the interviewees, a
large-scale fruit producer, stated that the importance of increasing/establishing such cooperation is
not only economic, but also political.

As for the expectations from cooperation, first and foremost, the representatives of all sectors were
interested in opportunities to find new markets for their products. Another expectation that was
frequently mentioned by our interlocutors, especially in the sector of fruit production and tourism,
was experience sharing and peer-to-peer learning opportunities. Here however, it should be
emphasized that some of interlocutors, especially ones in viniculture, expressed interest in learning
opportunities from Georgian counterparts in general and did not take into account the limitation of
the program to concentrate on Kvemo Kartli, which is not as advanced in grape production and
wine making as some other regions of Georgia.

Far less commonly mentioned expectations were (a) opportunities to expand their business
operations in the territory of Georgia, (b) generating new investments or making new investments
in Georgia with the aim of establishing joint business enterprises.

Awareness about business opportunities across the border

Despite this frequently observed willingness to cooperate, it is safe to state that most of our
interlocutors lack information about the economic opportunities available across the border. With
the exception of the International Masis Tabak factory and some fruit producers, all of our
interlocutors had a poor understanding of the economic conditions and market opportunities
existing in Kvemo Kartli. These views were mostly shaped based on memories from Soviet times,
assumptions/stereotypes regarding the region, while evidence-based conclusions were not frequent.
This lack of information as well as the inability to collect such information independently was one
of the most frequently quoted constraints in starting business activities in Kvemo Kartli. Therefore,
the provision of correct, sector-specific information about all the main aspects (market demands



and opportunities, main players, regulatory framework, costs and tariffs, etc.) should be a starting
point of establishing cross-border economic cooperation.

The information gaps in various sectors are different, and therefore a differentiated approach
should be adopted to fill them. For example, in case of textile/glove production, the development of
a specific marketing plan and product promotion meetings focused on Kvemo Kartli and the rest of
Georgia would add value to the program and potentially lead to long lasting cooperation. In case of
the tobacco sector, in addition to improved marketing, an assessment is needed of the availability of
a seasonal labor force to work on tobacco fields in Tavush region and potentially later in Kvemo
Kartli. For a later component, a separate assessment might be needed to understand the quality of
soil and crops in Kvemo Kartli, as well as the existence of labor skills required for tobacco
production.

Properly prepared and well-facilitated experience exchange and study visits at the early stage of
program implementation would enable the polishing of ideas and avenues of possible cooperation
as well as the elimination of the ones that are not feasible.

Awareness of regulations, especially related to the EU and EEU

Similar to the previous section, most interlocutors (with the exception of the largest producers)
admitted that they do not have enough information on the regulatory framework existing in their
sector, especially the changes that were made as a result of Armenia’s accession to the Eurasian
Economic Union, let alone regulations existing in Georgia or the FTA/EU. It is clear that this gap
should also be addressed by the program. However, here again a more efficient and productive
option would be to have a differentiated approach for each sector and provide sector-specific
information, despite the fact that some regulations are the same across the sectors. A joint session
for all participants and separate workshops for each sector representatives might be an approach to
solve this issue.

Sector-specific recommendations

In order to facilitate the design and implementation of the CED project, our baseline study has
revealed a number of areas and action points to work on each of the selected sectors. All of these
prescriptions are separately discussed in the sections dedicated to each of the sectors. However, to
filter the sector-specific recommendations that are relevant and feasible from the point of view of
the CED project, a separate table was constructed below.

Table 17. Sector-specific recommendations for CED
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Sector Recommendations??

Fruit production & processing Agro-tours and experience exchange with Georgian
vineyards and wineries

Creation of a long-term and stable business
relationship with Georgian input suppliers (mainly
pesticides)

Export promotion activities to utilize market
opportunities in Georgia and beyond (i.e. EU)

Tobacco & cigarette production Involvement of seasonal workers (especially located
in the Tsalka region, Kvemo Kartli) at the tobacco
plants in the Tavush region during the months of
July-August when a human resource shortage has
been reported.

Agro-tours for Armenian tobacco experts/farmers to
Georgia, in order to assess prospects and the
possibility of tobacco cultivation in the Kvemo
Kartli region

In case of positive results, establishment of
permanent business relations with Armenian
cigarette producers and Georgian farmers

Textile Production (Gloves) Although the factory has conducted an initial
market study for the EU (France, Germany), a
complete marketing plan with trade partners will
boost this sector

Promotional tours in Kvemo Kartli for large scale
textile factory representatives to market cheap but
high-quality glove products for the industrial &
agriculture sectors of Kvemo Kartli

Same recommendation for smaller size sewing
companies to market the production of uniforms.

Community based tourism (CBT) Cooperation between tour agencies and guesthouse
owners to attract more visitors via joint tours in
both regions/countries.

A partnership between the Armenian B&B
association and similar associations will create an
opportunity for experience sharing and learning.

Organization of periodic regional festivals to

22 In order not to make the content redundant, only brief versions of the recommendations are presented here. More detailed
versions can be found in the sections dedicated to each sector.
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represent the economic potential of regions that
will boost CBT

General recommendations and suggestions on the possible design of
program interventions

Since there are a number of broad recommendations that are more or less relevant for all four
sectors, the aim of this part is to suggest some ideas and directions for designing program
interventions that will reflect the needs and opportunities revealed during the baseline assessment.

“Products and services of Tavush & Kvemo Kartli” Festival

As the result of the baseline study, a good understanding was formed of the economic potential of
both regions as well as the main areas of interest and key players. To build on these insights, and to
launch the project, a festival can be organized to host key potential partners and represent all the
main products and services that are available for wide consumption in both regions. This will
enable the establishment of initial relations among the potential stakeholders of the program in a
friendly and warm atmosphere. In terms of logistics, as well as to maximize the size of the
audience, it will be more feasible to organize one such festival in the Tavush region and one in
Kvemo Kartli, each being two or three days long.

Within the scope of these festivals, each of the selected sectors will have a chance to present its
achievements, plans and needs, albeit differently. In case of sectors that are concentrated around
one or two players (textile, tobacco production, mining etc.), these presentations can be scheduled
at specific times, to be followed by one-on-one meetings with potential partners. In this case, the
chances will notably increase of representatives of large-scale businesses being present at the event.

Other sectors that unite many players, and provide products and services for mass consumption
(fruit production and processing, wine production, guesthouses and tour operators, sewing
companies, etc.) can present their activities during the whole duration of the festival. Moreover, in
the case of community-based tourism, these festival(s) will add more value since participants can be
hosted by the selected guesthouses as well as get acquainted with the notable local sites and tourist
attractions.

Another benefit of hosting all the main potential partners in the same venue is the ability to talk
about the program as well as conduct on-the-spot workshops to increase knowledge about the
existing regulations across the sectors and countries. Filling this gap of knowledge is instrumental
to the success of the program and should be addressed regardless of the time and place. However, if
such an educational component is completed at the beginning of the program/ during festivals, it
will facilitate (a) savings in organizational costs, (b) the involvement of a larger number of
participants and (c) an increase in the awareness of opportunities at the initial stage of the program.
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In addition, and in case there are no time constraints, separate thematic workshops for the selected
sectors could also be organized. The following topics could be targeted:

e development of community-based tourism, online marketing and the secrets of
hospitability,

e potential of offering joint tour packages covering Tavush & Kvemo Kartli (and beyond),

e opportunities to expand fruit production and sales in Kvemo Kartli and Tavush,

o feasibility of exchanging seasonal farm workers and leasing of farming
equipment/machinery,

e opportunities of joint promotion and branding of certain products abroad (for example
promotion of “Caucasian” dried fruits/wines/cuisine/join itineraries for tourists etc.).

The core factors for success of such festivals are the following:
° Each of these festivals should last around 2-3 days in each location, which will enable not

only a larger number of participants but will also provide enough time to run awareness
sessions and thematic workshops;

. Proper preparation of the event in all aspects, starting from such things as the selection of
a suitable venue and timely invitations, and ending with engaging design and informative
content;

o Participation of the companies and individuals with the greatest potential to contribute to

the event and establish lasting cooperation. Therefore, it is important to plan the events
well in advance and get initial confirmation from core stakeholders on the date and venue
of the festival;

o Taking into account the beneficial potential of the event for the local economy, the
necessity of economizing on programmatic costs, and most importantly the ability to
contribute to the success/failure of such initiatives, it might also make sense to engage
representatives of the local authorities starting from the initial stage of planning.

Study tours to explore the opportunities on the spot

As a result of the successful organization of the festival(s), certain ideas and suggestions will be
generated among the participants. In order to encourage further work on those ideas, participants
of the program should be given an opportunity to have another round of on-the-spot meetings with
potential partners across the border.

In ideal circumstances, the organization of such on-the-spot visits would be subject to the ability of
potential partners to submit a concise plan/concept that would explain and justify such
meeting/tours, making them more productive and focused. However, it is highly unlikely to be
common practice for participants to submit such plans. This is why the program team should be
ready to substitute and take the lead in designing and organizing sector-specific tours and meetings.
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For this purpose, it will be crucial to generate and enlist all the core questions that should be
addressed during the tours.

Targeted consultations on specific topics

It is already clear at this point that that the answers to certain questions with the potential to
contributing to long-lasting and large-scale economic cooperation will probably require more in-
depth knowledge and expertise, and therefore cannot be tackled by just establishing relations
during festivals or study visits. For example, with regard to expanding tobacco production in the
Kvemo Kartli region in order to meet raw material demands of Armenian tobacco companies, an
assessment of the quality of soils and labor skills will be required. Another example is related
expanding the exports of industrial gloves to Georgia and to gain access to the EU market.
Although there is a high interest in this, a separate detailed study of Georgia and EU market
demands might be required before designing program activities. In case such needs appear, the
program team should be able to address those by providing high quality expertise on specific topics.

Establishment of a virtual platform

In order to be able to effectively communicate with stakeholders, share information and contacts,
as well as establish long-term relations and monitor the evolution of those relations, the creation of
an online, low cost but regularly updated and well-maintained virtual platform should be
considered. In case these conditions are met, this platform will certainly assist the program team in
achieving their goals and monitoring success. This platform might serve both as a repository for
general and sector-specific information, as well as a database of local entrepreneurs’ profiles, with
details on their products, capacities and contacts.

It is worth considering the creation of a separate section in this platform specifically designated for
stakeholders with program-related information relevant to them, and another section open to the
public where both awareness raising materials will be placed as well as the profiles of selected
sectors and entrepreneurs will be visible. The former will help increase the scope and number of
beneficiaries, and expand beyond selected regions; the latter will open up investment and
collaboration opportunities for the program stakeholders.

References

ACG, Avenue Consulting Group (2014). Tourism and services development tendencies in Armenia.
Available at

83



http://www.avenueconsulting.am/resources/avenue//uploads/pdf/60f2d485d5c9cb61a679a313c6b551c0.pdf
(accessed 12/01/2016).

ADA, Armenian Development Agency (2008). Armenian Tourism Industry: Investment Handbook.

Available at http://www.nt.am/banners/old-banners/armenian tourism investment handbook.pdf (accessed
13/01/2016).

Agreement between the government of the Republic of Armenia and the Executive authority of Georgia on
the principles of taxation of indirect taxes during the export and import of goods (work and services) (1998).
[Zudwduyiughp, Zujwunwih Zutpuybnnipjut jurwdupnipyut b Ypuunwith gnpswunhp
holuwtinipjut Uhob mypuwuputiph (wppnunwputinh, Swnuwynipjnibiubph) wprnuwhwiudw b
ubpuUnisdwt dwdwbwl wuninnuljh hwupltph quuddwt uljgpniipbiph dwuht]. Available at
http://www.arlis.am/DocumentView.aspx?DocID=21161 (accessed 24/01/2016).

AM Consulting, AM Partners Consulting Company (2011). Study for identification of actual capacities and
development oopportunities of entrepreneurship and agricultural food production, processing and export
promotion in Tavush marz. Available at
http://www.ampartners.am/resources/partners//pdf/b707c402e4ee34ef3ce88fab706e237b.pdf (accessed
09/01/2016).

Appendix 1 of the decision of the RA government N 120 of 12 of February on the tourism development
program (2015). [ZuytJws 1, 22 junwjwpnipjui 2015p. thtinnpduph 12-h N-120-U npnpdwt.
qpnuwppenipjul qupqugdwt dpwghp]. Available at
http://www.mineconomy.am/uploades/20152502180517621.pdf (accessed 12/01/2016).

Appendix 4 (2015). [Zu]kJws 4]. Available at
http://www.arlis.am/Annexes%5C4%5CPT3 2015 hav.4.pdf (accessed 07/01/2016).

Asker, S., Boronyak, L. Carrard, N and Paddon, M. (2010). Effective Community tourism: A best Practice
Manual. Available at

http://www.crctourism.com.au/wms/upload/resources/ APEC%20Effective%20Community%20Based%20To
urism%20WEB.pdf (accessed 15/01/2016).

CBoR, Central bank of Russia (2015). Foreign Currency market. Available at
http://www.cbr.ru/eng/currency base/ (accessed 30/01/2016).

CBoRA, Central bank of the Republic of Armenia (2015). Exchange rate archive. Available at
https://www.cba.am/en/sitepages/exchangearchive.aspx (accessed 29/01/2016).

Civilnet (2015). Developing Ecotourism in Dilijan. Available at http://civilnet.am/2015/05/26/developing-
ecotourism-in-dilijan/#.Vu Rm-]97Df (accessed 16/01/2016).

