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1. Minutes of Meeting )
' Minutes of Meeting:

between the representatiﬁes
of
the Ministry of Industry and Trade of
-the Republic of Armenia |
AND
the JICA Project Identification Study Team
. on |
a Study for the Private Sector Development
in

the Republic of Armenia

Yerevan, February 27, 1998

G. Yeghj arianw H. Kato
Depudy Minister o “ Leader

Ministry of Industry and Trade Project Identification Study Team
'Acting Director of EDIPA Japan International Cooperation .

Republic of Armenia : Agency (ICA)

AL P
%ﬂ? Petrossiar/ /// /

Deputy Minisfer
Ministry of Industry and Trade
Republic of Armeni

-

A. Baibouzﬂ'{n

Deputy Minister

Ministry of Foreign Affairs
Republic of Armenia



On instruction by the Government of Japan, the Japan International Cooperation
Agency (ICA) dispatched a project identification study team ("the Team”} to the
Republic of Armenia from February 24 to 27, 1998. The purpose of the visit of the
Team was to have discussions with the Armenian authoritics concerned on a proposal
made by the Government of Armenia for a development study project for private

sector development.

During the stay of the Team in the Republic, the Team had a series of meetings with
the representatives of the Armenian authoritics concerned. A list of attendants of the

meetings is given as Annex L.

On February 27, a wrap-up meeting was held at the Ministry of Trade and Industry, and
this minutes of meeting summarizes the major points discussed and agreed on in the

meeting.

1 Conclusion

(1) Study Framework

The Team and the representative of the Armenian authorities (hereinafter
collectively "both sides”) discussed the framework of the study project (hereinafter
"the Study"), based on the original request made by the Armenian Government and
also on a presentation paper prepared by the Team. After extensive discussions, both
sides came to agree on the general framework of the Study as summarized in chapter
2 below, while understanding that the agreed framework is tentative and is subject
to further modification, development or refinement, as necessary.

(2) Further Steps to Follow

The Team stated that it is prepared, upon-its return to Japan, to recommend the
Japanese Government to take up the Study in fiscal year 1998 (April 1998 - March
1999), based on the agreement reached as mentioned above and given the

importance and significance of the Study. .
The Team also stated that, if its home government makes a favorable decision on

this matter, JICA will send another mission to Armenia shortly, to make official
agreement with the Armenian side and to kick-off the Study.



2 Framework of the Study
(1) Target of the Study

By specifying the target of the Study originally suggested by the Armenian
Government, i.e., the private sector in gencral, both sides now agreed that the Study
will cover, as its primary target, the manufacturing sector. This modification was
made in order to focus the scope of the Study to a manageable width and thus to

produce tangible outcomes with the limited resources.

(2) Procedural flow

Based on the various requests expressed by the Armeniarn side on several
meetings and drawing on the past project experiences of JICA, the Team proposed
that the Study be implemented as illustrated in the flowchart given in Annex II. The
Armenian side basically welcomed and agreed to the idea expressed in the proposal,
while maintaining that the details are to be discussed and elaborated further.

According to the flow discussed, the Study would pursue two lines of surveys: a

sector survey and a enterprise-level survey:

1) The sector survey will cover selected industrial sub sectors (See (3) below. ) and
will start with the review of the business environment and identification of

strengths and weakness, and potentials of the sub sectors. The sector survey

oration of development vision and scenario of the sub

then goes on to the elab
sures to

sectors, which will be coupled with specific recommendations on mea
be taken by the enterprises for their.development and also on measures by the
Government to facilitate such development.

2) The enterprise- level survey intends to go deeper into individual model
enterprises, i.e., enterprises with high potentials for development (See (3)
below.), and to work out practical and realizable development plans for them.
In addition, the enterprise-level survey will also provide the model
enterprises with specific suggestions and practical guidance for the
improvement of productivity, quality management, and others, intending to
realize tangible improvements even during the Study period.

3) The Study will organize various activities including organizatio

so that findings obtained and lessons learned from the above-mentioned
vey will be shared as widely as possible.

n of seminars,

sector survey and enterprise sur



(3) Sub sectors to be covered

Both sides agreed that they will decide the target sub sectors (See (2) 1) above.)
and model enterprises (See(2) 2) ahove.) before the commencement of the Study,
based on and starting from the following tentative list of target sub sectors and
model enterprises suggested by the Armenian side.

Tentative list of target sub sectors

- Hi-Tech / Rescarch and Development Institutes
. Electronics and electric engineering

. Chemical Industrics

- Bio-technology

In this connection, the Team stated that JICA would rather limit the number of
target sub sectors to a manageable level, say four maximum, given the limitation of
resources available at JICA. Thus both sides agreed to select the sub sectors, so that
maximum benefit can be derived from the Study with the available resources.

3 Important Considerations

While working out the study framework as described in 2 above, both sides noted

that:

1) the Study should basically focus on development of the export oriented
manufacturing scctor; . .

