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1. Introduction

Small and Medium Sized Enterprises (SMEs) are considered main guarantee factors for
social and economic stability in each country. Actually SMEs represent industrial and
processing enterprises, crafts, whole sale and retail trade, farms, services and other
sectors of economy. In European Economic Zone SMEs provide the 2/3 of all job,
comprising from 40 up to 60 percent of GDP.

Development of SME sector enables to smooth social - economic difficulties inherent in
transition economies, thus creating stable conditions for further economic development.

During the last years industrial decline and unemployment rate increase in European
countries with transition economy were substantially smoothed down due to aimed policy
executed in SME sector.

Private Sector Indicators for Some Central European Countries

Country Year Share of private | Output created in | Share of private
sector in GDP, % | private sector, bin sector in
usD employment, %

1989 20 6 20
Hungary

1995 70 31 66

1989 28 23 47
Poland

1995 59 70 66

1989 27 3 10
Slovakia

1995 62 11 55

1989 11 4 16
Czech Republic

1995 60 27 65

With regard to the peculiarities of SME sector its development to large extent is
conditioned by the existence of purposeful state policy and strategy.

Strategic importance of SMEs is conditioned by the following:

e With considerably small investments and in a short period of time SMEs can provide a
big job opportunities, thus improving the situation in job market and solving a number
of serious social problems;

e newly created SMEs often impact positively the restructuring and modernisation
processes of non-operating and non-profit large enterprises as well;

e SMEs more effectively utilise the local raw materials/resources in manufacturing
sector, thus diminishing dependence upon imports;

e new technologies and innovations with more rapidity and less expenses are
implemented by the SMEs;

e goods and services produced by local SMEs competing with imported similar ones can
successfully substitute them:;

e SMEs rapidly get adapted to new market demands and offer new products and
contemporary forms of services due to their flexibility;

e SME development in the regions essentially contributes to regional economic
development;

e SME development favours the creation of the middle class as the basis of
contemporary society.



Finally, according to their strategic importance and further development potential, SMEs
contribute to revitalisation and rehabilitation of all sectors and spheres of economy, thus
fostering and the successful operation and development of large enterprises as well.

2. SME Sector in Armenia

The process of privatisation and de-nationalisation started in Armenia since 1991 was
conditioned by the realisation of a new policy of transition from planned economy to free
market relations. Privatisation touched with agricultural lands firstly, thus forming private
agricultural sector in Armenia, then it passed to trade and service sectors, eventually
finishing with the industrial units. Today private sector in Armenian economy can be
considered as an actual fact.

Estimation of the role of the SMEs and their influence on Armenia’s national economy is
a rather hard task, taking into consideration the absence of relevant legislation on and
juridical definition of SMEs. Consequently the Ministry of Statistics, State Register and
Analysis does not conduct statistical registration of the sector. Nevertheless, according to
expert estimation, SMEs in Armenia comprise more than 95% of all registered enterprises.

As compared with Yerevan, small business is less developed in Marzes, which is
conditioned by a number of factors, as for: lack of State Regional Entrepreneurship
Development Policy, remoteness of Marzes from the capital and the main communication
routes, etc. According to statistics, the bulk of businesses in capital have the status of
enterprises, while the number of sole proprietors is prevailing in the regional business
communities. This could be explained by the fact that regional businessmen are mainly
engaged in agricultural production and realisation and the status of sole proprietor is quite
suitable for such kind of business.

General entrepreneurship data, to more or less extent mirroring the state of SMEs in
Armenia, are brought here to compensate the lack of SME statistics in the country.

In 1994 the system of compulsory centralised registration of enterprises and sole
proprietors was introduced into Armenia (Law of RA “On State Register”, 1993). This
resulted in the registration of 93007 economic units, 49666 of which are sole proprietors,
43327 have the status of enterprises and 14 are unions of juridical persons (2000-01-01
data). As compared with the corresponding period of the previous year, the number of
sole proprietors has increased by 2443 and that of the enterprises by 2086, i.e. the
number of registered sole proprietors is exceeding the number of enterprises by 17.1%.

Surveys and expert estimations show that about 40-50% of the registered enterprises is
idle, with more than half of them being engaged in retail and wholesale trade.

Officially Registered Economic Units by the Property Forms (as for 01.01.2000)

Form of Property AS1001.01.99 | Asto01.01.2000 | Melation of figures for 01.01.99
State Property 2803 2803 99.96
Collective Property 24326 27433 112.8
Property of Citizens 11496 10216 88.9
Mixed Property 1267 1233 97.3
Foreign Property 564 743 131.7
Property of Joint Ventures 786 914 116.3
Total 41241 43341 105.1




Officially Registered Economic Units by Aggregated Sectors of Economy

Adareqated Sectors As for As for Relation of figures for 01.01.99
9greg 01.01.99 01.01.2000 to those for 01.01.2000 in %

Agriculture, Hunting and 2208 2335 105.8

Forestry

Fishery 134 144 107.5

Mining 54 70 129.6

Processing Industry 7300 7785 106.6

Electric Power, Gas and Water 382 380 99.5

Supply

Construction 2275 2331 102.5

Wholesale, Retail Trade and 21551 22169 102.9

Repairing of Home Appliances

Hotels and Restaurants 1042 1178 113.1

Transport, Warehouses and 1147 1318 114.9

Communication

Financial mediation 123 133 108.1

Real Estate, Renting and 2136 2373 1111

Commerce

Public Administration and 58 57 98.3

Defence, Obligatory Social

Insurance

Education 465 492 105.8

Public Health and Public 781 849 108.7

Services

Public Utilities, Social and 1576 1699 107.8

Individual Other Services

Total 41,232" 43,3132 105.1

During the year 1999, 3775 sole proprietors and 496 enterprises halted their operations
(doing necessary procedures in State Register) due to different reasons. According to
1999 data, the registration pace of the enterprises has been adequate to that of sole

proprietors.