Dadoyan, A. and Grigoryan, A. (2013). Local economic developent in Berd. Available at
http://smednc.am/files/pdfs/attachments/original/4e001121a2.pdf (accessed 06/01/2016)

Decision 317, Decision of the Commission of the Customs Union on the application of Veterinary measures
(2010). Saint Petersburg. [Ipngnid 317, Uwpuwjhtt Uhnipjut hwudtwdnnnyh npnonidp dwpuughtu

84


http://www.avenueconsulting.am/resources/avenue/uploads/pdf/60f2d485d5c9cb61a679a313c6b551c0.pdf
http://www.nt.am/banners/old-banners/armenian_tourism_investment_handbook.pdf
http://www.arlis.am/DocumentView.aspx?DocID=21161
http://www.ampartners.am/resources/partners/pdf/b707c402e4ee34ef3ce88fab706e237b.pdf
http://www.mineconomy.am/uploades/20152502180517621.pdf
http://www.arlis.am/Annexes%5C4%5CPT3_2015_hav.4.pdf
http://www.crctourism.com.au/wms/upload/resources/APEC%20Effective%20Community%20Based%20Tourism%20WEB.pdf
http://www.crctourism.com.au/wms/upload/resources/APEC%20Effective%20Community%20Based%20Tourism%20WEB.pdf
http://www.cbr.ru/eng/currency_base/
https://www.cba.am/en/sitepages/exchangearchive.aspx
http://civilnet.am/2015/05/26/developing-ecotourism-in-dilijan/#.Vu_Rm-J97Df
http://civilnet.am/2015/05/26/developing-ecotourism-in-dilijan/#.Vu_Rm-J97Df
http://smednc.am/files/pdfs/attachments/original/4e001121a2.pdf

Uhnipniinid whwubwpniduuwthnwpuwlwt dhgngubph hpwndwt dwuht (2010). Uwtln
Nbwnbkppnipg.] Available at http://www.arlis.am/DocumentView.aspx?DocID=98978 (accessed 17/12/2010).

Decision 383, Decision of the RA government on the confirmation of the socio-economic development
program of Tavush region 2012-2015 (2012). [Qpnpnid 383, Zuywuwnwth Zwupwyinnipyut
Junwjwpnipjub npnonid Zujwunwith Zutpuy binnipjut Smwynioh dwpgh 2012-2015 pduwljuuttph
unghw-nbntuwlut qupqugdwt Spwghpp hwunwntint dwuht (2012).] Available at
http://www.arlis.am/DocumentView.aspx?DoclD=75224 (accessed 15/01/2016).

Decision 946, Decision of the RA government on the establishment of the terms and conditions for
providing hotel services, accreditation procedure of hotel facilities and the qualification procedure of hotel
facilities (2004). [Apnonid 946, Zujwuwnwith Zwtpuy binnipjut junwwupnipjut npnonudp
hjniputingujhtt Swnwymipnitutp dwnnigkint jupgu nt wuydwtubpp vwhdwikng, hniputingujht
nunbunipjut opjiljnntinh npujuynpuwt jupgbpp B npujuynpdwb pupuguljupgp

hwunwwnbint dwuhti]. Available at http://www.arlis.am/documentview.aspx?docid=103438 (accessed
20/01/2016).

Decision N 1779, Decision of the RA government on confirmation of the list of the necessary documents and
information for the implementation of customs control and their provision to the customs authorities

(2004). [Qpnpnud 1779-1, 22 unwwupnipju npnonidp dwpuwghtt hujnnnipnit hpujubwgubne
hwdwp wuhpwdtyn hwunwpnptph nt mknkynipniuutph guiltpp B gpuip dwpuwghe
dwpuhutbpht mpudwnpbint jupgp vwhdwibint dwuht. Gplhwi. ] Available at
http://www.arlis.am/documentview.aspx?docid=94041 (accessed 17/12/2015).

Decision of the government of Armenia on the confirmation of the list of border communities of the
Republic of Armenia (1998). [2Z U], Zujwutnwith Zwipuybnntpjut junwjwpnipnit npnonudp
Zujuunnwth Zuipuy bnnipjut vwhdwbtwdbpd hwdwjuptutph guulp hwunwnbnt dwuh].
Available at http://www.arlis.am/DocumentView.aspx?docid=100442 (accessed 21/01/2016).

Decision of the government of the RA on the confirmation of the schedule and implementation of the 2014
program "Tourism Support Services" (2013). [QUO dFudwtmljmgniyg, 22 junwyjwpnipju npnyonidp
«2pnuwoponipjuiit wewljgnipjut Swnwynipniuttp» 2014 pyuljwh spwghpp b Spugph
hpuwjuwtwgdwi vhpngupnidubph dudwwljugnigp hwunwnbint dwuht (2013)]. Available at
http://www.arlis.am/documentview.aspx?docID=87690 (accessed 11/01/2016).

Decision of the Republic of Armenia on the confirmation of the regulations of provision of the certificate of
the country of origin and the examination procedure, on the amendments of the RA government decision N
385 accepted 31+ of December 2000 and on the repeal of the RA government decision N 1246 accepted on
24" of December. Yerevan. [[Ipnomid 1772-U, Zwjwuwnwth hwipuynnipjut junwjupnipniuinpn
2 n1 Up mypwtiph dwgquwt Epyph hwjwunwgph mpudwnpdw b thnpdwptinipjut wighugdwb
Jupgp hwuwnwwnting, 22 jupwdupnipjut 2000 pYuluih nhjntdptph 31-h n 895 npnodwt dke
thnthnpunipniuttp juwnwpbnt b 22 jupwdupnipjut 2001 pyulwih ghljntdptph 24-h n 1246
npnonid nudp Ynpgpws Smbtwgkint dwuht (2011). Gplhwl]. Available at
http://www.arlis.am/DocumentView.aspx?docid=97786 (accessed 16/12/2014).

85


http://www.arlis.am/DocumentView.aspx?DocID=98978
http://www.arlis.am/DocumentView.aspx?DocID=75224
http://www.arlis.am/documentview.aspx?docid=103438
http://www.arlis.am/documentview.aspx?docid=94041
http://www.arlis.am/DocumentView.aspx?docid=100442
http://www.arlis.am/documentview.aspx?docID=87690
http://www.arlis.am/DocumentView.aspx?docid=97786

EC, European Commission (2015). Countries and regions: Armenia. Available at
http://ec.europa.eu/trade/policy/countries-and-regions/countries/armenia/ (accessed 14/12/2015)

ETT, EAVIHBIN TAMOXXEHHEIN TAPU® (2015). EBpasuiickas skoHOMIdecKas Komuccus. Available at
http://www.eurasiancommission.org/ru/act/trade/catr/ett/Pages/default.aspx (accessed 07/01/2016).

FT, Foreign Trade (2015). Available at http://www.foreign-trade.com/index.htm (accessed 10/01/2016).

Galyan, Z. (2011). Community-Based Tourism Program Koghb village, Tavush Region, Republic of Armenia.
Available at http://www.enpi-

fleg.org/fileadmin/ufs/04.%20Program%20Information/4.02%20Program%20Components/4.02.01%20Gener
al/4.02.01.Armenia/Koghb Visitor Programme Eng.pdf (accessed 16/01/2016).

GT, Grand Thornton (2015). Doing business in Armenia 2015: Commercial guide for investors. Armenia.
Available at http://www.grantthornton.am/en/publications/doing business in armenia guide (accessed
05/12/2015).

Guidelines for Legal individuals and sole traders for the export of agricultural products and food (2014).
[Ninkgnyg, ¥niquunnbuwljub Upkpph b utinuwdpbpph wipnwhwinid hpwljwbwging
hpuwjwpwtwlwi b phghjuljut mdwg hwdwp (2014)].Available at
http://minagro.am/2014/08/%D5%B8%D6%82%D5%B2%D5%A5%D6%81%D5%B8%D6%82%D5%B5%D
6%381-

9%D5%A3%D5%B5%D5%B8%D6%82%D5%B2%D5%A 1%D5%BF%D5%B6%D5%BF%D5%A5%D5%BD
%D5%A1%D5%AF%D5%A1%D5%B6-%D5%B4%D5%A9%D5%A5%D6%80%D6%84%D5%AB-
%D6%87-%D5%BD/

Guidelines for the exporters of agricultural products to the European Union and Eurasian Economic Union
(2013). [Mintgnyg, dniquunbinbuujui wypwiputp wpnwhwinnutph hwdwp GYpnyulju
Uhnipinit &Y Bypwuqbuh dwpuwghtt dhnipinit (2013)]. Available at
http://www.globalspc.am/scenario/docs/Agro-Export.pdf (accessed 20/12/2015)

ITC, International Trade Center (2015). Trade map. Available at
http://www.trademap.org/countrymap/Index.aspx (accessed 21/12/2015).

Karapetyan et al (2010). Local Economic Development in Noyemberyan: Participatory Appraisal of
Competitive Advantages (PACA). Noyemberyan.

Karapetyan, V. (2009). Tavush Marz, Republic of Armenia. Available at
http://www.ruralarmenia.org/sites/default/files/Tavush%20Assessment eng.pdf (accessed 04/01/2016).

KPMG (2013). Your business in Armenia. Armenia. Available at
https://www.kpmg.com/AM/en/IssuesAndInsights/ArticlesPublications/Documents/Your%20Business%20in
%20Armenia%20n0ov%202013.pdf (accessed 06/12/2015).

Lalayan, A. (2014). Community-based tourism in Armenia: planning for sustainable development. Available
at http://r-cube.ritsumei.ac.jp/bitstream/10367/6090/1/51212602.pdf (accessed 15/01/2016).

Mason, P. (2008). Tourism, Impacts, Planning and Management. Second Edition. Elsevier LTD: Oxford.

86


http://ec.europa.eu/trade/policy/countries-and-regions/countries/armenia/
http://www.eurasiancommission.org/ru/act/trade/catr/ett/Pages/default.aspx
http://www.foreign-trade.com/index.htm
http://www.enpi-fleg.org/fileadmin/ufs/04.%20Program%20Information/4.02%20Program%20Components/4.02.01%20General/4.02.01.Armenia/Koghb_Visitor_Programme_Eng.pdf
http://www.enpi-fleg.org/fileadmin/ufs/04.%20Program%20Information/4.02%20Program%20Components/4.02.01%20General/4.02.01.Armenia/Koghb_Visitor_Programme_Eng.pdf
http://www.enpi-fleg.org/fileadmin/ufs/04.%20Program%20Information/4.02%20Program%20Components/4.02.01%20General/4.02.01.Armenia/Koghb_Visitor_Programme_Eng.pdf
http://www.grantthornton.am/en/publications/doing_business_in_armenia_guide
http://minagro.am/2014/08/%D5%B8%D6%82%D5%B2%D5%A5%D6%81%D5%B8%D6%82%D5%B5%D6%81-%D5%A3%D5%B5%D5%B8%D6%82%D5%B2%D5%A1%D5%BF%D5%B6%D5%BF%D5%A5%D5%BD%D5%A1%D5%AF%D5%A1%D5%B6-%D5%B4%D5%A9%D5%A5%D6%80%D6%84%D5%AB-%D6%87-%D5%BD/
http://minagro.am/2014/08/%D5%B8%D6%82%D5%B2%D5%A5%D6%81%D5%B8%D6%82%D5%B5%D6%81-%D5%A3%D5%B5%D5%B8%D6%82%D5%B2%D5%A1%D5%BF%D5%B6%D5%BF%D5%A5%D5%BD%D5%A1%D5%AF%D5%A1%D5%B6-%D5%B4%D5%A9%D5%A5%D6%80%D6%84%D5%AB-%D6%87-%D5%BD/
http://minagro.am/2014/08/%D5%B8%D6%82%D5%B2%D5%A5%D6%81%D5%B8%D6%82%D5%B5%D6%81-%D5%A3%D5%B5%D5%B8%D6%82%D5%B2%D5%A1%D5%BF%D5%B6%D5%BF%D5%A5%D5%BD%D5%A1%D5%AF%D5%A1%D5%B6-%D5%B4%D5%A9%D5%A5%D6%80%D6%84%D5%AB-%D6%87-%D5%BD/
http://minagro.am/2014/08/%D5%B8%D6%82%D5%B2%D5%A5%D6%81%D5%B8%D6%82%D5%B5%D6%81-%D5%A3%D5%B5%D5%B8%D6%82%D5%B2%D5%A1%D5%BF%D5%B6%D5%BF%D5%A5%D5%BD%D5%A1%D5%AF%D5%A1%D5%B6-%D5%B4%D5%A9%D5%A5%D6%80%D6%84%D5%AB-%D6%87-%D5%BD/
http://minagro.am/2014/08/%D5%B8%D6%82%D5%B2%D5%A5%D6%81%D5%B8%D6%82%D5%B5%D6%81-%D5%A3%D5%B5%D5%B8%D6%82%D5%B2%D5%A1%D5%BF%D5%B6%D5%BF%D5%A5%D5%BD%D5%A1%D5%AF%D5%A1%D5%B6-%D5%B4%D5%A9%D5%A5%D6%80%D6%84%D5%AB-%D6%87-%D5%BD/
http://www.globalspc.am/scenario/docs/Agro-Export.pdf
http://www.trademap.org/countrymap/Index.aspx
http://www.ruralarmenia.org/sites/default/files/Tavush%20Assessment_eng.pdf
https://www.kpmg.com/AM/en/IssuesAndInsights/ArticlesPublications/Documents/Your%20Business%20in%20Armenia%20nov%202013.pdf
https://www.kpmg.com/AM/en/IssuesAndInsights/ArticlesPublications/Documents/Your%20Business%20in%20Armenia%20nov%202013.pdf
http://r-cube.ritsumei.ac.jp/bitstream/10367/6090/1/51212602.pdf

MokE, Ministry of Economy (2015). The dynamics of the increase in inbound tourism in Armenia 2001-2014.
[Zwjwuwnwl juwnwpws tkpghw qpnuwopewhtt wygkjnipiniutiph pwbwlh weh nphtwdhlut 2001-
2014p.]. Available at http://mineconomy.am/uploades/20151902175107148.pdf (accessed 14/01/2016)

MoE, Ministry of Economy of the Republic of Armenia (2016b). Available at
http://www.mineconomy.am/eng/index.html (accessed 20/01/2016).

MokE, Ministry of the Economy of the Republic of Armenia (2016a). Information on the most important
questions raised by enterprises about the accession to the Eurasian Economic Union (EEU).
[StnEjunynipinit Gypuuhwljut ntntuwljut dhnipjuip (6SU) dhwuwnt yepupkpuyg
nbunbujupnnubph Ynndhg pupdpugynn wpwybky upbnp hwpgbph yepupkpyuy]. Available at
http://www.mineconomy.am/uploades/20141612165541464.pdf (accessed 26/01/2016).

Mowforth, M. and Munt, I. (2009). Tourism and Sustainability: development, globalization and new tourism
in the Third World. Third edition. London and New York: Routlage.

NCFA, National Competitiveness Foundation of Armenia (2011). Armenian Southern Corridor Tourism
Framework.

NSS, National Statistical Service (2014b). Socio-Economic Situation of RA, January 2014. [U40, Uqqujht
Jhdujugpuljut Ownwynipint (2014b). Zujwunwth Zubpuybnntpjut unghw-ntnkuwlju
Jh&wljp 2014 pywljwith hnitijunpht]. Available at http://www.armstat.am/am/?nid=82&id=1533 (accessed
15/01/2016).

