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EXECUTIVE SUMMARY

This report contains the findings and recommendaticalled for under The Evaluation of US
Government Agriculture Sector Activities in Armenfanded through USAID Contract No. PCE
-1-00-98-00014-09, Order NO. PCE -1-18-98-00014&0@, was initiated on April 17, 2006.

Armenian agriculture was transformed, almost owgrniduring 1991-92, from some 840
centrally managed and highly subsidized State aolieative farms into some 440,000
decentralized and unsubsidized small holdings.riDigion systems and linkages to markets,
processing and financing collapsed. The US GovenbrtieSG) has invested over $80 million
dollars in agribusiness and agricultural developgmeanArmenia during nearly 12 years of
technical assistance to facilitate the transitma market economy.

This assessment was commissioned by the US Embegisyjoint involvement by USDA,
USAID, MCC and the Embassy’s Political and Econo@éction, and funded under a USAID
contract. It has three principal objectives:

« To conduct an assessment of USG assistance to famagriculture and agribusiness in
terms of effectiveness, sustainability and markggact. The principal activities reviewed
were several programs funded by USAI-- the Arm&NE Market Development Project
(ASME), aspects of the USAID Micro Enterprise Deyghent Initiative (MEDI) and the
Farmer-to-Farmer program; and by USDA-- especidiy USDA Marketing Assistance
Project (MAP) which has evolved into the USDA Cenfier Agribusiness and Rural
Development (CARD) Project and other initiativesden the Caucasus Agricultural
Development Initiative (CADI).

» Torecommend areas and activities that hold the prasnise for stimulating agricultural
production, agribusiness development, and ultingedal increase in broad-based income
generation and employment.

* To identify problem areas in activity design andpiementation and to recommend
remedial steps.

The evaluation responds to 16 key questions irgtreeral areas dinplementation, Impaaind
Sustainabilityof the programs. Based on interviews with prograendficiaries, implementers
and business service providers, and a review dailteesssociated with the programs, the
following are some of the principal conclusions:

*+ USG efforts have been very helpful in easing tladition process, in particular by
supporting the emergence of new systems and césbiteeded in a market economy.
Financial and technical assistance to processerglapbment of new financial services
and access to financing, exposure to new markets raarket information, and
strengthening of business support systems haweali important.

* Programs have generally achieved their objectiaiispugh except for ASME most lack
quantifiable targets and performance measures. UsDAdding a monitoring and
evaluation component to its program.

» Agriculture and agribusiness have generally groggpecially in response to domestic
market opportunities. Exports have grown modestlyile imports have also continued
to increase.

vi



» Enterprises supported by USG programs have oftewrgivery fast, especially in the
domestic market, and particularly when financings Hzeen linked with technical
assistance. While there have been some succesdegxpiorts, the consensus is that
most Armenian agribusinesses must make a quantapniteterms of scale and quality
throughout the supply chain.

e Sustained rapid growth in the sector to generagsler jobs and incomes will require
significant levels of new investment in opportundyeas where Armenia has some
comparative advantage. Greenhouse and aquacublisesl lopportunities are examples,
as are fruit and dairy based niches. Improved $tfuature, especially transport and
water management - the focus of the MCC compai eutical to further investment, as
are major improvements in logistics services.

» Larger catalytic agribusinesses, with USG programppsrt, are critical in solving
systemic constraints for producers, such as adoesgrkets, know-how and financing.
Private and non-governmental associations thatesigsall producers and firms, as well
as business service providers, have begun to enaaidigrovide valuable services, but
sustainability is likely to be variable.

This report is organized into four sections. Sectio“Introduction”, provides a background of
the Armenian agriculture and agribusiness secterweall as the context under which USG
technical assistance programs were formulated amdhteally implemented in the country.
Section Il, “Description and Assessment of US Gowent Programs”, describes the
implementation strategies, project components asdlts achieved for each of the four activities
that are the subject of this assessment. SeciiofOther Donor Activities”, describes the scope
and programmatic content of other international atoassistance programs that are actively
involved in supporting and advancing Armenia’s agjture and agribusiness sector. Lastly,
Section IV, “Assessing Implementation, Impact andt&inability, ” provides direct responses to
the 16 key questions posed in the Scope of Worktlits assignment as they relate to
Implementation, Impact and Sustainability of theGJgrograms assessed. Appendices provide a
summary of beneficiary company interviews, and areanm-depth review of agribusiness
financing.

Vii



l. INTRODUCTION

Armenian agriculture was transformed, almost owgrniduring 1991-92, from some 840
centrally managed and highly subsidized state afidative farms (generally one in each village)
into some 440,000 decentralized and unsubsidizeall 4roldings owned by former collective
farm workers and other rural residents. These dekome 100,000 families living in rural towns
and villages that were employed in dispersed matufiag facilities and subsequently had little
experience or understanding of farming. The colagfsnon-farm industries forced some 440,000
families or as many as 1.8 million people (out dP&2 population of approximately 3.5 million)
into subsistence level farming practices.

Average wages dropped in the early 1990’s to $2@60month and today remain between $40-
50 per month in rural areas, although wages in rurbeeas, particularly in Yerevan, have
improved to a much greater extent.

In recent years the contribution of agriculturegtte Armenian GDP has ranged from 37 to 39%.
To put this in perspective, the second largestrimribr to GDP is remittances, which accounts
for 33% of GDP. It is also estimated that currenpkyment in agriculture represents 47% of the
labor force. Currently there are very few off-faemployment opportunities in Armenia so rural
inhabitants depend heavily on their small farmssiawival.

While agriculture is of relative economic importancArmenia is not well positioned for
agriculture. Quality and quantity of farmland ist generally a source of comparative economic
advantage for Armenia. Much of the country is maimdus and arid with only 46.7% considered
arable and much of this land is worn-out and ndtedpoor production. The primary area of
agricultural production is the Ararat Valley whanearly 80% of the arable soils are located.
Even in the Ararat Valley, low productivity and hi¢evels of salinity characterize many fields.
Armenia is still a large net importer of food, inmppg almost a third of food consumption. The
production of food for human consumption and conmabfeeds to support its livestock industry
does not begin to meet its domestic needs. Furithere are no agricultural chemical
manufacturing plants (e.g. fertilizer) located witlits borders, nor are high protein supplement
feeds produced within the country.

Most farms are too small and/or spread out to lbam@uically viable in their present state. The
formula used for distribution of privatized statarhs in most regions provided families of 1-3
people with one unit of land, families of 4-6 witlio units of land and so on. Depending upon
the production potential of the land, the unitsie@drfrom 0.6 hectares (1.5 acres) of land in the
poorer regions to 0.4-0.5 hectares in the moreywtdge Ararat Valley. The majority of the new
landowners lacked adequate training in agricultumathods and this condition persists today.
The livestock was distributed in a similar mannerfamilies living within collective farm
villages. Thus, the commercial viability of manyrfe is questionable.

Armenia is further constrained as a land-lockedntguwithout formal trading access with
Turkey on the west and Azerbaijan on the east,usecaf political constraints, and limited road
and rail access to Georgia in the north and Irahénsouth.

In this context, the US Government (USG) has iregtstver $80 million dollars in agribusiness
and agricultural development in Armenia during hedr?2 years of technical assistance. The
United States Department of Agriculture (USDA) mentions efforts started in 1992 with the
signing of a Memorandum of Understanding between WEDA and Armenia’s Ministry of

Agriculture. As part of that agreement, a USDA Ania Project Team headed by Dr. Vivan M.



Jennings, Deputy Administrator of Agriculture, sl Armenia with an “Armenian Project
Development Team” to determine the state of agduce] the agricultural infrastructure, the
agricultural institutional base (including extensiservices), and to address needed agricultural
related reforms for a market economy to functiothimi the country. Dr. Jennings and his team
focused on the following needs in a report to the Department of State, US Agency for
International Development (USAID), and the USDA:

1. Major macro-economic reforms to free prices, etary and fiscal policy, the credit and
banking system and the legal framework to allowatization and commercialization of
state industries.

2. Agricultural sector reforms to initiate the ewibbn of a market based agricultural system,
including policies regarding agricultural infragtture and support services, addressing
issues of economic literacy, utilization of resascand technology, a system for
financing agriculture and the transition to and wiipublic/private resource ownership.

3. Working linkages and communications within aredween elements of the Armenian
agricultural production, processing, and marketiggtem, including linking privatization
with commercialization, a data collection and asalysystem to support policy
formulation and individual decision makers, and Wes linkages with private sector
agribusinesses.

4. Reorganization of agricultural research to alléev integration of institutes with
extension, adoption of a priority setting procestablishment of financing strategies and
an accountability system, and definition of privatélic sector responsibilities.

5. An extension system to provide a sound knowleaige information base for farmer
decision-making, including support with financidapning and business management
skills, and linkages with U.S. farmers and agribass.

These recommendations provided the framework fbseguent USG assistance. In 1993, the
USDA began to implement the Armenian/American Esiem Project (AAEP), which was
completed in 1995. USDA initiated the Armenian Mgtrkg Assistance Program (MAP) in 1996.
This program and now its successor Center for Agiitess & Rural Development (CARD) have
made up the largest portion of international dgwedent funds invested in Armenia’s agriculture
sector. The United States Agency for Internatiobaelelopment (USAID) Armenia Small to
Medium Enterprise Market Development Project (ASMis launched in 2000 with similar
objectives (albeit not exclusively for agribusineasd has been complemented by the Micro
Enterprise Development Initiative (MEDI), anotheSAID project that targets micro and small
enterprises, including the agriculture sector.

This evaluation was commissioned and funded by WSAlorder to:

* Inform future programming decisions by identifyithge most promising areas for further
development as well as interventions that havébaeh as effective.

 Examine the market impact of USG agriculture sedtderventions, including any
positive impacts (i.e., increases in efficiencygoowth rates) and negative ones (i.e.,
introduction of market distortions or promotionrafn-competitive products).

* Review the portfolio of USG activities in terms bfternal “division of labor” and
coordination issues, as well as coordination witteodonors active and potentially with
the Millennium Challenge Account Armenia.

» Analyze the sustainability of interventions and éxistence of an effective exit strategy
in anticipation of the phasing out of USG assistaincthe future.



» Determine the adequacy of the current levels of&sge in relation to the needs and

absorptive capacity of the sector, especially isaaron which USG assistance has
focused.

» Determine how the activity has promoted innovatiod change in the agriculture sector.
The evaluation primarily examines the followingieities:

 The USDA Marketing Assistance Project (MAP) that lmacently transitioned into the
USDA supported but independent Center for Agribesén and Rural Development
(CARD), and related CADI activities.

* The USAID Agriculture SME Market Development Prdjd&SME), aspects of the
USAID Micro Enterprise Development Initiative (MEDtelevant to agribusiness, and
the Farmer-to-Farmer program.

The evaluation has three principal objectives:

* To conduct an assessment of USG assistance to famagriculture and agribusiness in
terms of effectiveness, sustainability and mankgdact.

» Torecommend areas and activities that hold the prasnise for stimulating agricultural
production, agribusiness development, and ultingedal increase in broad-based income
generation and employment.

* To identify problem areas in activity design andplementation and to recommend
remedial steps.

The evaluation team spent three and one half wéekérmenia, primarily to interview
program/project implementers, donor representataras project beneficiaries. A follow-up trip
was made to conduct additional interviews with lagginesses and business service providers.
Given time and resource constraints, a formal suofédeneficiaries was not conducted. Instead,
interviews were conducted with 24 agribusinessastterstand their perception of what services
had been useful and effective, what impact they had what the implications were for future
programming.



Il. DESCRIPTION AND ASSESSMENT OF ACTIVITIES

A. USDA Funded Programs

1. Overview

USDA technical assistance to Armenia started in21%hortly after the country attained its
independence from the Former Soviet Union (FSU) @tpiested technical assistance support
from the United States. USDA responded initiallydmnducting several assessments, which led
to the formation of an Armenian Agricultural Exténs Service “Agrogitaspiur” in 1992. This
first small step led to a continuous stream of US&dported technical and financial assistance
to the agricultural sector that has continued eoptfesent.

USDA financed activities in Armenia are administerddy the Caucasus Agribusiness
Development Initiative - Armenia & Georgia (CADNwvw.usda.am). The Foreign Agricultural
Service of the USDA assumed management of the giréjem USDA's Cooperative State,
Research, Education, and Extension Service (CSRBBSApril 1, 2005. In FY05, USDA
received $7.66 million in funding for the implematibn of CADI through the Freedom Support
Act. Funding for FYO06 is $5.7 million. “In both @ria and Armenia, CADI seeks to:

* Assist farmers and agribusinesses to grow theierpnses, to increase incomes, and
create jobs leading to sustainable livelihoodsdoal populations.

» Identify quality assurance issues in the supplyirghdentify solutions to those issues,
and develop technical and financial packages wi#nts to ensure competitiveness and
growth.

* Assist government to build trade capacity and ntalsed agricultural policy.

It is FAS’s desire to involve the U.S. and interoaal academic communities, other U.S.
government agencies, and the private sector imipkementation of the CADI program.”

For discussion and analytical purposes it is ugefgeparate USDA support provided to Armenia
into four programmatic periods:

1993 — 1995: Startup Land Grant University supmbrtArmenian/American Extension
Project”

1996 — 2000: Introduction of MAP to add a marketargl credit component to the initial
field Extension program

2000 — 2005:  Transformation of MAP into an Armenigeeds driven program strategy

2005 — present: USDA emphasis on sustainabilitykimgr with and through CARD, as a
local NGO, developing a farm credit system andngfifeening Ministry of
Agriculture functions (SPS, statistics) and agtiel education.

! Most recent four quarters
2 Most recent four quarters



2. Project Phases

1993 — 1995: USDA provided the new Extension Service with Sb6. Extension Agents that
worked at village levels to provide support to négents hired by the Agrogitaspiur. By the end
of 1995 the new Extension Service, which was caoatgid by the MOA, had representation in 25
of the then existing 38 regions. Experience dutirgginitial startup phase indicated that technical
assistance limited to farm level extension suppaas insufficient to address the myriad of
problems facing the agricultural sector and thaidot was not sufficiently visible. The work of
the Extension Agents was constrained by other factoch as the lack of markets for farm
products and the inability of farmers to purchasasyninput supplies that were recommended by
the Extension Agents. In response, a new strategydeveloped for the USDA to 1) support the
World Bank and the MOA in formation of a Nationaltension Service and 2) develop a market-
driven, and area specific technical assistance @edit program with an initial focus to
implement a high-value export oriented processeitl énd vegetable strategy.

1996 — 2000:1n 1995, the World Bank, in association with USDéamed up to design and fund
the Agricultural Reform Support Project (ARSP). lerpentation commenced in 1996 with the
formation of Marz Agricultural Support Centers (MB5in each region of Armenia. Modeled
largely after the U.S. land grant university systlfsU), a new Extension Department was
located in the Armenian Agricultural Academy (AAA) provide management and technical
leadership for the program (This effort is devetbpe greater detail under the World Bank
program discussion).

The initial MAP strategy was designed to providgéded production, processing and marketing
support and credit assistance to a small numbagidbusinesses in the Ararat Valley as this was
the major commercial horticultural production ackaing the FSU period. The objective was

development of low weight high value export produtttat could be sold largely to Armenian

Diaspora both in Russia and in America (primaritg 1J.S. but also in Canada). The program
was funded through the USDA Cooperative State ReleBducation and Extension Service

(CREES), was able to draw on the array of agricaltand agribusiness expertise from the US
LGU system, and was popular with the Armenian Doagpn the US.

With access to the educational and research egpeatithe LGUs, and sufficient funding through
CREES, the MAP program was rapidly ramped up duthig period, to an average of $7.5
million per year. It expanded geographically beythe Ararat Valley to include every region
(marz) in Armenia and addressed a wide range afymtion, processing and marketing issues for
grapes and wine, dairy and milk goats, cheese makind others. LGUs associated with the
program during this period included Michigan Stahkeiversity, Ohio State University, North
Carolina State University, University of Kentuckyniversity of Georgia, Texas A&M
University, University of California at Davis, attah State University.

MAP attempted to fill the gap caused by the lacknaihagement skills and capital in rural areas
by introducing a comprehensive farm to market tadinassistance and loan program built
around agribusiness processors or buyers as theh lpm between farmers and markets.
Recognizing that the Armenian banking system cawldeffectively deliver needed investment
capital to the farm production or the agribusingsscessing and marketing sectors, MAP
introduced a strategic loan program for selectedl forocessors and a micro-credit program for
farmers who sold produce to the processors. Theonuedit program included formation of

Credit Clubs in 1999 with limited membership (126-persons) that used principles of collective



and mutual guarantees by club members (e.g. eastbards responsible for ensuring repayment
by all other members). However, the model devidteth most other micro credit programs in
that interest rates were considerably lower (1@gq@rper annum compared with 28 — 39 percent
for most micro credit programs operating in Arménia

MAP also provided expertise, training, and fundexpand local markets for crop and livestock
products including milk and cheese, and to reeistalfbrmer Russian markets for value added
products such as special cheeses and wines, tooséelew Armenian Diaspora markets in the
U.S. and Canada for these and other value addetligs) and to meet the slowly expanding
local demand for higher quality fresh and processadl packaged food products. MAP funded
observation trips to US, European, and Russiare tshdws, facilitated market development, and
made participants aware of the importance of imimgpguality standards. An additional activity
was to provide loans, technical and managementasupp retool the largely collapsed large-
scale food processing industry to meet local denfanfiesh and processed fruits and vegetables
and fresh and processed meat and meat products.

The strategic loan and micro credit programs wesighed largely to support agribusiness and
farm level operational costs, but some multi-ydeategic loans up to three years were made for
purchase of capital equipment. To further suppbg purchase of capital equipment MAP
formed, in 1999, the completely independent Agradieg LLC to provide a mechanism for
lease-purchase of farm and agribusiness equipriB did not take an equity stake in the
company, but provided operating capital and initia credit default guarantee. The company
was also able to take advantage of the USG/GOAeb#h assistance agreement and import
equipment from the US free of VAT and other imgartffs.

To build a base for future Armenian program lealiprsthe technical assistance and research
organizations developed during this period were skduwithin the new AAA Extension
Department. In effect, the foundation for a farnd agribusiness extension and research program
similar to that operating in the LGUs was estalgidshin addition to the Extension Department,
the research component was organized within the A8Ahe Foundation for Applied Research
and Agribusiness (FARA). LGU short-term and longxtestaff provided direct extension and
research assistance within this new structure wgrkih close proximity to regional level
Extension staff and AAA professors. In 1999, aniBgsiness Teaching Center was organized
within the AAA with the first classes taught in $ember 2000. A 4-H based farm youth
development program was introduced within the Esitam Service structure in 1997, along with
the Armenian Improved Dairy (ARID) Center in 1999.

2000 — 2005By the year 2000 a great deal of effective tecHrdod financial support had been
provided to the Armenian agricultural and agribesssectors by participating LGUs. MAP had
disbursed more than $5.5 million in direct grantsl dan loans through the strategic loan
programs, micro Credit Clubs, and Agro-Leasing LLEMore than 17,000 farmers and
agribusinesses had been recipients of MAP techeixpértise, and 28 Credit Clubs had been
formed. However, the credit program faced a higlaulerate, especially for strategic loans, with
most of the problems reportedly related to loandarta several large former Soviet era canneries
in the Ararat Valley that were unable to make afeative conversion into profitable private
sector companies within this framework. Concerngewalso raised that the AAA was not
contributing financially to support of the Extensiand Research programs. There was also some
concern that some initiatives were driven by indiii@l interests of the LGU participants, and
moreover, technologies introduced through fieldeaesh and demonstrations were often not
economically or practically feasible within the dwions faced by Armenian farms and
agribusinesses.



At the same time, the introduction by MAP of fuoding private sector value added farm
production, processing and marketing chains foregjrcheeses, selected processed vegetable
products and fruit juice concentrates to both ddime@sid local markets were recognized as major
first-time accomplishments in Armenia.

With the above accomplishments and concerns in nirmgram management was revamped to
better adapt the overall strategy to prevailingdseef the Armenian beneficiaries, and efforts
were initiated to reduce the level of non-perforgiioans.

By 2000, the agricultural sector had begun to recdvom the financial and administrative
disorientations and shocks caused by the FSU bpeakd like many other CIS countries in the
region had begun a pattern of more stable andaserk economic expansion. Capital markets
were beginning to operate more effectively andkaginess managers had gained considerable
experience in operating within a market systems Tieixt phase also saw a greater responsibility
for MAP program planning and implementation trans@ to the Armenian professional staff.
The Agricultural Teaching Center (ATC) grew froncertificate granting adjunct of the AAA
into a recognized academic department with theé ®S degrees granted in 2003. A Career
Counseling Center was started in 2004 with fundinogh USDA, Eurasia Foundation, and the
Cafesjian Foundation and an Agribusiness ReseamdupGwas created in 2004 that is
successfully competing for competitive researchmigralThe ATC had graduated 87 students by
spring 2005 and had the capacity to enroll 30 nexdents each year. One third of the students
are on a state scholarship and 14 students aretffrRepublic of Georgia.

The link between the AAA Extension Department amel MASCs was broken in 2002 when the
GOA transferred the AAA to the Ministry of Scienaed Education (MSE). MAP continued to
fund the AAA Extension Department even though tldeniaistrative link with the regional
MASCs had been severed. It also continued to peoli@U technical support in coordination
with the MASC structures through 2003, when all WSbes with the National Extension
Service were discontinued.

