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EXECUTIVE SUMMARY

The goal othe Armenia Investment Reform Roadmap is to guide policymakers and other key
stakeholders in Armenian actions to help boost investment and maximize its benefits for Armenia.
Foreign direct investment (FDI) has grown globally phanomenal rate since the early 1980s. The
global market for FDI is highly competitive.i3bompetition hasntensified due tdhe impact of the
COVID-19 pandemigcglobal recessigrand geopolitical disruption and confliétfter a decline of 40
percent n 20202021, FDI levels are now recovering, mainly in developed countries. This global
context sets the wider background for Armertia attract FDI.

Large countries with large home markets or significant natural resources have a clear competitive
advantag in attracting FDIIn smaller countries comparable in size to Armenia, FDI has contributed
to major progress and transformation in economies, rising living standandsoverall benefits for
societies. This transformation those countriesvas shapedybnational development policies and
specificallyinvestment policies and progranmtsowever, the challenge faced by countries is to
determine their competitive advantagés nurture them,and communicate these advantages
investors whileémplemening effective policies and promotiorte attract and support new
investments.

The analysis, and conclusions in the Investment Reform Roadmap, show Armenia needs to compete
in a stronger and more effective way on world markets for mobile international investment
Comparator countries, including peer countries of approximate similar size and background, have
mostlyachieved a much better performance in attracting FDI and maximizing its benefits through
enhanced economy structures, capital formation, new employpexmort growth, regional

development, introduction of modern technologies and new markets, and stimulating domestic
investment, linkage, and partnerships. This has important consequences for achieving national
economic development, social progreasd lving standards.

Extensive analysis, benchmarking against peer countries, and review of international best practice in
investment policy and promotiowere conductedor this Roadmapwhichconsists of six blocks:

1. Investment Performance
2. Investment Policyramework
3. Investment Incentives Framework

4. Institutional Framework for Investment Policy Development, Investment Promotion and
Facilitation

5. Investment Promotion and Facilitation Framework
6. Investment Reform Roadmap Action Plan.

The analysisoversthe period up to December 30, 202

1. INVESTMENT PERFORMANCE

Since the global financial crisis of 2008, Armenia has struggled to attract investments. Addressing this
challenge demands a better competitive performance to attract new investment projects, increased
annuaFDlinflows, and FDI stock.
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Although the Goernment undertook many policy measures from 2012 to 2017, the Gross Capital
Formation (GCF) trend was downward over the period. In 2017, the Government managed to
reverse the trend by boosting private residential constructiyrsubsidizing interest ratesr
mortgages. Besidethe launch of a largscale mining project significantly contributed to the increase
of GCF. However, the upward trend did not last. In 2019 GCF declined due to political instability
and disruption of the bureaucratic system, whiel to a decrease in public capital expenditure
(CapEx)

From 2012 to 2020, the average annual GCF3mss domestic produc(GDP) ratio in Armenia
was 12percent It was considerably higher in most peer countries, particularly in neighboring
Georgia (26oerceni) and the Kyrgyz Republic (krcen). Armenia is at the bottom of the list with
an average of 1.@ercentnet FDI inflow to GDP for the period 2032020, which is considerably
lower than Georgig8.8percen) and otherEurasian Economic UnioBAEL) countries (Kazakhstan
4.2 percent Kyrgyz Republic 4.8erceny.

FDI inflow to the real sector of the Armenian economy is very concentrated both by economic
activities and by source countries. For example, from 2016 to 2021, abopé&@ntof FDI
projectswere in the electricityandgas sector. As for geographic concentration, the top source
country was Russia, with a @2&rcentshare in FDI inflow to the real sector. In general, Russia
accounts for almost 5@ercentof total FDI flows, or$5.2 lillion, as of 2021

As for the exports, in 202three main product groups (metal ores and concentrates, alcohol, and
cigarettes) with low economic complexity indices accounted for about half of Armenian merchandise
exports. As a result, in 201%he economiccomplexity of exports was0.27, 0.3 percent points

lower compared to 2000. Armenia has a shallow economic complexity index compared to peer
countries, except Kazakhstan. Simathere are also problems with geographic distribution. In

2021, about 2%ercentof merchandise exports were to the EAEU countries (mainly Russia with a

95 percentshare), making the Armenian economy sensitive to external shémkexample, the
depreciation of the Russiamible or logistis problems on the Russi@eorgia borde.

Global FDI trends are showing a revival in 202®btwithstanding the continuing impact of COVAD
19, the economic recession of recent years, supply chain disruptions and production shoatidlls
major geopolitical conflicishe experience of many countries, mainly developed countries at this
stage, shows that investors are building new strategies and seesamgpetitive advantage through
new investment projects and new locations. Armenéa lachieved commendable success in
attractingInformation and Communications Technolo@@T) investment projects with significant
economic contribution, exports, and employment benefits for Armenia. However, the above data,
show clearly that Armenia compas unfavourably with peer countries in its overall performance on
investment. Armenia needs to compete more strongly and effectively for FDI. @istrindicates

the essential policy and promotion strategies, structuesgl activities that need to beupin place

to positivelytransform FDI levels in Armenia.

2. INVESTMENT POLICY FRAMEWORK

A sound investment policy framework is critical for FDI to deliver a positive imjpeitte host
economy. This type of external capital can facilitate the arrivalafrielogy and knowhow,
diversification into new sectors and activitiesmd foster integration of domestic firms into global
value chains (GVCsYVirtually all governments worldwide have investment politieattract and

1fDi Markets
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maximiz the benefits of investment. Policies and regulatory frameworks are vital government
instruments and the foundation for best practice promotion and success.

POLICY VISION AND GOALS :Ar meni ads Vi si on, goal s, policy, a
examined and compared with peer countries. Armenia does not have a stated national policy,
specifically on investment. Such a policy should draw together the vision, goals, arairpastjons

to be able tocompete and achieve FDI levels that match comparator countries. Investment policy
should ideally be publicly statedd regularly reviewed and adegto respord to the global

investment environment. T Investment Roadmap propost developa new investment policy

and twelve policy goals for Armenia for consideratidhese include, for example, matching the

number of FDI projects attracted by countries in the South Caucasus, Southeast Europe, and Central
Asig increasing capitérmatiorn; andannuallymonitoring the direct economiampact of all FDI

projects. Broad consensus and government approval of stated vision and goals on investment policy
are vital for success.

LEGAL AND REGULATORY ENVIRONMENT FOR INVESTORS  : World Bank(WB) research
liststhe top three factors for investoras 1) politicalstability; 2)macroeconomic stabilifyand?3)

legal and regulatory environmeh#rmenia is implementing aopend o o policy on FDI. The Law
on Foreign Investment 1994, and 42 bilateral investment tre@8ER are the main legdlasis They
provide most of the internationally recognized protections and guarantees for foreign investors.
Analysigresented in the Investant Roadmaghows some refinements and wider dissemination of
the law are desirable.

The Law makes no reference to Enterprise Armenia or MOE, incentives for invesiorso links

with other relevant legislation such &gellectual Property Right8PR) Ideally these refinements
should bemade, and the Lamadereadily accessible on EA and other websites related to FDI. In
terms of FDI regulatory restrictiveness, Armenia compares well with peer countries, and is grouped
closely with Estonia and GeorgiaOrganization for Economic Cooperation and Development
(OECD,) rankings. Similarly in the W&@oingB u s i Begies Artenia ranks in the top fifty
countries.While this series will not continue in future years, Armenia should focus on impraging
performance on all indicators where it ranks behind countries like Geoljmth Macedonia, and
Estonia.

Armenia has the essential legal framework for dispute resoldtioinvestors. This framework im

line with international best practice. Obstacles arahative impacts arise, according to investor
feedback, primarily in the legal implementation in the ceartd judicial systems. The options of
Alternative Dispute ResolutiofADR) and business ombudsman should be explored and developed.
Ombudsman Instittionsare spreading to many countries, including peer countries. Most are
designed to work in a nojudicial way. The review of this option should preferably be part of a
wider consultation with existing investors, industry, and sectors groups. Thisngilire insights into
practical issues experienced by investors. The MOE should lead action on this subject.

ARMENI A3 S FPOILDINGYCOMPETITIVE ADVANTAGES  : Ar me rinvestient policy

will need to recognize global factors influendimgestment decisions. Countries that respond
directly to these investor needs in their policies and promotion will improve their competitiveness
and unique value propositioifhese factors include:

- Target sectors and companies

2 World Bank Group. 2020Global Investment Competitiveness Report 2019/2020: Rebuilding Investor Confidence in Times of Uncertainty.
Washington, DC: Worl d Bank. E Worl d Bank. https://openknowl edge. wt
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- Search for human and techlogical skills is a driving force for most new FDI projects

- Diaspora as Armeniads key competitive edge

- Over 60 percent of global FDI projects are in the internationally traded services sector

- 50 percent+ of new FDI projects emerge from existing invesiarmany countries

- Il nvestors now seek competitive Oyproperty solut

Investment policy and promotion should ideally focus on the categories of companies and sectors
that offer the best prospects for new investment. A secamalysis exercises on competitive
advantages is recommended.

Armenia has strong and talented people with wecldss technological skills. But reports from

investors suggest that demand outstrips supply. The successimiestment policy will be hedyi
influenced by GOAM policies on education, training, university partners, sourcing skills from
diaspora, visa regimes for skilled people, and public/private collaboration and joint action on all these
areas to facilitate new investmefthe continuing aalysis of the diaspora potential is required to

reveal the great experience, knowledge, skills and opportunities in various sectors, and utilization of
these in Armenia.

The rew investment policy shouloe communicated to investors whignsuingquality dalogue

with investors. This should be planned and structured with regular review and continued dialogue on
progress. A concentrated Ol nvestor Partnership F
positive approacto joint consultation. This enhanced ltigue process should include diaspora
representatives.

BENCHMARKING : Extensiveanalysi®f A r me meérfarthanceandactivitiesin FDI promotion hes
beenundertakenThisinvolvedbenchmarkingvith 25 comparatorcountriesin the neighboring
region,Central Asia,SoutheastEurope the EuropearnJnion (EUYi includingformer transition
countriesandcountriesin the Middle East.Comparisonswith peer countries(approximatelythe
samesizeasArmenia)includnghighperformingcountrieswere made By usingaregular
comparativebenchmarkingywhichis not currently done, Armeniacanlearnandbenefitfrom
successfuhvestmentpromotion experiencesn selectedcountries.

PRIVATE SECTOR VIEWS ON INVESTMENT POLI  CY ISSUES: Private sector viewsvere

elicited for theroadmap Many existing investors expressed positive views on their business and
investment in Armenia. Some suggested that they could support attraction of new business and
investment. At the sam#éme, they highlighted issues where they wish to see more actions:

- Qualityand regularityof dialogue between the private sector and GOAM

- Government officials® ability to resolve probl
- Institutionalizing of fight against corruption in the long term

- Aunified and aligned 6single point of contacto

- Failure to enforcdPRissues in some instances
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- Transparency of the regulatory systénthe efforts of the Competition Protection System alone
are deemed to be insufficient

- Bureaucratic procedws on safety and health requirements (many fith Sovietera)

- Legal system and judicial independénoapredictability of court decisions

- Dispute settlement and ADR mechanisms

- Shortage of workers with vocational training

- Regulatory environmefit better predctability

- Air cargo transportation from Armenia infrastructure and frequency

- Access by international workers to work in Armenia

- Education for ICT and technology sectors

- Greater promotion of Armeniads strengths and

While it is recognized that there is substantial progress in mahtheseareas this list provides a
potential agenda for dialogue and action by MOE and Enterprise Armenia with investors.

Stronger systematicandregular dialogue with existing investaxgsrequestedby new investors.
Existing investors are often the best promoters of contact with potential investors, through their
testimonials, networks of industry contacts, and sector knowledge. Armenia needs to rigsiew
overall approach to working more closely Wwiexisting investors.

TEAM ARMENIA : Competing for and successfully attracting FDI demands effective horizontal
policies and practices by governmenteu@triessuccessfuh attracting investment have mastered a
whole-of-government approach tovestment promotion and facilitatiomvestment policieand
promotion, which have multiple objectives and involve many economic actors,fuiniic sector to
SMEsandmultinationals, are a prime example of the need for a wiaftgovernment approach.
While Enterprise Armenia has the lead role in packaging and presenting the national, ragidnal
sectoral proposition to investors, it igp to others across thepovernmentand publiand private
sectost o ensure that Ar menpetithedandsupportive of thé EDI agenda. ar e
Engaging with and cultivating this wider network of support is an essential task for countries and
investment promotion agencies that aspire to implement {pgattice promotion. The roadmap
recommends & T e a m A r ppreach irapolicyaand promotiofor effective teamwork and
frequent joint action.

MONITORING AND EVALUATION  : Armenia does not have an efficient methodology and
established systeto monitor and measwe the impact of FDI. This is an essential elemerdrof
investment policy and guidelines on implementing this are briefly addressed in the Investment
Reform Roadmap. It Bslsovitalto manag the activity of Enterprise Armenia and proger
understand the eal contribution of FDI projects. It is essentialdetermire the shaping of future
policy andfor justification and allocation of government resouréasFDI policy and promotion.

Establish a robust monitoring and evaluation system is an immediat®tdkk Ministry of
Economy(MOE)and Enterprise Armenia. The appropriate legal framework that will define the goals
of the system, the actors, their functions and responsibilities, the scope of the data collected, and the
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management of data flows is thest step. It is necessary to develop the logical framework
(logframe, define the final, intermediatirect results of FDI for the monitoring and evaluation, the
indicators for measuring those results, and the baseline and target \wdltresindicataos.

In order to create the proposed system, thereeeds tobe relevant specialists and resources in the

MOEand Enterprise Armenia. This Roadmap recommen:
Departmenté in Enterprise Armenia to ensure the
evaluation. The quality and the coverage of investment statistics, as whedl egpacities of the

Statistical Committee of Armenia, which is responsible for FDI statistics, shewWdhanced to

work with the MOE and Enterprise Armenia.

3. INVESTMENT INCENTIVES FRAMEWORK

Utilizinga wide rangeof sourcesandbestpracticesthis roadmapdescribeghe role of investment
incentiveso enhane A r me nnvesthentattractiveness

ANALYSIS OF TAXES IN ARMENIA AND OTHER COUNTRIES OF THE REGION : Analysisf
the current taxationsystemin Armeniain comparisonwith tax regimesin other countriesof the
region includingRussiaKazakhstarkKyrgyzstanBelarus Georgia,Moldova,Ukraine, Turkey,and
Iran.

REVIEW OF INVESTMENT INCENTIVES IN ARMENIA AND OTHER COUNTRIES : This
reviewincludes ananalysi®f the current investmentincentivesystemin Armeniaanda summaryof
investmentincentivesn BelarusEstoniaGeorgia,Hungary KazakhstanNorth MacedoniaSerbia,
RussiaandUkraine,andidentifies gapsin the Armenianincentivesegime

RATIONALE FOR AWARDING INCENTIVES : Examiesthe rationaleandcriteria for awarding
incentivesn Armenia,basedon analysi®f Armenia,comparatorcountries andbestpractice.

The analysishowed(a) many incentives in Armenia are diverse, relativelaléin scaleand not
widely known or communicatedb) there are significant incentives only in th&Z such as
exemption from most taxes, includiregrporate incometax; (c) incentives in Armenia tend to be
ad-hoc, not supporting an investment strategy and investment policy objectd)dacentives do not
address some key areas of interest to investors, such as offs€tifggx labor, and training costs
(e) andcriteria such as exports growth/import substitution, employment, and vatigtion, should

apply.

This review compared the taxes and incentives with a range of comparator countries. € tax
Armenia is broadly within the overall average in the region in teofisase corporate tax rate (18
percent compared to an average of 16.11 perg@mase of paying taxeand in total tax and
contribution rates (scoring low on this measurieit ranked 52 out of 189 countries in the 2020
Doing Business report.

The roadmapsuggestsreating two sector tiers for incentivés Priority Sectors and Standard
Sector$i and appésa range of criteria to each tier to ensure that any incentives offered to
investment projects are of economic benefit to Armenia.

A series of recommendatits for incentives consist of cash grants to incentivize key activities that
would be attractive to investors. These include:

3 Trading Economics, 2021
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- CapEx Incentive

- Employment Support Incentive

- Training Support Incentive

- Export Incentive

- Research and Development (R&[PYoduct Development Incentive

Guidelines to guard against possible dysfunctional results of the incentives recommended, including
problems, risks, and constraints have been made.

4. INSTITUTIONAL FRAMEWORK FOR INVESTMENT POLICY DEVELOPMENT,
INVESTMENT PROMOTION AND FACILITATION

Analysiof the institutional framework for investment shows important issues that need to be
addressed, and action takemhich isoutlined below Recommendations here include largeale
legislative and regulatory reforms and measures aimed at overall capaldigdu

INSTITUTIONAL CHANGE : Frequent changes of thastitutionalstructures involved in the
development of Armenia's investment policy, promotion, and facilitation over thet@agears have
led to disruptions, weakened operational capacity, and igsd Armenia's investment potential.

ORGANIZATIONS RESPONSIBLE FOR INVESTMENT PROMOTION : Thisroadmap
recommends cledy definngthe hierarchy, roles, and functions of organizatitret are legally
responsible for investment polidevelopment, investment promotion and facilitatiand
developing interagency business processes.

CLARIFY DIVISION OF ROLES, FUNCTIONS, AND RESPONSIBILITIES : The division of the

roles, functions, and responsibilities between the offices of the DeputyeRvimisters, the MOE,

the Ministry of Foreign Affairs (MOFA), sectoral ministries, Enterprise Armenia, and the Armenian
National Interests Fund (ANIF) needs to be established and legally prescribed. This will maximize the
synergies and contribute to an iestmentfriendly environment.

MOFA AND TRADE ATTACHES : The role of the MOFA and trade attachés in the framework of
investment promotion has been underestimated. Thadmap recommends the following: 1)
establishing departments responsible for internati@mnomic cooperation and FDI promotion

inside the central office of the MOFA (define statutory functions); 2) developing a modern concept
of activities of trade representatives (trade attachés); 3) revising the relevant statutory functions; 3)
providingcapacity building for personnel; and 4) creating a network for cooperation, including the
introduction of online communication and coordination tools.

ENTERPRISE ARMENIA : The structures and strategy of the agency should be strengthened, and
staff numbersrad budget should be increased in line with international best practice and as
recommended in thisoadmap Global bestpractice promotion stresses the critical importance of a
strong, weHlresourced IPA, that can compete for new FDI.

ADVISORY INSTITUTIONS AND AGENCY COORDINATION  : A comparative analysis of
international best practice with Armenian practice shows that Armenia lacks independent investment
advisory andnteragencynstitutions. These would provide more efficient discussion platforms for
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systemt and situational issues, as well as ensure better response mechanisms for problems faced by
investors.

REGIONAL INVESTMENT POLICY AND PROMOTION RESPONSIBILITIES CLARIFIED

Regional and local governments are barely involved in investment promotion and facilRatsoms
should be appointed at local levétsbe responsible for facilitating investments at local government
levels This can be donby making changes in tfab description of senior staff membgand
organiingtraining and capacity development fbem.

STAFF TRAINING AND COACHING  : Some of the activities recommended in the roadmap
include organizing workshops for staff involved in investment policy develtpand investment
promotion and facilitation. Such workshops will also contribute to creating professional network
and making the process of finding solution to problems more efficient.

5. INVESTMENT PROMOTION AND FACILITATION FRAMEWORK

Effective policyand promotionentaila statedgovernment vision, policy, and objectives for FDI,

stated plan of action on improving the business environment, and an FDI promotion agency that has
the capabilities and resources to attract new investment projects in coojeratith other

ministries, state agencies atie private sector. This overarching policy is essential in guiding the
promotion strategy.This roadmap recommends developing a country Investment Promotion
Strategywith specifiedyoalsfor new investmentprojectsper year,job creationandexports based

on the formulatedinvestmentpolicy.

EnterpriseArmeniais ayoungagencyestablishedn 2019.Fromthe start, it hasfacedmajor
challengeslueto the impactof COVID-19 andthe globalrecessionCommendablgrogresshas
beenachievedn creatingpromotional material(website brochures,sector profiles),in meeting
delegation®f businesgeople andin messagew existingandnew investors.However,buildinga
bestpracticeagencyis a continuousprocessthat takestime, training,andon-the-job experience.
Armenianeedsto matchthe approachandmethodsof competitor countriesandagencies.
Comparedto highperformingagenciesnternationally EnterpriseArmeniahasmanymandatesand
no privatesectorinvovementin its structure. It hasapproximatelyl6 staff comparedto 40 staffon
averagen IPAsof OECD countriesandalsoalow budgetthat restricts promotion. It is also
hinderedby bureaucratigorocurementprocedures.

ENTERPRISE ARMENIA ORGANIZATION : A review of the strategy structure, systemsstaff,
skills,style,andsharedvaluequsingMcKinsey7 Smodel) showedmultiple deficienciesEnterprise
Armenianeedsto matchthe averagdPA stafflevelsin Eurasianamely40 staffat a minimum
devotedto investmentpromotion with anappropriatebudget.lts structuresneedto be simplified
with amarketingdepartmentaninvestmentproject department,anaftercaredepartmentanda
planningandassessmerdepartment.Governmentsupportto Enteprise Armenia,for the period
2022to 2026,shouldideallyallow it to undertakea proactivemarketingandsellingapproachvia
regularandscheduledlirect contactwith existingandnew investors.

OPERATIONAL FUNCTIONS : A strengthsweaknessespportunities,andthreats (SWOT)
analysigndcomparativeanalysi®f EnterpriseA r me rinvegstentpromotion plan,marketing
communicationstrategy corporate guide website,andpromotion material were alsoundertaken.
The SWOT analysisinveilednumerousgapsandweaknesse operationalpracticesandsystems.

The functionsof bestpracticelPAscompriseinformation,marketing outreachto investors,
facilitation aftercare linkageandintegration,policy advocacyandperformanceandimpact
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monitoring.EnterpriseA r me rplarsahdcorporate strategywere examinedandcomparedto
bestpracticefunctionsinternationally This showedfurther gapsandweaknesses operationsthat
needto be improved not surprisinglyin the least,givenits sizeandbudget.

Most agenciesnonitor the activities(outputs) of their organizationThisis vital for efficient
managemenrandwork planningBut lesscommonin somecountriesare the monitoringand
assessmentf the realimpact(outcomes)of FDI. Understandinghe realimpactof FDI is vital to
inform governmentpolicyandto justifythe allocationof resourcesto the agencyandits partner
organizationsThisis ataskfor MOEin joint cooperationwith EnterpriseArmenia.

While the potentialof FDI spilloversis well understood,their positiveeffectsshouldnot be taken
for granted.The extent to whichthe benefitsof FDIwill materializefor the host economydepends
on asetof factorsrangingrom competitivenessf localproducersto strategicconsiderationf
foreigrownedfirms, aswell asthe technologicabapbetweendomesticandforeigrrownedfirms
and,therefore, the absorptivecapacityof local producers.In addition,the role of the investment
promotion agencyn working with existinginvestors,for examplein aftercareandlinkageprograms,
andimprovingthe busines&nvironmentandecosystemdgor sectors are vital for retaininginvestors
andsupportingbusinesslevelopmentandexpansion.

DIRECT CONTACTS ii TARGETING OPPORTUNITIES : As EnterpriseArmeniamoves forward

with its promotion activity, it needsto ensurefrequentandregulardirect contactwith existingand

prospectivei nvestors. This contact should ideally be a
business in Armenia and competitiveness issuesifag each business. By understanding such issues,
Enterprise Armenia will be better able to respond to concerns raised, obtain more sectoral

knowledge, and seek support or relevant discussion partners for such inveBesgoractice

agenciesare often seenasdependablgartnersby existingandnew investors.Thisgoalshould

ideallybe a central part of EnterpriseArmeniaculture andleadershipasit developdts organization

andstrategy Direct contactwith investorsis the singlebiggesdifferentiatorbetweenbestpractice

IPAsandthe non-bestpracticeagenciesvorldwide.

As part of the visonandcontext to drive changéan investmentpromotion andfacilitation,as
summarizedbove the chapterrecommendghat Armeniashould seekto become (a) the leading
country in attractingFDI projects (per headof population)in the CaucasusndCentral Asiaregions
(b) the leadperformer comparedto countriesin SoutheasEurope and(c) to showmeasurable
progresscomparedto smadl EUandformer transitioncountries.Thistype of visionandobjective
will needto betranslatedinto subsidiarygoalsandperformanceobjectivesby EnterpriseArmeniag
with essential support and resources from GOAM and the MOE.

PROMOTING REGIONAL INVES TMENT : Three principal factors come into play when potential
investors arescouting forlocations for a new investment, namely, regional partners, regional value
proposition, and regional property solutions.

Regional government and agencies can providfisignt competitive advantages by acting as good
regional partners to investors, with quality information and facts on their region, with introductions
to local utility providers (electricity, water, and sewage) and local suppliers and services and suppor
in recruiting workers and in training programs. This type of support can sometimes be a major
advantagéor a region, as international investors viaitingemployment, local economic inputs,

modern technologies, and methods that will benefit the widegiom and will speak of the support
received.
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OProperty sol ut i on detilsanthdescripporal sitablessites, fatt@iessandv e
offices for industry are vital actions for regions. Based on stated requirements from potential
investors, tiis often critical that IPAs and regional partners collaboitatshow locations to

investors. This can sway a decision in favor of a regional site wiedone professionally and
efficiently.

IMPROVING PERFORMANCE AND CAPABILITIES OF ENTERPRISE ARMENIA : Extensiveand
practicalguideline®n how to build operationsandimprovethe overallstrategyandstructure of
EnterpriseArmeniahavebeenprovided.Progresshere demandgovernmentapprovalfor adequate
staffandfinanciatesourcesto enableEnterpriseArmeniato competeeffectivelyfor international
investment.

Enhancingtaffskills,installingoestpracticesystemdgor monitoring contactwith investors,engaging
in muchmore direct contactwith existingandprospectiveinvestors andbuildingan organizatioal
culture that addressesnvestorneedsare crucialareasfor actionasoutlinedin this chapter.

Enterprise Armenidasmadegood progressin establishinghe organizatiorandundertakingactivity
in the short period of its existence However, it is stronglyrecommendedhat it shouldmove
urgentlyto amore strategicandadvancedevelof actionin line with bestpradice.

6. INVESTMENT REFORM ACTION PLAN

The InvestmentReformaction plandefinesreform priorities andsetsforth concreteactivitiesfor
the short andmediumterm. The actionplanproposesthe list of the activitiesfor implementatiorof
the recommendationgrticulatedin the chaptersrelatingto investmentpolicyandpromotion,
incentivesandinstitutionalstructures.The actionplanformulatesactivitiesfor GOAM, listingthe
relevantstateinstitutionsandtimelinesfor the implementation.

The Action Plnshouldideallybe seenasa whole-of-governmentnitiative underwhichall
governmentdepartmentsandagenciesvork togetherto deliveron the agreedactionpointsfor each
year.It canserveasafocusfor concerted,crossgovernmentactionto strengthen FDIlandthe
enterprisesectorsin Armenia.

Bytakingresoluteactionto launchthe InvestmentReform Action Planto boost FDIandprivate
sector developmentthe Governmentcancreateconditionsto promote export-oriented economic
growth andinvestmentandtherebyachieveprogressandimprovelivingstandards

A coordinationmechanisnfor implementatiorshouldensurea highlevelpoliticalbuyin and
oversightwhole-of-governmentngagemenandthe estallishmentof semiannuakargetswith a
robust monitoring system.Theseare important stepstowards addressingapshat undermine
successfybolicyimplementation.
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CHAPTER 1. ARMENI A6S I NVESTMENT P

This chapter analyzes the pattern of FBIArmenia on the basis of gross capital format{@CF)
gross and net FDihflows andexport performance Export performance was reviewesince FDIs
are generally made in expedriented sectorsFurthermore, aong other indicatorsthe economic

complex ty index devel oped by Hwmsappbedia bothArmenmarsi t yv 0 s

peer countries.

The Governmenb f A r nRPeogramafd@ 20212026 hasset ambitious investment targets for
Armenig aiming to increase the GCF/GDP ratio to p&rcentand net FDI/GDP ratio to ¢ercent
These should be accompanibgdiversification of exports and increased economic complexity.

11. OVERVI EW OF ARMENI A86S | NVESTMENT PERFORMA

Over the past several yearArmenia has introduced several measuresnprove its overall
investment and business climate. Howevke, country still struggleto attract investments from
local and foreign sourceatrend that goes back years

Ar me rGiCR i sominalArmenian drams (AMD), which can bgeoxy to measue the volume

of investmentregistered a 13ercentdecline between 2012 and 2016, dropping from AMD1.1
trillion in 2012 to AMD913 fdlion in 2016.Prior to the 2008 global financial crisis, GCF wag o
the main contributor s twihaAd9peecantishatesn GORNQODE mi ¢
The main source of GCfnancing waforeign investmentsanostly in residential construction
projects. The downward trend in GCF started in 2Q0&s aresult of the 2008 global financial crisis,
underlinngAr meni ads depende-inareednarradedble consgruntion secon ¢ e

Despite the gover n neoveralsnvestindnttbusiness clintate,ithe gowrovard
trend continued through 2012 until 2017igure 1.1). Following a 13 percent decline frog912to
20168 Armenia managed to reverse the trend by launching large investment prgects aghe
Amulsar Gold projectand by introducing policies tiboost constru¢ion. These policies, announced
in 2015,included arincome tax refund equal to the amount of mortgage interest when purchasing
newly-developedesidertes? As a result,fiom 2017, capital formation started to grovalthough

with a drop in 2019) readhg AMD1.4 trillion in 2021.

In 2019, the upward trend in GCF was reversed with gpeécentdecline. Three maifactors could
be responsible fothis. Firstly, after the 2018 changes
elections in December, businessesre reluctant to make investments until political uncertainties
were resolvedFor example, in 2019 nominal value of GCF of Hfioancial corporations fell by
around 28percentcompared with 20180 Secondly, mass protests agaitie Amulsar Gold project
blocked access to the projecttsiand led toan investmenfreeze by the company and project

“This economic complexity index indicates how diversified and

gr ov

n Ar

comp

5 Gross capital formation (GCF) is a proxy fmwestmenthowever,i t shoul d be noted that o0investmento i

it also includes investment in financial assets, which is not included in GCF
6 Statistical Committee of the Republic of Armenia, Database, National Acc¢aritessed 18.05.2022)
” World Bank database

8 Since 2012, GCF was calculated acomycdo methodology of The System of National Accounts 2008, because of that the data from

previous period is not comparable with the data published before 2012. Because of this, th2@1@eriod is discussed here

9 No. 205N decision of the RA Government on "Establishing the procedure of income tax refund to hired employees, individual

entrepreneurs and notaries equal to the amount of interests paid for mortgage.ldagisruary 19, 201faccessed 12.04.2022)
10 Statistical Committee of the Republic of Armenia, Database, National Accéartessed 18.05.2022)
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investors.Thirdly, there was aignificant decline in public expenditure on the construction of roads
by 33 percentin 201911

FIGURE 1.1: GROSS CAPITAL FORMATION IN ARMENIA, 2012 -2021
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Source: Statistical Committee of the Republic of Armenia

A sector breakdown of GCFRIGURE 1.2 shows that private investment component is dominant
with anaverage annual §#&rcentshare, followed by government with 2®rcentshare and
households (this typically includes land, other property improvements).

FIGURE 1.2: GCF IN ARMENIA BY INSTITUTIONAL SECTORS, 2015 -2019
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DespitetheGover nment 6s efforts to increase capital f o
many comparator economies. Aigure 1.3demonstrates, among 15 selected countri@sly in two

countries, Lithuania (1Percend and Ukraine (1@ercend, isthe share of GCF in GDP less than in

Armenia. In Armenia, during 2022020,the average annual share of GCF in GDP equaled 20

percent which was significantly less than in North Macedonigpten), Estonia (2percend, or

Georgia (26perceny.

" Armenian Center for Socide c o n o mi ¢ St ulDifaetsabdutAh€ Buliget)performance of Armenia in 2020. Capital
expenditures (part2) ( ARM), 07/ 06/ 2021
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FIGURE 1.3: AVERAGE ANNUAL SHARE OF GCF IN GDP IN ARMENIA AND SELECTED
COUNTRIES, 2012 -2020
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Similarly, Ar meni aoBEDlipaquite poorNet mflow ef FDI nas @Eeéntdecliog i n g

since 2016f{gure 1.4). Additionally, in 2020investment activity was negatively affected by CGVID

19 restrictions. This was p a fctisis mdasuses, iactuding the s e d

programto subsidie interest rates for investment projects in certain sectrand accelerated
depreciation allowance for newbcquired fixed assetd In 2020, net inflow of FDI equalei#7
million, 53 percentless than in 2019101 million), which was already significantly lower than the
2018 level $267 nillion).