NSS, National Statistical Service (2015b). Socio-Economic Situation of RA, January-October 2015. [UJ0O,
Uqqujhtt Thwujugpujut Ownuwynipinit (2015b). Zujuwunwith Zutpuy bnnipjut unghwy-
nunbuwlju Jhdwlp 2015 pywuljuith hnitup-hnluntdptpht]. Available at
http://www.armstat.am/am/?nid=82&id=1722 (accessed 14/01/2016).

NSS, National Statistical Service (2015c). Marzes and Yerevan city of the Republic of Armenia in figures,
2015. [UM0, Zuwjuunwith Zuipuybnnipjub dupgbpp b Gplwbt punupp pytpny]. Available at
http://www.armstat.am/am/?nid=82&id=1712 (accessed 20/01/2016).

NSS, National Statistical Service of the Republic of Armenia (2003). Marzes (Regions) of Armenia in Figures
1998-2002. Yerevan. Available at http://armstat.am/file/article/marz 03 0.pdf (accessed 22/01/2016).

NSS, National Statistical Service of the Republic of Armenia (2016). Statisitical Indicators. Available at
http://www.armstat.am/en/?nid=126 (accessed 29/01/2016)

NSS, National Statistical service of the Republic of Armenia (2013). Area Under Agricultural Crops and
Gross Harvest for 2012. [U40, @niquununtuujut dpujupnyubph guipuyhtt mupwsnipniuutpp b
hwdwpiwnt pippp 2012 pywljutihi]. Avaialble at http://www.armstat.am/file/article/canger h 2012.pdf
(accessed 08/01/2016).

NSS, National Statistical service of the Republic of Armenia (2014a). Area Under Agricultural Crops and
Gross Harvest for 2013.[Ud0 (2014a). @niquunntuwljut Upwjupnyutph guupujhe
nwpwénipniutbpp b hwdwhiwunt pippp 2013 pdwljutht]. Available at
http://www.armstat.am/file/article/canger h 2013.pdf (accessed 08/01/2016).

87


http://mineconomy.am/uploades/20151902175107148.pdf
http://www.mineconomy.am/eng/index.html
http://www.mineconomy.am/uploades/20141612165541464.pdf
http://www.armstat.am/am/?nid=82&id=1533
http://www.armstat.am/am/?nid=82&id=1722
http://www.armstat.am/am/?nid=82&id=1712
http://armstat.am/file/article/marz_03_0.pdf
http://www.armstat.am/en/?nid=126
http://www.armstat.am/file/article/canqer_h_2012.pdf
http://www.armstat.am/file/article/canqer_h_2013.pdf

NSS, National Statistical service of the Republic of Armenia (2015a). Area Under Agricultural Crops and
Gross Harvest for 2013.[Ud0 (2015a). nipuuniinbuwljut dpwljwpniyjubph gupughty
nwpwénipniuubpp b hwdwhiwnt pippp 2014 pywljutihi]. Available at
http://www.armstat.am/file/article/canger h 2014.pdf (accessed 08/01/2016).

Shahnazaryan et al (2014). The competitiveness of and development directions of the Republic of Armenia.
[Cuwhuwqupyub b niphoutp. Qpnuwopeonipjut Upgniiwljnipiniip b qupqugdwt ninnnipnibtitpp
Zujuuwnwth Zwbpwybnnipniunid]. Available at

http://media.asue.am/upload/dramashnornhner/Suvaryan.pdf (accessed 14/01/2016).

Simpson, M. (2003). Community-based economic development strategy for local governments in Armenia: a
case study from the city of [jevan. Available at

Standing Committee on Economic Affairs (2014). [SZUZ, Shntuwljwt hwupgtph dpnuljui
hwudtiwdnnny]. Available at
http://parliament.am/committees.php?do=show&ID=111172&showdoc=2248&cat id=234&month=all&year=

2015&lang=arm (accessed 16/12/2015).

State Revenue Committee (2015). Customs Service of the Republic of Armenia: Statistics. [NEGU,
Zuyuunwth Zwbpuybnnipjut Uupuwjht swnwjnipinii. Yhduljuqpnipni]. Available at

http://www.customs.am/Content.aspx?itn=csCIMethodologicalClarifications&pt=parent (accessed
10/01/2016)

Stephen, P. and Connell, J. (2009). Tourism: modern synthesis: third edition. Hong Kong: RR Donnelley.

The Chamber of Commerce and Industry of Gegharkunik region, (2014a). The Economic Diagnosis of
Zorakan & Axtanak. Jjevan. [FUUM (2014a). Upguljgujhtt wmnwybimpniuubph dwubiwlgught
quuwhwwnnd (paca) @npuljut b Zunpwbwl hwdwjupubpnid. boliwt].Available at

http://www.ruralarmenia.org/content/economy-diagnose-zorakan-axtanak (accessed 04/01/2016)

The Chamber of Commerce and Industry of Gegharkunik region, (2014b). The Economic Diagnosis of
Bagratashen, Debedavan, Deghzavan and Ptghavan. Ijevan. [3UUM (2014b). Upguljgujht
wnwybnipjniutbph dwutwlguyhtt gogwhwwnnid (paca) Fugpunwgkl, Hphnuduib, Hhndwdub by
NMunuywt hwdwjupttpnid. boliwuti]. Available at http://www.ruralarmenia.org/content/economy-

diagnose-bagratashen (accessed 04/01/2016)

The law of the RA (2001). The law of the Republic of Armenia about the confirmation of the list of goods
(not subject to excise tax) imported by organizations and private entrepreneurs that are exempted from

value added tax (2001). [UGUZUUSBZUO, Yuquuitpwynipjniutph b wthwwn dkntwpluntptph

Ynnuhg ubkpunisynn* wlghquyhtt hwplnyg hwuplydwb ny Eipulu wjh wypwupubph guulyp
hwunwwnbknt dwuht, npnug tkpdnisnidt wmqunus L wybkjugyws wpdtph hwiplhg]. Available at
http://www.arlis.am/documentview.aspx?docid=96187 (accessed 28/01/2016).

The law of the RA (2014). The law of the Republic of Armenia on the characteristics of the calculation and
the payment of indirect taxes among the member countries of the Eurasian Economic Union (2014).
[G2UTU, Zujuuwnwih Zubpuwbnnipjut opkupp Zujuunwh Zubpuybnnipjub b Gypuuhulwb

Stntuwljut Uhnipjut winud yhnnipjniuttph vhob wmuininnuijh hwupytph hwpdupyuwt b
88


http://www.armstat.am/file/article/canqer_h_2014.pdf
http://media.asue.am/upload/dramashnornhner/Suvaryan.pdf
http://parliament.am/committees.php?do=show&ID=111172&showdoc=2248&cat_id=234&month=all&year=2015&lang=arm
http://parliament.am/committees.php?do=show&ID=111172&showdoc=2248&cat_id=234&month=all&year=2015&lang=arm
http://www.customs.am/Content.aspx?itn=csCIMethodologicalClarifications&pt=parent
http://www.ruralarmenia.org/content/economy-diagnose-zorakan-axtanak
http://www.ruralarmenia.org/content/economy-diagnose-bagratashen
http://www.ruralarmenia.org/content/economy-diagnose-bagratashen
http://www.arlis.am/documentview.aspx?docid=96187

Jdwpdwt wnwduwhwnlnipniiutph dwuht (2014)]. Available at
http://www.arlis.am/DocumentView.aspx?docid=102744 (accessed 10/12/2015).

The law of the RA on customs regulations (2014). [U4QUO, 22 opkupp dwpuuyhti jupquynpdu
dwuhti]. Available at http://www.arlis.am/DocumentView.aspx?DocID=95016 (accessed 20/12/2015).

The law of the RA on excise tax (2000). Yeevan. [OUZU, 2Z opklipp Uljghquiyhtt hwiplh dwuht (2000):
Bpliwmt]. Available at http://www.arlis.am/documentview.aspx?docid=102764 (accessed 11/12/2015):

The law of the RA on income tax (2010). Yerevan. [OG2U, 22 opkupp Guwdwuhtt hwplh dwuht (2010):
Bpliwmt]. Available at http://www.arlis.am/documentview.aspx?docid=97948 (accessed 05/12/2015)

The Law of the RA on profit tax (1997). Yerevan. [OG2U, 2Z opkupp pwhnipwhwnpyh dwuht (1997):
Bpliwt]. Available at http://www.arlis.am/documentview.aspx?docid=73140 (accessed 09/12/2015).

The law of the RA on taxes (1997). Yerevan. [2202U, 2z opkupp hwplph dwuht. Gplwt]. Available at
http://www.arlis.am/documentview.aspx?docid=102934 (accessed 12/12/2015).

The law of the RA on the tax exemption of activities carried in border communities (2014a). [UzZPbQ2UU, 22
opkpp vwhdwbwdbpd hwdwjupubpnid hpwlwbwgynn gnpéniubnipinitip hwpliphg wquuntkint
dwuhti (2014a): Gplwt] Available at http://www.arlis.am/DocumentView.aspx?docid=102100 (accessed
12/12/2015).

The law of the RA on the tax exemption of activities carried in border communities: proposition (2014b).
[UzPQ2UU, 22 optipp uvwhdwtwdtpd huwdwjuputipnid hpujutwgynn gnpéniubtnipiniup hwpltphg
wquwunbknt dwuht. hhdttwynpnid]: Available at
http://www.parliament.am/drafts.php?sel=showdraft&Draft[D=35111 (accessed 12/12/2015).

The law of the RA on turnover tax (2012). Yerevan. [OC2U, 22 Opkupp Cpowtinnipjut hwplhh dwuht
(2012): Bplwt]. Available at http://www.arlis.am/DocumentView.aspx?docid=102762 (accessed
08/12/2015).

The law of the RA on value added tax (1997). Yerevan. [OUUZU, 22 opkupp wkjugdus wpdtph hwpyh
dwuhti (1997): Gpliwt]. Available at http://www.arlis.am/documentview.aspx?docid=102959 (accessed
07/12/2015).

The law of the RA on licensing fees (2010). [U4 U, Zujwuwnwih Zwipwybwnnipjub opkupp
wpunnbwqgpuht ydupubph dwuht (2010)]. Available at
http://www.arlis.am/documentview.aspx?docid=98620 (accessed 22/01/2016).

The law of the RA on pension funds (2010). [9Y4UO, 22 opkupp Yninuljuyhtt Euuwpnowljutph
dwuhti]. Available at http://www.arlis.am/documentview.aspx?docid=102935 (accessed 26/01/2016).

The law of the RA on tourism and tourist activities (2003). [23UO, 22 opkupp qpnuwpponipjui b
qpnuwppowjht gnpénibkinipjutt Ywuht]. Available at
http://www.mineconomy.am/arm/39/gortsaruyt.html (accessed 11/01/2016).

89


http://www.arlis.am/DocumentView.aspx?docid=102744
http://www.arlis.am/DocumentView.aspx?DocID=95016
http://www.arlis.am/documentview.aspx?docid=102764
http://www.arlis.am/documentview.aspx?docid=97948
http://www.arlis.am/documentview.aspx?docid=73140
http://www.arlis.am/documentview.aspx?docid=102934
http://www.arlis.am/DocumentView.aspx?docid=102100
http://www.parliament.am/drafts.php?sel=showdraft&DraftID=35111
http://www.arlis.am/DocumentView.aspx?docid=102762
http://www.arlis.am/documentview.aspx?docid=102959
http://www.arlis.am/documentview.aspx?docid=98620
http://www.arlis.am/documentview.aspx?docid=102935
http://www.mineconomy.am/arm/39/gortsaruyt.html

Treaty on the Eurasian Economic Union (2014). Yerevan. [NTGSUU, Mwjdwbuwghp Gypuuhwuljui
nunbuljuwd Uhnipjut dwuht (2014): Gplwt]. Available at
http://www.arlis.am/DocumentView.aspx?docid=95272 (accessed 10/12/2015).

USAID CAPS (2007). Tourism development concept paper. Available at
http://www.mineconomy.am/uploades/Armenia_Tourism Strategy with logo.pdf (accessed 13/01/2016).

WB, The World Bank (2016). Doing business 2016: measuring regulatory quality and efficiency. Armenia.
Available at http://www.doingbusiness.org/~/media/GIAWB/Doing%?20Business/Documents/Annual-

Reports/English/DB16-Full-Report.pdf (accessed 20/01/2016).

World Trade Organization (2015b). Technical Information on Customs Valuation. Available at

https://www.wto.org/english/tratop e/cusval e/cusval info e.htm (accessed 15/12/2015).

WTO, World Trade Organization (2015a). Member information: Republic of Armenia and WTO. Available
at https://www.wto.org/english/thewto e/countries e/armenia e.htm (accessed 15/12/2015).

90


http://www.arlis.am/DocumentView.aspx?docid=95272
http://www.mineconomy.am/uploades/Armenia_Tourism_Strategy_with_logo.pdf
http://www.doingbusiness.org/~/media/GIAWB/Doing%20Business/Documents/Annual-Reports/English/DB16-Full-Report.pdf
http://www.doingbusiness.org/~/media/GIAWB/Doing%20Business/Documents/Annual-Reports/English/DB16-Full-Report.pdf
https://www.wto.org/english/tratop_e/cusval_e/cusval_info_e.htm
https://www.wto.org/english/thewto_e/countries_e/armenia_e.htm

Annexes

Annex 1. Topic guides for in-depth interviews

Topic Guide 1 (General)

Intro:

We thank you for your readiness to participate in our study. We are doing a baseline study on
Cross—Border Economic Development between the Tavush region & Kvemo Kartli and are
interested in learning about your perspective on the possibilities of improving this cooperation,
especially taking into account that Armenia & Georgia have adopted different approaches in terms
of economic integration with different international systems, thus getting access to two different
large markets.

Our project is supported by the EU-funded Eastern Partnership Territorial Cooperation.

We would like to ask for your permission to record our conversation since it will be much easier
for us to work with the material. In addition, we want to notify you that we are not going to use
direct quotes from you and your name will not appear in the published report. Most importantly,
we want to ask you to be very open and honest in your answers since our main goal is to learn
about the existing situation.

1. General information about activity, including details for VC mapping

1 Let’s start the conversation by briefly describing your main economic activities. What are your
main types of products/services? How long have you been engaged in this sector?

