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The paper argues that optimal use of the Deep and Comprehensive Free Trade Agreement
with the EU is of critical importance for the participating countries. Only Georgia, Moldova and
Ukraine have signed the Association agreements with the European Union out of post-communist
former USSR member countries. The aim of the research is to study export potentials and factors
affecting the growth of export of post-socialist and European integration supporting countries
participating in this agreement. The paper also attempts to identify the benefits of deep and
comprehensive trade with the EU for economic development of the countries. At this stage of
research, it has been revealed that Georgia cannot benefit from the advantages that the contract
provides due to certain subjective and objective factors that underpin the development of export
potential of the national production. A shift to new goals has led to the disruption of industrial
forces in most of the countries, and also eliminated the traditional manufacturing fields in which
these countries had a comparative and absolute advantage. In order to determine whether a local
producer is ready to benefit from the EU's Deep and Comprehensive Trade Regime, in July-
September, 2017, a survey among the entrepreneurs was carried out. The results evidenced that the
major problem for local producers was the lack of awareness on the preferences that the EU
market provides. Besides, most manufacturers fail to produce the number of products that will
satisfy the customers and most of them do not have quality assurance certificates. To improve the
situation, the study seeks to suggest measures and develop marketing recommendations to be
implemented by the country, which are supposed to become universal to those countries that have
signed the FTA with Georgia and face similar problems.
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ITaata Apomnase, I'ena MamyJianse
Bbamymcokuit oepycaenuii ynieepcumem imeni llloma Pycmaeeni, I py3ia
Bitaniii Cep:kaHoB
Yorccopoocwvkuii nayionanvnuii ynieepcumem
IMPOBJIEMH EKCITIOPTY BITYHU3HSHUX TOBAPIB B YMOBAX IOI'JINBJIEHOI 1
BCEOCSI’KHOI 30HM BUIBHOI TOPT'IBJII 3 €C: IPUKJIAJ I'PY3II
Y cmammi obrpynmosyemuvcs, wo onmumanvhe SUKOpUCMAaHHA Yeoou npo noziubneny i
8CEOCANCHY 30HY 8iNbHOI mopeieni 3 €C € KpumuuHo 8axcaueum ons Kpain-yuacnuys. Jluwe I pysis,
Monoosa i Yxpaina 3 nocmrxomynicmuynux Kpain xoauwinboeo CPCP nionucanu Yeoou npo
acoyiayito 3 €sponeticokum Corozom. Memoio 00cnioHcenHs € GUEUEHHS eKCNOPMHO20 NOMEHYIANY
ma ¢hakmopis, wo 6nAUarOMb HA 3POCMAHHS eKCHOPMY NOCMCOYIANICIMUYHUX KPAiH ma KpaiH-
yuacuuyb y2o00u npo espoinmezpayiro. Ocobnusuti axkyeHm 3poOieHo HaA GUABNEHHI nepesaz
noenubnenoi ma eceocsiichoi mopeieni 3 €C 0nsa ekoHoMiuH020 po3sumky Kpain. Ha yvomy emani
oocnioxcents gusasneno, wo 1 py3isa ne Modce cKOpUCmMamucs mumu nepeeazamu, Axi nepeodaveHi
0aHoI0 200010, 8 CUNY NEeBHUX CYO'€KMUBHUX MA 00'€KMUSHUX axkmopis, wo nexcams 8 OCHOBI
PO36UMKY eKCNOPMHO20 NOMEHYIANY 8IMYUZHAHO020 6upobHUymsa. Ilepexio 0o Hosux yinel npu3eie
00 NesHUX 8UPOOHUYUX OUCOANAHCIB Y OLILUWOCMI KPAiH, A MAKOXC CAPUAB SUYYEHHIO MPAOUYIUHUX
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cgpep supobHuymea, 6 AKUX Yi Kpainu Maioms NOpi6HANbHI ma abcontomui nepesazu. [na mozo uwjodo
BUZHAYUUMU, YU 20MOGI MICYeBi UPOOHUKU OMPUMYBAU 8U200U 8i0 PEHCUMY CMBOPEHHS 2TUOOKOI i
gceocsancHoi 30nu ginbHoi mopeieni 3 €C, y aunui-eepecui 2017 poxy 06y10 nposedeno onumyeaHHs;
ceped nionpuemyie. Pezynomamu ceiduams, WO OCHOBHOW NPOOIEMOIO 0N  BIMYUSHAHUX
BUPOOHUKIG € i0cymHicmb noiHpopmosarnocmi wooo npegepenyii, ski Haoae punok €C. Kpim
moz2o, Oinbwicmb GUPOOHUKIE He BUPOOIAIMb NPOOVKYII, 30AMHY 3A0080JbHUMU NOMpedU
KIIEHMIB, a Makodic bazamo 3 HUX He maroms cepmugpikamis akocmi. [L]o6 noainwumu cumyayiio,
8 00CNIONCEHH] NOCMABIEHO 3A60AHHS 3ANPONOHY8AMU 3AX00U MA PO3POOUMU MAPKEMUH208I
peKkomeHnoayii, AKi, AK nepeodavacmvcs, MONXCYMb CMAMU VHIBEPCATbHUMU O KpAiH, Wo
nionucanu Y200u npo no2iubieny i 8ceocsaicHy 301y invHoi mopeieni 3 1 py3ieio i cmukaromvcs 3
AHANO2TYHUMU NPOOIEMAMU.
Knwuoei cnosa: I pyzia, €C, ginbna mopeisis, eKcnopmHuti Nomenyia.