The ARID Center established in 1999 as a goat lmgdachprovement center in the Vayots Dzor
Region introduced the MAP value chain productiomtigh marketing model to develop a goat
cheese industry. (The goat breeding program hagkdtan 1998.) Initially Al was introduced for
all farmers but staff analysis indicated that itswent a cost effective program since the cost of
importing semen was higher than the increased netfmom artificially sired offspring. To
remedy this situation an Al program was developeluild up a high quality supply of purebred
bucks that are provided to farmers for breedingpses. Offspring from this program on average
have more than doubled milk yields over the loagaleld. This value chain now includes about
300 goat farmers, with three organized Credit Clgs LLC cheese processors and six LLC
milk collection centers. Making use of LGU staffdaRtoF volunteers, seven new goat cheese
varieties have been introduced with annual produactieaching 35 MT per year with 85%
exported to Russian and U.S. markets. Seven yaduids evith about 80 members are additionally
supported under this program.

The Armenian Village Well Program was launched @@ with humanitarian assistance funding
from the U.S. Department of Defense. Three typesvells have been supported: new well
construction (28), rehabilitation of existing we({s8), and construction or refurbishing of well
pipelines (38). This program has supplied accesgitkking water and irrigation water to some
25,000 families in 10 regions. The Small Farm Watanagement Center was formed within the
AAA structure in 2002 and operates under a Cooperadgreement with the International



Irrigation Research Center at Utah State Univerditynanages an on-farm demonstration and
education program providing viable farm level iatign and water management technologies
primarily to horticultural producers engaged in gwotion of fruits and vegetables for juices,
wine, and other processed products. More than Btdstration projects were completed.

From 1995 to 2005, MAP worked with more than 35 guilk processors in six regions — Lori,
Gegharkunik, Syunik, Aragatsotn, and Tavush. Mdrant5,500 farmers were provided with
technical assistance and five Credit Clubs werenéat. Fourteen milk marketing associations
were formed and 30 milk cooling tanks were provitledugh financial leasing and cost sharing
grants. By 2003, dairy cooperatives and milk preoes cooperating with MAP paid more than
$2,450,000 to village farmers for their milk. Féte new cheese varieties had been introduced,
again with support from FtoF volunteers, includiggam, Gouda, baby Swiss, Tom, Blue
Smoked String, mozzarella, etc.

An animal slaughter facility development programsvealded in 2004 to initiate a move away
from unhygienic backyard slaughtering to commerslalightering capable of meeting western
meat safety and hygiene standards. It operate®iin Gegharkunik, Aragatsotn, Tavush, and
Kotayk regions. MAP collaborated with the GOA invdeping enabling legislation to support
development of formal markets for meat processedthiese slaughterhouses to combat
competition from meat butchered in unsanitary bacdtyfacilities. At the end of the MAP
Program in March 2005, five new slaughter fac#itiead been completed under the program.
Each is operational, mostly on a seasonal basisy @he slaughtering from 3 to 15 animals per
day. Construction of four additional facilities wstill in process. The new slaughter facilities do
not have a cost advantage over the traditional Kyerel” slaughter operations, which operate
outside the international hygiene and safety stalsicbut are expected to have a long term
advantage as the meat industry develops and gfeaiene is required at the slaughtering level.
These new plants can also meet Halal and Koshedatds and are able to expand into specialty
export meat products.

The winery development program, begun in 1996, fwdker expanded during this period with a
strong presence in the Areni and Halchtanouk wioeving areas in the Vyots Dzor and Ararat
Valleys. By the end of the period, some 11 wineded 600 wine growers had been assisted
within the MAP farmer to market value chain modedi @ix Credit Clubs were organized. A drip
irrigation system had been established on a dematiwst basis in the Vayots Dzor region. Using
a combination of grants and strategic loans, lggaimd modern chemical analysis tools, overseas
training and modern wine production, quality, arghitation approaches, MAP supported
development of small “boutique” wineries. With MARarketing support, including wine tasting
events, these wines are being successfully markatieshrily in Russia, but inroads are also
being made in the U.S. Diaspora markets.

MAP also worked with six fruit and vegetable prasms in five regions: Siunyk, Tavush,
Armavir, Ararat, and Kotayk. Six fruit and veget@iCredit Clubs were established with 100
members.

A quality assessment “Quality First Initiative” cponent was added for all MAP processing
sector technical and financial assistance clientSgtober 2000 to introduce and manage quality
control systems through HACCP, I1SO, GMP, and SS®@#thin this program, technical
assistance and financial support is provided amlgompanies that comply with minimum quality
and sanitation standards. Sanitation ImprovemeanhsPlwere developed for more than 60
agribusinesses and educational programs for fofetysand quality assurance, sanitation input
supplies were provided, as were upgrades for lomapany laboratories.



Product specific international marketing assistamae provided to identify export market niches
by undertaking market research for companies taldmsupport this effort themselves. Clients
were also financially supported to participateriteinational trade shows, especially in Russia to
support the marketing effort for wines, cheeses, processed fruit and vegetable products. In-
store tasting events were also held to promotatgisoducts in domestic supermarkets.

The 4-H youth program expanded during this permdnbre than 150 clubs with some 2000
members in all regions. They generally were opdrate association with milk and cheese
processors, and as noted above through the ARIBdR&ls Center. Originally established with a
physical presence within the AAA Extension Deparitnehe program was completely funded
and implemented by MAP specialists who preparednam materials and trained leaders in the
MASCs and in village schools where clubs were omgh

The new MAP Director appointed in 2003 continuetbre$ started in 2001 to reduce non-

performing strategic loans and repayment of thestantling Agro Leasing LCC credits that

continued to be problematic. Working with the NatibAssembly, MAP secured enactment of
Credit Club legislation in 2002 that required editedit Club to register with the GOA as a

financial organization. As a legal credit organi@at Credit Clubs under this legislation are

subject to a common set of administrative and mamagt rules and also subject to audit by the
Ministry of Finance. In effect, each Credit Clubchme a self-contained micro credit financing

organization.

By March 2005, MAP had provided some $1,215,94&iming capital to 51 Credit Clubs that
included some 816 farmers. These clubs had buitruipternal equity base of $296,536 against a
MAP capital base of $923,407. Under the Credit Gtubgram criteria followed by MAP, a
Credit Club can receive up to 20 million DRM ($4200 in MAP investment capital. The non-
performing loan rate was about 4.8 percent, whicihhgares favorably with most Armenian
micro credit programs.

MAP engaged 335 LGU specialists between 1995 anatiM2005, and had about 120 Armenian
staff positions by 2005. Technical assistance wasiged to more than 60 agribusinesses that
also received more than $11 million in cost shagnants, strategic loans, and financial leasing
support over the period. About 30 percent of sgiatiban value was considered non-performing
at the end of the MAP program.

2005 — PresentiUnder the current structure, the USDA focus in Anraechanged from program

implementation to management oversight and sudi#ityaand the coordinating office changed
from CREES to the Foreign Agricultural Service (FA®he Center for Agribusiness and Rural
Development (CARD), locally registered as an Armm@nNGO, obtained funding from and
management of some of the previous MAP programslewdihers were either phased out or
funded directly by USDA.

CARD now has a payroll of 35 staff members and fedgined the value-added market chain
development strategy that was implemented under MAfegral to this strategy, from the
perspective of the CARD leadership, is a lendingngonent so that a one-stop credit supported
technical assistance program can be provided tpaaticipants along the farm to market value
chain. Training is also an important CARD service.

The MAP created Agro Leasing LLC no longer operateder the favored position held under
MAP; it does not receive CARD credit guarantee sup@and now competes in the broader



leasing market for its business. However, as of Ma@6 some $950,000 is still outstanding.
CARD continues to act as the collection unit andeexs that all of it will be repaid within 20
months.

CARD retains management of the MAP initiated sgitéoan and Credit Club programs and as
of May 2006 was servicing 21 active strategic loaith a value of $1,366,428. Included in the

21 loans are nine new loans, with a total valu&2£0,000, issued since creation of the new
NGO. There are no defaults on any of the new lo@us.of the 21 active continuing loans, only

one is non-performing. A total of 51 Credit Club® &eing serviced which have 969 members
and a loan capitalization of $1,656,267, out of chkhCARD investment is $1,180,200 with the

Credit Clubs maintaining a built up capital bas&#476,067.

In addition to the CARD management of loan and icnebgrams, USDA has been providing
experts from the U.S. Farm Credit Administrationstork with the Ministry of Agriculture, the
Ministry of Finance and the Central Bank in Armefiéa the past year. These experts are
working on development of a farm credit system base the American model of cooperative
farm credit.

CARD also retains management of the youth progthmmARID Center purebred goat breeding
activities, the Small Farm Water Management Program association with Utah State
University, and the animal slaughter facility denghent program. A review of the MAP 2005
Strategic Work Plan indicates that a high prioigyplaced on targeting the supervised credit
based value added agribusiness development str&abegyomen farmers, to maintaining and
strengthening its 4-H youth program, and to pravgdiechnical assistance support to dairy, goat,
and sheep farmers. Agribusiness marketing senvicelside new product and new market
development and continued introduction of HACCP 81 food quality and safety standards to
food processors. CARD is also cooperating with Arenenian European Policy and Legal
Centre, an EU/TACIS funded policy development andlysis project to prepare wine industry
standards needed to export Armenian wine into therarket.

The work plan indicates that CARD expects to repla@ percent of the USDA funding each year
and become self sufficient within five years. IsHfarmed CARD AgroServices (CJSC), a for-
profit, private sector spin off to carry out fee feervice activities to become self-sustaining
during this period. So far, CARD AgroServices hamgd exclusive rights to market semen for
World Wide Sires, and farm supplies through Nadtalso markets Christian Hansen cheese
cultures and works with De Laval to develop theydaidustry in Armenia.

The MAP initiated ATC is now funded directly by UBDunder a Cooperative Agreement with
Texas A&M University. ATC, which is still a deparémt under the Armenian State Agricultural
University (ASAU - the renamed AAA) is funded thghuthe Armenian Foundation International
Center for Research and Education (ICARE). Thro@RE it is also securing additional funds
from other sources including USAID, Soros Foundatiand Rockefeller Foundation. The
Eurasia Foundation provided initial grant funding the Career Center but programmatic
priorities have changed and it does not expectréwige further funds to this unit. The ATC
Agribusiness Research Group recently won a conetirant to work with the Swiss College of
Agriculture to carry out research on sustainabitifyagricultural operations at the farm level. It
successfully won other smaller research grantselks Whe ATC plans to introduce a Masters
degree Program within two years. USDA is alsostisgj ASAU to adopt a credit system based
on the Bologna Declaration. Once successfully sathpArmenian credits and degrees would be
compatible with international requirements.
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Neither the ASAU Extension Department nor the FAR#s received line item support from
either USDA or CARD since April 2005. The ExtensiDepartment now operates with eight
technical and administrative staff, while FARA has permanent paid staff. CARD has
developed an Extension Service field demonstragiamt program that is funded incrementally
through competitive proposals. Fourteen such gramtie funded between April 1, 2005 and
March 31, 2006. CARD also offers them contractsdmplete specific projects. A similar grant
program is implemented for FARA with three gram$®é implemented.

Capacity building and sustainability are the ungded themes of current USDA programming.
In addition to the initiatives previously discusseédSDA is currently working towards
sustainable development in the agriculture sedoough the following: 1) Working with
Ministry counterparts to strengthen the Sanitarg Bhytosanitary Standards (SPS) regulatory
systems in animal health and for production anagssing of meat, poultry and dairy products
by facilitating the establishment of an integratedd safety system that helps Armenia meet
international safety and quality standards; 2) Rliag experts from the USDA’s National
Agricultural Statistics Service to work with therAenian Statistical Service and the Ministry of
Agriculture to develop systems for organization llGmdion, analysis and dissemination) of
reliable statistics in the agriculture sector; Rlping the Ministry of Agriculture start a Market
Information System; and 4) Developing a monitorangl evaluation system to assist in tracking
performance and impact of USDA funded initiatives.

3. Program Results

Reviewing and assessing program results is contptiday the fact that neither MAP nor CARD
has defined measurable indicators or benchmarksmonitoring performance. The results
reported above are those that appear to be mosttlgirrelevant to the various program
components. However, these do not always tie batke objectives set out for the program. (It
should be noted that USDA is currently in the pescef designing a Monitoring and Evaluation
system for all USDA funded activities.) For examphe three objectives set up for CADI:

* Assist farmers and agribusinesses to increase esoamd jobs—Neither MAP or
CARD have had systems in place to track whethertardhat extent incomes and jobs
have been affected by their programmatic initiagiviaterviews conducted as part of this
assessment provide some indication of impact. Hewethese interviews primarily
serve as qualitative measures of the perceivec\atd impact of different services and
do not provide sufficient data points for extrapiolg overall impact.

e Address supply chain constraints and enhance citimpaess—During its second phase
(2000-2005), one of the principal features of MAIRd now CARD) programs has been
to focus on specific value and supply chains, @efiby type of product and/or market.
As reviewed above, this approach appears to hasigaificant results for a number of
value chains including:

0 Goat production and milk products, involving 30@nfiars, three credit clubs, six
cheese processors and six milk collection centtegelopment of seven new
cheese varieties, and annual production reaching1B5per year with 85%
exported.

0 Cow milk and dairy products, with assistance tom#k processors in six
regions, 5,500 farmers provided with assistanwee, ¢redit clubs formed, and 14
marketing associations formed, with 15 new cheeasieties introduced.
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0 Hygienic animal slaughter facilities introduced ¢dmpleted), although with
throughput of 3-15 animals per day.

0 Winery program that assisted 11 wineries and 6@@eamgrowers, involved in
six credit clubs, and introducing new technologi@sd niche marketing
throughout the chain to allow for the beginninggport marketing initiatives.

o Fruit and vegetables, involving 6 processors ie figgions and six credit clubs
with 100 members, together with export marketingppsut, although this
program was somewhat complicated by loans to fostete processors that did
not always work out as well as expected.

In addition, the MAP program has systematicallyufsed on cross-cutting supply chain and
“systemic” constraints, most notably access toitredtension services and technology, quality
management techniques (e.g. Quality First Initgjtihand marketing. Result indicators, related to
these activities have been outlined above to thenéxhat data is available.

» Assist government to build trade capacity and mabesed agricultural policy—This
does not seem to have been a priority for MAP oROAand there are no specific
reports that focus on this type of initiative. Hax@g some policy and trade capacity
building results emerged from other program adésit For example: the inclusion of
credit clubs as regulated financial institutiongteasion and agricultural research
policies, and the accreditation of the Agricultuf@aching Center (whose graduates
probably contribute to policy making). However,nitust be emphasized that policy
dialogue with the GOA has been managed directijthgy USDA units and officials
responsible for the overall program, most receRf\s. This assessment did not go into
the substantive government to government work edrout through these official
missions and dialogue mechanisms.

B. USAID Agriculture SME Market Development Project (ASME)

1. Overview

The USAID financed Armenia Small to Medium EntespriMarket Development Project

(ASME) was launched in August of 2000 to assisthe development of small and medium
enterprises desiring to either export Armenian pobsl or expand local sales (see
www.armeniaag.org). The stated goal of ASME is fiicrease employment in Armenia through
the development of profitable and dynamic privateerprises.” It is funded by USAID and

managed by Development Alternatives, Inc. (DAIl).eTproject was scheduled to end in
September 2006 although it was recently extendedigih December 2007, with the inclusion of
a communications program related to avian flu @istussed in this report). Including the latest
extension, the total budget is $18.5 million.

ASME provides direct assistance to private small emedium scale Armenian companies with
the potential to enter or expand their participatio export markets (primary focus) or increase
the sale of locally produced products that mighteotvise be imported. Assisted companies
include those in fruit, aquaculture, dairy, poultngeat processing, as well as in leather, textile,
apparel, and other non-farm rural enterprises. iGthe nature of the Armenian economy, most
of the assisted businesses have been agribuselas=dr(accounting for an estimated 90% of the
results outlined below). The project was precludeam directly supporting agricultural
production.
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SME support projects around the developing worldicglly provide some combination of
technical assistance, financing, and improvemenhefbusiness environment, either directly or
through the strengthening of local counterpartsM&Sprovides all of these, but with primary
emphasis on TA, followed by financing.

International practice for technical assistanceoives one or both of two methods: 1) direct
assistance to SME extended by the project; and/ah@ugh the strengthening of Business
Service Providers (BSPs) including consulting firrf®VE support centers, or even financial
institutions. In the case of ASME, primary emphdsis been given to providing direct support to
SME’s with ASME's staff and visiting experts proind SME clients with services in strategic
planning, market development, financial planningdoction planning, trade show participation,
quality certification, food safety/traceability, mtal development, training, management, and
association development. It is estimated that 80%ahnical assistance was provided directly by
project staff, with the balance through BSPs caméiéh by the project. However, at the same time,
the project seeks to strengthen the capabilitySP8with training as well as subcontracts and/or
indirectly through grants provided to agribusines&eho in turn hire a BSP).

2. Project Components

ASME utilizes five service components in the impétation of the program:

» Service Component #1: Market and Demand Analy3isepurpose of this component is
to improve the understanding of international amenestic market opportunities and
barriers, facilitate access to market opportunitibg disseminating marketing
information, and link profitable export and domestharkets for SME products to
Armenian producers and their downstream wholesaldisgributors and traders. The
project has prepared 34 market demand studies @®ufo a project target of 25), and
13 supply/service studies and cross-sector eff@iasget of 8). The findings are
disseminated through workshops organized at thelgsion of each study and are made
available through the project web site.

* Service Component #2: SME Development and Expanrsibhis component provides
firm level technical assistance to help identifydaexploit market opportunities,
especially export markets. The project signs a Mamia of Understanding with each
firm, indicating the responsibilities of each siadehich include the commitment of the
Armenian SME to provide quarterly data for perfono@ monitoring and impact data.
The TA includes workshops (often related to the keastudies in Service Component
#1) for multiple firms, support for participating ispecialized trade fairs, and firm-
specific TA offered by industry or functional exfserCost share grants are offered (under
Component #3) for market/product development (payticipation in a trade fair or
development of marketing materials) and operatiagdport (e.g. strategic planning,
guality management and food safety programs). Tdeumperational grants is provided
directly or through BSPs. The project reports tihdtas helped client firms attend 66
trade shows and market tours, compared to a prgegeét of 40. In addition, it helped
facilitate 3,381 “new buyer arrangements” for cliirms, compared to a project target
of 85.
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Service Component #3: Linkages to Financ@his component is aimed at helping

enterprises develop long term linkages with commkttanks, and especially to help

facilitate access to medium and longer term finagavhich is perceived as the hardest
for firms to obtain. In addition to the market/puat development and operational cost
share grants there are two specific mechanismapt)leasing capital finance support

cost share grants to leverage other financing reddor capital expansion requirements;
and 2) leasing capital finance support cost sheastg related to the establishment of the
ACBA Leasing Company and support companies sedkagps through this mechanism.
It has also facilitated the start-up of a branchaoRussian international factoring

company in Yerevan that is supporting ASME cliemmpanies respond to new

marketing opportunities.

Service Component #4: Skills Development and Irdtdom Dissemination —This
component is aimed at strengthening the capaciBS#s. This includes both consulting
firms and regional business centers that the prdjelped establish to serve more rural
areas. For the latter, the challenge is to becamstaimable, for-profit business service
providers. This component has recently been rewgiléss attention at the request of
USAID, since the MEDI program emphasizes this tgpsupport.

Service Component #5: Building Associations anlici?d\dvocacy --The objective of
this component is to assist the SME community teat a supportive business
environment that allows private enterprises to afgein a fair and transparent manner.
The principal emphasis has been on support fombasiassociations that offer services
to their members, and provide a unified voice devant policy issues.
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3. Program Results

ASME has developed a performance monitoring systémmetrics and benchmarks defined for
each of the service components. A quarterly repgoprepared that indicates results during the
guarter and cumulative results. As occurs with nmoglti-year projects, the relative importance
given to different activities by USAID and the mof team tends to evolve, partially based on the
emerging results, and partially on changing piesit Regardless, ASME has achieved or
surpassed almost all the targets established égpribject. These results are described below.

Overall 141 firms have received direct assistareel(des additional firms that may have
participated in workshops or utilized the markeidsts). At the time of the evaluation, progress
to date on the principal program results, relativebenchmarks and targets agreed to with
USAID, were reported by DAI as follows:

Table II.1 ASME Direct Impact on Employment and Saks/Exports

Benchmark Life of Project Results to Actual through
Target 9/30/05 6/30/06
New annual domestic sales| $10 million $6,550,000 $11,135,000
New annual export sales $15 million $3,920,000 $4,574,000
FTE jobs created 6,500 4,831 6,751

Source: ASME April 1-June 30, 2006 Quarterly Repot) SAID

The project does not disaggregate results by sdmioit is estimated that agribusiness represents
about 90% of the results. Given 141 companies tasslsy the project through 6/30/2006, the
average jobs created, per enterprise, is aboulRE8equivalent figure for total additional annual
sales per firm is about $111,000. The project rispihiat five companies have increased sales by
more than $1 million per year, eleven by more t8800,000 and 23 by more than $100,000.
While there is no precise baseline data, the pragsom estimates that most firms have at least
doubled their sales since they have begun receassistance.

Sales and employment figures should be interpreitid some caution since they are based on
reports submitted by client firms. Given the tenteto under-report income, it is possible that
sales are understated.

Perhaps the most disappointing result, relativprgpect targets and objectives, has been export
sales--about one third of what had been hopedHerproject. There are several factors that
explain this figure, at least in part:

* High levels of food imports indicate significantrdestic market opportunities that are
generally easier to access than export markegsvietvs with client firms confirm that
many of them found immediate opportunities for gitoim domestic markets.