1.1.1 What is the legal status of your organization? How many people are employed by your

business? How many of them are full-time, how many part-time?

1.2 What are the main organizations, individuals that play a crucial role in your business (supply,
sales, etc.). Who are the main players/value chain actors in your sector, what are their
contributions/functions? Indicate names/ possible contacts -

1.2.1 Input suppliers

1.2.2  Production/capacity

1.2.3 Market players/competition

1.2.4 Sales (share of export in total production, main destination of export)

2. Challenges and opportunities, including the ones related to EEU-EU integration

2.1 How would you describe the overall existing environment from the point of view of conducting
business, particularly in your sector?
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2.1.1. What are the main challenges and achievements in running your business? Please
elaborate separately on existing formal regulations in relation to taxes, customs,
standards as well as their real implementation at the national and local levels.

2.1.2. Access to finance (banks, microfinance organizations);

2.1.3. Governmental support (extensions, private sector development programs);

2.1.4. Capacity building providers (NGOs, private sector actors).

2.2 During the last year or so Armenia/Georgia has signed documents that would facilitate doing
business with the EEU/EU. How has it affected your business, if at all?

2.2.1 Are you aware of existing regulations, particularly in relation to taxes and customs,

new standards etc.? How have they have changed and what is their impact on your business?

2.2.2 What kind of challenges and opportunities do these developments provide in relation

to your business? Could you provide specific examples?

2.2.3. Have you ever thought of or even tried to make use of these opportunities? If yes,

how? If not, why?

3. Economic cooperation across the borders (Kvemo Kartli-Tavush)

3.1 Since we are interested in exploring economic development activities across the border, we
would like to learn if you are engaged in such interaction. If yes, please specify what kind of
cooperation you have with Georgians/Armenians? If no, please indicate the main reasons.

3.2 Do you want to cooperate with Armenian/Georgian businesses? If yes, in what areas?

3.2.1 Are you interested in attracting investment from Armenia/Georgia? If yes, in which areas?

4, Recommendations/ideas

How could you benefit from the changed reality and how could existing challenges be overcome?

In other words, how could you improve your business, what are the main gaps and how they could
be closed?

Topic Guide 2 (Community based tourism)

Intro:

We thank you for your readiness to participate in our study. We are doing a baseline study on
Cross—Border Economic Development between the Tavush region & Kvemo Kartli and are
interested in learning about your perspective on the possibilities of improving this cooperation,
especially the area of tourism.

Our project is supported by the EU-funded Eastern Partnership Territorial Cooperation.

We would like to ask for your permission to record our conversation since it will be much easier
for us to work with the material. In addition, we want to notify you that we are not going to use
direct quotes from you and your name will not appear in the published report. Most importantly,
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we want to ask you to be very open and honest in your answers since our main goal is to learn
about the existing situation.

10.

11.

12.

13.

How long have you been living in this community? What is your occupation?

How important is tourism for your community? Does tourism create any new markets for
local products? Has tourism brought more advantages or disadvantages to the community
and region so far? Does tourism bring benefits/revenue to the community? In what way and
approximately how much?

Does tourism have any deteriorating effects (e.g. tourists tend to worsen the environment or
infrastructure (pollution), (the question is related to foreign tourists mainly, not local)?
What is the average monthly income of the people living in your community? How
different is your income from it?

Do you provide any services or products to tourists (e.g. guide, shop, accommodation,
cooking, transport, restaurants? If yes, please specify what kind of products or services?

Does the quality of your life change for the worse or for the better because of tourism?
Why?

What are the main challenges that hinder tourism development in your community/region?
Are you aware of any important decisions about tourism development related to your
community? If yes, please specify. If No, why not?

In your opinion, which organizations and institutions are responsible for tourism
development in the region? What are the roles of each of those institutions? Do they fulfil
their roles? Do tourism-related organizations and institutions communicate across various
fields to address immediate or long-term issues or both?

Do local & regional authorities organize meetings relating to tourism development in
different communities and do representatives from these communities participate in them?
From which countries are the visitors/tourists? Do you have many tourists coming from
Georgia, and especially from Kvemo Kartli? If yes, what is the main purpose of their visits?
Do you, in any way, cooperate with Georgian travel agencies, particularly with agencies in
Kvemo Kartli? Do you have any joint tours, i.e. tourists who visit both Georgia and
Armenia?

In your opinion what steps should be taken to develop tourism between the Tavush and
Kvemo Kartli regions?
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Annex 2. List of interviewees

Name Surname Position Community Gender | Date
1 | Andrey Ghavalyan Farmer, grape Verin Karmir | male 27-Dec
2 | Qalantar | Qalantaryan Deputy village Mayor/grape farmer | Choratan male 27-Dec
3 | Gor Abrahamyan Village Mayor Norashen male 13-Dec
4 | Varyj Baghmanyan Village Mayor Choratan male 14-Dec
5 | Hovsep Ananyan Employee of Tavush Textile Choratan male 27-Dec
6 | Mikael Ezekyan Director of Tavush Textile Choratan male 27-Dec
7 | Aram Nigoyan Village Mayor Navur male 12-Dec
8 | Gor Abrahamyan Village Mayor Norashen male 13-Dec
9 | Artur Ohanjanyan Grand Tobacco Yerevan male 19-Dec
10 | Khachik | Shekikyan "Masis Tobacco" LLC Yerevan male 24-Dec
11 | Artur Hovhannisyan | Village Mayor Tavush male 29-Dec
12 | Ararat Edigaryan Tobacco farmer Noyemberyan | male 18-Dec
Director ~of "Masis Tobacco"
13 | Kamo Baldryan Varagavan collection center Tavush male 26-Dec
14 | Rima Manucharyan Tobacco Farmer Tavush female | 26-Dec
15 | Anahit Alaverdyan B&B "Anakhit" [jevan female | 18-Dec
16 | Gagik Engibaryan B&B "Kamar" ljevan male 18-Dec
17 | Susanna Eghiazaryan B&B "Arciv" Dilijan female | 27-Dec
18 | Nunufar | Xazaryan B&B Dilli Villa Dilijan female | 27-Dec
19 | Aram Mayilyan B&B Utik Berd male 27-Dec
Expert of Poverty Reduction
20 | Erik Baghdasaryan Program, Armenian Relief Fund Yerevan male 22-Dec
Director of the Armenian B&B
21 | Lusine Smbatyan Association NGO Yerevan female | 25-Dec
Head of tourism department of the
22 | Mekhak Apresyan Ministry of Economy Yerevan male 23-Jan
23 | Aramayis | Abovyan Head of Koghb village Yerevan male 29-Dec
24 | Narine Chagharyan Sewing company ljevan female | 12-Jan
25 | Ruslan Antonyan Berry gatherer/farmer Ayrum male 13-Jan
26 | Merujan | Davtyan Farmer/ Viniculture, dried grapes Archis male 14-Jan
Farmer/Horticulture/Peach, French
27 | Spartak Zakharyan plum, pistachio Haghtanak male 15-Jan
28 | Karapet | Barseghyan Tobacco Farmer Koghb male 15-Jan
29 | Artavazd | Yeganyan Tourist agent , Zikatar, (resort) Koghb male 15-Jan
30 | Vigen Hovhannisyan | Dry fruit production Bagratashen male 26-Dec
31 | Samvel Gasparyan Fruit resell Noyemberyan | male 27-Dec
Manager, Production of wine,
32 | Vardan Azatyan brandy, and fruit vodka Berdavan male 27-Dec
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33 | Atom Yegoryan Ijevan Wine Brandy factory ljevan male 29-Dec
34 | Vardan Zurabyan Farmer/ Viniculture 1 Berdavan male 28-Dec
35 | Sergo Manucharyan Farmer/Viniculture 2 Aygehovit male 29-Dec
36 | Manuk Harutyunyan Farmer/Horticulture/Peach 1 Bagratashen male 26-Dec
37 | Armen Gabrielyan Farmer/Horticulture/Peach 2 Bagratashen male 26-Dec
38 | Arman Chilingaryan Berry gatherer/farmer Jujevan male 28-Dec
39 | Vardan Jilavyan Tobacco Farmer Haghtanak male 27-Dec
40 | Ashot Ghalumyan Tourist agent ljevan male 28-Dec
41 | Hayk Azatyan Tourist agent (B&B) Koghb male 28-Dec
42 | Karen Gishyan President, Kar Art LLC ljevan male 28-Dec
43 | Pashikyan | Taron Director, Ayrum Artadramas OJSC | Ayrum male 27-Dec
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Baseline Study Report: Kvemo Kartli Region

Opportunities for increasing cross-border economic development between the Kvemo Kartli and

Tavush regions: the Georgian perspective

List of abbreviations

AA Association Agreement with EU

ACDA Agriculture Cooperatives Development Agency
APMA Agricultural Projects Management Agency

CIS Commonwealth of Independent States

DCFTA Deep and Comprehensive Free Trade Area
EDA Entrepreneurship Development Agency

EEU Eurasian Economic Union

ENPARD European Neighbourhood Programme for Agriculture

Development
FDI Foreign Direct Investments
FIZ Free Industrial Zone
FTA Free Trade Agreement
Geostat National Statistics Office of Georgia
GDP Gross Domestic Product
GSP Generalized System of Preferences
REAP Restoring Efficiency to Agricultural Production
USAID United States Agency for International Development
VAT Value Added Tax
WTO World Trade Organization

Rural
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Executive summary

Georgia is located on the gateway between Europe and Central Asia. Around 60% of all types of
overland international freight throughout are items in transit. Georgia has great potential for better
integration and the development of the region.

Geographic proximity, cultural connections and similarity in marketplaces make Armenia and
Georgia natural trading partners. With Armenia’s borders to Azerbaijan and Turkey closed, Georgia
has become the main transit route for Armenian goods heading to Russia, Turkey, Europe and the
world. Georgia benefits from preferential access to Armenian markets and from the transportation
of Armenian goods and oil across its territory.

The FTA between Georgia and Armenia dates from 1995 with the initial set of CIS agreements. In
recent years, the improvements in road infrastructure connections led to an increase in turnover
between the two countries. Georgia is one of the major transport corridors for Armenia’s external
trade. Georgia’s railway and road connect Armenia to the Georgian Black Sea ports. Besides,
through Georgian territory, Armenia is connected to the Russian Federation. Armenia historically
has been an important trade partner for Georgia. During the last decade, Armenia has been one of
the top destination countries for Georgia’s export.

The Kvemo Kartli region consists of 7 administrative units - 6 municipalities (Bolnisi, Gardabani,
Dmanisi, Marneuli, Tetri Tskaro and Tsalka) and one city (Rustavi). According to preliminary
results from 2014 of the General Population Census of Georgia, the population of Kvemo Kartli is
424,769 persons, which is 11.4% of the total population of Georgia.

Kvemo Kartli is rich in natural resources. In the Soviet period, the region had developed heavy and
light industry, agriculture and a processing/manufacturing industry. By December 2015, there were
4,661 active business enterprises in Kvemo Kartli (6.4% of total active enterprises in Georgia). The
top Georgian mining and heavy industry companies are located in Kvemo Kartli.

The Business Statistics Sample Survey, conducted by Geostat, identifies some (not all)
manufactured items produced in Kvemo Kartli. The incomplete list of manufactured products
(listed by ranking) is the following: ammonium nitrate, re-bar, electricity, copper concentrate,
flour (wheat), precious metals (gold), silicon manganese, cement, cement clinkers, eggs, PET bottles
capsules, poultry meat, steel pipes, pet food, bread and bakery, asphalt-concrete, plastic containers,
tomato paste, gypsum, cheese, wall blocks, lime, non-ferrous metal crowns, plastic and metal doors,
windows, frames, door sills, shutters, blinds and similar articles, sausages, oxygen, vegetables, pasta,
ammonium sulfate, steel - concrete structures and objects (wells, sewer lids, and similar articles of
iron and concrete), wooden doors — windows, bred fish, salted or in brine, smoked fish, office
furniture, carbon dioxide, milk and dairy products, etc.
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Since more than 62% of population in Kvemo Kartli is rural, an understanding of the economy of
the region is essentially dependent on an understanding of the agricultural sector. Cereal and
vegetable growing, as well as animal husbandry are the priorities for the region’s development.

Kvemo Kartli is the leading region in Georgia in the average yields of potato, haricot beans, melons
and annual grasses. Kvemo Kartli is an absolute leader in the production of eggs among Georgia’s
regions.

The objective of this study was to describe the market opportunities and challenges for cooperation
between the Kvemo Kartli region in Georgia and Tavush region in Armenia. The study also aimed
to identify areas that might be interesting for the development of trade relations between the
regions and to further investigate these areas.

The focus on agriculture and agribusiness is common for a country like Georgia and region like
Kvemo Kartli where agriculture remains the primary business for households and largest employer.
The same should apply to the Tavush region of Armenia. Therefore, processing of agricultural
products is more likely one of the key areas of cooperation between these bordering regions. Eggs,
meat, milk, potatoes and vegetables, some fruits and vegetable products (tomato paste, pickles,
sauce, jams, salads, etc.) are the products Kvemo Kartli region needs to encourage to export.

The big exporting companies of Kvemo Kartli produce and export copper, gold, steel, re-bar, steel
pipes, ferro-silicon manganese, ammonia, nitric acid, ammonium nitrate and sulfate, sodium
cyanide, semi fabricate pet-preforms. Some products are in the list of top exported products to
Armenia (cyanide).

Based on the baseline study, the priority sectors for further investigation and analysis have been
identified. Those sectors are: agriculture and food processing, manufacturing of chemical products,
metallurgy and manufacturing of basic and fabricated metals, manufacturing of construction
materials. Companies for the sample were listed according to their turnover. The total number of
companies participating in the survey was 48.

All respondents of the survey indicated that they produce lower (some of them much lower) than

their production capacity. New business relations may lead to increase of demand and the volume
of production. More than half of the respondents listed new business relations and the purchase of

new machinery as business improvement opportunities.

38 companies out of 48 don’t have business relations with Armenian counterparts. 33 companies
want to cooperate with Armenian companies and 16 want investment from Armenia.
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Only 4 companies export to Armenia. The list of products exported to Armenia is as follows: steel
construction materials, steel pipes, armature, lime, ammonium, cyanide, ammonium sulfate, nitric
acid, oxygen, poultry.

30 companies want to export to Armenia but only 6 know about the preferential trade regime of
Armenia. More information flow between companies in the two regions is needed.