ITaata Apomnase, I'ena MamyJiianse
bamymckuii 2ocyoapcmeennwiit ynueepcumem umenu [llloma Pycmaeenu, I py3us
Butammii Cep:xanon
Yorccopoockuii nayuonanwvnwit ynueepcumem
MPOBJIEMbI 9KCIIOPTA OTEUECTBEHHBIX TOBAPOB
B YCJIOBUAX YIJTYBJEHHON 1 BCEOFBEMUIIONIEN 30HbBI
CBOBOJIHOM TOPI'OBJIM C EC: TIPUMEP I'PY3UHN

B cmamve obocnogvisaemcs, umo onmumanvhoe ucnoavsoganue Cozrauenus 00
yenybneHHol u eceobvematowel 30He c60600Hou mopeosie ¢ EC agnaemcs Kpumuyecku 8aiCHbiM
ona cmpan-yuacmuuy. Tonvko Ipyzus, Mondosa u Ykpauna u3 nocmKOMMYHUCMUYECKUX CIMPAH
ovisueco CCCP noonucanu Coenawenus 06 accoyuayuu c Eeponetickum Cowsom. Llenvio
UCCe008AHUSL ABNAEMC S U3YUeHUEe IKCHOPMHO20 NOMEHYUaNa u Gaxkmopos, GIusOwWUx Ha pocm
IKCNOPMA NOCMCOYUATUCIMUYECKUX CIMPAH U CMPAH-YYACMHUY CO2NAULEHUS O e8POUHMePaAYULU.
Ocobvlii akyenm coenam Ha 8biAGIEeHUU NPEUMYUIECME Y2lyONeHHOU U 8ce00beMIIouell Mmop2oeiu ¢
EC ona sxonomuueckoco paszsumusi cmpan. Ha Oannom smane uccine0osanus 8vlaeleHo, 4mo
I'py3us ne Mmodcem 60CNONB308AMbCS MEMU NPEUMYUECmBaMU, KOmopbvie npedyCMOmMpeHbl
OGHHBIM CO2NAUIeHUEM, 6 CUTY ONpeoeNeHHbIX CYOLEeKMUBHbIX U O0O0BbEeKMUBHLIX (HAaKmopos,
KOMOopble 1excam 8 0CHOBe pa3eumus IKCHOPMHO20 NOMEHYUAA OMe4ecm8eHHO20 NPOU3BOOCMEA.
Ilepexo0 K HOBbIM yenaM npugeil K ONPeOeleHHbIM NPOU3BOOCMEEHHbIM OUCOANAHCAM 8
Oonvwuncmee Cmpan, a makdHce CnocoOCMBO8AN  UCKIIOUEHUIO  MPAOUYUOHHBIX — chep
npou3600Cmea, 8 KOMopbix dMu CIMpaHvl UMerom CPAGHUMENbHOe U aDCOIIOMHOe NPEeUMYUecmeo.
Jna moeo umobwl onpedenums, 20MOGvl U MeECMHble NPOUIBOOUMENU NOLYYAMb 6bl200bl OM
pedicuma co30anus 2ny0oKol u eceobvemarowel 30Hbl c80000HOU mopeosiu ¢ EC, & uione-
cenmsbpe 2017 200a Ovll  mpogedeH onpoc cpedu npeonpunumameneu. Pezyromamor
CBUOEENbCMEYION, YMO OCHOBHOU NPOOIEMOU Olisl OMEeYeCmEeHHbIX NPoU38ooUumenell sA61emcs
omcymcmeue 0c8e0OMIeHHOCU 0 npegepenyusax, komopuvle npeoocmasniem pwvihok EC. Kpome
Mo2o, OONLWUHCIEO NpOU38oOUmenell He NPouU3B00am NPOOYKYUr0, CROCOOHYIO YO081em8opUmbsb
nompebHOCmU KIUEHMO8, d MAaKice MHO2Ue U3 HUX He umerom cepmuguxkamos kavecmea. moodul
VAYYMUMb CUMYAYUIo, 8 UCCIe008AHUU NOCMABIeHd 3a0aia NPeodlodCums Mepbl U pazpabomams
MapKemuHzo8bie peKomMeHOayul, Komopwvie, KaK npeonoidazaemcs, Mo2ym cmamo YHUEEPCATbHbIMU
onss cmpan, noonucasuwiux Coenauwenusi 06 yenyoneHHOU U 6ceobvemmowel 30He Cc80000HOU
mopzoéne c I pysueti u cmaniku8aomcs ¢ aHAI02UYHBIMU NPOOIEMAMU.