» Exports take longer to develop since it is necgstafind buyers, adapt to certification,
quality and packing requirements, and in some casa@ee significant investments to
meet customer requirements. Thus, it is not unusman SME support project to show
higher results well after the technical assistas@®mpleted.

% Most recent four quarters
* Most recent four quarters
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» The Armenian currency has appreciated, making eixgpthat much more difficult.

ASME has been a catalyst in helping Armenian agiitesses develop new markets and or

recover and reposition themselves in traditionatkets. For example, it provided support that

has permitted Armenian aquaculture to develop agdin the position it had in Soviet times as a
major provider of trout to CIS markets as well agliversify into new products such as sturgeon

and trout caviar. Similarly, ASME has also beenivactin developing non-agriculture
employment in rural areas in fields such as textilashion, and clothing manufacturing.

ASME has provided various types of financial suppas presented in Table I.2 below. The

important result figure is the number of firms rneto®y these cost-sharing grants and the

resources leveraged in terms of resources frorolidsat firm and/or other financial institutions.

Table 1.2 ASME Linkages to Finance Benchmarks

Benchmark

Life of
Project
Target

Actual
Through
September
30, 2005

Actual
Through
June 30,

2006

Development (Component # 2)

Market/Product Development Cost-Share Grants — Stdwurs, Trade Shows, Product

Number of Grants 100 185 258
Value of Grants $300,000 $375,525 $480,068
Number of Companies Assisted 25 87 118
Leveraged Funds $300,000 $674,314 $813,483

Operational Support Cost-Share Grants—Business RlaQuality Mgt. Sys

tems, Technical

Support
Number of Grants 40 81 100
Value of Grants $400,000 $150,380 $192,572
Number of Companies Assisted 20 48 57
Leveraged Funds $400,000 $89,173 $188,934
Capital Finance Support Cost-Share Grants — Commaltd.oans, FDI, Supplier Credit,
Other
Number of Grants. 25 38 44
Value of Grants $1,000,000 $895,151 $906,862
Leveraged Fund@xcluding leases) $3,000,000 $3,242,655 $3,273,072
Capital Finance Support Cost-Share Grants — Leasing
Number of leveraged leases NA NA 230
Leveraged Leases (Value) NA $3,200,000 $5,587,815
g%zsrg't?oﬁglrgﬁ”pyoﬁap'ta' and $1,200,000 | $1,200,000 1,200,000
Leveraged Capital (committed) $3,000,000 $3,000,000$3,000,000

Source: ASME April 1-June 30, 2006 Quarterly Repoit/SAID

Total grants to firms add up to $1.58 million win additional $1.2 million to capitalize the
leasing company. This leveraged a total of $4.28amior $2.7 for each USAID dollar in grants
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(excluding the capital for the leasing company)isTéxcludes the direct technical assistance
provided by project staff (without co-financing) caproject overhead. The operational grants
have been very small (averaging less than $2,0@tlypeflecting the availability of direct TA).
The investment in the leasing company appears fmapmg off with a rapidly growing portfolio
of leases.

Results related to the strengthening of BSPs dfiewdi to measure. Table 1.3 summarizes the

results monitored and reported by the project (eeflecting performance targets). These
primarily report on the level of support provided.

Table 11.3 ASME Skills Development & Information Dissemination Benchmarks

Life of Actual Actual
Benchmark Project through through
Target 9/30/ 2005 |  6/30/06
1. BSPs with signed Capacity Building 30 32 33
Agreements
2. _BSP capacity building activities 60 66 g2
implemented
3. SME seminars/training workshops 51 74 108
completed
4. Seminars/training work§hops focused 11 11 16
on woman-owned SME’s
5. SME's receiving training services 400 648 1,401
6. Performance contracts awarded to a1 33 45
BSPs

Source: ASME April 1-June 30, 2006 Quarterly Repot) SAID

ASME staff suggest that the capabilities of BSRsimuproving, but are still modest, especially in
the areas of strategic planning and marketing t@s&is. This is why the project delivers much of
its strategic planning and marketing TA directBther than through BSPs.

Of the regional business centers, at least oneGdnes Business Support Center, appears to have
become self-sustaining and provides a number oficeer to the businesses of Goris and the
surrounding area in the Syunik Marz. The Goris eemrovides training and services in
marketing, management, creating business plansp+lanning, computers, human resources,
time management, preparing loan applications, a&duay, internet services and email. Much of
the training is done on contract for ASME and otth@nor agencies, while services for firms are
performed on a fee basis, but probably insufficiemttheir own. In addition, the Goris Center
produces an annual agriculture marketing trade skimev“Syunik Prodexpo” and has initiated a
tourist service program, as well as assists clientsecuring the services of technical support
often from other USAID and USDA sponsored actigiteuch as MAP/CARD and Farmer-to-
Farmer. Other donor agencies that the Goris BusiSepport Center has worked with include
the Peace Corps, SEF International, MEDI, and SNNSDThe key factor in the success of this
Center appears to be the entrepreneurial drivesafiiector. Without this entrepreneurial factor,
it does not seem that the success can be eadilyatep in other centers.

The final type of results reported by ASME relaiegComponent # 5 for association strengthening

and policy advocacy. Project results indicatorsufoon numbers of policy issue generation
workshops, working groups established, issues iftethiand addressed and numbers of activities

17



to strengthen the policy advocacy capabilities BESsupport organizations. The project has
generally achieved or surpassed its quantitatingeta. However, its reports do not indicate what
impact these have on SMEs in terms of removing tcaimés, reducing transaction costs or
improving the delivery of services. Its most recgolicy advocacy initiative involves supporting
the Ministry of Agriculture (Veterinary Inspectid@ervice) to monitor commercial and backyard
poultry flocks for a possible outbreak of aviariuehza.

In this area, ASME has given particular emphasideteeloping agricultural associations, both to
provide services to SMEs and advocate policies. dds of beekeepers is one of the success
stories. ASME recruited an internationally recogudizexpert beekeeper to assist Armenian
beekeepers in exporting their honey. A particulastacle to accumulating sufficient quantities
and quality to justify an export effort was theuethnce of the beekeepers to form associations.

The solution to the problem was to use a soft apgrotoward organizing the reluctant
beekeepers. The first step was to organize regipaming sessions on health, production and
quality and to invite the beekeepers in each reggoattend. Incorporated into those training
sessions were examples of the benefits of collaiverafforts. The result was that eventually 19
separate beekeeping associations were formed alithgnarked increases in quality, domestic
market price, bee health, and exports. More regemil Armenian national federation of the 19
associations was formed.

Specific marketing successes have included thebledtenent of an export contract by the
beekeepers association Vardenis Beekeepers Upimated in the Lake Sevan area with a firm in
Switzerland. A second success has been the packagith distribution of comb honey, food
service individual service sized jars, and adddlaetail jars of honey that have replaced import
products on the shelves of many markets in Yerewah other Armenian cities. Further, the
associations have matured to the point where theypbacoming self sufficient, charging dues,
collectively marketing their production, and prawvigl their own training. Two of the
associations, Vardenis and MAG Honey, with ASMESsistance have now initiated queen bee
programs and are marketing the queens to otheciaiso members throughout the country.
Finally the beekeepers associations have developéorm quality standards and monitor these
standards by periodic sampling and testing. Therlas conducted by Exlab of the Armenian
Drug and Medical Technology Agency, which is anragyewithin the Armenian Ministry of
Health.

C. USAID Micro Enterprise Development Initiative (MEDI)

The USAID funded MEDI Project, started in August02Q is implemented by Chemonics
International and scheduled for completion in JAB0D6. The Project goal is to improve the
enabling environment for micro financing organiaas in Armenia, most of which are organized
as local NGOs obtaining funding and management atipfrom foreign based donor

organizations. As such, this program is only inetiseinvolved in agriculture and agribusiness.

With the objective of bringing about an improvedmeetitive environment, the Armenian
Central Bank has required, beginning March 1, 20, all MFIs operating in Armenia register
under the existing banking legislation and therdiscome subject to existing banking
regulations, including regular audits administelsdthe Bank. Bringing the MFIs within the
national banking laws is expected to improve th@petitive position of this portion of the credit
market by bringing them into the formal bank oreghtcredit sector (including the ability to
capture deposits and savings). To support thisctlagee MEDI has carried out due diligence
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assessments and prepared business plans for sBisaincluding FINCA, Horizon, Kamurj,
Aregak, and SEF.

For various reasons, mostly related to issuesriatdp the organization, MEDI did not develop
intensive working relations with FINCA, Horizon, calKkamurj. However, intensive follow-up
support including training to improve corporate gmance mechanisms has been provided to
Aregak and SEF. Aregak, which specializes in legpdim women entrepreneurs was formed in
association with UMCOR and receives most of itsitadipation in the form of grants from
USAID and USDA. SEF receives funding and other supfsrom World Vision. MEDI has not
worked with the ACBA or ANIV, both of whom are veagtive in agriculture and agribusiness
lending as the former receives continuous supporh the EU under the TACIS Program, and
the latter continues to receive support from IFADjch is its parent entity and primary source of
loan funds.

MEDI also supported Anelik and Converse Banks wetliping asset based lending products, but
this has reportedly been slower than expected.

MEDI set up and supervises credit facilitation ©ff in the three northern regions of Shirak,
Lori, and Tavush that are located respectively yur@ri, Vanadzor, and ljevan cities. These
offices are charged with assisting local entrepmeneand buyers with administrative and
technical support to complete loan application pdares that meet bank lending requirements.
Each is funded directly by the project and chargétl the objective of generating sales growth
of $1 million over 15 months by the credit facilita officer. Since the target area covered by
these credit development offices is largely ruttady provide assistance to many applicants for
agricultural loans. Reportedly, most of these adcal and agribusiness loans in the area are
made by the ACBA.

Project results do not disaggregate activitiesiamghct on different sectors, and agriculture and
agribusiness in particular. Observations on thereggge impact on the credit and financial
markets of all USG and donor programs can be fanAgppendix Il of this report.

D. Farmer to Farmer and VISTAA Programs

The Farmer to Farmer (FtF) program is funded by WBWashington EGAT Bureau and has
been operating in Armenia since 1992. Managed tynasortium including ACDI/ VOCA, Land
O’Lakes, and Winrock International, the current tcact expires in September 2007. Six
Armenian staff, including the director, administéme program. The FtF cooperates with a wide
range of donor projects including CARD and ASME{ also provides volunteers for European
and American NGOs, Armenian private sector busgms€U TACIS, United Methodist
Committee on Relief (UMCOR) and the World Bank soqgd National Rural Advisory
Program.

In recent years FtF has provided an average ofolihteers per year. Originally FtF depended
heavily on MAP to provide technical support oppoities, but by 2005 volunteers placed as a
result of CARD requests contributed only about &dcpnt of total volunteers. Most requests
came from private companies including aquacultungl agribusiness related assignments
generated as a result of work carried out in thesidy the ASME Project. The FtF program has
over the years, provided technical assistance &t mery specific business and technical needs as
specified by the client firm or organization.
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The Volunteers in Service to Armenian AgricultukdSTAA) is an Armenian NGO consulting
company that was formed by VOCA in 1996 to suppl@nibe FtF program. It was the first
Armenian private consulting company focused on laginess and is now self-sustaining.
VISTAA currently has four full time staff, a rostef 170 consultants, and successfully completed
30 consultancies in 2005. It has an ongoing gramnfthe World Bank to prepare a water
management plan for 100 villages in the Gheghakkand Tavush regions, identified as among
the poorest in 2001. They recently provided trajrfior the Aregak micro credit program and for
several small business service centers that alseivee technical support from ASME.
Community based technical skill training in cropdathvestock improvement have been
undertaken in almost all regions and other trainingludes livestock health and pasture
improvement, introducing low cost renewable enesggtems and orchard management and
providing direct business support services to iidial clients.

20



[ll. OTHER DONOR ACTIVITIES
A. Millennium Challenge Corporation

On March 27, 2006 the United States Millennium @raje Corporation (MCC) signed a five-
year, $235.65 million Compact with the Governmeinfonenia. This program is just underway,
and has one stated goal: to reduce rural poverbudih a sustainable increase in the economic
performance of the agricultural sector. This wil ficcomplished through a five-year program of
strategic investments in rural roads, irrigatiofrastructure as well as technical and financial
assistance to improve the supply of water and fopeu farmers and agribusinesses. The
Program hopes to directly impact approximately @60,people, or 75% of the rural population,
and is expected to reduce the rural poverty ratelamsts annual incomes.

The specific components are as follows:

* A $67 million project to rehabilitate up to 943 ddheters of rural roads, more than a
third of Armenia's proposed “Lifeline” road netwol/hen complete, the Lifeline road
network will ensure that every rural community head access to markets, services, and
the main road network. Under the Compact, the Gowent of Armenia will be
required to commit additional resources for maiatere of the road network. The
Republic of Georgia has also executed a Millenni@imallenge Account (MCA)
compact, a part of which is targeted at improving tain highway from Thilisi to the
Armenian border. This will also aid Armenia whodsprimary trading partner with
Georgia.

* A $146 million program to increase the productivil approximately 250,000 farm
households (34% of which are headed by women) giramproved water supply,
higher yields, higher-value crops, and a more cditive agricultural sector. This
project consists of two activities: An infrastruauactivity that aims to increase the
amount of land under irrigation by 40% and will irape efficiency by converting from
pump to gravity-fed irrigation, reducing water lessand improving drainage; and the
$33 million Water-to-Market component. “The watey- market activity will build the
management capacities of the local and nationaémsipply entities and support the
transition to higher value agriculture systems ome 60,000 farmers by providing
technical and rural credit assistance. This wiluire the sustainable management of the
improved irrigation infrastructure and enable thmesgence of profitable farming
operations.” This component will be implementedtigh a consulting contract with a
private firm currently being tendered.

B. The Peace Corps

The Peace Corps supports some 50 volunteers in iAamét develops and implements its
programs separately from USDA and USAID developnaetitvities. Most volunteers are located
in villages and develop their own programs usirReace Corps supplied mini grant of $5,000. A
further requirement is that village residents stdag closely involved with project management,
but control of funds remains the responsibilityttod Peace Corps volunteer. Most projects are of
an instructional or teaching nature with format@rd operation of English teaching skills as one
of the most popular.

Under current policy, Peace Corps does not platenteers within a donor program structure.
However, volunteers are encouraged to informalfypsut such efforts if they are related to the
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work undertaken by the volunteer. The leadershipaih the ASME and the CARD projects
reportedly network closely with Peace Corps leddprén Yerevan to identify areas where
volunteers may effectively provide synergies wiibit project activities. With respect to ASME,
such opportunities generally are in the area oVidiog support to the Agribusiness Service
Centers. With respect to CARD they are in the afgaoviding Youth Club support.

C. World Bank

The World Bank, in association with the USDA, jbintdeveloped and funded the National
Extension Service in 1995 under a World Bank untdr@ricultural Reform Support Project

(ARSP), which continued through June 2005. Fielghlementation started in 1996 with the
opening of a Marz Agricultural Support Center (MASE each of the 11 regions. Modeled after
the U.S. LGU teaching/extension/research modelewa Extension Department was organized
within the AAA structure. Unlike the U.S. model wkeLGU professors have joint extension,
teaching, and research appointments, AAA profesgwovided services to the Extension
Department as consultants, receiving a stipendditian to their normal AAA salary.

The program reportedly worked quite well until 200Ben the AAA was transferred from the
MOA to the Ministry of Science and Education (MSi)d the policy and management linkage
between the AAA and the MOA could no longer be @ustd. To retain policy and operational
management within the Ministry of Agriculture, ann&®epublican Agricultural Support Center
(RASC) was created within the Ministry of Agricultuto provide management and technical
leadership to the Extension System, including dgwekent of a unified knowledge base, and
preparation of technical support people.

USDA reportedly did not support this change in ngggmaent structure, but continued to provide
funding for the Extension Department within the AAAowever, USDA continued to fund LGU
technical specialists to work with the restructuNational Extension Service through 2003 when
all such funding was curtailed.

Currently the RASC has 24 permanent staff membersld Extension staff members are
allocated roughly on the basis of one agent perteiiflages and currently there are 145 Field
Extension Specialists who are typically supportedha regional level by a senior extension
specialist, a marketing specialist, a publicatio anedia specialist, and other accounting and
administrative support staff. A Bank study comnussid in 2004 concluded that the staffing
level did not provide sufficient coverage to addglyameet community needs, so the Bank
approved the addition of 200 new agents to be easidt village levels. One hundred individuals
were placed in 2005, an additional 50 in 2006, &dmore will be placed in 2007. Villages
benefiting from these extension agents share salasis and other personnel expenditures with
the Bank, with villages covering the base salany #re Bank picking up social costs and other
taxes.

The Bank negotiated a new program with the MOA @92 (implementation started in July
2005). The Rural Enterprise and Small Scale Comialer&griculture (RESCA) Project
broadened the mandate from agricultural developnbentural development with four main
objectives:

* Increase efficiency of the agricultural sector

* Increase employment in the rural economy
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* Increase agricultural productivity

* Reduce the incidence of rural poverty

Under this Loan program, field level specialists aow referred to as “Rural Advisors”. The new
program expands the outreach capacity to an addItR60 villages with the Bank supporting the
cost of building a village rural advisory referenc®m within the village administrative unit.
This reference room serves as repository of teahminaterials and is reserved for use by Rural
Advisors and other specialists when working invhiage.

The new program also introduced a cost-sharingifeawith the MOA and the MASC's. The
initial Bank/RASC/MASC cost share formula is 751/ By the end of the project in 2009 the
targeted cost share is 45/35/20. This feature plagbstantial additional pressure on the MASC
offices to expand fee for service consulting amul/jgles a competitive presence for private sector
consultants who may be working in the area.

D. European Union/TACIS

The Armenian European Policy and Legal Advice Ce(WEPLAC), funded by EU/TACIS,
provides comprehensive policy and legal analysésadvice to the GOA. The Center, formed in
1999 to address issues associated with Armenian \A€g@ssion (through 2003) is now oriented
to support the implementation of the EU/Armeniantfaship and Cooperation Agreement
(PCA).

A key aspect of the PCA implementation progranciseasion to full EU trading status within the
European Neighborhood Policy (ENP). It required #hianenia conform to EU legislation and
regulations governing trade and public/private aegovernance practices. This includes the
introduction of European food quality, safety amdieonmental standards. Efforts to introduce
EU food safety and quality regulations are desighmdeplace the Soviet inspired GOST
standards which are still the de facto criteriaduse CIS trade. AEPLAC leadership is of the
opinion that it is essential that Armenia adopt Bt standards, not just to come into compliance
with outstanding obligations under the WTO agreetyieat also because Russia is also moving
to adopt EU standards and that if Armenia doegai@ the initiative now it may lose its Russian
market when Russia accedes to the WTO. A furthaecem is that EU trade agreements, for
example the recent opening of the EU crayfish maikérmenian product, will increasingly be
time limited with long term access dependent orieaig full compliance with EU regulations
and standards.

AEPLAC has developed good synergy with several Uuded projects including the
Commercial Law Project in the preparation of theédAR@plementation program, and with CARD
in jointly developing EU friendly wine import led&ion which is still in process.

E. International Fund for Agricultural Development (IFAD)

IFAD funds the Rural Areas Economic DevelopmentgPamme (RAEDP) in Armenia, which

provides financial support for development of agjtieral credit systems and rural infrastructure
to support expansion of rural and agricultural basses. IFAD started work in Armenia in 1996
as part of the World Bank regional extension anteweanagement program. By 2001, IFAD
provided a $4.5 million credit line to the Agriautal Cooperative Bank of Armenia (ACBA) and
further supported the World Bank irrigation andatusocial investment program. The RAEDP
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started in 2005 and continues to provide an adticll lending facility to ACBA at 1% above
LIBOR rates. It also provides loan capital to ANRfcro finance institution and cooperates
closely with the ASME project but it has not workeih USDA programs.

F. Food and Agriculture Organization (FAO)

FAO has operated in Armenia since 1993 providingstigoTechnical Cooperation Programs
(TCP) with a maximum duration of 18 months to tvemaks. Twelve programs were implemented
from 1993 through 2005, including providing emergesupplies of winter wheat seed, potato
seed, and animal feed, sustainable mountain daweliof) and locust and rodent control. Current
programs include support for land consolidatiomdfcsafety capacity building, strengthening
trans-boundary animal disease diagnosis, survedlamd control capacities with Azerbaijan and
Georgia, and development of appropriate legal freonks for protection of domestic plant

genetic resources.

FAO has also been asked by the GOA to assist ieldeing a law on the Agricultural Census
that is needed to implement this program, which sipport the completion of WTO accession
requirements regarding VAT application to farm lepeoducts sold in formal commercial

channels.
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V. ASSESSING IMPLEMENTATION, IMPACT AND SUSTAINABI LITY
A. Introduction

This section of the report answers the specificstjors in the scope of work that relate to
implementation, impact and sustainability of the GJ®rograms related to agriculture and
agribusiness. This is not an “evaluation” of sgeqfrojects and initiatives, but rather an attempt
to review the relative effectiveness and impactthwa view towards recommending future
priorities and guidelines. It also looks at theyveritical question of sustainability and how the
USG can eventually “exit” from providing assistance

Several analytical methods have been used:

* Areview of economic and trade data to assess #wareconomic impact;

* Interviews with 24 agribusinesses, including sorhat thave not received any USG
program support, to determine their perceptiornefrelative value of different services,
how these have transformed and/or impacted thedinbas, and key constraints and
opportunities;

» Compilation and assessment of project specificlie¢see section Il above), especially
for those such as MAP that do not maintain a perémce monitoring system;

* A more in-depth review of the credit market to assthe extent it has been impacted
and/or distorted; and

» Interviews with selected business service providaduding consulting firms, business
support centers and financial institutions, to uatéd their perception of how the
supply and demand for their services has beeniyaygior negatively impacted.