2) the Study should be conducted in such a way that it will produce specific and
tangible achievements, especially in the enterprise-level survey, in order to
obtain informative lessons and to send out clear messages to interested
enterprises; and also to develop a set of recommendations for institutional
development that are based on real and pressing needs of the enterprises;

3) the Study should pay due attention to the development of small and medium-

sized enterprises, given their important position in the Armenian industrial

structure |
4) since the Study will largely rely on information provided by enterprises, it is

imperative that the Study will select those enterprises, both for sector survey
and enterprise-level survey, that are willing to accept the Study team and

provide requested information; and
5) careful selection of the model enterprises is of critical importance for the

success of the Study.



" 4 Administration and Logistical Support of the Study

(1) Responsible Ministry and Department

The Armenian side confirmed that the Ministry of Industry and Trade will be
responsible for the implementation of the Study, and Lnterprise Development and
Foreign Investment Promotion Armenian Agency - EDIPA- (Armenian '
Development Agency) will act as the implementing body as well as a coordination
point among the various relevant authorities, including, rnter alta, the Ministry of
Finance and Economy, the Ministry of Privatization, and the Ministry of Foreign

Affairs.
(2) Study as ajoint work

Both sides confirmed that the Study is by nature a joint work by the Armenian
and Japanesc sides. In this connection and as a matter of course, the Armenian side
confirmed its willingness to bear, within its budgetary limitations, the necessary
expenses to cover the costs not covered by JICA. In addition to such financial
contribution, the Armenian side stated that it will secure reasonable number of

counterpart personncl to work together with the JICA consultant team.

(3) Undertakings by the Armenian side

The Armenian side reconfirmed that it is prepared to take the measures listed in
chapter 3 of its request letter, dated 29 August 1996, addressed to the Japanese

Government.

5 Miscellaneous Matters
(1) JICA's "development study” cooperation scheme

With the help of a video tape and pamphlets, the Team gave a general
presentation on "development study,” one of JICA's cooperation schemes. The
following are the salient points of the presentation:

1) JICA will contract-out the Study to a team of consultants, sclected by JICA.

2) Before commencement of the actual study work, a document called "Scope of
Work ("S/W") will be signed between the next JICA team dispatched to
Armenia (See 1(2) above.} and an Armenian counterpart organization. The
standard format of a5/ W is presented in the pamphlet distributed.

3) A draft of the S/W for the Study will be proposed by JICA before the visit of its

next team to Armenia.



(2) Invitation of Armenian Project Members to Japan

The Team stated that within the framework of the Study, JICA is willing to invite
some Armenian project members to Japan for observation, discussion, and/or joint

work with the team of consultants.
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Japan International Cooperation Agency (JICA)
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Dear Business Partners,

This booklet is published by EDIPA, .Enterprise Development and Investment Promotion Armenian
Agency of the Ministry of Industry and Trade. “Industrial Sector of Armenia” covers all the mining an!
manufacturing industries except for bakery and food processing (accounting for 55% of gross industria!
product) which were described earlier in “Agribusiness Sector of Armenia”. Also, the data provide:i
concern the originally state-owned sector of industry. ' '

Intended to facilitate business decision-making, the booklet is packed with essential information and i::
presented using clear, easy-to-understand graphs and charts. Our aim is to assist those interested i
making investment in Armenia and establishing lasting business relations. We have applied variou’
sources to provide the most reliability of the information submitted. We understand that in a fiercel:
competitive world, a location can make a big difference. ' '

“Industrial Sector of Armenia” provides business people a new way of looking at Arinenia, a country ¢l
fast-moving changes and advancement. We will highly appreciate your comments on the booklet

provided!
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INTRODUCTION

The Republic of Armenia, a bridge between Europe and Asia, represents an exciting new
location prospect for globally competing industrial companies.

Armenia enjoyed a prominent position among the world’s economies for its super-quality
industrial products such as jewelry, building materials, chemicals, biotech, radic
_electronic products, machine tools, devices, etc.

Nowadays operating in an open international market, the Armenian industry has
rationalized and restructured. New formed private and privatized firms and companie:
now form the basis of the Armenian industrial sector.

~ Future developments will bring opportunities to entrepreneurial local companies and
international groups seeking cost-effective, high quality, mining and manufacturing
locations giving access to the C.I.S. as well as various European and Asian markets.
Operational benefits have already spurred significant investment in the country by a range:
of famous international companies like Siemens, Transgold, etc.

A major study of the net industrial sector, the third in a series of economy studies by
EDIPA, highlights the principle reasons why international firms and enterprises have so
much to gain from doing business in Armenia. This report summarizes some of the key
information prospective investors in the Armenian industry will wish to know.

Set up to act as a single source of quality information and consultancy, EDIPA can

provide further details to meet individual companies’ specific information needs and help
reduce the inevitable “start up pain™.