Officially Registered Economic Units by Legal/Organisational Forms

L As for As for Relation of figures for 01.01.99 to
ecalBiesnatensinonn 01.01.99 01.01.2000 those for 01.01.2000 in %
Individual Enterprise 10,558 9,319 88.3
Family Enterprise 766 684 89.3
Complete Economic 2,138 1,798 84.1
Partnership
Commandit Economic 19 11 57.9
Partnership
Separated Division of an 505 638 126.3

Enterprise

' 41,232 entities are without 9 frozen enterprises
2 43,313 entities are without 28 frozen entities — 13 enterprises, 1 representation and 14 unions of legal persons




Daughter Company 1,778 1,444 81.2
Productive Co-operative 6,007 5,991 99.7

Consumer Co-operative 71 70 98.6

Agricultural Collective Farms 322 286 88.8

Company with Limited Liability 14,956 18,656 124.7
(Ltd.)

Closed Joint-Stock Company 2,500 2,838 113.5
- all stocks belongs to State, 1,162 1,293 111.3
- all stocks belongs to 301 338 112.3

communities

Opened Joint-Stock Company 1,137 1,185 104.2

State Enterprise 484 407 84.1

Total 41,241 43,327 105.1
Sole Proprietors 47,223 49,666 105.2
Unions of Legal Persons - 14

Total number of economic 88,464 93,007 105.1
units

A rather dynamic process of formation of a relevant legislative framework aiming to secure
the entrepreneurial activities started in 1994, when new enterprises, mainly in trade and
service sectors, emerged parallel to the process of privatisation.

3. SME Problems in Armenia

No SME targeted policy was executed during the whole period of economic reforms and
transition to market economy in Armenia. Surveys and expert research work done by SME
division of MIT, as well as by a number of NGOs, international and foreign organisations,
allow to have the complete picture of problems encountered by Armenian SMEs.
According to them, the following factors affecting on the development of entrepreneurship,
especially small businesses can be outlined.

Taxation is a major problem for Armenian SMEs. There are no incentives for the start-
ups. Actual tax rates are not encouraging the development of enterprises as well as
they are not conducive for both internal and external investments. Proprietors often
complain of the tax system administration, which is said to be uncertain and unfriendly.
Tax regulations are complicated and subject to frequent changes, and information is
hardly available for the taxpayers. In this state tax system boosts tax administrators to
abuse power on one hand, on the other hand the businesses are given the chance to
operate outside of law.

Access to finance is the next major factor hindering business development, viz.:

- high interest rates;

- shortage of mid- and long term loans;
- difficulty in providing of collateral and loan guarantees;
- inconsistency of the bank staff in assessment of the business plans.

Enterprise financing problems in Armenia are connected with almost lack of start-up
and development capital conditioned by transition period peculiarities.

Low demand of the local market is considered to be a serious obstacle to progress.
Although the internal market is far from the saturation point, Armenia’s economy has to



be oriented to great extent toward external markets in order to develop dynamically,
which requires state support, time, finance and training.

e Bureaucracy and corruption are seen as major irritants. They exist in state (Tax
Inspectorate, customs, licensing, registration, etc.) as well as banking systems. Having
appropriate informal links with authorities and executives of the above institutions is
still considered to be important and useful for successful businesses.

e There is not a national business-information and consulting system, offering value for
money, quality services, with open access to it, to assist SMEs to compete
successfully in local markets as well as abroad.

e Lack of vocational education and training system is another hindering factor which has
a key role in market economy as an institution creating new forms of job organisation,
promoting entrepreneurship and propagating mentality of new age.

e Availability of reliable statistics is a critical issue. Development and implementation of a
comprehensive and timely strategy and policy in all sectors of economy, particularly for
the SMEs, require as precise as possible, complete and up-to-date statistical data on
economic units. It could prove useful for businessmen as well as for organisations and
specialists dealing with issues on entrepreneurship.

SME Development Strategy would address the above issues and promote the creation of
favourable conditions for the development of entrepreneurship in Armenia. Solution of
SME problems could become a significant shift toward socio-economic progress of
Armenia.

4. Objectives of SME Development Strategy and Policy

Peculiarities of SME sector, opportunities given by it and international experience in this
field urged us to speak of the necessity for elaboration and execution of SME
Development state policy. It is based on the main principles of economic development of
RA as follows: free market economy, reinforcement and development of legal and
practical basis of the competition field, establishment of private property as main
substance of economic relations.

With regard to the role of SMEs in economic revitalisation of Armenia, SME
Development state policy is aiming to achieve the following objectives:

Economic Objectives

The main objectives of small and medium entrepreneurship, as of key component of
contemporary economy, first of all concern the economic field.

SME development state target policy implementation will result in an increase in SMEs’
number, especially those engaged in productive activity. It will compensate the recent
industrial sector decline. Consequently SMEs increase will lead to escalation of market
competition, which in its turn will significantly boost the quality of the local products.
Increase in the market agents’ number will enlarge the capacity of the local market. Local
production of high quality goods will cut drastically the volume of the import of low quality
and faked products and foster importation, eventually be conducive to a decrease in
Armenia’s negative trade balance.

State’s legislative, financial and other assistance will encourage the entrepreneurs to
return to legal framework thus reducing the shadow economy.

Taking into consideration that small businesses usually are based on local resources,
SMEs’ development will significantly contribute to maximum utilisation of local raw
materials and machinery and optimisation/reduction of the volumes of imported resources
and semi-products.