B. Implementation

1. Have USG activities in the agribusiness/ agtiotd sectors been properly targeted
to identify and support products that satisfy lodamand, compete against imports,
and hold potential for export?

Table IV.1 below indicates the principal agribusiseelated exports and imports from and to
Armenia between 2000-2004 (excluding some prodswts as sugar, tobacco and cocoa that are
not relevant to USG programs, as well as some winade is negligible).
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Table IV.1 Armenian Agribusiness Exports and Imports (USD Millions)

2000 2001 2002 2003 2004

Ex Imp] Ex Imp|] Ex Imp | Ex Imp | Ex Imp
Meat .01 20| .007 2131 .04 19 5 2p b 255
Fish/shellfish 5 .04 7 A 1.7 J 31 L 29 .p9
Milk/dairy 2 [ 123] 4 8.2 5 7 19/ 99 28 139
Fruits/nuts 1.3| 4.6 9 5 9 4 11 54 12 94
Coffee, tea, spice A 14 2 1457 93| 18| 88| 6.0 126
Cereals .01| 64.4.002| 48.2] -- | 49.3| .01 | 49.2|.0001 72.6
Flour/related - 114 02 | 8.1 -- 65| .01 39 .02 86
Oils seeds .05 13 .01 4p -t 1]2 + 45 p1 L0
Animal/vegetable oils -| 17.p .06 | 19.5| -- | 18.4| .17 | 22.7] .06 | 20.7
Processed meats - 4 4 36 1 34 3 p.2 1.58 |3.7
Processed fruits, vegetablgs 2.7 2.9 b5 B.O |5.67 |37.7| 48] 58| 7.4
Beverages 225 5 39]1 14 449 46 601 K9 bH7.Q4 |8

Source: 2005 Statistical Yearbook, National StaaétService of Armenia

These statistics provide some initial insights aswhether USG efforts have been properly
targeted to capitalize on import substitution axpogt opportunities.

By far the largest domestic market opportunitiegoive cereals, flour and related
products, meat and animal products, milk/dairy pasl and edible oils. The USG
projects have emphasized meat and dairy, but havelirectly targeted the others.
Cereals are particularly difficult to produce corifpeely on very small holdings,
and processing is capital intensive, indicatingséheare not product areas of
comparative advantage for Armenia. Imports of raifid dairy products have trended
downwards suggesting some success in this areaeWwwior the most part imports
in these categories have tended to stay stablecoedse. Meat and dairy, an area of
focus of most projects, would seem to provide paldir room for additional import
substitution.

Growth in exports generally correlates with prodeategories emphasized by USG
projects. These include dairy products, fish/sts#llf (aquaculture), fruits and

processed fruits and vegetables and beverageswingries). However, with the

exception of beverages at about $60 million (mosilgoholic), most export

categories remain very small. For example, expoftslairy products (including

cheeses), an area of significant project supporbuated to $1.9 million in 2003 and
$2.8 million in 2004; and processed fruits and valgles about $7.7 million.

The trade data does not include per capita consampf various food products,
including on-farm consumption. Given the dominan€esmall holdings, it is likely

that the size of the domestic market has incregsad the value of agricultural
production, excluding on-farm consumption) from 3diflion dram in 1999 to 410
billion in 2003. Thus, while imports of most cateigs have remained relatively
steady, the market share of local producers hasubtddly increased.
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» The negative balance of trade in agricultural aswifproducts, confirms that while
agriculture and related activities is the sourcéveflihood for the largest number of
families, it is hard to conceive that it will be major engine of growth. Import
substitution opportunities are modest, and exploatge been limited to the former
Soviet Union (mostly Russia) where traditional Ama products find a market;
and very specialized and small niche markets witldest growth potential and with
limited aggregate impact at the macroeconomic level

USG projects have used different methodologiestamgéting” opportunities. In the case of

ASME, the project has sponsored a wide range okehatudies aimed at helping agribusinesses
then capitalize on the resulting opportunities anarket penetration recommendations. The
selection of product categories and markets fatysts based on a combination of demand from
potential clients, and the professional judgmenthef project team and its experts. Follow-up
with specific clients is then “demand-driven"—thiat focused on the interests and needs of
specific client firms or clusters of firms (e.g.r fparticipation in a trade show or market study
tour).

In the case of MAP and now CARD, the profile abowdicates the targeting of key value chains
or “clusters”. There is no written documentationcaferia used in developing these target areas,
but it appears to have been based on professi@s@ssments of product areas combining
significant numbers of producers (in a particulagion) with potential for improving
competitiveness.

The Chilean Export Miracle: The so-called “Chilean export miracle” is well kmoand has been documented
extensively through academic papers and other medimorldwide. It has been driven by the abilityctearly assess
international consumer demand and respond stralBgio market opportunities through what, in mamstances, has
amounted to the creation of entirely new agribussreectors. At the forefront of these efforts heentthe well-regarded
Fundacion Chile, which was created in 1976 by thie@n Government and the ITT Corporation of thatéthStates.

Fundacion Chile’s methodology for working in theibgsiness sector consists of the following steps:

1) Identification of market opportunities, 2) vatiiopportunities with the private sector and esthbig clusters or firn
and entities interested in developing the oppotyuaiea, 3) investing in lait trials and information dissemination
encourage production, 4) investment in catalytiCasrchor” firms that commercialize the final prodwmnd/or supplie
firms that provide needed inputs, 5) technologyrisigacollaboration with local/foreign uwérsities and others, and
divestiture of project sponsored firms and investta®nce the sector has reached “critical mass”.

In addition to the well known examples of grapesries and other fruits, Fundacion Chile’s manycssses include:

e The creation opioneer salmon farming companieand associated technological services that letedakeeff of
this industry in Chile -Chilean salmon exports grew from $159 million 91 to $1.7 billion in 2005, and co!
rival to overtake the world’s largest producer Naywby 2010.

« Development of applications for seaweed, includinfeed to supply the needs of salmon farming itgusis wel
as help establish reliable supplier firms in thésvrproduct area.

« Development of the technological concept of vacipaoked beef, introducing centralized slaughteremgg th
subsequent sale, of packed beef. This activiteggad new and innovative channels for meat shjesubstantiall
improving the product's hygiene together with lowegrthe cost of transport per unit of beef sold.

What is generally missing however, seems to beietuthat demonstrate how Armenian
agricultural and food/beverage products can be etitiye in domestic and export markets,
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especially given changing consumer preferencesrnational trade agreements and standards,
high cost and inefficient transport and logistigstems, and the very fragmented nature of
Armenian agriculture. USG support has tended tesssthese opportunities on a case-by-case
basis, usually for one “client” or small clusterpsbducers in a similar product area. This means
a tendency to focus on what is already produceg@rfring quality and marketing), rather than
figuring out possible major new opportunity areasl aleveloping entirely new agribusiness
sectors (e.g. the approach taken by countriesasi€hile and Israel).

The Israeli Agribusiness Sectc: Israel's agricultural sector is characterized byiraansive system of production ain
at overcoming the scarcity of its natural resolrase, particularly water and arable land. Tévestant growth observed
agricultural production is credited to the closemeration that exists between and among researcbeensionist:
collectively organized farmers, agribusinesses iamdstors. Driven by export market opportunitidseese steeholder
have effectively interacted to develop, and applgt aommercialize new methods in all branches aelsragriculture
The close collaboration between R&D efforts andustdy has led to the development of a market cebrigribusine:
sector that exports agro-technology solutions ammidd-wide scale. For example:

* Israel is the world’s most advanced usemgficultural irrigation, with half of all its agricultural land unc
irrigation. The irrigation industry in Israel wagp@neer in develping innovative technologies and access
like drip irrigation, automatic valves and contesf, media and automatic filtration, low dischasgeayers ar
mini- sprinklers, compensated drippers and sprisklEomputer controlled drip irrigation savgrowers hug
guantities of water and enables the applicatioiertilizers along with needed irrigation (fertigarti.

* Israel is a world leader in the developmentgodenhouse technologiesvhich it has successfully appliec
production efforts in orer to overcome its natural restrictions of soiltavand climate. Israel has also expc
this technology to other parts of the world, whisiparticularly useful for the development of higtided valu
crops in countries facing similar conditions.

¢ Due to the country’s senairid climate, and scarcity of water, the countrg fiarged the development of
intensive form ofaquaculture Fish farming is carried out in the open sea @atihg cages, and mamnads
reservoirs and ponds. Due to the lack afsfr water, fish farmers typically use closed watgstems fc
intensive farming, and in some projects reserveieger is used for irrigation purposes. A wide rargj
ornamental fish and marine plants are bred, inolydioldwater fish, tropical fish andater lilies. Thes
products are typically exported overseas, in paldicto Europe.

The drivers in this successful model have beenideatification of market opportunities, private agdvernmer
investment in solutions to overcome the naturabdlisntages Israel faces (the Agricultural Researcbafiizatiol
coordinates government support), and catalytic/andinms that commercialize both technologies amddpcts whils
nrovidina collective and coonerative farms with ldarlass siinnlv chains ir world markets

Interviews with agribusinesses, as summarized ipefsgix |, present interesting perspectives. Of
the companies interviewed, two thirds depend dgptisa domestic markets and only four have
primarily export markets (wine and cheese). Mostha&fse firms were already established or
starting up (e.g. had decided on target produais@arkets on their own), but almost all the more
successful firms (in terms of growth) attribute mwd their success to a combination of services:

» Low cost and longer term loans, grants, leasesoard-financing, especially for new
equipment and marketing support

» Advice on new products and market niches, andfrtelogy/production solutions and
business planning to better meet market requiresnent

Interestingly, less successful agribusinesses termk those that received mostly financing for
new/better equipment and technology, but not enoughhe way of business and market
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planning, such that they ended up with underutilizapacity and/or insufficient sales to pay off
the loans. This is particularly true of early MAlents.

It also appears that most of the firms that haweseded in growing rapidly in domestic markets
are nowhere near being ready for exporting on aajes Not only do they lack the necessary
European and US certifications, but it also appteeyg lack volume to be able to meet customer
needs and justify investments in logistics, bragdind marketing. Few assistance projects seem
to directly work through their agribusiness clieimisreaching out to small farmers to directly
improve their volumes and quality. Exceptions idguprojects such as honey associations
(which still remain very small scale), and sepasatpport provided by MAP for milk collection
centers (not always considered beneficial by tloegssors). In some areas, such as dried fruits,
processors believe they will soon reach “capaaityléss there is investment in new orchards.

Prices for some Armenian produced commodities vaetaally higher in the local market than
comparable imports. Some products, such as horeye Increased in value from a starting
position in which they were perceived to be of loweality than the imports, to a position where
it is now perceived to be of higher quality andrétiere of higher value. In a similar vein,
Armenian cheese producers have introduced at fe@shew varieties of cheeses such as blue
and Gouda as the result of technology providedhey Rarmer to Farmer program’s Dr. Poul
Hansen, Ohio State University Professor emeritubvaorld recognized cheese specialist. This
has permitted these dairies to displace importeddymts for domestic consumption.
Additionally, Dr. Hansen has trained dairy workerause small pasteurizers to enrich expensive
enzymes and cultures purchased from European suppéducing the cost of these supplies by a
factor of four. However, one blue cheese produsdosing money because while the firm has
received quality awards, there is not enough ofaakat in Armenia for this “exotic” product,
while the firm is unprepared for exports.

An additional consideration here is that while UB@Gjects have sought to target certain product
areas as providing the greatest promise, the mgoertant consideration is finding entrepreneurs
and managers with the capability to grow their bess, regardless of the product area.

In short, USG programs have tended to support/ingthe types of agribusinesses that already
exist, while finding new niche opportunities. Tlgsnot a critique, since it is how the programs
were designed and structured. MAP and USDA programge been structured to address
systemic problems associated with existing progtatite chains. ASME is structured to support
small and medium enterprises, and address systssuies facing SMEs (not agribusiness). The
only obvious alternative would be a major reseancti development program, along the lines of
what countries like Chile, Israel and New Zealarayeh utilized, to completely reorient their
agribusinesses towards new market opportunities/fiich they have a competitive advantage.

A brief review of some of the existing and potelnfieoduct value chains further demonstrates
some opportunities that have been identified, aat the systemic constraints faced in effectively
competing with imports and/or in export markets pi@dizing on these opportunities would
require a more proactive, strategic approach tteast some of the USG programs, with a
particular focus on promoting key, catalytic invesnts.

* Armenia’s growing aquaculture sector has receiwggpsrt but could represent a major
opportunity growth area. Traditional farming ofutaand carp has been constrained by
the need to import virtually all of its feed. Fustmore, sturgeon, and especially
protected Caspian species could also be farmeddaardity in world markets suggests a
major opportunity. However, it normally takes ab@ul0 years to rear a sturgeon to
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maturity from which quality roe can be harvestedil/the cost of rearing a sturgeon to
that point is approximately $300 and the value he# fish and caviar at maturity is
approximately $6,000, the need to wait for so loegresents a cash flow problem for
most smaller scale operations. The developmentf@éd mill or mills in Armenia would
also appear to represent an opportunity for capitgl on the increasing demand for
farmed trout and sturgeon, as would the aquaculbperations themselves. Selected
Armenian aquaculturists, including the pioneerimgnfAkvatekh, have enjoyed support
and technical assistance from, USAID, and non-gowental donor intervention efforts.
It would seem that new investments could help gaéalsignificant expansion of this
opportunity area.

Very little terrestrial animal feed is produced destically although there is a demand for
feed and many of the primary ingredients are abkdléocally. Further, the small size of
the farms and current lack of extensive collabeeagfforts means that imported feed
ingredients are imported in small quantities that mbt permit realization of the
significantly lower prices that would result frommomomies of scale. This is particularly
significant in regards to soybeans and soy meah bmoportant feed constituents for
livestock and poultry. Although livestock developmhe@nd related products have been
important to USG programs (including artificial @mination and herd improvement), as
of yet there has been little attention to the demelent of regional feed mills that would
serve the respective feed demands (and efficiamfpprt the high energy inputs). If these
can be commercially feasible, can investment bewéted? Will the meat/dairy supply
chain be competitive over the longer term with imed feeds? Can herd improvement
efforts be effective without solving the feed peil?

Grazing livestock are a significant component ai&nian agriculture and Armenia does
have some excellent herds of Caucasus Gray cha#iteate used both for meat and dairy
production. This breed is very well adapted to lamaditions and could be used as the
basis to improve the less productive herds of esahile the less productive herds are
also of the Caucasus Gray breed, most are in peoetiy condition. USG supported
research at the local level directed toward hengravement has been provided to some
degree, but a more concentrated effort is requvédcrease production and thus income
for many farmers.

Goats are also well adapted for Armenian growingddmns. They produce more milk
and meat per unit of input than cows and there gsoaving market demand for goat
cheeses in Armenia as well as internationally. AR¢D goat breeding project, supported
by USDA MAP/CARD and the cheese production effatpported by ASME and the
Farmer-to-Farmer programs, have taken advantagiesie attributes to significantly
improve local goat herds and the income of goaddrst This is an area that is not only
replacing a formerly small import market for goateeses, but is actually increasing the
demand while also developing an export market. Hewecan this be turned into a
major opportunity area, with a recognized “Armenilarand image?

Seed production is another area in which Armenisicctake advantage of its growing
conditions and climate to reduce its current depand upon imported seed. Currently,
most vegetable, cereal, feed/forage, and potatbisemported, principally from Europe.
The seed is expensive and not always the bestydoeArmenian growing conditions,
and supply is often unreliable. The area near La&gan and surrounding mountain
valleys appears suitable for production of seechtpes for the Armenian and CIS
markets. What is the best strategy for catalyaipgssible seed industry?
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» The developing greenhouse sector in Armenia is l#sting success in exports including
fresh vegetables, greens and cut flowers. Greeehagsculture provides one of the
ways small farmers (in relation to land farmed) d¢eansition to having viable and
sustainable commercial operations. Greenhouse bagedulture has proven very
successful for Israel, Palestine, Colombia and nwhgr locations, but is predicated on
exceptional transportation, logistics, supply chaianagement and marketing. Are there
companies/ entrepreneurs prepared to provide thisat role? Can USG programs play
a strategic and catalytic role in helping develgpivhat amounts to a new industry with
significant infrastructural requirements? Can this a focus area for MCC based
initiatives?

 Armenia also has apparent potential to participatehe international demand for
“organically certified” products. Such products ooly include fruits and vegetables, but
fish, meat, and honey as well. There are someteffiging made at this time by both
MAP/CARD and ASME to support the development of tbapply, market and
certification infrastructure required for succesgfarticipation in this relatively lucrative
and rapidly growing export market. However, at tpaint the cost of meeting market
requirements is high relative to the scale of tipgbaisinesses likely to participate.

2. Additionally, have these efforts improved thietyaand quality of food products in
the marketplace?

Several successful efforts have been made by b8tbAJand USAID implementers to improve
food quality and safety. The results have been goagveral instances, although sanitation and
manufacturing practices remain poor in the majootyprocessing facilities. However, on the
whole there remains a universal need for trainimg) support in Quality Assurance, Food Safety
and Sanitation (HACCP or Hazard Analysis Criticabn@ol Point & SSOP or Sanitation
Standard Operating Procedures), Good Manufactufiractices (GMPs), Good Agricultural
Practices (GAP and Euro Gap), Bio-security and dahdity, Labeling, and basic compliance
with international regulations.

The GOST standards, primarily directed toward murmproduct specifications rather than food
safety, which were mandatory during Soviet timed @main somewhat in effect in the CIS, are
outdated and there appears to be consensus amtbeg&iS nations that the system will be
replaced with systems more in line with acceptéerimational standards.

Both MAP/CARD and ASME have provided training andeen-one assistance to Armenian
food producers and processors. Some of the |dfmtsehave included providing grants for food

safety equipment and initial inputs. A major effbets been expended in the dairy industry with
refrigerated milk storage tanks provided by a MAgasing program, and pasteurization
techniques taught, together with help in securiagtgurization equipment. Unfortunately, in

2005, a goat cheese export order destined for tigohia Diaspora market was unable to be
realized , as CARD'’s internal controls detectedbfmms with the product arising from the fact
that it had been produced from un-pasteurized anilik stopped the shipment.

The problem is that food safety and quality managenis only likely to be enthusiastically
adopted by producers once consumers in Armenianbeeoaore demanding and/or agribusinesses
are committed to focusing on export markets. Fangde, several dairy product companies
supported by MAP and ASME have taken a much greaterest in food safety certifications
only once they have realized that they need exparikets to continue growing. On the other
hand, a MAP supported slaughterhouse has foure dlégmand for its services among farmers
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who do not perceive that domestic market prices @rbsumer preferences warrant the higher
fees at a hygienic facility.

Thus, the continued education of both producerscamdumers is important, and although food
safety will become a reality once producers realmy have no choice (from both market and
regulatory perspectives). Where possible, thisningi capacity should be developed within
educational entities such as the Armenian Stateaar University and the technical colleges
within the Marzes, as well as within producer anacpssor associations. It is also recommended
that assistances be provided to the Armenian Gavenhto develop policies and regulations in
compliance with Codex Alimentarius.

ISO 9000 (quality), 14000 (environmental), and Z2GBIACCP) have gained a great deal of
attention and efforts have been made to “certityhe Armenian producers. Such certification,
however, is quite expensive and is rarely warrardgdept in the case where exports to a
particular country require and warrant the expemdg. It is recommended therefore, that
assistance be provided to Armenian producers t@tat®O standards, but ISO certification

should be supported only in those cases where auoally warranted. It should also be noted
that there have been several instances in Cents& And specifically in the CIS where

companies have been able to “buy” ISO certificatdtout actually meeting the requirements.

3. What are the main strengths and weaknesses®fddSistance to date?

The strengths and weaknesses of USG assistancetméedfirst reviewed in the context of a
rapidly evolving environment. USDA assistance paogs took shape during a period of
traumatic disruption and change in Armenian agticel It moved from collective farms and
vertically and horizontally integrated distributiand support systems, as well as central control,
to extreme fragmentation of production and distitdou and completely inadequate institutions
and service capabilities (public or private sector)provide and link vital functions such as
research, extension, financing, logistics and ntargeand access to know-how. USAID
programs took shape during a period when the Agerasy/focusing on supporting the transition
to a market economy (not on agriculture), includihg support for newly emerging small
businesses which by definition were still very gtive in their understanding of markets and
managing in a competitive environment.

In this context, the perspective of both the assess team and beneficiaries of the assistance is
that they managed to provide invaluable transitisogport. Specifically:

» The assistance helped to accelerate the learnoag$s for a wide range of stakeholders
regarding agriculture and agribusiness in a magkehomy, new technologies, enterprise
management (especially marketing and financial mament which were entirely new
concepts) and food safety and quality managemdret.pfograms provided a wide range
of mechanisms for the dissemination of this knowhfsom participation in study tours
and trade shows, to workshops, to one-on-one teahekpertise. Asked to comment on
the value of the USG programs, quite a few berafycagribusinesses emphasized that it
saved them several years of learning curve. Masipamies placed financing as the most
critical form of assistance, but in fact firms thateived financing without effective
technical assistance were usually not very sucgkstfius, linking the two can also be
seen as a strength, except in those cases wiveais itot done.