Knioueswte cnosa: I pysus, EC, c60600Has mopeoeis, SKCHOPMHbLU NOMEHYUAL.
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Introduction. After gaining independence, Georgia is going through the difficult ways of
development. Economic and political problems are of vital importance from many problems. The
most important basis of political problems is tense relations with Russia, resulting in 20% of the
country being occupied by Russia. he main problem with Georgia's northern neighbor stems from
the fact that Georgia has a favorable geopolitical location, which is expressed by the existence of
many international pipelines and gas pipelines. Largest transit potential of country is obviously
clear — it enables Europe to cheaply and uninterrupted get Caspian, Asian oils in general and natural
gas bypassing Russia. Russia's attempt to return Georgia to its own influence orbit has no
consequence, because Georgia has historically chosen the European way of its development.

Georgia’s aspiration for European integration has not only political but also economic
importance — Georgia has been depended on Russian market for years. Since 2006 the country
export potential has been reduced dramatically, as Russia banned Georgian export to Russia in
2006, that caused necessity for diversification of foreign markets and first of all for adopting
European markets. Regarding this, it is very important to note that since September 1, 2014, a large
part of the Association Agreement has entered into force, including part of the Deep and
Comprehensive Free Trade Area (DCFTA) of the Association Agreement. In December 2015, the
ratification process for the Georgia-EU Association Agreement was completed by the EU member
states.

The purposes of this particular research are to:

1. Provide comparative characterizing of export potential of Georgia, determining the range
of products that Georgia can offer to the EU markets.

2. Identify the relative advantages of producing goods for export in the post-
communist/post-socialistic countries which are currently supporting the idea of European
integration.

3. Determine those factors due to which Georgia cannot fully use the advantages the
Agreement grants.

4. Study the actual willingness of Georgian entrepreneurs to export their products to the EU
markets.

1. Research methodology. During the preparation process of the work the normative acts
have been elaborated and analyzed, which was published by the Government of Georgia after the
Association Agreement has been signed, for the research Export data of Georgia carried out in
2007-2016 was used. Realized export per person of population is calculated and is compared with
the similar figures in Ukraine and Moldova. The basic method of research are grouping statistical
information and analysis method, comparison method. In the process of research, the data from
2007-2016 were worked out, and the trend was identified for the ongoing processes. The
information was taken from the website of the National Statistics Office of Georgia, in the
theoretical part of the thesis general data is analyzed, in the practical part — tables, graphs and
dynamics indicators, which are compared to each other. Based on the survey conducted it is
analyzed that Georgian manufacturers are ready to export products produced on the EU market. The
final conclusions conform to the tasks set out at the beginning of the research.

2. Current Situation of Export Potential of Georgia. After gaining independence Georgia’s
main challenge is to increase the export potential of nationally produced goods. Improvement of
country’s socio-economic situation, local currency stability and employment growth is depended on
this. In 1999 Georgia became the WTO member country. In 1996 Georgia applied for the WTO
membership. The document was signed on 6 October 1999 and after the ratification act by the
parliament on 14 June 2000 Georgia became a full 137" member of the WTO.

As a result of joining the WTO:

* Georgia’s integration into the world economic system has been strengthened.
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* By joining the WTO, Georgian legislative base has been harmonized with European,
which is vital for achieving a strategic goal of integration with EU.

 International market conditions for Georgian export products have been improved.
Georgian entrepreneurs are protected from discrimination by the WTO multilateral agreements on
these markets.

» Georgia received opportunity to fairly solve the disputed issues raised in the goods and
service trade field.

* Environment for attracting foreign investments was improved, because the investor got a
guarantee of long-term trading policy and international markets were open for Georgian products.

* Georgia received a full member vote for participation in the WTO bilateral and
multilateral negotiations.

Prior to DCFTA Georgia enjoyed benefited from the EU's Generalized System of
Preferences (GSP +) regime. It allowed privileges on 7200 products, which means in trade with the
EU, 90% of trade turnover used advantage of zero tariffs.