EDIPA

Ministry of Industry and Trade of the Republic of Armenia
Enterprise Development and Foreign Investment Promotion Armenian Agency

10 GOOD REASONS TO INVEST IN ARMENIA

strategic axis status

The country offers outstanding accessibility to
burgeoning markets in the FSU countries and
extensive markets of a range of European and
Asian countries. '

economic and political stability

Armenia is one of the few countries among the
CEU and FSU with a continuous four-year growth
"ol national economy. In 1996 inflation was halved
to 10%, GDP grew by 5.8% and unemployment
kept in check at 9%.

risk contraction

The above mentioned macro economic
performance and outstanding cost efficiencies
mitigate the risks associated with investing in a
new venture.

international business faith

In a survey of Eastérn and Central Europe and the
former Soviet Union conducted by famous
Western experts and presented in the January-
1996 issue of the Central Ewuropean Econumic
Review, Armenia received one of the middie
ratings of the 26 countries surveyed, receiving the
second score in economic growth.

property options

Outstanding sites capable of satisfying the most
stringent logistical, infrastructure, technical and
environmental demands of industrial companies
have been identified. Modern existing production
units are aiso available.

10 EDIPA

labor quality and availability

The Armenian people are among the best educated
in the world. Industrial experience and knowledy
are particularly large and diversified. 20.4% of thic
Armenia’s workforce are employed in industry.
Redundancies from privatization continue to
increase the pool of qualified and highly skilled
labor available to new inward investors.

labor cost effectiveness

Labor costs can be 5-10 and 10-15 times less
than in most of the CIS and CEU countries
respectively. But more significantly, productivity
of some joint ventures in Armenian industry is in
line with that in Western Europe.

market dimension

Beyond accessing the growing CIS markets with
about 280 million of population, the 3.7 million
domestic consumer market itself provides a good
basis for initial developments. Presently Armenia
imports over 70% of the manufactured items
cbns_umed. '

established infrastructure and supply base

Armenia has increasingly been improving its
industry composition and product structure as well
as mining and manufacturing resources to the
needs of today’s international industry, offering
quite impressive production and sale capabilities.

Makes it easier to establish an operation in Armenia. We can draw
the strands of a development package together and reduce the
burden on companies’ management resources by providing quality
data for investinent appraisals. Acting on behalf of the Government
EDIPA’s services are of modest charge.
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GENERAL ECONOMIC PERFORMANCE

Armenia’s level of stability, both political and with regard to rapid liberalization and privatization,
has no parallet in any of the region countries. Launched on 1991, Armenian economic reform has aimed
to re-integrate the national economy with those of the developed world marked through privatization,
liberalization of prices and foreign trade, the establishment of internal currency convertibility, macto

-economic stabilization, and the attraction of foreign direct investment.

In a survey of Eastern Europe and the former Soviet Union conducted by famous Western experls
and presented in the Janvary-1996 issue of the Central Furopean Economic Review periodical, Armenia
received one of the middle ratings of the 26 countries surveyed, receiving the second score in economic
growth. Among the FSU countries, Armenia took the sixth place. The Enromoney Magazine's country
risk rating-1996 gave to Armenia a total score 28.92 for September placing the country on the 137"
position amid the 178 countries rated. Again, Armenta turned out to be the 6™ one amongst the FSU
countries. '

As a result of measures for the stabilization and structural improvement of the economy the
macroecotiomic stabilization and economic growth trend has begun from the second half of 1994. The
major achievement has been the halting of a precipitate decline in GDP which in 1994 grew by 5.4%,
recording respectively 6.9% and 5.8% growth in 1995 and 1996. In January-June 1997 GDP increased by
1.4% as compared to the same period of the last year. Inflation rates have continued to decrease after
the high 1.800 % average inflation rate in 1993 caused by introduction of the national currency, dram
(AMD) in November 1993. Average inflation dropped to 420% in 1994, 23% in 1995, and 10% in 1996.
For the first half of 1997 average monthly inflation made 2.4%. -Since mid-1994, the exchange rate,
which is free to float has also stabilized. For 1996, Armenia’s US $ 155 national debt per capita is the
lowest among the FSU countries, particularly being much less than in its nearest competitor Georgia (US
$412). <

- Such economic policies have led to unproved ratings. In March- September 1996, Armenia
improved its rank as an attractive business partner by 13 points shifted from 150" to 137" position
among the above rating by Ewromoney Magazine, Of the FSU countries, only Lithuania, Latvia, and

. Russia registered higher increase in the betterment of partner image.