 Financing of equipment and technology, especially processing capacity, was
especially critical given that packaged food andstmner products did not previously
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exist, while Soviet era facilities were not vialitea market economy, were in terrible
condition, or both. With lending from commercialnia slow to develop, and especially
long term financing of fixed assets, the provisminloans and grants, including the
support for leasing companies, helped acceleraténttallation of critical new capacity
of firms in a position to buy from farmers. The diteclubs and microfinance institutions
were also an effective way of getting modest anmmwftworking capital into the hands
of farmers and rural households.

» Assistance can be viewed as flexible in that ihesd over time based on changing
circumstances and lessons learned. Thus, the MARader CARD financing programs
became more selective and targeted over time,dimdumore emphasis on priority value
chains and more wariness of formerly state-ownddrprises. The evolution of MAP
through three distinct phases has been described.

* The testing of multiple concepts and initiativesotigh the various programs is also a
strength. At the outset, there was no clear roag-fioa helping countries such as
Armenia through the process of transitioning to arkat economy, and particularly one
in which the agriculture sector experienced suchrapletely radical change. Most of the
programs had multiple components, some of whiclgtdo work better than others. To
the extent that programs focused on the comporadsactivities that worked best, this
approach can be considered a success. In thisxtoptegrams with effective systems
for defining expectations and measuring resultsehasen able to adjust strategies and
tactics more quickly than those that do not.

* Methodologically, for a “vertical”, sector specifjrogram such as MAP, the increasing
focus on selected agribusiness “systems” or vahans was positive. For small-scale
farmers, nothing could be more important than \dal@mmercial linkages to processing
companies, markets and sources of finance andsnpiie dairy and winery farm-to-
market value chain initiatives are two good examsiple

Some weaknesses and mistakes can also be identfikdbugh the assessment team fully
recognizes the enormously complex and challengmgr@nment in which the programs have
operated and the fact that weaknesses/mistakesrhastly been corrected. A few remaining
issues:

* ASME has been mostly restricted from providing supgor agricultural production in
order not to overlap with MAP. However, the rel@alsiupply of quality inputs is one of
the key success factors for any agribusiness psoceand exporter, and furthermore
processors and larger “anchor” companies providexaellent vehicle for channeling
technical assistance and know-how to farmers.dh faojects such as support for honey
associations did do this, and a few clients alsested in backward, vertical integration.
All programs involved in agribusiness would bengfitm this more systemic approach.

» Systems for measuring performance and impact woeldery beneficial. MAP did not
develop and maintain a system for measuring andtororg results, making it harder to
rapidly recognize problem areas and make adjussreamd/or to focus resources on the
most cost-effective resources. ASME regularly tsacksults, but its system could be
improved to better measure the relative cost-affeness and impact of different
initiatives.

« A number of projects received financing, especidigm MAP, without adequate
attention to business planning and commercial liigbiWhile cases like the goat
slaughter facility built by ARID is well known, the are a number of additional
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situations where new facilities financed by USG amderutilized and/or where sales and
income do not look like they will ever produce &eraf return. Most of these were cases
where the entrepreneurs involved did not receiveinass planning and management
oriented TA tied or prior to the financing.

» Financing has generally been provided in US daqlldespite the fact that almost all the
companies are mostly selling in the Armenian maifegtrning drams). Financing in
foreign currency makes sense for imported equipyaumt not for working capital or
domestic expenses. This means that the borroweng egchange rate risks that would
technically bankrupt them in the event of a sharpatbiation of the dram (and of course
result in a non-performing portfolio for the progra providing the funding). Luckily, the
dram has generally appreciated. USAID has learned several decades of financing
and credit programs worldwide that precautions rtedie taken regarding exchange rate
risks.

* The principal focus of the USG programs has imfhficbeen to support existing
agribusinesses (who seek assistance) or farm-madteé chains that appear to have
potential. While this is consistent with the objees of the specific programs, it means
there is no proactive way to identify and systeoadlty follow-up strategic investments
that could have a catalytic effect on transformimgjor agribusiness systems, or
investments in major new opportunity areas, suchg@enhouses and aquaculture.
Countries that have continuously evolved exporermged agribusiness, such as Chile,
Israel, New Zealand, and Costa Rica, have the dépab identify new opportunities in
the markets that build on their comparative striesigand then systematically promote
investment in these areas.

4. What are the major constraints facing assist&@ndéow can constraints be reduced
or mitigated?

As previously stated, if one were to pick a courttvyspecialize its economy in agriculture,

Armenia would not be it. Land, water and a shoowgng season are issues that do not readily
contribute to Armenia being an agrarian powerhoWéeh about 0.4 hectares of agricultural land

per inhabitant, the agricultural resource base oheéxia is among the lowest in Europe and
Eurasia. Further, the supporting infrastructure dgriculture, including transportation (roads,

railways, and air cargo), energy, water, availdimancing, farm equipment and inputs are all

insufficient in quantity and/or lacking in accegeabuality.

» This constraint can be reduced or mitigated by WHGrts with strategic investments in
infrastructure and support services. While higheetations are being placed on the
MCC program, there should also be a parallel emphas private investment in
infrastructure (and public-private partnerships)d atompetition in key sectors (to
promote lower costs and better services). Howesiace the underlying competitiveness
of much of Armenian agriculture is questionable,pbasis should also be given to
investment in other economic sectors, especiallysamvices, that can ultimately
productively employ more of the labor force.

The dispute with Armenia’s neighbor Azerbaijan othexr Nagorno-Karabakh issue, coupled with
the closing of the border with Turkey as a secondesult of the same issue, has placed Armenia
in a rather perilous situation. Armenia only has tighways and a single rail line upon which it
can export products. The most critical of thesenlwimys and the single rail line exit Armenia
through the Republic of Georgia providing land ledkArmenia with its principal access to
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Russia and the other CIS countries, Europe anddaimainder of the world through Georgian
ports (Poti and Batumi) on the Black Sea. The sgdaughway connects Armenia with Iran,
which tightly controls the transport of productdhgh its territory, limiting trade with Armenia to
imports of raw materials to Iran in return for hied products and petroleum.

* The emphasis on roads in the MCC Compact shoulg &ddress this transportation
constraint. The constraint can also be mitigateth vligh value exports that can be
shipped by air. While air transport is also poeryi&e will tend to increase in parallel to
demand.

Transport and logistics constraints affect the irhpd inputs and export of finished products.
Given the small size of the Armenian market, futgrewth will increasingly depend on export
markets. However, despite modest small-scale ssics&gsies, Armenian agribusinesses and
agriculture are nowhere near ready to export insggwyificant volume.

* Projects that facilitate consolidation and scalecler firms, associations, etc.);
Investment promotion in export-oriented projectglping meet international quality
specs.

Agriculture education and technology transfer peatd are also impediments to economic
development in Armenia.

« The MCC program intends to train 60,000 techniciemsupport agribusiness. Another
possibility is to seek to link specialized trainitftgough the high schools, as there is a
very high rate of completion of high school by Amian’s and almost one half of these
individuals end up in agriculture. A third approdaliolves USG support of the Water
User Associations (WUASs) that will be strengtheneder the MCC program, in order to
enable them to expand their service delivery cdifiabi into the area of agriculture
extension, as well as continued linkage with therld/Bank in this same technical area.
Most importantly, larger agribusiness need to beerestvely involved in solving this
problem by collaborating in transferring know-how farmers and linking with
educational and training institutions on prograhe tan best meet their needs.

5. Have activities been well coordinated with otHenor organizations and focused on
achieving mutually agreed objectives economicalid &fficiently? Have activities
been coordinated effectively between USAID and US®Aake advantage of
economic opportunities in the agriculture and agsmess sector?

The range of US Government and other donor progriduais directly or indirectly impact on
agriculture and agribusiness have been profile®Béations Il and 1ll above. The principal
distinction that can be made in characterizing @ and projects is that for the most part the
USDA (as well as World Bank sector loans and now QYIGs supporting the systemic
transformation of agriculture, while USAID has feed on support for micro, small and medium
business development through ASME and MEDI. Thdigapon is that USAID programs have
a more horizontal approach to the policy and iagtihal frameworks supportive of any business,
including agribusiness, whereas the USDA has a wertgcal approach focused on the policies,
institutions and services related to agriculture agribusiness specifically.

These two approaches have been generally complargentvith or without extensive
coordination. The principal point where the two mggehes intersect is in the support for
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agribusinesses involved in processing and othertlynomn-farming activities. ASME was
reportedly asked not to support businesses whas®iuy focus is agricultural production. This
may be a mistake since it limited ASME's abilitywork with upstream farm suppliers to the
processors (perhaps through the processors), argd hblp address very critical quality and
capacity issues in the supply chain.

Another area where the two approaches intersecthvies addressing the critical constraint of
access to financing. Both MAP and ASME supportedl ¢lstablishment and development of
leasing companies and provided direct financingcampanies. MAP has been involved in
developing a micro-finance network through creditbs involving farmers, while USAID
through MEDI has focused on strengthening the paitvironment and institutional capabilities
of the microfinance sector. The two types of ititles are generally complementary. The USG
involvement in credit is discussed in greater dié@iow in answering the question on the impact
on “markets”.

Sector and systemic USDA initiatives, covering @el, institutions and extension, have
overlapped with World Bank loans and related pohegotiations. These have generally been
coordinated and consistent, with the most critevateption, as noted being different views on
how to support extension once the AAA was transfkrto the Ministry of Science and
Education. The World Bank helped develop the RA8QGhe Ministry of Agriculture while
USDA continued to support AAA.

Otherwise, our perception is that the implementdrghe various programs are well aware of
other initiatives and that implicit or explicit glélines evolved to avoid duplication of effortsrFo
example, agribusinesses reported that they weredudown financial assistance from one
program if they were being actively supported withancing by another. This indicates that
ASME and MAP were not “competing” for clients. Omet other hand, a number of
agribusinesses reported receiving support fromngeaof programs including MAP, CARD,

ASME, FtF, Eurasia, IFAD, etc.

It would appear that efforts to coordinate stragegind programs among the various institutions,
has been relatively ad hoc, at least until recethys is not surprising, and not a criticism, €inc
it reflects the realities of how programming wasi@acted in these various institutions. USAID,
for example, did not generally work in agricultirethe late 1990’s (worldwide) and planning,
while taking the activities of other donors and U8&partments into account, was relatively
inward oriented. Thus, it is unrealistic to exp#uat there would have been official, formal
strategic planning and coordination mechanismsAionenia in particular. Coordination was
more informal and depended on the individuals imedl There are no records of integrated
strategic plans and/or mechanisms for tracking ressgand follow-up.

This situation has changed dramatically in that &G is adopting a much more coordinated
approach to its assistance efforts. Country plaasapposed to strategically integrate the efforts
of all relevant USG departments and agencies, th#hAmbassador playing a critical leadership
role. The emergence of Armenia as one of the @igintries with a MCC Compact has also
provided a specific process for involving the Arnaes and all donors in a more strategic view
of how best to achieve “transformational developtheifhis current assessment, jointly
supported by multiple USG agencies, is anothercatthn of a more formal approach to
coordination.

In the context of looking towards future programgiiand coordination, the process for
periodically asking the question of ‘what are they kstrategic interventions that will most
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significantly transform agriculture and agribusisiesill be very important. This was done in the
mid-1990s when the answer was clearly the neeéptace some of the “systems” and support
institutions that had existed in the Soviet peaod/or introduce those that would be required in a
market economy. It was done again in the contexthef MCC process, with the emerging
consensus being the importance of infrastructuvestments (transportation and irrigation) to
reduce costs, improve market access and increaselagal productivity.

Moving forward, all agencies can be looking at hibyry can most strategically complement the
MCC led programs. For example, the implicit currsttategy is to largely support existing

production and agribusiness, albeit by helping tH®nome more efficient, add value and/or
diversify. However, as noted in the answer to trst fluestion above, most of these involve small
niche and domestic markets, or products whereexegptionally difficult to compete abroad, and
thus can only have a modest aggregate impact. Tiestign is whether there are opportunity
areas for Armenia (such as greenhouse based dgrecaind aquaculture) with the potential for
hundreds if not thousands of firms and farmersetmime involved.

A more proactive approach to seeking out and hglpatilitate growth of major opportunity
areas will require some different activities andidentation, including:

» Studies to identify and assess significant oppdastuareas that build on growth markets
(primarily export given the small size of the Armem market) and Armenia’s
comparative advantages, and/or that have a majosformative impact (e.g. feed mills,
seed production). It is entirely possible, howeuwbat many of Armenia’s principal
opportunities lie in areas other than agriculture.

* Investment promotion, both foreign and domesticthie strategic areas. Successful
countries such as Costa Rica, Chile, Slovakia, £himd Malaysia have understood that
significant growth and/or the development of newpak oriented clusters/industries
cannot happen without investors that bring thertetdgy, access to markets and capital.

Regardless of strategic approach, effective coatitin requires corresponding management
tools. While planning and programming is becomingréncoordinated (e.g. country strategies),
attention should be given to defining measurablgsafar tracking implementation and impact.

At this point, with the exception of project resulitacking at USAID projects (especially ASME),

this is almost entirely lacking. Periodic coordinatmeetings will become much more valuable if
they are supported by concrete information on taéus of mutually agreed upon objectives,
priority initiatives and milestones.

6. Have the positive and negative experiences tingurom activities been adequately
recorded, validated, and otherwise made availabtdidture use?

The Evaluation team found little if any documerdatihat described either positive or negative
experiences associated with the project activttias were evaluated. This is particularly true for
USDA programs evaluated; ASME has a good performanonitoring system in place, but

many of the lessons learned and other insightaaireaptured in the reporting.
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C. Impact

1. Is the assistance achieving or helping to achie desired results, both in terms of
the projects’ own targets, and in terms of USG cibjes in general?

We can summarize progress towards the achievenfiedgsired results on a project-by-project
basis as follows:

* ASME — As has been described above, ASME implemaciisities within five defined

service components in order to achieve principagmm results in the areas of new
annual domestic and export sales, as well as jaation. Progress in attaining specific
performance targets within these service componéntsracked through ASME’s
monitoring and evaluation system. ASME has achiemedurpassed almost all of the
established performance targets for the projedthlbs only achieved a level of export
sales that is about one third of what had beendégrethe project (see Table 1V.2).

Table IV.2 ASME Direct Impact on Employment and S#es/Exports

Benchmark Life of Project Results to Actual through
Target 9/30/05 6/30/06
New annual domestic sales| $10 million $6,550,000 $11,135,000
New annual export sales $15 million $3,920,000 $4,574,000
FTE jobs created 6,500 4,831 6,751

Source: ASME April 1-June 30, 2006 Quarterly Repot)SAID

* MAP — Reviewing and assessing MAP or CARD’s attaniof program results is

complicated by the fact that neither project hasindd measurable indicators or
benchmarks for monitoring performance. Considenatib the survey results obtained
from the 24 agribusiness firms (refer to Appendjxshed important light on the
achievement of MAP’s principal objectives with redj#o firm level assistance, that is 1)
assist farms and agribusinesses to increase incanag®bs, and 2) address supply chain
constraints and enhance competitiveness. Of thesfthat were surveyed and received
either MAP or CARD assistance, 50 % indicated thay had experienced either sales
and/or employment growth, 25% indicated that thead hattained greater vertical
integration within their respective value or supghains.

MEDI — The MEDI project goal is to improve the ehab environment for micro
financing organizations in Armenia. The microfinansector, further reviewed in
Appendix Il, has definitely become a significanttfa in the financial sector, supported
as well by MAP and the credit clubs. One of the antgnt achievements is moving
microfinance into the regulated sphere, which wvéllow for improved financial
intermediation. However, MEDI project results dd disaggregate activities and impact
on different sectors, and agricultural and agribess in particular.

Farmer-to-Farmer — The Farmer to Farmer (FtF) @noghas three objectives, 1)
Increased sustainability of private agribusinesseterprises, 2) Increased capacity of
Agricultural Service Organizations (ASOs) and 3)e8gthened rural financial systems.

®> Most recent four quarters
® Most recent four quarters
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It largely measures performance or results throtlgh completion of its volunteer
assignments plan. For first half of FY 2006, thé& Ftrogram implemented only 4
volunteer assignments of the 21 yearly plannedgassnts (see Table 1V.3 below):
However, this is attributable to the fact that finst half of the year is quite slow for the
request of volunteers due to seasonal reasonsgsarav starting to pick up. In FY 05,
the program achieved 98 % of its target

Table IV.3 Farmer to Farmer Plan for Volunteer Assignments

Total Plannec | Actual as of 3/31/0 | % of Plan Complete
Total Volunteer assignments 21 4 19%
Assignments by Objective Area

Private Enterprises 13 1 13%
Livestock / Dairy 9 1 22%
Fruit / Vegetables 4 0 0%
Grain 0 0

Agricultural Service Orgs 7 3 43%

Credit and Finance Institutions 1 0 0%

Source: FTF — Caucasus; Annual Report to USAID BY&2

FtF also tracks specific outputs or deliverabldsiea@d by its volunteers, as well as showcases
project success stories. However, periodic andesyatic measurement of client sales and
employment growth are not conducted.

Inter alia, USG objectives emphasize poverty ailton through the development of the
Armenian agricultural and agribusiness sector; \@ithemphasis of increasing productivity, and
generating greater sales (both domestic and ejy@ortsemployment for the sector as whole. The
firm interviews cast an encouraging light with reydo these broad objectives. As can be
appreciated in the table below, of the firms tleateived assistance over 40 % indicated that they
had experienced greater sales and/or business sapasome of them doubling or tripling in
revenues), 33 % had increased employment, and20v& reported greater integration with their
respective value and/or supply chains (in movingatals strategic business relationships that
enhance competitiveness).

Table IV.4 Impact Attributed by 24 Agribusiness Firms Interviewed

Greater Increased Enhanced Industry
Area . .
Sales/Expansion Employment Integration
Number/Percentage # % # % # %
Reporting Firms 10 41.6 8 33 5 20.8
Source: Evaluation Survey

In summary, The USG programs were successful ipitglease the traumatic transition process
that Armenian agriculture went through. They helpegdroduce the very concept of
“agribusiness” and helped with the replacementrokén systems to link producers with markets
and inputs. Significant new processing capacity anoduct diversification was introduced.
Access to finance was also significantly improvedividual agribusinesses were transformed in
how they do business, and through them opportsnitienumbers of farmers were enhanced. On
the negative side, the majority of Armenian farmemsain extremely poor and barely able to
provide for subsistence. Transforming Armenian @gdture, into a dynamic, competitive,
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commercial sector will be difficult to achieve witlt consolidation of land holdings,
significantly more strategic investments that celpfipull” and transform the sector and specific
value chains, and major improvements in infrastmect

2. How and to what extent have the activities dbated to income generation and job
creation?

Rural incomes have increased from a 1992 averag@®f0 per month to a current $40-50 per
month. It is also worth noting that - accordingAomenia’s National Statistical Service — the

growth in average monthly wages for agriculturatikess for the period 2000-2004 was in excess
of 35 % than that experienced for industry workaard almost 45% greater than for the economy
as a whole. Due to the limitations or absence afitodng and evaluation systems used by USG
programs, it is difficult, if not impossible, toastain the precise measure of attribution to assig
USG programs for these income improvements, byt tieedoubt played a favorable role in this

regard.

Through its M&E system the ASME project gauges iatghat its activities have on sales (a
good proxy for income generation) and employmerg.of June 30, 2006, ASME has created
6,751 jobs and is generating an annual $11.3 miltib domestic and $4.5 million of exports

sales, respectively. The other programs under deraion, i.e. MAP, MEDI and Farmer-to-

Farmer do not systematically monitor income gemamator job creation.

Of the firms that were surveyed and received sympe of project assistance, 50 % indicated that
they had experienced either sales and/or employgrentth. In various cases this growth was

dramatic, as in the case of a yeast producer tleat gs operations by twelve fold due to the

access to commercial loans.

There is no ability to track the impact of USG jeig on farmers without a major household
survey. It is apparent that MAP had an importargdot at the farm level through the credit clubs
and links to marketing/processing firms. Undoubteektension efforts had important benefits,
but would require extensive surveys beyond the es@ml resources of this assessment. ASME
was generally precluded from working in agricultyreoduction, so most of its impact would be
indirect, as would be the case for MEDI. Howevere of the important benefits of these projects
is their contribution to non-farm employment anddame opportunities.

Over time, major increases in agriculture based jabd income will require two principal
“engines”: investment and exports. Private invesimis indispensable for developing and
transforming agricultural value/supply chains toemthe increasingly demanding domestic and
export consumers. The poor performance of exportiate indicates that the present combination
of products, quality, volume and cost is not adéguar exporting on a significant scale.
Investment must include foreign sources, not justalise savings are modest in Armenia, but
because of the need for know how and access toatsark

However, investment will only flow into the sectr the extent that attractive opportunities
clearly exist, especially based on exports, givea small size of the domestic market.
Capitalizing on these involves a new strategic ghfts Armenia—one in which the MCC
program is a critical component.
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3. To what extent have the activities had a pasitffect on the market, increasing
competitiveness, efficiency and growth potential,?e

Local market demand for Armenian agricultural andcpssed food products have increased and
several new products such as domestically prodtEedopean style” cheeses have replaced
imports. Progress, both in competitiveness andrawth, has also been made in the areas of
domestic seed production, green house producedlmuners and vegetables as well as in
aquaculture. Thus these products now successfuthypete on the local markets with imports and
several are developing export markets as well tssRuw Georgia, other CIS countries, and to a
lesser extent to the European Union countries. & heg also some exports to the United States,
which are primarily directed toward the Diasporakea

It was evident from visits to agribusiness compartieat activities had a positive impact in
several ways:

* Increasing the utilization of new technologies,ilfating improved processes, food
safety, presentation and consumer “appeal”, asiefities;

» Improved understanding of what customers want aedréquirements for successfully
penetrating new markets (although only some congganere able to meet these on any
significant scale);

» Introducing improved management concepts, espgciltted to financial management,
business planning, marketing and quality management

» Helping better understand supply chain issuespatth for many firms the reaction was
backward and forward integration rather than waykiith suppliers.