In combination with effective regional policy SME Development policy will foster the
development of Regions (Marzes), minimise the existing disproportion between rural and
urban areas and boost inter-regional economic co-operation.

Armenian SMEs can use the idle industrial assets, revitalise non-basic production
capacities/units of the enterprises (mainly large ones) operating at very low level of their
capacities.

Promotion of Small and Medium Industries will lead to some shift of finance from trade
sector to industry.

Due to their relatively simple administrative structure, technological flexibility and less
demand in investments for diversification, SMEs are better able to operatively response to
frequent market changes than the large enterprises.

Thus economic objectives of SME development policy are:

Significant increase in production volumes;

Shrinkage of shadow economy;

Escalation of market competition;

Upgrading of quality of local products;

Increase in export versus decrease in import;

Maximal utilisation of local raw materials and technical resources;
Economic development of Marzes;

Revitalisation and/or restructuring of idle productive capacities;
Flow of finance from trade to production;

Production diversification.

teeeeLLL L L

Social Objectives
SMEs directly impact social climate of the country and state social policy.

Small businesses’ enlargement will foster job creation thus contributing to sharp
decrease of unemployment caused by last decade’s economic decline in Armenia. The
development of small entrepreneurship will impact positively the incomes of bulk of the
population subsequently increasing the purchasing capacity of the local consumers.

The development of entrepreneurism will create advantageous conditions for self-
realisation of individuals, which is one of the prerequisites for the establishment of social
justice.

SME Development will cease the dramatic outflow of population from Armenia as well as
foster immigration positively impacting the demographic situation.

Eventually SME Development promoting economic progress will prove beneficial for
moral-psychological atmosphere in the society.

Thus social objectives of SME development policy are:

» Creation of new jobs;

@ Increase in population’s incomes and purchasing capacity;

» Establishment and reinforcement of social justice in the society;
@ Decrease of emigration and promotion of immigration;

@ |Improvement of moral-psychological atmosphere in the society;
» Regulation of internal migration.

Political Objectives

State policy in any sector of the society’s life eventually is as well pursuing political
objectives with their relevant consequences.



SME Development will favour the creation and reinforcement of the middle class — a
stratum, which constitutes the backbone of any sustainable contemporary society.

The development of entrepreneurship contributing to economic growth and security of
the country will improve the image of the State and raise its international rating.

The realisation of a targeted regional economic policy will result in economic
safekeeping of Armenia’s border regions.

Thus the political objectives of SME development policy are:

«» Formation and reinforcement of the middle class;
» Provision of inter-political stability;

« Enhancement of democracy;

» |Improvement of state’s international reputation;
» Reinforcement of border regions.

5. Main Directions for Implementation of SME Development Strategy
and Policy in Armenia

Precondition for development of a viable SME sector in Armenia is considered the
existence of favourable macroeconomic and competitive environment, regulated inflation,
etc., which to some extent are the results of State systemised economic policy. For
dynamic development of private and especially the SME sector in Armenia, it is important
to conduct clear state policy in following main directions:

Legal and Regulatory Framework for SMEs

According to expert observations, to set a favourable environment for the development of
businesses, especially in countries with transition economy, is impossible without creating
relevant legal and regulatory framework. It is mainly conditioned by lack of business
development traditions and as a rule by frequent violations of law. The paramount
obligation of the Government is to provide favourable legal and regulatory framework for
the normal development of businesses. Legal and regulatory framework of the SMEs
should be based on the main concept of SME development policy and strategy.

During the last years a lot has been undertaken to create an entrepreneur friendly
environment. Business related legal and regulatory framework was on the whole
designed, particularly the laws and other legal acts defining and regulating banking
activities and legal forms of entities, as well as licensing forms for some types of
businesses, etc. The centralised state register system for economic units is already
founded. The last two years might be considered those of development of legislation when
new laws on tax, customs and other obligatory payments were adopted.

After the adoption of the new Civil Code of Armenia, January 1,1999, many old laws and
legal acts became out of effect. Further laws and legal acts on civil right standards should
correspond to the new Civil Code and only then brought into effect.

Unfortunately, Armenia still lacks legislation directly related to the SMEs. From this point
of view the adoption of the Laws “On State Support to SMEs” and “On Chambers of
Commerce and Industry”, elaborated by the Ministry of Industry and Trade, will be of
paramount importance.

The Law “On State Support to SMEs” will serve as legal stronghold for State support to
the latter, will specify SME criteria in Armenia and the main directions of State support to
them. Besides, it presupposes the creation of an appropriate mechanism of provision of
State guarantees for loan and investment attraction, as well as elaboration and
implementation of SME development programmes.



The adoption of the Law “On Chambers of Commerce and Industry” will enhance the
creation of a general operating network of chambers of commerce and industry in
Armenia.

Tax environment improvements demand certain changes in Armenia’s current tax
legislation, which cannot be considered entrepreneur friendly due to several
circumstances.

Firstly, Armenian businessmen make use of rather high interest rate and/or difficult
accessible financial sources.

Secondly, additional direct (expensive energy sources) and indirect (expensive cargo
transportation costs) expenditures are very high in Armenia due to several global and
external factors.

Thirdly, restricted domestic market forces the Armenian enterprises to become export
oriented, but competitiveness in foreign markets demands implementation of
contemporary high technologies in production.

Evidently, the country’s tax system, which is considered liberal and favourable by foreign
experts, cannot successfully operate in Armenia. To create a favourable tax environment
for the development of businesses, especially the SMEs, it is of major importance to
overcome the constraints created by the tax system, viz.:

- big tax rates;
- heavy tax administration.