FIGURE 1.4: NET INFLOW OF F DI IN ARMENIA, 2015 -2021
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Armenia underperforms in attracting FDI, compared with regional competitors like Georgia and

other selected peer countriesnl f act , Ar meni a0 s agedf GDPisthe loweastf | o w

2 RA Government, Programs to address the economic impact of COlAMfaccessed 18.05.2022)
13 The law on making amendments in the tax code of the Republic of Armadépted on 01.06.202@ccessed 18.05.2022)
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among the 15 selected countriefiglire 15). The average annual FDI net inflow as perageof

GDP in the 201582020 period was 1.percentin Armenia, wiile it was 8.8 percenin neighboring
Georgia andt.3percent, 3.5percent and2.3 percentrespectively in other landlocked countries
such as Kyrgyz Republic, Northern Macedonia, and Moldidvare can be several reasons for that.
For example, despite the recognized improvements in the business clinhatacles to investment
remah in the form ofcorruption and entrenched business interests, including political or business
motivated use of customs and tax inspections, ree¢king and inefficiencies in the judigiand
unpunished anttompetitive business practicé’s

FIGURE 1.5: AVERAGE ANNUAL FDI NET INFLOW AS PERCENT AGE OF GDP IN
ARMENIA AND SELECTED COUNTRIES, 2015 -2020
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However, in 2021gross FDI inflows in Armenia registered the highest value in the last six years
($761 million) with a 53percentincrease from the year befordigure1.6). The main FDhttracting
sectors include electricity and gas supply with G&écentof total FDI inflow in 2021%476

million), mining (16ercent/$122 million) and services (12.8ercent/$94 nillion).

In the last six years electricity and gas supply sector attracted more thae@®ntof total FDI in
Armenia. This is explained by two circumstances:

1. The vast majority of large enterprises in these sectors are companies with foreign participation/
investments (mainly Russian) that carry out lasgale investment projects including with retained
(reinvested) earnings. For example, Electric Networks ohéniaClosed Joint Stock Company
(CJSCis a company with foreign participation, its retained earnings in-2026 grew by around
AMDA48 billion15 a part of which (in proportion to foreign participation) is considered foreign
investment.

2. Over the last éw years, several new large greenfield investment projects were launched in the
sector, some of which are financed agaynFDI For example, Armpower CJSC, the owner of

4 UNCTAD, dnvestment Policy Review: Armegia 2019 (accessed 12.04.2022)
B9El ectric network of Ar me nlttpsd/irb.GykEBnRcéacces3edd8.05.2002) 0 annual report
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new power unit of the Yerevan Thermal Power Plant, being a company with foreignijpetita
only in 2019202Q received around AMDA40ibiion FDI as stock replenishment.

Mining is another major FDI sector in Armenia. In 20162021, the sector accounted for more
than 15percentof FDI inflows. The contribution of this sector to the §#rcentFDI growth in
2021was nearly 20 percentage points. FDI growth in this sector in 20&ldue to the sale of 60
percentof shares of theZzangezur Copper and Molybdenum Combine (ZCMC) Ci&€@reign
investorgs and the high prices of metals, which allowed for a large redistributed profit for that
yearl?” However, because of the continuing opposition and protests against mining activities in
Armenia, investments in mining declined in 2018 2091819 While investorsin the electricity and
gas sector are mainly markseeking/strategic assseeking, in mining investmentisey are natural
resourceseeking®

FIGURE 1.6: GROSS INFLOW OF FDI TO THE REAL SECTOR OF ARMENIA BY SECTORS,
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Source: Statistical Committee of the Republic of Armenia

As with sectors, theoriginsof FDI arealso quite concentrated. Russia is the largest foreign investor

in Armenia, with a relatively stable share over the last yefggarg1.7). In 20162021, more than 61
percentof FDI in Armenia came from Russia. In 2021, FDI inflows from Russia t@&il&dnillion,

or 67.3percentof FDI inflows, up from almost 58ercentin 2016 $356 nillion). It is worth

mentioning that in 2020 and 202due to COVID-19, postwar instability, and the exit of German

Cronimet mining company from the Armenian markigte Russia shareincreasedevenfurther.

Russia mainly i nv e snatgral gasnsupply, erel telecoronsuniaatiors cectors. c i t y

Armeni ads second | ar g 895 mllionaof WDéis 2021r From201Ge202ia ny wi t
Ger many 0 sDIigflovesinereased frof 4.dercent($30 million) to almost13 percent($95
million). In the pastGer many ds FDI was concentrated i ® the mi
the German Cronimet Mining AJ was a major shareholderp@@eni in one of the biggest

companies in Armenia, Zangezur Copper and Molybdenum Combine (ZCMC). CJSC

16 Azatutyun,.The government of Armenia has become themaner Zangezur CoppeMolybdenum Combingaccessed: 18.05.2022)

7 London metal exchange, Copper pridgecessed 18.05.2022)

18 Hetq mediaAmulsar Uncertainty Continues: A Local Activist and Diaspora Armenians Share Their Condermsnber 15, 2019

19 Azatutyun Production Halted at Armenian Copper Minganuary 30, 2018

20 According to John Dunning, there are four types of FDI based on the motivation of investims://rb.gy/owwkul(accessed 18.05.2022)
21 The Central Bank of Armenia average annual USD/AMD market exchange rate is used for currency conversions

22 ZCMC Financial report2020
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Another large share (almost 3Bercentor $223 rillion) of FDI came from Jersey in 2017. This was
from Lydian International Limited, a gold mining company that owns the Amulsar Gold Project.

Other foreign investors in 2021 included Cyprusgérceni, Italy (5percent), and Argentina
(4 percen.

FIGURE 1.7: GROSS INFLOW OF FDI TO THE REAL SECTOR OF ARMENIA BY
COUNTRIES, 2016 -2021%24
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figure 1.8shows,Russia accounts for almost p@rcentof total FDI flows, or$5.2 hllion, as of end

2021, followed by France (®ercentor $955 nillion), and Germany (@ercentor $572 million).

Other major investors n Ar meni ads e c o mperaantor B3b5arilligny, Qyprust(3i na ( 4
percentor $278 nillion), Luxemiourg (3percentor $278 nillion), andthe U.S (3 percentor $261

million).

FIGURE 1.8: GROSS FDI FLOWS INTO ARMENIA BY COUNTRIES AS OF THE END OF
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2 The Central Bank of Armenia average annual USD/AMD market exchange rate is used for currency conversions

24 The FDI inflows from other countries in 2016 include FDI from Luxemburg and Great Britain (14.3 percent and 9.6 pétoead FDI
inflow that year, respectively). FDI inflows from other countries in 2017 include FDI from Jersey, which accounted fer@h®qf total
FDI inflows that year

2Gross FDI flows include FDI flows from 1988 until the end of the 2021
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In summary, FDI in Armeniad o mi n at e d -seeking and/arrstkatedic asssteking

i nvest ment s 0, theeledridity and gasupply Isectas.i Tine number of countries that
bring investments to Armenia is very limited with Russian investments aheacdbthfeat.

1.2. OVERVI EW OF ARMENI A6S EXPORT PERFORMANCE

Export and access to foreign markets are important in attrackBgto standard industry sectors

such as manufacturing, mining, and agribusiness. Armenia is a landlocked country, with a population
of 3 million2é and GDP 0of$13.9 hllion.2” Two of its four borders with neighboring countries are

closed. This makes the country less attractioeforeign investors.

As an EAEU member countmirmenia trades without tariffs with other EAEU membglRussia,
Belaus, Kazakhstan, and Kyrgyz Republic, which together &pepulation of 181 ntlion and GDP

of $2.1 trillion.28 An analysis of 2022021 merchandise trade between EAEU member countries
reveals thatwhile the EAEU membership contributed to the growth oforts to member

countries it led to higher geographical concentratidiports from Armenia to EAEU countries
increased more than 2.7 times since it joined the EAEU, while total exports grew almost twofold.
The share of EAEU countries in merchandise axpfrom Armenia has reached 29pkrcent

Until January 1, 2022, Armenia was a beneficiatheEUS Special Incentive Arrangement for

Sustainable Development and Good Governance (GSP+) scheme, which resultethimttteof

several investment projects (efficiersgeking investments) directed the EAEU market. Some
examples are Rusal 0s i rPlamandimeestinents ithe K@lnarkiea é Al u mi
sewing factory in Vanadzor. However, theanrmal er age gr owt h rate of Ar mer
EU was less than@ercentduring20122 021, and t he EUG6s share in the
from Armenia in 2021 was 2@ercent

Armenia still benefits from preferred GSP rates in th&UCanada, Switzkand, and Norway
However, opportunities provided by these countries are not fully utilized. For example, exports to
Switzerland grew more thafive-fold in 201221021. However, 79.9ercentof exports were of
copper concentrate (H8 2603 00) with the gandard tariff rate of (percent;thus the advantages
offered by GPS have not been used.

Although over the past years Armenia has been committed to diversifying exports, merchandise
exports continue to be resource intensive, dominated by metal ores andentrates, with a limited
range of trading partners.

I n 2021, Ar meni ads $3bllignd6r2pescentof whighovasdreexpdrtp thea | e d

highest level sincine 1990s figure19). In 2021, exporincreased byver 19 percentcompared

with the previous yearHowever, the export structure and complexity level did not change. Metal

ores and concentrates (mostly copper) accounted fop8icento f Ar meni ads t ot al me
export in 2021, or$923 million, followed by alcohol (9.6ercent HS 2032209, mostly brandy) and

cigarettes (8.percent HS 24) . Al t hough -diit products isrts export of

% Statstical Committee of the Republic of Armeniumber of permanent population of the Republic of Armenia as of 1 January in 2022
27 Calculated by authors based on average annual USD/AMD exchange rate and GDP at markéitipscéeh.gy/f3qlzpaccessed
18.05.2022)

By F ASA | smomt g2t h 9021 o b B |, hitps://rb.gy/qwoh9gaccessed8.05.202p

29Welcome speech of the Prime Minister of the Republic of Armenia Andranik Margaryan on the occasion of the launch of !'Aftaenal
itsmoderni zati on. dacdessedd®06.2022 6, 2006

30 Harmonized system
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concentrated (HerfindaBHirschman index=935). These three product groups together accounted
for nearly half of the total exports from Arenia.

The exports of metal ores and concentrates from Armenia more than tripled between 2012 and
2021, from$279 nillion in 2012 t0$923 millionin 2021. In 20122021, the average annual share of
metal ores and concentrates total merchandise exports amounted to 2&rcent. h this period

the share of the product group increased from @ércentto 31 percent Copper ore is the main
export product in this group (with an 8Bercentshare in 2021), as well aéthe total merctandise
exports of the country (with a 2fpercentshare in 2021) anaver the yearshas become the main
driver of export growthin Armenia. In 2021, exports of copper ore total&¥69 million, a 27
percentincrease from the year before. This impressivevgih however was driven by the increase
in prices of copper in international markets. In fact, in 20B& volume of copper ore exports
decreased by 1fercent or by 80,394.4 tonst

FIGURE 1.9: ARMENIAN EXPORTS BY PRODUCT GROUPS, 2012 -2021
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The exports of alcohol from Armenia registered a pércentgrowth between 2012 and 2021, from
$87 million in 2012 t0$291 nillion in 2021. In 20122021, the average share of alcohol in total
merchandise eports of the countrywas11 percent In this periodthe share of the product group
decreased from 14ercentto 10 percent In 2020, the exports of alcohol declined by dé&rcent

due to the COVID19 pandemic and related restrictionsut recovered in thenext year growing by
21 percent Brandy is the main export product in this group with ang@#¥centshare in 2021. There
are alimited number of companies with foreign investment in the manufacturing of alcohol
beveragesHowever, one of those companie®ernod Ricard, is the leader in the sector and has
great influence on its developmeiithe exports of cigarettes from Armenia grew by more than five
times between 2012 and 2021, frodd2 million to $252 nillion. In 20122021, the average annual
share of gjarettes in total merchandise exports of the counmwas9 percent The share of the

31 Armenian Center for SockE c onomi ¢ St uAlri mesn i(ACSESJonam§, i e 20 d(acgesseds, ch@2 2 s
27.04.2Q2)
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product group increased from Bercentto 8 percentin 2021. Tobacco manufacturing has been one
of the dynamic growing sectors of the country over the last decade. Howenehe last two years
exports of cigarettes have been decliniirg202Q exports fell by 1lpercentdue to COVID-19 and

in 2021, exports fell by 2percent Cigarette produing companies Armenia are mainly local
investments.

In 20122021, textiles andgarmentsegistered an impressiven-fold growth (from$219 million to

$183 nillion)ybecomi ng the orising stard6é of Armeniads ex
in the total merchandise exports of Armenieasto 6 percent Typicdly, Armenian textile producers

are companies with local investment, which work with wealbwn European brands through

contract manufacturing/tolling arrangements. At the same time, it is worth mentioning that over the

lastfew years several local brandsave emerged, which can provide a sustainable development

perspective for the sector in the medium to long term.

I n 2021, Armeni ads | ar g eesthe BAEW $330 ailticth or 2%pereemtp or t ma
of exports),the EU §664 nillion or 22 percert), China $393 million or 13 percen), and
Switzerland $360 nillion or 12 percen).

Exports to the EAEU countries registered more than double growth between 2012 and 2021, from

$290 nillion to $889 rillion. The share of the EAEU countriesiarr meni a6s exports al s
over the last decade, from 2dercentin 2012 to 29percentin 2021. Exports to the EAEU countries

have grown at a faster pace since 20d4/Gen Armenia joined the economic union. Russia accounts

for 95 percento f A r neahmeecliasdise exports to the EAE$§47 million). The EAEU
countriesmainlyimport beverages, manufactured food products, and primary agricultural products

from Armenia

FIGURE 1.10: EXPORT OF ARMENIA BY COUNTRIES, 2012 -2021%
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SourceStatistical Committee of the Republic of Armenia.

%2 EU-28 includes Belgium, Bulgaria, Czech Republic, Denmark, Germany, Estonia, Ireland, Greece, Spain, France, Croatias Italy, Cyp
Latvia, Lithuania, Luxembourg, Hungary, Malta, Netherlands, Austria, Poland, Portugal, Romania, Slovenian&odalSadden, UK.
EAEU includes Armenia, Belarus, Kazakhstan, Kyrgyzstan, and Russia
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Exports to the EU countries registered a 3tercentgrowth between 2012 and 2021, fro523
millionto $664 nillion. From 2009 to 2022Armenia benefitted from the EU's Special Incentive
Arrangement for Sustainable Development and
reductions on exports to the EU 06,200 tariff lineg3 This may have been one of the drivers of the
growth in expots.

In contrast to the EAEU countries, the sharetbé EU countries in merchandise exports declined
over the last decade, from 3dercentin 2012 to 22percentin 2021. The EUWnainlyimports textile
products, aluminum foil, and metal ores and concenstem Armenia

Exports to China increased more thaen-fold between 2012 and 2021, fro81 million to $393

million. Chindd s dmarAa meni ads exports i ncrperaestmdOld ver

to 13 percentin 2021. Chinanainlyimports cogper ore from Armenia

Exports to Switzerland registered fave-fold growth between 2012 and 2021, fro#71 millionto

$360million. Switzerland s S marAea meni ads exports increased

percentin 2012 to 12percentin 2021. Switgrlandmainlyimports goldfrom Armenia

In recent years, the Persian Ghlis providedne of the fastest growing export marketsr
Armenia In 20122021, RA exports to this destination increased ten times, busik highly
concentratedon tobacco prodicts (HS 24)accounting for 7ercentof exports.

The economic complexity of exports continues
I ndex (ECI), which indicates how diversified

deteriorated over the last decadeigure1.11). Whilein 2000t he countryds ECI
2019 it was-0.27 (a drop by 0.84 units). This is due to the increisthe share of least complex
products in total exports (fruits, vegetables, coppencentrate,and tobaccd. For example, in

2019 the complexity index of tomato production was equal{b.21, the complexity index of

apricot was-1.19, the index for tobacco wa$.863, and that of brandy equaled 0.609.

FIGURE 1.11: ARMENI A6 S E CONOMEXITYCNDE)R 2000 -2019
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From 2000 to 2019, Armeniabds ECI r ,.dhedountryg dr opped

ranked 35 among 133 countries, in 2019 it ranked only 76. Armenia is behind all 15 selected

33 Ministry of Economy of the Republic of Armetitips:/bit.ly/3rTUBPO
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comparator countries in ECI ranking, except for Kazakhstan. Armenia ranks 18 positions lower than
North Macedonia, 47 positions lower than Estonia, and 6&ioons lower than the Slovak Republic.

As FIGURE 1.12:figure 1.12hows among selected countriegenerallythe higher the GDP per

capita the hidgnher that country ranks in ECI. However, Armenia is behind countries with similar or
lower GDP percapita levels such as Georgi@.01), Moldova-0.16), and Kyrgyz Republi®©(04).

The Government of Armenia has set up a policy directiorgtadually increase the economic
complexity of exports to ensure sustainatdeonomic growth over the coming years.

FIGURE 1.12: ECI RANK AND GDP PER CAPITA OF SELECTED COUNTRIES, 2019  *
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Source: The Atlas of Economic Complexity for BalabéBe for GDP per capita

An analysis of the 2021 complexity structure of exports of products of Armenian origin reveals that
commodity groups with0.25 and lower complexity index account for 8fh@rcentof exports, 1.1
percentfrom commodity groups in the range of0(25;0)and9.6 percentfrom commaodity groups in
(0;1) rangeCommaodity groups with higher than 1 index value account for onlyp2rtentof

exports.

FIGURE 1.13: THE DISTRIBUTION OF EXPORT OF PRODUCTS OF ARMENIAN ORIGIN BY
PRODUCT COMPLEXITY INDEX, 2021 %
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Source: The Atlas for economic complexity, UN Comtrade

34 Country names are represented by 1ISO country codesadlewiis: Armenia (ARM), Belarus (BLR), Bulgaria (BGR), Bosnia and
Herzegovina (BIH), Croatia (HRV), Estonia (EST), Georgia (GEO), Kazakhstan (KAZ), Kyrgyz Republic (KGZ), North Maceddnia (MKD
Moldova (MDA), Latvia (LVA), Lithuania (LTU), Slovak RepuMK), Romania (ROU), Ukraine (UKR)

35 Calculated by authors based on the data 2019 product complexity index and 2021 Armenia exports
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In summary, over the last decadrerchandise exportefom Armenia registered impressive growth
however, the geography, commaodity structure and product complexity continue to be problematic.

Global PI trends are showing a revival in 20&2Notwithstanding the continuing impact of COVAD
19, the economic recession of recent years, supply chain disruptions and production shoatidlls
major geopolitical conflicishe experience of many countries, mly developed countries at this
stage, shows that investors are building new strategies and seegimgpetitive advantage through
new investment projects and new locations. Armenia has achieved commendable success in
attracting ICT investment projectsith significant economic contribution, exports, and employment
benefits for Armenia. However, the above data, show clearly that Armenia compares unfavourably
with peer countries in its overall performance on investment. Armenia needs to compete more
strondy and effectively for FDI. Thigport indicates the essential policy and promotion strategies,
structures and activities that need to be put in platepositivelytransform FDI levels in Armenia.

36fDi Markets
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CHAPTER 2. INVESTMENT POLICY FRAMEWORK

Thischapter addresses the polieyd legahndregulatory environment for investorst sets out a

key part of the overall 0Oinvest ment roadmapé for
draws on the practical experience of various countries a$f agthe welldocumented research on

Obest practiced in inves tBNUAGTAD,®BADiarndy multiugeof f or e x
other institutional and academic organizations.

Armenia does not have a clearly stated national investmehtythat reflects important policy and
program actions taken by the government to compete and achieve FDI levels that match peer
countries. Investmenpolicy needgo be publicly stated, regularly reviewed for progress, and

adapted to the changing global investment environnmigme. MOEis responsible for national

investment policy and should drive its development, implementation, and assessment of investment
policyand national strategy.

The following approach is used in this chapter:

- An analysis of the Program of the Government of the Republic of Arm@&zAM) 2021-2026
and statements on the vision and goals for FDI in Armenia. The vision and broad goals on
investnent policy and promotion are important to shape and propose a new policy.

- A review of the MOE&s and Enterprise Armeni ads
websites and comparison with peer country policy and promotional material. Further
comparisols on FDI policy and programs were made.

- Areview of the OECD Policy Framework for investment and international indices and reports
from UNCTAD, the WB, and international consultants. These provide comparative overviews
on successful best practicesinfbb |l i cy and form the basis for re
investment policy. In 2019, UNCTAD conducted a
made numerous recommendations, which were reviewed for this chapter.

- Areview of the Law on Foreign Invesémt in Armenia, and legal commentary on various
aspects of the law, including comments by investors.

- Extensive views of the private sector and investors in Armenia, sourced from U.S. and European
investor reports and meeting records (for example, EuropBasiness Association meeting with
the Minister for Economy, 2021), international reports on Armenia (U.S. Department of State,
2021, UNCTAD Investment Policy Review, 2018), company reports, and case experiences. In
addition, Enterprise Armenia conductedasv100 meetings for an aftercare survey with
investors in mie2021. This research provided useful insights into the priority issues of concern
to investors, as well as positive case experiences.

- Finally, the practical experience of expert internationalstdtants working with over fifty
investment promotion agencies worldwide contributed to the assessments in this chapter.
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2.1 CREATING THE FAVORABLE POLICY ENVIRONMENT FOR FDI AND
MAXIMIZING ITS BENEFITS

The attraction of FDI and its growth in a countraie drive economic and social transformation, with
numerous benefits for society, and enhanced living standards. This is the experience of several small
countries that compare in population size with Armenia. Given the competitive global environment

for FDI, it is critical that all countries recognize the benefits of FDl and-di@dlc u ment ed oObes't
practicesd6 of countries successful in promoting
line with national development policy and objectives. Typidaily comprises the interlinked

components shown in figure 2.1.

FIGURE 2.1: OVERALL POLICY AND PROMOTION FRAMEWORK FOR FDI

Armenia has stated its ambition to attract increased FDI in its government program forZI2es7
Whilst it has not established a separate investment policy, it has taken numerous and successful
steps to improve the business environment and support investors. This progress is confirmed by
international indiced and isongoinddr me ni a d s d tradegality s eetativelysopeand

foreign companies are entitled by law to the same treatment as Armenian companies. Armenia has
achieved respectable rankings on some global indices that measure business climate. Armenia has
declared and is implemeng an "open door" policy towards investments. Liberalization of
investment relations, the establishment of national policies that favor foreign investors, and proper
protection of investments are at the core of Armenia’s investment policy approach. The
establishment of the IPAnterprise Armeniais a further statement of GOAM objectives and goals

for FDI. All developed countries and the majority of developing and transition countries have
established an IPA. Public expression of national goals and stigpBRI in policy documents, and
active participation in promotion activity by the government are vital messages to investors and
Armenian society.

National policy on investment is typically a separate policy issued by the MOE or contained in other
respansible ministry documents or is in a chapter in the national development policy document. It is

an oumbrell ad doc ume n-approvedablicigs anel sbgectives. It shoukd set n me n t
out the highlevel vision and scope of actions to be taken. Example, continued improvement of

the business environment, creationtufjh caliber jobs, availability of people for investment projects,

human talent strengths, competitive locations for investors, partnerships with investors, fostering

clusters and ecgstems, and innovations in pursuing new opportunities in promotion. It should be a

public document available to all sections of society.

57 https://www.gov.am/files/docs/4737 .pdff
38 World Bank Group, Doing Business, Armenia
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The wider business environment for business development and investors is fundamental to attracting
increased investmenit is again referred to here to emphasize the need for continued progress in

removing obstacles and regulatory or legal hindrances in the environment and to highlight its

i mportance. Enterprise Armeni a hadvocacywWoeky Obest p

Armenia does not publish a separate investment policy document but states various aspirations and
objectives for growth and investment in national development docunfeiis main goals are:

- Achieve an annual GDP growth rate of 7 percent
- Redice unemployment rate to 10 percent by 2026
- Create an expororiented, knowledgéased, and inclusive economy

- Increase investment volumes and productivity through a favorable business/investment
environment

- I mprove Armeni ads i nvocesstoBAENIEU,andlran@mrcnaiketse ness by

- Create the best, most flexible investment destination in the EAEU, and neighboring, and regional
countries in terms of predictability and continuous improvement

- Ensure faster and more flexible processes for impleméantaif innovative, new knowledge
generating programs

- Establish simple procedures to attract highlyalified foreign specialists
- Develop a strategy on intellectual property (IP) to create an invefiendly environment

- Commit to EAEU, ElComprehensive and Enhanced Partnership Agreement (CEPA), and EU
Partnership provisions and cooperation

- Be competitive in international markets by producing high vatiied goods and services.

Previous government documents have stated the objectives and goals of the investment policy,

investment policy principleand directonof pol i cy reforms, action pl an.
Concept Paper of the Investment Policy of the Republicof Armea , 6 f or exampl e, st
stated in this paragraph, but many of these have not been realized and this papepealed in

olmprovement of investment environment and legal framewprk, o mot i on of i |
increased transparency of regulatory envi
policy, with liberalization of investment activities, most favorable treatment of foreign investc

proper protection of investorsandothea d vanced i nter nat i ptoatiact |
foreign investment to achieve priority et
Source: 0The Concept Paper of the Investment Pol i

3% Program of the Government of the Republic of Armenia 222P6

31 | INVESTMENT REFORM ROADMAP FOR ARMENIA



January 2022. The actions proposed in it will need to be examined and progressed in the context of
a new investment polic

In summary, the overall vision and welcoming of FDI in Armenia is endorsed by the Government.
Many of the abowdisted objectives relate to domestic and SME companies as well as FDI. FDI is
expected to contri but egereratinggat a meod @ m-addedk in @ kvl e & g
goods and servicesdé6 as well 4s oOresearch, i nvent

Achieving the policy goals for FDI are primarily the responsibility of the MOE and Enterprise
Armenia, in collaboration with a range of public and pevsegctor institutions and organizations.
Armenia needs to compete in a stronger way for internationally mobile FDI projects. Expressing the
policy goals to achieve this is an important guideline for government and society. These should
ideally be stated ithe annual strategic plans of the ministry and the.IPA

Setting policy and promotion goals gives lbegn vision and potentially shoiterm motivation and

better understanding. Governments give a better focus and sense of direction for essential gction b
publicly stating goals. At the core for implementing all policies is to establish agreed objectives and
targets, ensure implementation of action on meeting these targets, and monitor results and impact in
the economy. Potential investment policy goalsG®AM consideration are recommended as

follows:

GOAL 1: SUSTAINED ENTERPRISE AND EMPLOYMENT : Create and sustain higiuality
enterprise and employment across all regions.

GOAL 2: DEVELOP COMPETITIVE ENVIRONMENT FOR INVESTMENT : Develop the most
competitivebusiness and regulatory environment for investment, productivity, and sustainable jobs.

GOAL 3: LEGAL AND REGULATORY ENVIRONMENT  : Ensure that legal and business regulation
facilitates investment and business development and provides Armenia with covepatitiantages
in global markets.

GOAL 4: ARMENIA fi LEADING IN INNOVATION AND R&D  : Seek to position Armenia as a
regional and global innovation and R&D leader.

GOAL 5 : ARMENIA AS A LEAD COUNTRY IN THE WIDER REGION : Set the ambition to
become the leading countin the number of FDI projects attracted annually in the South Caucasus,
Southeast Europe, and Central Asia regions (projects per capita).

GOAL 6: NEW FDI PROJECTS : Attract a minimum of at least ten new investment projects
(including expansions and new business functions) in 2022 a2@ ifwjects per year in 2023026
as measured by the annual UNCTAD World Investment Report series (WIR).

GOAL 7: ARMENIA MATCHING S MALL EU COUNTRIES : Demonstrate measurable annual
progress in moving closer to the number of investment projects in small EU and former transition
countries (for example, Estonia, Lithuania, Latvia and North Macedonia).

GOAL 10: GROSS CAPITAL FORMATION : Achieve a minimum 10 percent increase in capital
investment per year by international investors over the period 20026.

0 Ibid
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GOAL 11: EXISTING INVESTORS IN ARMENIA : Promote/support a minimum of five expansion
projects per year from existing FDI companies (faaenple, capital investment in expansion, new
business functions, training, and R&D).

GOAL 12: SUPPLIER COMPANIES AND LINKAGE : Support at least three new linkage/supplier
agreements for domestic companies supplying FDI companies per year during@i21

Armenia has specified goals and targets in its policies. However, the above goals and targets provide
a more specific guideline checklist for consideration by the MOE and Enterprise Armenia in
developing their strategic policy and plans on FDhaddition the importance of FDI policy in

determining the level of FDI in a country underscores the need for countries to benchmark
themselves against their peers; this is a priority task for the MOE/Enterprise ArnBamahmarking

is not being done currently andstigating a system of benchmarking will inform the development of
future policy on an annual basis.

The following chapters, and especially chapter 5, specify in more detail how the mieotiened
goals and targets can be achieved, based on bestqeaulicy and promotion.

The MOE and Enterprise Armenia play a key |l ead r
stimulate the productive capacity of the economy and create an environment that supports new

investment, new exports, and job creatio and mai ntenance. A O0OWhole of
deliver a supportive environment for enterprise and new investment requires a sustained cross

government focus on addressing challenges in competing for FDI. Through a strong partnership

approach with gosrnment ministries, enterprise, representative bodies, and others, the MOE and

EA can deliver a steby-step change to the performance on FDI and enhance international

competitiveness of manufacturing and services sectors.

2.2 INVESTMENT POLICY DIRECTIONS

The OECD Policy Framework for Investment interprets investment in its broadest sense and
encompasses twelve themes suchir@stment policy, investment promotion and facilitation, trade
policy, competition policy, tax policy, corporate governance, psiéor enabling responsible

business conduct, developing human resources for investment, investment in infrastructure, financing
investment, public governance, and investment framework for green growth. Detailed guidelines and
a toolkit are provided for aalysis.

The focus in this doc umdinettionobthe®rl. Itidéngfiesssik nv e st ment
guestions for judging the effectiveness of a cou
opinion on how well &s perfonnvisavis/gdal practiceseThdé RRle nt p ol i ¢

guestions on investment policy relate to:

- Laws and regulations

- Non-discriminatory treatment for national and international investors
- Protection of property rights/expropriatiott and land tenure

- Intellectual lPoperty Rights

“bid
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- Contract enforcement and dispute resolution
- Investment treaty policy.

The OECD PFI questions are largely replicated in research addgth expert studies conducted

by, for example, UNCTAD, the \B, and bilateral donors. The combinatiohtbese frameworks

and expert studies describes best modern practice in investment policy and responds to a need for
specific and practical implementation guidance, as revealed by the experience of many countries.

They provide a basis for a summary crobssec k wi t h Ar meni ads | egi sl atiwv
Overall, to reduce risks, governments need to remain committed to creating open and predictable
environments for FDI. The sources of policy uncertainty that erode investor confidence are both

international and domestic, and solutions at both levels are needed.

2.2.1 LEGAL AND REGULATORY ENVIRONMENT FOR INVESTORS

Ar meni ads | aws, regul ations, and practices direc
the public benefit from investment. The quality
the decisions of investors, both domestic and foreighis is evident from the Global Investment
Competitiveness Report 2019/2020 (GIC), as showfigare 2.2 In line with findings from the 2017

GIC Survey (WB 2018), 84 percent of respondents list the legal and regulatory environment as an

s

Oi mportanté or ocritically importantdé factor in

FIGURE 2.2: LEGAL AND REGULATORY ENVIRONMENT WAS IN THE TOP THREE
FACTORS FOR FDI IN 2019

How i mportant were the following factors in your pare
Political stability 49.4 34.9
Macroeconomic stability| 49 35.7
Legal and regualtory environme 42 42.1
Talent/skills 41.5 43.5
Low taxes 41.3 35.5
Market size 39.3 42.6
Physical infrastructure 38.6 40.8
Ability to export 38.4 31.7
Intellectual property protections 35.4 35.4
Investor protections 34.5 37.5
Low labor and input costs 33.2 41.4
Supply chain coordinatio 30.1 44.2
Local input sourcing 26.6 42.2
Resource endowmentg 18.5 31.7
Local acquisition target KGR 35.6
0 20 40 60 80 100

Share of respondents, %

m Critically important ~ ® Important

Source: World Bank Global Investment Competitiveness Report 2qtefapRtation based on 2019 GIC survey)

“2World Bank Group:Global Investment Competitiveness Report, 201912020
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The legal and regulatory environntas especially important for larger firms. On average, large firms
rank it as one of their top investment considerations, according todksessment

The main legal act that regulates relations arising during acquisitions and investments by foreign
nationals and investors, including consideration of national interetits ilsaw on Foreign
InvestmentgInvestmentLaw) adopted in 1994. It provides genlgpaovisions governing FDI,
including entry rules and establishment procedures, guarantees on investment treatment and
protection, as well as access to incentives.

A summary examination shows the legislation grants high standards of protection and gesitant
investors®3 The Law on Foreign Investments grants national treatment of foreign investors by

stipulating that othe | egal regime related to fo
implementation cannot be less favorable than the regime gowgthaproperty, property rights,

and investment activities of citizens, | egal ent
(Article 6).

The Law declares a most favored nation regime, as well as the key rights and privileges for foreign
investmentssuch as:

- Unrestricted access to any sector and geographic location within the country.
- Guarantees against changes in the legislation on investments foiyadivperiod.
- Exploitation of natural resources through concession contracts.

- 100 percent ofproperty ownership (except land for individuals).

- Free and unlimited repatriation of property and profits.

- Unlimited currency exchange on market rates.

- No restrictions on personnel recruitment.

- Compensation for losses resulting from illegal actions by state authorities while performing their
duties.

- Exemption from customs duties for goods that are imported for the purpose of paying up shares
or increasing charter capital (the list of goods isaédished by the GOAM).

ISSUES AND RECOMMENDATIONS ON THE LAW AND ITS DISSEMINATION: Analysis and
comparisons with best practice models show that the Law could benefit from some refining,
additional clarity, and wider dissemination of the Law, as followatle 21.