In our discussion with interviewed firms, howeviervas clear that a significant number of these
enterprises see growth tapering off unless theynsake a quantum leap in quality, volume and
maybe efficiency to successfully export on anyechilwas also evident that some of the assisted
companies did not think through their investmengdl enough to see how their businesses would
become more viable, thus allowing them to pay Haaks and make a profit. A few companies
tended to diversify in many directions (e.g. pradga little of many things), indicating both the
fragmented market, and the huge hurdle of becomajgpr, competitive players in the domestic,
regional and/or export markets.

Perhaps one of the more important markets impawsdeen financial services. On the demand
side, USG programs moved thousands of people lr@dimancial system through microfinance
and helping firms assess projects and access firpn©n the supply side, they have helped
strengthen institutions, develop new financial prcd (including leasing) and demonstrate to the
banks the opportunities in agribusiness. This irhgafurther described in Appendix II.

USG programs have had some impact in input marl@xdme of the projects give producers
greater choice and quality of inputs ranging fromeds and animal stock, to baling twine and
yeast.

4. Have the activities had a negative effect onrttagket through market distortion,
unintended side effects on other segments, subeifdynon-competitive or
unsustainable products?
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USG support has not been large enough to subsidigastain any segments or product areas, at
least not for a sustained period of time. ThereeHa®en a few projects that were not particularly
viable, but these will undoubtedly disappear ordstructured over time.

The two principal “markets” that could have beegngdicantly distorted involve financial
services and business services. This is furthdamqu below.

The financial services market:

US Government finance related programs focusedlynmstmarket segments that did not exist at
all or were barely functioning, and therefore ainsdeither facilitating or directly granting
working capital for very small scale farmers, amdvided longer term financing for equipment
and facilities (including leasing). Basically theseedit programs helped jump-start these
financial market segments; getting micro finanajogng and then institutionalizing the practices;
introducing and strengthening leasing; and showhag longer term financing of agribusiness can
be profitable (despite poor initial repayment perfance of MAP loans). They also helped banks
learn to lend and borrowers how to deal with thekisa

Given that in many instances, loans and financiegewprovided at below market level interest
rates, it could well be hypothesized that certaiodpction and/or commercial activities were
undertaken that were not sustainable. Now, howeggecially as CARD has gotten out of the
business of promoting Credit Clubs and is “on bbdavith the farm credit program, this concern
seems to have significantly dissipated. Further attion taken by the Armenian Central Bank on
March 1, 2006 to have all MFIs operating in Armemégister under the existing banking
legislation and thereby become subject to exidtiagking regulations, will further improve the
competitive environment of the entire sector antp memove any distortions. Over time, any
differential that may exist in interest rates beaw&SG funded and commercial programs should
disappear altogether.

It should be noted that many of the 24 firm resmons (especially successful ones) indicated
they very much appreciate lower cost financing,willtpay higher rates if they have to (and do).

These entities feel that lower cost loans savethtbeme years of slower growth. At least two
companies credit US Government programs for reducanruption in the financial sector. Under

this operating environment it is felt that the USvwernment can now turn to support for the
development of new financial products and delivetions (e.g. warehouse receipts and
warrants, improved financial intermediation by mftmance institutions, non-bank financing of

inputs).

The business services market:

In relation to the business service market, subsith firms to “access” know-how and direct TA
were necessary because most people “don’t know thlegtdon’t know”. Resistance to advice,
and especially having to pay for it, is common gwédrere. Most processors and farmers are
rightly proud of their traditional ways of doingitigs, and tend to blame problems on external
factors including inadequate financing. Thus,iligkTA with financing proved to be particularly
effective. Subsidized TA not only helps the compartargeted but also creates a demonstration
effect for others.

However, there is always a danger that by providieg or subsidized technical assistance,

international donor funded technical assistanc@nams can restrain and even prevent a local
business service market from emerging. Why pagéovices if they are available for free?
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While it is plausible that USG technical assistapcegrams could have initially crowded out

some local consultant initiatives, interviewees B8Ps suggest that USG programs do not
represent unfair competition—they recognize thateahwvould be no market for consultants and
fee for service, without projects like ASME. Theierception is that the foreign projects and
experts provide credibility to business advice a®inonstrate that this type of service has
measurable value to the firm.

USG programs, and especially ASME, helped on bdm¢hdemand (e.g. demonstrating the value
of services) and supply sides—e.g. training andtarerg BSPs, as well as providing them with
subcontracts. It is difficult for many BSPs to suevwithout business from donors until the
market further develops.

5. How did good practices and innovations introdliby the activities spread beyond
the direct beneficiaries?

The most effective mechanism for spreading goodtjwes and innovations has been through the
formation of clusters - e.g. honey associationsgiticlubs, and links between producers and farm
suppliers. However, we recommend that this pradbeeurther emphasized and promoted in
future assistance programs through the engageniemmaior firms, nuclear estates, etc. that
provide a package of TA to farms and growers imrretfor reliable, quality supply. USG
programs have worked on providing extension througbvernment mechanisms, but
underfunding is likely to continue to be a problérhus, working through commercial channels
is a “win-win” proposition.

The ideal is for projects to provide a demonstragffect(s), and undoubtedly they do in terms of
demonstrable management practices. However, sirangy rare involved in the incursion into
small domestic markets, there is a limit to how ynamthe same field can imitate ideas related to
products and markets. It is noteworthy to appredmw some commercial entities complain that
the cheese market is now too competitive with ag@omging falling prices.

Throughout project implementation, many expatrigtghnical experts were well utilized to try
and benefit as many farms and firms as possibéing to important demonstration effects.
Also, market studies were made available to athdithat encourage the judicious and opportune
participation in emerging market opportunities.

D. Sustainability

1. Are the institutional and legislative environrtemsupportive of agricultural and
agribusiness development?

Generally the institutional and legislative envimmemts are adequate and neither project
implementers nor beneficiary companies mentionraajor policy problems adversely affecting
agricultural and agribusiness development. Techrasaistance programs have been able to
address policy and legislative issues as they comée.g. participation in formalizing credit
clubs), and have evolved as market and institutiomaditions have changed.

Strengthening of the GOA institutional and legistatenabling environments is one of the major

unfinished agendas for making the next quantum tet@prds making Armenian agricultural and
food products competitive in European and Ameriogarkets. Through the recently adopted
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European Neighborhood Policy (ENP), Armenia hadaded its intent to harmonize its trade and
related governance laws and regulations to thogeeoEuropean Union. This harmonization is
essential to ensure in the long run that basic etazkonomy safeguards including full judicial
enforcement of contract rights and property rigires observed. The step by step approaches by
ASME, MAP and CARD personnel to working with the &@ write and enact legislation to the
set of quality and safety standards for export contittes demonstrates an understanding of the
constraints and an ability to assist the GOA inroeming them.

Further support may be needed within the USG agmiess programmatic framework to more
systematically address the broader needs of the @®wrmonize its trade laws and regulations
with those of the EU. For example, recently the G&uscessfully negotiated an agreement with
the EU to export crayfish into the EU. Howeversths only a short term arrangement and long
run access to this market is dependent on achidulhgparmonization with a broader range of

EU food quality regulations. This is as much a lkgmge of helping supply chains comply in

practice with EurepGap, for example, as it is vdthfting of norms and regulations. Moreover,

with expanding U.S. direct foreign investment iltomenia additional technical assistance in
protecting private contracts and property righty mlgo be warranted.

In addition, a more systematic approach is neededeet the short and long run export market
constraints now facing Armenian agriculture. By #med of 2008, Armenia needs to bring its
VAT and trade policy into compliance with WTO regarnents. Farm products are now exempt
from VAT while a 20% VAT tax is levied on all pragged food products and on all agricultural
inputs. Generally, commercial farmers who purchadarge share of their production inputs
stand to gain from entry into the VAT system asytban claim a rebate from VAT paid on
purchased inputs. However, the situation with resfmesubsistence farmers is not so clear.

Recently a NAS representative from the USDA wasAimenia to discuss the possibility of
supporting Armenia in implementing a Census of égjture. FAO is also interested, but the
World Bank is not. It is recommended that USDA ssaciation with EC/TACIS and FAO
develop a joint strategy with the MOA and Natioishtistics Agency to develop and fund a
National Agricultural Census to begin in 2007. Thepose of the Census is development of a
viable and consistent national rural data set ihatble to provide the basis for addressing the
above issues, and in addition for preparing a kengn rural and agricultural policy strategy that
is based on current demographic and economic g¢onglibf the rural and agricultural population.

With regard to specific sectoral concerns, thergtilswork that has to undertaken in the area of
range land management/restoration, forage grassov@ment, etc. which is supportive of the
livestock industry. Overgrazing, and the resultohegradation of grazing land appears to be
epidemic, as there seems to be no control of whaegr on what public land and when. USG
sponsored technical assistance and policy suppdlrtis area could result in increased incomes
for livestock owners and improved environmentalditians in local communities. Furthermore,
better public land use policy development couldabeeffective tool for good governance and
decentralization, and could reduce the potentiatémflict over natural resources.

Overall, the institutional environment requirestifigr maturation. Financial institutions are some
of the first to be forging ahead to reach this peithanks to the participation of USG programs
and other related efforts. The continued suppodppfied research and extension is vital to the
development of this sector, and the funding issbaswill result from the withdrawal of donor

support must be addressed; hence the need to de thmugh anchor, and other catalytic
agribusinesses. Trade and business associatiossilarelatively few and nascent in their stage
of development; their promotion and strengtheniag be a vital source of common services
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available to exporters in a number of areas, sgcbompetitively priced laboratory testing and

inspection services, packing and logistically mtaservices, etc. Finally, as described above,
BSPs and professional service capacity is improving should be further strengthened as is
proposed below.

2. Is the assistance effective in building locapasty to carry on and sustain
development after USG funded technical assistameaded?

As previously discussed in this evaluation, sometase such as beekeeping have learned to
organize themselves (with USG support) and havehexha point where they are becoming less
dependent upon external support. Other sector$y ascgreenhouse production, still lack the
organizational capacity to help this value chairtalce off. Aquaculture is in a similar position.
Food processors, including dairies, still need ificant assistance in the areas of sanitation,
guality control, production as well as meeting intional grades and standards, and the question
is whether BSPs are ready to provide this typessistance. Brandy and vodka producers in
Armenia have developed to an extent, but often H®y ihjection of outside investment or
partnering with existing successful companies ie field, demonstrating the importance of
external investment as a model for addressing systehallenges.

In addition to direct support to firms, USG suppbas been focused on sustainable capacity
building. Two USG program “spin-offs”-- CARD and STAA, represent efforts for services to
continue on a self-sustaining basis. The regionalness support centers and efforts to survive
on the basis of fees represent another exampler @we, their ability to succeed will depend on
their ability to effectively market and deliver sees. Experience elsewhere suggests that a few
will succeed, and most will not.

Thus, in terms of local capacity, the following ctusions can be made about the effectiveness of
USG efforts:

» The greatest impact may well be at the level ofidinge number of individuals who have
been formally trained and mentored in new concegiifis and knowledge; while some
may leave Armenia, most will continue to contribute

e The further development and maturation of the famansector will continue, and
represent an important USG legacy to the exterttag become more relevant to
agribusiness (even though much remains to be dspecially with farm credit).

» Business service providers have begun to emergecammercial basis, although many
will be challenged to survive in the agriculture¢a given current market conditions.

* Processors and agribusinesses (and new investmsine a critical and dynamic part of
the “capacity” framework to the extent that thepywde know-how backward through
the supply chain.

« The most challenged institutions—in terms of theitage of development and
sustainability—are governmental, if only because tbe government's budget
limitations.

3. Will the businesses and products that have bBedefrom USG assistance be
viable and competitive in the absence of the aasist?
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Yes, in most cases; but these businesses and girgducist remain adaptive as the economy of
the country transitions further, resulting in maelif buying habits and market preferences. While
many individual companies will remain successfulieir niche markets, longer-term growth and
success of important product groups depends oaltitiey to enter export markets. This is closest
for some such as selected dairy, dried fruits, agjtizre, beekeeping, and greenhouses. However,
these and others can strongly benefit from stratpgvate investment to address supply chain
and capacity limitations and facilitate access &oket.

4. |s there a credible exit strategy that will all?JSG funding to be phased out
efficiently and without undue transition problems?

Individual projects do have well defined or plannegit strategies—USDA has already
articulated this and started with the transitioanfr MAP to CARD. The MCC changes the
landscape as it introduces a new time horizon aappmprogrammatic initiatives. MCC also
introduces a new strategic dimension—greater Ararergovernment and stakeholder control
over the program. This is an important elementoéeentual exit strategy.

The USG can be satisfied in having helped stabilieesituation and eased the pain of the initial
transition. It helped “jumpstart” key services anttrmediaries that link producers to technology,
markets and inputs, as well as started implemeritigprtant capacity building activities. USG
can move towards an exit strategy by:

1) Co-investing with the government in critical redtructure and constraints (MCC
program).

2) Conceptualizing an approach for promoting peveitvestment in strategic opportunity
areas and/or public private partnerships (e.g.hd#ré¢ are good opportunities and
awareness of these possibilities, private capitdll flow to them. There is always
financing for good projects), and these private aratket based investments will help
address many of the constraints to agribusinesslaewent (selected infrastructural
services, access to market, technology and know-Hmancing, management, and
supply chain management and logistics).

3) Helping key service and support institutions unatand further develop their capacity
(eventual legacies) while ensuring that these amarKet” driven and not just donor
creations.

4) Continuing to support other sectors of the eooncsince agriculture cannot possibly be
the principal source of jobs and improved inconwedtie majority of the population.
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APPENDIX I. INTERVIEW RESULTS FROM SELECTED BENEFIC IARIES

Product Sector

Markets

US Government Services Used

Impact

Perception of Services

Future Needs

Cheeses

Export (80% to

MAP financing (loans)
Marketing & TA

Buys from Farmers

* Loans expensive, but critical

Supply chain
Quality Management

Russia/lUSA) Supply chain — help to milk

processor

MAP loans (equipment) 500 suppliers * Financing most important (but | ¢ Highly leveraged
Pig/ Cheese/ Domestic ASME grant (equipment) Viability not linked to ag. cycle) « Strategic business plan
Sausage ¢ MAP made promise but did

not deliver
S  of Leasing (MAP) Vertically Integrated * MAP promised marketing help | * Quality management for

Dairy ome export o ASME (Grant & TA) and did not deliver export

cheese

IFAD loan

* ASME “rescued” company

Slaughterhouse

Local, domestic

CARD grant (equipment)

Viability

* Lacks viable business plan

Underutilizing capacity (not
viable)
High cost for most locals

Honey
Association

Switzerland
(lower price)
Local

ASME TA (technical, marketing)

Few members

Exports have lower
price

NA

Need consolidation and
processing center

Working capital

Goat Breeding

Local farmers

MAP creation

Al package useful
(viability)

* Slaughterhouse unusable
* Al useful

Financial viability

. . Multiple Eurasia and IFAD loads 23 additional * Wants low cost loans (not * Lack of business planning
Wood Processing | Domestic , i " ,
ASME TA (financial management) employees grants) » Underutilized capacity
Honey and Beef | Domestic CARD TA for beef NA * Useful (want/need more) Low price of honey (high cost)
* Marketing
Canned fruits and MAP loans Vertical Integration * Acquisition of land for own
vegetables, Domestic

tomato paste and
ketchup, brandy

Russia (brandy)

NA

supply

ASME business and marketing TA

Growth from 2-4

¢ All creditto ASME TA

Long-term financing

Baler twine, Domestic Grant (facility purchase) employees (especially marketing and * Packaging materials and
plastic Output up 15% planning and property inputs (volume and quality)
purchase)
3 MAP loans (equipment and inputs From 7-13 jobs * Invaluable (Loans) * Long term financing
such as grapes and glass bottles) 3x Output in 7 years + TA business planning less
CARD 75% financing of printing of helpful
Wine Russia marketing materials (including road * No follow-up of ASME
Balkans signs) workshop

Co-financing of trade shows
Some TA
ASME workshop
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Product Sector Markets US Government Services Used Impact Perception of Services Euture Needs
Multiple MAP loans Growth from 4-22 Milk collection centers helpful | ¢ Marketing/ Marketing
Goat Milk Russia MAP STTA (technology) em.ployees . (own pgrt of these) image _ .
products US MAP trade shows 5x increase in output Marketing most useful * Long term financing
MAP subsidy of transport costs Low cost loans sped up * Insurance
(Russian buyer) growth
MAP loan (buy grapes) No expansion as a STTA mostly unfocused * Low cost/long-term
USDA leasing of equipment direct result of (supply driven) financing
Wine One glient in MAP STTA assistance provided * Access to technology
Russia Minimal overall impact * Testing (quality)
on development of
business
ASME STTA Growth from 4-23 ASME suggested expanded ¢ Long-term financing with
2 grants (equipment/facilities) employees service line (delivery), which grace periods so that
Catering/delivery Domestic Increase in sales from was implemented and has bus@ness can be ploing
$15 k = $100k / been successful business by the time the
month STTA and grants have been loan begins to be repaid
invaluable
MEDI — exhibited product on Growth from 1-12 TA was targeted well, usinga | * Access to technology
business’s behalf at regional employees useful combination of local » Continued TA (tax,
tradeshow Production growth and expatriate consultants financial, etc)
Narine (dairy by- _ ASME — TA & workshops from 300 units/month AIIovyed to select trainipg * Networking
product) Domestic Grant (equipment) to 10,000/month seminars based on which + Long-term/low-cost
Anticipates growth in would be most useful (as financing
sales from $10k/mo to opposed to being directed to
$15k/mo over the next attend specific seminars/
year workshops)
MAP loan (facilities and start-up 15% of growth due to Refused ASME trade show * Finance
costs) MAP assistance (required to exhibit at ASME * Quality pool of
Herbal tea Domestic MAP cost-sharing (tradeshow/ booth instead of individual employees/HR pool
equipment/ establish a testing company booth) « Sector branding/image
laboratory) * International standards
Domestic ASME Training 50% of sales direct Learn by doing (mentoring)
Consulting Some foreign Has been subcontracted by DAI to result of ASME Developed marketing skills NA
(India and Russia) provide services to ASME assistance and credibility within the
domestic market
USDA loan & guarantee Increase from 3-9 Financing sped up growth by * Access to finance
Co-financing of participation at permanent employees 5-6 years * Sector cannot reach
. . Export tradeshows & from 12-70 seasonal operating capacity w/out
Dried fruits Domestic ASME grant (equipment) Access to commercial financial assistance for

STTA - food safety/marketing

loans
Export 20% growth/yr

inputs (land is available,
but lacking seeds, trees,
etc.)
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Product Sector Markets US Government Services Used Impact Perception of Services Future Needs
USDA leasing (equipment) 30% growth Mostly self-financed Great access to long-term
ASME STTA & cost sharing Decrease in corruption USDA creation of milk financing
agreements — ISO certification and of lending sector collection points increased Export marketing — links to
marketing Access to commercial cost of production (milk price buyers needed
Dairy products Domestic finance rose due to creation of Supply chain
“middleman”) improvements
TA received was extremely
useful, especially in the area
of marketing
ASME STTA (on technology) Growth from 10-50 Very positive (financing) Affordable finance
Cost-sharing grant (equipment) and employees (1/2 due to
tradeshows USG assistance)
Local I Growth from 180
Export (Thilisi, .
Mushrooms h days/year production/
Republic of
Georgia) output to SGQ days/
year production/output
300% increase output
Less bank corruption
MAP small grants Credits USDA MAP Study tour and expert of Exposure to best practices
Equipment refurbishing, study tour, with jump-starting the particular value Export marketing &
tradeshows (MAP and CARD) business Recent CARD local show not certifications
STTA (MAP) Currently losing useful (focus was on Long-term financing
money due to low exhibiting rather than
sales/lack of market networking with
buyers/signing contracts for
new business) — no new sales
Blue cheese Yerevan only

Financing was key to
implementing
changes/renovation -
estimates that without MAP
assistance, would have gone
out of businesses due to lack
of productive capacity

Consulting firms not helpful

Cheese, Sour
Cream, Yogurt

Domestic

MAP loans and grants (equip., etc.)
MAP STTA (marketing,
technological advancements,
business development and product
line expansion)

Technology, new products,
marketing

CARD financing (cost-share) of
catalogue of products

Expansion into new
products

Helped business to
switch from distribution
only to production

Local TA not as useful as
expatriate

Technology solutions provided
by US STTA

Export certifications &
labeling

Access to long-term/low
cost financing
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Product Sector

Markets

US Government Services Used

Impact

Perception of Services

Future Needs

Yeast

Domestic, some
Georgia

MAP financing fell through

ASME grants (cost-sharing) and TA
covering business planning,
equipment purchase, development
of marketing materials, etc.)

