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L EXECUTIVE SUMMARY

The present project deals with the problem of revivifying the viticulture industry
which is in a critical stage in Armenia. Research and practical suggestions have been
carried out in the Areni village of Yeghegnadzor region. In this village, we have seen
almost all common problems that Armenian viticulture industry is currently facing.

Several political and economic factors have created the situation where formerly
united farmers are now separated. As a result, farmers can not extend, or even maintain,
the previous production level, because of their economically unviable plot size, high costs
of irrigation, lack of fertilizers, chemicals, and fuel for transportation and machinery
operations. The gap between privatized land owners, state owned suppliers and processing

enterprises bring villagers with the problem of production and delivery.

The situation is unnecessary and unacceptable to Armenians as a society. New and
innovative ways afe needed to be found to encourage grape growers and to rehabilitate
and improve their vineyards.

Considering the experience of developed countries, specifications of Areni village,
and the possible alternatives, the best way to come out of the present situation was the
formation of a farmers" association. This association would have a number of advantages
such as the ability to buy or lease in a large quantities with the possibility of discounts,
providement with effective management and marketing skills, availability to get credits
from government or private financial institutions, and international organizations .

In order to support the creation of an association our group conducted a marketing
research and developed a business plan. This included investigations and analysis of supply
and demand, market size, competition, product, price, promotion and distribution
strategies, as well as association’s operation plan, financial plan, including cost and cash

flow analyses, sensitivity analyses, income statements for five years operation, possible
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capital sources, and the association’s future development opportunities. For these
purposes, we used both primary and secondary data as information sources. Sensitivity
analysis estimates the impact of the production costs and sales volume variations. The
gathered information was evaluated using different computer applications.

The "Areni" association has been created on the basis of 12 farmers, investing in
the association 100,000 drams. In addition, the Fund for Armenian Relief provided a five
year $5,000 ican, with 1% annual payments. With these funds, the association launched its
business by producing 15,000 liters of wine in first year and increasing this capacity more
than three times in five years. This will cause their earnings to rise more than five times.
Financial calculations show that the association is going to be profitable enough even
under the less favorable conditions than now. Even with the modest capabilities, the
association can prove that the effective resource reallocation and management, providing
very high quality products, it can successfully compete with wine making giants such as
the state wineries.

The main philosophy of the association’s marketing strategy is to provide high
quality consumer products to quality sensitive consumers, and to create an image of an
organization that constantly maintains these standards._ The products will be initially
introduced ir Yerevan and the Yeghegnadzor region, assuming further expansion to other
big cities of Armenia in the future.

The Areni Farmers' Association has considerable opportunities to expand its
activities in various branches of business connected with agriculture. The association’s
future development plan assumes further expansion in seasoned wine production,
providement of marketing ,financial, and technical services, and switching to other kinds
of agricultural businesses such as tobacco growing and processing.

This association is going to be the first farmers’ share company in the Armenia and
will embody the entering of new Western style in the farming business. It can serve as a

pattern encouraging other farmers to switch to this innovative way of farming.
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IIL IN:FRODUCTION

A. The wine production industry

The Viticulture Industry has a long and famous history in Armenia. For many years
people in Armenia were occupied in grape growing. Wine production has had parallel
development. During the last decades, grape and wine production brought fame to Armenia
due to their high quality. There was high demand for these products in the former Soviet
Union and abroad. Wine was one of the main export products in Armenia; almost 85-90% of
wine products were exported.

But now wine production in Armenia is at a critical stage. Wine production declined
approximately 40% during the last two years. Several political and economic factors at the
international and national level are responsible for the decline in production. For example, as
a consequence of the present blockade, the export of Armenian wine has dropped to 5-10%
of production. Consequently, wine-producers do not earn enough profit to raise funds to
purchase grapes (at the market price) for the following year's production. The grape supply
also declined by 40 % during the last two years. It is a consequence Of crisis in Armenian
viticulture industry. After the privatization of land, faced with the high cost of production, the
lack of processing facilities for wine-based products, an inadequate transportation for their
goods to potential markéts, and a poorly organized marketing structure for grape products,
farmers are either putting a minimal amount into their vineyards or, in extreme cases, pulling
out wines all together and planting wheat for food.