Macro Economic Data

Financial and economic data 1993 1994 1995 1996 1997*
GDP (USD in bn) 1.39 1.47 1.57 1.66 -
GDP, % change from 1 year ago -14.8 6.9 5.8 5.8 1.4 |
Industrial production, % change from one year ago -10.3 6.9 24 1.2 -29
Inflation Rate (yearly) 1,800 420 23 10 144
Unemployment Rate (percent) . 54 5.8 6.9 9.3 104
Number of unemployed (thousands) 87 92 111 121 168 ;
Exports (USD in mln) 67 130 218 287 92.5 |
Imports (USD in min) 117 261 585 850 418.5 1|
Trade balance (USD in min) -50 -131 - 367 -563 -326 i
Retail sales (increase in % ) 14 52.0 125 38_ |
Average wage Real (%) 271 240 120 118 ’
Average montily wage (gross) USD 74 65 156 22 | 255 1
Gross foreign debt (USD in min) 107.5 2004 376.7 580 585 |
Consumer Prices, % change from one year ago 37 times 18 times 29.1 18.7 15.2 :
Exchange rate (period average) per USD 14 330 405 44] 480 |

* January - June

~25—
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ARMENIAN INDUSTRY OVERVIEW

Within the former Soviet Union framework, the Armenian industry sector was econom ically healthy anii
technically advanced. The Armenian industrial professionals largely succeeded in developing originai
technologies for producing high-grade chemicals, machine-tools, electrical items, jewelry, textile, etc.

In the period of from 1960 to 1980, there was virtually an industrial boom in Armenia. The establishmen:
of new enterprises accompanied with science and research developiment. An important factor was th:
availability of multibranch higher and secondary educational institutions enabling to train engineerin;
and scientific manpower as well as skilled workforce. In 1987 the gross industrial output increased 8..:
times as compared to 1960. The national industry was mainly targeted at meeting the needs of othe~
regions within the FSU. Moreover, a range of Armenian companies producing synthetic rubber.
acetylene [ilters, melamine, micro electric motors, pumps, generators, aluminum foils, molybdenun-
concentrates, etc. were either monopolists or provided the bulk of the overall market demand.

However, starting with 1991 Armenia found itself in a rather difficult economic situation. With the
collapse of the USSR the ties between enterprises were broken, and the traditional markets were lost. The
situation became complicated due to the earthquake (1/3 of productive capacities became idle} and the
conflict over Nagorno Karabakh (the transport communications were blocked).

Despite the hardships and difficulties inevitable in the way of creating an independent state, and movin;
from centrally-planned to market-oriented economy, the Armenian government has started and bee:-
continuing its impressive economic reform program with focusing on transferring the public property t
private hands. Reforms in the industry since 1990 have made important, successful reconstruction
which, today, yield significant opportunities for the inward investor. Out of 435 industrial sectos
enterprises 252 (58% of the total) were privatized by 1997, including 16 in timber industry (100%), 15¢
in light industry (75%), 17 in machine-tool construction (57%), 10 in chemicals and biotechnolog:
(48%), 8 in mining metallurgy (47%), 11 in electrical engineering (36%), 15 in building materials (35%).
16 in radio electronics (27%), and 1 in Jewelry (20%). As of October |, 1997, the privatization wa:
completed in 368, or about 85%, of formerly state-owned enterprises. The companies of private anc:
mixed property account for about 92% of the industrial output. ‘

Industry Privatization Ratio by October-1997, %
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Due to the privatization process, blockade, and transitional difficulties the Armenian industry has not
been in condition to fully realize its available potential. However, this did not bring ab.ut a sharp decline
in the sector. Moreover, since 1994 there have been good signs of a revival of pro:duction and sales.
During 1994-1996 the industrial output increased 11.5%, from USD [39 to 155 miliion. Although the
total exports fell 9%, the figure for non-CIS countries improved by 27% signing the reorientation of
Armenian industry towards new (especially, advanced) markets..

Industrial Output and Exports, USD mln
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In January-June 1997, the output amounted to USD 55 million. Exports made 42.8 mlin, or
78% of the produce, of which to non-CIS countries - 38.9 min (91% of the total).

In 1996, around 100,000 people were engaged in the industrial sector of the Republic of Armenia against

138,000 in 1995, and 112,000 in 1994. The variation and eventual decrease in the number of employees
(by July-1997 to 75,000} has been a result of the restructions took place in the industrial system.

Industrial Employment, thousands
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Market forces are driving new productive opportunities, A number of companies, able to operate
competitively with foreign firms, are having significant success in developing business links with major
international industrial firms.

The Armenian Government’s principal strategic aim is to raise the country’s export of such
manufactured items as machines and equipment fron the 1996 12% to 30% by 2000, with the help of
greenfield foreign investinent and joint ventures with local producers. ‘

o
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STRUCTURE OF THE INDUSTRIAL SECYOR

The firms have been oriented towards the production of products-in-shortage which brought about
considerable structural changes in the industrial sector of economy. Presently the dominating branch of
Armenian industry, namely jewelry, accounts for 34% of the total industrial output followed by mining
metallurgy (17%), light industry (14%), and chemicals and biotechnology (11%).