TABLE 2. 1: REVIEW OF INVESTMENT LAW ISSUES AND RECOMMENDATIONS FOR
CONSIDERATION

LAW ON IPA WEBSITE Normal practice in IPAs would be to make the law available on an IPA website or
provide links to it. This should ideally be done by EnterpAsmenia. It is not a legal
issue but basically good investment promotion practice

4 Summary examination undertaken by expert international consultants and ABEE tAameinia
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REFERENCE TO
ENTERPRISE ARMENIA

As the national IPA dealing regularly with investors, it might be expected that the
legislation would make some reference to the investment promotigencyThe key
mandates and roles of investment promotion institutions should ideally be included i
law. Again, this is not a legal requirement, but is good practice in investment promot
and transparency.

INCENTIVES

No reference to incentivein the law Incentives will come under other legislation but
some connecting reference in this law would lppeopriate. As with the above points,
this is not a legal issue. It is essentially about better communications and linkages.

ARTICLE 8

This article refers to 6Guarantees ag
considered in any future reéew and address possible indirect expropriation.

ARTICLE 11

Deals with oGuarantee regarding the e
means related to foreign investment. o
be o0l egalal y egpasilnedfasgpayment for | abor
could be misconstrued and prevent, for example, payments arising from market valt
increases in IPR or patents transferred. It warrants examination.

ARTICLE 22

Deals with IPR. Itsimplyseats it oshall be guaranteec
of the Republic of Armenia.déd Given th
reassurance to investors, it seems desirable to give stronger assurance here and re
relevant other legistaon on IPR. As with other points this is primarily about facilitating
readers with better communications.

FOREIGN STATIOWNED
ENTERPRISES AND
SOVEREIGN WEALTH
FUNDS

It appears the current law foresees no restrictions to have a legal entity with full fore
state participation or to create a fund that would corresponddovereign wealth funds
as they are accepted in other jurisdictions. This issue, in the contegéopolitics and
increasing restrictions and control by some countries, should be considered. EU anc
other countries have increasingly sought in recent times to maintain better oversight
sometimes restrictions on foreign state enterprises (for examipten China) acquiring
certain enterprises that are deemed to be of strategic national import&hce.

Source: Review of Law by UNCTAD IPR, 2019.

In brief, the Armenian Investment Law 1994 has been updated in 2000, 2006, and 2007 and provides
for most of theinternationally recognized protections and guarantees for foreign investors. The
most favored nation regime, key rights and privileges for foreign investment are referred to above.
The checks undertaken by this project concur with the assessment by UNCIRAID1 945
According to UNCTAD, Armenia has deployed consistent efforts to improve the legal and
regulatory framework for business, and although several laws require updating atuhfirgein line

with good

practice, o0®Wo major | egislative

Other laws that impact on investors, but not exclusively in relation to investment policy, are:

(a) The Law on State Registration of Legal Entities, State R&begistration of Separated

Subdivisions and Institutions of Legal Persons and IndividuapEarteurs that applies to the
process of registration of legal entities if there are no other laws that regulate relations concerning a
special type of legal entity. If a foreign entity becomes a participant in an LLC, for instance, this law
will be appliable when registering the change.

gaps

(b) The Law on Protection of Economic Competition that regulates relations arising in the sphere of
commercial competition, starting from defining the prohibited actions to the sanctions for
conducting prohibited activitge

4In recent months there is a trend to introduce selected restrictions for FDI projects where national interest are involeetinie of
public health crisis and related economic or national competitive vulnerability. This is primawiificl issue and should be reviewed and
considered in the new investment policy

“SUNCTAD: Investment Policy Review of Armenia

“¢UNCTAD: Investment Policy Review of Armenia
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(c) The Tax Code is the main legal act defining existing tax types, regulating tax regimes, and such
like.

(d) The Law of the Republic of Armenia oEZthat regulates the establishment, organization, and
termination of FEZ

(e) The Law on Industrial policy that regulates industry policy ancgtablishmenof industrial
zones.

(f) TheLaw on Publidrivate PartnershigPPP)adopted in 201%hat estéalishes a framework for
the government to attract investment for projects focused on infrastructure.

2.2.2 INVESTOR DISPUTE RESOLUTION AND ARBITRATION IN ARMENIA

Article 24 of O0The Law on Foreign Investments (1
disputes involving investors, as follows:

PROCEDURE FOR RESOLUTION OF DISPUTES

Disputes arising between foreign investors and the Republic of Armenia with respect to foreign invest
shall be considered by the courts of the Republic of Armenia, imaner established by the legislation of
the Republic of Armenia. Those disputes related to foreign investments, to which the Republic of Arm
is not a party, shall be considered by the courts of the Republic of Armenia or by other bodies for
economic dspute settlement, in accordance with the legislation of the Republic of Armenia. Such disp
shall be considered by a mediation court, should the parties have so agreed, unless otherwise establ
international treaties or by the preliminary agreeméfounding documents, economic contracts, and so
on) of the parties. o

The Armenia BITs with other countries contain similar provisions on treatment of international
investors and options for international arbitration. The broad principle of disputesdsst the
contracting parties, concerning the interpretation or application of a BIT, are consistently specified:

- Disputes being settled as far as possible by negotiations in the first instance.

- If adispute cannot be settled within a specified peribdhall, upon the request of either
contracting party, be submitted to an arbitral tribunal or similar mechanism.

For example, the U.8\rmenia BIT, in force since 1996, defiribat investor of each partpe no

|l ess favorable than for the partyds own national
provides for the option of international arbitration. A December 2021, two investment disputes

brought against Armenia under the UAmenia BIT were pending with théentre for Settlement

of Investment DisputedCSID.

Another example is the resolution of disputes provided for in Article 2RaiheniaJapan BIT as

follows:

SETTLEMENT OF DISPUTE BETWEEN THE CONTRACTING PARTIES IN ARMENIA -
JAPAN BIT, 2018

Each Contracting Party shall accord sympathetic consideration to, and shall afford adequate opportur
consultation regarding, such repregations as the other Contracting Party may make with respect to ar
matter affecting the implementation of this Agreement. 2. Any dispute between the Contracting Partie
the interpretation and application of this Agreement, not satisfactorily agfuy diplomacy, shall be
referred for decision to an arbitration board
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A framework of international conventions to which Armenia is a party complements the Armenian
Law and BITs and provides structures for dispute resolutions. Armenia is party totimational
ICSID Conventior(Washington Convention) and Convention on the Recognition and Enforcement
of Foreign Arbitral Awards (New York Convention). Under Article 5 of the Armenian constitution,
international treaties ratified by Armenia take precederover domestic law. Domestic courts must
recognize foreign arbitral awards in accordance with the New York Convention.

Commercial disputes may be brought before an Armenian or any other competent court, as
provided by law or in accordance with party agments. Commercial disputes are heard in courts
of general jurisdiction. Specialized administrative courts adjudicate cases brought against state
entities. Decisions of general and administrative courts may be appealed first at the Civil Court of
Appeal ad Administrative Court of Appeal, then at the Civil and Administrative Chamber of the
Court of Cassation.

A Law on Commercial Arbitration, enacted in 2007, provides a wider range of options for resolving
commercial disputes. Law on Mediati@aopted in 2018, defines the organization and

implementation of the mediation, the status and licensing of the mediator, its rights and obligations.
ADR could be used in commercial matters, including those involving mobile property and secured
transactiors, and also in cases involving family (only related to goeosonal nature) and labor

disputes. While ADR options are available to those who seek alternatives to litigation, they currently
are not widely used or trusted in Armenia.

In addition to the arfiration, conciliation, and fadtnding procedures provided by the ICSID
Convention and Rules, disputing parties may select other ADR mechanisms, such as:

- Early neutral evaluation
- Facilitated negotiation
- Mediation.

Although these other ADR methods wakvidely, they are nofinding and aim to assist parties in
reaching an amicable settlement through voluntary agreement.

Many treaties and instruments permit parties to settle investment disputes through other ADR
mechanisms. Therocess may be commencetiany stage on agreement by the parties. Depending
on the nature of a dispute, other ADR procedures have been found to foster early exchange of
information, clarify issues at stake, and facilitate dialogue between parties. Such procedures may be
standaloner be undertaken in parallel with an ICSID arbitration. Any resulting amicable settlement
during arbitration could be incorporated into an award of the arbitral tribunal, pursuah€&ID
Arbitration Rule 43(2) As such, it would be final and binding and coulddo®gnized and

enforced in anylCSID member statdCSID supports efforts by parties to resolve investment
disputes through alternate mechanisms and offers its facilities and administrative sersficeisg
expert support from its staff to the parties throughout the process. It also provides an archive of
advice and rules dedicated to alternative dispute mediation and resolution.

In addition to the ICSID framework described above there are othewrimial, nonjudicial, and
advisory methods that have been successfully applied in some countries through the ministry
responsible for FDI and the IPA. Three points are important to note here:
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- NEGATIVE IMPACT OF DISPUTES : Investor disputes are potentially tienental to the image
of a country as it seeks to attract new investors, especially if a dispute attracts international
media coverage and publicity. An investor disp
significant attention and remains outsting after several yeats.

- AWARENESS BY IPAS OF DISPUTES ARISING : Bestpractice IPAs will frequently have close
relationships with most FDI companies. They often work in partnership with these companies in
assisting development of the business. They are therefore often aware of disputes arising and can
provide neutral adice or seek expert mediation at an early stage.

USING THE POLICY ADVOCACY ROLE TO SUPPORT RESOLUTION : Within their role

in 6Policy Advocacyd (see chapter 5) it is pos
MOE or other ministry or state bodyhat may facilitate the resolution of a dispute. This role

may seek to introduce and engage external experienced mediators, familiar with the sector or
contentious issues involveds Armenia develops its IFAEnterprise Armenia it should ideally

ensure abse and regular communication with all major investors. This may enable a constructive
advisory role to be conducted in dispute resolution.

In summary, Armenia has the essential legal framework for investor dispute resolutions in line with
internationalbest practice. Obstacles and negative impacts arise primarily in the implementation of
the legal framework and especially in the court and judicial systems. The options of ADR
mechanisms should ideally be developed and, potentially, the M@Erdaerprise Armenia can
facilitate steps to support early resolution of disputes.

OMBUDSMAN TRENDS AND ACTIVITIES:  According to OECD surveys and research,

governments are being called uptmopen their policymaking cycles to give citizens a more active

role, strengthen transparency and accountability, and promote béttarr get ed ser vi ces.
governmentd is defined by the OECD as o0a cul ture
transparency, integrity, accountability, and stakeholder participa®n . 6

OECD research, comprising data from 94 Ombudsman Institutions in 65 countries, reveals almost
30 percent of governments have included independent institutions such as Ols in their mechanisms
to coordinate opeRrgovernment strategies and institutis.

Olshave become a common feature of most countries
ombudsman is described as an official, usually appointed by the government or parlartiaty

role, mandate, and scope of intervention can diffenfrone country to another as depending on

political, institutional, and historical contexts. The role can range from dealing with complaints

against public administration to safeguarding human rights. The OECD surveys show the major areas

of activity of Olsas:

- Accepting and dealing with complaints against the public administration (96 percent of OIs).
- Mediation between citizens and public administration (67 percent of OIs).

- Protection of human rights (58 percent of OF).

47 bid
4 OECD: The Role of Ombudsman Institutions in Open Government
“The Role of Ombudsman Institutions in Open Government, OECD Working Paper on Public Governance, No. 29
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These are the classical funct®of Ols. 83 percent of surveyed Ols affirmed that they report to
parliament on their activities.

The Human Rights Defender (Ombudsman) in Armenia is elected by the National Assembly

(Parliament) for a tenure of vetesandyepoastestheby a 3/ 5t
Parliament. The Armenian Constitution and the RA
Defenderd6 stipulate that natur al and | egal entit

event their rights and freedoms are vit#d by: a) either state or setjoverning bodies; b) their
officials; or c) an organization that implements the competencies delegated by state and local self
governing bodies.

BUSINESS OMBUDSMAN: The active development of institutions that protect thehig of
entrepreneurs and investors began in the 1990s in the EU, the United States, and Australia.

Whil e most OECD and EU countries have OI s, not a
one OECD country, South Korea, the Foreign Investment Ombudsgeyastem was first introduced

on October 1999 under the Foreign Investment Promotion Act, with an aim to resolve grievances of
foreigninvested companies operating in Kof€a.he Foreign Investment Ombudsman was
commissioned by the President on the recommadation of the Minister of Trade, Industry, and

Energy, and following deliberation by the Foreign Investment Committee. The Foreign Investment
Ombudsman also heads the grievance settlement body, which supports the duties of the
Ombudsman. The Ombudsmanliszts and analyzes information concerning the problems foreign
firms experience, requests cooperation from relevant administrative agencies, recommends
implementation of solutions, proposes new policies to improve the foreign investment promotion
systemand conducts other necessary tasks to assist forgigasted companies in resolving their
grievances. The Korean Foreign Investment Ombudsman is part of the Korea-lfnasment
Promotion Agenc{KOTRA), a major state company for trade aimyestment promotion (127

offices in 84 countries).

Ols are spreading to many countries. Most Ols in Eastern Europe and Central Asia are designed to
work non-judicially on complaints about abuses of business rights, resolve disputes, and provide
advocacy ad/or advisory services. They rely primarily on their professionalism, public disclosure,

and power to influence governments. Their case experiences provide a useful learning guide. OECD
andEuropean Bank for Reconstruction and Developm@BRD have prowded extensive support

and guidance to countries seeking to develop Ols. In addition, Ols that have emerged in Eastern
Europe and Central Asia have been mostly driven by a strong demand from the private5ector.
Effective and wide consultation with prieatector investors is an essential when examining the need
and structure of a Business Ombudsman.

In 2014, Ukraine set up the Ukraine business ombudsman council follamrenorandum of
understanding between the cabinet, tBBRD the OECD, and five busaéss associations that

included the American Chamber and European Business Association. Here, the Ombudsman is
selected by a supervisory board that includes expats. While it helps companies with their problems,
Ukraineds Ombuds man depmoblens khnd sdues that compakiss faeetandv a r i
offers solutions. The Council prepares reports on issues like customs, taxes, and land use and takes

50 Korean LLIForeign Investment Ombudsman
51 Basel Institie on GovernanceBusiness Ombudsman Institutions in Eastern Europe and Central Asia: Taking Stock and Identifying
Good Practices
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it up with the relevant authorities. In many cases, it follows up on problems tétineeMi ni st er 0 s
office to help implement solutiorts.

Ombudsman Institutions in Georgia and Poland are appointed by the president. Similar examples

include theCommissioner for Protection of Rights and Legitimate Interests of Entregres in

Uzbekistarand theOmbudsman for the Protection of the Rights of Entrepreneurs of Kazakhbtan

some other countries, they operate independently
Ent r e pgReghteRuoteédtion of Kyrgyzstan, set up by government in consultation with business
associations and international partners.

It should be noted that many best practice IPAs in OECD and EU countries (for example, Ireland,
Scotland, Denmark, Estonia, Netlands) will often address such investor complaints and issues
through their policy advocacy activity (see chapter 5). The potential role of an expanded Enterprise
Armenia should therefore be considered in examining the need for a Business Ombudsman in
Armenia.

Armenia should consider two options:

a)Enterprise Armenia: A strengthened agency with
advocacyd6 could potentially play a stronger 1ol
andadvocate to other government ministries and agencies in seeking resolutions. As the state
agency responsible for promoting FDI, it has the advantage of being in regular contact with
investors and could play a mediation rather than a judicial role. Thisdf/pole has been
successfully implemented in some smaller EU and other peer countries

b) Review demand and scope of activity for a Business Ombudsman as a second option. The process
should include consultation with major investors in Armenia to ensure ttaosve inputs on the
need and scope of the Business Ombudsmands r ol ¢
should work closely with Enterprise Armenia to facilitate communication and dialogue with
investors.

2.2.41PR AS AN IMPORTANT DIRECTION FOR  INVESTMENT POLICY

Despite the existence of relevant legislation and executive government structures, according to
some investor views, the concept of IPR remains unrecognized by a large part of the local
population. The onus for IPR complaints rests wvitie offended partyThe police assert that most
cases are settled through owtf-court proceedings.

While the Armenian government has made some progress on IPR issues, strengthening enforcement
mechanisms remain necessary (U.S. Department of State, 20&1)}companies have also reported

that the investment climate is tainted by a failure to enforce IPR. UNCTAD reports that low

awareness and poor monitoring of IPR violations harm the business climate. GOAM, in its action

plan 20232026, envisages activity develop an IPR strategyn 2022 under MOE®Gs pri
responsibility.

2.2.5INVESTMENT TREATY POLICY

The Law on Foreign Investment and BET are the primary sources of specific regulations
(protection) on foreign investmenArmenia is signatory to the Commonwealth of Independent

52 OECD: Defending businesses and entrepreneurs in Eastern Europe and Central Asia
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Stateg(CIS)Multilateral Convention on the Protection of Investor Rights, in addition to some other
internationalagreements with investment provisions. Armenia became a member of the EAEU in

January 2015, together with Belarus, Kazakhstan, Kyrgyzstan, and Russia. Armenia entered into a

CEPA with the EU in November 2017. Tystersandnay, o0V €
standards with those of the EU as much as possikb
May 2015, Armenia signed a Trade and Investment Framework Agreement (TIFA) with the United

States. The TIFA establishes a United StateseniaCouncil on Trade and Investment to discuss

bilateral trade, investment, and related issues and examine ways to strengthen the trade and

investment relationship between the two countries.

This overall framework of legislation and international treaties lags FDI in Armenia and, subject
to some refining and updating, as recommended by the UNCTAD IPR Review, 2018, is generally in
line with accepted begtractice frameworks in other countries.

2.3 ARMENI A6S | NTERNATI ONAL RANKI NGS RELATED

The analysis of this section has focused primarily on:

1. FDI regulatory restrictiveness as monitored in the OECD FDI regulatory restrictiveness index.

2. Doing Business as monitored intheBM Doi ng Businessd6 in Armenia se
3. Kearney FDI Confidence Index &tDI, an annual survey of worldading business executives.

These provide ufio-date and comparative analysis of rules and regulations for investors and views
from investors on the importance dégal and regulatory frameworks in investment decisions.

While every methodology to quantify how open an investment regime is to foreign investors has its
limitations, benchmarkinig nevertheless an important exercise for policymakers to potentially
identify and scrutinize statutory barriers that may be hampeirrgstment and that may no longer

be attaining policy objectives. This is particularly important as the overall level of openness of an
investment regime matters in FDI attractiveness asdioests relative openness compared to peer
economies.

2.3.1 MEASURING FDI RESTRICTIVENESS IN ARMENIA

FDI rules and regulations are a critical det er mi
Over the past two decades, governments worldwide have continued to liberalize restrictions on
international inveshent with only occasional relapses. FDI liberalization remains an unfinished

agenda in various parts of the world and across sectors. However, in recent years, and in the

current geopolitical and economic era, there is a shift by some countries towarodnting more

restrictions on FDI.

Unlike geography and location of a country, FDI rules and regulations are something over which
governments have control and can play a critical role in determining investment climates. FDI
restrictions tend to arise mosglin primary sectors such as mining, agriculture, and in media and
transport. But they also figure in manufacturing and services. They should be monitored at national
and investment policy levels to assess their impact on attracting FDI and acquiridigoienéfits.

The OECD FDI regulatory restrictiveness index (Hbillex)gauges he restri cti veness
FDI rules and regulations by looking at four main types of restrictions on FDI:
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- Foreign equity limitations
- Discrimination screening approval mechanisms
- Restrictions on the employment of foreigners as key personnel

Operational restrictions, for example, restrictions on branching and on capital repatriation or on
land ownership by foreigawned enterprises.

The use of country positionsnder the OECD Code of Liberalization of Capital Movements and the

OECD National Treatment Instrument and the compr
discriminatory measures undertaken in Investment Policy Reviews, ensure an appropriate process

for identifyng relevant restrictions and allows for a great deal of consistency in their interpretation.

The FDI Index is updated on a yearly basis. This allows it to track the progress of liberalization over

time. The OECD Secretariat monitors changes to investrretated regulations in countries in the

FDI Index. Actual implementation of statutory restrictions, which is difficult to assess, is not factored

into the scoring.

The FDI I ndex is not a full measure ofrscamecountry
into play, including how FDI rules are implemented. Entry barriers can also arise for other reasons,
including state ownership in key sectors. A coun

factors, such as the size of its market, the attef its integration with neighbors, and even
geography. But it should be emphasized that FDI rules and regulations can be a critical determinant
of a countryds attractiveness to foreign investo

The extent of FDI restictiveness, as measured by the FDI Index, varies across jurisdictions and

across sectors. A negative relationship between restrictions and FDI has been observed in most of

the existing literature on this subject. OECD research (OECD, 2019) shows the patersts of

restrictions in terms of foregone investments. Research for the period 1997 to 2016 estimates the

elasticity of bilateral FDI positions and crdssrder mergers and acquisitions (M&A) activity to FDI
restrictions, as measured by the FDI Ind®esults suggest that reforms liberalizing FDI restrictions

by about 10 percent, as measured by the FDI Index, could increase bilateral FDI stocks by 2.1

percent on average. Effects are greater for FDI in the services sector, but even manufacturing

sectorgi which are typically opentoFBlar e negati vely affected by cou
restrictiveness.

A governmentd&s right to regulate in the public i
paramount, but any policy that discriminates against onagpof investors involves a cost. Barriers

to FDI, for instance, typically involve the potential costs of foregone investment and efficiency gains.

For this reason, governments are typically advised to consider whethediseniminatory measures

would beadequate to address their specific concerns. There are often sensible alternatives to
discriminatory FDI policies, as certain risks can be addressed througdisomminatory regulations.

Barriers to FDI are widespread across countries. There icoontry with no restrictions on FDI,
according to the FDI Index methodology, although the extent of restrictions varies across
jurisdictions. OECD countries tend to have fewer restrictions on FDI than-@&CD countries

covered by the FDI IndeMembers othe EU membersemain collectively largely open to FDI.

Most signatories to the OECD Declaration on International Investment and Multinational Enterprises
and applicants to the OECD Code of Liberalization of Capital Movements are open too. As Armenia
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advances with policy development, it would be useful for it to participate in these OECD processes
and benefit from regular comparative assessments with other countries.

Regular assessments of restrictions on FDI are rarely carried out by governments fordimo m
reasons: firstly, some restrictions have existed for a long time and governments take them for
granted without reflecting on their potential costs; and secondly, the remaining ones may be those
most politically sensitive to eliminate, even if they oger can be considered as serving the public
interest.

The results from research and analysis suggest that the effects of FDI reforms can be significant and

sizeable, and that even partial restrictions can have a strong impact on investment. As such, they
provide an indication of what could be the potential impact on FDI of further liberalizing reforms,
and viceversa, of an uptick in investment restriction policies.

The OECD research shows that barriers to FDI have had larger deterring effects on foreign
investments in the services sectors than elsewhere, partly reflecting their higher incidence in these
sectors. But countriesd overall l evel of FDI
affect FDI into manufacturifigwhich is open to FDIn most countries covered in thassessment

This points out to possible negative spillovers from such policies beyond their initially targeted
sectors. Together, these results call attention to the potentially important implications of FDI
restrictions foroverall economywide productivity.

The OECD FDI Index covers 69 countries, including Armenfee scoring is from 0=open to

1=closed. All peer countries, except Israel, are above the OECD average. The FDI Index shows
Estonia, Georgia, and Armenia closgtguped at 7, 8, and 9 positions and shows that these
countries have a comparatively low level of restrictions on investors. Results from the FDI Index for
Armenia are shown in table 2.which also provides comparisons with selected peer countries (see
chapter 5 for further explanation of the rationale for selecting these peer countries).

TABLE 2. 2: ARMENIA COMPARED TO PEER COUNTRIES ON FDI RESTRICTIVENESS, 2020

OECD FDI REGULATORY RESTRICTIVENESS INDEX 2020

FDI Index Rank FDI Index Scores PeerCountries Peer Ranking
7 0.018 Estonia 1
8 0.018 Georgia 2
9. 0.019 Armenia 3
17 0.026 North Macedonia 4
26 0.043 Ireland 5
40 0.060 Moldova 6
57 0.118 Israel 7

SourceOECD FDI Regulatory Restrictiveness Index 2020

It is notable that Armenia has performed very well in this FDI Index, and annual assessments by
OECD provides a continuous b exoetiehtipeaforrkanaegn f or
regulatory restrictive rating should be highlighted in competitive advantage messages.
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In summary, OECD research on regulatory restrictiveness has shown:
- Armenia compares very favorably with other countries in the FDI Index.

- The efects of FDI regulatory reforms can be significant and sizeable through potential impact on
FDI from further liberalizing reforms.

- Even partial restrictions can have a strong impact on investment.

- According to the research, liberalizing FDI restrictionsabout 10 percent, as measured by the
FDI Index, could increase bilateral FDI inward stocks by around 2.1 percent on average.

- Barriers to FDI have had larger deterring effects on foreign investments in the services sectors
than elsewhere in the economyagly reflecting their higher incidence in these sectors.

- The overall level of FDI regulatory restrictiveness in countries was also found to negatively affect
FDI in manufacturing in the countries examined.

- Research also points to negative spillovers fraolicy restrictions beyond their initially targeted
sectors. This implies FDI restrictions can have further impact on overall econddegy
productivity.

Armenia needs to continue benchmarking and removing or modifying restrictions to investors in a
proportionate and balanced way. In this context, regular consultation is essential with existing and
prospective investors to inform policymakers of specific issues and how they impact investment
decisions.

2.3.2 EASE OF DOING BUSINESS IN ARMENIA

The OEas@egoBuBi nes sBOss eleotiinogn Bi bAsnetseesregMatiamp or t s
primarily from the point of view of domestic entrepreneurs. However, the efficiency of regulation
affecting domestic firms is correlated with regulation affecting FDI. Researittis subject has

found a strong correlation between foreign investment and the ease of doing business ranking
(Corcoran and Gillanders, 201891 t al so finds that this result is
Businesso6 ease of nrmponed.iThegvidancersaggests thabrefatneing busicess
start-up regulation plays a role in enhancing the complementarity between foreign and domestic
business activity. The complexity of tax systems is a major determinant of FDI, according to other
researti. The number of payments and time to comply with tax obligations have significant negative
effects on whether foreign investment flows are present. Specifically, a 10 percent reduction in tax
complexity is comparable to a 1 percent reduction in the effeztorporate tax rate (Lawless,

2013).

In summary, research over the years suggests changes that improve regulatory efficiency have
positive effects on entrepreneurship, firm formalization, access to credit, and FDI.

ThewWBds oO0Doing Businesso6éd initiative provides obje
enforcement across 190 economies and selected cities at the subnational and regional level. In the
most recent oO0Doing Busi ness ¢topBrcduntriegon mostAr meni a f

*TheWor | d Bankds Doing Business report has been discontinued in 202
assessing the business and investment clirRead statement here
54 SpringerForeign direct investment and the ease of doing business
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indicators. Based on WB research, the easiest procedures in Armenia are starting a business and
registering a property, for which the country ranks tenth and thirteenth, respectively.

Measurable progress has been showninsgecifa ct i ons i n 0Doing Business?o

DEALING WITH CONSTRUCTION PERMITS: Armenia strengthened construction quality
control by imposing stricter qualification requirements for architects and engineers.

PROTECTING MINORITY INVESTORS:  Armeniastrengthened minority investor protections by

requiring an independent review and immediate disclosure to the public of retetey
transactions, increasing shareholdersdé rights an
ownership and control stictures.

PAYING TAXES: Armenia made paying taxes easier by extending vadded tax(\VAT) cash
refunds to cases of capital investment.

TRADING ACROSS BORDERS: Armenia made exporting faster by allowing the online submission
of customs declarations.

TABLE 2.3: DOING BUSINESS IN ARMENIA 2020 fi RANKINGS ON KEY INDICATORS i
190 COUNTRIES

INDICATOR RANKING INDICATOR RN N[€
Starting a business 10 Protecting minority investors 120
Dealing with constructions permits 62 Paying taxes 52
Gettingelectricity 30 Trading across borders 43
Registering property 13 Enforcing contracts 30

Getting credit 48 Resolving insolvency 95

In December 2019, the government launched a nemggulations platform that provides a stéy-

step guide fobusiness and investment procedures. The platform is available at
https://armenia.eregulations.orfhis initiative, combined with numerous other actions, have enabled
Armenia to improve the regulatory enviroment for business in many areas. In fact, the U.S.
Department of State says, OArmenia i mposes few r
ownership and establishment. There are no restrictions on the rights of foreign nationals to acquire,
establish, or dispose of business interests in Armenia. Business registration procedures are
straigh®Tlhe waefdodm has enhanced Armeniads i mage
should be noted in all IPA promotional material and regular nevestet

Table24shows a 0Doing Businessd6 comparative ranking
The rationale and selection of the peer countries is described in chapter 5. In the table, Armenia is
compared to a O0basket dappookimately sipilar sizetocArmemap unt r i es,
comprising neighbors, small countries in Southeast Europe, and small countries that are high

performers in FDI attraction. The objective with all such benchmarking is to understand how other

countries are achieving pgress on regulatory change and thereby assist Armenia to match peer

% U.S. Department of Stat@021 Investment Climate Statements: Armenia
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countries. | t uses authoritative data from inter
comparative analysis reviews.

In the table2.4, the rankings in greghow the lowest rankings arid yellow, the second lowest

rankings. Georgia is the best performer. In four areas, Armenia has the lowest performance, and in
two areas, the second lowest performance. Armenia and Moldova are the lowest performers versus
peer countries. It is also intesting to note that high performers on FDI, like Ireland and Israel, have

chall enges to address to improve their perfor man
paymentso6 is ranked as the most i mporheavedll factor
0Doing Businessod6 ranking, Armenia is. the | owest

TABLE2.4: COMPARI NG RANKI NG I N 0DOI NG BUSI NESS6 2020: AF
COUNTRIES

ARMENIA GEORGIA MOLDOVA ESTONIA NORTH IRELAND ISRAEL
MACEDONIA

1. Ease of 47 7 48 18 17 24 36
Doing
Business

2. Starting a 10 2 13 14 78 23 28
Business

3. Dealing with 62 21 156 19 15 36 85
Construction
Permits

4. Getting 30 42 84 53 68 47 83
Electricity

5. Registering 13 5 22 6 48 60 75
Property

6. Getting 48 15 48 48 25 48 48
Credit

7. Protecting 120 7 45 79 12 13 18
Minority
Interests
Paying Taxes 52 14 33 12 37 4 13
Trading 43 45 38 17 32 572 67
across
borders

10. Enforcing 30 12 62 8 47 91 85
contracts

11. Resolving 95 64 67 54 30 19 29
insolvency

= Lowest Ranking = 2ndLowest Ranking

2.3.3 IMPORTANCE OF LEGAL AND REGULATORY PROCESS FOR INVESTOR DECISION -
MAKING

The efficiency of legal and regulatory processes is deemed an important and key determinant of
investor decisions, as shown in figuré.2.

The KearneyDI Confidence Index®is an annual survey of global business executives that ranks

markets likely to attract the most investment in the next three years. Whatagable in this survey

of senior business executives is the change in rank of investdetetmining factors from 2020 to

2021. oEfficient | egal and regul atory processo |

% Kearney:On Shaky Ground, The 2021 FDI Confidence Irftlex
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importance to investment decisiemakeas in just one year. This view partly reflects greater concern
over the regulatory process in investment destinations as the global economy recovers and
increasing protection and restrictions are being introduced, mainly by larger countries. This survey
provides useful insights for Armenia, highlighting the need for committed and continued action on

i mproving the regul atory environment and the

Other international indices provide positive views specifically on Armenia in the gemeeabf
economic freedom, which partly includes regulatory frameworks. In the 2020 report of Index of
Economic Freedom by Heritage Foundation, Armenia is classified as "mostly free" and ranks
34th,improving by 13 positionand ahead of all other EAEU cdtias and many EU countries,
including Cyprus, Bulgaria, Romania, Poland, Belgium, Spain, France, Portugal, and Italy.

FIGURE 2.3: INVESTOR VIEWS ON IMPORTANCE OF EFFICIENT LEGAL AND
REGULATORY ISSUES

The tax environment, technological innovation capabilities, and regulatory quality are key
determinant s of investorsd intentions

- " "actors that you selected, which are the most important overall to your company when choosing
Rank  ake FDI?percen).

2020 2021
11 Tax rates and ease of tax paymer il 16%
2 2 Technological and innovation capabiliti( I 15%
171 2 Research and development (R&D) capabiliti R 1 3%
3 5 Efficiency of legal and regulatory processESHNE 3%
13 6 Transparency of government regulations and lack of corruptiSil R 13%
12 7 Strength of investor and property rightSIREEGEGEGEGEGEENNNNNN 0
17 8 Government incentives for investorSi NN 1%
5 9 Cost of labor NN 1 1%
9 10 Ease of moving capital into and out of the count N 11%
2 1; General security environmentj R 11%
8 13 Domestic market size [ NRNRNNNGNINININEGEGNNEEEEEEEE 00
14 14 Quality of digital infrastructure | NRNREREEEEGEGEGGGE 10%6
18 15 Country's participation in regional/bilateral trade agreemenSil NN o
15 16 Availability of financial capital in domestic mark | R 5o
10 17 Talent/skill level of labor pool | NNNRNININGTNGNGGEEEEEE 5
16 18 Quality of physical infrastructure R 0o
19 19 Domestic economic performancej NN 5o

Availability of raw materials and other input/ R 695
Availability of land/real estatd i R 60

B Market asset and infrastructure factors B Governance and regulatory factors

Source: 2021Kearney EDhfidencidex?