Agricultural products have particular importance in export potential of Georgia. Although
agriculture is only 9.1% of gross domestic product, its export potential is noteworthy. Hazelnuts and
other types of nuts are the basic export products and for 2016 it accounted 8.5% of the whole
exported products. The largest export market for Georgian hazelnut (60% of market) includes the
European countries. Apart from Georgia, unbroken nuts and hearts of nuts are exported to the EU
by Turkey, Chile, France, the USA, Azerbaijan, Italy and Holland. In the European market Georgia
with Turkey is considered one of the largest suppliers of nuts. In 2009-2012 Georgia was held on
the fifth place among exporting countries to the EU, by unbroken nuts — at the third place. The
exception was in 2011 when Georgia took the second place by export volume of unbroken nuts
among exporting countries in the EU. In spite of Georgia is considered one of the biggest suppliers
of nuts in the European countries, it does not participate in determining of the market price. At the
same time Georgian unbroken nuts and hearts of nuts are sold on the European market at the lowest
price. If 1kg of Turkish nuts cost 7.2 $ on the EU market, the cost of 1 kg of Georgian nuts is not
more than 6.5 $.

According to data from January-September 2017, the main Georgian export products are
copper ores, ferro-alloys, re-export of sedan automobiles, wine and medicines.

The Figure 1 shows that the main export potential of the country is the natural resourses and
re-export of sedan automobiles. Such kind of situation is typical for the countries with less
developed manufacturing process. They can not create the export products and are satisfied with
only exporting resources. About wine export, its volume is increasing year by year. Despite the free
and comprehensive trade regime with the EU, Georgian export is directed to the close foreign
countries and first of all Federation of Russia, according to the data of 3rd quarters in 2017 it holds
14.1%, followed by Azerbaijan — 8.6%, then Turkey — (8.5%) and Armenia (7.5%), the only
country which represents a distance abroad is China, which holds 8.3% of Georgian product export.
Such distribution of the export directions is mainly derived from the fact that the Russian
Federation market, despite the lack of diplomatic relations with Georgia, remains in the historical
memory and is attractive for the local manufacturers. The main Georgian product exported to the
northern country is alcoholic drinks, subtropical fruits and mineral water. The war between Russia
and Georgia in 2008 changed the situation, this relationship was practically reduced but in 2012
after parliamentary elections, Russian market became more or less accessible for Georgian
manufactures.

In terms of exporting, Russia, Turkey and China are the main trading partners of Georgia.
26% of total export is made by these countries. The EU member countries have the next situation.
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Ferroalloys
12.2%

5.1%
Figure 1. Share of major commodity positions by exports January-September 2017

Table 1
External trade of Georgia by European Union countries
2012 2013 2014 2015 2016
Total Exports 2376.6 2901.3 2861 2204.7 2113.1
of which:
European Union countries 353 607.2 624.2 645.2 572.1
14.90% 20.90% 21.80% 29.30% 27%

As the table shows, export to the EU countries is growing annually but it is insufficient,
because a small amount of export cannot guarantee performing the task that Georgia needs which
stands in front of Georgia as the country which has aspiration of being integrated in Europe.

3. Importance of DCFTA for increasing export potential. DCFTA is a mechanism of
Georgia’s economic integration with the EU and allows Georgia to receive gradually three out of
four freedoms of the EU internal market: free movement of goods, services and capital. As for the
fourth — visa liberalization, changed regulation N539/2001 of European Union Council which was
published on March 8 2017 in the official journal of the European Union, according to which
Georgia has moved into the list of countries with a visa-free regime. DCFTA is capable to change
the situation on the local market too. As manufacturing is being developed according to the EU
standards, it means that the local customers are consuming the products produced by European
standards.

Generally, free trade promotes abolishing of tariffs and the most common barriers of trading
and establishes them only if export surpasses the respective quota (if any) or exceeds the agreed
number of exported products which are determined by the anti-counterfeiting mechanism. The main
barrier is technical and these barriers are: technical regulations, standards, certification procedures,
etc. which differs by countries and primarily aims consumer health care. Accordingly, the export
product has problems in the country with strict regulations. This list also contains agricultural
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products produced in Georgia, which in some cases fail to meet the EU regulations and standards
and endanger health of their country’s population too.

The benefit resulting from DCFTA means:

- GDP growth by 1.7% in a short term perspective and 4.3% growth in a long term
perspective;

- export growth by 9% in a short term perspective and 12% growth in a long term
perspective;

- for next five years, there is a great prospect for exporting of raw and processed vegetable
products, which increase may count 4%; the average salary increase by 3.6% in a long term
perspective;

- consumer price reduction by 1% and 0.6% in a long term perspective;

- annual saving about 10.8 million Euros by the EU importers and saving about
84.2 million Euros by their Georgian partners;

- diversification of the sales market by Georgian manufactures in the countries having most
stabile, open and transparent game rules and growing demand;

- increasing of investments in Georgia and new work places; promoting of new enterprises
and supporting of increasing of export products;

- Improvement of agro-food safety standards not only for the export products but also for
the products placed on the local market;

- Export of Georgian products to the EU (if technical requirements are met) with zero
customs tariff; increasing competitiveness of Georgian companies on the international market.
Meeting with the strict regulations of the EU, they will pave the way to other countries of the world;
accessing Georgian goods/services in the state procurement of the EU member countries; provision
of services from Georgia to the EU market without opening the branches in the EU.