Industriai Ou{put Structure - 1997

Chemistry and

Light Industry Biotechmology

14% 1%

Building Materials
8%

Forestry

2%
Machine-lools
4%

Jewellery

Elecricat Engineering .
32%

5%
Radio Electronics

7% Mining Melallurgy
17%

As to the industrial exports, it is the two branches, particularly jewelry and mining metallurgy, that
provide the bulk of exporting items. Meanwhile, chemical industry and machine-tool construction have
been demonstrating an increasing export potential. :

Industrial Exports Structure - 1997

[ Chemestry and Biotechnology
W Jewellery

[Mining Metallurgy

[JRadio Electronics

W Elecrical Engineering:
JMachine-tool Constroction
ELight Industry

—— ]
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The industrial exports to CIS countries is mainly composed of electrical and chemical items
accounting for 51% of sales in those markets. ,

CIS Exports Structure - 1997

Cheniestry and
Light Industry Biotechnology
16% 23%

Jewellery
2%

Machine-tool
Construction §
20%

Radio Electronics
10%

Etecrical Engineering
28%

As to the industrial exports to non-CIS countries, the two branches, jewelry and mining metallurgy,
themselves account for about 98% of the total sales.

Non-CI1S Exports Structure - 1997

Mining Mctallurgy Other
23% 2%

Jewellery
75%
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Employment in the industrial sector is characterized by the high shares of electrical engine:ring, radio
electronics, and light industry (totaily 51% of workforce), followed by chemicals and biotecl:1ology and
machine-tool construction. :

Industrial Employment Structure 1997, %

Chemistry and
Light Industry Biotechnology
15% 13%

Jewelry
3%

Building Matcrials
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1%
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Radio Electronics
15%

Of 435 industrial sector companies 213 are in light industry, 59 in radio electronics, 43 in building
materials, 31 in electrical engineering, 30 in machine-tool construction, 21 in chemicals and
biotechnology, 17 in mining metallurgy, 16 in timber industry, and 3 in jewelry.

Company Structure 1997, %
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Jewelry

Since the independence of Armenia, jewelry has been accounting for the bulk of the country’s
exports as the blockade of land communications has not been affecting the indusiry. Raw
materials tor the diamond processing factories are imported from Russia, EC countries, and
South Africa. It is noteworthy that while the overall exporting of jewelry products during the
three years fell 21% the exports to non-CIS countries (particularly, Belgium) were doubled.

- Qutput and Exports, USD mln
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In January-July 1997, the production amounted to USD 18.3 million. Exports made 15.4 mln, or 15.4%
of the produce, of which 15.35 mln (99.7% of the total) to non-CIS countries.

Jewelry is represented by 5 enterprises of which just one company, Shoghakn, accounts for
78.5% of the output, and 88% of the exports. Meanwhile, it is another company, Sapfir that best
advanced during the first half of 1997 enlarging its output as much as 2.3 times the level reached
for the same period last year.

Main Companies’ Indicators - 1997

Name Emplo-| Output, | Exports, $ thous. | Export %

yees | $thous.'| CIS | Other |to Oufput
Shoghakn 719 14396 - 13515 93.9
Jewelry Plant | 1150 1246 - .- -
Sapfir 2049 2697 .| 68 1849 71.1
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Chemicals and Biotechnology

Chemical industry has long traditions and is well advanced in Armenia. The chemical enterprises
are interlinked, and themselves consume 40-45% of the local chemical produce. The main items
produced are as follows: synthetic rubber, melamine, chemical fibers, formic acid, acetic acid,
acetylene, synthetic crystal, caustic soda, paint, and varnish as well as organic chemical reagents
of 800 types. Besides, there are also plants producing vitamins and medicines. ;. :

In 1994-1996, the branch output advanced by over 16%, one of the best indicators among the
industrial sector. At the same time, the exports raised 28.6% with-a quite more significant (4.5
times!) increase in non-CIS exports.

Qutput and Exports, USD min

'@ CIS Exports
egNon-CIS Exports |

1956

In Janvary-June 1997, the industry produced output of USD 6.16 million. Exports made 0.8 min (13% of
the produce) of which to non-CIS countries - 0.073 min (9.1% of the total).

Among the 21 enterprises operating in this industry, Nairit itself accounts for 67% of
the branch’s output having enlarged its production by 35.6% during the first half this
year compared to the same period of 1996. However, Polyvinilacetate had the best
indicators: the company’s production increased 8.8 times.

Main Companies’ Indicators - 1997

Name Emplo- | Output, [Exports, 3 thous. Export.‘.’z

| yees | Sthous. | CIS | Other |to Qutput
(Nairit . .| 3513 4129 - N R
Motor-tire Plant 1448 36 36 - 100.0 -
Chemic. Fiber Plant | 1242:| 117 | .44 | . .73 | 100.0. .
Chemic. Drugs Plant | 280 | 462 | 327 | = - - 70.8
Polyvinylaceiate 864 859 | - I

-39
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Electrical Engineering

. .Among the FSU republics, Armenia took the third position in producing electrical items. The
availability of rich non-ferrous metal resources, especially as to copper, serses a reliable basis
for this field of manufacture. Presently the branch’s enterprises produce such items as cable,
metal wires, power transformers, movable power stations, direct and indirect current generators,
electric welding instruments, lifts, lamps and various chandeliers as well as current controllers
and distribulors.