It is important to revise profit and value added tax (VAT) rates and VAT calculation and
collection mechanisms. A differential approach should be applied to VAT rates and non-
taxable thresh-hold of Income tax should be increased. To simplify tax administration it is
important to legally fix and strictly forbid VAT transferring delays, undue check-ups of the
enterprises and the like.

Simultaneously, to foster the development of prior businesses and especially the SME
sector, it is important to practise tax incentives:

for foreign small investments;

for domestic investments;

for implementation of new technologies;

for financing/loaning the SMEs via the commercial banks.

Tax holiday envisaged for up to 500 million AMD foreign investments does not promote
the attraction of small ones. So other incentives for small investments should be worked
out as well.

To avoid the start-up tax holiday abuses, which has its precedent, tax incentives should
be applied to the investments and not to enterprises. For example, provision of tax
discount equal to, let's say, 20% of the invested sum. Favourable tax regime should be
applied to targeted economy sectors and regions.

With regard to the importance of installation and development of contemporary
technologies, it proves necessary to reduce VAT rate for enterprises attracting such
investments.

To interest commercial banks in investing the enterprises, it is of major importance to
render tax privileges to the banks (depending on the total amount of provided loans) that
are eager to loan the enterprises on favourable conditions.

Legal and regulatory prior steps towards the creation of favourable environment for SME
development should be:
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adoption of the Law “On State Support to SMEs”;

adoption of the Law “On Chambers of Commerce and Industry”;

design of an anti-monopoly legislation;

adoption of the Law “On Financial Leasing”;

adoption of the Law “On Simplified Taxation”;

simplification of State registration order for commercial organisations and sole
proprietors and reduction of the pre-registration period;

expansion of the fixed payments’ implementation field;

simplification of the licensing order for some types of entrepreneurship;
envision of additional privileges for SMEs according to SME development
regional and sectorial priorities;

creation of incentive mechanisms for the commercial banks to secure the
provision of enterprises with appropriate financial means in the stage of their
development;

» establishment of legal precedents of defence of entrepreneurs’ rights and
private property to solve commercial disputes and execute fair tax
administration.

tee tteLLe

Financial Provision of SMEs

Armenian entrepreneurs, both start-ups and veterans, have to encounter a vast number of
obstacles, financial problems being perhaps the most critical ones among them. According
to expert estimations, financial resources available in Armenia’s financial market are
limited especially those allocated to SMEs, which is the result of poor state support to
small business.

SME access to available financial resources is difficult due to several reasons, the main
ones being:

- high interest rates;

- lack of mid- and long-term loans;

- scarce appropriate guarantees for loan acquirement;
- inadequate quality of business plans;

- complicated loan acquirement procedure in banks.

State’s main task in rendering financial support to the SMEs should be the improvement of
the condition of the SME subjects in the financial market as well as financing of the priority
projects of highest efficiency and strategic importance.

The creation of a State loan guarantee system could become a notable step towards the
solution of small businesses financial problems and the establishment of a SME loan
guarantee State institution.

Around $50 miIn worth financial credit resources now available in Armenia provided to
the enterprises by several relevant international and foreign organisations via commercial
banks are important precondition for financing of SMEs. It is worth mentioning that the
interest rates of above resources are gradually decreasing. However, due to poor
collateral furnishing of enterprises the level of realisation of loans is too low. The acquired
loans are mainly invested into trade and services.

The way out of such situation is the implementation of a loan guarantee mechanism, an
effective financial instrument, which is widely spread both in developed and transition
countries. The loan guarantees providing institution — SME Development Agency — will co-
operate with commercial banks involved in SME Financing projects. The loans will be lent
to those enterprises whose business plans have been previously affirmed by the bank and
only the absence of the required collateral might impede the loan acquisition. The
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provided guarantee might be as high as 80% of the required collateral and the bank and
beneficiary enterprise will share the rest of risk.

The enterprise will be furnished with loan guarantee if its business plan passes the 3-
level expert examination, i.e.

e 1% evel: lending organisation/bank, which will estimate the business plan and the
available collateral of the applicant,

e 2" evel: relevant division of the SME Development Agency, which will assess the
extent of compliance of the business plan with state priorities,

e 3evel: a SMEDA attached group of experts, which will once more estimate to what
extent the business plan is grounded and realistic.

The Fund will support the development of the SME sector and favour the solution of
economic, social and political problems facing the State. It will provide the SME subjects
with guarantees for the necessary loans, only if money is invested into prior sectors.

Strategy and directions of SMEDA should be designed according to the SME
development programmes approved by the government.

Armenia’s government should annually allocate a certain sum of money from the state
budget and/or the local and foreign donations to SMEDA for lending loan guarantees.
Thus the agency will favour the creditor, whose money is secured by implementation of a
reliable mechanism, and the entrepreneurs, whose prospective plans might be financed
even without the required collateral.

The adoption of the land cadastre in Armenia will greatly contribute to the
collateralisation of the loans, significantly easing the existing collateral problem.

One of the major problems for the SME subjects is the tax burden, as the surveys and
expert investigations conducted among the entrepreneurs witnessed. It is particularly
significant in the start-up phase. It is worth mentioning that the problems caused by tax
administration are considered as significant default of the tax system. Incomplete customs
procedures and the stony system create additional difficulties for even the most eager
investor. In this respect Armenia’s customs procedures are to be revised seriously.

Several SME problems were partially met by the installation of the fixed payments
levying system for 16 types of activities (Law “On Levying Fixed Payments” July 22, 1998).

Armenian government’s undertakings to improve tax and customs systems must include
introduction of tax and customs incentives directed to investment attraction, export,
technology up-grading and innovation and simplification of tax and customs
administration.