The Benefit recived by DCFTA is not so obvious yet. However, within DCFTA, allowance
covers 9 600 titles, including agricultural products that previously did not use the EU preferences.
Such products are for example: wine, live animals, mutton and goat meat, tomato, wool etc.
According to DCFTA, customs duty is canceled for the products made in the EU and imported in
Georgia, as well as for Georgian products made in Georgia and exported in the EU. There are also
exceptions which must be taken into consideration when exporting to the EU. Such as:

1. Customs duty on Georgian produced garlic is established only in that case if export
volume from Georgia to the EU countries exceeds the tariff quota of 220 tons. Garlic produced in
Georgia will be imported in the EU without customs duty at the given volume only within one
calendar year.

2. There are 28 types of agricultural products that are only subject to customs duties in some
cases, so alled paying “entry price” without any ad valorem component. Ad valorem is annulled on
Georgian origin products, while it can be added to the group of 28 items listed above in an usual
trade regime.

4. The first results of Association Agreement with the European Union: export data
comparision. On 27 June 2014, Moldova and Georgia signed Association Agreement with the EU
in Brussels; according to the agreement the countries adopted deep and comprehensive free trade
regime (DCFTA). According to the EU Commission statistics, Moldavian product export in Europe
was increased by 20.4% and reached 1 billion 159 million Euros in the same year comparing with
the previous year, while Georgian export was on the contrary, it fell by 1,5% and counted
657 million Euros. The EU introduced the ENP action plan to Moldova (as with Georgia) in 2005
and also granted with the additional autonomous trade preferences (ATP) after three years. The
reason was Romania’s access to the EU. Moldova has a special relationship with a neighboring
country: during the period of the First and the Second world wars Moldova was a part of Romania
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but after the World War II it became one of the Soviet Union republics. Moldova was Romania’s
subject of interest after gaining its independence in 1991. Moldova was the main partner of
Romania with a free trade regime until January 1 2007. The negative results caused by Romania’s
access to the EU and the restrictions of this regime were balanced when the new preferences were
given to Moldova in 2008. Moldova received permission to export certain products with certain
quotas into the EU including meat (poultry), meat products, dairy products, wheat, maize and sugar,
as for some fruits and vegetables they were exempted from the ad valorem tax (it is noteworthy that
Georgia, as a member of the WTO had GSP+ trade regime, which practically was not adopted).
Russia is one of the major markets for Moldavian products. Recent years Moldova has been trying
to replace Russia with the EU market. Russia was withdrawn from the list of strategic partners in
the country development plan of Moldova in 2009-2015, because Moldavian products (mainly
wine, fruits, vegetable) had been repeatedly under the embargo in the neighboring country.
Accordingly, EU share in Moldova’s export was almost half — 46% in 2014, as for Russia, its share
was reduced by 18% in 2014 while Russia had 31% of exports share in 2004.

Georgian exports share was 21% in the European Union countries in 2014 and it has just
been increased by 2% for last ten years. Azerbaijan takes the first place (24%) among export
countries, Russia’s export share was 16% in 2004, but its share fell by 2% in 2008 (due to embargo)
but last year it was increased to 10%.

The export of agricultural products from Moldova to the EU increased by 31% comparing
with a previous year and reached 375 million Euros in 2014. Vegetables took the leading place and
supply increased by 54% and reached 203 million euros. It should be noted that the teritory of
Moldova is twice smaller than Georgia — 34 square kilometres, though it has a good climate and is
located mainly on the plains. Accordingly, agriculture holds more than 20% of the country’s
economy. Georgia’s agricultural products exported to the EU by 2014 amounted only 155 million
Euros, however, compared to the previous year 26% of growth was detected. As for the vegetables,
this indicator was estimated by 113 million Euros.

Moldavian wine export indicator to EU countries is also very significant. The volume of sale
of alcoholic beverages in the EU countries was increased by 7% and reached 23 million Euros.
Poland is on the top of export countries with 30%, where product of 7 million Euros was exported,
the Czech Republic takes the second place (5,8 million Euros) and Romania takes the third place
(3,6 million Euros). It is significant that Moldavian wine price is very low — the average cost of per
liter is one Euro. Moldova exceeds Georgia seven times in wine exporting in the EU. Only 3 million
liters of Georgian wine was exported to the EU in 2014 and there was 10% decrease comparing
with 2013, but in value it increased by 9% and was 9 million Euros. It is worth of mentioning that
the average price of Georgian wine is about 3 Euros (it is 3 times expensive than Moldavian wine)
its value increased by 30% compared to 2013. Poland is introduced as the main export country in
the EU for Georgia, where a third of total volume is sold, next is Latvia (2,3 million Euros) and
Lithuania (1,4 million Euros). We exported production of only 70 000 Euros to the Czech Republic
in 2014. Georgian wine exports volume (depicted in liters) raised just by 30% in the EU, while
Moldova doubled its exports in 2008—-2014.

