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Preface

The current brochure was prepared in the framework of the so-called ARMENWAL programme of
cooperation between the Walloon Region of Belgium and the Republic of Armenia. Main cooperating
partners are: the Walloon Export and Foreign Investment Agency (AWEX) and Armenian
Development Agency (ADA). While AWEX is in charge of promoting foreign trade and investments
ADA acts as "one-stop shop" for investors assisting them in setting up their business in Armenia,
helping in project implementation, performing a liaison role with the Government, providing
information on investment opportunities in the country, as well as on investment related regulations
and laws.

Both above mentioned agencies requested UNIDO’s assistance in the implementation of the
ARMENWAL programme. This request was based on the recognition of UNIDO’s important role in the
investment and technology promotion. In particular, the Organization relies on the Network of
Investment and Technology Offices (ITPO) located in major commercial centers all over the world,
including ITPO Walloon region of Belgium. ITPO Network performs a catalytic role focusing on the
identification, formulation, appraisal and promotion of viable business opportunities combined with the
provision of up-to-date country information.

This brochure provides basic information on the Republic of Armenia with a view to facilitate a
decision making process of potential partners in Belgium, more specifically in the Walloon region. The
main aim is to facilitate their access to new markets in the CIS countries as well as expand
opportunities for exporting technology and equipment.

The brochure contains a general overview of the industrial sector, presents the current development
status and potential of each of the following individual selected priority sectors: food processing,
chemical and pharmaceutical industries and energy. Detailed surveys on these selected sub-sectors
(available upon request) will provide potential investors from the Walloon region of Belgium with up-to-
date information.

Finally, the brochure contains key information and data on the identified partnership opportunities,
which are also available in a greater detail upon request.

Geographic location

Armenia is the second most densely populated of the former Soviet republics. It is a landlocked
country between the Black and Caspian Seas, bordered on the North by Georgia, to the East by
Azerbaijan, on the South by Iran, and to the West by Turkey.



Why Armenia? Why now?

Armenia's investment climate is one of its great strengths. According to the Heritage Foundation’s
assessment, Armenia's economy is 70.3% free, which makes it the world's 28th freest economy,
ahead of Austria, Spain, Georgia, Norway, the Slovak Republic, the Czech Republic, Hungary, Israel
and France. Its overall score is one percentage point higher than last year, reflecting some
improvements in the investment regulations.

It has been recently recognized by the world’s most important players such as the EU, the USA and
the Russian Federation that Armenia is strategically significant due in part to its location at both the
energy and geographical crossroads of Europe and Asia. When a political will to open borders
between Armenia and Turkey materializes (very likely next year) the economy of Armenia can be
expected to have new brighter prospects.

An important distinctive feature is the presence of the vibrant Armenian communities all over the
world, including that in Belgium. The Diaspora has a lot to offer, in terms of entrepreneurial and
management skills, and foreign investment. They have established the first successful joint ventures
and collaboration with Armenian companies and promoted a cultural “corridor” linking Armenia and
Belgium (among many other countries) through the Diaspora active in different sectors.

Main comparative advantages, to list just the most striking, are the following:
Equal rights for Armenian and foreign investors;

v'  Liberal trade regime;

v" Low inflation — averaging 3.7% between 2003 and 2007;

v Flexible labor market;

v' 100% foreign ownership allowed;

v' Lack of screening and authorizations for making investments (unless related to financial
sector, defense or public utilities);

¥v" No restrictions on sectors or geographical locations;

v'Investment guarantees on nationalization, confiscation and property seizure. Compensation
for damages and losses as a result of unlawful acts of State bodies or officials;

v" No export duty, and VAT refunds on exported goods and services;

v" No import duty on capital and raw materials in relation to the investment;

v' Free conversion of foreign exchange and operation of foreign currency accounts;

v" Unrestricted profit repatriation;

v No restrictions on remittances;

v" No restrictions on foreign staff recruitment;

v' Losses can be incurred and carried forward for up to five years;

v' Competitive energy costs;

v' Easy access to CIS markets where Armenia has traditional close ties;

v" Although foreigners can only lease land, a company registered by a foreigner as an Armenian

business entity does have the right to buy land;

v' Signatory to the International Convention on Investment Disputes and member of the
International Center for Investment Dispute Settlements.

In view of these advantages the attraction of foreign investments and building up business
partnerships with foreign companies and entrepreneurs has become one of the most important
objectives of the Armenian Government.

However, despite the enormous strides made by the business sector, lack of access to funding
sources represents a significant part of the problem in financing new businesses, and expansion of
existing ones. Financial institutions find it difficult to evaluate the worthiness of requests for capital in
the light of the lack of relevant figures which the requesting businessmen have not been able to
collect, process, and present effectively. This also holds back foreign investment, because outside
investors look for these skills in potential Armenian partners.



It is important to note that in the past, doing business in Armenia in almost all cases required having
someone on the ground. However, some foreign businesses now report success at establishing trade
relationships in Armenia without a preexisting local network.

All business representatives underscore the need to have a strong understanding of local legislation,
particularly tax and customs legislation, in order to avoid paying unnecessary fees.