To solve SME development and related problems, state policy should necessarily be
carried out via creation of steady infrastructures and long-term undertakings.
To solve the SME financial problems it is as well necessary:

- to clarify the tax legislation and simplify the tax payment system to make them more
available and exclude miss-printings;

- to combine the process of installation of IAS (International Accountancy Standards)
and ISA (International Standards of Audit) with providing the entrepreneurs with
relevant information, methodological and advisory services;

- to substantially improve the quality of customs regulation mechanisms and,
consequently, tax legislation which they are based on;

- to organise special training courses and improve the quality of specialised advisory
services to overcome the SME financial management difficulties.
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Industrial Development

SME development policy, as part of the country’s general economic policy, should reflect
and concord with its principles and main directions.

Production sector and particularly, industry, as one of the pivotal directions of the
country’s economic development, should be reflected in SME policy and be carried out via
separate programmes and undertakings.

Enlargement and development of the production sector, as one of the main directions of
SME policy realisation, will favour the realisation of the main goals of SME policy, viz.
increase in the production volumes, reduction of the deficit of the trade balance, efficient
utilisation of the local raw materials, increase in the export volumes, re-operation of the
idle productive capacities, diversification of production, etc.

In the Concept of Industrial Development, elaborated by the Ministry of Industry and
Trade, SMEs are considered as key components for revitalisation of large enterprises in
terms of the development of different sectors of economy and Regional Development. The
range of proposals including different aspects of Industrial Development allows to reveal
the further co-operation options between large and small/medium enterprises — the
mechanisms for establishment of mutual links and main directions of economic
collaboration.

To increase the number and functions (in terms of diversification) of successful industrial
SMEs the state targeted support policy is to apply all the possible mechanisms.
Particularly the provision of guarantees for the industrial SMEs operating in priority
(approved by the State) sectors is to be the main task of State Loan Guarantee Fund.

The institutions executing the SME Development policy and strategy should periodically
provide SMEs with new technologies, innovative investments, and fresh information on
new market items.

A regime of the most friendliness should be created for the processing productions,
which are being founded in the provinces, to foster economically underdeveloped
provinces and utilise local raw materials most efficiently. By Industrial SME sector
enlargement in the provinces another problem will be solved, i.e. processing of agricultural
products and easing the food problem in the country.

It is as well necessary to emphasise the importance of re-structuring of the idle and/or
inefficient large enterprises for the development of the production sector.

Regional Development

To overcome the social-economic actual disproportion between Armenia’s separate
provinces, is one of pivotal directions of social-economic and political development of the
country. Each province of Armenia has got its peculiarities in the geographical aspect, as
well as conditioned by the existence of certain branches of economy (industry).

SME problems in the provinces can be divided into:

1. infrastructure factor conditioned by road, transportation and communication
underdevelopment,

2. distance factor, in the aspect of availability of business advising, management,
marketing, training and information,

3. financial factor — credits and loans being unavailable in the provinces.

The processes of transition to market economy, military-political developments in the
Caucasian region, the 1988 disastrous earthquake impacted negatively the social-
economic state of Armenia’s provinces.
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The elaboration and execution of SME Development Strategy and Policy should provide
differentiated approach to each Marz in terms of application of tax incentives and targeted
state investment projects.

With regard to economic development of Marzes of Armenia it will prove beneficial to
elaborate development projects for separate regions and Marzes. For example,
Gegharkunik Marz (basin of Lake Sevan) is suitable for development of tourism and
recreational business, while food-processing industry is preferable to develop in Vayots
Dzor Marz, etc.

State regulation and promotion of SME activities will allow in rather a short period of
time and with relatively small investments to meet the social-economic needs of Marzes.

When developing regional economic projects the disaster zone and border regions
should be specially focused on. Creation of special privileged conditions for the
enterprises will allow to quickly restore the idle productive capacities of the above regions
and using local mineral resources considerably ease urgent social problems.

Entrepreneurship Development offices attached to regional administrations and would-
be regional CCls should become the main executing structures of SME Regional
Development Strategy.

These structures should

e elaborate SME Regional Development projects and promote SME development in the
regions,

e Dbe the main structures to promotion and provide with services the newly established
and already operating enterprises in the regions,

e directly support SMEs as well as Business Support Centres,

e have operational information on markets, export/import and Business Support
Structures, etc. to provide it to local SMEs,

e to co-operate with local authorities and carry out joint projects aiming to solve SME
Regional issues.

Development of handicrafts should become one of the main directions of SME Regional
Development. Armenia has rich handicraft traditions such as, textile, embroidery, leather
goods and shoes, jewellery, carpets, wood and stonework, metalwork, etc. Handicraft
souvenirs’ production and the development of tourism are interconnected.

Handicraft is a typical small production for organisation of which several operations like
marketing, procurement, packaging, advertisement, etc. have to be in place. There are
several arguments for the establishment of handicraft clusters in Marzes. In such clusters
the individual masters would have the opportunity of sharing the premises, facilities and
services’ expenditures as well as of joint procurement significantly reducing material costs,
etc. The obligation of SME Promotion Institutions on behalf of State is to promote and
assist the establishment and development of such clusters. The idle industrial premises
and facilities in relevant Marzes could serve as workshops for Handicraft Clusters.

Innovations for SMEs

Enterprises using high and information technologies and innovative investments are as
well considered prior for Armenian economy. But for separate SMEs, high-tech &
innovations seem almost unavailable mainly because of being expensive. To overcome
this and provide the enterprises with considerably equal opportunities business
incubators, techno-parks and industrial zones are beneficial to create.
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Business incubator is a group of newly created enterprises utilising the same premises
and centralised services, accountancy, goods/raw materials purchasing opportunities and
marketing.