Although in 1994-1996 the economic indicators declined, a considerable growth has been
achieved in the production of some items. For instance, in 1996 a particular high increase was
recorded in producing heat-insulation panels (3.1 times), relays (2.4 times), centrifugal pumps
(1.7 times), and big electrical engines (1.2 times).

Output and Exports, USD min

OOutput |
BCIS Exports
[JNon-CiS Exports

In January-June 1997, the production level achieved a figure of USD 2.97 million. Exports made 1.03
min (34.8% of the output) including that to non-CiS countries - 0.124 min (12% of the exports).

Presently there are 31 electrical engineering enterprises in Armenia with three of theni, namely
Electrical machines plant, Luis, and Geghama, accounting for 74% of the branch’s output. As to
the exports, Geghama company in Gavar provides about 52% of the CIS exports, and 69% of
that to the non-CIS countries.

| Main Companies’ Indicators - 1997

Name Emplo- | Output, Exports, $ thous] Export %

yees | Sthous. [ CIS | Other |to Oufput

El.Machines Plant | 7028 1719 - - -
Luis 5366 199 27 - “13.6°.

Geghaina ' 291 556 471 85 . 100.0 -
LCable Factory 2034 109 - - S

Mars 409 | 140 - - -
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Radio Electronics

This branch of industry is proved to be one with good prospects for the future, but since 1991 it
has been undergoing especially hard transitional difficulties due to the specific nature of radio
electronic items. Broadly speaking, Armenia possesses unique advantages for such kind of
production both as to high-skilled labor force and material basis. However, essential start-up
money is necded (o bring the available potential into action. The luck of necessary investment is
the reason why the level of output and sale fell so considerably in 1996 as compared to the

previous years.

Output and Exports, USD min

OOutput
i @CIS Exports
ilDNon-ClS Exports

1994

()6beM MPOAYKUHH 3a SHBapb-H1oHE 19971 coctasua USD 3.69 man, 3kcnopT - 0.43 MAH
HAM 11.7% BeINyCKa. B TOM uilcae B cTpannt BHe CHI - 0.113 Max (26.2% akcnopTa).

Radio electronics in Armenia includes 59 enterprises, of which 6 companies listed in
the table below account for 70% of the output. Among these leaders, Hrazdanmach
and Orbita themselves provide 54% of radio electronic products.

Main Companies’ Indicators - 1997

Name Emplo- [ Output, [Exports, § thous.| Exports, %
| yees |$thous.| CIS | Other|to Output
Hrazdanmach - 4006 |- 930 - - e s
Orbita 600 1067 - - -

Electron-Yerevan 1981 202 S e
Art. Clock Factory| 452 154 - - -
Relle 285 167 49 - 29.3
Transistor 892 68 5 - 3.8

Currently negotiations are being held with US, Belgian, and French compamcs tu set up joint
productions of videos, computers, and simall telephone stations.



EDIPA - Ministry of Industry and Trade of the Repubiic of Armenia
- " Enterprise Development and Foreign Investment Promotion Armenian Agency

Light Industry

Armenia used to be exporting 70% of the light industry products. The collapse of the USSR, and
the blockade of communications result in losing the traditional supply sources and sale markets.
Nowadays the enterprises operate to 5-30% of their productive capacity, and the output and sale
characteristics have been degraded.

Output and Exports, USD min

{OOuput ]
I CIS Exports
I[QNon-CIS Exports
1

1995 1996

In the first half of 1997, the industry’s output amounted to USD 7.85 million. Exports made 0.58
mln (7.4% of the output) including 0.07 mln (or 12.1%) of sales in non-CIS markets.

Presently there are 213 light industry enterprises. Five of them presented below account for about
20% of the branch’s output. Amid these companies, Jjevan-carpet is the one with totally

outward-oriented production, and itself provides 19 % of the exports by this industry.

Main Companies’ Indicators - 1996

Name Emplo- [Qutput, Exports, $ thous| Export %)

; yees |$ thous.| CIS | Other |to Output

Garun clothing JSC =~ 427 |- 1085 | 7 S5 T I v S
Giumri Weaving Mill | N ._ L
S - 571 802 S T I
ljevan-carpet JSC 315 524 524 < 11000
Hayas knitted goods JSC | 387 356 - - R
Araks boots and shoes JSC| 353 158 60 - .38.0 -

Notwithstanding the difficuliies of transitional period, the branch shows promising signs of
revival. In 1996, the physical index of production considerably improved in some leading light
industry companies particularly in the Giumri Weaving Mill - 36%, and in the Garoun clothing
JSC - 29%.. The light industry of Armenia is considered to have a large export potential since the
bulk of enterprises possess rathier modern equipment, and have low-paid (USD 15-30 per month)
and high-skilled employees.
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Building Materials

Armenia is a country abounding in stone resources. There are 33 mines of volcanic tufa with the
estimated stock of 3 billion cubic meters, as well as rich mines of basalt, marble, etc. The local
limestone resources make it available to produce yearly 3 million tones of cement and 1.4
million cubic meters of reinforced concrete.