Business has grown
12 times larger since
ASME assistance was
provided

Improved ability to
access and receive
commercial loans

MAP experience was disaster

ASME success story (very
happy with the finance & TA
combination and recognizes
that financial assistance alone
is not sufficient)

Export marketing,
networking & certifications
Long-term/low-cost
financing

Management training

Packaging
Materials, Dried
Fruits, Dairy
Products

Domestic

MAP co-financed participation in
international tradeshows & training
(technology advancements)

ASME continues this & STTA

2 MAP loans (50% raw materials)
CARD co-financing market research
ASME 50% co-financing
(equipment) & training

Forward integration
(company has moved
from only packaging to
producing vacuum
packed vegetables,
fruit & dairy products)
STTA ensured that
domestic standards
were met

Market research has
facilitated product
expansion/
development

STTA very useful

Market research assistance
extremely useful for continued
development and profitability
of the business

Marketing & branding
Low-cost/long-term
financing

Access to technology
Assistance resolving
constraint of cost of
meeting standards
requirements
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APPENDIX II. AGRICULTURAL CREDIT MARKETS IN ARMENIA

Agricultural credit markets in Armenia are quitelmaeveloped in 2006 and similar to markets

for other economic goods and services display aifgignt degree of segmentation among
different types of borrowers. One of the featuresegmented markets is that similar products or
services are provided to buyers with different abseristics with each group charged at a
different market rate. Table A.1 below illustrates principal of different market rates for loan

products that are supplied to different customers.

We conclude that the ACBA bank provides full seeviending to meet the needs of commercial
farmers and SME agribusinesses at long-term sadtiginmarket rates. This bank is well
managed and positioned to provide commercial lotmsthe Armenian agriculture and

agribusiness sectors in the future.

However, most low income borrowers operate in aasdp market segment and pay higher
interest rates than borrowers able to meet normaditcrequirements. This is the expected
outcome under normal market conditions. However leaist two additional credit market
segments exist where borrowers that are identtfiedugh objective donor development criteria
as having a high probability for loan repayment supplied with lower cost loans to provide an
additional incentive to improve their commerciakpion. These two segmented markets include
one managed by IFAD and another one by the USDA BARSO through their Credit Club
model. The IFAD lending window has a default rated®% while none of the USDA CARD
loans are currently in default. The latter is oftjgalar interest to this evaluation, as an effeti
self-sufficiency exit strategy has not been devetbip date. It is recommended that a fixed date
of four years be adopted by the donor agency fibrtansfer of donor capital to an individual
Credit Club and close out of direct Project Assis&aunless the Farm Credit Administration
study recommends an alternative process.

Discussion

Table A.1 Selected Indicators for Financial Institutionsttifaovide Credit to the Armenian
Agriculture and Agribusiness Sector

Finance Institution Staff Borrowers| Avg Loan | Gross |Borrowers| Cost per | Nom Int ] Savings
Balance | Portfolio| per staff |Borrower| rates Int Rate
Number Number ($) ($000) Number ($) (%) (%)
Aregak** 123 17,614 326 5,747 143 140 28-39 N/A
Kamurj** 76 6,536 317 2,075 86 97 28-39 N/A
SEF** 34 1,686 667 1,142 50 278 28-39 N/A
ANIV** 19 174 7,036 1,224 9 787 12 N/A
Agricultural Cooperative Bank** 223 28,292 1,193 33,762 127 131 16 -20 6-7
CARD Credit Clubs* 3 969 1,709 1,656 323 51 10 N/A

Sources: * Data reflects position as of May 2006 from CARD staff interviews
** Data reflects 2004 audit reports posted on Mix Market MFI (www.mixmarket.org)

Micro Finance Institutions:

Six micro credit institutions operate in rural Amig. Selected indicators are provided in Table
A.1 for three of them, Aregak, Kamurj, and SEF. thitee are sponsored by International donor
organizations. The United Methodist Committee otiR§UMCOR) founded Aregak in 1988

with capitalization primarily by USAID and USDA. Kaurj, founded in 1988 is sponsored and
capitalized by Save the Children Foundation anch@at Relief Services. SEF is sponsored by
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and capitalized by World Vision. All are now becaoiiregistered as financial institutions with

the Central Bank as Armenian financial institutioAs a result they are all in the process of
being restructured to realize greater independednoen their founding organizations and

potentially become more efficient lenders.

Aregak is considerably larger than the other twéhwnore than 17,500 borrowers in 2004.
Kamurj had more than 6,500 borrowers and SEF alh@&0 borrowers. The ratio of borrowers
per staff members and servicing cost per borrowssr @aries considerably but the loan size is
small. The data for the period displayed indicétest the two larger organizations provide
average loans of less than $330 while the avegedize for SEF is $66.

These three organizations serve the market segafdmrrowers who generally are unable to
qualify for credit from other lending institutionshey do not require collateral, and typically do
not require business plans or other due diligemcéopned by commercial banks. Consequently,
the cost to the borrowers is quite high with norhingerest rates from 28% - 39% per annum.
The loans are generally of three months duratidess:.

Specialized SME credit: ANIV is directly managetaapitalized by IFAD and has a relatively
small credit window. Table A.1 shows that it hadyoh74 loans outstanding in 2004 but the
average loan balance was just over $7,000. Sinwlathe micro credit organizations, ANIV

serves the segment of SME borrowers that may nabbe to qualify for commercial credit.

Borrowers must submit a business plan and provalateral, which can include the items
purchased by the loan. Loan maturity is from ondhi@e years. Lending credit is provided
exclusively by IFAD at LIBOR +1. Borrowers interwed reported nominal interest rates of 12%
per annum.

Table A.1 shows that the average loan size wast&igR00 per person, and that just over 28,000
borrowers were reported in 2004. During our intexwithe ACBA General Manager indicated

that the bank had some 40,000 customers in May.208lBout one quarter of the bank loan

portfolio is agricultural loans. The bank providesvings accounts and all agricultural loans are
provided through some 700 village credit assoamatid’he bank provides short and long term
loans for periods of three months or less to upvimyears. A subsidiary, ACBA Leasing that is

owned in association with IFC and Credit AgricoFsince provides for purchase of large scale
capital equipment for periods up to seven yearg fbminal per annum interest rate for this
program is 18% - 20%.

Individuals seeking an agricultural loan generdifgt join a village association, where village
leaders make an initial assessment of credit waets. If this informal assessment is positive the
nominal interest rate for first time applicantgenerally 20% per annum but may be lower if the
village assaociation has a good reputation. Borreveee required to prepare a business plan and
provide 100% collateral, which can include land.sinplified collateral procedure is used
whereby the collateral does not have to be notyiteis reducing the servicing fee. ACBA is
reportedly the only full service bank that usesdimeplified procedure.

After one successful loan of at least one yearopeiinterest rates may be reduced to 16% per
annum and then held at that rate. Discussions lvdttk personnel indicate that they prefer not to
accept loan funds at less than market interess @ey usually obtain funds at LIBOR + 3 or
LIBOR + 3) within the context that the money wikk lent out at rates lower than their current
market levels within the above framework. They nthtat their agricultural loan portfolio is
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expanding and they believe that their current sdtecture is not excessive and will adapt to
changing cost of capital and the risk profile af thorrower over time.

CARD Credit Clubs: This USDA MAP program pioneethd Credit Club concept primarily for
the small scale pre—commercial farmer market segymbo needed loans primarily for one year
or less, who cannot meet normal commercial critesiad who are linked directly with a
processor who is a part of the USDA program.

MAP (and a successor NGO agency CARD) is the onbyider of Credit Club loan funds to
date, although under the existing enabling leg@iatdonor agencies, a union of Credit Clubs,
International donor organizations, and governmearid communities can also supply loan
capital. As of May 2006, almost 1,000 loans werestamding with an average value of about
$1,700 each. The Credit Clubs are registered legadit organizations with the Ministry of
Finance. Membership usually ranges between 15 tqpé®8ons, all from one village who
established good informal working relationshipg, tmay exceed this number. Loans are usually
for a one year period and business plans are pedfebut not always required. Village Heads
usually are members of the local Credit Club amaVigie longer term leadership and stability.

The nominal interest rate for Credit Club loan4@8%6. However, the calculation for establishing
this rate is somewhat complex. All borrowers mustiembers of a village Credit Club, which
must become registered after the first year of atmmr. Borrowers do not make formal interest
payments but receive only 85% of the requested &maount. The remaining 15% is divided as
follows:

* 4% is paid into an undivided capital fund which e#ns on the account of the borrowers
but is used by the Credit Club as part of its Ipaal;

* 5% is paid into an joint capital reserve fund whreimains the property of the Credit
Club and is part of the loan pool;

* 2% is paid into a joint loan risk reserve fund tisatot part of the loan pool.

* 3% is paid to CARD to cover servicing of the Creditib loans including training Club
members in loan fund management.

The 4% paid into the undivided capital fund is fifieet a form of savings for the individual
member, who may reclaim this money, without interepon withdrawal from the club as a
member in good standing (or upon the liquidatibrthe Club). In the event of liquidation the
accumulated moneys in the joint capital reserve faimd the risk fund revert to an account in the
Ministry of Finance.

As noted in Table A.1 almost 1,000 individuals @redit Club members, and they are organized
into 51 clubs. CARD provides initial loan capital @ no interest grant to be used by members as
described above. As the undivided and divided vestmd is increased CARD provides further
matching grants to build up gradually the resemygital balance. Under current CARD policy up
to $44,000 may be provided on a matching basisitmdividual Credit Club. As of May 2006
the CARD loan capital invested in the Credit Cligo$1.180 million and the Credit Club reserve
capital base is $.476 million.

The Credit Club provides a useful loan intermedigoy small-scale farmers unable to meet

normal credit requirements, but CARD has not eighbt a procedure for graduation into full
self-sustainability apart from the maximum totaltaméng fund level. This criteria does not lead
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to a fixed maturation date but is dependent oratel of funds provided annually. For example
if a Club has 20 members each borrowing $1,000ypar a matching total capital reserve plus
risk reserve fund of $40,000 will be reached inrttyeyears. However, for a 20 member club
with each member receiving $2,000 per year or anétnhber club with each member receiving
$1,000 per year a matching fund of $40,000 wiltdeched in 10 years.

The Credit Club model, which fills the loan markegment for small-scale commercial farmers,
can be viewed as a unique form of a commercialgradt program. That is, the donor provides
interest free grants to farmers which apply anrivékinterest based lending approach within a
registered credit organizational framework. The bSluare subject to regular audits by the
Ministry of Finance. Three percent of the grantéturned to the donor to provide systematic
training in loan servicing and principles of asstion management. This training is designed to
provide each Credit Club with the knowledge andeeigmce to self manage this supply of credit
and slowly expand the lending base. However, tlie sséficiency criteria currently in force
requires the donor to continue turning over its graint capital for a period of at least ten years
before the Club reserve fund matches the annuabrdoontribution. To meet the current
maximum matching fund may take up to or more thaice as long. This is not a suitable
criterion to attain program self-sustainability.

Micro-Credit Programs (ACBA, Aregak, ANIV, Kamurj, and SEF)

The Agricultural Cooperative Bank of Armenia (ACBAggistered as a bank; and Aregak,
ANIV, Kamurj, and SEF registered as NGOs, all opeias micro finance institutions (MFI) in
Armenia and provide loans to small-scale entrepremneSelected performance indicators for
these organizations are summarized in Table A.2.

Table A.2 Selected MFI Performance Indicators, 2004

Avg loan Gross? Assets Savings Cost per Borrowers |  Write off Source of
MFI Staff Borrowers portfolio borrower .

balance $ (8000) ($000) ($000) N per staff ratio funds
ACBA 223 28,292 1,193 33,761.9 50,3904 | 12,181.3 131 127 0.95 IFls
ANIV 19 174 7,036 1,224.3 1,396.6 0.0 787 9 4.60 IFAD
AREGAK 123 17,614 326 5,746.6 10,723.0 0.0 140 140 0.00 USAID/USDA
Kamurj 76 6,536 317 2,074.5 3,565.6 0.0 97 86 0.55 SCF/CRS
SEF 34 1,686 667 1,142.2 1,142.2 0.0 278 50 5.13 World Vision

Source: Mix Market MFI (www.mixmarket.org)

ACBA was founded in 1996 within a EU/TACIS projetti provide loans to agriculture,
production, trade, and services. Up to 60% of AdBrding activity is in the micro finance area
and it manages over 700 village credit associatitins one of the largest private banks in
Armenia with a staff of 223 persons, and 28,292dwers in 2004. The gross loan portfolio was
$33.7 million. The bank provides savings, loang kasing services and has one of the largest
agricultural loan portfolios in Armenia. It is unig among credit organizations in that it makes
unsecured loans to small-scale borrowers basedash flow business plans supported by
recommendations from respected village leadersrdst rates for agricultural loans range from
16% to 20% per annum. With assistance from the WSASME Project it introduced an agro
leasing company in 2002 to support lease/purchiasapital equipment.

ANIV was founded in 2000 by IFAD to provide farmdanon-farm loans to individuals with

insufficient collateral and a risk profile that wdyrohibit them from qualifying under normal
bank lending criteria. In 2004 ANIV had a staff I8 people, with 174 borrowers and a gross
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loan portfolio of $1.2 million. ANIV specializes itbans to small scale agribusinesses with
limited collateral and a higher risk profile thanaccepted by commercial banks at interest rates
of 12% per annum. As noted in Table A.2, its averl@n balance is considerably larger than
that of the other lending institutions.

Aregak, founded in 1998, is the micro credit arnthef United Methodist Committee on Relief
(UMCOR) program in Armenia. It operates in 9 of Aamia’s 11 regions and provides financial
support to women entrepreneurs from low-income liamiIn 2004 Aregak had a staff of 123
people, with 17,614 borrowers and a gross loanfgmrtof $5.7 million. Agricultural and
agribusiness loans are not a major component tg#nting portfolio.

Kamurj, founded in 1998, is funded by Save the @bih Foundation and Catholic Relief
Services. In 2004 it had 76 employees, and 6,5360wers, with an average loan balance of
$317. Agricultural and agribusiness loans do ndteng a significant portion of its portfolio.

SEF, founded in 1997 is supported by World Vision aeported 34 employees in 2004. It had
1,686 borrowers with an average loan balance o7 $6@milar to Aregak and Kamurj NGOs,
agricultural and agribusiness lending is not aifiigant portion of its portfolio.

As of March 2006 all NGO MFIs became subject to #enenian Central Bank banking
regulations. This change in legal status requirential audits, and most NGO MFlIs are in the
process of restructuring their internal operatidnghe long run this is expected to improve the
competitive nature of this lending component arduce interest rates that now range from 40%
to 60% per annum.

In April 2006, the US Farm Credit Administrationnmbuded an extensive study of farm credit in
Armenia. The study was conducted at the requeiteoUS Government with the cooperation of
the Armenian Government. That study is much morwildel and complete than the work
conducted within this evaluation.

It is imperative that any system put in place, wodsely with the government of Armenia and
that it be a comprehensive approach that consebdtte now fragmented USG farm credit
efforts. It is also highly recommended that thentagredit efforts of the forthcoming MCC
program also be coordinated and in concert withFdmen Credit Administration promulgation.

More specifically, the evaluation was directedéepond to 16 key questions in the general areas
of Implementation, Impacind Sustainability The objective of this report is not only to prdei
answers to theses queries, but to also formuldtway forward” for future USG assistance
programs in this sector.
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APPENDIX Ill. SCOPE OF WORK

Independent Evaluation of
US Government Agriculture Sector Activities in Armenia

I. Introduction

This document describes the concepts for an indkgerevaluation of ongoing US Government
(USG) agriculture sector activities in Armenia. Thepose of the evaluation is to:

1. Inform future programming decisions by identifyithe most promising areas for further
development as well as interventions that havébaeh as effective.

2. Examine the market impact of USG agriculturet@ednterventions, including any
positive impacts (i.e., increases in efficiencygoowth rates) and negative ones (i.e.,
introduction of market distortions or promotionrain-competitive products).

3. Review the portfolio of USG activities in terno$ internal “division of labor” and
coordination issues, as well as coordination witteodonors active and potentially with
the Millennium Challenge Account Armenia.

4. Analyze the sustainability of interventions d@hd existence of an effective exit strategy
in anticipation of the phasing out of USG assistaincthe future.

5. Determine the adequacy of the current levelassistance in relation to the needs and
absorptive capacity of the sector, especially ieaaron which USG assistance has

focused.
6. Determine how the activity has promoted innawatind change in the agriculture sector.

The evaluation will examine the following activiie

a. The USAID Agriculture SME Market Development jeod (ASME); aspects of the
USAID Micro Enterprise Development Initiative (MEPIthat are relevant to
agribusiness; and the Farmer-to-Farmer program.

b. The USDA Marketing Assistance Project (MAP), gthihas been recently replaced by
the USDA Center for Agribusiness and Rural Develepti{CARD) project.

Il. Background
The agriculture sector in Armenia

Over the last decade, the agricultural sector Haged an increasingly important role in the
economy and currently accounts for roughly 35 perad Armenia's GDP. Armenia is still a
large net importer of food, importing almost a dhaf food consumption. Quality and quantity of
farmland is not generally a source of comparatidgaatage for Armenia. Agricultural land
makes up only 1.3 million hectares (43 percenthaf territory). With about 0.4 hectares of
agricultural land per inhabitant, the agriculturegource base of Armenia is among the lowest in

Europe and Eurasia.

57



The Government of Armenia has been pursuing adilagricultural policy since the early 1990s.
Most subsidies have been abolished. The country at®opted a liberal import policy on

agriculture with duties of 0-10 percent. Howevenere are significant constraints to the
development of the agriculture and agribusinessosén Armenia, ranging from a lack of

efficiencies of scale and poor infrastructure tadequate sources of financing and limited local
demand.

Armenia’s agriculture sector also has some sigmificstrengths. The country has multiple
agronomic zones, conducive to production of a rasigerops and animal products. There are
extensive high meadows suitable for goats and sttespcan supply the milk for a variety of

cheeses. Lower flatlands can support dairy cows, grain. The range of elevations and
microclimates allow production of several varietfsgrapes and tree fruits that were highly
regarded in Soviet times. There are food processmigrprises that are producing quality
products with the potential to compete in world keds.

USG assistance

The USG has invested over $80 million in agribussnand agricultural development in Armenia
during nearly 12 years of technical assistance. U8& and other donors sponsor interventions
designed to mitigate some of the deficiencies roeeti in the previous section and to capitalize
on Armenia’s attributes. The USDA interventions endMAP and now under its successor
CARD started in 1996 and have made up the largasiop of international development funds
invested in Armenia’s agriculture sector. The USABME program was launched in 2000 with
similar objectives and has been complemented by M&idther USAID project that targets
micro and small enterprises, including ones inatpeculture sector.

USDA: MAP and CARD

The Marketing Assistance Project (MAP) has beenldhgest and longest running agribusiness
development project managed by the U.S. Departnoénfgriculture (USDA). MAP was
established in 1996 to assist farmers and agribasés in Armenia to increase their production
and marketing capabilities and in so doing develog advance the country's agricultural sector.
Its mission statement reads:

MAP assists farmers and agribusinesses in prodogctizarketing, and exporting
food and related products to increase incomes, tergabs, and raise the
standard of living for Armenians working in the agsrocessing sector. This
assistance comes in the form of technical, findneiad marketing support to
farmers and farmer groups, agribusinesses, as waslleducation, extension
services and applied research throughout the cquntr

MAP's approach to small and medium enterprise (SM&elopment had an intensive and
integrated package of technical, financial, andkekimg assistance delivered in a flexible and
rapid manner. Technical assistance was providezudjir short and long-term consultants from
American land-grant universities, faculty from thArmenian Agricultural Academy,
ACDI/VOCA volunteers, VISTAA, and other internatinand local organizations. Its assistance
included, but was not limited to, irrigation traigi and water management; integrated pest
management (IPM); dairy herd health, nutrition, &neleding; increasing food health and safety
through improved cleaning and sanitation procedusesl in-house labs; new product
development, often for import substitution; ince@sfruit and vegetable, dairy, and meat
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production; agricultural sector seminars and knodgte and technology transfers to local
agribusinesses; etc.

MAP offered financial assistance through direc¢migrants, micro-enterprise and strategic loans
to agribusinesses, as well as marz-wide, locahgdl Production Credit Clubs fanned around
farmer groups. In addition, MAP facilitated agres$ing agreements for agricultural field
equipment, production equipment, and transportatémcles through.

Marketing assistance included label design andtipgnfood container/packing procurement;

market research conducted through surveys, feigilsiludies, domestic and foreign market

assessments; product promotion by creating broshpiesters, videos, and an annual Armenian
Food Products catalogue; export certification arammiance documentation; local and

international festivals, exhibitions, and tradeshpte launch Armenian products into current and
new markets; foreign buyer identification, creatimgpducer-importer links, and export market

development, etc.

In addition, MAP supported the Agribusiness Teagl@enter (ATC), a premiere undergraduate
educational center located within the Armenian Agjtural Academy; the Small Farm Water
Management Research Center (SFWMRC); the Foundatayn Applied Research and
Agribusiness (FARA); applied research programsgmsibn programs; and the MAP Village
Well & Pipeline Project.

The MAP project closed at the end of April of thyear and a newly formed Armenian
foundation-implementer called the Center for Agsiess and Rural Development (CARD) has
been formed. CARD is reviewing activities fundedlenMAP and will continue USDA projects
formerly undertaken by MAP that fit into its longrin strategy. In addition, it will pursue its own
goals and activities to contribute to the developihw# rural areas in Armenia, and improve the
competitiveness of agribusiness in local and fareitarkets. CARD aims to be a financially
sound and sustainable organization. In the injgars of its operation, CARD will continue to be
funded primarily though USDA Foreign Agricultura¢iSices though at a much reduced rate. In
the future CARD will seek alternative sources ofding.