Joint efforts of participant companies are directed to share the financial burden until the
enterprises are mature enough to operate independently.

Usually the business incubators are created and supported by the governments being
financed through grants or preferable loans. The government assistance often in the form
of provision of idle premises might prove an attractive and applicable option for Armenia.

Business incubators play an important role in regional development promoting co-
operation between enterprises. Taking into account the above-listed it can be stated that
business incubators are sure to be crucial for the realisation of SME development and
support policy.

Techno-parks are one of the forms of technological and innovative support to SMEs. It is
a group of newly established enterprises combined around a scientific centre which offers
contemporary high quality business consultation and information directed to the
technological development of the enterprises and improvement of the quality of the
products, as well as is providing wide opportunities for conducting market research.

Techno-parks are more preferable for industrial or high-tech enterprises because
enhancement of production and industrial processes demands installation of new
technologies. This is mutually beneficial for the scientists and the entrepreneurs that is
scientific programmes can be worked out and tested in business environment quite at
hand and the entrepreneurs in their turn can use the scientific achievements. This model
might efficiently work in Armenia, taking into account its scientific capacity and the
existence of appropriate scientific centres.

Informational Provision and Consultancy

The efficient use of Informational Provision and Consultancy by SMEs is to great extent
conditioned by close co-operation with relevant state and non-governmental institutions.
State, NGO and commercial organisations carry out technical assistance including
informational provision and consultancy. This mechanism might prove highly efficient if
relevant state structures are seriously involved in SME policy realisation process.

Informational provision of SMEs is one of the main guarantees and important
prerequisites for their successful operation. Leading international experience and relevant
studies carried out in Armenia show that timely information on general state of economy,
internal and external market shifts, legislative framework, science and technology news,
etc. is crucial for effective business.

Economic information in Armenia is spread mainly via mass media, which are not
always competent and reliable. That is why such general information sources are not
sufficient for the businessmen. Business information provided by international and local
organisations, universities, central and local administrations to Armenian entrepreneurs
also lack specifics and reliability.

The creation of special business informational and information-analytical centres as well
as business information networks will secure SME provision with complete, reliable and
up-to-date and complete information on their business.

Taking into consideration the vital importance of informational provision for small
business and considerable finance necessary for the establishment of business
informational networks, it becomes obvious that this kind of institution is to be established
and run by state structures.
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To avoid additional expenditures it is advisable that relevant state structures first of all
analyse and send to institutions responsible for informational provision or provide it
directly to the SMEs available business d-base.

Ministry of Statistics, State Register and Analysis is one of the important state bodies
responsible for SME informational provision. After the adoption of the Law “On SME State
Support” (with identification of quantitative criteria for classification of SMEs) the Ministry
should start statistical registration of SMEs.

Business consultancy is another component part of SME Support Infrastructure, which is
poorly based and carried out mainly via friends and relatives in Armenia due to objective
reasons. To foster the SME sector development SME consultancy should necessarily be
carried out through public and private business-informational structures.

Consultancy support to SMEs should be directed to:

enterprise management

finance management

market research

enterprise financing

business plan elaboration

quality management

financial report preparation, etc.

To secure the provision of the SMEs with relevant information and consultancy the
government should assist the business support structures and co-ordinate the
programmes carried out by them.

Increasing the Social Rating of the Enterprises

The creation of a positive public opinion of the entrepreneurship is of prior importance for
the development of the latter. It is particularly important for the transition period countries,
where the mentality identifying private sector with black profit source is still in place. The
attempts to overcome this kind of mentality in Armenia have been poor, non-purposeful
and have failed as a rule.

The reasons for this are of course deeper and are not only conditioned by the absence of
relevant explanatory work and propaganda. One of the major reasons is the dependency
of a successful business upon the protectionism, bribery and acquaintances from relevant
state bodies and non-formal influential structures in our country.

However, the demand of the time is to acknowledge that country’s progress to a great
extent depends upon the development of efficiently operating private entrepreneurship,
especially the small and medium scale enterprises.

The development of businesses is of pivotal significance for the development of a
country’s economy, so the creation and the development of public opinion on the issue
should be a matter of state concern as well.

Several programmes and undertakings aiming to increase the rating of the entrepreneur
activities are foreseen, and mass media, often considered as the fourth power in the
country, should play a key role in their elucidation.

It is necessary to organise annual contests between the SMEs for the title of The
Entrepreneur of the Year. The winners should be awarded and their practical experience
should be widely elucidated and spoken of publicly.

It is as well necessary to publish a periodical clarifying current actual situation of the SME
sector and furnishing the businessmen with necessary information.
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One of the important steps to enliven the business atmosphere in the country is to activate
and improve the quality, enlarge the geographical and sector expanse of the exhibitions
held in Armenia.

Business Training and Vocational Education

Business training and vocational education in Armenia nowadays are carried out mainly
by non-governmental and public (international, foreign and local commercial)
organisations. Contributing to some extent to general business education and upgrading
of the entrepreneurs’ professional knowledge and skills nonetheless they do not compose
a unified educational system: all of them have different curriculum, length, etc. Lack of
state strategy and policy in this field is obvious and diminishes the efficiency of above-
mentioned activities.

Being one of the essential components of SME Support Infrastructure business training
and vocational education organisations could significantly foster business development if
state relevant bodies elaborate unified educational programmes and co-ordinate training
sessions throughout the country. A special state institution should be established to
conduct aforementioned activities.

Ministry of Education and Science, universities, vocational schools have to bear the
main responsibility for realisation of business education and vocational training.