The main producer of wine products in Armenia is "Ararat" wine factory with its 22
divisions in different regions of Armenia'L (see Exhibit 1 and Exhibit 2). It holds about 59% of
total market. Another wine producer is nzvartnots" factory (Echmiadzin region) holding
about 23.5% market share. Also many small private plants produce different kinds of wine

(mainly not of high quality). The volume of wine production and grape supply in private




sector is yncontrollable (their reports show incorrect data), and experts estimate that these
compose approximately 20% of state production.

Now the wine industry is in a process of privatization. In a market driven economic
environment privatization can play a crucial role in revivifying traditionally famous wine
production industry in Armenia. With the more freedom in managing funds and overall
organizational plans wine production industry can become a cornerstone of the national
economy and one of the more profitable business in Armenia. Also there are foreseeable
structural changes in the industry such as the creation of a small grape growing and wine

producing cooperatives.

B. Viticulture industry in Yeghegnadzor region

Yeghegnadzor region is known for its grape and wine production. Total production is
not high, but quality is very good. The grapes produced are unique to this region. The most
famous variety is Areni-the same name as the village hosting this project. Total cultivation
area of grapes is about 800 hectares. Yield was around four tonnes per hectare. Lack of
water, fertilizer and other inputs were the main causes for lower yields.

Areni is the largest village in the Yeghegnadzor region. Land area is 1450 hectares,
with 169 hectares of arable land. Additionally there are 86 hectares of fruit trees, and 98
hectares of vineyards. In the last two years, the average grape yield was 5.5 tonnes per

hectare. Land holdings per family range from 40 to 1.5 hectares of land.

C. Problems faced by farmers éf Areni village after the privatization

The problems facing farmers in Areni are many and as serious as those in other
regions of Armenia. New economical and political conditions have created the situation
where formerly united farmers now are dispersed. Privatization of land was done very

quickly without having the necessary legislation and support structures in place. While



commendable in principle, the rapid privatization of land has resulted in many problems of
production and delivery. Among these problems are the following:

a. Plot size is often not economically viable, 0.4 hectare is roughly one acre and does
not provide enough land to farm at a subsistence level, let alone on a commercial basis.

b. Machinery was not properly privatized, nor is much of the machinery appropriate
for the current farmer's small land holdings. Somewhere between 30-50 per cent of machinery
is still state owned. Often equipment that was privatized is held by very few people, who have
a virtual monopoly on custom work for their area. The fuel for those machinery is also a
great problem for farmers.

c. The shortage of available crop additives such as fertilizer, pesticides and herbicides
result in mediocre crop yields.

d. There is a shortage of energy in the form of electricity for irrigation and fuel for
machine opefation. The lack of irrigation water, or, more precisely the lack of money to pay
for the cost of pumping water, is conside_red the most pressing problem facing the village.

e. The village is located relatively far from potential markets and transportation
became a big problem for farmers, because of the very high cost of fuel.

f. Land was privatized, but state owned supply and processing enterprises were not.
Prices for inputs have been allowed to fluctuate on the open market, but processors are often
not able to pay for raw materials. They are also not able to pay prices that would permit
farmers just to break-even meet. A majority of farmers today produce for subsistence and
barter.

g. There is no government suppox’i for the following commodities or services: fuel,
chemicals, fertilizers, and long term low interest loan.

h. Many new landowners do not possess the skills or the willingness to farm.

i. There is a lack of production and other agricultural information.

f. No farm organization exists which would begin to deal with some of these

problems.



D. Formation of farmers’ associations as an appropriate way to solve

current problems

The current situation in the viticulture industry is unnecessary and unacceptable to
Armenians as a society. New and innovative ways need to be found to encourage grape
growers and to rehabilitate and improve their vineyards.