24AARMENI AG0 S MBUILDINGCOMPETITIVE ADVANTAGES

2.4.1 FACTORS INFLUENCING DECISIONS ON INVESTMENT DESTINATIONS

Historically, international FDI was largely motivated by access to markets, efficiency seeking and
competitive cost/productivity factors, and asseteking factors, as in extractive industries. These
factors individually and sometimes collectively stifiiapoday. But in a rapidly changing world and
the continuous emergence of new technologies, the factors motivating investment are now more

5" https://www.kearney.com/foreigairect-investmentconfidenceindex/202 ull-report
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complex and dispersed. The presence of se¢&ated or competitor companies in a country can

stimulate interest bpther companieB 6 cl ustering. 6 As well, the worl
technological skills is probably the main driving force for most new FDI projects today. Closely

connected with this, is the reality that over 60 percent of mobile FDI projects yogie in the

internationally traded services sector (for example, ICT, business services, technical services, media,

and numerous other traded services), and with even higher percentages of service projects in many
developed countries.

Another element ofreality today is the fact that many countries, especially developed countries,
obtain over 50 percent of their new investment projects from existing investors in their countries.
So, the priority and directi on sbduld#emgudedbythi$§i s act i

Fundamental and influential factors for all international investors are the image of a country, stability,
and security, the business environment, including the legal and regulatory environment, and
government attitude toward invators. These foundational factors need to be considered in
investment policy. Equally, all countries need to focus on their unique or individual competitive
advantages. Investment policy needs to lead and provide direction here and address:

What specific ompetitive advantages should Armenia seek to build?
What competitive advantages can be strengthened and how?
What should be the policy focus of Armenia?

I'n the context of the wider competitive environn
investmat policy should focus on crucial and proven competitive advantages. Suggested policy and
promotion actions where greater focus is needed are:

- Targeting sectors andompanies

- Providinga competitive advantage through people and talent

- Transforming the Armenian diaspora into a competitive advantage
- Providing property solutions for investors

- Strengthening partnership witxisting FDI companies

- Establishingn informationstrategy highliging competitive advantagéenhancing sector
profiles, value propositionsuccesstories, company case experiences).

2.4.2 TARGETING SECTORS AND COMPANIES

The policy challenges for Armenia fra2021 to 2026and beyond is to build distinct competitive
advantages that will sustain increasing FDI levels leading to high living standards in the face of intense
global competition for FDI. The key to success lies in building knowledge and expertise to enable
companies to achieve leading positions in their targarkets. Historically there has been heavy
emphasis on sectors. This is still valid today. But investment policy also needs to describe the types
of companies that will thrive in the years immediately ahead, the types of new companies that will
emerge, he key differences between successful companies today and those of tomorrow, and the

new ways in which companies will collaborate for mutual advantage.
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Economic success of recent decades in smaller countries has been sustained by an enterprise base

with three distinct components: (a) foreigstwned companies trading internationally (b) domestic

companies trading internationally and (c) other companies trading locally. The performance of each

of these components is dependent to some degree on the performahtiee other two, and
interdependence will typically increase. Each <co
development, and national strategy should seek to maximize the contribution of each.

There are further areas of opportunity thatcgml ay a signi ficant role in A
2021-2026. They fall into three broad segments:

HIGH VALUE -ADDED MANUFACTURING : As local expertise in production and operations is

integrated with knowledgéased activities such as R&D, marketing, custeraktions management,

and sales, highvakaed ded manuf acturing will continue as a
economy.

INTERNATIONALLY -TRADED SERVICES : As international trade in services increases, there are

emerging opportunitiesinarange@st or s and activities where Ar me
success to date in ICT is an example here. But excellent prospects also exist in shared services

centers, businesgrocess outsourcing, and financial services.

LOCALLY -TRADING BUSINESSES: Locallytrading businesses in manufacturing and services have
the potential to scale up and/or become suppliers to MNCs in Armenia and expand into export
markets.

GLOBAL TRENDS ARE DEFINING MANUFACTURING

The nature of manufacturing has changed with glotzakets and logistics, technology changes,
blurring of manufacturing and service activities, demand for customized products, and offshoring.
Global trends have a direct impact on how manufacturing is defined today:

- Continued globalization presents opporitias through emerging laregcale markets. It also
presents challenges because of the increased intensity in worldwide competition.

- Technological advances have been significant and permeate all elements of production and
business processes and the managieof global operations.

- The increased blurring of manufacturing and service activities, impacts on how a company does
business and differentiates its offering. In that context, major groups that were historically major
manufacturers (for example, IBM, X, Dell) now have more people and derive more revenue
from the services side of their businesses.

- Customer demands for products customized to their needs have implications for stock
management, flexibility in production processes, and deliveghanisms.

- New global business models have impacted how companies address new markets, and have
implications for partnering, revenue sharing, nslaoring, and oféhoring.

High-value manufacturing can be described as manufacturers who benefit fromskigady
knowledgeintensive manufacturing operations while competing on unique value and innovation. The
modern manufacturing process encompasses a broad cycle of activities from R&D through design,
production, logistics, and distribution to aftsalesservice (figure 2.3). Production is only one
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activity of a manufacturing company and it may or may not even be the defining element of the
company; manufacturing companies add high value through a range of activities and functions.
Activities across the \lae chain may be in different countries and undertaken by different
companies, located where it makes most strategic or economic sense. Manufacturing policy and
promotion need to recognize and address this reality and opportunity.

In brief, Armenia need® target sectors, sutsectors, and companies and seek all these business
functions in new investment and existing FDI firms/projects (see figdye 2.

The implications of these global changes are that investment policy for both FDI and domestic
companiesieeds to promote and support manufacturing and service businesses that have this wider
range of functions. Manufacturing is no longer mainly about production. Enterprise Armenia should
ideally seek and encourage the establishment of all these functiartsuisiness in its contacts with
existing and prospective FDI investors. This also applies to internationally traded services and in the
ICT sector. For example, Armenia has companies that are extensively involved in R&D activity.

FIGURE 2.4: FUNCTIONS OF HIGH -VALUE MANUFACTURING

Design and
Development

Support
Services

GLOBAL
MARKETS

Production Sales and
Marketing

Logistics and
Distribution

Note: Support Services includes procurement, custosevgaestechnical support services, and linkage.

Armenia has identified the following target sectors to attract FDI, according to the Enterprise Armenia
website 58

Innovative agriculture

Textiles and apparel

Hightech and ICT

Tourism

8 Enterprise Armeniaenterprisearmenia.am
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- Beverages and wineking

- Pharmaceuticals

- Food processing

- Business process outsourcing

In addition, the diamond and jewelry and extractive industry sectors have shown significant FDI and
export potentials.

TARGETING OF SECTORS AND COMPANIES

Investment policy angromotion should ideally focus on the categories of companies and sectors
that offer the best prospects for new investment. This can be done through research on target
companies, but best practice has shown that it can also begin to be implemented i aimpte

and pragmatic way (a) with existing FDI companies in Armenia that are known and (b) Enterprise
Armenia promotion networks, when properly briefed, can begin to identify prospects via news
reports, contacts at seminars, etc.

The provensuccess of a range of FDI companies in Armenia points to clear categories of companies
and sectors. All these companies and sectors should be seen as continual candidates for new
investment in existing operations through expansion, new business fungiong/sister

companies, and supplier companies. In the CO¥Y®era these existing companies in Armenia are
most accessible and should be top priority for contact and dialogue in-2022 and subsequent

years.

New FDIcompanies ifnnovativeagriculture textile and apparel, higtech and ICT, tourism,

beverages and winemaking, pharmaceuticals, and business process outsourcing identified by
Enterprise Armenia and its networks of overseas partremes another target for consideration.

Armenia has company & experiences and a track record with companies in these sectors. This

can potentially be used to establish contact with new companies, including suppliers to existing local
companies.

There has been a clear trend in FDI projects moving eastwards withpmejgcts from Western and
Central Europe in recent years to, for example, Romania, Bulgaria, Latvia, Lithuania, Estonia, Croatia,
Serbia, Bosnia and Herzegovina, North Macedonia, Moldova, Georgia, and Ukraine. Through its
embassy network, Enterprise Armianshould, as a first step, establish a database of companies
Eastern Europe and neighboring countri€be objective here is not to entice existing projects from
these countries but to ensure awareness of Armenia when new expansion projects emerge from
these investors. For example, some companies have built new plants in Romania but put second or
third plants in other countries in the South Caucasus countries. This is part of their business and
investment strategy. Similarly, there are selected compani€entral Asia and Middle Easiat may

be identified through embassies and network and initial contact established to spread awareness of
Ar meni ad6s competitive position on new FDI

The WIR andrFDl Intelligence reports provide comprehensive data on B@atistics (capital

investment, number of FDI projects by country, sectors with FDI projects and numbers per sector,
current trends in FDI, etc.). Armenia needs to monitor sectors where FDI projects are coming from
and study these sectors as it seeks neweistor prospects. For example, the life sciences sector,
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including hospital supplies, medical devices, and clinical testing, are sectors where global growth is
expanding and should also be a possible target sector for Armenia.

INDUSTRY AND SERVICE SECT@RUSTERS

Armenia has existing clusters of ICT companiesated mainly irfree zones, and diamonds, textiles,
and garments companies. Clusters, which include suppliers, distributors, customers, competitors,
universities, research institutions, and goveemiagencies, generate increased activity and
innovation and form part of the overall structure of investment polcyl promotion. Clusters
promote export growth and attract foreign investment, according to the experience of other
countries.

As sector baders dissolve, new business clusters and ecosystems emerge. The face of
busineszontinues to be redefined by digital technology and on a very large scale. This willlraean
emerging ecosystems of interconnected businessksransform how companies serve customers
and fulfil human needs. These ecosystems will do away with traditional industry borders, requiring
companies to develop partnerships and innovate their value chains.

Investment policy should encourage establishment of viable clusters and ecosystems for key sectors,
combining Armeniamwned and foreign firm activity through linkage programs, seekingspiply
contacts, promoting research in all FDI companies as well as domestic companies, seeking joint
investor support for sector education and training and supportive regulations dealing with specific
sector needs such as essential quality standardsogistics/delivery procedures. A linkage program
should ideally seek to bring international suppliers of existing investors to Armenia. This will
strengthen the rooting of existing investors in Armenia and deliver benefits by having approved
suppliers closé¢o the existing investors. All of this could stimulate business development and
increase investment. The MOE and Enterprise Armenia should seek views from industry players on
establishing or upgrading existing clusters. Given a positive response, a ftiefh@ould be to

appoint Cluster Advisory Groups, where they do not exist already, to drive further development of
clusters and ecosystems.

2.4.3 PEOPLE AND TALENT fi MAKING IT A COMPETITIVE ADVANTAGE

Armeni ads history of ¢ osadigniicdnt corapetitive advantage STEM s u b |
compared to peer countries. This has been demonstrated by attracting new investment projects in
the ICT sector, as well as in other sectors.

Human talent remains a key differentiator for most countries in winning FDI. In some sectors,
especially ICT, biotechnology, life sciences, and technology, it is a cornerstone of success for FDI.
According to Ernst & Y o u n the nGroberone lissua fortingestdisd The t al

itds the availability of people with the necessa
to keep them once theyod6re in the businessé this
met hodsé demandafeass&uthsas data science, quant
| onger confined to fintech and | CTéwe need to en
places to |iveéinvestors i n (Spédrial Répartiruasset@mwi | | go W

with the American Chamber of Commerce, Ireland, November 2021).

While education at all levels is the responsibility of the Ministry of Education, it is also an important
factor for the MOE toattain the goals of the investment polidyhe quality of ducation systems and
the skills of people available are among thetafed factors by many international investors. To
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safeguard this strength and international competitiveness, governments need to enstierong
sustainable funding of thitdvel eduction and lifelong learning structures.

Ensuring the skillsets of thigvel graduates are aligned with the needs of the economy and specific
companies and improving digital skills among workers across the economy is a continuous and vital
policy issuelt is also important to ensure industelevant learning opportunities, including through
further investment in online education. This is particularly important for workers in sectors
experiencing structural challenges and sectors being disrupted bygitalidation of business

models. There are increasing gaps on investment in R&D&I between transition and developing
economies and advanced economies.

Armenia has strong human capital and aedlicated population, particularly in the science,
technologygengineering, and mathematics fields, leading to significant investment in ttechigind
information technology sectors. Al most all of Ar
capital is one of its strongest resourcdlut businesses in Armensae the extension of policies and

programs to intensify education and skills training as a priority. According to a PwC report of a

survey of CEOs, OCEOs in Armenia believe that b o
creating a skilled and educdte wor kf or ce and buil & ng an effectiwv

In summary, competition for talent is globaand talent is mobile. The attraction of international
expertise is a key part of this equation and regulatory processes that facilitate this are important
policy tasks. Armenia will need to nurture talent to meet the needs of an advanced economy,
continually developing its own people and attracting talent from around the wohis. will require,
inter alia, policy advocacy action on the following lines:

- PROVID E ADVICE ON LABOR NEEDS : Arising from regular meetings with investors and
responding to investor views and requests.

- GET POLICY INPUTS FROM AND FORM PARTNERSHIP WITH UNIVERSITIES AND
R&D INSTITUTIONS: This is an important issue for selected investors.

- ENSURE VISA REGIMES ARE USER-FRIENDLY : Where skilled people are open to coming to
Armenia, this needs to be facilitated.

- ENSURE PARTICIPATION IN POLICY AND SECTOR REVIEW GROUPS AND GET
REGULAR FEEDBACK ON INVESTOR VIEWS: The MOE and Enterprise Armenia should
ensure their participation and investor participation at policy and sector reviews on skills needs
and training with other ministries and agencies.

- PLAN FOR FUTURE SKILLS NEEDS: Armenia has policies and structures in place here. In
some countries (foexample, Ireland and Costa Rica) IPAs have initiated very effective planning

through dedicated task forces, such as OExpert
skill areas where there are deficiencies. This has led to significant new pograhtooperation

with industry. This subject should form part o
planning.

- SOURCE SKILLS FROM DIASPORA: The Diasporais a source of both investment and skills.
This subject is addressed in the next section, bittatives to attract diaspora skills should be

59 PwC:24th Annual Global CEO Survey Armenian edition
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examined and strengthened. Experiences of peer countries like Israel and Ireland may provide
useful insights to assist policy here.

2.4.4 TRANSFORMING THE ARMENIAN DIASPORA INTO A COMPETITIVE ADVANTAGE

The Ammenian diaspora is a unique international network and competitive advantage for Armenia.
This has been recognized by the Government with the establishment of the Office of the High
Commissioner of the Diaspora within GOAM. Members of the diaspora have grgerience,
knowledge, and skills in various sectors and can lead Armenia to new ideas, introduce a new work
culture, and create competitive products and services. Involvement of the diaspora will also help
enrichandenhance he countryd®s i mage.

There are an estimated 7.2 million Armenians living in 137 countries. The largest population is in the
Russian Federation (2.6 million), followed by the United States (1.6 million), and France (700,000).
The Middle East is well represented with sizable populatio the Islamic Republic of Iran (120,000)
and Lebanon (140,000). So is Latin America, especially Argentina (128,000) and Brazil (300,000).

Diaspora FDI is a major resource for Armenia. An analysis by tlBf®% 1994 to 2004 found that

69 percent of faeign investors were diaspora related and 68 per cent of companies with FDI had
diaspora ties. It also showed that the Russian Federation (29 percent), the United States (17
percent) and the Islamic Republic of Iran (14 percent) were the leading homerigsuot diaspora
investors. The diaspora in the U.S. was especially important in connections between Silicon Valley
and the rise of Armeniads I CT industry. The i
broadened over time. Argentina is notable fov@stment in the Yerevan airport and the Tierras de
Armenia wine development. The Russian Federation stands out for the size of its investment and the

mp o

di asporads philanthropic contributions to busine

Technologes and Foundation for Armenian Science and Technology (FAST). Armenia has almost
unmatched ability to access talent and business connections in every fieldnalysis identifies 108
business leaders across 20 countries as belonging to the diaspora.

The experience of Armenia bears some similarities

program, which is aimed at an estimated 70 million people outside Ireland with Irish ancestry.

BOX 2.1 | RELANDG6S DI ASPORA PROGRAMS

Ireland has built mutually beneficial economic ties with the diaspora. The diaspora holds invaluable e}
and insights into trade, industry, and innovation across the globe and has long played a pivotal role in
creating and deepening economic connesi with Ireland. Diaspora members provide strategic mentori
and guidance to Irish companies in pursuing trade and investment opportunities in overseas markets|
Overseas |inkages in the field of i nn dassuppoded
the establishment of regional business forums in Africa-Radfic, Europe, Latin America, the United
States, and Canada.

Apart from extensive programs on cultural, educational, and social links, Ireland works with the diasp:
- Advmmce | relandds trade and investment priori

- ldentify and link to sectespecific Irish diaspora networks among research, development, and
innovation related communities.

50 UNCTAD: Investment Policy Review of Armenia
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- Link with Irish scientists and innovators abroad.

- Provide venture capitdlinds to projects from the diaspora.

Ar meni ads policies on FDI need to interlink and
Commissioner of the Diaspordhe MOE and Enterprise Armenia are reported to be in the process
of establishinganovessa net wor k, in the absence of Enterpri

promote contact with potential investors both from the diaspora and outside the diaspora. As the
UNCTAD 2019 study noted, much of the diaspora investment in Armenia to date has nat com
from proactive targeting of potential investors. Also, some very notable contributions by the
diaspora have been philanthropic rather than direct investment. The creation of new networks by
Enterprise Armenia should open new contacts for proactive outhetb more prospective

investors. This is a positive step and ideally should be advanced as soon as possible. Therefore,
actions to pursue under investment policy are:

- MAINTAIN CLOSE LINKS WITH DIASPORA HIGH COMMISSIONER OFFICE AS
MEMBER OF TEAM ARMENIA: In practical terms, Enterprise Armenia should share
information on its opipelined of potential inv
identified) from or through theDiasporaso that better and effective joint support can be
provided.Also instigate joint proactive focus on prospective investors.

- ESTABLISH EFFECTIVE COMMUNICATION CHANNELS: Establish good communications
on events (for example, EA Calendar of Events), visits by delegations and other promotional
activity, where diaspora piEcipants are involved or have instigated new contacts. Good
teamwork will benefit possible investors.

- ENCOURAGE JOINT EVENTS: Where possible, organize joint events overseas with the
diaspora on investment case experiences and opportunities for new meest Factual case
experiences of selected FDI investors in Armenia are powerful tools for promotion.

BOX 2.21 REL A NPRDBERTY SOLUTIONS

I r e | ladustrial ®evelopment Authority (IDA) is committed to ensuring that a good supply of suipabfeerty
solutions is available for FDI at all regional locations. Where the private sector is not delivering solutions, IDA waill take
lead role in the delivery of new facilities. Its dedicated IDA Property Division seeks and develops partnershigy with
regional stakeholders, including local authorities, to ensure land, infrastructure, and building permits are available in all
regions. It collaborates with local authorities, where appropriate, on advance planning permissions, which provide
multination& corporations (MNCs) with greater certainty and predictability as they inspect sites and make investment
decisions.

Local authorities in Ireland have a specific role ijn OoOpeac:¢
theycompetd o ensure that their regions are seen as attrfactive t
to attract new investment is dependent upon local authorities successfully and consistently taking actions in a planning and

developmentcontex t o i mprove the I|livability of Irelandds tagwns and

This includes interrelated policies to ensure critical population mass and density levels to support services and
infrastructure; appropriate mix of housing solutions; access to multiple modeamsportation including public transport;
walking and bike connectivity; and social and cultural amenities to support vibrant communities.

Action in areas such as these is vital to ensure regions are attractive places to live, which is the fundamertakded
having the talent and skills base that can subsequently enable FDI attraction. Local authorities can act on placemaking to

give I relandds regions a compet i t-titytechneldggsand ensurmg lrelandisfjonal |y
positioned as one of the best places in the world both to do business and to live. This is the policy approach of IDA and

the Irish Government.
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| DA6S REGI ONAL PROPERTY PROGRAM: A key plank of deIJ‘ivering

property program, which provides property and strategic site solutions to address market failures in regional locations.
| DA estimates that a budget of 0344 million would ble
set out in its curent strategy. 52 million was allocated for IDA property function in the Irish Government Budget 2021.

requi |

The Irish Government, through the Ministry of Jobs, Employment, and Innovation (effectively the MOE), has unveiled a five

year strategy ai med at accelerating the jobs recovejry

IDA property investment program to attract FDI into various parts of Ireland over a¥war period. This investment will
focus on the building of:

- Advance Building Solutions (ATBS)
- Infrastructure investment in several Utility Intensive Strategic site solutions

- Upgrade of Business and Technolddarks within IDA's national portfolio

The program will build on recent investments by IDA in several Advance Technology Buildings in regional locations| with

three more to begin construction in 2022 at sites in Sligosi&bar, and Tralee and further investments planned for
Galway, Dundalk, Limerick, Athlone, Carlow, and Waterford. The provision of ATBs will account for approximately ane
third of the overall investment.

2.4.5 PROPERTY SOLUTIONS FOR INVESTORS

in

e\

OProperty solutions for i nvesthesusplyofsudablelans, t o t he
buildings, and infrastructure in urban and regional locatiassequired by current and prospective

investors in Armenia. A robust property and infrastture ecosystem can be the key differentiator

in determining investor decisions on international FDI projects.

How competitive is Armenia in addressing this vital issue for international investors? This is a core

issue that FDI policy and promotion needsdddress, and its importance is often underestimated by
governments and FDI policy makers.

International experience of begiractice promotion agencies shows clearly that the provision of
appropriate, innovative, and competitive property solutions, cedplith robust infrastructure and a
developed property ecosystem, is a key driver behind winning FDI busitassexample, IDA

Ireland sees property and local infrastructure as an essential attractiveness factor for investors and

more important thanincentives.

Key attractiveness factors for investors in Ireland, according to IDA, include:

- Critical mass of population and urban centers, in line with national policy

- Skill and talent availability

- Attractiveness, quality of life, and placemaking

- Indugry specific clusters and ecosystems

- Local infrastructure provision and connectivity

- Avalilability of property solutions (public and private sector)

- Alignment with Irelandds sector and territory

51 www.idaireland.conandwww.czechinvestorg how ext ensi ve oproperty solutionsd progr ams
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The other successful example is the Czech Investrservices on property solutions for investors
that include:

Obtaining relevant information about the real estate market and providing consultations

Identifying suitable locations based on project parameters

- Using the expansive database of industriamlezoand real estate for industry and business
- Mediating of contacts with property owners, state administration, and local government
- Organizing visits and tours of individual locations

- Offering brownfields as investment opportunities

- Providing advice on gaining financial resources from public budgets

- Consulting in the preparation and financing of projects, preparation of industrial zones, and
regeneration of brownfields

- Supporting and promoting commercial real estate and brownfields

- Registering new properties for free in the database.

BOX 2.3 CZECH REPUBLIC PROPERTY SOLUTIONS

The Czech Republicbs business and investment
business properties that is one of the most expansivésokind in the Czech Republic. Properties
registered in this database fulfil the most d

public and primarily serves the purposes of companies in the areas of manufacturing, business suppc
services, and technology centers that are seeking suitable properties for business operations.

Within the database, Czechlnvest offers investors properties under public and private ownership in fo
categories: industrial sites, production facilities ceffacilities, and brownfields. In 2017, for example,
Czechlnvest received 216 inquiries from investors seeking properties in the Czech Republic. Those if
most frequently involved industrial sites (47.2 percent), followed by production (43.1 pg¢raedtoffice
facilities (9.7 percent). Brownfield sites accounted for 22.7 percent of all inquiries. The largest numbe
inquiries pertaining to industrial sites involved land plots with an area of 2 to 5 hectares (27 percent),
followed by sites covering to 2 hectares (22 percent), 5 to 10 hectares (20 percent) and, in equal
measure, 10 to 20 hectares (16 percent) and 20 or more hectares (16 percent).

Property solutions for investors in Ireland and Czech Republic have been developed over many
years. Tley provide insights on potential lostigrm direction and scope of policy and promotion for
Armenia. It is important to note that other former transition countries (for example, North
Macedonia, Latvia, Lithuania) have taken significant steps, albeiiMasseal, to build similar
property-solution programs for investors.

Armenia needs to match competitor countries and establish policy and promotion programs to
compete effectively and put in place better property solutions for investeegdback from the
private sector and Enterprise Armeniautlined below, suggests thisan absolute priority for
investors.
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- Land reform is a longerm issue that has hindered attraction of FDI to Armenia and continues
to do so today.

- Many FDI projects need big plots but cannot secure suitable sites.

- In some instances, the land belongshousands of people and often the owner cannot be
identified.

- The industrial price of land is often double or triple the agricultural price.

- There is an inventory of factories/ state prope
to the Soviet perd.

- ltis possible to identify a 10 to 20ectare site, but the purchase process can take months or
even longer.

- There are 30 to 40 projects that are connected to state property and it takes inordinately long
time for the Government to decide on a sale titvimany parties consulted and extensive
paperwork.

- 80 percent of the Enterprise Armenia pipeline of projects is hindered by lengthy negotiations
with the Ministry of Finance and others.

- Enterprise Armenia has a pi predrenatwillingfowditz2. 5 bi | |
year for decisions and projects are being lost as a result.

- Local communities outside Yerevan (much land is owned by municipalities) are reluctant to sell
land. The prospect of new jobs in their region does not motividitemn to sell land for industry.
Instead, they seek renovation of local gardens, pools, or other local infrastructure by investors
as part of any purchase.

2.4.5 STRENGTHENING PARTNERSHIP WITH THE EXISTING FDI COMPANIES

The presence of high technology andjor brands in Armenia (for example, Oracle, Microsoft,
VMware/Siemens, Synopsis, Carrefowl.ibDk, Mentor Graphics) is a major competitive advantage.
Clearly, government ministries and Enterprise Armenia have good contacts with many such
companies. Howear, recent reports suggest that the process of consultation with private sector
representatives could be improved. Existing investors should be cultivated more. Based on
international trends, they are a potential source of 50 percent of all new FDI in Aiamémmediate
action should be undertaken to maximize investor partnership and investment benefits for Armenia.

- At a policy and promotional level (also see chapter 5), there should be a more concerted
approach, and regular dialogue with such companieso)An centr at ed drive, 01l n\
Partnership 2026, 6 could be | aunched to boost
investors to a new mutuaHipeneficial level. Ideally, this would be led at the highest government
levels with the central involvement &nterprise Armenia, and with the aim of assuring investors
of government support for expanding their businesses. Careful planning, conduct of meetings,
andfollowup are essential el ements of this type of
initially.
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- Representatives of U.S. entities have raised concerns about the quality of stakeholder
consultation by the government with the private sector and government responsiveness in
addressing concerns among the business community. This indicates thionbetter
consultation with the private sector.

- Explore possibilities for investor membership within an Enterprise Armenia advisory board (or
as members of an EA supervisory board jointly with the board of trustees) and sector advisory
groups.

- Explore willingness of existing investors in Armenia to participate in linkages and their current
experience with domestic suppliers. This is primarily a task for Enterprise Armenia (see chapter
5).

This type of constructive partnership with regularly sdbked meetings with existing investors, in
Armenia or overseas headquartefidQ) of such companies, can secure and potentially expand
existing investments. It should be a core theme of investment policy and driven by the MOE and
Enterprise Armenia.

2.4.6 INFORMATION STRATEGY HIGHLIGHTING THE COMPETITIVE ADVANTAGE

The information strategy led Enterprise Armenia is a core part of the investment policy and
promotion and should highlight the competitive advantages of the country as an investment
destination fo the targeted sectors/subsectors. The information strategy is discussed in detail in
chapter 5

ENHANCING SECTOR PROFILES : The preparation, publishing, and dissemination of sector
profiles could heighten investor interest in ICT and related sectors abessators and also target
sectors such as pharmaceuticals and biotechnology. Ideally, strong sector profiles should be
developed on all target sectorSector experts, international consultants (see tab®,2and
universities involved in joint R&D shoufdkally be involved this process.

TABLE 2. 5: EXAMPLE OF THE SHORT PROFILE FOR THE ICT SECTOR

1250 Companies: As of 2019, about 1250 ICT companies operate in Armenia.

Multinationals such as Microsoft, IBM, Synopsys, Oracle, Cisco, Erieksmmei, and ELink have been in Armenia fo
many years.

ICT specializations are offered at eight universities in Armenia.

Armath Engineering Laboratories and TUMO Center for Creative Technologies educate Armenian schoolchildr
teenagers on all aspects of tech and design free of charge.

The workforce in the ICT sector is wekducated (45 percent of workers have higher degjea®l skilled (technical skills
EnglisHanguage proficiency).

ICT sector startups are offered tax break certificates that provide several tax incentives for their first years.

Products and services in the sector are mainly exported to the U.S., Caaadd&urope.

Source: PWC 0Guide to Doing Business in Armenia, o6 2021.

These profiles could be used in Enterprise Ar men
networks, and diaspora groups in mailshot campaigns. In chapter 5, recommendations on upgrading
EA brochures have been made, but this action should be searkeg policy issue as well.
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SUCCESS STORIES - COMPANY CASE EXPERIENCES : As a matter of policy and promotion,

the MOE and Enterprise Armenia should act to document company case experiences. Short, visual,
and attractive company profiles can be prepareddnsultation and agreement with selected
companies. Some companies in Armenia already have profiles of their companies on their websites.
These are excellent promotion stories and competitive advantages, not just for the companies, but
for Armenia too. Sedor example, the Synopsys R&D brochure. Many of these companies are
seeking to attract international talent in the ICT area. They may therefore welcome wider publicity
about their companies and activity.

VALUE PROPOSITIONS : A core part of effective investent policy and promotion is the creation

of easily understood national, regional, and sectoral value propositions for investors. Value
propositions should spell out the real advantages for individual investors and strengthen the national
image of Armenias a successful destination for international investors. Armenia needs to develop
better and innovative propositions for international investors compared to competitor countries.

This is primarily a task for Enterprise Armenia in cooperation with the M@& should form part of
investment policy and promotion strategy.

2.5 BENCHMARKING WITH SELECTED PEER COUNTRIES

Benchmarkings widely developedandusedby internationalinstitutions,for example EU,OECD,
UNCTAD, EBR)UNIDO, WB, AsianDevelopmentBank,andUSAID.lt is alsousedby numerous
private sector organizationssuchasMcKinseyConsultantsAT Kearney EY,KlynveldPeatMarwick
andGoerdeler(KPMG),PriceWaterhouseCoopers(PwC), The Financialimes,andfDi
Intelligerre. In manycountriesthe benchmarkingnethodologyextendsto nationalandstructural
policiesandthe attractivenes®f the businesnvironment(for example nationalcompetitiveness,
0 d o b ngi nompassdnseducationandskillsdevelopment).

The primary objectiveof benchmarkings to understandwvhat factorsin other countriesare
influentialin developingsuccessfuFDI promotion practicesManyfactorsare likelyto beinvolved:
governmentpolicyandattitude to FDI, busines&ndregulatoryemironment, availabilityof people
andeducation/skilldabor/transport/utilitycosts,property solutions,sector partners,accesgo
largernationalor regionalmarkets,andnationalimageandpromotion strategyandpractices.
Throughbenchmarkingnsighs from internationalpracticescanassistin policy designpromotion,
andimplementationThis chapterproposesthat EnterpriseArmeniabuildson the availablesources
of informationanddataanddevelopsts own benchmarkingrocessfor FDI promotion and
facilitationin cooperationwith the MOE

PEER COUNTRIES

Peercountriesare countries sharing the same or similar characteristics as another
country suchaspopulationsize,stageof economicdevelopmenthistory of developmentand
culture. All major internationalinstitutions(W B, UNCTAD, UNIDO, OECD, EBRD gtc.) conduct
regularbenchmarking@ndrankingsof countries.Internationalreports andindices provide valuable
sourcematerialfor comparisonsAs previouslystated,the processproposedhere is about Armenia
conductingts own analysidasedon its own specificobjectivesandtargets.

Benchmarkingvith peer countriesseeksto learnfrom their successactors.ldentificationof
relevantpeersis essentiato ensurecomparabilityThe performanceof peer countriesprovides
usefullearningexperiencesn examiningpolicy optionsandpromotion practicesfor the country
conductingthe benchmarking.
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Someof the most successfutountriesandinvestmentpromotion agenciesegularlyconducttheir
own benchmarkingvith competitor countries.lt isimportantto emphasize¢hat this processis not
aboutsimplycopyingother countriesbut more aboutlearningadaptingandadoptingideasand
initiativesfor action,for example:

(@) Learninghed wh at / wlbfy /o me w épblitiesandpiomotion practices

(b) Understandindnow imageanddirect contactwith investorservicingcanbe crucial
(c) Adaptinglessondearnedfor A r me renviao@nsentandaspirations

(d) Implementinghangeandnew initiativesasArmeniadevelopspolicy andpromotion.

The processproposedhereis for EnterpriseArmenia in cooperationwith the MOE,to shapeand
conductits own internal comparativeanalysisindrepeatregularlyto identifychangesnd
improvementseededin investmentpolicyand promotion.