Armenian entrepreneurs need to acquire and upgrade their knowledge in the fields of
management, marketing, innovations, etc. in order to compete successfully in and out of
the country. The co-operation between small business clusters, business associations,
business promoting organisations and training/educational institutions could ease that
process.

A unified and complete system of business training and vocational education should be
created involving representatives of SMEDA, CCI of RA, MIT, MES, universities, other
educational institutions, as well as business community and would aim at:

Formation of a system of professional qualifications,

Granting professional qualifications according to the international standards
Meeting the demands of the businessmen through co-operation with them

Studying and implementing the leading business experience via relevant structures.

6. Institutional Execution of SME Development Strategy and Policy

For SME development policy and strategy execution it is necessary to design an SME
development and support united system including state structures, non-governmental
organisations (NGOs), commercial and international organisations.

As far as the NGOs, commercial and international organisations perform executive
functions in the realisation of SME development policy and strategy, state structures in
their turn must perform the following ones:

e elaboration of SME development policy and strategy;
e realisation of SME development policy and strategy;
e co-ordination of SME development programs.

SME development policy and strateqy Elaborating State Structure

SME development policy and strategy elaboration function is being carried out by Small
and Medium Entrepreneurship (SME) Department within the Ministry of Industry and
Trade of RA. Three divisions dealing with SME problems existed in MIT in 1997. As a
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result of MIT structural shifts in 1998, one division (with 5 positions) with the following
functions is currently operating:

elaboration of SME development policy and strategy;

elaboration of SME development programs;

periodical conduction of SME sector surveys and its monitoring;

co-operation with NGOs, international and commercial organisations in the process of
SME development policy and strategy elaboration.

SME Division of MIT should be developed to effectively perform its functions. The creation
of an Information-analytical centre there, carrying out research work and up-dating
business d-base, will provide with appropriate business consultation and information.

SME development policy and strateqy Executing State Structure

Currently Armenia lacks any structure executing SME development policy and strategy.
International experience and surveys prove the urgency in creation of such a structure.
The latest surveys aiming to study the current business environment and existing
government system (also with the involvement of international European Union and
Japanese experts), reveal the necessity for creation of a special SME Development
Agency (SMEDA).

Besides rendering direct assistance to SMEs, SMEDA will co-ordinate SME related
activities of other state structures. SMEDA should be founded by the Government order as
an SME development policy and strategy executing body and will operate under the
guidance of Armenia’s Government or relevant Ministry.

The country’s Prime Minister should appoint executive director of SMEDA and the board
of directors’ should be made up of top officials representing interested Ministries.

According to regional development peculiarities and economic priorities (disaster zone,
etc.) SMEDA will establish regional business development branch agencies to execute its
regional development programs.

Functions of SMEDA should be:

provision of loan guarantees for SMEs operating in priority sectors of economy;

offering direct business consultation services to SMEs;

offering direct business information services to SMEs;

organisation of business forums, workshops, conferences and exhibitions;
co-ordination of SME development programs;

other business services.

One of the main functions of SMEDA is to be elaboration and conduction of business
training programs via the Institute of Vocational Education and Business Training
alongside SMEDA.

Structure of SMEDA

For a successful performance SMEDA should have the following structure:

Development programs’ co-ordination sector.

Loan guarantee fund (including experts’ board).

Information-analytical and publication sector.

Consultation and business training programs’ sector.

International co-operation sector.

Sector for co-operation with enterprises and business support structures.

Experts’ Board should act alongside the SMEDA.

2Rl
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Taking into consideration the scarcity of financial means and the necessary time for
SMEDA creation, it is expedient to create a Loan Guarantee Fund, primarily as a separate
unit within SMEDA, which further may act as an independent institution.

Further the range of SMEDA activities may expand due to extension of its functions and
other structures might be created (e.g. loan guarantee for SMEs, companies for security of
SMEs, leasing and auditing, etc.).

SMEDA should be financed from:

state budget;

means raised from privatisation;

means raised from loan guarantees;

allocations of international and foreign donor organisations;

e grants, etc.

In 5-6 years after its establishment, though maintaining the above-mentioned sources,
SMEDA will partially shift to self-financing (except the function of loan guarantee
provision).

SMEDA should be in permanent co-operation with the State structure elaborating SME
development policy and strategy, assisting the activity of the latter and getting appropriate
instructions from it.

Vocational education and business training institute

Vocational education and business training institute should act alongside the SMEDA
and/or within its structure.

Vocational education and business training institute’s mission is to provide different
spheres of entrepreneurship with highly skilled specialists thus contributing to the
competitiveness of the country’s economy at home and abroad.

Vocational education and business training institute should create a comprehensive and
flexible system of business training and education, co-ordinate its activity and be
conducive to further development of economic trends and market relations in Armenia.

Main activity directions of the Institute of vocational education and business training
should be as follows:

e organising business training courses for top managers of enterprises;

e working out a concept for vocational education and training of specialists for different
spheres of entrepreneurship, based on scientific-methodological findings;

e conducting appropriate surveys to reveal educational demand of the entrepreneurs;

e designing effective business training programs (including practical business training
programs) adapted to business environment;

e carrying out active co-operation with foreign and international organisations running
business training programs and joint programs as well;

e running activity for co-ordination of comprehensive business training system in
Armenia,;

e organising and conducting programs for training the trainers in terms of implementation
of new business training methodology and methods.

Vocational Education and Business-training Institute’s activities on the initial stage should
be concentrated on satisfaction of paramount demands of enterprises, viz.:

e design of business plans for loaning purposes;

e keep accountancy according to current international standards;
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e application of business related legal and regulatory framework (on tax, customs and
licensing issues);

e management of enterprises (financial, human resources, quality, enterprise

restructuring);

conducting of market research;

obtaining of business information and setting of business links;

strategic management of enterprises;

product development;

organisation of advertisement;

e export of goods.