As for Ukraine, despite Association Agreement with the EU, country’s investment and
export index was deteriorated. The key reason for this is the armed conflicts in Donbass and the
political crisis. According to the data of 2014, export of Ukraine to the EU was raised only by 5%.
Nearly half of Ukrainian exports are metallurgical industry products, agricultural products and raw
materials. Industrial products, chemical industry, mechanical engineering and oil refining products
export are very significant as well.

It is worth of noting that in Ukraine it is considered that reduction of customs duties, taxes
and exempting on some products is negatively impacted on development of internal producing. The
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same situation was with Georgia when the customs duties were abolished on import; there was fear
that the local product might have been replaced by the imported product totally, because it was
considered that the local product was unable to endure competition, but it occurred on the contrary,
quality of Georgian manufactured products was improved within competition terms. The fear of
Ukrainian side is caused by the fact that if a large number of industrial raw materials are exported to
the EU without export taxes, it will have an impact on development of Ukrainian industry as well as
the revenue of the state budget will be reduced. It is possible to note that such reasoning is logical
because indirect taxes take a significant place in Ukraine’s budget revenues (like in Georgia), but
the revenue deficit can be compensated by the benefits of free trade regime with Europe. In the
short run perspective, revenues can be reduced, but the fact is that in the long term perspective, the
increased export will create additional jobs and that will grow the direct taxes in the budget.
Strategic calculation, the advantage of free trade with the EU — is clear. It can benefit more than
short-term budgetary losses.

Table 2

Export for 1 person 2007-2016 Years

Years Country EXPOR;; (Billion Population (million) Export ﬁ()é)l person
Georgia 1,113 4,394 253,3
2007 Ukraine 58,3 42,5 1371,7
Moldova 1,97 3,581 550
Georgia 1,326 4,382 302,6
2008 Ukraine 78,7 46,2 1703
Moldova 2,21 3,572 618
Georgia 0,990 4,385 225,7
2009 Ukraine 49,3 46,0 1072
Moldova 1,62 3,567 454
Georgia 1,380 4.4 311,1
2010 Ukraine - 45,7 -
Moldova 1,93 3,56 541
Georgia 1,7 4,52 378.8
2011 Ukraine 82,1 45,6 1799
Moldova 2,77 3,56 778
Georgia 1,606 4,6 357,1
2012 Ukraine 82,3 45,6 1807
Moldova 2,74 3,6 769
Georgia 1,812 4,483 404,1
2013 Ukraine 63,3 454 1393
Moldova 2,91 3,56 817
Georgia 1,873 3,714 504,3
2014 Ukraine 53,9 43,0 1253,5
Moldova 2,97 3,557 834
Georgia 1,637 3,720 440
2015 Ukraine 38,1 427,6 891
Moldova 2,4 3,555 675
Georgia 1,657 3,718 445,6
2016 Ukraine 44,9 42,6 1054
Moldova 2,01 3,553 565
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As it is shown on the table, the export indicator is growing annually in Moldova and in
Georgia. In Ukraine, its indicator has been reduced recently, caused by the war situation, political
and economic crises and a tense relationship with Russia. For comparison, the export index is
calculated for per capita. According to which among three countries Ukraine holds the first place
followed by Moldova and Georgia, but this growth of Georgia is due to decrease of population not
to growth of economic and export potential. Population of Georgia has been reduced nearly by 1%
recent years.

5. Local entrepreneurs readiness for free trade regime with the EU-Research analysis.
Association Agreement with the EU allows Georgian entrepreneurs to get into the EU markets
which is stable with growing demand on natural and organic products and the most important thing
for Georgian entrepreneurs is that there are consumers with high buying power. According to the
analysis, the main direction of export to the EU is agriculture products. Currently, up to 50
Georgian companies meet with the requirements of Food Safety Management — ISO 22000. Wine
and alcoholic beverages are the main source of agricultural products. These products enter to the
European markets every year, but there are also some seasonal products that do not get into foreign
market with a large number. For example: hazelnuts and other types of nuts.

For the EU market, only those manufacturers are interesting that guarantee to provide
continuous supply, production quality and quantity. According to these three criteria, Georgian
Companies’ readiness can be analyzed to meet these requirements and have the quality certificate.
In July-September 2017, we surveyed people from more than 100 companies in Georgia, especially
on the territory of Ajara Autonomous Republic, they operate not only on the local market but also
export their products abroad but not to the EU markets. The key reason to research Autonomous
Republic of Ajara was its favorable location: Ajara owns a seaport, important international
highways lie on its territory, the nearest location to the state border is an advantage for entering
foreign countries’ market, international tourism is developed, which promotes local products’
awareness on the international market.