SELECTION CRITERIA

Most countrieswill selectad b a s & emnparatorcountriesbasedon agreedandrelevantcriteria.
Compaiativeanalysi®n the nationaleconomicpoliciesandbusinesenvironmentis typically
undertakerbyd Co mp e t i G oi uvneanadesstnmentministriesresponsibleor policy$?
Analysison comparativanvestmentpromotion andfacilitationis a core taskfor individual
promotion agenciesThismaybe donein avery practicalway asoutlinedin later sectionsof this
chapter.Example®f effectivecriteria for selectingcomparatorcountriesusedby somelPAsin
undertakingoenchmarkingure asfollows:

- NEIGHBOURING COUNTRIES AND REGIONS: Intheory, allinvestmentprojects (excluding,
for example assetseekingnvestmentsn sectorslike miningor oil andgasthat are uniqueto a
country) attractedto ac o u n neigliboérsgegioncould havebeenattractedto another
country in that region,suchasArmenia.Close monitoring of the number,sector, andtype of
investmentprojectsattractedto neighboringcountriesis usefulto understindthe competitive
advantagesf eachneighboringcountry. Thisalsoassistsn answeringhe questiond C o uhhtd
investmentproject havebeenattractedto A r me nor & @ duture investmentprojectsby this
investorbe attractedto A r me nMamyiPtérnationalcompaniesnaywantto placedifferent
projectsin differentcountriesaspart of their competitivebusinesstrategy Armeniashouldbe
establishingontactwith suchcompaniedor future investmentprojects.

- SIMILAR -SIZED POPULATION AND MARKET SIZE: ldeally smallercountriesshould
comparethemselvesvith similarsizedcountries.Major countrieswith major markets(China,
USA,Japanindonesialndia,Vietnam ,Germany France and UK) will alwaysattract market
seekingnvestorsandhavesignifiant differencesandadvantagesomparedto smallercountries.
For example Armeniahasa populationof three million peopleso countrieswith a populationof
that sizeor in the rangeof one millionto ten million mayprovidethe most usefulandrelevant
guidancefor Armenianpolicymakersaandpromotion agenciesThisprocessdoesnot exclude
somecomparisonswith largecountries.There maybe specifigustificationto includeselected
largercountries,but successfulPAsin smallercountrieswill usuallyseekto focuson peer
countries.

52 For examplehttps://wberti.info/object/organisation/942andhttp://www.competitiveness.ie/
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-  REGIONS AND COUNTRIES AT A SIMILAR STAGE OF DEVELOPMENT : Armeniaisa
transition country andmonitoringthe performanceof other transitioncountriesis desirable,
especiallyhere they haveachievedyreatersuccessn attractinginvestment.

- COUNTRIES WITH SIMILAR BACKGROUND AND HISTORIES: Smallercountriesthat
were part of the SovietUnion or underthe historicalinfluenceof the SovietUnion canprovidea
usefulguideto attractinginvestmentFor Armenia,thesemightindude Estonialatvia Lithuania,
Georgia,Moldova,BosniaandHerzegovinaCroatia, Sloveniaand SlovakiaSomeof thesenow
havethe advantagef beingfull membersof the EUbut it is worth exploringwhetherthere are
other advantagethat they havein their policy approachandpromotion methodsthat can
providelearningexperiencedor Armenia.

- HIGH PERFORMING COUNTRIES AND AGENCIES: Thisgroupof countriesmaynot be
neighborsbut canprovide usefulandpracticalinsightinto how they achievedexceptional
performance Examplesncludelreland,lsrael,CostaRica,and SingaporeWhy havesuch
countriesachievechighperformance®hat are the policies,institutionsandpracticesthat have
supportedtheir performanceandcontinuoussuccessn attractinginternationalinvestment?

-  COMPLEXITY OF BENCHMARKING: Benchmarkinganbe undertakenat variouslevelsof
analysigndcomplexity.Thisdocumentdescribesa simpleandpracticalmethodologythat canbe
implementedmmediatelyAt its most basicleve| Armeniashouldmonitor its performanceat
attractingFDI greenfieldorojects(thisis the biggestsectionof globalFDI in terms of project
numbersandvalue)comparedto arangeof countries.Thisis a core taskfor IPAs.Knowingwho
your competitorsare, how theywork, andsuccessachieveds fundamentalo competingbetter
for FDI.Excellentsourcesof comparativedataandinformationto do this exist. Examplesnclude
the UNCTAD World InvestmentReporté FDI Intelligencereports 84 and EYe5 annuaindices,
amongothers.

IMPLEMENTING ANALYSIS AND COMPARISONS

Basedbn the abovecriteria, comparisongcanbe madewith (a) aninitial longlist of 25 countries,and
(b) ashort list, asshownin table 2.6. Populationin all countriesrangesfrom one to ten million
peopless Thislist canbe changedasnecessaryit is commonfor countriesto reviewthis list
annuallyandadjustasrequired.

TABLE 2. 6: SELECTED COMPARATOR COUNTRIES - LONG LIST, SHORT LIST (showninred)

ARMENI A6S NEI GHBORI NG COUNTRIES I N THE CAUCASUS AND

ARMENIA Georgia Moldova

Azerbaijan Tajikistan Kyrgyzstan

Serbia N. Macedonia Bosnia and Herzegovina
Albania

53 United Nations Conference on Trade and Dewphment: World Investment Repor?021

64 ThefDi Report2021

% EY:PressReleaseForeigninvestmentinto Europesetto reboundin 2021 following2020downswing
% https://population.un.a@/wpp/
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EU COUNTRIES INCLUDING FORMER USSR COUNTRIES

Latvia Lithuania Estonia

Slovakia Slovenia Croatia

Bulgaria Hungary

Ireland Finland Denmark

New Zealand Singapore United Arab Emirates (UAE)
Costa Rica Israel

Thed | d n gsafidst stepin the selectionprocessKey questionsfor comparativereview here are:
- How manygreenfieldprojectswere attractedin 2020andover five yearsfrom 2016to 2020?
- How doesAr me merfar@ancecompare allowingfor populationsize?

Performanceandcomparisonsare shownin table2.7. Comparedto the 25 other countriesselected,
Armeniawasrankedat number2lonthe numberof greenfieldprojectsattracteds?

The highlevelof performanceof six countries(Singaporelreland UAE,FinlandCostaRica,and
Hungary) eachattractingover 100 projectsper yearduringthe COVID-19 pandemicandglobal
economicrecessionjs particularlynotable.Analysiof earlieryearsshowsmost of thesecountries
havemaintaineda highlyconsistentperformanceover the pastdecade.

TABLE 2. 7: HOW ARMENIA COMPARES IN ATTRACTING GREENFIELD PROJECTS

COUNTRY POPULATION GREENFIELD ANNUAL PROJECTS PER  RANK*
(MILLIONS) PROJECTS AVERAGE ONE MILLION
2020 2016-2020 PEOPLE
Singapore 5.7 303 383 67 1
Ireland 5.0 241 229 46 2
UAE 9.9 375 368 37 3
Finland 5.6 131 152 27 4
Lithuania 2.8 66 70 25 5
Denmark 5.8 58 103 18 6
Estonia 1.3 30 23 18 7
Latvia 1.8 25 28 16 8
Costa Rica 55 102 79 14 9

57 United Nations Conference on Trade and Development: World Investment RepoatL
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New Zealand 5.0 66 65 13 10

Croatia 4.0 40 52 13 11
Bulgaria 6.0 36 75 13 12
Hungary 9.6 100 102 11 13
Serbia 8.7 39 102 11 14
Slovenia 2.1 12 20 10 15
Slovakia 55 26 43 8 16
Bosnia and 3.3 12 22 7 17
Herzegovina

Israel 8.7 47 62 7 18
N. Macedonia 2.0 3 12 6 19
Georgia 4.0 13 17 4 20
ARMENIA 3.0 3 10 3 21
Azerbaijan 10.3 6 18 2 22
Albania 2.9 5 4 1 23
Moldova 4.0 5 5 1 24
Tajikistan 9.3 9 5 1 25
Kyrgyzstan 6.5 1 4 1 26

Source$JNCTAD Wo investmeriRepor2 0 2 dndFDlintelligenc021.

Potentialinvestorswill often monitor the performanceof variouscountriesin theseinternational
indices(especiallghe UNCTAD World InvestmentReport) whenseekinghewinvestmei locations.
It isthereforeimportantthat all countriesandIPAsshouldseekto showimprovingperformancen
theseindicesandensurethat their own projectsare announcedandpublicized.

Table2.7 aboveshowsa comparativelyow levelof performanceby Armeniain attractinggreenfield
FDI projectsbut it is still better than most neighboringeurasiarcountries,allowingfor population
size.

Benchmarkinghe numberof Greenfieldprojects (table2.7 is arelativelysimpleandvital exercise
for allIPAS)

The abovedatarefersto announced-DI greenfieldorojects.UNCTAD andfDi Intelligencenave

muchexpertisein trackingFDI projectsglobaly. However,numbersandrankingsshouldbe seenas
broad indicatorsthat point to where actionon policyandpromotion needsto be taken.
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Thetabledoesnot illustratethe employmentscaleandqualityof projectsattracted by countries.
Moldovaranksbelow Armeniain table2.6. However,in recentyearsMoldovahasattracted 15 auto
componentprojectsthat employ20,000workers in differentregionsof Moldovagg

The comparativedatain table 2.6 providesinsighton future goalsfor EnterpriseArmenia,for

example to matchthe performanceevelsof specificother countries.Thiso ¢ o mp aprad d ess 0
with competitor countriesfor FDIis a vital part of bestpracticepromotion. EnterpriseArmenia
shoulddevelopits own comparativeassessmerdsit developsts policyandpromotion activity.

FDI STOCKS AND ANNUAL FDI INFLOWS

AnnualinvestmentinflowsandFDI stock havebeenaddressedn chapterl. The focusin this chapter
is primarily on the largestsectionof globalFDI,namely greenfieldprojects.As benchnarkingis
developedthe MOE andEnterpriseArmeniacould extendthe methodologyto includeannuaFDI
Inflows,FDI stock,andnumberof greenfieldorojects,andlater other metricssuchascompanies
undertakingR&D, qualityof jobs,salarylevels etc.

The datafor Armeniacanbe developedasatime seriesthat will givebetter insightsover time for
Armenia.Annualpolicy andpromotion reviewswill benefitfrom regulartrackingof, for example:

- Location trends of new FDI projects

- Comparative scalef annual inflows

- Investor country origin and sector sources

- Scale of investment projects (this will require further monitoring of media reports)

- Competitive advantages that have attracted investors, such as sectoral ecosystems and incentives
offered.

2.6 PRIVATE SECTORVIEWS ON INVESTMENT POLICY ISSUES

This section summarizes investor views and feedback provided by European (German, Italian,
French, and Swiss), U.S., and other international investors in Armenia.

Investors have expressed positive views bait investments in Armenia. While highlighting specific

business concerns and issues for reform, they emphasized the netetgthen the confidence

that existing i nvest or sasdbasiness andinvAstmard opposldity. at t r ac
This is a positive and reassuring view. It is also remarkable in the context of recent history. l 2020

2021, COVID19 andthe Nagorn&K ar abakh conflict have dented Arm
investment profile. Given the business challenges faced by itvess due t o Ar meni ads
size, relative geographic isolation, weaknesses in the law and judiciary, and legacy of corruption, it is
encouraging that most investors retain a constructive and positive view on Armenia as an investment
location. Armeiia has received respectable rankings internationally for its business environment and
investment climate and investors recognize the progress being made to improve the environment for
business. At the same time, they want action and progress on issuesaibey

%8 Invest Moldova: Automotive Components and Industry Overview
59 EBA ArmenigEconomic Outlook 2021 Otine Event

66 | INVESTMENT REFORM ROADMAP FOR ARMENIA


https://invest.gov.md/attached_files/2022/01/25/2021%20Automotive(ENG).pdf
https://eba.am/on-21-april-2021-eba-armenia-participated-in-economic-outlook-2021-on-line-event/

According to investor feedback in the UNCTAD Investment Policy Review 2048d more recent
comments by investors in 2021, Armenia has sound regulations, policies, and laws, but these are
undermined by the need for more regular revisions, updagtand the lack of independence, capacity,
or professionalism in key institutions, most critically the judiciary.

Specific issues for reform and action mentioned by investors are as follows:

PUBLIC -PRIVATE DIALOGUE : Several investors have raised concerns about the poor quality of
this dialogue and on government responsiveness in addressing concerns among the business
community. Investor meetings with thdOE in 2021 and other public sector representatives have
been welcomed and commended. But a more structured and regular process of dialogue and
communication seems desirable and essential to maximize business and investment opportunities.

This is a common issue in many countries. In earlier years, in some countBesiineast Europe
(Bosnia and Herzegovina, Moldova, N. Macedonia, Serbia aittlpaecession in Bulgaria, Croatia,
and Romania), the process of dialogue was strengthened by the establishment of foreign investor
councils (including bilateral associatiotzsgoordinate a collective view on issues impacting FDI. In
Serbi a, for exampl e, the government/investor
Book6 produced by investors with the support
on investorconcerns and documented views on priority issues for action in the comingy&hrs
greatly facilitated dialogue with government and individual ministries and agencies. The MOE and
Enterprise Armenia should take a lead role in establishing this pra¢esgular and documented
dialogue on issues affecting investors and their businesses.

GOVERNMENT OFFI ClI ALSG ABI LI TY T OTheabdity of\AeEneman@ablicE M S :

sector officials to deal effectively and expeditiously with business issues is aahatiacern for

some investors. This is an issue that arises in many countries. Representatives of U.S. entities have
raised concerns about the quality of stakeholder consultation by the government with the private
sector and government responsivenessduressing concerns among the business community.
Government officials have publicly responded to private sector concerns about perceptions of slow
movement in the government bureaucracy as a function of needing to guard against corruption
related risks2 The existence of a more structured dialogue, as suggested above, could assist in
addressing this issue.

FIGHT AGAINST CORRUPTION NEEDS TO BE INSTITUTIONALIZED IN THE LONG

TERM: Foreign investors are concerned about the rule of law, equal treatment, dmncdaétonduct

by government officials. The Government launched a-pigfile anticorruption campaign in
April/May 2018. Armenia is one of the countries participating in the OECD-éattiuption

Network (OECD/ACN) for Eastern Europe and Central Asia, gt a party to the OECD
Convention on combating bribery. Established in 1998, the OECD/ACN provides a regional forum
for the promotion of anticorruption activities, exchange of information, elaboration of best
practices, and donor coordination. By institinalizing and reinforcing its work in the lotgrm

here, especially in critical areas such as judiciary, tax, customs, and law enforcement sectors,

di
of

s

Ar menia could respond better to investor concern

international imagas a sound investment location.

O UNCTAD: Investment Policy Review of Armen2018
! Foreign Investors CounciSerbia
2U.S. Department of Stat@021 Investment Climate Statements: Armenia
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A UNI FI ED AND ALI GNED 0SI NGLE POI NT OF CONTACTO6 FOR F
This is needed to avoid multiple and sometimes differing advice and indications foreign businesses

receive from different entities. In line with recomnmations in chapter 5, Enterprise Armenia, with

support from the MOE, should fulfill this rolgy institutionalizing it.

FAILURE TO ENFORCE IPR: The IPA in the MOE is responsible for granting patents and
overseeing other IPRelated matters. Investor congmies have reported that the investment climate
is oOotainted by a’AsArménia seeks tb booseaxitiogrinvestors aRdRattract
investment from existing and new investors, this factor could be a critical issue for investor decision
making. In the pharmaceutical sector, for example, |Pemabled the R&D of today's medicines. IPR,
such as patents and regulatory data exclusieitgourage and protect innovation and provide the
needed incentivethat drive R&D investments to areas of uetrmedical need. Patents not only help
pharmaceutical companies recoup investments, but they cariualstion as a shield against
infringement claims. Strong patent protection can safeguard drugs from potential infringers. Without
consent from the patente, other competing companies cannot use, make, or distribute the

invention. In brief, the legal and regulatory regime on IP and its efficient enforcement can be a vital
factor for investors in many sect or denfarcechenespeci a
of IPR.

Despite the existence of relevant legislation and executive government structures, the concept of

IPR remains unrecognized by a large part of the local population, according to some investor
feedback. This feedback suggests that thesdor IPR complaints rests with the offended party. The
police assert that most cases are settled through-ofitourt proceedings. While the Armenian
government has made some progress on IPR issues, strengthening enforcement mechanisms remains
necessaryUNCTAD reports that low awareness and poor monitoring of IPR violations harm the
business climaté.

TRANSPARENCY OF THE REGULATORY SYSTEM: Ar meni ads | egi sl ation on
competition has been improved with several clarifications regardigg&ecepts, according to the

U.S. Department of State. There have been some procedural improvements for delivering

conclusions and notifications of potential acwimpetitive behavior via electronic means. However,

investor companies regard the efforts thie Competition Protection Commission alone as

insufficient to ensure a level playing field. They indicate that improvements in other state institutions

and authorities that support competition, like the courts, tax and customs, public procurement, and

law enforcement, are necessary. Numerous studies observe a continuing lack of contestability in

local markets, many of which are dominated by a few incumbents.

BUREAUCRATIC PROCEDURES ON SAFETY AND HEALTH REQUIREMENTS : These
requirements in Armenia, mostlyr@nate from the Soviet period, and generally do not impede or
restrict investment activities in Armenia. However, investors consider bureaucratic procedures to
be sometimes burdensome, and discretionary decisions by individual officials may present
opportunities for petty corruption.

LEGAL SYSTEM AND JUDICIAL INDEPENDENCE - UNPREDICTABILITY OF COURT
DECISIONS: As indicated in the previous section on dispute resolution, Armenia has a hybrid legal
system that includes elements of both civil and common laws. The laws regarding commercial and
contractual matters are currently set out in the civil code. Thus, bec@usgenia lacks a

7 |bid
““UNCTAD: Investment Policy Review of Armenz018
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commercial court, all disputes involving contracts, ownership of property, or other commercial
matters are resolved by litigants in courts of general jurisdiction, which manage both civil and
criminal cases. Courts that manage civil materay be overwhelmed by the volume of cases before
them and are frequently seen by the public as corrupt. Despite the ability of courts to use the
precedential authority of the Court of Cassation and the European Court of Human Rights, many
judges presidipover civil matters do not do so, increasing the unpredictability of civil court
decisions in the eyes of investors. Businesses tend to perceive that many Armenian courts suffer
from low levels of efficiency, independence, and professionalism, whick dmeed to strengthen

the judiciary. Businesses have noted that many judges at courts of general jurisdiction may be
reluctant to make decisions without getting advice from higher court judges. Thus, the public opinion
is that decision may be influenced factors other than the law and merits of individual cases.

DISPUTE SETTLEMENT AND ADR MECHANISMS:  According to investors the Law on Foreign
Investments does not contain specific provisions on access to domestic cBadsuse the country
lacks commerciacourts and the use oADR mechanisms is limited, most disputes involving
contracts, ownership of property, or commercial matters are resolved by litigants in the courts of
general jurisdiction.

SHORTAGE OF WORKERS WITH VOCATIONAL TRAINING : Considerablénvestment has

taken place in the higtech sector as companies take advantage of Armenian technology skills.
Feedback from investors suggests a significant gap in availability of workers with vocational training.
This issue was raised by both U.S. andogaan investors.

REGULATORY ENVIRONMENT NEEDS TO BE PREDICTABLE FOR INVESTORS: Investors
recognize the governmentds authority and respons
environment that is not ideally subject to frequent change and isadtigtable. This issue is closely

related to improving the quality and regularity of communication between the government and

investors.

AIR CARGO TRANSPORTATION FROM ARMENIA: Traffic difficulties at border controls on the
RussiarGeorgian border hinders Anenian trade. Armenia should potentially seek to expand
infrastructure for better transport options by air cargo.

ACCESS BY INTERNATIONAL WORKERS TO WORK IN ARMENIA: The competition to

attract skilled workers in certain areas is a global reality todaystMeveloped countries have

special visa programs to facilitate this. This competition applies to the ICT sector and also to many
other technology and emerging sectors. This issue needs close consultation with existing investors
and a review of visa and méhistrative procedures involved.

EDUCATION FOR ICT AND TECHNOLOGY SECTORS: Manycompanies engage in education
and training in these sectors. This is vital for future FDI and business growth. Coordination by the
MOE and Ministry of Higfiech industry andlose communication with investors is essential.

Investment policy should ideally systematically address all these issues and do so in close

consultation and, in many instances, jointly working with the private sector. It is recognized that

there isongoing work and progress in many areas, but this is not evident to some existing investors

that have raised questions on all of these ardas.me ni ads progress in increa:
dependent on continued investment by existing investors as waealltesting new investors. The

experience and testimonials of existing investors are core to enhancing the investment climate and

boosting FDI.
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2.7TEAM ARMENIA 2 PARTNERING AND COLLABORATION

WHOLE -OF-GOVERNMENT APPROACHES TO INVESTMENT POLICY AND PROMOTION :
Competing for and successfully attracting FDI today demands effective horizontal policies and
practices by governments. Countries successful in attracting investment have mastered-afwhole
government approach to investment promotion and feadilon. Investment policies and promotion

with multiple objectives and involving many actors, from public sector firms to SMEs and
multinationals, are a prime example of a whofegovernment approactt.While Enterprise

Armenia has the lead role in paclkag and presenting national, regional, and sectoral propositions to
investor s, it relies on others across government
propositions are competitive and supportive of its FDI agenda. Engaging with andicglthia

wider network of support is an essential task for countries and investment promotion agencies that
aspire to implement begpractice promotion.

The diverse range of constructive FDI policy responses and supports required by investors do not fit
neatly within any single government ministry or agency. Investors increasingly expect public policies
and services to be seamless and responsive to their needs and not be defined by administrative
siloes. Good government is about joint action, where adstiations work in a coordinated and
collaborative manner across boundaries and provide single windows for investor interface with
government. This is the approach of bgsactice administrations in several countries and demands
coordinated teamwork. Betteoutcomes are achieved by integrating cratisciplinary perspectives

and supports for investors.

OTEAM ARMENI A6 APPROACH AND ErenfivielOECIPragearch:on

investment promotion agencies (OECD, Eurasian, Middle Eastern, and Latin American countries) has
shown that they need to work in close cooperation with numerous ministries, agencies, and
institutions if they are to be effective their operations. In some countries, the research shals
extendto up to 40 different institutiongé Given the nature of their activity, IPAs, including

Enterprise Armenia, typically operate within a dense and complex network of stakehdltdeth

public and private. They operate at the craszds of policy and business: they build a public sector
driven agenda to generate economic and social benefits, but they primarily serve private companies,
and that requires a good understanding of business mspflemlevel motivations, and investor

needs. IPA activity is also dependent on the overarching investment policy framework to which they
contribute in terms of design and improvement. Their operations entail a wide range of activities and
aoOTeam Armerad approach.

OTEAM ARMENI A6 EXTENDS TO THE The Rradtiealexpesenc oihighly
successful investment promotion agencies has shown that the partnering and collaboration needed
for success in investment policy and promotion extends beyondtli#ic sector’” Significant
collaboration, partnerships and joint working with a range of private sector investors, sector and
industry associations, financial and R&D institutions, supplier firms and networks, regional
authorities, and international irigitions and bilateral donors are important elements of successful
investment policy and promotion.

PARTNERING AND COLLABORATION FRAMEWORK: The term 6Team Armenia emphasizes
the team dimension needed from its various partners. Collaboration, coordimagiod cooperation
lie at the core of interorganizational activitidhe 6Team Armenié concept is not hierarchical, it is

> OECD, 2015 Policy Framework for Investment
8 OECD, 2018 Mapping of Investment Promotion Agencies in OECD Countries
" www.idaireland.conannual reports and stratées
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about participants developing a systematic understanding,-camssunication, and culture of
working together to achieve successdampeting internationally to better attract and maximize the
benefits of FDI. Examples of important collaborative activity by Team Armenia participants are
shown after table 3.

TABLE 2. 8: PARTNERING AND COLLABORATING FOR SUCCESS IN PROMOTING FDI

GOVERNMENT

DEPUTY PRIME MINISTER AND MINISTRY OF ECONOMY

Embassies/Consulates Overseas Networks IPA Diaspora Networks

Regional Administrations Free Economic Zone@~EZ) Universities/Research

Private Sector Partners: Existing Investors, Chambers, and Sector Associations

International Institutions such as OECD, UNCTAD, UNIDO,BAFC, and Bilateral Donors

POLICY ADVOCACY : As the government agencies most in touch with the foreign and local
investors, IPAs are generally well placed to be an important source of feedback to government
policymakers. IPAs can advise on investrigandly legislation and policies and administetind
regulatory issues.

PROMOTING AWARENESS AND CONTACT WITH INVESTORS: The MOFA and embassies
and consulates, in coordination with Enterprise Armenia, have a key role in promoting awareness of
Armenia, identifying target companies, making contactpanighoting investor/site visits.

IDENTIFYING SUITABLE SITES AND BUILDING: Ministries, state agencies, free zones, and
regional authorities can facilitate Enterprise Armenia and investors through information and access
to suitable properties.

HUMAN RESOURCES AND SKILLS DEVELOPMENT :Ar meni a®6s maj or competit
its skilled workforce, Ongoing development of education, skills development, training, and R&D
requires understanding of future needgs and coll a
knowledge and inputs to this process are vital.

LINKAGE AND AFTERCARE : Effective linkage and aftercare by Enterprise Armenia will depend on
strong collaboration with other ministries and public/private partners to identify suppliers, sub
contractors, andacilitating expansion of existing investor projects.

R&D, INNOVATION, AND KNOWLEDGE: oTeam Armenia partnerships with universities and
research institutions and promoting interaction with private sector in building stronger businesses
are vital.

2.8 MONITOR ING AND EVALUATION

Monitoring and evaluatn of investmentpolicy andts performance are essential fds success and
to improwe its formulation and implementation. The MOE hhs primary responsibilityor policy
and jointy workswith Enterprise Armenia to ensuris proper monitoring and evaluation. Best
practice investment policy and promotion demand a consistent and effective system with clear
metrics to manage performance and measure results.

71 | INVESTMENT REFORM ROADMAP FOR ARMENIA



Monitoring and evaluatioare criticalto confirmif the policies are improving outcomesd bringing
a better understanding of what works effectively and under what circumstaltet®mws how
government goalare being achieveanddetermineseffective and efficient use of public funds and
resources.

FIGURE 2.5: MONITORING AND EVALUATION FRAMEWORK

VISION OF THE GOVERNMENT

INPUT S # ATV TIRS b OUTPUTS h OUTCOMES H

IMPLEMENTATION

VISION : a highlevel vision of what Armeniwantsto achieve over the period 2022026.

GOALS: the specifingof metrics that translate the vision into measurable goals and targets.

INPUT LEVEL : the resources devoted to the policy, institutions, and progréntise ministry
responsible for national policy, IPA, networks, and resources employed to implement g potiby
as the agency, staff, money, time, equipment, etc.

PROCESS LEVEL: refers to the activities that are undertakda implementpolicyactions

OUTPUT LEVEL : refers tothe first level of resultof the promotion and facilitation activities
deliveredby the agencyand its partner networks

OUTCOME LEVEL: refers to the direct results and consequences of the policy implemeniiee.
outcomeshows results in terms of new jobs created, expaatsd new marketsannualdirect
expenditure in the economythe regonal spread of projects&D and innovation investmentsic.

IMPACT LEVEL: looks at the longterm consequenceof a policy initiative and assists in shaping the
longerterm path for growth and development.

The monitoring and evaluatiocomponent ofinvesment promotion shouldencompasshree types
of assessment:

1. Monitoring and evaluation shel PAS6s own acti vities
2. Monitoring and evaluation of FDI projects

3. Monitoring and evaluation afipact of FDI on the economy
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MONI TORI NG AND EVALUATIOWNAQKITIE® AESterprise Armenia
monitors itsown investment promotioractivity. A customer relationship management (CRM)
systemis under development for Enterprise Armeniaith supportfrom EBRD whichis a crucial
component of t he eVvalBahdnsystem@hisiisindne with global hedt practice.

Investmentpromotion to new investors requires numerous actors and activjtiB#\ activity
includescreating awareness through indirect contact, direct contact, site visitenpial project
identifcation discussionsand implemerstion, as shown ifigure 2.6. Each activity is an important
steptoward attractinga new investment project. A similar process applegxisting investors in
Armenig with less need for awarenesseation The st-project implementation stage it

shown infigure 2.6 but demandsequallyefficient monitoring (for example, aftercare and servicing,
potential expansion projects, linkage, consultatemmdadvice).

FIGURE 2.6: MONITORING ACTIVITY THROUGH ALL STAGES OF PROMOTION WITH
INVESTORS

Direct f 3of Project Project Project

The overarching policy goals for Enterprise Armenia were outlined at the start of this chapter.
Translating these goals into specific indicators andsdicators is an important step.

MONITORING INDICATORS:  Two categores of indicators are essential for bgatactice
monitoring:

OUTPUTS : operations indicators that relate to IPA promotion work from inquiries, promotion
events, publicitypress contacts to contact with investgrprojects identified, projects implemented,
and aftercare and servicing, as showtaible 29.

OUTCOMES : concrete results in terms of number of projects attracted, sales, exports, jobs, and
direct economic impact of such projects, as showmnahble 2.9.

TABLE 2. 9: INTERNAL MANAGEMENT INDICATORS ON IPA ACTIVITY (TEMPLATE FOR
CONSIDERATION )

INQUIRIES, PROMOTIONAL EVENTS, AND ACTIVITIES

Number, source, and priority rating of inquiries

Number of promotional events, delegations metinisterial missions

Number of mailshot campaigrnmess releases, newsletters

New brochure editions, articles generated, calendar of events

The full range of activities needs to be determined and specified and summary reports on all activities must be
maintained to clarify important followp actons (see range of potential promotion activities in earlier sections)

EXISTING COMPANIES i ARMENIA

Database of all FDI companies
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- Database of FDI compal

This database is essential for planning meetings with
- Database of FDI c¢ompa companiesand for mailshots, press releases, etc. Building
a database takes time. Immediate action should focus on
e L . larger companies. The IPA should list all substantial FDI
Contact with first priority companies compani es @snd @lsanegnvtinietm
contact previously.

Contact with second priority companies

IPAs should ideally maintairdatabase of all FDI companies (excluding small local market traders and investors). ~
can be segregated by employment size to focus more on best prospects for growth and investment. Priority com
for contact can then be established.

PRIORITY TARGET COMPANIES (EXISTING IN PRIORITY REGIONS, SECTORS, AND
AND NEW) SEGMENTS

Target companies identified

Initial contact made

Number of companies, contacts, projects, requests, site vis
projects more defined and implemented should be carefully
monitored on a weekly basis. This type of recatla

Project defined 6pi peline of potensiabsent
Pr act istmerdpromotiore It should be noted that
multiple site visits may happeas FDI project plans evolve

Project interest expressed

Servicing of informationequests

Site visit to Armenia proposed While initially this monitoring may be in MS Excel format or
similar basic recording (as in many IPAs), it should be
developed into a CRM format that ivenable better
communication, sharing, and follayp by departments and
monitoring by management

Site visit to Armenia undertaken

Projects under discussion N .
This is primarily an internal management system.

Projects more defined

Projects implemented

Existing FDI firms are typically the source of 50 percent of new FDI in a country. Therefore, establishaygtdtis
andwork plans to focus on these is critical. Equally, specific steps to identify, contact, and arrange site visits are
with new firms, including prospective investors.

Under obe&stamprlaRA iwiell establish an internal syste
contact, progress to site visit, servicing of company, and eventual conversion of contpotgettts. This process
applies to existing FDI companies and new companies contacted. Typically, these indicators would be reviewed

TABLE 2. 10: INDICATORS OF ECONOMIC IMPACT OF FDI (TEMPLATE FOR
CONSIDERATION )

2021 2022 2023 2024 2025 2026

1. Indicators

11 Total number of Investment Projects
111 Number of Greenfield Projects

1.1.2 Number of Expansion Projects

1.2 Percent oflnvestments irRegions

2. Economic Impact of FDI Projects
2.1 Sales
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2.2 Exports

2.3 Direct Expenditure in Economy

231 Payroll Costs by FDI Firms

232 Armenian Materials

233 Armenian Services

234 Direct Expenditure a$ercent of Sales
3. Annual Corporate Tax Payments

4. Employment in FDI Companies

4.1 Fulime Job Gains

4.2 Increase in otheEmployment (parttime,

contract, etc.)

4.3 Indirect Employment (estimated)

Source: IDA Ireland and Strategy Partners Ireland, 2021.

While most of the monitoring irtable 29 is essentially internal management procesisés
important that the outcomes inable 210 are presented to the Governmerandalso to the wider
society to show therealresults of investment policy and promotion.

MONITORING AND EVALUATION OF ALL FDI P ROJECTS. IPAs should monitor and evaluate
all investment projectsThe framework of evaluation afnpact of FDI, as outlined above, is

conducted by a range of ©6ébest practiced | PAs.

years, with, for eample, a pilot project initially with 5000 companies, and then wider surveys
extended to all client FDI companies of the IPA. It is essential to have full consultation in advance
with FDI companies before introducing the above systems. Companies ndsedassured of the
integrity of the survey and confidentiality of company data if they are to participate in such surveys.
Only composite data and conclusions for all companies are normally published.

Introducing this system will give Armenia a much bettsight into the direct economic impact of
FDI projects and provide valuable insights into annual trends and progress.

As M&E systems are established in Armenia, there is another more complex econometric analysis
that can be developed. For exampigure2.7 presents four groups of companies (broken down by
IPAassistance anidvestment locationjor which IPAs need to collect data fehis impact

evaluation.