33 companies import investment goods from abroad and only 1 company imports it from Armenia.

The main recommendations based on the study and survey are following:

- Develop an information campaign for improving awareness among local companies in order
to help these companies know about existing preferential trade regimes such as DCFTA, GSP, FTA;
- Improve relations between companies in Armenia and Georgia. Assist companies in
establishing direct contacts with counterparts in the neighboring country;

- Set up the channels of information exchange between two neighboring countries.
Information exchange should concentrate on investment opportunities, prices, availability of some
investment goods and preferential trade regimes in each country.

Methodology

This study was conducted within the framework of the “Cross-border Economic Development”
(CED) project implemented by the Georgia-based Civil Development Agency (CiDA) in
partnership with the Armenia-based Support for Noyemberyan (SFN) and the Northern Branch of
Eurasia Partnership Foundation (NB EPF). The CED project is implemented within the EU-funded
Eastern Partnership Territorial Cooperation (EaPTC) project.

The goal of the CED is to improve the living conditions of bordering communities in Georgia’s
Kvemo Kartli and Armenia’s Tavush regions. This goal will be achieved through a) strengthening
cross-border cooperation between the Kvemo Kartli and Tavush regions by attracting investments;
b) strengthening cross-border cooperation between Kvemo Kartli and Tavush regions by increasing
transactions between business entities from both regions; and c) informing business entities in
target regions about cross-border investment and trade opportunities, focusing on exploring new
opportunities arising from Georgia’s Association Agreement with the European Union (EU) and
Armenia’s membership in the Eurasian Economic Union (EEU).
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The study consists of two stages: desk research and field work. The desk research generally
describes Georgia’s economy, trade, taxation and regulations related to the trade regime, as well as
investment and business enabling environments. External trade statistics between Georgia and
Armenia give a clear picture about the trade volume between the two countries and the list of top
exported goods from Georgia and top imported goods from Armenia.

The most significant part of the study refers to the Kvemo Kartli region and assesses its economic
potential. This part of the study concentrates on the most developed sectors of the region, including
the data on Kvemo Kartli’s contribution to national value added formation. Special attention has

been paid to agriculture as a primary sector for employment and income distribution for local
households.

The study emphasizes the number of active companies in the region and the list of manufactured
products by these companies. It also identifies the priority sectors for further investigation and
analysis followed by the sample of the survey and the list of Kvemo Kartli’s exporting companies.
The sample includes all exporting companies and other potential companies from the selected
sectors. These companies are ranked by turnover.

The survey aimed to map value chain actors in the selected sectors, including the list of products,
production capacities, export-import directions, challenges and the needs for future development.
The total number of companies that participated in the survey was 48 (22 large, 8 medium and 18
small. The survey also explored prospective business linkages and investment opportunities
between the two neighboring regions. The survey results and analysis are provided in annex 2.

Background

Georgia is a small, lower-middle income developing country, geographically located in the
Southern Caucasus, bordering on the Black Sea to the West, with Russia to the North and Turkey,
Armenia and Azerbaijan to the South and East. The country covers a territory of about 69,700 km?
and its population is 3.7 million (2014 General Population Census). Since gaining independence in
1991, following the break-up of the former Soviet Union, Georgia had a period of dramatic social,
economic and political change. In the four years following the Rose Revolution in 2003, the
Government undertook significant governance, economic and social reforms, with impressive
results.

The following reforms have been conducted by the Government of Georgia: fighting corruption,
tax reforms, reforms in customs and trade policy, deregulation of economy, reduction of number of
licenses and permits, privatization, improvement of public services, improvement of budget policy,
price liberalization, legal framework etc. Through anti-corruption legislation, effective law
enforcement and free access to online registries, the Georgian economy promotes transparency and
reduces the bureaucratic burden.
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The country's impressive progress in improving business climate has been well documented in a
number of international indices. Georgia has shown significant improvement in the World Bank
Doing Business ranking, from 112 in 2005 Georgia reached 15% place by 2015 in the overall
ranking. At present, Georgia’s international rankings are following:

- BB-/BB-/BB — Standard and Poors, 2014

- 80th place (out of 142 countries) in the Legatum Prosperity Index, 2014

- 52th place (out of 177 countries) in the ranking of Transparency International’s Corruption
Perception Index, 2014

- 69th place (out of 144 countries) in the ranking in the Global Competitiveness Index of the
World Economic Forum, 2014-2015

- 15th place (out of 189 countries) in the ranking of World Bank’s Ease of Doing Business,
2014

- 22st place (out of 178 countries) in the ranking of Heritage Foundation’s Economic Freedom
Index, 2015

As a result of the conducted reforms and a large amount of capital inflow, in 2007, the GDP growth
rate reached 12.6% and Foreign Direct Investments (FDI) reached 2 billion USD (19.8% of GDP).

Figure 1 shows the GDP real growth rate and GDP per capita from 2000 to 2014. Figure 2 shows
the composition of GDP in 2014.

Figure 1. GDP per capita (USD) and real GDP growth (%)
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Figure 2. Structure of GDP (%), 2014
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FDI shrank after the global financial crises in 2008-2009 and the Russian-Georgian military
conflict in 2008. In recent years, FDI has increased in Georgia and in 2014, the volume of FDI was
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1.7 billion USD (10.6% of GDP). Georgia is considered as essentially a corruption-free investment
destination.

Figure 3. FDI in millions (USD) and as a percent of GDP
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Trade

Georgia’s liberal trade regimes provide investors with a favorable opportunity not only to access the
country’s 3.7 million residents, but the wider regions’ markets. With free trade agreements (FTA),
Georgia has access to a 900 million market that is not subject to customs tax. In June 2014, Georgia
signed an Association Agreement (AA) with the EU and the Deep and Comprehensive Free Trade
Area (DCFTA) agreement is the part of AA. The DCFTA came into force in September 2014 and is
intended to liberalize trade between Georgia and the EU by lowering tariffs and reducing non-tariff
barriers. Under DCFTA, all customs duties are eliminated on goods originating from Georgia,
except for the products listed in the annex II to the agreement, which sets out the limits of the
tariff rate quotas.

The DCFTA envisages three types of exceptions to free trade: 1) free trade within the limits of the
tariff quotas and the only product included in this category is garlic; 2) products that are still
subject to entry price but for which the ad valorem component of the import duty is eliminated. In
this case, entry price will be fixed and the duty shall not be dependent on volume of exported
goods. Those products are tomatoes, cucumbers, sweet oranges, apples, pears and grape must. None
of the below listed products currently enter the EU market (except for grape must), the share of
these particular product categories is substantial in the total agricultural exports of Georgia -
around 20 percent of total exports; 3) products that are subject to anti-circumvention (anti-fraud)
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mechanisms. These products are beef, pork and lamb, poultry meat, dairy products, eggs, cereals,
sugar, mushrooms etc.

To date, Georgia has signed FTAs with Commonwealth of Independent States (CIS) countries that
include Ukraine, Belarus, Moldova, Kazakhstan, Kyrgyzstan, Tajikistan, Uzbekistan and
Turkmenistan, as well as its neighbors, Turkey, Azerbaijan and Armenia. In addition, Georgia
started negotiations on FTA with China. Georgia has General Schemes of Preference (GSP) with
the US, Norway, Switzerland, Canada, and Japan.

In addition, Georgia is a member of the World Trade Organization (WTO) since 2000.

Figure 4. Georgian export by country groups (%), January-November, 2015

Source: Geostat
Taxation

Georgia is the one of the least tax burdened countries in the world. Out of 21 taxes in 2004, only 6
flat taxes exist today.

Non-residents and tax resident individuals are subject to Georgian income tax only on income
received from Georgian sources. An individual is considered to be a resident of Georgia for personal
income tax purposes if he or she is present in Georgia for more than 183 days in any 12-month
period ending in a tax (calendar) year. Personal income tax rate is 20% in Georgia.

Legal entities incorporated in Georgia are normally treated as tax residents and are taxable on their
worldwide income. Legal entities incorporated abroad are normally treated as foreign tax residents
(“non-residents”) and are taxable on income from Georgian sources or income from performing
business activities through their permanent establishment in Georgia. Profit tax is imposed on
profits earned by Georgian and foreign enterprises. Georgian enterprises are taxed on profit, which
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is determined as gross income from economic activities less allowable deductions, at a flat rate of
15%.

The object of Value Added Tax (VAT) taxation is a taxable transaction or a taxable import. A
taxable transaction is a supply of goods/services, including those supplied or rendered on a
gratuitous basis, if they are considered to be carried out in the territory of Georgia. Taxable
transactions do not include supplied goods/services outside Georgia. The VAT rate applicable in
Georgia is 18%, referred to as the standard rate, which is applied to most goods/services. Certain
transactions are exempt from taxation. There are two types of exempted transactions: with VAT
input and without VAT input rights. The export of goods is exempted with VAT input right, while
import of certain medicines, passenger cars, publications, mass media and baby products are
exempted without input VAT right.

All physical and legal persons producing excisable goods in the territory of Georgia, or importing
excisable goods are subject to excise taxes. Since excise duty is an indirect tax, any excise duty paid
in connection with exported items produced in Georgia may normally be refunded to the exporter.
Excise tax is imposed on wine, beer and liquors (whiskey, vodka, etc.); cigarettes and other tobacco
products; cars; natural gas, oils, oil distillates, and other products produced from oil and bituminous
minerals.

The property tax is a local tax and consists of the land tax and property tax of individuals and
enterprises. Local self-government bodies are entitled within their authority to establish local taxes
in the respective territory within the maximum limit stipulated by the Tax Code. Property tax rate
is between 0.05-0.2% of the fair market value of the property that is located in Georgia if the
individual’s family worldwide income will be from GEL 40,000 to GEL 100,000 during the
reporting calendar year. If, however, such annual income exceeds GEL 100,000, the tax rate will be
between 0.8-1%.

Georgia has one of the most liberal import duty systems in the world, with an average weighted
import duty rate of 1.5%. The Tax Code regulates the taxation of the import of goods. Customs
duties are payable upon the release of goods by Customs officials. Before 2007, Georgia had 16
different import duties. At present, goods transferred through the customs of Georgia are subject to
import tax at the rates 0%, 5% or 12%. 90% of all imports pay 0% duty. The import tax depends on
the type of goods being imported. Goods imported into Georgia are subject to VAT in accordance
with the Tax Code. As mentioned above, the rate of VAT is 18% of the value of the imported
goods. Excise tax is applicable to goods transferred through Georgian customs in accordance with
the Tax Code. Georgia has no quantitative restrictions (quotas) on trade (except on ozone-depleting
substances). Only medical products, firearms, explosives, radioactive substances, dual use goods,
industrial waste, and a few types of agricultural chemical products are subject to import/export
licensing. At a minimum, imports require a declaration, an invoice, and transport documentation.
The Customs Code of Georgia does not require financial guarantees from importers to Georgia prior
to the customs clearance, except for temporary entry of goods.
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Georgia has double tax treaties with more than 50 countries, which generally follow the OECD
Model Tax Convention on Income and on Capital.

In terms of border control, all foreign travelers to Georgia enjoy highly accessible and service-
oriented customs policies and administrative protocol. The average time for customs clearance is
currently 15 minutes — one of the fastest and the most efficient in the region.

Special Taxation and Investment Regimes

As part of efforts to attract international investment capital and investors searching for a high rate
of return, the Government of Georgia decided to create free industrial zones (FIZ) in Georgia. The
FIZ offers extended tax benefits as well as operational simplicities to the companies based in the
zone. Businesses registered in the zone benefit from relatively cheap and skilled Georgian labor,
lower taxes, and easy access to the sea.

Special Trading Companies have been introduced to encourage the development of trade transit
function within Georgia. A Special Trading Company is an enterprise that, for the purpose of
exemption from profit tax envisaged under the Tax Code of Georgia, has been granted the status of
special trading company. A foreign entity that renders its economic activities in Georgia through its
permanent establishment has the right to be granted the status of a Special Trading Company and
register a separate permanent establishment only in case the permanent establishment renders the
activities of the Special Trading Company envisaged by the Tax Code.

In addition, an international financial company is a financial institution that on the basis of the
application by its authorized representative is granted the status of an international financial
corporation, and a certificate proving this status is issued. Moreover, an international financial
company is established outside the free industrial zone. As the primary objective of the
international financial companies is to serve the offshore companies in the least costly way, they
benefit from certain tax exemptions as provided in the Tax Code. Besides this, the status of tourist
enterprise has been introduced to encourage development of tourism sector of Georgia. A tourist
enterprise is a legal entity which builds hotels, supplies hotel assets in full or in part to another
person in order to return them in the form of rent and makes buildings operate as hotels according
to the conditions of a tourist enterprise as envisaged by Georgian legislation.

For taxation purposes, individuals may obtain a special status of Micro Business and individual
entrepreneurs — the status of Small Business. A Micro Business is exempt from personal income
taxation. In order to obtain the status of a Micro Business, entrepreneurs should carry out economic
activities independently without hiring employees, and should receive annual gross income up to
30,000 GEL, should maintain an inventory balance up to 45,000 GEL, should undertake activities
that are not banned for Micro Business as defined by the Government. Small Business is liable for
personal income tax at a 5% rate of total gross income. For obtaining the status of a Small Business,
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entrepreneurs should receive an annual gross income from economic activities up to GEL 100,000,
should maintain an inventory balance up to GEL 150,000, should not be a registered VAT payer,
should undertake activities that are not banned for Small Business as defined by the Government,
should use a cash machine and should not have been penalized for not using the latter more than 3
times during a calendar year.

Transit Potential

Georgia is located on the gateway between Europe and Central Asia. Around 60% of all types of
overland international freight consist of items in transit. Georgia has great potential for better
integration and the development of the region. During recent years, Georgia rapidly developed its
road infrastructure. FDI inflows in the logistics sector have primarily targeted the transport
infrastructure. Besides, in addition to the existing sea ports, the Georgian Government has started
to work on the new Black Sea port project.