The production of building materials in 1996 was about 13% as larger as in the previous year.
Given both the absolute and comparative advantages of Armenia, a sharp advancement in this
branch of industry is predicted and anticipated for the years to come.

Output and Exports, USD mln

iﬁ?)ijiﬁui
MmExports

i
[ S ——

In January-June 1997, the output totaled USD 4.39 million, and exports made 0.029 min (0.6%
of the produce).

Among the 43 enterprises engaged in producing building materials, 5 enterprises listed below |
account for about 88% of the total branch output, at that the Ararat Cement Factory alone

provides the bulk of it.

Main Companies’ Indicators - 1996

Name | Emplo- | Output,

' yees $ thous.
Ararat Cement Factory : 1818 .. |. 6797
Hrazdan Cement Factory .. .26 | 2582
dsbocement (asbestos & cement)] .~ 158 . 1032
drmavir-appaki (glass) 268 270
Artik-touf (tufa) 325 . 205
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Machine-tvol Construction

The production of machine-tools dropped 34% during 1994-1996. However, the exports to the
CIS countries increased 4.3%.

Qutput and Exportz. USD mln

12
10 |-
8 .

O O0utput
61 BCIS Exports

|CINon-CIS Exports

During the recent years, a considerable success has been made in producing high-precision and
numerical control items. The output of numerical control machine-tools and special devices in
1996 were respectively 4.7 and 1.5 times as higher as in the previous year.

For the first six months of 1997, the industry produced an output of USD 2.16 million. Exports
made 0.775 mln, or 36% of the output, including 0.128 mln of sales (16.5%) in non-CIS
markets.

Machine tool construction is represented by 30 companies producing metal-cutting, milling,
grinding, boring, drilling and other machine tools. 5 companies presented in the table below
account for 61.6% of the output, and hold leading exporters position. Of these companies,
Pump-making Plant in Yerevan, and Machine-tool Plant in Charentsavan are especially export-
oriented ones.

Main Companies’ Indicators - 1997

Name .| Emplo- | Output, | xports, $ thous|Export %
: : yees |5 thous. | CIS | Other [to Output
Avtogenmash : 1352 573 | 42 - 7.3
Charentsavan Machine-too! Plant| 1249 354 | 198 - - 55.9
Eraz . 949 104 [ 5 - 4.8
Aemavio ' 559 87 - - -
Pump-making Plant 538 214 197 - 92.1
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Mining Metallurgy

The availability of natural resources (molybdenum, copper, gold, silver, etc.) makes a solid basis
for developing non-ferrous metallurgy. In Kappan, Kajaran and Agarak there are copper and
molybdenum mining and processing combines. The integrated metallurgy plant in Alaverdi
produces compressed copper, sulfuric acid, copper vitriol, brass and bronze powder. A factory in
Ararat processes gold-containing ores extracted from the local mine. For the coming years, it is

planned to set up copper-melting plants in Alaverdi and Kappan.

During the three years. the output of mining metallurgy increased over 47% while the exports
decreased 14%. However, the production of rolled copper in 1996 was 3 times as larger as in the

previous year.

Output and Exports, USD million

BOutput i

M CIS Exports
|ONoen-CIS Exports

As of January-June 1997, the output amounted to USD 9 million, and the exports totaled 4.81
mln (53.4% of the output) including that to non-CIS countries of 4.80 min (99.8% of the whole).

Mining metallurgy in Armenia includes 17 enterprises, and among them 5 companies as seen
from the chart below account for about 70% of the output, and 2 companies provide 20% of the

exports. These figures for Kappan alone make respectively 10.5% and 18.8%.

Main Companies’ Indicators - 1997

Name Emplo- |Output, Exports, § thous] Export %

‘yces ($ thous.| CIS | Other |to Output

Zangezur (copper and molybdenum| 1928 |- 4420 - - R
Hayosky (gold) 1353 | 135 | - |- - | .=
4 garak (copper and molybdenum) | 799 150 13 43 373
/s appan (ore concentrate) 1056 940 - 904 96.2. -
Kanaz (aluminum) | 897 590 | - . e
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Timber Industry

This branch of industry has still been suffering the lost of traditional raw material sources as well
as sale markets that were located within the former USSR. Presently serious efforts are made to
reorient the production towards alternative suppliers and consumers. However; so far no any
sustainable success has been achieved, and the level of output continues declining year by year.
Quput of USD 0.31 million was produced by the industry in January-June 1997.

Qutput, USD min

Timber industry is represented by 16 enterprises, of which 5 account for 68% of the branch’s
output. Yerevan-kahouik and Giumri furniture factories y are the largest ones with respectively
$128,000 and $38,000 worth half-yearly production.

Main Companies’ Indicators - 1997

Name Emplo- | Output,
yees | $ thous.
Yerevan-kahouik (furniture) 267 128
Haytoughtar (paper) ' 129 22
Giumri (furniture) 192 38
lievan-kahouik (furniture) - 104 14
Papuk-kahouik (furniture) 271 9
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LABOR DIMENSION - COST, AVAILABILITY
AND PRODUCTIVITY

In the Republic of Armenia, labor cost, availability, productivity and skills are formidable
strengths - the basis of the country’s case for attracting new inward investment.