FIGURE 2.7: GROUPS OF FIRMS FOR WHICH INFORMATION IS REQUIRED FOR
MONITORING AND EVALUATION 78

A. Assisted by IPA locallstablished firms B. Non-assisted by IPA localgstablished firms

| PAGsA @ a
( ! (Il PAds data, private de

other government bodies )

8 OECD Investment insights. Monitoring And Evaluation: A Brief Guide for Investment Promotion Agencies
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C. Assisted by IPAon-locallyestablished firms D. Non-assisted by IPA nelocallyestablished firms

(I PADB sh GRM) a : : : :
(Private data providers and international

organizations )

This is a more challengirgnd complex methodology and outlined in the OECD discussion report.
This should be seen as a future development of M&E and for review after the initial framework
described above is established.

IMPACT OF FDI ON THE ECONOMY . Besides learning about the ingb@f their own activities,
many IPAmonitor and evaluatéhe impact of FDI and multinational enterprises (MNESs) on the local
economy more generally to guide their strategigals andrientation. This may entail the analysis of
sectoral or regional distribution of FDI, its technological or skills content, aedrtipact of foreign
owned firms onjob creation wage and salary levetxports, tax revenue, or innovation. Several
different micro and macrdevel data sources can be used for that purp@sehis assessmetd

more complex and requires more data andliskThe government must decide who will carry out
the impactassessmeruaf FDIon the economy, the E or Enterprise Armenialn many best
practice IPAs, the detailed analysis and gathering of data is conducted byithpdRKx because of

its close andegular relationships with investor comparfiewith oversight and supervision by the
responsible Ministry.

Establish a robust monitoring and evaluation system is an immediate task foOEeaM

Enterprise Armenia. The appropriate legal framework that ééfine the goals of the system, the
actors, their functions and responsibilities, the scope of the data collected, and the management of
data flows is the first step. It is necessary to develop the logical framewagkrame, define the

final, intermedhte-direct results of FDI for the monitoring and evaluation, the indicators for
measuring those results, and the baseline and target vafubs indicators.

In order to create the proposed system, relevant specialists and resources should be evaithbl

MOEand Enterprise Armeni a. This Roadmap recommen
Departmentdé in Enterprise Armenia to ensure the
evaluation. The quality and the coverage of the investment statias well as the capacities of the

Statistical Committee of Armenia, which is responsible for FDI statistics, should also be enhanced to
ensure efficient work with Enterprise Armenia.

2.9 RECOMMENDATIONS

Table 2.1 summarizes the gaps and recommendations for the MOE and Enterprise Armenia to build
a better Investment Policy Framework.

TABLE 2.1 1: SUMMARY OF GAPS AND RECOMMENDATIONS

GAPS/CONSTRAINTS/RISKS RECOMMENDATIONS

INVESTMENT POLICY 1. Prepare an investment policy national document in
line with the Government Program 2022026 and
review annually for progress and revision. The
Investment policy vision and ga&lsot clearly stated ministry responsibléor investmentpolicy should

and publicized. This is critical for communicating state action that will address:

Government vision and policy internationally and to

civic society. A policy goal, which can congaiith

Armenia lacks a defined national investment policy.

" Ibid
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competitor and adjacent countries, does not exist,
even though it is fundamental to increased FDI

Policy and promotion goals need to be integrated a
coordinated

A 0Team Armeniad approa
National teamwork and collaboration caomtribute
to significant change in investmeheam Armenia
should consist of the wide network of ministries,
agencies, institutions, and private sector that
Enterprise Armenia will need to jointly work with as
it competes for international investment. Bling a
culture of cooperation and effective joint working is
vital for success in attracting FDI. This is a commor
feature and practice with numerous countries and
especially peer countries, which has shown major
success when competing for FDI.

- Armeni ads viandgoalsfor obj
investment (competing with comparator and
adjacent countries such as in terms of number
projects attracted per head, in the South
Caucasus, S.E. Europe, and Central Asia and
show measurable progress in matching small
countries in the EWy 2026).

- Emphasize the need for more valadded
production and business functions, new
internationally traded services, linkage with
domestic companies;

- focus on high growth sectdr pharma,
biotechnology, and life sciences.

- A O0Team Armenidicgandppr
promotionii success comes from effective
teamwork and frequent joint action.

- Targets in Enterprise
2021-2026 should aim for new project numbers
increase in gross capital formation, expansion
projects by existing investoreind new linkage
projects between FDI form and domestic
suppliers.

- Emphasize the central role and competitive
advantage of the human talent.

- Provide of appropriate, innovative, and
competitive property solutions for investors.

- Policy initiatives on moreczess to diaspora
skills and investments.

- Focus more on investors in adjacent countries
and expansion projects.

Formulate and publicize a policy statement for

investors.

PUBLIC -PRIVATE DIALOGUE

The quality and regularity of government and privat
sector dialogue should be improved. Structured ant
agreeddialoguewith the private sector is missing.

Experience shows existing investors can deliver 50
percent of new FDI projects. Reguldialoguewith
them is vital.

Concerns and issues raised by investors, as detaile
in this document, should be effectively addressed v
publicprivate dialogue mechams. By this action,
Government, MOE, and Enterprise Armenia can
demonstrate support for investors and gain from
their advice.

Put in place a structured and agreedon
mechanismand platforms opublicprivate dialogue

MOE andEnterprise Armenia, as a matter of
urgency, should seek to plan/structure a new level
publicprivate dialogue and ensure action on the
various issues mentioned.

Investment policy and promotion should ensure the
positive views of existing investors anédely
publicized.

LEGAL AND REGULATORY ENVIRONMENT FOR
INVESTORS

Law on Foreign Investments needs some refining for
additional clarity.

Develop amendment/s to the Law on Foreign Investmel
to address the gaps and issues discussed in the report,
such & clear provisions on the responsibilities of MOE
and Enterprise Armenia.

7
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ARMENI A6S POLICY I N THE I N
RANKINGS

1. Benchmarking with peer countries is not conducted. Ti
is a fundamental activity for MOE and EA; to know hov
successfutomparators are and why, and matching ther

2. Continuous improvement in international rankings, suc
as OECD restrictiveness index and others. Accessing
OECD expertise and extensive comparative informatio
to inform and guide better policy

3. Continuing progres on Business Enabling environment
improvement. Investors need reassurance that efforts
are being made to improve the business environment

Monitor FDI rules and restrictions and the OECD
Index. Seek to benchmark with peer countries and
match performance wh countries performing
better.

Seek to engage with OECD in its investment (MNE
Guidelines) and restrictiveness instruments.

Conduct benchmarking to determine annual
comparative ranks with peer countries. Instigate
deeper investigation on methods and preses in
other countries that Armenia can learn from.

The Government has announced its commitment tc
address deficiencies in
Businessdé reports or it
contribute benchmarking feedback here.

INVESTOR DISPUTE SETTLEMENT,
ARBITRATION, AND BUSINESS OMBUDSMAN

1. Better information on alternate dispute resolution
mechanisms needed

2. Enterprise Armenia and MOE could contribute more to
di spute resolution throu
functions.

3. Armenia does not hve Business Ombudsman and
considers this option (nofudicial) to play this role in
dispute resolution.

Alternate dispute resolutions mechanisms should k
examined in consultation with the private sector an
guidelines developed for publication or largeiblic
outreach.

Enterprise Armenia and MOE can potentially play &
stronger role in facilitating investor dispute
resolution through mediation and advocacy, as wel
as with their links to other Ministries and agencies.
This requires strengthening of EBudget and staff
increases). Through direct contact, Enterprise
Armenia and MOE could potentially assist with
mediation and introduction of expert advisors, and
through the Investment Council structure proposed
in chapter 4 of this report.

The introductbon of a Business Ombudsman should
be driven primarily in response to private sector
demand. MOE and Enterprise Armenia should initi
review of this with existing investors to assess
demand. Ideally such an institution, if established,
should work alongsie EA, possibly in the same
offices to facilitate communication on investor
contacts and issues.

STRENGTHENING PARTNERSHIP WITH
EXISTING FDI COMPANIES

1. More focus needed on existing invester® maximize
new FDI from them. The rationale for this is evident,
given the experience of many countries where over 50
percent of new investment projects come from existing
investors,

2. Lack of private sector representation on policy advisor
groups or boads. Private sector can bring sectoral
knowledge and better understanding of key issues tha
will assist policy and promotion.

Establish a program of regular and constructive
dialogue with major FDI investors to explore
prospects for new business functioard expansion
investment.

Establish better consultation with private sector
representatives, including international institutions,
embassies, etc., to learn of issues negatively impau
investors.

Conduct company development meetings: linked tc
the aforementioned consultations policy, Enterprise
Armenia should seek to develop an agenda of actic
with individual companies on growing their
businesses and provide support. This would requir
training and coaching of staff.

Seek investor participation in poji@dvisory groups,
including in Investment Council on issues of conce
to investors; for example, availability of skills,
infrastructure issues, supply chains, etc.

PROPERTY SOLUTIONS FOR INVESTORS

Essential infrastructure for competitiveness is critical for
success. This is a fundamental issue for all investors (utiliti
transport access, good telecommunications) and can
determine or speed up investor decisions on investment
projects. Property saltions for investors need to be
developed considerably under the investment policy. Many
countries increasingly compete on this specific issue of

Access to suitable industrial sites and buildings is
critical for investors. MOE and Enterprise Armenia
need to build this program within Enterprise Armen
so that Armenia competes better in attracting new
projects.
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providing 6éready to startéo
should seek to match such competitor countries.

ESTABLISHING INFORMATION STRATEGY
HIGHLIGHTING THE COMPETITIVE ADVANTAGE

Enhancing sector profiles, company case experiences, anc
other information materials are key components of image
development and publicizing sectors. They will often attrac
other sector companies that wish to see what competitors
are doing in different countries.

Armenia lacks investor testimonials. Investor profiles and
testimonials are powerful endorsements of investment
locations. They are essential for promotion.

Seek supporfrom international consultants
(including in Armenia PWC, EY, Deloitte, Grant
Thornton, etc)) and selected FDI investors in
preparing visual sector profiles to illustrate scale ar
quality of sectors (for example, ICT, textilead
garmentspharma).

Use sector profiles for contact to media, embassies
networks, and diaspora to gain more publicity for
investors and opportunities in Armenia.

Prepare, publish, and disseminate a series of qualit
profiles of existing investor operations in Armani
Consultation and agreement should be sought with
selected investors.

AVAILABILITY OF PEOPLE AND HUMAN
SKILLS/TALENT

1. Attracting global talent is common practice in investme
promotion nowadays. More policy emphasis and
innovation on skills development is required.

2. With the growth of technology in manufacturing and
services, there is a burgeoning demand for specialist
skills. National investment policy needs to ensure
effective response here.

3. No policy groups on expert skills are actively
contributing to creating
advantage. Individual countries have set up specialist
groups to deepen their knowledgend response to
building expert skills.

Investment policy should emphasize the central role
and competitive advantage here.

Visa regimes: Ensure that existing immigration syste
facilitate entry of experts in key areas, such as ICT,
technology, biotechnology, pharma, and business
services.

Undertake policy advocacy on human resource
issues/training/education to relevant ministries as
information is gained from contact with FDI compani
and other enterprises.

Consider the need for spgalist work groups on
future skills needs and policy actions needed; for
example, OExpert Group
countries. This subject may be already covered by
existing policy structures, but MOE should keep this
mind.

Consult with HighCommissioner of Diaspora on
communicating information to diaspora groups on
labor and skills needs and job openings in existing F
companies.

DIASPORA

Strong policy initiatives on more access to diaspora skill
needed. Armenia has taken significagpstin working with the
diaspora, similar to countries like Israel and Ireland. There 1
be opportunities to better inform the diaspora of jol
opportunities through links with investors on their skills neec

Maintain close links with the High Commiss& of
Diaspora and other relevant ministries i
communicating on FDI progress and providi
promotional material on FDI.

Encourage and support diaspora events that deal v
FDI opportunities, for example, provide presentatior
share company casxperiences, press Kkits, etc.

Support the development of specific diaspora c:
experiences that may stimulate interest in new F
projects or links to existing investors.

Take specific actions, like in the other countries,
source people with expertiséor employment in their
countries including:

- Seeking job specifications for people required
advance from prospective investors

- Using international recruitment consultants 1
identify potential employees from the diaspora

- Placing small ads in sector aspkcialist media in
for example, California and Southern Germa
or locations where diaspora is concentrated.
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TARGETING SECTORS AND COMPANIES

1.

2.

The Armenian policy should consider the following:

More valueadded production and business
functions. In contacts and discussions with existin
and potential investors most countries seek to
attract all business functions,
manufacturing/production, purchasing, marketing,
technical support, customer service,
logistics/distribution

New internatiorally-traded services. The majority o
global investment projects today are in the service
sector. The nature of their service products mean:
they are open to more investment locations and n
reliant on traditional transport infrastructure.

High-growth sectorfi pharma, biotechnology, life
sciences. Armenia has no international reputation
for expertise and investmergantersin these
sectors. Policy should ideally make a statement o
future national investment plans to address this. It

Focus on higivalue manufacturing and services: In
contacts and dialogue with existing and prospect
investors, seek to encourage extension of their
businesses into highalue manufacturing and service
functions. For example, R&D, logistics and
distribution, sales and marketing, regional HQs, etc

Focus more on internationally traded services:
Armenia has excellent examples of successful sen
companies. Seek more service company projects ¢
focus more on other higigrowth service sectors; for
example, medical services and devices, hospital
supplies, etc.

Strengthen linkages between FDI companies and
domestic suppliers: Establishing a structured progr
on linkage should be a target of investment policy.

Focus on existing FDI companies: As stated above
this should be top priority. A clear datake of the
major companies should be maintained for regular

represents a directiorand guide to Enterprise
Armenia investment promotion strategy.

Proactive and country wide programs on linkages with

domestic companies are missing. Countries like the

Czech Republic have demonstrated that substantial ne

investment projects and local purasing can be
developed through effective linkage programs.

Armenia needs to be focused more on international
investors in adjacent countries and seek expansion

projects. The rationale for focusing on these companie
is two-fold (a) they are familiar withhie wider region and

(b) many will eventually have expansion projects that

could potentially move to adjacent or more competitive

investment locations.

communication.

5. Seek new companies in £
Armenia has a successful history with these sector
Identifying new prospects in the same sectors shot
be a priority task. Prospés here should include
supplier companies, sister companies, etc.

6. Identify FDI companies in Eastern Europe and
neighbouringountries: Given the trend of FDI
projects moving eastwards, action should be taken
identify such companies for new investment.

7. Focus on higkgrowth sectors: Prospective investors
may emerge in a range of highowth sectors,
pharmaceuticals, biotechnology, life sciences (mec
devices, clinical trials, and hospital supplies), new
forms of business, and financial services. Relseaarc
prospective investors seeking a base for Eurasian .
Middle East markets needs to be taken.

8. Keep database of company contacts: An important
task in policy and promotion is the creation and
maintenance of a clear database of companies so-
effective promotion and direct contacts can be
pursued. This can be linked to the planned CRM.

9. Clusters and ecosystems: The establishment of
clustersupport frameworks should be examined an
initiated as a matter of policy. This might involve
0Cluster Adwsidsooy dBo a e
development and ecosystems.

MONITORING AND EVALUATION

i BETTER

SYSTEM NEEDED

Armenia does not have a monitoring and evaluation systen 1.

for investment policy and promotion even though this is a
central feature of best practice policy apdomotion. It is

needed at two levels, firstly, to manage and oversee intern
agency operations (outputs) and, secondly, to measure the

direct economic inputs of investment projects and their
contribution to national development (outcomes).

Establish a robust monitoring and evaluation system is
immediate task for the KAE and Enterprise Armenia. The
appropriate legal framework that will define the goals of
the system, the actors, their functions and responsibilitis
the scope of the dataatlected, and the management of
data flows is the first step. It is necessary to develop the
logical frameworklpg framg, define the final,
intermediatedirect results ofFDI for the monitoring and
evaluation, the indicator®r measuringhose resultsand
the baseline antarget valueof the indicators.

Improve the countryFDlI statistics to collect, measure,
and evaluate the investment policy and promotion as
recommended in thiRoadmap
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CHAPTER 3. INVESTMENT INCENTIVES FRAMEWORK

This chapterdescribe the role of investmenincentivesn assistingArmeniato attractinvestmentand
developa packagef proposalsto enhane A r me ravadablénvestmentincentiveswith a view to
supportinvestmentpromotion, attraction,andfacilitatian.

To achievethis, the followingtaskswere identifiedandcarried out:

- Analsisof existinginvestmentincentivesandthe taxationregimein Armenia

- Analysiof countriesthat are potentialcompetitorsto Armeniafor investment
- ldentifcationof gapsin Armenia imicentivesegime

- Outliningof severaltypesof GlobalBestPracticeincentiveghat are usedgloballyandthe
principlesunderpinningvhy they are offered

- Recommendingnvestmentincentivesaimedat enhancingd r me rcongetittveadvantagéor
investmentpbasedon Global Best Practiceandwhat hasprovensuccessfutlsewhere Thesemay
applyto qualifyingorivate sector investmens, especiallynew (greenfield)investmens, or
significanexpansiorof existinginvestmens, but are likelyto be particularlyrelevantto FDI.

The following approach is used in this chapter:

ANALYSIS OF TAXES IN ARMENIA AN D OTHER COUNTRIES IN THE REGION : Analysiof
the taxationsystemin Armeniacomparedwith tax regimesin countriesof the region,which
includedRussiaKazakhstarKyrgyzstanBelarus Georgia,Moldova,Ukraine, Turkey,andlran.

REVIEW OF INVESTMENT INCENTIVES IN ARMENIA AND PEERCOUNTR IES: Thisreview
includedananalysi®f the investmentncentive system in Armenia and a summary of investment
incentives in actual and potential comparator countries, including Belarus, Estonia, Georgia, Hungary,
Kazakhstan, North Macedoni@erbia, Russia, and Ukraine, and identified gaps in the Armenian
incentives regime. The comparator countries were selected from the region and some countries in
Eastern Europe at a similar stage of development based on the rationale that IPAs compete most
directly for investment with other countries in their immediate area or region.

RECOMMENDATIONS i RATIONALE: Thisprovidedthe rationaleto identifycriteria for
awardingncentivesn Armenia,basedon analysesf ArmeniaandcomparatorcountriesandGlobd
BestPractice Basedn this,a numberof recommendationdor investmentincentivesor the
Governmentof Ar me rn( iGaOAMOnsidlerationare provided.Thisincludesoptionsbasedon a
divisionof sectorsinto Priority SectorsandStandardSectorsandaddressingsomekey incentive
requirementsfrom investors.
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3.1 INVESTMENT INCENTIVES REGIMES IN ARMENIA

3.1.1 TAXATION SYSTEM IN ARMENIA

The taxation system in Armenia consists of taxes and contributions. According to the Tax Code of
the Republic of Armenia (TC), there ar@genstate taxes and two local taxésThe following types
of taxes and contributions are consideréte most common for potential investors:

TURNOVER TAX: During the tax year, all resident taxpayers with sales turmdoeall types of
activities not exceedingMD15 million (except for some types of economic activitylistpay a
Turnover Tax, which replaces VAT art@orporate IncomeTax8! The rate of Turnover Tax varies
between 1.5and25 percent depending on the typef activity For examplefor the processing
industry, Turnover Taxis 3.5 percent, and 6 percent for public catering activides.

VAT: During the tax year, all taxpayers with sales turnover for all types of activities exceeding
AMD115 millionmustpay VAT at 20 percertg

CORPORATE INCOME TAX: Corporate IncomeTax mustbe paid by taxpayers operatingder
the common taxation system (thoseho do not payTurnover Tax).Corporate IncomeTax, except
in certain cases, is at 18 percent.

INCOME TAX: IncomeTax mustbe paid by both resident and nemesident individuals. Depending
on the type of income, the rate of income tax may substantiadly. For examplelncomeTax for
salariesand other equivalent feds 22 percent, which is intended to gradually reduce to 20 percent
over the following years (from January 1, 20&3jor interest income, the rate is 10 percent and 5
percentfor dividend$s

SOCIAL CONTRIBUTION is a targeted payment made to the state budget, intertidekplenish
mandatory pension funds. Social contribution is paid by hired employees and natural entikiggwo
under civillegal contractsln 2023 social contribution for a salary of up tMD500,000wasat 3.5
percentof the salarylfthe salary is abovAMD500,000the difference between 10 percenf the
salaryandAMD32,500 is paiél’

It should benoted that in Armeniathe employer is the tax agefior hired employeesin many
cases, the income tax is de facto part of the employer's tax burden since, according to the common
practice, the salary is purely the subject of negotiatioesveenemploy& andemployes.

The rates of main taxes applied in Armeai@ summarized in Table 3.1 below.

80TC, Article 7

81TC, Article 253

82 TC, Article 258

83TC, part 2 of Article 254

84TC, part 1 of Article 63

85TC, part 1 of Article 150

86 TC, part 5 and 8 of Article 150

87 Law on Funded pensigystem, parB.1 of Article 81
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TABLE 3.1: RATES OF MAIN TAX TYPES IN ARMENIA, 2021

TYPE OF TAX RATES (PERCENT)

Turnover Tax 15625
VAT 20
Corporate IncomeTax 18
IncomeTax 22
Social contribution 3.5010

Sourcel C, https://rb.gy/qldbwy

TAX AND OTHER INVESTMENT INCENTIVES IN ARMENIA

TAX INCENTIVES. Two types of taxincentives for investmentare defined by the law
(1) Tax benefigsedefined by the law TC89

(2) Bydefining another procedure of calculation or payment of the telich can be established
only by the lavi TC.20

A taxpayer may submit a waivéar the right to use the tax benefitto the tax authority.All tax
incentivesoffered byArmenia are summarizeid table 3.2 below.

TABLE 3.2: TAX INVESTMENT INCENTIVES IN ARMENIA

CORPORATE INCOME TAX

1.

2.

AGRICULTURE TAX EXEMPTION : Agricultural production is exemptuntil December2024.

Accelerated Depreciation. Accelerated depreciation of fixed assets and intangible asset®fporate
incometax purposes? The minimum depreciation period of fixed assets imported or acquired (constructt
processed) within the framework of investment programs selected by GOasMyell as GOANMapproved
business programs, is determined at the discretion of the residergorate incometaxpayer, but should not
be less than one year.

CORPORATE INCOME TAX BENEFIT : In case of a decision on liquidation of therporate income
taxpayefi investments made by the participants (shareholders, equity holders, members) in the own ca
the corporate incometaxpayer as well as of a positive difference of the offering @miakthe nominal value ¢
stocks, shares or units of eorporate incometaxpayer shall not be deemed income for taxpayfos the
purpose of determination oforporate incometax base®4

DEDUCTION OF DIVIDENDS :For det er mi ni ng t h base; divilendseans tleducte
from gross income, which may be attractive for subsidiaries ofmesident companie¥.

R&D DEDUCTION : For the purpose of determining the tax base for residentporate incometaxpayers,
as well as nomesidentcorporate incometaxpayers carrying out activities in Armenia through a permanen
establishment, the gross income shall be deducted in the amount of the expenses made on scientific re

8 TC Article 4, paragraph 37
8 TC Article 4, paragraph 37
% TC Article 1

9 TC Article 19

9 TC, Article 126

% TC Article 121

9 TC Article 108

% TC Article 123, part 2
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VAT

10.

and/or experimental design wks and services carried out immediately by ttgporate incometaxpayer or
upon the order thereof, in the full amount thereof during the tax year when those expenses were ¥hade.
This incentive exists in addition to the VAT incentives related to R&D ofiena.

CORPORATE INCOME TAX REDUCTION FOR CREATING NEW JOBS (except trade and
financial sectors) : For residentownedbusinesss, and with approval of the investment projects®@@AM,
corporate incometax for the launchyearandfive subsequent five years is reducepl to 100 percent of
wagesand paymentgaid for newlycreated jobsn the given tax yeabut this relief cannot excee@0
percent of thetotal corporate incomefor that year®” Corporate incometaxpayers in the fields afade and
financial operations are not eligible for this incentive.

TAX EXEMPTION FOR SECURITIES TRANSACTIONS : Non-residentcorporate incometaxpayers
shallbe exempt from payingorporate incometax

(1) in respect of the incomes derived from thividends received from the stocks listed in the stock excha
functioning in Armenia, as well as from the alienation of the mentioned shares, exchange with other sg«
or other similar transactions;

(2) in respect of the incomes in the form of intest or in the form of discount of bonds listed in the stoc
exchange functioning in Armenia, as well as from the alienation of the mentioned bonds, exchange wit
securitiesor other similar transactions;

(3) in respect of the incomes with regard the borrowing provided to the resident legal person, provided
that the given borrowing was completely financed due to the placement of bonds issued in equal terms
considered to be a measure for securing the bonds, ardttiese bonds are admittetb trading on a
regulated market operating in Armerifa.

Armenia stipulates to eliminate double taxation for resident taxpayers by allowing residents to deduct tt
amount of tax paid in another country from the calculated total corporate incomeatzotued in Armenia. At
the same time, the T& also allows the business entities, if they have suffered losses in Armenia in the
current year and therefore have not been able to fully offset¢beporate incometax paid abroad, to retain
the unused part of the offset. This regulation is doubly beneficial for Armenian subsidiaries of foreign
companies (for all Armenian companies) because in addition to the ad@igdeaccording to the TC, they car
carry forward the tax lossef the current year taken in Armenia to the subsequent five yé¥rs.

VAT DEFERRAL : For investment projects, VAT payments for imported goods exceediMd@300 million
are deferred for three yearsBusiness entities are selected by GOAM according to established procé&8ure
GOAM also approves those programs that have a multiplying effect on the economy and promote
employment??

VAT ZERO RATING : ZeroratinginAr meni a applies to goods and
ORexportationo Yustoms regi mes.

VAT MEDICAL EXEMPTIONS : VAT exemption of the donated blood and its components, breast mill
prosthetic orthopedic accessories, sales of medical equipaeh medical products, sales of products
produced by patients, implementing works and delivering services in medical institutions within the
framework of healthcare and health servic&s.

% TC Article 121, part 6

9 TC 127, part 1

% TC Article 126, part 5.1

% TC Article 20, part 4

100 TC Article 123, part 1paragraph 4

101 TC Article 79

102 GOAM Decree N1225N issued on October 5, 2017, on procedure for selecting organizations and individual entrepreneurs that are
implementing investment programs, paragraplasd 8

18 TC Article 65, part 2, point 1 and 2, Article 64, part 2, point 36

104TC Article 64, part 2 GOAM Decree N-1317N issued on defining the scope of privileges on exemption fxo&T
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11. VAT EXEMPTIONS FOR GOODS IN TRANSIT : Armenia is a transit hub, and the goods transporte
from third countries to the EAEU through Armenia are exempt from VAT if theepgortation of goods
from Armenia, or the exportation of goods produced as the result of reprocessing of the imported good:
the EAEU countries is performed within 180 days after the initial importa®ithis benefit applies to the
economic operators defined by the EAEU Customs Code, or if the GOAM has approved the business ¢
the given business entity. It should betedthat the customs legislation provides certain procedural benef
for economic operators, such as easaimittance tocustomssimplificationsCurrently, no economic
operator is registered with the Register of Economic Operators.

12. VAT R&D EXEMPTION : Carrying out scientific and research activities in conformity with the criteria
defined by the Government shall be exempt from VAT There is no maximum limit for this benefit.

13. VAT ALIENATION OF STOCK OWNERSHIP EXEMPTION : Alienation of the right of ownellsip
over a share or unit in the authorised or share capital of trgankzation andsupply of goods and/or
provision of service within the framework e&organkation of the organkation carried out as prescribed by
lawis exempt from VA’

14. VAT FOR NON -RESIDENT OPERATIONS : If a norresident organization that does not have a
permanent establishment in Armenia conducts business transactions in Armenia, the reverse charged
principle is applied. That means its Armenian counterpart accrues VAT tettie budget instead of this
company and issues the primary accounting document/invoice containing the VAT calétiation.

CUSTOMS DUTY AND EXPORT DUTY

15. CUSTOMS DUTY EXEMPTIONS : Exemption on payment of customs duty for importing equipment
intermediate goods from a neRAEU member country that cannot be replaced by goods and equipment
produced in EAEU countries within the scope of investment projects in the priority sectérmienia’s
economy and exceptionally in the territory of Armenia.

16. CUSTOMS DUTY EXEMPTIONS : Exemption on payment of customs duties for importing goods to F
has to be done under OFree ®ustoms zoned custoao

EXCISE TAX

17. EXCISE TAX FOR NON -RESIDENT OPERATIONS : The organisation or the individual entrepreneu
producing or packaging goods shall be deemed to be an excise taxpayer with respect to excisable goot
produced or packaged from the raw material provided by the -nesidentorgankation lacking a permanent
establishment or the nomesident individual entrepreneur lacking a permanent establishment based on
contracts concluded with thert?

MULTIPLE TAXES

18. REDUCED INCOME TAX FOR START -UP IT COMPANIES : Exemption fromCorporate Income
Tax and reduction of théncomeTax rate (on salaries) to 10 percent for the IT sector stanh companies
until end of 2022, except the branches and representations of foreign comgéahnies.

19. BORDER AREA TAX EXEMPTIONS : VAT, Turnover Tax, , andCorporate IncomeTax exemptions in
border-adjacent communities of Armeni&.The list of communities is approved by GOAR.

105 TC Article 64, part 2, paragraph 37

196 TC Article 64, part 2, paragrapd, GOAM Decree N772N issued on July 6, 2017 defining the scope of privileges on exemption from
value added tax

107 TC Article 64, part 2 paragraphe82 and 33

108 TC Article 56, part 7

108 Customs Code of EAEU, article 201 and Law on FEZ, article 12

10 TC Article 83, part 3

11 Law on IT Sector State Support

112 1 aw on Tax Exemptions of Activities Carried Out in Border Adjacent Rural Communities

113 GOAM Degree No. 30 issued on January 15120
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20.

21.

22.

23.

REGIONAL TAX EXEMPTIONS : Exemption from VAT Corporate IncomeTax, andncomeTax for
purchase of real estate for operatis in Dilijan community and adjacent territories of the Tavush Marz of

Armenia within the scope of investment projects above approximakélynillion***

FEZ TAX EXEMPTIONS : Operators of the FEZ are exempt frol@orporate IncomeTax, value added
tax, property tax, customs dut§® Provision of services to anrganzer of FEZand to an operator oFEZ
performance of works for therganker of FEZand operator ofFEZ supply of goods within the territory of
FEZis exempt from VAT:'®

INDUSTRIAL ZONES TAX EXEMPTIONS  :In general, industrial zones receive tax incentigesh as
corporate tax, incometax (excepton salaries paitb employee} property and land taximmovable property
tax from 2021) and financial support and consultingpport. The type and size of benefits provided for eac
industrial zone shall be defined by law on industrial péticy.

REIMBURSEMENT OF VAT AND EXCISE TAX : If the amount of the VAT and Excise Tax on the
input transactions exceeds the amount of the VAT sales/output transactions, these reimbursable amour
are returned from the state budget tH the busi

CASH GRANTS/SUBSIDIES

Agricultural sector financial assistance (for more than AMD 1 billion investment s)

1.

FINANCIAL ASSISTANCE FOR ESTABLISHMENT OF VINEYARDS, INTENSIVE FRUIT

GARDENS, AND BERRY ORCHARDS CULTIVATED WITH MODERN TECHNOLOGIES

GOAM provides financial assistance through subsidization of loan interest or compensation of capital ¢
The financial assistance is provided for vineyards, intensive fruit gardens, and berry orchards of the siz
0.5 to 100 hectares. In case oflo, at zero percent interest rate, with a repayment term of eight years, of
which five years is a grace period. In the case of cost compensation, GOAM pays 50 percent of incurre
capital costg19

FINANCIAL ASSISTANCE ON INTEREST RATES ON LOANS PROVIDED T O THE
AGRICULTURAL PROCESSING SECTOR FOR ACQUISITION OF AGRICULTURAL RAW
MATERIALS : GOAM subsidizes the interest rates on targeted loans provided to legal entities and indi\
entrepreneurs operating in the agricultural processing indudting principdamount of loan for each
agricultural product varies iarange of AMD1to 4 billion.Loans for acquisition of grapes are available at
zero percent interest with a maximum repayment term of three years amglace period of 12 monthd.oans
for the acqusition of agricultural raw materials are available with a maximum repayment term of 1.5 yea
agrace period of six month&0

FINANCIAL ASSISTANCE FOR LEASING OF AGRI -FOOD EQUIPMENT : Under this program,
10 percent of the cet for the leasedish farming equipment (equipment to be acquired for alternative use
water resources) can be compensated by the state. The total cost of equipment purchased within the
framework of the program should not exceed AMD 1 billidrhe program is available tbeneficiaries on the
following terms: zero percentate of interestrate, 20 percent down payment, and up to eight years
repayment term. There is a preferential term defined for repayment of the principal amount of the lease
which is calculated for a mamum of three months from the moment the lease is granted. In addition, at t
|l esseeds request, financial institutions may e
period of up to six months per yed#!