The Baku-Thilisi-Kars Railway is a new corridor that will connect the Azerbaijani, Georgian and
Turkish railways. Project implementation began in 2007 and construction began in 2008. It foresees
the rehabilitation and reconstruction of the 178 km-long railway between Marabda and
Akhalkalaki and construction of a new railway from Akhalkalaki to the Turkish border. This
project will effectively open a new rail-only corridor from the Caspian Sea to Europe via Turkey,
eventually excluding the need for sea transportation once the planned rail tunnel under the
Bosphorus Strait in Istanbul is complete. The project could also open a North-South rail corridor
linking Russia to Turkey. This line will transport both freight and passengers and is expected to
provide an alternative freight transport route to routes that transit through Iran. Management
believes this line will be an important driver of future incremental transport volumes, particularly
container cargo, although, as it is a new route, it is believed it may take time to attract significant
volumes. The construction should end by November 2016.

Licensing

Through reforms, the total number of licenses and permits was reduced by 86%. After the reforms,
30 days are necessary for issuing licenses and 20 days for issuing permits. The “Silence is consent"
policy means that a permit or license is automatically granted if no government action is taken
within statutory time limits. Licenses and permits may be required only for: safety and health
protection, security of living conditions and cultural environment of individuals, protection of state
and public interests.

Business Promoting State Programs

2 http://www.rs.ge/Default.aspx?sec_id=4846&lang=2&newsid=2693, Tax Code of Georgia (unofficial translation)
http://www?2.deloitte.com/ge/en/pages/tax/articles/quide-to-taxation-and-investment-in-georgia.html,
Guide To Taxation and Investment in Georgia, Deloitte Georgia
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Georgian entrepreneurs can benefit from state-supported programs. For instance, the Ministry of
Economy and Sustainable Development, together with the Ministry of Agriculture, implements a
state program called “Produce in Georgia” aimed at the further development and encouragement of
enterprises. The goals of the program are the development of entrepreneurship in Georgia,
establishment of new enterprises and the expansion or upgrading of existing ones, alongside the
increase of competitiveness in the private sector and export potential through simplification of
access to real property and modern technologies and provision of consultations. The program has 3
components: access to finance (credit and leasing), access to infrastructure, technical assistance.

The program has industrial as well as agricultural directions. The industrial direction is
implemented by the Entrepreneurship Development Agency (EDA)under the Ministry of
Economy and Sustainable Development, while the agricultural direction is led by the Agricultural
Projects Management Agency (APMA). EDA supports enterprises in the following areas: access to
finance, micro and small business support, export promotion, training and consulting, business
service center. APMA implements the Co-financing of Agro Processing and Storage Enterprises
Project, Preferential Agrocredit Project as well as some other targeted projects including
Agricultural Insurance Project.

Georgia-Armenia trade relations

Geographic proximity, cultural connections and similarity in marketplaces make Armenia and
Georgia natural trading partners. With Armenia’s borders to Azerbaijan and Turkey closed, Georgia
has become the main transit route for Armenian goods heading to Russia, Turkey, Europe and the
world. Georgia benefits from preferential access to Armenian markets and benefits from the
transportation of Armenian goods and oil across its territory. Armenia has made substantial
commitments to liberalize trade in services in acceding to the WTO. Armenia became a member of
the WTO in 2003.

Services account for about 40% of Armenian GDP, considered a relatively low figure compared to
other transition economies. Several service sectors are expected to emerge as key focal points for
future economic growth. Further extension of Armenian trade must have a strong emphasis on the
services sector. The share of agriculture in Armenian GDP is around 20%, twice as large as in
Georgian GDP. There is considerable potential for growth in agricultural production in Armenia.

Referring to industry, the following industries are dominating in Armenia’s economy: diamond
processing, metal-cutting machine tools, forging and pressing machines, electric motors, tires,
knitted wear, hosiery, shoes, silk fabric, chemicals, trucks, instruments, microelectronics, jewelry,
software, food processing, brandy, mining. Armenia possesses important reserves of copper, lead,
zinc, iron and gold.
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The FTA between Georgia and Armenia dates from 1995 with the initial set of CIS agreements. In
recent years, the improvements in road infrastructure connections led to an increase in turnover
between the two countries. Georgia is one of the major transport corridors for Armenia’s external
trade. Georgia’s railway and road connect Armenia to the Georgian Black Sea ports. Besides,
through Georgian territory, Armenia is connected to the Russian Federation. Armenia historically
has been an important trade partner for Georgia. During the last decade, Armenia has been one of
the top destination countries for Georgia’s export.

Figure 5. Georgia’s export to Armenia
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Import from Armenia to Georgia has been growing in recent years. The amount of import
from Armenia to Georgia is shown in figure 6.

Figure 6. Import from Armenia to Georgia
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The Top 10 exported/imported products are shown in tables 1 and 2.

Table 1. Top 10 exported products to Armenia in 2015
Motor cars (Units)
Petroleum gases and other gaseous hydrocarbons

Mineral or chemical fertilizers, nitrogenous

Undenatured ethyl alcohol, spirits, liqueurs and other spirituous beverages (L 100% spirit)

Oil-cake and other solid residues, resulting from the extraction of soya-bean oil

Motor vehicles for the transport of goods (Units)

Cyanides, cyanide oxides and complex cyanides

Electrical energy

Particle board and similar board of wood or other ligneous materials

Medicaments put up in measured doses

Source: Geostat

Table 2. Top 10 imported products from Armenia in 2015

Copper ores and concentrates

Petroleum gases and other gaseous hydrocarbons

Carboys, bottles, flasks and other closures, of glass.

Electrical energy

Articles for the conveyance or packing of goods; stoppers and lids of plastics

Medicaments put up in measured doses

Live sheep and goats

Undenatured ethyl alcohol, spirits, liqueurs and other spirituous beverages (L 100% spirit)

Cigars, cheroots, cigarillos and cigarettes (1000 pieces)

Undenatured ethyl alcohol and other spirits, denatured, of any strength (L)

Source: Geostat

Economy of Kvemo Kartli

The Kvemo Kartli region consists of 7 administrative units - 6 municipalities (Bolnisi, Gardabani,
Dmanisi, Marneuli, Tetri Tskaro and Tsakla) and one city (Rustavi). According to preliminary
results from 2014 of the General Population Census of Georgia, the population of Kvemo Kartli is
424,769 persons, which is 11.4% of the total population of Georgia. After Imereti, Kvemo Kartli is
the most populated region in Georgia. After Thbilisi and Adjara, Kvemo Kartli showed the lowest
population decline, in comparison to the previous census of 2002. Kvemo Kartli is an ethnically
diverse region, mainly populated with Georgians (44.7%), Azeris (45.1%) and Armenians (6.3%).2

Kvemo Kartli is rich in natural resources. In the Soviet period, the region had a developed heavy
and light industry, agriculture and processing/manufacturing industry.

242002 Population Census of Georgia
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Kvemo Kartli has an indigenously rich natural setting and ancient history. The South Georgian
volcanic mountains and plateaus form one of the most beautiful landscapes in the country. The
region has a perfect combination of Alpine mountains and deserts. The climate is dry-subtropical
and warm. The average annual temperature is 15.3°C, 4°C in January and 25.2°C in July. There are
unique forests with a wide variety of fauna, and clean rivers rich in fish. There are more than 2400
rivers and many lakes.

Kvemo Kartli has considerable touristic potential as well as transit potential in relation to
neighboring countries (Armenia and Azerbaijan). In the Government’s Strategy for Kvemo Kartli
Development of 2014-2016, the location of Kvemo Kartli is highlighted as an important advantage.
Kvemo Kartli has potential for horse riding, hunting, agro- and eco-tourism etc. Various cultural
and historical monuments (more than 650) are interesting destinations for tourists. About 300
historical monuments are part of established tourist routes. One of the interesting tourist
destinations is Dmanisi Archeological Site, which is the earliest hominin site of its kind outside of
Africa, dating back 1.81 million years. Bolnisi Trinity Church dates back to the V century. The
Manglisi Resort with its sanatoriums and recreation centers has the capacity to receive around
10,000 people annually. The value chain diagnostics for tourism is given in annex 4.

Figure 7. International Arrivals in Georgia by Years (the number of foreign visitors)
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In 3 months of 2016:

e Number of international travelers: 1,134,436 (14.7% more than in 3 months of 2015);
e Top 5 countries by the number of arrivals: Azerbaijan (335,186), Turkey (273,532), Armenia
(229,114), Russian Federation (144,764), Ukraine (28,383).

In 2014, Gross Value Added at current prices in Kvemo Kartli was 2.163 billion GEL, which is 9%
of total Gross Value Added for Georgia (highest after Thilisi). In the formation of Kvemo Kartli’s
Gross Value Added, industry dominates (36.7%), followed by agriculture (16.8%).

By December 2015, there were 4,661 active business enterprises in Kvemo Kartli (6.4% of total
active enterprises in Georgia). The top mining and heavy industry companies are located in Kvemo
Kartli. A sectoral distribution of active enterprises in Kvemo Kartli is given by figure 6.

Figure 8. Sectoral distribution of active enterprises in Kvemo Kartli (%)
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During the first three quarters of 2015, the turnover of business companies active in the Kvemo
Kartli region was 2.3 billion GEL, which is 6.1% of total turnover of the business sector in Georgia.
The number of people employed in the business sector was 32,041 persons (5.6% of total employed
in Georgia) by the third quarter of 2015. According to the annual labor statistics of 2014, the total
number of people employed in Kvemo Kartli is 185,608. 34% of persons employed are hired
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(63,131) and 66% are self-employed (122,477). The vast majority of self-employed people are
engaged in agriculture. In 2014, the official unemployment rate in Kvemo Kartli was 9.5%, which
is lower than the national unemployment rate in Georgia (12.4%).

The Business Statistics Sample Survey, conducted by Geostat, identifies some (not all)
manufactured items produced in Kvemo Kartli. The incomplete list of manufactured products
(listed by ranking) is the following: ammonium nitrate, re-bar, electricity, copper concentrate,
flour (wheat), precious metals (gold), silicon manganese, cement, cement clinkers, eggs, PET bottles
capsules, poultry meat, steel pipes, pet food, bread and bakery, asphalt-concrete, plastic containers,
tomato paste, gypsum, cheese, wall blocks, lime, non-ferrous metal crowns, plastic and metal doors,
windows, frames, door sills, shutters, blinds and similar articles, sausages, oxygen, vegetables, pasta,
ammonium sulfate, steel - concrete structures and objects (wells, sewer lids, and similar articles of
iron and concrete), wooden doors — windows, bred fish, salted or in brine, smoked fish, office
furniture, carbon dioxide, milk and dairy products, etc.

According to official statistics, FDI is counted based on registration and not based on business

activities. While 6.4% of total active enterprises are registered in Kvemo Kartli, by three quarters of
2015, 4.3% of total FDI was directed to companies registered in Kvemo Kartli.

Table 3. FDI in Kvemo Kartli, 2013-2015

2013 2014 2015 (Q1-Q3)
Total FDI in Georgia 941.9 1758.4 1019
FDI in Kvemo Kartli 14.4 55 445
% in total 1.5% 3.1% 4.3%

Source: Geostat

Referring to FDI distribution by kind of economic activities, two sectors were dominating in 2015 -
59% of FDI in Kvemo Kartli was in mining and 37% in manufacturing.

Due to the nature of business activities developed in Kvemo Kartli, there is huge export potential in
the region. The number of Kvemo Kartli companies exporting products in 2014-2015 was 127.

The rehabilitation of infrastructure became the Government’s priority in the recent period and a
number of important projects were implemented in this sector. The Kvemo Kartli region was no
exception in this respect. Improvement of roads is an issue that has been partially solved but not in
all the districts so far.

The Kvemo Kartli region neighbors Armenia and Azerbaijan. There are 7 border check points in
the region, 4 check points with Armenia (vehicle checkpoints: Guguti, Akhkerpi, Sadaklho and
Sadakhlo Railway checkpoint) and 3 border check points with Azerbaijan (vehicle checkpoints:
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Tisteli Khidi, Vakhtangisi, and Gardabani Railway checkpoint). The goods, which are mainly
related to agriculture, are carried by motor cars as well as semi-trucks and trucks.

Agriculture in Kvemo Kartli

Georgia is rich in the tradition of agriculture and has substantial agricultural potential. Agriculture
has played an important role in the preservation of its unique identity, self-sufficiency and
economic development, but today agriculture and food production is lagging well behind the
development of other parts of the economy. Agriculture provides a potential route for helping
many Georgians out of poverty and for improving livelihoods. Agriculture is important because
some 50% of the labor force is engaged in agriculture, with approximately 85% of them self-
employed. Economic diversification away from agriculture is difficult for many rural families in the
short-to-medium term and yet a commercial farm requires much higher capitalization that a
subsistence one. The real growth rate of the agricultural sector, including forestry and fishing in
2013 was 11.3% and 1.5% in 2014. It is clear, however, that the sector, while having considerable
potential for contributing to economic growth and income generation, still faces many challenges.

Generally speaking, Georgian agriculture lacks market orientation, commercial planning,
contracted relationship, qualified human resources, capital, access to veterinary and plant
protection services, storage facilities, and a developed land market. State funding as well as private
financing is not sufficient for the development of infrastructure. These problems are common in
the Kvemo Kartli region too.

Using the preliminary results of the 2014 Agricultural Census, we can estimate that more than 58%
of households listed in Kvemo Kartli classify as agricultural holdings.”

Family-produced agricultural products are the only income for many households in the region.
Since more than 62% of the population in Kvemo Kartli is rural, an understanding of the economy
of the region is essentially dependent on an understanding of the agriculture sector. Cereal and
vegetable cultivation, as well as animal husbandry are the priorities for the region’s development.
According to the Study of Social and Economic Conditions and Attitudes of the Kvemo Kartli
Population, conducted by the Institute of Social Studies and Analysis (2012), the local people in
Kvemo Kartli believe that the region’s population has the skills best suited for agricultural
development.

Kvemo Kartli is the leading region in Georgia by average yields of potato (13.5 tons/hectares),
haricot beans (0.9 tons/hectares), melons (29.6 tons/hectares) and annual grasses (3.2 tons/hectares).
The region is second biggest producer after Samtskhe-Javakheti by average yield of vegetables (10.3

% Agricultural holding: any economic unit engaged in agricultural production, without regard to the scale of production,
legal status of the unit and the tenure form of agricultural assets.
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tons/hectares) and second biggest producer after Guria by average yield of corn (3.0 tons/hectares).
Value chain diagnostics for vegetables is given in annex 4.