Vocational education and business training institute alongside with the above-mentioned

business training general programmes should focus on elaboration and conducting of

narrow specialised programs (e.g. on packaging, craft's’ development matters, etc.).

Its worth mentioning that currently a great amount of technical assistance programmes
are conducted by foreign and international organisations in Armenia, mainly in the way of
organising business training programs. In this context close co-operation of Vocational
education and business training institute with above-mentioned organisations to work out
and conduct joint business training programs as well as co-ordinate the existing business
training programs will prove efficient.

For creation of business training comprehensive system and training/retraining of
specialists it's important to implement mechanisms of accreditation for business training
programs and centres as well. In further this can be included in the functions of Vocational
Education and Business Training institute.

Chamber of Commerce and Industry of RA

Chamber of Commerce and Industry of RA (CCI) together with its regional chambers of
commerce and industry should become one of the main links conducting SME
development policy and strategy in Armenia. In a new institutional SME support structure
an important role is laid on reconstructed CCI of RA with the network of its regional CCls,
which is to meet the needs of Armenian SMEs and act according to the following criteria:

be responding to the needs of businesses and led by it;

be transparent and accountable;

provide qualitative business services (for payment and free);
to act in accordance with international standards.

CCl of RA may become as a part of already created and developed business international
network thus coming into connection with European Chambers and International trade
chamber and their members by official and non-official links based on economic and trade
convergation and use the potentialities of the latter. Taking into consideration that
nowadays export development is of crucial importance for Armenia, collaboration with
international organisations becomes more essential.

Reconstruction of CCI and creation of a network of regional CCls will enable to maintain
a system that will provide business services on contract base to Armenian entrepreneurs
on following issues:

maintenance of internal co-operation between enterprises;
dissemination of business information;

provision of internal and external links and export promotion;
vocational education and business training.
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Besides CCI of RA and regional CCls network there are some other NGOs, international
and commercial organisations, which might be considered as counterparts at SME
development policy and strategy implementation process, viz:

- foreign and international donor organisations;
- business centres;

- organisations providing business services;

- NGOs;

- non-banking financial organisations, etc.

Mission of the above-mentioned organisations is to defend the interests of entrepreneurs
in state and non-state bodies and provide business services and promote the
development of private sector of economy as well.

Participation of such organisations in SME development policy and strategy
implementation process shouldn’t be obligatory by state bodies and should correspond to
their (enterprises’) objectives.

Participation of aforementioned organisations in execution of SME development strategy
and policies should not be obligatory and has to conform to their objectives and functions.
As for donor organisations, taking into consideration their mission at development of
private sector in Armenia, SME state policy makers on the basis of mutual agreement has
to participate at donors’ relevant projects designing stage and to co-ordinate projects’
implementation process

Chart for structural provision of SME development policy and strategy in Armenia is
attached.

7. Principles of Implementation of SME Development Strategy and
Policies

Small business in transition economies due to structural reforms, privatisation and overall
liberal policy become the key component of private sector. SMEs in Armenia operate in a
considerably unfriendly environment and encounter additional obstacles conditioned by
transition period. Taking into consideration SME peculiarities, special approaches need to
be implemented to overcome these obstacles.

In Armenia as well as almost in all transition countries due to some objective reasons
the main productive capacities dramatically have lost. It creates huge unemployment with
sharp decrease of incomes, which has to be addressed. Small enterprises could help to fill
that increasing gap. In fact both large companies and SMEs should develop
simultaneously and jointly since their development concepts are not mutually excluding
but vice versa are inter-complimentary. Fast and timely responding to changing demand of
market, and offering small lots of goods SMEs at the same time compliment the large
enterprises’ activities. They can take over those technological cycle’ sectors of large
enterprises that is more feasible to accomplish in small-scale enterprise. Thus SMEs
collaborating with industrial giants conduce to optimise the whole technological cycle.

The SMEs’ flexibility and their conformity to ever-changing demand of market perhaps
are the most valuable characteristics in the post-industrial hi-tech world. In this respect the
existing industrial infrastructure and capacities and, which is more important, available
human resources in Armenia ensure that the economic development of the country can be
achieved by the investments in high technologies and innovations.

21



SME Development Strategy and Policies have to be carried out according to a number
of cardinal principles, which are among the main concepts of socio-economic
development of Armenia.

Foremost the projects and undertakings deriving from SME Development State Strategy
have to be directed to revitalisation and empowerment of industrial sector of Armenia.
Particularly in this field the main efforts have to be performed in high-tech industries,
innovations as well as informational technologies.

The next important issue is Regional Development. The overcoming of existing
economic disparities between regions of Armenia and fostering the socio-economic
uprising of underdeveloped regions or those in emergencies have to be amongst the key
targets of the projects and measures aimed at SMEs development.

Substantive achievements of Armenian economy can be assured in case of essential
increase of export volumes and improvement of negative trade balance. One of the main
principles SME Development State Strategy is fostering of import substitution and export
oriented industries.

SME Development should to large extent contribute to the realisation of Food Security
Programme through boosting food-processing industry where small businesses better fit in
than larger ones especially in the early stages of processing of agricultural products. In
this regard SMEs play key role in the provision of Armenian consumers with both basic
need foodstuff and other non-primary products.

Eventually creation of favourable conditions for the development of small
entrepreneurship in Armenia will bring to state revenues’ increase through the
enlargement of tax base (decrease of shadow sector). The relevant figures referring to
SME sectors of Eastern European countries serve as basis for such an allegation.
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