114 LLaw on Development and Investment Promotion of Dilijan Community and Adjacent Territories of Tavush Marz
15 Law on Free Economic Zones

116 | aw on Free Economic Zones, Article 12, TC Article 64, part 2, paragraph 23

17 Law on Industrial Policy, Article7, part 2

H18TC Article 74, Article 95, part 3 and Article 100, part 2

118 GOAM Decree N 361L, 29.03.2019

120 GOAM Decree N 1168L, 15.07.2021

121 GOAM Decree N 893L, 19.07.2018
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3.2 ANALYSIS OF THE EFFEC TIVENESS OF THE INVESTMENT INCENTIVE
SYSTEM IN ARMENIA AGAINST BEST PRACTICE AND COMPARATOR
COUNTRIES

3.2.1 ATTRACTIVENESS OF THE ARMENIAN TAX SYSTEM IN THE REGION

Armeniastood 52d in Easeof PayingTaxe$i with 81.5 out ofa possiblel00 pointsi amongl89
countriesac c o r d i n gPaying TeRes C0BEport.122 This islower than Georgia, Turkey,
Moldova, and AzerbaijamakingArmenia's investment environmefadr paying taxe¢ess attractive
for potential investors than tse countries of the region.

TABLE 3.3: ARMENIA AND COUNTRIES OF THE REGION IN "PAYING TAXES"
RANKINGS, 2019

COUNTRY OVERALL EASE OF TOTAL TAX TIME TO NUMBER OF POST-
RANKING PAYING AND CONTRI COMPLY, PAYMENTS, FILING
TAXES BUTION RATE, HOURS TIMES INDEX
SCORE (PERCENT)
Georgia 14 89.2 9.9 216 5 85.9
Turkey 26 86.6 42.3 170 10 100
Moldova 33 85.2 38.7 183 10 90.8
Azerbaijan 40 84 40.7 159 9 83.8
Armenia 52 81.5 22.6 264 15 79.4
Russia 58 80.5 46.2 159 9 77.8
Kazakhstan 64 78.2 28.4 186 10 48.9
Ukraine 65 78.1 45.2 327.5 5 86
Belarus 99 71.2 53.3 170 7 50
Kyrgyzstan 117 67.2 29 220 26 374

Source: Pw@®4ying Taxes 202@ available as of May 19, 2021.

Detailedassessmertf the scoring criteria clearly shows that timeainissues argrincipallythe high
number of payments (15 times) and the long duration of the interconnected tax reporting (264
hours). Furthermore, Armenia ranks second to last among the countries studibdespect to

these two criteria. As for the postiling index, Armenia again lags behind its immediate neighbors
Georgia, Turkey, Azerbaijan, and Moldova, but is a leadengthe EAEU countries.

According to the recenPwC Paying Taxes 20200ort,124 the total tax and contribution rate in
Armenia was 22.6 percenthis meanshe amount of taxes paid by a hypothetical companysin
second year of activity was 22.6 percaftcommercial profit. Compaed with other countries in the
region, Armenia's investment climate terms of tax and contribution ratess actuallymore
favorable tharin other countries in the region, except for Georgia, where the same figure is 9.9
percent. Considering thasince dnuary 1, 2020, th€orporate IncomeTax rate in Armenia has
been reduced by 2 percentage points, it can be claimed that under otherwise equal conditions,

22 pwC Paying Taxes Report 2020
123 |bid
124 pid
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https://www.pwc.com/gx/en/services/tax/publications/paying-taxes-2020/overall-ranking-and-data-tables.html

Armenia's investment environmefdr taxes and contribution®ias become more attractive.
However,Doing Business 2020stated that Armenia made paying taxes easier by extending VAT
cash refunds to capital investment.

FIGURE 3.1: TOTAL TAX AND CONTRIBUTION RATE IN ARMENIA AND OTHER
COUNTRIES IN THE REGION (PERCENT AGAINST COMME RCIAL PROFIT), 2019

53.
29.0 28.4
&

Belarus  Russia Ukraine  Turkey Azerbaijan Moldova KyrgyzstarKazakhstan Armenia Georgia

SourceWB, Open Data, Total tax and contributiorfp@tesnof profit), ID: ITAX.TOTL.CP.ZS, 2019

Taking into account the context of thisssessmenthe comparative analysis of tax rates in Armenia
and other countries of the region has bearadeby conditionally dividing these taxes into two
groups:

1. Capital factor taxes (taxesn profit, dividend, interest, royas and capital gash

2. Labor factor taxes (labor tax, social contributions)

TABLE 3.4: TAX RATES ON PROFIT, DIVIDENDS, INTEREST, ROYALT IES, AND CAPITAL
GAIN S IN ARMENIA AND OTHER COUNTRIES OF THE REGION

DIVIDEND. INTEREST TAX ON SURPLUS VALUE OF
CORPORATE , ) ASSETS (CAPITAL GAIN S TAX)
COUNTRY INCOME TAX, ROYALTY TAX

(PERCENT) (N/A) LEGAL NATURAL
PERSON PERSON

Resident, N/A/ N/A [ N/A
Iran 25 ) N/A N/A
Non-resident, 0% / 5% /-5 .5%

Resident, N/A/ N/A [ N/A
Turkey 22 ) 22% 10%
Non-resident, 15% / 10% / 20%

) Resident, 15% / 10% / 10%
Russia 20 ) 20% 13/15
Non-resident, 15% / 20% / 20%

Resident, 5% / N/A / N/A
Kazakhstan 20 ) 10% 10%
Non-resident, 15% / 15% / 15%

Resident, 5% / 10% / 10% 18/

Non-resident, 5% /10% / 10% g0 0%

Armenia 18

25 World Bank Doing Business Report, 2020
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source:%20WB,%20Open%20Data,%20Total%20tax%20and%20contribution%20rate%20(%25%20of%20profit),%20ID:%20IC.TAX.TOTL.CP.ZS,%202019,%20https://rb.gy/zveddy,%2019.05.2021.
https://documents1.worldbank.org/curated/en/688761571934946384/pdf/Doing-Business-2020-Comparing-Business-Regulation-in-190-Economies.pdf

Resident, N/A / N/A / N/A
Belarus 18 ) 12-18% 13%
Non-resident, 12% / 10% / 15%

) Resident, N/A / N/A / N/A
Ukraine 18 ] 18% 18%
Non-resident, 15% / 15% / 15%

) Resident, N/A / N/A / N/A
Georgia 15 ) 15% 5%
Non-resident, 5% / 5% / 5%

Resident, 6% / 12% / 12%
Moldova 12 ) 12% 12%
Non-resident, 5% / 5% / 5%

Resident, N/A/ N/A [ 10%
Kyrgyzstan 10 ] 10% 10%
Non-resident, 10% / 10% / 10%

Source: PwTax Summaries 202tfficial sites for observed countries, available on 19.05.2021

As featured in Table 3, regarding absoluteorporate incometax rate in the region, Armenia falls
behind Kyrgyzstan (10 percent), Moldova (12 percent), and Georgia (15 perardtis in fourth

place with Belarus and Ukraine (18 percent). At the same time, it should be noted that taforate
dividends for norresidentsis 5percent, which is lower than in Kyrgyzstan (10 percent), Moldova (6
percent), Belarus (12 percent), and Ukraine (15 percent).

With regard to labor factor taxation, the rate of taxes/contributions in Armenia is quite attractive
for potential investor@ 255 to 32 percentHere, Armenia only falls behind Ukraine (19 percent),
Kazakhstan (19.5 percent), and Georgia (22 percent).

TABLE 3.5: LABOR TAX AND SOCIAL CONTRIBUTIONS

SOCIAL

LRI T2 CONTRIBUTIONS
Armenia 22% 3.510% 25.532%
Russia Resident, 43-45%

< 5 million- 13%

o 30%

> 5 million- 15%

Resident 30% 60%
Georgia 20% 2% 22%
Ukraine 18% 1% 19%
Belarus 13% 35% 48%
Moldova 12% 18-32% 30-44%
Kazakhstan 10% 9.5% 19.5%
Kyrgyzstan 10% 27.25% 37.25%
Turkey 15-35% <1% 16-35%

Resident, 835%
Iran ) 30% 3570%
Resident, 35%

Source: PwTax Summaries 2026fficial sites for observed countries, available as of May 19, 2021.
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FIGURE 3.2: AVERAGE GROSS MONTHLY SALARY IN ARMENIA AND OTHER COUNTRIES
OF THE REGION, 2020

Russia I /10
Kazakhstan I 515

Belarus NN 508

Turkey NN 461

Ukraine I 430
Azerbaijan NN 420

Moldova NN 399

Georgia NI 395

Armenia NN 383

Kyrgyzstan I 239
USD dollar

SourceEurasian Economic Union, Labor and A&ageJune 24, 2021.

To get a comprehensive picture of labor force accessibility and attractivethesayerage gross
nominal wage was also observedn addition to thelncomeTax andSocial Contribution Tax rates.
The averaggrossnominal wage in Armenia in 2020 was $38&ressed in equivalent AMD, which
is lower than in the countries studied, except for Kyrgyzstan ($239).

In addition to comparingncomeTax andSocial Contribution Tax rates, the average salary indicators
show that Armenia is competitive among the studaxintries relative to labor factos, and lags
behindonly Kyrgyzstan.

In summary, the tax system in Armenia is quite attractive compared to the studied countries in
terms of "capital" and "labor" tax ratgisut is significantly behind relative to indma regarding
effectiveness of tax administration, such as the number of payments, and time to comply.

3.2.2 ANALYSIS OF THE CURRENT INCENTIVES AND IDENTIFIED GAPS

An analysis of Armeniads current | pomparatori v e s

countriedi Belarus, Estonia, Georgia, Hungary, Kazakhstan, North Macedonia, Serbia, Russia, and
Ukraindi is presented in annexes3.1and3Izh e f ol |l owi ng are the key

incentives regime and potential gaps, when vieweadarcontext of the overall investment roadmap:

1. Investment incentives are rarely the principal reafmna company to invest. Few, if any,
worthwhile investment projects ever make a location decision solely or mainly because of
incentives. The investmentimate offering must be competitive. This applies principally to fiscal
incentived if the right investment climate factors (such as labor market, infrastructure,
operating costs, etc.) are not present, then profitabilgyeduced and fiscal incentivesyn
becomeless relevant. Therefore, incentsveeform should not be designed in isolation, but as
part of investment reform policy, legal framework, regulatblgmework, administrative
processes, strength and quality of the labor market, infrastructeke!lof business operating
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costs and other components. Incentives cannot be a "substitute” for a good business and
investment climatézs

2. Ratesor privilegeghat appy to everybusinesS for examplethe baserate of corporate income
taxii are not normallyconsiderednvestmentncentives. An investmentincentiveis offeredto a
numberof companiespften within arangeof prioritized sectorsthat qualifyfor suchincentives,
usuallybasedon their potentialvalueto the economy.

3. Most investors ill not make an investment location decision primadle to the incentives
offered, but on the totalalue propositiora country offerghat addressthe nv e &dyor 0 s
investment driver8 for exampleJabor market, operating costs, real estate, etc. Alsogntives
that offset some of the costs and difficulties in realizing these drifersekample offsetting the
costs of recruiting, training, and employing workers) can be very attractive to invegtors.

4. Armenia does not have an investment stratefiye GOAM programdoes notcleaty indicae
investment policy objectives that the country wants to achjevdoes not cefire and implement
anincentives policywhich complicates design of the incentives. Masgtent incentives are not
linked to investment policy objectives.

5. Regular monitoring is not carried out, therefore GOAM is unable to assess the effectiveness of
the incentives anwvhether they aremeeting policy objectives. The costs and benefits of the
current investment incentive regime are not assesséduch does not allow for measurement of
the incentives andherefore, policy effectiveness.

6. Ar meni ads cborposate inaoraetaxeis bwokdly competitive but is slightly more than the
average fothe nine other countried 18 percent compared to 16.1 perceig

7. Most comparator countries offer a significasarporate income &x incentive, both inside and
outside FEZSpecial Economic ZoneSEZ)s. Armenia offers such an incentivdy inside FEZs.

8. Many countries offer grants/subsidies. In some cases, the grants/subsidies are substantial.
Armeniaonly provides this in some limited areas in the agriculture sector.

9. Ar meni ads incentive pr oviieontamnng avide mege of ddedy mp | e x
and sometimes minor, provisiofisvhencompared with most of the others. In addition, there
are no incentives, whichare likely to significanthattract investor attentionother thancorporate
incometax and VAT exemptions in the FEZs.

10. Overall, whieAr meni ads incenti ves ar ®tothosewfahad btlyer si mi | ar
countries, they do not possess much, if acympetitive advantage
11. Additionally, they fail to address someportantinvestorneeds, such as incentives to offkey
costs of establishing an investment profestuch as offsettinGapExand costs of employing and
training workers.
12.Ar me ni a 0 sdo hohfacaesron thewciitisal need for investment projectsggport or to
provide import substitutionGlobally, nany IPAsdo not offer incentives to investment projext
that do not plan to export all or mostheir products or provide import substitution. Such

126 Economic and Private Sector Professional Evidence and Applied Knowledge Services (EPS PEAKS) Global Topic Guide oadEoreign Di
Investment. DFID UK2016

127 Economic and Private Sector Professional Evidence and Applied Knowledge Services (EPS PEAKS) Global Topic Guide oedEoreign Di
Investment. DFID UK, 2016

128 Trading Economics 2021
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projects fail the test of additionality (see below undéy Important Nojeis? If the investment
project does not plan to export or provide import substitution, there is the danger of

di spl acement of business and el¥pis,anydoikenkey i n
criteria for offering incentives are discussedtie following chapter.

3.3 RECOMMENDATIONS

3.3.1 ENSURING INCENTIVES ARE ATTRACTIVE TO INVESTORS AND SUPPORTIVE OF
THE ARMENIAN ECONOMY

Incentiveghat are specifically tailored and usedly for a single sector are rarely, if ever, used by
IPAs, although the dege to which an incentive is applied may vary according to sector. First, there
is usually no necessity for thisncentiveghat are attractive to one sector will normally also be
attractive to others.

However, if GOAMattemptedto do this for any given s#or, it would need to have a clear
knowledge of the nature of typical projects within that se¢towhat a typical financial structure for
such projects would be like, the usual level of profitability, the nature of operating ¢batsg,
what are themajor cost elements, such as labor, power, freight costs?etoformation on typical
business operating costs for a given sector needs to be understood by GOAM to construct a
credible value proposition to investors in that sect@uch information caanly be obtained either
by hiring an experienced expert in that sector and/or interacting vexisting orpotential investors
in that sector.

Targeting incentivefor particular sectors is more a matter of sector prioritizatidrthat is,a policy
decisionto attract investmentrom specific sectors. But usually, the same incentive mechanism will
applyacross sectorsSometimes a decision may be taken to offer an additional incefotieesector

(for example zero-tax rate, as opposed to a low tax rate), fothis is relatively rare.

Attractive incentives can be marketed for specific segtbut the reality is that the incentive
mechanism is usually the same as for other sedtwaisthe IPA is targeting. For example, from the
early 1980s, Ireland decided prioritize and target ICT, electronics, financial services, business
services, pharmaceuticadgd medical technologies, but each casehe incentive mechanism used
(mainly the selective 10 percent corporation tax rate) was the stihe.

Where variatons in the amourd of incentives offered to specific projects differ, it is rarely based on
which sector is involved, but according to their perceived value to the economaasured by the
range of factors listed below under Priority and Standard sectaraddition, an IPA may skew
incentives to favor a projedhat is willing to locate in an arethat has been classified as a priority
location by GOAM because ftarticularlyneeds additional economic development and job creation
or because the GOAM in astion has designated that location as the site for a cluster or hub for a
particular sector.

129 additionality refers to the principle in investment promotion where a project should provide real incremental added wehlth an
employment in Armenia (mostithrough exporting or providing import substitution); otherwise, the investment may result in
displacement of existing businesses in that sector and therefore provide no net gain for the Armenian economy

130 Economic and Private Sector Professional EvidendeApplied Knowledge Services (EPS PEAKS) Global Topic Guide on Foreign
Direct Investment. DFID UK, 2016

181This rate was applied to all knowledgased manufacturing sectors (including ICT, Electronics and Medical Technology), and also to
Financial Services operations, but offered only to specific companies in these sectors, selectively, by IDA Ireland
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However, should Armenia wish to try to create separate incentive mechanisms for specific sectors,
with the MOE andEnterprise Armenia having fully understood tngual nature of projects in that
sector, the followinghestpracticerecommendations provide categories of possible incentivbgch

are in turn dependent on the sectowhile GOAM should offer incentives to attract investment,
particularly in FDI projed the objective of investment promotion is not to make profitable
multinational companies (MNELeven more profitabl@é there must be significant benefits for
Armeniatoo.

Mostly, GOAMmustattract projectsthat:
- Make a strong contributiont®A\r meni adés economic gr owth
- Provide significant additional employment, in terms of quantity and/or quality;

- Export all or most of their productil thus creating additional wealth and employment and
i mproving Armeni ads bal an cgificartimpod sulbbsttutians o r

- Produce products or servicethat are economically complexdr example glectronics,
automotive, software)

- Have a significant technology content and/or high magketwth potential

- Create or further develop a highly desiraldector or subsector

- Create significant addedalue in the processes carried out within Armenia
- Provide significant supplshain opportunities to indigenous businesses.
There are other motivators, but these are usually the main ones.

In addition, there ee key areas where most projects will find incentives most attracfiveese
include:

- OffsettingCapEXx

- Offsetting the costs of recruiting, training, and employing workers

- Offsetting liability to taxation

- Offsetting the costs of R&D

- Acquiring additionagquity.

3.3.2 DEFINING TYPES OF SECTORS AND PROJECTS

The need for different types of incentives is reflected in the types of sectors and projects

SECTORS/PROJECTS WITH HIGH PROFITABILITY  : Hscal incentivg particulaty permanently
(selectively) low corpmate incometax rates, will be most attractivedr projects from highly

profitable sectors (such as soft beverages, real estate, information services, semiconductors, life
insurance, healtbare support and services, computer serviasd gaming/entertament softwarg.
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SECTORS/PROJECTS THAT ARE CAPITAL -INTENSIVE: Mechanisms (grants, subsidies, or tax
credits) to offset the cost of plant and equipment are likely to be attractive to such projects.

SECTORS/PROJECTS THAT ARE LABOR INTENSIVE: Mechanisms suclsaorporate tax
credits for every employee hired and/employmentgrants to offset labor costs are likely to be
attractive to such projects.

SECTORS/PROJECTS THAT ARE COST CENTERS: These are projectshat do not directly earn
a profit but provide support to the wider compangegionally or globally. Examples include
customer support centers, shared service centers, Bt¢hese casediscal incentives are not
relevant and only direct contributions-cash (for example, employment grantsj in-kind (such as
subsidized premisew training provisiof are likely to be attractive.

SECTORS/PROJECTS THAT HAVE AN EQUITY REQUIREMENT:  Most MNC FDI projects are

selffinancing. However, some smaller companies sg@k equity support. This should always be a

minority equity stakdor GOAM and be underpinned by equity c¢omi
shareholders and/oby reputed private sector financing source®( example banls, investment

funds, andpensionfung.Such deal s will depend on GOAMO3s abil
and should neveoccur without well-qualified advice from investment experts.

SECTORS/PROJECTS THAT HAVE HI -TECH, HIGH -GROWTH POTENTIAL:  Projects for

which an equity incentive/investment by GOAM is most appropriate are those (usutdighi
knowledgebased)hat have potentidy highgrowth profile. By their nature, such projects are usually
high risk and, for that reason, if governmamwishes to consider equity investmexih these projects
the way is ofterby establishing a venture capital or development capital thatccan balance losses
on some projects with major gains on others. However, such equity funding mechastisoid only
be considered by government with the assistance of experts in such funds.

SECTORS/PROJECTS THAT PRODUCE ECONOMICALLY COMPLEX PRODUCTS: Economic
complexity is an interesting suggestion by GOAM eadld beusefulto measure of the value of a
project, as long as it is not the onlgriteria. A project may produce output that is economically
complex, yet be of relatively limited value and fail to meet any of the criteria listed above under
Types of Projeetsd below undePriority and Standard eextor example, a finished product may be
economically complex, but in the case of, say, a vehicle assembly operation with all components
sourced from elsewhere, it may fail all the criteria listed above. Apart for that

- It would make little contributiorto economic growth as very little economic value is created
localyi but mostly in the manufacturerds home base
- Asthe assembly process is limited, it may provide relatively little additional unskilled er semi
skilled employment
- It would be expected that none of the assembled products would be expdiited products
would be likely to be sold in the home market
- It would be a basic assembly operation and would not create or develop a new sector
- The added value would essentidlly close tozero,asall componentsare manufactured elsewhere
- As all componentsre imported, the project would offer little or no supplghain opportunities
to indigenous businesses.

Conversely, a product may not be economically complex but be of significantteghe Armenian
economy. An example iwith garment productionwhich can create significant employment,
exports, significant sector development, etc.
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R&D PROJECTS: R&D is a sector as well as a type of business/industrial activity and applies to many
secbrs. Even for welkstablished investment locations, R&D projects are exceedingly difficult to get
(for numerous reasonsncludingthat many MNCsprefer to keep R&D close to their home base for
greatercontrol andto protect IP). Success in this area magquire a major contribution by GOAM,

such as a significant cash input, provision ofdéogt technical or laboratory facilities, arranging
collaboration with local universities, etc. GOAM Program 2@2P6 has its primary focus on R&D

and envisages taxdentives to promote corporate R&D!32

3.3.3 DIFFERENTIATING/GROUPING SECTORS BY VALUE TO ARMENIA

For the purposeof proposalson incentives, two categories are suggestedority SectaasdStandard
Sectorsvhich are defineds follows:

PRIORITYSECTORS

These are sectorghat will be recognizedby A r me nnvestinent policy as having the greatest
potential andtherefore, the highest priorityin FDI promotion

All projects inpriority sectors should meet all or most of the following criteria
- Provide significant additional employment, in terms of quantity and/or quality

- Export all or most of producs, thus creating additiondlincrementalwealth and employment
and i mprove Ar meni erfpsovide seedl ancsigndicant fmpagot aupstitetiont s

- Produce products or servicethat are economically compleand/or knowledgeébased(for
exampleglectronics, automotive, software)

- Have a significant technology content and/or high magketth potential

- Create or furtherdevelop a highly desirable sector or ssictorin Armenia
- Create significant added value in the processasied outwithin Armenia

- Provide significant suppbthain opportunities tcArmenianbusinesses.

STANDARD SECTORS

These are sectorslthoughat alower priority, provide additional or incremental wealth and
employment to Armenia. They maycludesome existing sectorsvhich have further potential or
sectors which may provide niche opportunities.

However, any such project shouideetall or most ofthe following criteria:
- Make a clear contribution to Armeniads economi ¢

- Provide additional employment, in terms of quantity and/or quality, and not result in business or
job displacement (the concept of Additionality)

132 GOAM Program for 20222026: https://www.gov.am/files/docs/4737.g8Ection 2- Ecaromy)
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- Export most of their productsthus creating additional / incremental wealth and employment and
i mprove Armeniads balance of payments or provi

- Create measurable added value in the processes within Armenia.

3.3.4 PROPOSED INCENTIVES

The following specific recommendations for incentives are subject to the overall criteria listed above
and focused on addressing investor needs in relatioBdapEx employing workers, training,
exporting, and R&D:

CAPEX INCENTIVE /i FOR PRIORITY SECTORS : Cas grans to be providedto cover 20
percent of capital expenses invested over the first three years in the project. Incentive awannt
be utilized over five yeaiig equal installments (4 percent capital expensesach year).

CAPEX INCENTIVE i FOR STANDARD SECTORS : Cash grart to be providedto cover 10
percent of capital expenses invested over the first three years in the project. Incentive amount can
be utilized over five yeaiig equal installments (2 percent capital expensesach year).

EMPLOYMENT SUPPORT INCENTIVE i FOR PRIORITY SECTORS : Cash grarg will be
provided to partially cover labor expensés 10 percent of the salary fund for the first three years
of the project.

EMPLOYMENT SUPPORT INCENTIVE @i FOR STANDARD SECTORS : Cash grarg will be
provided to partially cover labor expenses of 5 percent of the salary fund for the first three years of
the project.

The existing incentive related to the creation of new jobs shalllbeieated.

TRAINING SUPPORT INCENTIVE i FOR PRIORITY SECTORS : Cash grarg will be provided

for up to 25 percent of the cost of training employees directly working for the company in Armenia
for the first two years of the project. Significant expansion @& gnoject requiring additional

employee training may also be considered for this incentive.

The grant will be utilized over the initial two project yeatbat is,50 percentof the incentiveper
annum.

TRAINING SUPPORT INCENTIVE i FOR STANDARD SECTORS : Cashgrans will be provided

for up to 20 percent of the cost of training employees directly working for the company in Armenia
for the first two years of the project. Significant expansion of the project requiring additional
employee training may also be cateyed for this incentive.

The grant will be utilized over the initial two project yeathat is,50 percentof the grantper
annum.

EXPORT INCENTIVE i FOR PRIORITY AND STANDARD SECTORS : Cash grard will be
provided to exporters for promoting the export of goods with high Product Complexity Indegre
and geographical diversificatisd The amount of the grant will be calculated based on the

BgThe economic complexity of a country is connected tondéexhe compl e:
ranks the diversity and sophistication of the productive knowledge required to produce a product. Products with a high Produc

Complexity Index value (the most complex products that only a few countries can produce) include electronics and chewitais P

with a low Product Complexity Index value (the least complex product that nearly all countries can produce) includetenalsiand

simpl e agr i c ®dbutcal Atlasof Eganamit Camplexitgéarvard University, 2021
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incremental growth of exports. Table 3.6, below, presehis suggested rates, depending on the
Product Complexity Indei4and geographical diversification.

TABLE 3.6: LINKAGE OF EXPORTS CASH GRANTS TO PRODUCT COMPLEXITY INDEX
SCORES AND GEOGRAPHIC DIVERSIFICATION

FORMER CIS
COUNTRIES
INCENTIVE (EXCEPT 8SGEI§'RIES
COMPLEXITY INDEX BASIS EAEU
COUNTRIES)
1.3 1.6
1+ 4.0% 4.0% 5.2% 6.4%
0-1 3.0% 3.0% 3.9% 4.8%
-0.250 2.0% 2.0% 2.6% 3.2%
<-0.25 0.0% 0.0% 0.0% 0.0%

R&D PRODUCT DEVELOPMENT INCENTIVE : This incentive will provide tax credits against
Corporate IncomeTax of up to 20 percent of qualifying expenditure, including equipment, salaries
and wages, and consumalktleat are directly and necessarily required for the research or
development work tobe carried ouf over a period of no more than five years.

The incentive is primarily intended for neararket research and product development, not for-far
term or academic research. In other words, it is offered to compaltties might reasonably be
expected to use such research and product development workrtmlpce a marketable product
within two to three years, including design, prototyping, and market research.

The effect of the incentive may al so be extended
providedthe company was established jointlythye project owners and the university dhrough a
joint-activity contract for this purpose.

This incentive will be conditionaby contract thatthe productthat has benefited from the incentive
should notthen beproducedelsewhere, but should be proded in Armeniausing a workforce
based in the stateéDnce the production phase of the projei reached, itmaybecomeeligible for
one or more of the other incentives listed above.

IMPORTANTNOTES

- LINK WITH GOAM VISION AND FDI POLICY Al igning incentives with
and FDI policy and linking them to specific country development objectivésiigo achieve
increasedoreigninvestment and economic development.

- MONITORING AND ASSESSMENT OF THE EFFECTIVENESS OF INCENTIVES CA
monitoring system (procedures, including digital data collection) shall be established at MOE and
an incentivethis effectiveness assessment will be conducted periodically to adjust the incentives
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policy against effectiveness on an annual basis. Thgcsigt strengthening of MOE human and
institutional capacities is necessary to implement this function.

ADDITIONALITY :In all cases, all the incentives above will be offered only to companies
manufacturing a product or developing a sentitat is then mostly exported outside of
Armenia or which can be demonstrated to provide genuine import substitution. In no
circumstances will incentives be offered to companies whose main or sole activity is to sell
products or services, , into the Armenian market.

COM BINATION OF INCENTIVES : While it will be possible for a company to obtain more
than one of these incentives (for examplpEXxincentive, training support incentive), it should
not be possible for any company to obtain both of the two major incentivest; id)CapEx
incentive and employment support incentive.
incentives will be most valuable is likely to depend on whether it is capi&isive or labor
intensive.

NO RETROSPECTION : All the incentives outlined above aigtended to be offered to new
(greenfield) operations arriving in Armenia, or to significant expansion of existing operations.
They are not intended to be offered retrospectively to existing operations in Arm#rabare

not significantly expanding.

CLAWB ACK: For all incentives, levels of production and employment agreed with GOAM at
the outset must be maintained forantrol period of five years after the last tax credit has been
used. Should this not be the case, GOAM will have the right tobealk sane or all the tax

credits used by the company, thus incurring additional tax liabiliyever, every effort will be
made by GOAM bodies first of all to work with the company to assist them to recover
production and employment levels.
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CHAPTER 4. INSTITUTIONAL FRAMEWORK FOR
INVESTMENT POLICY DEVELOPMENT,
INVESTMENT PROMOTION, AND
FACILITATION

Thischapterreviewsandanalyzegiovernmentinstitutionsandother organizationsn terms of their
involvementandpowers(de factoandde jure) in investmentpolicy developmentjnvestment
promotion, andfacilitation accordingo the OECD definitionandclassificatiofss

The following approach is used in this chapter:

DESK RESEARCH: Responsibilitie®f the followingstateinstitutions,asdefinedby localand
normativelegalacts,were analyzedthe MOE, EnterpriseArmenia,ANIF, the PrimeMinister's
Office, the Deputy PrimeMinisters'Office, MOFA, Ministry of Healthcare Ministry of Territorial
AdministrationandInfrastucture,andMinistry of High-TechIndustry.In addition,primary datawere
collectedthroughin-depthinterviews

GAP ANALYSIS : A four-point Likert scalewasusedto compareactualoperationswith those
definedby legalacts.Functionsrelatedto eachbodywere evaluatedasfollows: "fullyimplemented,"
"mostlikelyimplemented,"rather not implemented,”not implementecat all.”

4.1 CURRENT SITUATION OF ARMENIA'S INSTITUTIONAL FRAMEWORK
IN INVESTMENT POLICY DEVELOPMENT, INVESTMENT PROMOTION,
AND FACIL ITATION

The functionsof investmentpolicy developmentinvestmentpromotion, andfacilitationin Armenia
are formallycarried out by a numberof stateandquasistate institutions,suchasthe Office of the
PrimeMinister,the Officesof the Deputy PrimeMinisters,the MOE,MOFA, Ministry of Health,
Ministry of RegionaAdministrationandInfrastructure Ministry of High-TechIndustry,Enterprise
Armenia,ANIF, diplomaticmissionsregionalandlocalgovernmentsandthe organizersof the free
economicard industrialzones.The hierarchyandinterconnectionsof thesestructuresare
presentedin diagramé.1.

The Prime Minister and the Deputy Prime Ministers have a general role in investment policy
development, investment promotigand facilitation in Armenia. They coordinate and ensure
compliance with the strategic plans, coordinate the activities of ministries, and harntiogiize
functions. According t@ decision3s of the Prime Minister on August 12, 2021, Deputy Prime
Ministers(Mher Grigoryan) is responsible for coordinating policy development, while Deputy Prime
Minister Hambardzum Matevosypis responsible for coordinating investment promotion and
facilitation. The latter is also responsible for coordination of any inteadpental issues on

investment generatioN either the Prime Minister's Office nor the Deputy Prime Ministers' Offices
have professional usitesponsilte for investment policy development, promotipand facilitation.
Instead, the MOE plays a key roleasinvestment policymaker and Enterprise Armenia as a national

135The OECD definition of the scope of investment policy is quite extensive, for the purposes of this study we included only the
investment policy development, investment promotion, and facilitationp&ges 2314

%The PMOs de-tdaedAugustlPo20R49 0t he spheres of t hdnatedbytheDeputyeimé act i viti e

Mi ni sters of the Republic of Armeniaé
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IPA. In particular, according its charter3” the MOE has the following functions related to
investments and investors:

- Developnginvestmertgeneration policy and legislative frameworks.
- Dewelopnginvestment and investor protection policy and monitoring implementation.

- Determining the priorities of public investment programs for economic development,
monitoring their implementation, and evaluating results.

- Drafting bilateral and internatiohagreements (for exampléjlateral agreements on promotion
and mutual protection of investments

- ldentifying barriers t@better business environment, submitting proposals for their elimination,
andshaping a business environment favorable for thebdistanent and development of
businesses.

- Prepaingand organimgevents to promote trade and economic cooperatidsilateral and
multilateral cooperationandconducting working group meetings.

DI AGRAM 4. 1. CURRENT STATNSTIOHIONAR FRAMEWGRS FOR
INVESMENT POLICY DEVELOPMENT, INVESTMENT PROMOTION , AND FACILITATION.

Deputy Prime Ministers

Ministry of Foreign

Sectoral/ line ministrieg Affairs

Ministry of Economy

l l Diplomatic missions
A4
Department of Department of .
o . . . o Trade
Enterprise Armenia business and inves@ public investments . .
. - representatives
env. improv. policy

Regional/local governments Free Economic/Industrial zones

Policymaker Palicy implementor

The MOE haswo department$i the Business and Investment Environment Improvement
Department and the Department of Publicvestment Polidy within its structurefor

implementation of theabovementioned functions. In additiGnappointed by the GOAMN the
advice of the MOE ninet38diplomatic missions (under the general leadership of the heads of the
missions)are designatedrade attachéswvith the following functions related to investmerigs:

¥"The PM6s de-tdatedlonel @19 658 0t he approval of the charPMds odecihei MOE
No 744-L dated June 11,2018 and No 742 dat ed June 11, 20186

138 Trade representatives of the Republic of Armenia

139 The decision of theGOAM No 1935N dated December 23, 2006 n O Approving the charter of the
representations of the Republic of Armenia. o
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- Support activities aimed at implementation of the economic policy of Armenia and repitégent
countryd sconomic interests abroad.