Cost

Wage levels are extremely competitive. At $27, the average monthly wages in the Republic of
Armenia are much lower than in Russia (6 times) and most of the CIS. countries. The same is

true with employer insurance costs.
Availability

Armenia-based industrial firms and companies currently eiploy around 375.000 people.
Economy rationalization has created pools of highly skilled personnel, allowing even major
rceruitment projects for new inward investors to be completed effectively.

Siemens, for example, was able to tap into a pool of local, highly skilled and experienced
employees in Yerevan. The company was able to very rapidly recruit all the workmg personnel
needed. The company also successfully hired an Armenian management team.

Productivity

Excellent productivity has been experienced by both new incoming companies and established
Jocal manufacturers. Foreign partners have typically brought new design and manufacturing
technology, to which local managerial. technical and production staff have adapted swifily.
J'oreign companies invested in Armenian industrial business have found that productivity
performance has reached international benchmark standards within a short time of start-up, while
ihey have been able to continue to enjoy the impressive cost advantages of an Armenian location.
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EDUCATION AND TRAINING

Some common threads run through the experience of foreign investors in the industrial sector
relating to the crucial area education and training:

e High level of gencral education and long tradition of carrying out industrial activities
underpins the high quality of the labor force and its amenability to training.

e Skill poo! in most areas of industrial business is very large and of extremely high quality. For
generations Armenian education and experience have produced high-class skills in
manufacturing industries.

e Around 5% of the Armenian population is now computer literate largely on account of the
education system graduating some 1,500 computer-literate people every year.

e Armenia has always been internationally strong in industrial sector and the Government is
committed to sustaining this by protecting public funding in this area.

e The long-tradition: and well-organized Armenian education system readily facilitates
vocational education and training.

There are three general levels of education and training:
s basic workplace training and education;

¢ vocational education and training;
e advanced cducation.

The major Arimenian industry-oriented education center is the Yerevan State Engineering
University with 5,854 students. The University has well-established linkages with some other
universities in Western Europe and the USA.
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INFRASTRUCTURE

TRANSPORT, TELECOMMUNICATIONS,
CUSTOMS REGIME AND TAX HOLIDAY

Transport

The Republic of Armenia is a crosstoads between Europe and Asia, neighboring with Turkey,
Iran, Georgia and Azerbaijan.

Yerevan's airport provides international business travelers with regular flights to and {rom major
European capitals as well as the United States.

Armenia has a convenient railway system. Road transport links have always been good and are to
be further improved thanks to the recent reconstruction projects implemented.

Telecommunications

Due to the rapid increase in commercial activity, the telecommunication system within the
Republic of Armenia is undergoing a process of quick expansion. The Armenian-USA joint
venture ArmenTel with the participation of Siemens from Germany has been making
considerable efforts in entirely modernizing the local communication capacities. The three-year
investment program totals USD 70 million.

Customs regime

The Republic of Armenia’s customs legislation is very liberal and transparent. The customs
duties have been brought into alignment the international customs framework, eliminating non-
tariff trade barriers. In Armenia, the average level of customs duties is equal to 1.2% against the

average CIS. rate of 6%.

Inward Processing Relief is available in respect of materials, components, subassemblies, spare
parts and other items imported for processing, regardless of whether or not the final production is
exported.

Tax holiday

According to the new Profit Tax Law, enterprises with foreign investment of AMD 500 million
(USD 1 min) and above are not subject to profit tax in the first two years of establishment.
Furthermore, from the 3* to 10" year such companies are subject to the deduction of tax payable
in 50% .
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THE NEXT MOVE

International investment by famous industrial companies to date substantiates the
Republic of Armenia’s credentials as a cost-effective location for industrial and related
goods production. '

That such companies make decisions based on in-depth investment appraisals underlines
how attractive an Armenian location can be to today’s globally competitive companies.
With its pool of highly motivated and appropriately skilled labor, cost efficienctes,
political stability, impressive macroeconomic indicators and unique location just between
Europe and Asia, the Republic of Armenia has a great deal to offer.

If you would like to find out more about the benefits of investing in Armenia, contact
EDIPA now: '

23/1 Amirian street.,, Yerevan 375002, Republic of Armenia
Tel: (374 2) 536 456, 50 7367 Fax: (374 2) 151 960 (h) 260 438
e-mail: pmaster@proxy. edipa. amilink..net
htpp://www.edipa.amilink.net

—43—
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1996 Investment Rating

6 S

‘@ Armenia
'Georgra
[:]Azebauan

T -

R RAT

gzt

<

<
P

Economic
Growth
Price Stability
Currency
Stability
Preductivity
Fiscal Burden
Corruption
Legal
Guarantees

* Rating out of 10 by leading Western investment analysts -
Central European Economic Review - February 1996 .
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