The key goal of research was to determine willingness of Georgian manufacturers to use
free trade component and export their product to the EU markets.

According to the size terms, we divided companies into three categories: small — number of
employees not more than 50 people, average — 50-100 and large — more than 100 people. Most of
the respondents are from small and medium companies.

According to manufacturing 30% is a service enterprise, 40% — manufactures products and
the others are mixed trade companies. Among product manufacturing, agricultural companies hold a
large place, which are mainly focused on seasonal subtropical production, including 7 nut
processing enterprises. The table was made based on the obtained results, which display enterprises’
readiness to export their products to the EU markets and also there were revealed hindering factors
that have to be overcome by joint working of the state and enterprises.

The main problem of Georgian manufacturers’ can be devided into three parts: qualitative-
quantitative, informational, financial and marketing type.

Most of enterprises fail to continuously provide a large number of products to the EU
markets and guarantee international and European standards of product. The means of majority
enterprises do not correspond to the modern manufacturing needs, most of them are outdated that
result in product quality and quantity. The reason is not only absence of quality certificates but also
low standards of the products, which don not correspond to the recognized standards. As the survey
showed, most of manufactures do not have the standard certificate, it is impossible to export to the
EU without that certificate. All entrepreneurs have a desire to own the certificate, but low revenues
do not allow them to do that. At the same time a big number of manufacturers had no idea on
preferences given by free trade agreement with the EU.
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Table 3
Manufacturers Survey Results
Tvpes of The number | Do you |Do you Have a ]?IZV?;
ypes of export or desire to . problems solutions
enterprises quality
respondents not? export? certificate?
Small yes — 20, no — Financial; 1. Providing
scale 48 only 3 15, I do not 0 lack of more
know — 13 production information.
Medium yes — 30, no — Lack of 2. State
scale 40 Only 7 10 3 information | participation in
stimulation.
Cannot meet
Large with client’s 3 State
) 12 only 2 yes — 12 4 dof assistance for
seate - dealing with
quantity quality issues

- It turned out that only 15% of the interviewed respondents were more or less familiar
with the issues of the EU partnership. The rest of the enterprises do not have information on
benefits, they will get from the export to the EU. There is another topic too- some manufacturers do
not want to produce export products. That itself hinders the process of innovative improvement that
is fully reflected on developing of innovative, competitive economy in the country. The lack of
information is also evident in that fact that the enterprises do not have the direct contact with the
customer, do not study market needs and do not plan manufacturing on the bases of relevant
preliminary studies;

- The key financial problem is that most of enterprises do not have a working capital. The
solution is to take business loans that are less available for enterprises because they do not have the
right amount of the main resources that can afford the loan. The majority of Georgian banks are
funded by European Bank of Reconstruction and Development and they issue “European Business
loans”, the loan volume is from 100 000 $ to $ 3 million, the main period is 5—10 years. According
to the data of World Bank, the average interest rate for business loan in Georgia is 12.5% , which is
5-5.5% less than in Azerbaijan and Armenia, although 8—9% higher than in the USA, Israel and the
Czech Republic. In such circumstances, it is unfavorable to take loans for the local companies
because the risk factor is quit high.

- The key marketing problem is that the new marketing approaches are needed to grow
export potential of the company in order to identify the export markets where the production can be
exported successfully. The essential term for increasing the export potential in our economic
practice is to master the methods and techniques of modern international marketing by the
management and the staff of the company, in another case it is not possible to conduct successful
activities on the foreign markets without knowing the market situation. The marketing manager
should know the international market conjuncture, the level of competition on the export market,
goods and other significant rules related to goods, management and competitiveness. Getting
acquainted with this specific knowledge assists to be conducted relevant marketing activities easily
and effectively. Many companies having all technological potential to manufacture quality goods
are not capable to work effectively on the foreign markets. Partially, it is caused by the fact that the
company does not have the relevant marketing strategy that can be focused on the target groups of
foreign countries, competitive advantages and suited to existing opportunities of the enterprise.
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The bases to be successful on the foreign market is the competitive advantage and
rationality, to think and act more quickly and appropriately than the competitor, so the manufacturer
should provide the customers with the better terms than the competitor. The methods to research
foreign markets should be used in this direction, which will determine the key factors of success to
hold the best portion than the competitor. To perform above mentioned the specific action plan
should be created and the following strategic issues should be formed: new product development
strategies; pricing policy; sales and distribution policy and so on.

Depending on the above, we can conclude that the Georgian manufacturer is not ready yet to
fully use deep and comprehensive trade conditions with the EU. This situation demands different
actions to be carried out.