- Provide information to state agencies, irgsted persons, and organizations of host coiggr
about the economy of Armenia, the legal framework of investments, foreign trade, and domestic
and foreign markets.

- Assistambassadawhenconducting negotiations on international agreements.

- Support impementation of international trade and economic agreements betvieest
countries andArmenia.

- Support mutual official and business visits.

- Coordinate and provide support to the Chamber of Commerce and Industry of Armenia, the
Armenian Development Agengsp and other state bodies their relations withrepresentatives
and counterparts in host counes

- Search for potential investoiis Armenia amondpost country companies

- Support participantfrom Armeniain international exhibitions, business forurasd other
business events held in thest countries

- Support in preparing and implementing trade and economic transactions between economic
entities from Armenia and the host coumds andfacilitate implemeiation of theseagreements.

The activities of trade representatives (trade attachés) are regulated by a charter adopted jn 2004
which is nowoutdated and does not address modern challenges

Enterprise Armenia, is the legal successor of the Small and Medintrepreneurship

Development National CentelEarlier, investment promotion was carried out by Business Armenia,

a state foundation, which functioned till 2018. Enterprise Armenia is a foundation with the GOAM as
the founder. It has théollowing functions related to investment promotion and facilitati¢in:

- Developngbusiness and investment packageattract investments in strategic sectors, priority
areas, and in | ine wit;kredtiryaninventory dectystaed i nv e st me
investment opportunities; and preparing informational and/or analytical reports.

- Attracting FDI through marketing, information, and support services, incliginging
traditional, digital and social marketing tools, business road shows, andigaspa

- Creating connections betweehoreign and locabusinessegpromotingdevelopmenof skills,
technologies, innovatigrandinternationatties.

- Buildngan image and orgaimg promotional events and campaigns, contributing to positioning
Armenia as amttractive country for direct investments.

140 The former investment and export promotion agcy of Armenia
141 According to the charter of the Enterprise Armenia Foundation.
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- Carryingout research and analytical work on foreign investments, momginternational
information and analytical resources, and prémgsummaries on a regular basis.

- Providngsupport to foreign and local investors under the "one window" principle for the
implementation of investment programs and initiatives in the Republic of Armenia.

- Supporting foreign investors at the initial screening stage; providing information and suppor
services from thestart.

- Supportngbusiness activities of foreign investors operating in Armenia through marketing,
information support, and advocacy services (aftere services).

- Promotingdevelopment of strong partnerships between public administnabodies and private
sector companies to ensure the provision of effective services to investors, signing of
cooperation agreements.

- Seekingnembershipand/or participatig in sectoral counciland committeesn line withthe
goals of the institution

- Shamgdata on business and investment environment collected when conduistimgin
business with relevant government departments.

Since, December 2021 Enterprise Armenia has a beard of trustees chaired by the Prime

Minister, with the participatioof the Deputy Prime Ministers, Minister of Economy, Minister of
Finance, Minister of Regional Administration and Infrastructure, Minister of Foreign Affairs, Minister
of High-Tech Industry, Chairman of the Standing Committee on Fina@ec&dit and Budgety

Affairs of the National Assembly, and Deputy Chairman of the Standing Committee on Economic
Affairs of the National Assembly.

In addition to these two key institutions (MOE and Enterprise Armenia), the de jure and de facto
functions ininvestment promotion performed by other line ministries (Health, Higbh Industry,
Territorial Administration and Infrastructure) are very diverse, covering investment policy
development, investment promotion, and facilitation functiomnéx 4.). Thisproves that the
existing institutional framework for investments is more decentralized. At the same time, the
assessment of the practices in the line ministries shows that there is not enough coordinated work
in investment policy development, investmenbmotion, and facilitation, which may parthe
because within the ministries these functions are mainly reserved for sectoral subdivisions (for
example, Department of Energy, Department of Mining), except for the Ministry of Health, which
has a special bdivision, the Department for Attracting Foreign Investments. Realizing the
importance of coordinated relations with investors, the Prime Minister's circular letter of 2021
instructs to direct any potential investors to Enterprise Armenia, thus givingiiraary role in
investment facilitation.

The MOFAIs entrustedmainlywith investment promotion functions, undertaking activities aimed at
raising awareness in foreign countries about Armenia's investment policy, individual investment
projects, and genelig building a positive image thie countryinternationallyFrom 2016to 2018,a
DeputyMinister and a divisiowere responsible for the coordination of economic diplomacy, the
promotion of exports, and FDI. Howevethe department was dissolved and tpest of Deputy
Minister for economicdiplomacy was eliminated in 20I8e coordination of the relevant

operations of diplomatic missions wteen decentralized and assigned to regional departments.
Although investment promotion is still included in thgt Iof priorities of diplomatic missions, the
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assessment shows that the results are pabughM O F AZD19 annual repoi#2makesonly three
references to investments, two of which are related to agreements on promotion and mutual
protection of investments, and the other is related to investment discussions/negotiations.

The involvement of regional and local governments is limited mainly to investment pronamitbn
facilitation functions, which aieadequateThere are no specialized subdivisscend/or responsible
persons in regional administrations, and the standard functions of-egcicomic development
departments includes only a general formulafidio participate in the elaboration, compilation, and
implementation of regional developmentograms. The analysis of the organizational structure and
functions of five largest municipalities of the country (Yerevan, Gyumri, Vanadzor, Etchmiadzin,
Abovyan) shows that, at a municipality level, the situation is similar to that of the regional
adminisration bodies the municipalities, with the exception of Yerevan, do not have units with
investment promotion and facilitation functioriie Municipality of Yerevan has a Development and
Investment Programs Department, which also has investment promatioetions. This
department#3is responsible for increasing the investment attractiveness of the capital city, for
informing foreign partners and the Armenian business seetwifor the preparation and
dissemination of information about the economy amdgeistment opportunities in Yerevan

According to the charter of ANIFthe main objective of this institution te promote investment
interests of Armenia through the management of strategic investment programs, attracting
investments in initiatives implemted in priority sectors of the economywndparticipation in

business enterprisesith acceptable risk®A detailed review of theharter shows that this

institution, in addition to being a sovereign equity fund, is also duplicating some functions of
Enerprise Armenia and the MOE, for example, by promoting the development of export capacities,
conducting policy advocacy, or initiating sector development programs. Besides, the investment
promotion functions of ANIF somehow coincide with the functions ofegprise Armenia, which

might lead toundesirable consequences related to multiple contagts the same investor by

different institutions.

According to the Law on Free Economic Zones, thrganizers of the free economic (industrial)
zoneshave investment promotion functions. They must implement measures aimed at the
international recognition of th&EZand its operator&* (investors). However, the analysis showed
that these structures are quite passive in this regard.

The involvement of w#ous institutions in investment policy development, investment promotion,
and facilitation functions in Armenia is summarizethlvle 4.1.

TABLE 4.1: INVOLVEMENT OF INSTITUTIONS IN INVESTMENT POLICY DEVELOPMENT,
INVESTMENT PROMOTION , AND FACILITATIONIN  ARMENIA

INVESTMENT FUNCTIONS

STRUCTURE

(OFFICE) POLICY INVESTMENT INVESTMENT
DEVELOPMENT PROMOTION FACILITATION

Prime Minister X X X

Deputy Prime Minister, Hambardzum Matevosy % X X

142 Annual report of the MOFA2019
“SCharter of the YerevanMunc i pal i t y6s Devel opment and Investment programs
44 Law of the RA on Free economic zones, article 10
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https://www.arlis.am/DocumentView.aspx?DocID=125871

Deputy Prime Minister, Mher Grigoryan X J J

MOE X d X
Ministry of Health X X X
Ministry of HighTech Industry X X X
Ministry of Regional Administration and X X X
Infrastructure

MOFA 3 X 3
Regional governments % X X
Municipalities (Yerevan) 5 X 3
Enterprise Armenia 5 X X
ANIF 3 X X
FEZ 3 X 5

The participation of various institutions in investment policy development, investment promotion
and facilitation functions in Armenia is summarizethbie 4.2.

TABLE 4.2:AASSESSMENT OF IMPLEMENTATION OF DE JURE FUNCTIONS BY
INSTITUTIONS INVOLVED IN ARMENIAN INVESTMENT POLICY DEVELOPMENT,
INVESTMENT PROMOTION , AND FACILITATION

EVALUATION OF THE FUNCTIONS

AGENCY,

FUNCTIONAL NUMBER OF

OFULLY

LLY
GROUP FUNCTIONS LEMENTE ORATHER |MPLEMENT OFUL
COMPLI AN Epg COMP

LY -N
Ll AN

Office of the Deputy 3

Prime Minister s

MOFA 2 1 1

MOE 14 11 3

Enterprise Armenia 11 6 5

Ministry of Health 3 2 1
Ministry of Regional

Administration and 4 4

Infrastructure

Ministry of HighTech 2 2

Industry

The assessmenbased on the Likert4point scaledescribed in detail in methodology of this

chapter, shows that the actual activities of key institutions involved in investment policy
development, investment promotion, and facilitation functions are largely in line with their statutory
functions, but tlese functions are often generic, sometimes indirectly related to investment. For
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exampl e, the MOE has 14 functions, of whi ch
need to clarify the role of each structure, from which the functi@me derived.

Summing up thassessmertf the current situation of the institutional framework of Armenia's
investment policy development, investment promotiand facilitation, the followingre themain
risks (obstacles)

- There is no clear division of rolesistribution/description of functions, and therefore clarity of
responsibilities among the structures involved in investment policy development, investment
promotion, and investment facilitatidn

- Regional antbcal governmerg havelow involvement in investment promotioandfacilitatiom\

- Regional and municipal governmestsffdo not have the capacity to communicate effectively
with investorsg\

- Cooperation between various bodies involved in investment promotion and facilitation is weak
and unregulated. For example, when an investor has a problem with a municipality, he/she
approaches Enterprise Armeniahichhas to involve the Office of the Deputy Prime Minister or
the Ministry of Regional Administration and Infrastructure to solvegheblem. If Enterprise
Armeniais able to deal with the municipality directliywould streamline the whole process,
reduce the time needetb solwe the problem, and thalso thenumber of structures involved

- The functions of Enterprise Armenia and ANIRerms of investment promotion (generation)
overlap, there are no clear criteria for the delimitation of powgparticulaty when ANIF
initiates joint ventures with foreign investors in Armenia (Mazdar, Air Arabiagre are no
criteria for which inve®r groups would work with each of these organization3here are
cases when both organizations approach the same investor, which is a duplication of
competencieandcan make a negative impression on potential investors.

- MOFA does not have thastitutional capacity to effectively promote investments abroad. The
elimination of the division coordinating economic diplomacy and the post of Deputy Minister for
Economic Diplomagyand the resultinglecentralization of the relevant internal business
processes within the Ministrfas led touncontrolled and uncoordinated interaction between
the Ministry and other public administration bodies.

- There is no general business process for investment coordination in the public administration
system.

- Regulations and capacities of traatéachéiepresentations are not abl® meet modern
challenges and thus fail to promofer me rinvestient potential.

4.2 GAPS INARMENIA'S INSTITUTIONAL FRAMEWORK IN INVESTMENT
POLICY DEVELOPMENT, INVESTMENT PROMOTIO  N,AND FACILITATION,
AND COMPARISONWITH INTERNATIONAL BEST PRACTICE

An investmentrstitutional framewaork is a complex network of public and Aaublic institutions

and stakeholderghat requires strong ceoperation and coordination of skills and procesde
succeedA summary of institutional setups in selected countries is presentedriax4.2 of this
report. International best practice shows that institutional setup arrangements modalities depend
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mainlyon (1) leading agency for FDI policy, (2) IRporting line,and(3) degree of MOFA
involvement in investment promotion.

TABLE 4.3: SNAPSHOT OF MAIN INSTITUTIONAL SET

-UP IN SELECTED COUNTRIES

COUNTRIES LEADING AGENCY IPA REPORTING LINE MOFA
FOR FDI POLICY INVOLVEMENT IN

INVESTMENT
PROMOTION

Kazakhstan Foreign Affairs Foreign Affairs Leading

Hungary Foreign Affairs Foreign Affairs Leading

Georgia Economic affairs Economic affairs Active

Estonia Economic affairs Economic affairs Active

Chile Economic affairs Economicaffairs Active

Israel Economic affairs Economic affairs Active

North Macedonia Economic affairs Economic affairs Active

Kyrgyzstan Economic affairs Economic affairs Passive

Serbia Economic affairs Economic affairs Passive

Seeminglythe institutional setup in Armenia resembl#sat of Serbia and Kyrgyzstawhere MOE
leads the investment policy and IPA reports to MOE. MOFA involvement in investment promotion is

rat her

passi ve,

wh i

ch

i mits

A rracton. i

aods

possi bild@

Closer examination of institutional investment frameworks of the observed countries shows a wide
spread of highevel intergovernmental or independent advisory bodies. For example, in Georgia,
Estonia, Israel, Kazakhstan, Kyrgyzstan, and thied)States of America (annexX2j.. Moreover,

Georgia, Estonia, Kazakhstan, and the U.S. have both intergovernmental and independent advisory
bodies. The intergovernmental body consists mainly of-ragking representatives of the executive
branch, who egularly meet to discuss situational and systemic issues related to investment policy
development, investment promotion, and facilitation. An independent advisory body, as a rule, is a

platform for publieprivate dialogue, where representatives of the gtéevsector, international

organizations, and government agencies regularly meet to discuss issues related to improving the
investment climateThere are no established intergovernmental or independent advisory agencies in
Armenia, while best practice isahinter-ministerial/agency issues often arise and the need for a
facilitator is crucial. Absence of these structures complicates investment facilitation and thus,

attraction to Armenia.

Taking into account the shortcomings of Armenia’'s current institudilanvestment framework for

the comparative analysis of functions of individual actors in investment policy development,
investment promotionand facilitation framework, it was decided to select Georgia for peer country
analysis. Georgia has recordedragrhievements in FDI in the last decade by adopting such an

institutional model.

106 |

INVESTMENT REFORM ROADMAP FOR ARMENIA



TABLE 4.4: COMPARATIVE ANALYSIS OF INVESTMENT POLICY DEVELOPMENT
FUNCTIONS IN ARMENIA AND GEORGIA

FUNCTION ARMENIA GEORGIA
Developngof policies andneasurego improve investment climate + +
Monitoring of policies aimed at the improvement of the investment climate + +

Preparationof proposals toremovebarriers to improvement of investment climate

Providngfeedback to business community particularholds discussions about draft:
of legal acts, as well as reform proposals +

Carryingout necessary analysis to ensure investment and investor protection,
developngpolicy and monitoing

Analyinginvestment policies of developed and developing countries, methods ant
approaches for attracting investmentsawingconclusions andhaking + -
recommendations based on the analysis.

Analygingt he countryds investment climate _ +

Coordinathggover nment agenciesd work on ef
implementation

Assesmgthe effectiveness of investment policy - +

Developnga strategyto respond to investor questions/concerns - +

As shown intable 4.4, the investment policies of Armenia and Geaggizerally matchwith the

exception of "conducting an investment climate analysis," "coordinating communication between
government agenciesifeffective implementation of investment policy," "evaluating the effectiveness
of investment policy," and "developing a strategy for responding to issues raised by investors." Some
of these may be reserved for the intergovernmental body in Armenia, stfarthe MOE for

example, analysis of the country's investment climate and assessment of the effectiveness of
investment policy.

Georgia's experiencezgardinghe functions of the ministries of foreign affairs as active facilitators
of investment promabn can be quite instructivegiventhat MOFAiIn Armenia has very few
formalized functions. MOFA can formally talkgfunctions such as "use of diplomatic tools to
promote foreigninvestment,” "represent the attractive areas for investments to foreigrstovs."

At present, MOFA performs the abowmentioned function$o a certain extent.

TABLE 4.5: COMPARATIVE ANALYSIS OF THE FOREIGN POLICY DEPARTMENTS 0
INVESTMENT FUNCTIONS IN ARMENIA AND GEORGIA

FUNCTIONS ARMENIA GEORGIA

Usingdiplomatic tools to promote foreign investments - +

Presentingattractivesectors at international events/platforms, within their
authority

Developing proposals for investment incentives - +
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Organizing discussions and consultatisiitht he partner cou
private repepresentatives, to introdu@onomic reforms taking place in the + +
country.

Monitoring the deposition and implementation of international agreements
related to investments.

In order to identify gaps in the functions of the national IPA, a comparison was made between the
formal functions of Enterprise Armenia and the best practice of IPAs in OECD courfkhes.
assessmentshowed that the functions generally coincide, howelzaterprise Armenia needs
capacity building to improve the quality of its operatiofise following issuegere identifiedas a

result of ths analysis:

- Weak involvement of diplomatic missions in investment promotion. To address this issue, it is
necessaryo adopt an institutional setup in which MOFA and the diplomatic missions are actively
engaged in investment promotion.

- Lack of an interagency body for the coordination of issues and discussions in investment policy
development, investment promotion, aratflitation to increase the effectiveness of responding
to problems encountered by investors.

As for institutional setup, 60 percent of IPAs in OECD countries are autonomous public agencies, as
Enterprise Armenia is, and usually have multiple reportires {66 percent). The most common

ones are the line minister (59 percent of IPAs); 25 percent of IPAs report to several ministers and
intergovernmental taskforces, and 16 percent to heads of governnmdlt&ermany, Turkey, the

United Kingdom(UK)146 are amorg the OECD countries and Kyrgyzstaay with the other

Eurasian countries, are where IPAs report to the head of state (president or prime minister).
Although previously Enterprise Armenia reported to MOE, the current institutional and political
developmentslightly changed this setup and, de facto, Enterprise Armenia report®&paty

Prime Minister.

The reporting line is a particularly important aspect of investment promotion, especially in countries
where powers are concentrated, andstitutions are weak. This is partly because the level of an
agencyodos direct reporting authority can greatly
horizontally and vertically with other institutions. Resolving problems and removing instéltion

barriers to investment projects often require intergovernmental coordination, and successful

countries in FDI attraction typically have mastered a wkaflgovernment approach (OECDH.

Foreign investors talking to the OECD also suggest that investersensitive to the level of
representation of IPAs, especially in countries with strongly hierarchical systems. If they perceive the

| PA as being far from where oO0Otrue powero | ies,
especially for larggvestment projects. This is why governments need to align their institutional

choices with their objectives when establishing and reforming their 188s.

In contrast to Enterprise Armenia, many IPAs in OECD countries have private representatives on
their board. According to the OECD report, 40.5 percent of the board members of IPAs are from

145 OECD (2018) Mapping of Investment Promotion Agencies in OECD Countries1{32 2

146 Inter-American Development Bank, Christian Volpe Martincus, Monika Sztajerowska (2019), How to solve the investment promotion
puzzle, a mapping of investment promotion agencies in Latin America and the Caribbean and OECD countries, p.12
147InvestmentPromation in Eurasia: A Mapping of Investment Promotion Agencies (2020) p.17

148 |bid, p.20
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the private sector, excluding chairpersons, who are most often from the public sector. It may also

include representatives from academia and civil

The interrational bes{practice review also shows

so@i4dy.

that many countries have intergovernmental task

forces on investment climate reforms. Particularly, there are investment councils in Georgia,
Kazakhstan, Estonia, Kyrgyzstan, and Israel, while in Armenia thesesg®eaes not

institutionalized.

4.3 RECOMMENDATIONS

Table 4.6 summarizes the gaps and recommendations for the improvement of the institutional

framework for FDI.

TABLE 4.6: SUMMARY OF GAPS AND RECOMME

NDATIONS

GAPS/CONSTRAINS/RISKS RECOMMENDATION S

1. There is no clear division of roles and 1.1
functions, and, consequently, of
responsibilities, among the structures

involved in investment policy development,

investment promotionand facilitation.

1.2

Clearly define by legal act the role of state and ciséste
structures ininvestment policy development, investment
promotion, and facilitation. Transition to a centralized mode
and act as o0Team Armenia, 0
for general policy development and monitoring, Enterprise
Armenia for investment promotion anfécilitation, and
sectoral ministries for supporting Enterprise Armenia in
sectoral investment promotion

Coordination of Enterprise
assigned to the office of the Deputy Prime Minists,
Enterprise Armenia is responsible for investment promotior
and facilitation in other sectors as well.

The recommended hierarchical general stiure is presented

Deputy Prime Minister

below.

m Sectoral/Line Ministries

Investment Council

Enterprise
Armenia

Ministry of

Foreign Affairs

Department of business]
and Investment
Environment Improveme

Regional Government;

Regional and bilateral Export and Investment

Promotion Unit

Department of Public
Diplomatic Missions

Investments Policy
Local Governments

Public Administration Bodies

economic relations unit

Managers of Free
Economic Zones

Other Institutions

The regional govern 21
investment promotion and facilitation is
passive.

Add investment promotion and facilitation to the job
functions of departments for sociahd economic
development at the regional administration level

In each region, assign one of the deputy governors a functi
for investment promotion and facilitation to support
Enterprise Armenia’s activities in the region.

149 OECD (2018) Mapping of Investment Promotion Agencies in OECD Countries, p 23
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3. Thelocalgover nment sd pa 3.1 In each municipalifyassign one of thdeputies of themayors
investment promotion and facilitation is to be responsible for investments, to be the contact for
passive. Enterprise Armenia (investor) when, and if, there a

problems related to investments in that municipality.

4.  Staff of municipalities and regional 4.1. Organize reg¢vant training workshops for representatives of
administrative offices lack capacity for municipalities and regional administratiombeseworkshops
effective communication with investors. are to be conducted by Enterprise Armenia staff and other
Cooperation between various structures expertsandwill help to build informal networks between
responsible for investment promotion and representatives of different gictures.
facilitation is weak and uncoordinated.

5.  Investment promotion (attraction) functions 5.1. Define clear criteria for the beneficiaries of ANIF (for
held by Enterprise Armenia and ANIF example, the choice of an investor should be targeted, the
partially overlap; there is no clear division ¢ amount of initial investment should exceed $10 million, anc
responsibilities between the two ANIF should be a cinvestor). Such a practice exists in
organizations. Croatia, where the Investment and Competitiveness Agenc

is responsible for promang strategic investments, and
HAMAG-BIRCRO handles all other investments and
innovations.

6. MOFA lacks necessary institutional capacit 6.1. Establish a professional d
to conduct efficient investment promotion which promotes FDI and exports and provides
activities in foreign countries. communication between diptoatic missions and Enterprise

Armenia, as well as other government agencies.

6.2. Consider appointing &eputy Minister for Economic
Diplomacy in MOFA.

6.3. Organize training sessions in lead generation for the staff ¢
diplomatic missions.

7. There is no general process for investment 7.1. Develop and regulate (by government decree) general
coordination in the public administration business processes for investgovernment partnerships (set
system. annex 44).

8.  Legal normsegulating the activities of trade 8.1 Develop a new concept and charter for trade
attachés/representations, and their attachés/representations.
capacities, do not meet modern challenges

8.2 Develop this str uc tranngséssions,
online tools, and unified websites.

9.  There are no formal structures for 9.1. Based on international best practices, it is recommended tc
discussion of interdepartmental issues form a supervisory body/council for me efficient and
related to investment policy, promotion, an better-coordinated investment attraction, with the
facilitation, which often arise. participation of highranking government officials, heads of

other structures involved in the investment system, and the
Mayor of Yerevan.

Attribute to the council the competencies to digss and
suggest solutions for situational and systemic issues relate
investment policy, incentives, and facilitation that are
impossible to solve at a ministerial/agency level or if no
agreement is reached on the solution.

10. There is noprivate representation in the 10.1  Formulate an advisory board under Enterprise Armenia

110

investment institutional framework of
Armenia.

comprising representatives of successful FDIs in Armenia,
which will bring expert sectoral guidance, advice on key
trendsand opportunities, and business investment views of
the agency strategy and operations.

Include private sector representatives in the working group
of the supervisory body/council so that private sector views
are entertained and considered at the pglidevelopment
stage.
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CHAPTER 5. INVESTMENT PROMOTION AND
FACILITATION FRAMEWORK

This chapter addresses investment promotion and facilitation of FDI by Armenia. The country seeks
to attract more FDI and benefit in terms of direct econonaontribution, employment, exports,

modern technologies, regional development, and thereby strengthen economic, social, and regional
progress. Armenia has achieved notable success in attracting FDI in sectors such as ICT, but
compares poorly with peer counies in the total number of projects, capital investment, and capital
stock attracted over the past 10 years.

Following the impact of the global economic recession and CAM[Dthere is now a gradual
improvement in the environment for nemvestment. However, there is also increased competition

for international investment. Some countries, including small countries comparable to Armenia in
population size, have succeeded in maintaining international inward investment flows. Addressing this
international competition for new investment is a major challenge for Armenia and Enterprise
Armenia.

All developed countries and numerous developing and transition countries have established IPAs to
attract investmerd. Extensive research arekperience from many countries show that the role of

an IPA is vital for success and that government support, including the provision of adequate financial
and human resources for a competitive IPA, is esseitiiPAs are central to implementing the
bestpractice promotion process and creating a winning strategy for countries.

The modes of investment, new sectors, the continued shift to services such as ICT, financial services,
business services (especially internationally traded services), technbiogyes, and evolving supply
chains in a continually changing world provide new challenges but also new opportunities for
investment promotion.

The recommendations in this chapter should be seen in the context of two principal issues: (a) the
importance ofan agency like Enterprise Armenia and the support for the strengthening and

continuity of the agency as it seeks to implement kastctice promotion; and (b) the

i mpl ement ation of GOAMd&ds vision and policies on

The GOAM vision, support for FDI policy, continued improvements in the business and investment
environment for investors, and effective investment promotion with essential resources provided,
represent four fundamental components of national objectives oh File subject of investment

policy and the business and investment environment is addressed in chapter 2.

The following approach was used in this chapter:

- Government vision and policy: Review and assessment of GOAM statements and objectives on
FDI as a gide to national investment promotion.

9nvestment Promotion in Eurasia: A Mapping of Investment Promotion Agencies

111 | INVESTMENT REFORM ROADMAP FOR ARMENIA


https://www.oecd.org/eurasia/competitiveness-programme/Investment-Promotion-in-Eurasia-A-Mapping-of-Investment-Promotion-Agencies-ENG.pdf

- Best practice revie¥! and expert views: Summary review of FDI research, reports, and insights
from FDI practitioners with wide experience in successful promotion practices. Key principles,
actions, and proven methodbat have led to success have been identified.

- Discussions and interviews with public sector, Enterprise Armenia, MOE.

- Discussions and interviews with private sector: privegetor includs industry associations,
chambers, companies, etc.

- Enterprise Armenia: Review of Enterprise Armeni
activities in investment promotion (including assessment of website and brochures).

- Analysis of organizationrategy and structures: Using proven methodology to analyze effective
organi zationsd strategy, structur e, systems, s |

- Analysis of strategic functions: Information, marketing and image building, outreach: direct selling
and investor facilitation, investor aftercare and servicing, linkage and integration, policy advocacy
and followup, and performance monitoring/evaluation, using SWOT analysis, benchmarking with
peer countries and comparative analysis of Enterprise Aranerebsite and brochures.

- Selecting peer countries: Establishing criteria to select peer countries for comparison and learning
experiences for Armenia. The analysis is primarily focused on smaller countries without big
domestic markets and rich natural ras@es such as minerals, oils, and gas. Countries should
ideally use the begtractice guidelines to compare with selected competitors and continually
build their own bestpractice promotion strategies in line with national development vision and
objectives

- Implementing comparative benchmarking with selected countries: Comparative performance on
the number of FDI projects attracted and selected promotion functions.

- Conclusions on investment promotion and facilitation: Drawing on the comparative analysis wit
peer countries and recommending changes and actions for the IPA strategy.

5.1 INVESTMENT PROMOTION AND FACILITATION IN ARMENIA

5.1.1 THE POLICY ENVIRONMENT TO SUPPORT BEST PRACTICE PROMOTION AND
FACILITATION

Investment promotion and facilitation are porflel means to attract investment and maximize its
contribution to development, but their success depends on the quality and implementation of
investmertrelated policies and on the overall investment clintate&hapter 2 describes the wider
policy, programand institution framework to support begiractice promotion. In summary, this
includes a clear government vision, policy, and objectives for FDI, a stated plan of action to improve
the business environment, and an FDI promotion agency with capalalitiesesources to attract

new investment projects in cooperation with other ministries, state agencies, and the private sector.
All investment promotion agencies that aspire to conduct kasictice promotion and facilitation

151 Successfypracticein investmentpromotion by largeand smallcountrieshasbeenresearchedand codifiedover manyyearsin a wide
rangeof studiesand reports by, for example,UNCTAD, WB /IFC Multilateral Investment Guarantee Agency (MIGARECD, United
Nations Industrial Development OrganizatiddNIDO), andmanyprivate sector consultancygroupsandacademia

152QECD Policy framework for investment, 2015, p.39
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depend on this framework of niminal support as they compete for international investment. The
support framework also includes essential incentives, competitive property solutions, and local
support partners to reinforce the invitation to international investors to locate an investment
project in a specific country.

An IPA requires a clear and comprehensive understanding of both national and international policy
contexts and how these affect the countryds pot e
FD), as set out by policyrhe goal of an investment promotion strategy should be to specifically

outline how much FDI, of what type, in what sector, and in what location (in accordance with certain

quality criteria, including sustainability) should be attracted within a certaageriod!s3

The challenge facing Enterprise Armenia in attracting increased FDI is formidable as economies and
businesses recover from the impact of COVID and economic recession. Based on the successful
experience of peer countries (for example, EstriNorth Macedonia, Moldova, Georgia, Israel and

Il reland), Enterprise Armeniads success will be s
abovementioned framework of support for its promotion work. Equally important for success is

how Enterpri® Armenia develops its strategic approach for sectors and investors and this is

discussed in the next sections.

5.1.2 INVESTMENT PROMOTION AGENCY i ENTERPRISE ARMENIA

The first promotion agency in Armenia was established in 1998. Since then, there hasbgeéittle
stability in the institutional arrangements for investment promotion. Successive governments have
introduced new agencies with almost new management staff and promotion initiatives, sometimes
starting from scratch rather than building on exigticapacities. This has created unnecessary
confusion among international investors and difficulties in building strong capacity and expertise in
investment promotion and maintaining letegm relationships with existing and potential FDI
investors.

The aurrent Investment Support Center (brand name Enterprise Armenia) is a young agency,
established in 2019. It succeeded the Armenian Development Agency and Development Foundation
of Armenia (brand name Business Armenia). Enterprise Armenia is governedhyddB Trustees
chaired by the Prime Minister, Deputy Prime Ministers, Minister of Economy, Minister of Finance,
Minister of Territorial Administration and Infrastructure, Minister of Foreign Affairs, Minister of
High-Tech Industry, Chairman of th&tanding Committee on Finane@tedit and Budgetary Affairs

of the National Assembly, and Deputy Chairman of the Standing Committee on Economic Affairs of
the National Assembly.

Enterprise Armenia has at least five stated mandates, shown in figure sehr&eby the World
Association of Investment Promotion Agenéigsind OECD*®5 show that most high performing
IPAs have one to five mandates. IPAs in developed countries that excel in the promotion of FDI
typically have fewer than five mandat®s.

153Henry Loewendahl and Scott Bryan, WAVTEQ, Guidelines for developing an investment promotion strategy, 2019, p.7
154 World Association of Investment Promotion Agencies Survey 2018

%5 Investment Promotion in Eurasia: A Mapping of Investment Promotion Agencies

156 For example] DA Ireland www.idaireland.com

113 | INVESTMENT REFORM ROADMAP FOR ARMENIA


https://waipa.org/announcements/report-of-the-main-findings-from-the-waipa-annual-survey-of-2018-is-out/
https://www.oecd.org/eurasia/competitiveness-programme/Investment-Promotion-in-Eurasia-A-Mapping-of-Investment-Promotion-Agencies-ENG.pdf
http://www.idaireland.com/

FIGURE 5.1: ENTERPRISE ARMENIA MANDATES

SourceEnterprise Armenia charter

The consequences of too many mandates and inadequate resources mean the desired level of
essential work required for success cannot be undertaken in many areas. This is confirmed by a
study by OECD®7 In some countries, this Isded to the IPA losing credibility and the eventual
dissolution of the IPA. Successful IPAs need time, adequate resources, and continuity to build and
advance their organizations and achieve tangible results. Building a culture of effective promotion for
international investment and the skills and experience required is a continuous process for all IPAs
that aspire to success.

5.1.3 OPERATION FUNCTIONS IN INVESTMENT PROMOTION AND FACILITATION:
ENTERPRISE ARMENIA AGAINST SUCCES SFUL IPA

Promoting andacilitating investment are two very different types of activities. One is about
promoting a country or a region as an investment destination, while the other is about making it
easy for investors to establish or expand their existing investmEsB he scopes of the
investment promotion and facilitation are presented in figure 5.2. As depicted in the figure, most
studies indicate that image building, investment generation, investor facilitation, including policy
advocacy, are the core activity comments of an IPA.

FIGURE 5.2: SCOPE OF INVESTMENT PROMOTION AND FACILITATION

Source: OECD, Investment insights, Ana Novik and Alexandre de Crombrugghe, Towards and international framework for investme
facilitation, 2018, p. 4.

157 Investment Promotion in Eurasia: A Mapping of Investment Promotion Agencies
158 |bid, p.39
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