Considering the experience of developed countries, the characteristic of Areni, and
the possible alternatives, the best way to improve the present situation is a formation of a
farmers’ association. This association would have a number of advantages. It would buy or
lease in large quantities with, perhaps, discounts. It would provide effective management and
marketing skills to farmers and obtain credits from government and financial institutions.

Areni” Farmer’s Association has been created by the unification of twelve farmers of
Areni village. With the help of VOCA-Armenia and our group this association become the
first western style farmer’s cooperative in Armenia. The creation of this association was a
beginning of a new era in farming business of our country.

The general concept of the association’s business is to produce high quality authentic
“Areni” wine and to market it. During the five years production volumes will rise rapidly and
the Farmer’s association will have all possible opportuhities to be engaged in the businesses

other then grape rising and wine making.

E. Scope and constraints of the project

Although the present project deals with the problems of Areni, the scope of the
project should be assumed to be much wider. Successful implementation of this project will
encourage other farmers in Armenia to start their own similar business and this will inevitably
create a competitive environment in the viticulture industry which would revivify it. The

project faced many constraints. Almost all members of the farmers’ association have never




been engaged in a similar business in the past and hence they have no experience. Moreover,
they have no training concerning legal issues.

Financial constraints included lack of financing from local sources, difficulties in
finding out other organizations that could financially support the association, and high costs
of equipment and transportation. High rates of inflation make prices unstable compounding

additional problems.

IV. MARKETING RESEARCH AND ANALYSIS

In order to determine the appropriateness of organizing wine producer association,
and support the-creation of this association our group conducted marketing research and
undertook investigations in Areni village and Yerevan. These investigations comprised the
following objectives:
1. To determine the demand of different kinds of wine in Yerevan.
2. To determine the channels of distribution of wine in Yereven.
3. To determine the capacity of the “Areni” grape supply in order to determine the
achievable production capacity of “Areni” wine.
4. To determine appropriate sources of financing.
5. To determine the appropriateness of the decision to organize wine production in Areni
village.

A. Research Methodology

To organize our work with the maximum efficiency we developed and used a research
methodology which provided sufficient means for conducting marketing research and
preparing a business plan. For this purpose, we used both primary and secondary data as
information sources. Sensitivity analysis was conducted to estimate the impact of the
production costs and sales volume variations. The gathered information was evaluated using
different computer applications. The limitations of the investigative process have been

considered.



1, Primary data

Based on the specifications of the wine market in Armenia in terms of gathering the
needed information, our group collected primary data through the use of personal interviews,
questionnaires, and focus group interviews.

1. Personal interviews were conducted with 50 retailer shops and 30 road side sellers
chosen at random. Other investigations were conducted with American specialist Charles
Bauman, the most renown specialist in wine making and grape rising technologies in Armenia
doctor professor Avagian, the director of “Ararat” wine factory doctor professor Manrikian,
and the chief of agricultural department in Yeghegnadzor regional council Gagik Sardarian.

2. 60 questionnaires were distributed to farmers of Areni village (example is attached
in the Appendix A). 43 filled questionnaires were returned.

3. Focus-group interviews were conducted in Areni where we met farmers who were
willing to participate in the association. We also met those who did not participate in the
association, as well. Discussions were carried out with the former group to understand the
reasons for their participation, their expectations of the association, the form of their support
forward the cre.ion of the association and its development, and their suggestions regarding
management and profit distribution. Discussions with the latter group clarified the reasons for
their unwillingness to participate in the association and the possible improvements of the

association to become more attractive for new participants.

2. Secondary data

Secondary data was obtained exclusively from external sources. These include
Ministry of Food and Supply; the “Ararat” and “Zvartnots” wine factories; VOCA, the
Scientific and Research Institute of Grape Growing and Wine Making; and the Myasnikian,

AUA Papasian, and US Embassy libraries.