Kvemo Kartli is the absolute leader in the production of eggs among Georgia’s regions. 52% of the
total eggs (286.1 million pieces) produced in Georgia are produced in the Kvemo Kartli region.
Besides this, Kvemo Kartli is the largest meat producer compared to other regions of Georgia (12.1
thousand tons, 22% of total), including leading in poultry meat production (6.2 thousand tons, 41%
of total). In addition, Kvemo Kartli is the second largest producer of potatoes, milk, cattle milk and
wool. Kvemo Kartli is famous with its different varieties of cheese. The most famous and unique
local cheese is Tenili, which is made from sheep or cow’s milk. The value chain diagnostics for
cheese is given in annex 4.

The production statistics for agricultural products are shown in table 4.

Table 4. Production of annual and permanent crops in Kvemo Kartli, 2013-2014

Annual Crops

2013 2014
Production of Wheat (ths.tons) 10.7 7.9
Production of Barley (ths. tons) 1.2 2
Production of Maize (ths.tons) 23.5 22.2
Production of Haricot Beans
(ths. tons) 1.7 1
Production of Potato (ths.tons) 91.3 55
Production of Vegetable (ths. tons) 53.8 37.8
Product of Melons (ths. tons) 3.7 3
Production of Annual Grasses
(ths. tons) 1.4 2.3
Production of Perennial Grasses
(ths. tons) 28 19.5
Permanent Crops

2013 2014
Production of Fruit (ths. tons) 7.4 6.2
Production of Pome Fruit (ths. tons) 1.7 1.3
Production of Stone Fruit (ths. tons) 1.4 1.2
Production of Subtropical Fruit (ths. tons) 4.2 2.4
Production of Apples (ths. tons) 1.2 1
Production of Plums (ths. tons) 0.6 0.2
Production of Cherries (ths. tons) 0.4 0.7
Production of Peaches (ths. tons) 0.1 0.1
Production of Walnuts (ths. tons) 0.5 0.3

Production statistics of animal husbandry is shown in the table 5.
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Table 5. Production of animal husbandry in Kvemo Kartli, 2013-2014

2013 2014
Production of Meat (in slaughtered weight, ths. tons) | 7.0 12.1
Production of Beef (in slaughtered weight, ths. tons) | 3.5 2.3
Production of Pork (in slaughtered weight, ths. tons) | 0.6 2.4
Production of Sheep and Goat  Meat
(in slaughtered weight, ths. tons) 0.9 1.0
Production of Poultry Meat (in slaughtered weight,
ths. tons) 1.9 6.2
Production of Milk (mln. liters) 102.8 114.8
Production of Cattle Milk (mln. liters) 100.8 112.6
Production of Sheep and Goat Milk (mln. liters) 2.0 2.2
Production of Eggs (mln. pieces) 257.4 286.1
Production of Wool (ths. tons) 0.3 0.4
Production of Honey (ths. tons) 0.2 0.3

Various donor organizations and international projects aim at capacity building for beneficiaries in
agriculture and agribusiness sectors, in particular the capacities of farmers and private companies.
For example:

- OXFAM - the lead agency, (with implementing partners) “Towards a new direction —
Supporting agricultural cooperation in Georgia.” The area of assistance is agricultural cooperatives.
This is an integrated program of cooperative development and capacity building, technical trainings
and demonstration units, networking support with state and private sector service providers and
market actors, as well as advocacy to promote positive changes in the policy and the regulatory
framework in agriculture;

- United States Agency for International Development (USAID)-funded project Restoring
Efficiency to Agricultural Production (REAP). The project is designed to increase income and
employment in rural areas by delivering firm-level investment and technical assistance to expand
the operation of existing smallholder farmers and rural enterprises. The project will facilitate the
entry of new agribusinesses and input suppliers, including machinery service providers, storage
facilities, sorting/grading centers, and small and medium scale processors to improve the
availability of high-quality inputs and services, and strengthen markets for agricultural goods and
services;

- Project “Capacity Building to the Agriculture Cooperatives Development Agency (ACDA)” is
part of European Neighborhood Programme for Agriculture and Rural Development (ENPARD)
Programme and, therefore, its overall objective is the same as is ENPARDs and is as follows: to
contribute to increasing food production in Georgia and reducing rural poverty. The project
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purpose is to strengthen institutional capacity and skills of ACDA, to institutionalize continued
training programs for registered cooperative managers and management leaders, to strengthen the
management capacity and install proper governance of registered cooperatives and to improve
understanding among cooperative members of the meaning and purpose of cooperative enterprises
and an increased sense of ownership of their cooperatives. Project activities cover the entire
territory of Georgia.

Assessment of the economic potential of Kvemo Kartli

The objective of this study was to describe the market opportunities and challenges for cooperation
between the Kvemo Kartli region in Georgia and Tavush region in Armenia. The study also aimed
to identify areas that might be interesting for the development of trade relations between the
regions and to further investigate these areas.

Taking into consideration the location of Georgia and its infrastructure, the priority area of
cooperation will be stimulating trade by collective processing. This means transferring some inputs
into the Kvemo Kartli region from Armenia, where it would be processed not only for the Georgian
market, but also for the EU, Turkey and other priority markets. The same practice could be
implemented vice-versa, using the Tavush region for collective processing to access the Eurasian
Economic Union market.

The focus on agriculture and agribusiness is common for a country like Georgia and a region like
Kvemo Kartli where agriculture remains the primary business for households and the largest
employer. The same should apply to the Tavush region of Armenia, however further research
needs to be conducted in this regard. Therefore, the processing of agricultural products is more
likely to be one of the key areas of cooperation between these bordering regions. Eggs, meat, milk,
potatoes and vegetables, some fruits and vegetable products (tomato paste, pickles, sauce, jams,
salads, etc.) are the products Kvemo Kartli region needs to encourage to export. But at the same
time, it is quite challenging for rural farmers/primary producers of those products to comply with
the sanitary and phyto-sanitary standards imposed by the EU Association Agreement.

At present, not all of Georgia’s agricultural products comply with the EU’s food safety regulations
or those of other countries. Under the DCFTA, the reform of Georgia’s food safety regulations will
aim at ensuring that its food products meet international standards. By doing so, it will improve the
safety of Georgian consumers and increase exports of Georgian foodstuff. The DCFTA envisages
some exceptions to free trade. One is the anti-circumvention (anti-fraud) mechanism. Some
products are subject to this rule, like beef, pork and sheep meat, poultry meat, dairy products, eggs,
cereals, sugar, mushrooms etc.

The companies located in the Kvemo Kartli region, produce and export a variety of products,
including manufactured products. The list of manufactured products is given in Chapter 2. The big
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exporter companies of Kvemo Kartli produce and export copper, gold, steel, re-bar, steel pipes,
ferro-silicon manganese, ammonia, nitric acid, ammonium nitrate and sulfate, sodium cyanide,
semi fabricate pet-preforms. Some products are in the list of top exported products to Armenia
(cyanide).

Based on this study, we can identify the priority sectors for further investigation and analysis:
agriculture and agribusiness, manufacturing of chemicals and chemical products, heavy industry
(metallurgy, basic and fabricated metals), manufacturing of construction materials and mining. The
value chain diagnostics for armature is given in annex 4.

Annex 1 provides information on the survey sample. The total number of exporting companies
from Kvemo Kartli is 127 however only 30 companies are conducting exports in the above-
mentioned selected sectors. The sample given in annex 1 includes all exporting companies (30
companies from the selected sectors) and potential exporting companies. The companies are ranked
by selected sectors and by turnover. The survey analysis is given in annex 2.

In order to assess the export potential of particular products, price comparisons between the two
regions should be analyzed. Incentives for trade will be created in the areas where goods have
major price differentials. Prices could be similar for some products, but the incentive for trade will
always exist due to the trade opportunities given by access to the EU market for Georgian business
and by access to Eurasia Economic Union market for Armenian business. For agricultural products,
seasonality and the quality of harvest will help trade to develop. In addition, in order to have
successful cooperation, farmers and producers on both sides will need business advisory services,
access to financial resources.

Conclusions and recommendations

This study identified the priority sectors for further cooperation between two regions. These
sectors are: agriculture and food processing, manufacturing of chemical products, metallurgy and
manufacturing of basic and fabricated metals, manufacturing of construction materials. The survey
(annex 1, annex 2) showed that all respondents need the regular upgrade of their equipment or
machineries. There is an obvious need for new business contacts not only for access to the market
but also for the upgrade of machinery and receipt of new investments. New business relations may
lead to an increase in demand and the volume of production.

Most of the problems faced by companies are related to insufficient sales and access to the market.
Most of the respondent companies want to cooperate with Armenian companies and many want

investments from Armenia. This is a good signal for the potential of development and cooperation
between the countries and regions.
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The main recommendations are:

- Develop an information campaign for improving the access of up-to-date information
among local companies in order to help make these companies aware of existing preferential trade
regimes;

- Foster cooperation between Georgian and Armenian companies. Assist companies in

establishing direct contacts with counterparts in the neighboring country. This could be achieved

through holding cross-border business initiatives, such as networking meetings and various product
fairs. These initiatives could lead to potential joint ventures. The new contacts will lead to new
business opportunities for the companies of both countries;

- Promote cross-border economic and as well as cultural cooperation among bordering
municipalities for trust and confidence building;

- Set up the channels of information, web platforms to foster information exchange between two
neighboring countries. Information exchange should concentrate on investment opportunities,
prices, availability of some investment goods and preferential trade regimes of each country;

- Conduct trainings of local companies to improve marketing practices aiming at improvement
marketing practices and company-customer communication;

- Conduct analysis of production and export potentials of Kvemo Kartli companies and compare
it to the existing demand in Armenia;

- Prepare analysis of demand on investment goods as well as on equipment and machinery of
Kvemo Kartli companies and compare it to the production of Armenian companies.

Sector-specific recommendations

The survey results showed the obvious willingness of cooperation in case of both regions.
Representatives of all the selected sectors are interested in mutual cooperation in trade, investment
and experience sharing.

As the study also highlights particular sectors, the value chain diagnostics of some specific products
(tourism, vegetables, chees, and armature) is given in Chapter 4. The Tourism sector is one of the
priority areas and has potential for joint collaboration between the two regions. Recommendations
for the tourism sector will be following:

e The Georgian National Tourism Administration needs to start negotiations with the Armenian
Tourism Agency to strengthen cooperation between tourist companies and operators in the two
countries to better promote the Kvemo Kartli and Tavush regions;

e There are some specific experiences of providing very special tourist services in each country.
Cooperation at the national level is important for experience sharing;

e There is only one Tourism Information Center in the region, located in Bolnisi. The aim of the
Center is to promote the tourist destinations of Georgia and particular tourist destinations of
Kvemo Kartli. The information about tourist destinations of Armenia and Tavush could be
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disseminated through the Bolnisi Tourism Information Center. The same practice should be
supported in the Tavush Region;

There are some national festivals and exhibitions in both countries (in Georgia’s case the wine,
cheese festivals) and participation in these national festivals will be beneficial for farmers of
both countries;

Organizing joint festivals in the two regions will help local service providers, especially farmers,
to present the products and services they provide. This will be essential for transforming
agricultural establishments into agro-tourism subjects (cheese, honey, vegetables, meat
products, wine, eggs etc.);

Cooperation could be strengthened between the popular restaurants in the two regions, aiming
at inclusion of Georgian food in the local restaurants of Tavush and vice versa — including
Armenian food in Georgian restaurants in the Kvemo Kartli region.

Recommendations for the agricultural sector and agribusiness (including vegetables and cheese) are

as follows:

The main recommendations for the agricultural sector consist of developing a marketing
campaign to promote and brand Georgian vegetables and cheese. The same recommendations
could be applied to the Tavush Region as well;

For the expansion and development of trade between Kvemo Kartli and Tavush, trade
promoting facilities for the agricultural sector will help not only Georgian and Armenian
farmers but also the consumers of both countries, who would benefit from the opportunities.
More specifically, new investments are needed in greenhouses, cold storages and post-harvest
facilities;

Market access should be increased by creating new linkages between Georgian and Armenian
producers and exporters through visits, joint conferences, business councils etc. The business
associations of both countries can lead the process and the local governments of both regions
would support the establishment of the cooperation format;

A mechanism should be set up for information exchange on ongoing tendencies of the
agricultural markets, especially information exchange on prices of particular agricultural
products in the markets of both regions.

Referring to industry, manufacturing of chemical products, metallurgy and manufacturing of basic
and fabricated metals, manufacturing of construction materials are identified as priority sectors for
the Kvemo Kartli Region. The value chain of armature is explained in detail in annex 4, since
armature is a product having input from metallurgy and is used as a construction material. Besides,
armature is exported outside of Georgia and Armenia is one of the export destination countries.

The following recommendations could be made for industry in general:

Create a business advisory service which will help Georgian producers who want to export to
Armenia. The survey has already identified many Georgian producers willing to export to
Armenia or have business relations with Armenian counterparts;
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Organize business tours to Armenia, especially for those companies who want to have business
contacts with Armenian business;

Organize business forums and consultations between the companies of Kvemo Kartli and
Tavush. Already existing business associations in both countries could be used in this regard;
Create a database on the industrial potential of Kvemo Kartli and share it with Armenian

businesses.
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Annex 1.
Survey sample

Nur.nber of | Number of Number of Reserved
Active Selected (sampled) .
. . Enterprises
Enterprises Enterprises
Total number of companies 317 50 25
Including:
Agriculture 38 10 5
Food processing 123 10 6
Manufacturing of Chemical
Products 12 10 2
Metallurgy and Manufacturing of
Basic and Fabricated Metals 27 11 6
Manufacturing of Construction
Materials 117 9 6
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Annex 2.
Survey Results and Analysis

Based on the Baseline Study on the Economic Potential of Kvemo Kartli, the priority sectors for
further investigation and analysis have been identified. Those sectors are: agriculture and food
processing, manufacturing of chemical products, metallurgy and manufacturing of basic and
fabricated metals, manufacturing of construction materials. Table 1 gives the information on the
sample of the survey.