Conclusions. In order to get the Georgian manufacturer ready to export the products to the
EU markets, it is necessary to carry out the specific activities with maximum results. In this respect,
the policy pursued by the state is important. One of the expressions of this is that since 2018, the
Agency will be established in Georgia that will insure the risks associated with export transactions
of products or services. The agency will promote to increase export potential of Georgia and
enhance Georgian companies competitiveness on the international markets by insuring of the credit
risks, offering of financial instruments and generally by opportunities accessing the finances. With
the help of the agency, the exporters will solve the major problems faced by them. In particular,
they will be able to insure the risks associated with the international trade transactions and a rapid
deal with the problem referring the lack of working capital. On this purpose, the agency will offer
the export insurance to the export companies as well as the guarantees that will provide additional
support during the period of attaining the working capital from the commercial banks. Apart from
these, it is necessary to carry out such activities where the state authorities will be involved on one
side and the enterprises themselves will express their readiness on the other side. These activities
can be divided as state stimulating and enterprise marketing activity:

- The state have to enhance informing the manufactures, for assuring them of advantages
of adopting of deep and comprehensive trade regime with the EU. It is favorable because
enterprises revenues will grow that will indirectly raise the country budget, will facilitate the
introduction of innovative economics and by the way, product quality according to European
standards is very important for developing the local market too.

- Promoting the manufacturers quality assurance means to assist in obtaining of European
standard certificate. As the study has showed, the part of enterprises cannot get to the EU markets,
because they cannot deal with the organizational issues to obtain the quality certificate. The state
can solve the organizational issues and assist the enterprises to overcome this.

- The financial provision of the manufacturers will be acceptable if the state sets an
exporting financial support fund that will provide long-term, low-cost loans to those enterprises
which have a prospect to export its products to the EU.

- Applying international marketing methods, that is the inevitable for successful product
sales on the foreign markets. It is impossible to conduct any kind of successful activities without
knowing the situation of the foreign markets. So, the firms which export their products should use
the market research methods, on the research bases, market conjunctive indicators will be
determined and current situation on the market will be analyzed. As a result, the key issues, the
factors of success will be set, which is the bases of gaining advantages over the competitors. On this
purpose, a specific action plan should be developed and the following strategic issues should be
formed: firms’ orientation on clients’ needs, use of lots of mixed marketing tools, purposeful
coordination of all activities which have been carried out in the field of sales.

- Adjusting the right price policy, is the key of marketing program and significantly
impacts on goods competitiveness and at the same time, is the peculiar guarantee of maintaining the
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commercial risk. That is why while the enterprises are forming pricing policy they must take into
consideration existing prices and trends of pricing policy of those markets where they have already
exported or plan to export.

- Continuous improvement of the product quality, which supports increasing of the product
competitiveness and export potential on the foreign markets. The product quality which must be
consistently high and that is the thing we are commited to the full membership of the World Trade
Organization. Therefore, it is necessary to develop the product quality constantly, to assess product
quality objectively requires the state examinations of the product, as well as improvement of the
certification process and to be conducted it correctly and smoothly.

- It is significant that the companies exporting goods must think of product packaging. In
many cases the products made in Georgia are better with quality and taste, but due to inappropriate
packaging they cannot attract such big attention as the imported products. This prevents the
company to be established appropriately on the foreign market and increase the export potential.
The product must be packaged in the way to meet all the market criteria.

- Increasing of awareness, that should be reflected on the consistent advertising of the
products and servises, of creating of brand long-term values and the advantage of customer
acquisition and sales stimulation. The goal of the enterprise is to provide the customer with
information about the brand or a specific product model and to provide its selling. For this purpose,
the enterprise can use the following tools: 1) creating and providing the customers with the booklets
and the posters with enclosed information about product, price and advantages; 2) using of various
advertising tools in which the main focus should be on product characteristics and advantages.
Currently, without innovative approach of advertising, it is almost incredible to have an efficient
functioning and to enhance competitiveness on the market; 3) spreading information by using of
internet sources. Participating in business forums and arraigning the trade exhibitions are one of the
best ways to increase awareness. Over 4,300 trade exhibitions are held annually in the world, which
attract more than 85 million viewers and give the seller a chance to introduce the new products and
meet the new buyers. Implementation of above mentioned activities will increase brand awareness
and customer confidence.

- First of all, gaining a competitive advantage is the ground of success on the foreign
markets which demands the strategic marketing analyses. Development prospects of the company
and evaluation of the export products’ potential will have to be determined by the strategic
marketing analyses. The firms which export goods must always think to which marketing tools can
be used for getting the maximum from the customers and what to do for this. Accordingly, the
entrepreneurs should think on creating and providing customer with the value which will make their
life easier and more comfortable. Any company should know that the good relationship with each
client is the most important asset to achieve the long-term results.

Implementation of these activities will facilitate nationally produced goods export to the
deep and comprehensive free trade area (DCFTA), which will be the ground for Georgia to be
integrated in Europe.
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