CARD is planning to conduct a month-long reviewtsffirst year starting in mid December. The
result of this review will be made available to thaluation team.

USAID: ASME, MEDI and Farmer-to-Farmer

Implementation of the ASME project began in Aug2800. ASME seeks to achieve growth in
the country’s small and medium-sized enterprisefloda processing and related industries. The
six-year project provides intensive firm-level atsnce to selected agribusiness enterprises
identified as having significant export and empl@ym generation growth potential. USAID
assistance under ASME is delivered by Developmédtetratives, Inc.

Supporting market development activities involve® tsignificant efforts: a) assisting ASME
clients to obtain appropriate financing to factitar enhance the growth of their enterprises and
to finance the implementation of technical improests identified as part of the market
development activities; and b) addressing conddhmt interfere with the ability of Armenian
firms to achieve growth in these markets, and daésggand implementing measures to alleviate
those constraints.

ASME supports firm-level assistance to the agribessé SME community that enables
participating businesses to upgrade their marketingnagement, financing, and production
capabilities. Technical assistance areas includeyet branding techniques, improving product
packaging, product advertising campaigns; integgatinarketing strategies with an overall
business strategy; and supporting participation Asfenian agribusiness companies in
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international trade shows and study tours aimdafiaging Armenian producers and processors
into contact with potential brokers and buyers. ASNas provided direct assistance to well over
100 different agribusiness firms in the form ofeim$ive one-on-one management assistance,
business and capital planning, market developneest,share grants and training. This number is
now growing rapidly as ASME becomes involved witbrencompanies through its new efforts in
the textiles and apparel and non-farm rural enisz@reas.

Over the life of their relationship with ASME, tleefirms have generated increased export and
domestic sales of approximately $35 million andegated approximately 1,500 full-time new
jobs. Sales increases are accelerating rapidly aase sof the assisted companies reach
international quality standards are making serioosads on export markets. New products are
being introduced to domestic markets and new maiket being opened to Armenian products as
a result of the trade shows, market tours and atiiigatives planned and supported by ASME.

The program has made a significant contributioth&®introduction of international certification
and food safety systems to Armenian agribusinegs®8lE has been assisted in the development
and launch of Armenia’s first privately owned andahced leasing company, which adds an
important new dimension to the business financeaare

The Micro Enterprise Development Initiative (MEDd$)a USAID project which aims to create a
more favorable business environment for Armeniaoronand small enterprises. A number of
MEDI's clients are agribusinesses that receive onlicans, business services and training.

Farmer-to-Farmer is a regional program that pravidalunteer technical assistance to enhance
the capacity of private agricultural enterprisesyviee organizations, and rural financial
institutions.

lll. Objectives of the Evaluation
This evaluation has three principal objectives:

» To conduct an assessment of USG assistance to fAamagriculture and agribusiness in
terms of effectiveness, sustainability and mankgdact;

» Torecommend areas and activities that hold the prasnise for stimulating agricultural
production, agribusiness development, and ultirgedal increase in broad-based income
generation and employment;

» To identify problem areas in activity design andpiementation and to recommend
remedial steps.

The evaluation should reveal both strengths andkmesses of each program. It should also
discuss the effectiveness of coordination among W8@vities and with other international

development institutions working in Armenia. It siib make recommendations for future
coordination, including coordination with the Mitlsium Challenge Account, should the

Millennium Challenge Corporation (MCC) sign a comipaith Armenia.

More specifically, the evaluation should responthfollowing key questions:
Implementation

1. Have USG activities in the agribusiness/agnoeltsectors been properly targeted to
identify and support products that can satisfy llabemand and if relevant compete
against imports and/or hold potential for exportg@iditionally, have these products
improved the safety and quality of food productthie marketplace?

2. What are the main strengths and weaknesses®fddSistance to date?
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What were the major constraints facing the teasi®? How can constraints be reduced
or mitigated?

Have activities been well coordinated with otle@nor organizations and focused on
achieving mutually agreed objectives economicatiy afficiently?

Have activities been coordinated effectivelywsstn USAID and USDA to take
advantage of economic opportunities in the agiicaland agribusiness sector?

Have the positive and negative experiences tiegulorm activities been adequately
recorded, validated, and otherwise made availailéufure use?

Is the assistance achieving or helping to aehtbe desired results, both in terms of the
projects’ own targets, and in terms of USG objexgiin general?

How and to what extent have the activities abated to income generation and job
creation?

To what extent have the activities had a pasitdffect on the market, increasing
competitiveness, efficiency and growth potentitd, 2

Have the activities had a negative effect on ket through market distortion,
unintended side effects on other segments, sulmfidypn-competitive or unsustainable
products, etc.?

How did good practices and innovations introdubg the activities spread beyond the
direct beneficiaries?

Sustainability

1.

Are the institutional and legislative environmensupportive of agricultural and
agribusiness development, and are the activitiéectefely addressing any important
problems in those areas?

Is the assistance effective in building locglawdty to carry on and sustain development
after USG funded technical assistance is ended?

Will the businesses and products that have eddfom USG assistance be viable and
competitive in the absence of the assistance?

Is there a credible exit strategy that will alldSG funding to be phased out efficiently
and without undue transition problems?

IV. Team Structure

The independent team conducting the evaluationbgiinade up of four individuals:

1.
2.
3

4.

A lead evaluator

A local (Armenian) team member

A representative of a land-grant university

A USG representative such as a USDA RSSA frorAlDS- assigned by USAID

Administrative staff may be proposed as appropriate
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V. Timeline and Deliverables
Schedule

It is anticipated that the evaluation team will sgpdour to six intensive (six-day) weeks working
on the evaluation, with the majority of that timgeat in Armenia. The team will be expected to
gain familiarity with the programs and with Armesiagriculture sector prior to starting the field
work.

While in Armenia, the evaluation team will conditerviews and gather and review relevant
material on agribusiness SME development. A listpofential interviewees and information
sources will be provided by USDA and USAID priorthe team’s arrival in Armenia.

The team is expected to begin the evaluation imugel 2006.
Deliverables
a. A work plan and proposal of specific questianbé covered by the evaluation.

b. An outline or table of contents of the contrasteeport should be presented within five
days of startup.

c. A short briefing to USDA, USAID, and MCC at thelf-way point of the evaluation, and
debrief of the initial findings before departureorfr Armenia. A synopsis of the
evaluation and major findings will be expected befine team departs Armenia.

The final report should be submitted within two w&eafter receiving comments on the draft
from the relevant USG agencies. It should contaif@ecutive Summary and clearly identify the
team’s findings, conclusions, and recommendatidpgendices should, at a minimum, list the
people and organizations interviewed.
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APPENDIX IV. INDIVIDUALS CONTACTED AND/OR INTERVIEW ED

Contact Person

Position

Organization

Address

Contact Phone

E-mail

Anderson, Rolf

Deputy Office Director

USAID, Economic Restructuring &
Energy Office

American Embassy
1 American Ave. Yerevan 375082

374 10 494 532

randerson@uisaid.gov

Avagyan, Arsen

Chief, Agriculture Division

National Statistical Service

3 Government House, Republic
Square, Yerevan 375010

52 44 49

arsav@armstat.am

Avettissian, David

Deputy Minister

Republic of Armenia
Ministry of Finance & Economy

1, Melik-Adamyan St
Yerevan 375010

374-10 595 277
Fax 374-10 524
282

avettissian@mfe.am

Babayan, Narine

Veterinary Specialist

ARID goat breeding center

Yeghegnadzor Town, Vayots Dzor
Marz

0281- 2-36 -01

Bagratunyan, Haikanush

Financial Sector Specialist

USAID

American Embassy
1 American Ave. Yerevan 375082

464-700

hbagratunyan@usaid.gov

Barbieri, Lawrence

Team Leader

Caucasus Agricultural
Development Initiative

1400 Indepence Ave Rm 3104,
stop 1087, Washington DC 20250-
1087

202-720-9459

Lawrence.Barbieri@usda.gov

Bayramyan, Sonichka

Youth Club Leader

Youth Club "Nektar 7"

Village Voskepar, Tavush Marz

(0263) 33967

Budaghyan, Arsen

Executive Director

"Khor Armat" Ltd

Village Berdavan, Tavush Marz

mob: 091 416156

Butcher, Jamey

Chief of Party

Micro Enterprise Development
Initiative

Proshyan Str. 1st lane #32
Yerevan 375019

545-121

jbutcher@medi.am

Director Financial & Private

875 15th Street, NW; Washington

(202) 521-4091

Camp, Lawrence Sector Development MCC DC 20005-2203 Cell (202) 459-8493 | CAMP@mMmCe.gov www.mcc.gov

Micro, Small &amp; )
. e ] American Embassy 374-10 494 360 . . :

Caracciolo, John L. Medium Enterprise USAID 1 American Ave. Yerevan 375082 46 47 00 Ext. 4360 jcaracciolo@usaid.gov

Development Advisor
. ) American Embassy 374-10 494 533 . .
Carlson, Jim Program Officer USAID 1 American Ave. Yerevan 375082 464-700 jcarlson@usaid.gov
Carmody, Sean Agricultural Project USDA 74 Teryan Str., Yerevan 375009 58 34 02 x 212

Coordinator

Clark, Stephani

Professor

Washington State University
Farmer to Farmer

Pullman, WA 99164-6376

509-335-9103

stephclark@wsu.edu

Davtyan, Ara

Head of the ACBA Branch
in Lori Marz

ACBA Bank's Branch in Lori Marz

Vanadzor Town, Lori Marz

Davtyan, Arman

Director

ELOLA

City Goris, Syunik Marz

mob: 091 54 36 08

elola@elolaam

Dumikyan, Khachatur

Director

"Village Group" Ltd

1 Kirov Str. Tashir 377340

Dunn, Dr. Daniel

Executive Director

Agribusiness Teaching Center
(ATC)

74 Teryan Str., Yerevan 375009

58 79 57,
mob: 091 56 62 21




Contact Person Position Organization Address Contact Phone E-mail
. Center for Agribusiness and Rural
Engels, Jeffrey Director Development (CARD) 74 Teryan Str., Yerevan 375009 54 57 11 /12
. Agricultural Projects 875 15th Street, NW; Washington
Farley, Kathrine Coordinator MCC DC 20005-2203 (202) 521-3600 farleyk@mcc.gov
Fickenscher, Karl Deputy Mission Director USAID American Embassy 1 374 10 494 496 kfickenscher@usaid.gov

American Ave. Yerevan 375082

fax 374 10 494 728

Flory, Douglas L.

Board Member

Farm Credit Administration

1501 Farm Credit Drive,
Washington DC 22102-5090

(703) 883 4011
Fax 883-4181

FloryD@fca.gov

Gagik

Director

Regional Business Support Center
(RBSC)

Kapan

Gevorgyan, Arkadi

General Director

Aquatech

1 Kajaznuni Str.
Yerevan, 375070

010 572256

akvatekh@netsys.am

Gevorgyan, Pogos

Executive Director

"Greenhouse Association" NGO

1 Charents Str., Yerevan 25,
375025

57-83-58; 52-72-71;
mob: 093 57-62-08

pak.grunt@netsys.am

1 Charents Str., Yerevan 25,

57-47-78, 57-49-64,

Gevorgyan, Samvel Director Business Support Center 375025 mob: 091 40-24-61 samvel@bsc.am
. _— 54 39 81/82
Ghazaryan, Ashot Director World Trade Organisation (WTO) 5 Mkrtchyan Str., Yerevan 375010 a.ghazaryan@arm-wto.am
mob 091 42 54 52
Ghazaryan, Levon Director Selim, LLC Sally Village, Vayots Dzor Marz 0281- 9-63-22
Gishyan, Stepan General Manager ACBA Bank 1 Byron St Yerevan 375009 565-858 or 568-585 | acba@acba.am

. . . " . " 26 Gortsaranayin Str.,Meghri, 2860 3460,3083
Grigoryan, Grisha Director Meghi Cannery" OJSC 377910 22 56 62
Grigoryan, Manvel Director ASC Shahoumyan 5, Spitak Town, Lori (0255) 2-25-96

Marz

Grigoryan, Tigran

Capacity Building Expert

Armenian European Policy and
Legal Advice Centre (AEPLAC)

553081

Gurgen, Dr.
Yeghiazaryan

Head of Extension
Department

Armenian State Agrarian
University

74 Teryan Str., Yerevan 375009

54 05 86

ags@armagroacad.am

Hakobyan , Sargis

Youth Club Leader

Youth Club "Arevik 4"

City Meghri Syunik Marz

mob: 091 33-26-02

hakobyan2003@mail.ru

Hakobyan, Artavazd

Operations Analyst
Agriculture and
Environment

World Bank

Republic Square 9 Sargsyan Str.,
Yerevan

5209 92

Hansen, Prof. Poul M.T.

Technical Specialist
Cheese

Armenia - ACDI VOCA (from Ohio
State U)

1330-A Lake Shore Dr.,
Columbus, Ohio 43204

(614) 481-3039
Fax 486-0533

hansen.10@osu.edu

Harutyunyan, Artak

Country Director

ACDI VOCA

12 Toumanian Str., Apt. 5,
Yerevan

56 38 35/36

artak@netsys.am

Harutyunyan, Ruben

Director

"Dustr Melanya" Ltd

346 Kirov Str. Tashir 377340

0254 - 21594,
mob: 091 20 15 49
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Hirniak, Myron

Deputy Regional Director

MCC-Armenia

875 15th Street, NW; Washington
DC 20005-2203

(202) 521-3600

HirniakMV@mcc.gov

219/a Shahumyan Str Hrazdan

0223-28502, 62756

Hovhanisyan, Lyudmila Director Vordi Armen" Ltd 378550 mob: 091 41 60 27
Hyusyan, Gurgen Director MAG Honey Armavir Marz
1400 Indepence Ave Rm 3104,
Johnston, Frederic Development Resources USDA, FAS stop 1087, Washington DC 20250- | 202-690-2915 johnstonf@fas.usda.gov

Specialist

1087

Jrbashyan, Tigran

Armenian Director

Armenian European Policy and
Legal Advice Centre (AEPLAC)

5592 00; 5530 81

Khachtryan, Andranik A.

Deputy Director of Finance

MAP Cannery CJSC

37412706 30

Khalantaryan, Alexander

External Relations
Specialist

International Fund for Agricultural
Development (IFAD)

54 28 84
mob 091 41 00 95

Kilmer, Gary

COP / Executive Director

Agricultural Small and Medium
Enterprise Development Project
(ASME)

43 P. Byuzand Str.,
Yerevan 375002

5392 95
mob: 091 41 57 15

Gary_Kilmer@dai.com

Kirakosyan, Vardan G.

President

Kashi Joint Stock Company

18 Kuybishev Str, Yerevan,
Armenia

3741058 77 78

kashi@web.am

Kolodko, Grzegorz W.

Lecture on "Polish
experience on Transition"

Caucasus Research Resource
Center (CRRC)

52 Abovyan Str., room 312,
Yerevan 375025

58 13 30
www.kolodko.net

Technical Specialist

1152 Ocean Blvd, Mt View, AR

(870) 269-3567

Levi, Ed BeeKeeping ASME 72560 Cell (501) 231-0537 | Slevi@mvel.net
Malagyan, Vardan Irrlga_tlo_n Systems Agrlcultural Dept. Lori Government Vanadzor Town, Lori Marz
Specialist Office (or Marzpetaran)
Manukyan, Luba Director Vardenis Beekeepers Union Vardenis Town
Manvel, Avetisyan Director Gavar Slaughterhouse Gavar Town, Hatsarat district 0264-25172, 22900

Matevosyan, Gagik Project Director International Fund for Agricultural 54 25 84 nwasp@arminco.com
yan, &ag / Development (IFAD) mob 091 41 00 95 P :
Agribusiness Teaching Center 58 79 57,

Mezlumyan, Susanna

Administrative Assistant

(ATC)

74 Teryan Str., Yerevan 375009

mob: 091 56 62 21

Miasnik, Grigoryan

Director

Balaki Lchak

Village Tsghuk, Syunik Marz

mob: 093 68 79 37

Michelian, Andranik

Communications Director

Seed Producers Support
Association (SPSA)

Mirzoyan, Jora

Director of Meghri State
College

Meghri State Collage

City Meghri Syunik Marz

02860 3861

hakobyan2003@mail.ru




Contact Person Position Organization Address Contact Phone E-mail
. ) American Embassy 1 . .
Mkrtchyan, Eduard Commercial Law Advisor USAID American Ave. Yerevan 375082 494-455 emkrtchian@usaid.gov
. . . Seed Producers Support mob. +37491
Mkrtchyan, Gagik Executive Director Association (SPSA) 48 Charents Str., Yerevan 205498

Nairi

Director

Regional Business Support Center
(RBSC)

Goris

mob: 091 21 09 30

Nazinyan, Ara

Country Director

Eurasia Foundation

4 Demirchyan Str., Yerevan
375019

56 54 78; 58 60 59

Nersisyan, Avetik

Asst. FAO Representative
to Armenia

Food and Agriculture Organization

3 Government House Rm 124
Republic Sg. 375010, Yerevan

525-453

FAO-AM@fao.org

Nikoghosyan, Meri

Director

VISTAA Expert Center

12 Toumanian Str., Apt. 6,
Yerevan

522921

vistaa@vistaa.org

Okolicsanyi, Karoly

Economic Advisor

USAID

American Embassy
1 American Ave. Yerevan 375082

374 10 494-610

kokolicsanyi@uisaid.gov

Oganyan, Vazgen

Agronomist

Agricultural Dept. Lori Government
Office (or Marzpetaran)

Vanadzor Town, Lori Marz

mob: 093 46 78 02

Orrick, Robert

Exec Assist to COO

Farm Credit Administration

1501 Farm Credit Drive,
Washington DC 22102-5090

(703) 883 4442,
Fax 790-5241

orrick@fca.gov

Petrosyan, Alik

Director

MAP Cannery OJSC

Village Lenughi, Armavir, 377760

0237-66219, 50651
mob: 091 40 63 58

Petrosyan, Andranik

Head Foreign relations and
Marketing Dept

Ministry of Agriculture of RA

3 Government House, Republic
Square, Yerevan 375010

5246 10
mob: 091 51 08 53

frdmoa@agrounit.am

Richer, Renee

Director, Assist. Prof

American University of Armenia,
Environmental Conservation &
Research Center

40 Marshall Baghramian Ave,
Yerevan 37509 Armenia

(374-10) 512-690
Fax (374-10) 512-
512

rricher@aua.am www.aua.am

Republic Square 9 Sargsyan Str.,

Robinson, Rodger Country Director World Bank 5239 92
Yerevan
. . . . Office (202) 521-
Russin, Alex Resident Country Director, | \\~~_Armenia 875 15th Street, NW; Washington | -0 Direct RUSSINA@MCC.gov

Armenia

DC 20005-2203

(202) 521-3619

Center for Agribusiness and Rural

Sardaryan, Gagik Deputy Director Development (CARD) 74 Teryan Str., Yerevan 375009 54 57 11 /12
: . HiGate A.G. Electronic :
Sevoyan, Garnik Executive TradingSevice Co. Ltd 536 773 garnik@ag-ets.com
0281- 2-21-33
Simonyan, Rafael Director ARENI, CJSC Areni Village, Vayots Dzor Marz mob: 091 - 42-44-

06

Smith, Patrick D PhD

AAAS Fellow, Biodiversity
Team

USAID, Office of Natural
Resources Management, EGAT

EGAT/NRM/B, Ronald Regan
Bldg 3.08 1300 Pennsylvania Ave
NW, Washington DC 20523

202 712-0045
Fax 202-216-3227

pasmith@usaid.gov
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Specht, Charles

Director

NMC Agrosystems Ltd

37 Pushkin Str., Apt. #5, Yerevan,
375002

mob: 091 40 73 06

agrol@netsys.am

Stein, Juliet

Associate Country Director

Eurasia Foundation

4 Demirchyan Str., Yerevan
375019

56 54 78, 58 60 59

38 Moscovian St, Apt 10 Yerevan

(374 10) 54 15 29

Tufenkian, Jeffrey President Armenian Forests NGO 375002 Fax 58 20 39 jeffrey@armenianforests.am
. . . 38 Moscovian St., Apt 10, Yerevan | 54 15 29 . .
Tufenkian, Jeffrey President Armenian Forests NGO 375002 Fax 58 20 39 jeffrey@armenianforests.am
Agribusiness Teaching Center 58 79 57,

Urutyan, Vardan

Deputy Executive Director

(ATC)

74 Teryan Str., Yerevan 375009

mob: 091 56 62 21

vardan@icare.am

Wild, Deborah

Programming and Training
Officer

US Peace Corps

33 Clarents Str. Yerevan 375025

524-450 or 551-365

dwild@am.peacecorps.gov

Yeghiazaryan, Gurgen

Head of Extension
Department

Extension Department

74 Teryan Str., Yerevan 375009

54 05 86
mob: 09120 41 72

Yeghiazaryan, Hrant

Loan Specialist

Center for Agribusiness and Rural
Development (CARD)

74 Teryan Str., Yerevan 375009

37410545712

hrant@card.am

(0255) 2-44-83

Yeranosyan, Arkadi Director "Getik" Water Users Association Nalband Village, Lori Marz mob: 091 - 45-78-
94
Yesayan, Armen Director RASC Shahoumyan 5, Yeghegnadzor 0281- 2-012

Town, Vayots Dzor Marz

Zalinyan, Karen

Head of the Club

Agricultural Credit Club, Dairy
Cooperative

Gargar Village, Lori Marz

Tel: 0256 - 2-32-25