Table 1. Survey Sample

Number of | Number of
Active Selected (sampled) Numbelj of Reserved
. . Enterprises
Enterprises Enterprises
Total number of companies 317 50 25
Including:
Agriculture 38 10 5
Food processing 123 10 6
Manufacturing of Chemical
Products 12 10 2
Metallurgy and Manufacturing of
Basic and Fabricated Metals 27 11 6
Manufacturing of Construction
Materials 117 9 6

Companies for the sample were listed according to their turnover. This means that the survey was
more focused on large companies which play an important role in the formation of regional value
added. Some of the selected companies play an important role in the formation of sectoral value
added for the whole economy of Georgia. The distribution of respondent companies by size is given
in the chart below:
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The total number of companies participating in the survey was 48 (41 Limited Liability Companies,
5 Joint Stock Companies and 4 Individual Entrepreneurs). The sectoral distribution of these
companies is the following:

Table 2. Sectoral distribution of the survey

Agriculture and Food Processing 20

Manufacturing of Chemical Products 11

Manufacturing of Construction Materials

Metallurgy and Manufacturing of Basic and Fabricated Metals 8

Production capacity and machinery

Almost all companies have a capacity to produce more than their actual output and 12 of them
produce less than half of their capacity (4 companies from agriculture and food processing, 4 from
manufacturing of chemical products, 3 companies from manufacturing construction materials and 1
company from metallurgy and manufacturing basic and fabricated metals). All these companies use
production machinery. The results of the survey indicate that a large number of enterprises are still
using outdated technologies and therefore, are having difficulties efficiently carrying out their
activities. Consequently, the replacement/modernization of that equipment and machinery could
significantly increase their production capacity.

Challenges and problems

What kind of problems and challenges does your business have?
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Three main challenges and problems can be highlighted as the most important. These are -
insufficient sales, difficulty accessing the market, and lack of financial resources. A sectoral
distribution of companies by challenges and problems is given in the charts below:

Insufficient sales

[ 6 6

6 |

5 1 4

4 .

3 |

2 |

1 .

0 |
Agriculture and  Manufacturing of  Manufacturing of ~ Metallurgy and
food processing  chemical products construction manufacturing of

materials basic and fabricated
metals
Difficulty accessing the market

[ 6

6 - 5

5 4

4 1 3

3 .

2 .

1 .

O .
Agriculture and  Manufacturing of  Manufacturing of ~ Metallurgy and
food processing  chemical products construction manufacturing of

materials basic and fabricated
metals
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Lack of financial resources
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As seen from this chart, 30 companies listed other challenges and problems. 5 companies responded
that low prices in global, regional and domestic markets are an impediment for the business, while
GEL devaluation is a major problem for 4 companies. Other problems and challenges listed by the
companies are: price increase on investment goods, poor infrastructure such as roads, water supply,
ecological problems, tax legislation and a decrease in aggregate demand, low access to locally-
extracted raw materials.

However, the main issue identified among enterprises is the absence of competition in the domestic
market, particularly an excess of low-quality imported goods or a surplus of products manufactured
on the basis of low quality intermediate goods imported from abroad. Thus, the final products are
offered at lower prices to the customers.

However, we should point out that, in many cases, product safety and quality control is not carried
out by the Georgian government. As a result, a low level of awareness among customers about the
standards in product safety and quality leads them to choose low cost consumer goods. One of the

best examples of this sensitive issue is cheese production/meat production by SMEs located in the
Kvemo Kartli region, where cattle breeding plays a key role in rural development.

Business improvement opportunities

How can your business improve?
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Other 11
Purchase of new land 8

New loans 9

Construction or purchase of new
building

New investments 23

Purchase of new machinery and
equipment

New contacts with foreign business 26

The top three business improvement opportunities are: new contacts with foreign businesses,
purchase of new machinery and new investments. These opportunities are interrelated with each
other. For example, new contacts with foreign companies will directly affect the investment
opportunities and purchase of new machinery and equipment. The sectoral distributions of these
three main opportunities are the following:

New contacts with foreign business
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10
10 - 9
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Agriculture and  Manufacturing of Manufacturing of ~ Metallurgy and
food processing  chemical products construction manufacturing of
materials basic and fabricated
metals
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Purchase of new machinery and
equipment
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Other opportunities to improve business are: improvement of business relations in the local market,
stabilization of GEL, simplification of import duties, improvement of competition in the local
market, availability of new technologies, increase of retail prices, export to the new markets,
availability of low-interest business loans.

Referring to the_existing issues at the production stages, 22 companies responded that they do not
have any problems. Some of the companies claim the non-availability of capital goods, variation in
import parity prices due to GEL devaluation, a lack or low quality of the local primary goods, high
electricity tariffs, power outages, and a lack of access to the market due to an excess of low-cost
imported products and difficulties of finding new customers. 27 companies responded that they do
not have any problems in the sales stage while other entrepreneurs mentioned low quality of
service and difficulties in company-customer communication.

Business relations with Armenian companies

Does your company have business relations with Armenian companies?
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The sectoral distribution of the 10 companies that have business relations with Armenian
companies is the following:
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Willingness to cooperate with Armenian companies

Do you want to cooperate with Armenian companies?
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The sectoral distribution of the 33 companies that want to have business relations with Armenian
companies is the following:

14 -

12 -

Agriculture and food  Manufacturing of Manufacturing of Metallurgy and
processing chemical products  construction materials manufacturing of basic
and fabricated metals

Willingness to gain investments from Armenia
16 companies wish to gain investment from Armenia. The sectoral distribution of these companies

is shown in the chart below.
Are you interested in gaining investment from Armenia?
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Business processes where companies want investment from Armenia

Companies listed several business operations in which they are willing to gain investments from
Armenia, including:

e processing of non-organic wastes;

¢ plastic bottles and bags;

e processing machinery;

e paper processing machinery;

e construction of food processing factory;

e upgrading of agricultural machinery;

e production of wheel stones;

e cheese ingredients, production technologies, specialists;

e fresh fruit import from Armenia;

e fish breeding, processing, technologies;

o slaughterhouse.
Some companies are interested in the investment to get access to the Armenian market.

The number of companies whose products are exported

Are your products exported?

Yes 18

No 30

o
o1
-
o
-
(S]
N
o
N
o1
w
o
w
(8]
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16 companies from 18 carry out export activities by themselves.

Export destination countries

Companies produce various products. The top export destination countries are Azerbaijan,
Armenia, Turkey and the Russian Federation. A large amount of export goes to Ukraine, the U.S.,
Turkmenistan, Iran and Kazakhstan. Some export goes to Kuwait, Belarus, France, Greece, Egypt,
Malaysia, Cyprus, Vietnam, Thailand, CIS countries, EU countries, African countries, and South
American countries. One company is conducting negotiations with the Armenian side to export to
Armenia.

The list of products exported to Armenia is as follows: steel construction materials, steel pipes,
armature, lime, ammonium, cyanide, ammonium sulfate, nitric acid, oxygen, poultry.

The number of companies familiar with the preferential trade regimes

Do you know about the preferential trade regimes (FTA, GSP, DCFTA) from which Georgian
companies can benefit?
35 ~
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20
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0 A

I know I don't know
Out of 19 companies, which know about the preferential trade regimes, 16 know about the FTA, 5
about GSP and 13 about DCFTA. 11 companies out of 29 which do not know about preferential
trade regimes are companies whose products are exported and 10 of them export by themselves.

The number of companies using preferential trade regimes

The number of companies using preferential trade regimes is 5. 3 companies use the GSP/DCFTA
and only 1 company uses FTA.
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Interest in exporting to Armenia

Are you interested in exporting to Armenia?

Yes 30

I don't know - 7
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The sectoral distribution of those 33 companies who want to export to Armenia is the following:
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This high interest in exporting to Armenia by Georgian producers is caused by the intention to
diversify sales markets in the short-term period, while through the long-term strategies they

envisage a sustainable growth in their production volume.
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Information about preferential trade regimes of Armenia

Do you know about the preferential trade regimes of Armenia (Eurasian Economic Union)?
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Importing investment goods

Are you importing any investment goods used in production?

35
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Yes No

Import origin countries of investment goods

The top import origin country for investment goods is Turkey. A large amount of imports come
from Ukraine. There are some imports from China, the Russian Federation, Austria, Germany,
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Italy, Armenia, France and the U.S. A small number of imports come from Kazakhstan, Azerbaijan,
Bulgaria, Iran and India. Some steel pipes come from Armenia.

Main findings

As all respondents are involved in manufacturing and processing, all of them are using some type of

production machineries. This means that all of them need regular upgrading of their equipment or

machineries.

All respondents indicated that they produce lower (some of them much lower) outputs than their
production capacity. New business relations may lead to an increase of demand and the volume of

production. More than half of the respondents listed new business relations and the purchase of
new machinery as business improvement opportunities. Slightly less than half of the respondents
said that they need new investments. So, there is an obvious need for new business contacts not

only for market access but also for the upgrade of machinery and receipt of new investments.

None of the respondents denied any problems or challenges. Only 3 respondents refused to answer.
Major problems are related to insufficient sales and market access. There are problems related to

marketing and difficulties in company-customer communication.

38 companies out from 48 do not have business relations with Armenian counterparts. 33
companies want to cooperate with Armenian companies and 16 are interested in receiving

investments from Armenia. This is a good signal for the need of development of cooperation
between the countries and regions.

The companies listed several business operations in which they are willing to see investments from
Armenia, including: processing of non-organic wastes, plastic bottles and bags, processing
machinery, paper processing machinery, construction of a food processing factory, upgrading of
agricultural machinery, production of wheel stones, cheese ingredients, fresh fruit import from
Armenia, fish breeding, slaughterhouse. Some companies are interested in the investment to gain
access to the Armenian market. This is very valuable information and needs to be shared with
Armenian counterparts.

Only 4 companies are already exporting to Armenia. The list of products exported to Armenia is as

follows: steel construction materials, steel pipes, armature, lime, ammonium, cyanide, ammonium
sulfate, nitric acid, oxygen, poultry.

Only 19 companies are familiar with preferential trade regimes for Georgian producers and only 5
of them use one of these regimes. More than half (11) of the 19 companies produce export-oriented
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products. This number shows that there is a need for disseminating more information to promote
the existing preferential trade regimes.

30 companies want to export to Armenia but only 6 know about the preferential trade regime of
Armenia. A greater information flow between the companies of the two regions is needed.

33 companies import investment goods from abroad and only 1 company imports it from Armenia.
This part needs to be investigated further in order to reveal business opportunities for both sides.

Product safety and quality control is not carried out by the Georgian government. At present, not
all Georgia’s agricultural products comply with the EU’s food safety regulations or those of other
countries. Under the DCFTA, the reform of Georgia’s food safety regulations will aim at ensuring
that its food products meet international standards. By doing so, it will improve the safety of
Georgian consumers and increase exports of Georgian foodstuff. It is important that Georgian
companies are supported throughout the process to ensure a smooth transition process, and special
emphasis should be placed on technological upgrades and access to extension services.
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Annex 3.

Tourism value chain diagnostics

Ministry Economy and Ministry of Ministry of Environment
Sustainable Development, Regional and Natural Resources
National Tourism Development and Protection, Agency of
Administration Infrastructure Protected Areas
CHAIN
INFLUENCER
Local Ministry of Culture and Ministry of National Bank
municipalties Monument protection, National Finance
Agency for Cultural Heritage
Preservation
CHAIN Local Business Business Banks, Credit Donor
SUPPORTERS associations, unions, organizations
NGOs microfinance
organizations
CHAIN ACTORS Input suppliers > Service providers Tourism facilities
Food, furniture Tourism information centers HORECA Cultural and Natural
service producers (small, medium and large), tourist agencies monuments (museums,
and traders. (small medium, large), online booking protected areas),
services, transport service providers, shops, tourism infrastructure
entertainment, farms and etc. (hotels, restaurants and
ate )




Vegetables value chain diagnostics (potato, onion, eggplant, pepper, tomato)

export certificate body, Revenue Service

CHAIN Ministry of Ministry of Ministry of Economy National Bank
INFLUENCER Agriculture Finance and Sustainable
Development
CHAIN Business International Cooperatives Agency, Food Safety Banks, credit
SUPPORTERS associations, donor Agency, Agricultural Projects unions,
NGOs projects Management Agency, Extension Centers, microfinance

organizations

CHAIN ACTORS

Mechanization
service,

seeds, fertilizers,
chemicals,
irrigation service

Small cooperatives and
farmers (majority),
Individual Entrepreneuers
(majority), Large
companies (very rare)

Private
wholesale
(majority),
Wholesale
corporations
(rare)

Local markets
(many), local food
stores and
supermarkets
(many), HORECA

(many)
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Number of producer companies: 3 companies from the sample, 1 LLC and 2 individual entrepreneurs.
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Cheese value chain diagnostics

export certificate bodies, Revenue

Service

CHAIN Ministry of Ministry of Economy Ministry of National Bank
INFLUENCER Agriculture and Sustainable Finance
Development
w Y \ L
CHAIN Business International Cooperatives Agency, Food Safety Banks, credit
SUPPORTERS associations, donor Agency, Agricultural Projects unions,
NGOs projects Management Agency, Extension Centers, microfinance

organizations

CHAIN ACTORS

Input suppliers > Producers

Milk producers, traders
(cooperatives, individual
entrepreneuers, large
companies)

Small cooperatives and
farmers (majority),
individual entrepreneuers
(majority), large
companies (many)

> Wholesale > Retailers

D

Private wholesale
(majority),
wholesale
corporations (rare)

Local markets
(many), local food
stores and
supermarkets (many),
HORECA (many)
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Cross-border Economic Development is co-funded by the European Union within the framework
of the European Partnership Territorial Cooperation (EaPTC).

European Partnership Territorial Cooperation opens an opportunity for Eastern Partnership
countries to identify and jointly address common challenges in their border regions towards
sustainable economic and social development at local level.

EaPTC comprises four territorial cooperation programmes: Armenia-Georgia, Azerbaijan-Georgia,
Belarus-Ukraine and Moldova-Ukraine.



Number of producer companies: 3 companies from the sample, 2 LLC and 1 individual entrepreneur.
Cheese from Kvemo Kartli region does not go to the export markets.

Armature value chain diagnostics

CHAIN Ministry of Economy and Ministry of Finance National Bank
INFLUENCER Sustainable Development
CHAIN Business Georgian National Export Banks, credit unions,
SUPPORTERS associations Investment Agency, JSC certificate body, microfinance
Partnership Fund Revenue Service organizations

CHAIN ACTORS

. Wholesale/
Input I
> nput suppliers >> Producers >> exporters

> Eetailers >

Local producers, large
companies (only),

Import suppliers (Turkey,
China, Ukraine)

Large
companies
(only)

Wholesale corporations
(rare),

Export destinations:
Armenia, Azerbaijan,
Turkey, Iran

Local markets
(many), local
stores (many)
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Number of producer companies: 3 large companies from the sample (LLCs).
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