The importance of person-to-person contact in the Armenian business culture cannot be
overemphasized. While some Western-style legal consultancies exist to help find partners or perform
due diligence, their capacity to act as responsible agents is limited, largely due to the lack of
transparency in the business culture as a whole. Most successful foreign investors have Armenian
partners who are familiar with the local business environment.

Economic and industrial development

Up until independence (1991), Armenia's economy was based largely on industry - chemicals,
electronic products, machinery, processed food, synthetic rubber, and textiles.

Between 1989 and 1994 the economy declined dramatically owing to such key factors as the 1988
earthquake, the disintegration of the USSR, conflict over Nagorno-Karabach and subsequent
transport blockade imposed by neighboring Azerbaijan and Turkey. Many industrial enterprises have
since either closed down or are operating at significantly reduced levels of capacity.

Armenia’s growth began from a low base, and initially largely represented recovery from the economic
collapse of the early 90s, but it has been sustained and balanced, spreading growth across the main
sectors of the economy. Average annual real GDP growth in the period 2003-2007 was 13.6%.
Between 1998 and 2007, the share of construction in GDP rose from 8% to 24.7% and services grew
to around 35% of GDP on the strength of growth in retail trade, transport and communications.
Agriculture contributes approximately 18-20% of GDP, and industry also accounts for around 20%. In
the case of the latter though, there has been an internal shift from precious stones and diamond
processing, which used to dominate growth in the sector, to more diverse growth in energy,
metallurgy and food-processing in recent years. In view of such unprecedented growth the World
Bank entitled a comprehensive report of the Armenian economy - “Caucasian Tiger”.

More importantly, it has resulted in significant improvements in living standards. Thus, per capita
incomes matched Armenia’s growth: GDP per capita has tripled in nominal dollar terms since 2000 to
approximately US$ US$2,800 in 2007 with purchasing power parity reaching $5,178.4 in 2007.

As a result of an effective monetary policy inflation has been held in check. Average inflation for the
past 5 years was 3.5% per annum, the lowest in the entire CIS region. Underpinning the strong
growth of recent years are a combination of prudent economic policies, a sustained reform effort,
improved export performance, and grant-financing and private investment.

The key drivers for economic growth included:

Large government and donor-supported construction and infrastructure up-grade projects
Large-scale foreign investment in infrastructure and mining

Significant and growing private transfers from the Diaspora

Fast growing service sector (IT, tourism and retail)

Expansion of traditional sectors (agriculture, food processing, production of building materials
and metal processing)

SNENENENEN

The most recent data shows that the country’s GDP contracted by 16.3 percent in the first half of this
year as a direct consequence of the global financial crisis. The economy was primarily dragged down
by the construction slump, which was down by as much as 54.5 per cent in January-June from the
same period of 2008. Industrial sector was also affected by the global crisis declining by 12% in
January-July 2009 against the same period in 2008.

Nevertheless the Government is confident that the anti crisis measures should stop a decline in the
coming months. Moreover, the Government expects the economy to grow by at least 1 per cent in
2010.

It will be incorrect to consider the macro-economic success without assessing the role of the
substantial Armenian diaspora - about five million Armenians live outside Armenia compared to a
population of just over 3 million in the home country. As such, it is one of the top 20 countries in the
world in terms of inward remittances: 26% of households in Armenia received remittances from
abroad in 2006, a total gross inflow of US$381 million. In households that received remittances, the
remittance infusion represented 49% of total household income.



Also, 70% of Armenian migrants who send remittances home are based in the Russian Federation,
followed by 13% who live in USA. However, since the average amount of remittance from the Russian
Federation is larger, 77% of the remittances in 2006 came from the Russian Federation, about 8.5%
from USA, and approximately another eight per cent from all European countries together. Studies
have shown that remittances have important multiplier effects on the receiving economy when
consumed, and they also help to boost investment and productivity.

Through the remittance linkage, however, a US recession and slowdown in the Russian economy
(particularly the construction sector there), which are of course developments beyond Armenian
control, had a serious negative impact on economic growth in Armenia.

Key manufacturing sectors have been metallurgy and food processing, which account for over 40%
and 20% of overall industrial production respectively. Manufacturing concerns appear to be
handicapped by low domestic demand, outdated technology which makes it difficult for them to meet
international standards, and price / quality / marketing problems which make their products
uncompetitive.

Manufacturing constitutes about 65% of non-construction industrial output in Armenia. Total
manufacturing output, excluding value tax and excise taxes, was US$1.005 billion in 2006.

Both manufactured exports and imports have been rising in this decade, and they had been
tracking rather closely, but since 2005, manufactured imports have continued to increase at a sharp
rate, but manufactured exports have leveled off.

Main manufactured exports - 2006
(as % of total manufactured exports)
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O Peatrls, precious & semi-prec.stones (Resource-based)

| Pig iron, spiegeleisen,sponge iron (Medium-tech.)

O Alcoholic beverages (Resource-based)

O Copper (Resource-based)

B Jewellery, goldsmiths and other articles (Low-tech.)

O Lime, cement, and fabricated construction materials (Resource-based)
B Undergarments, knitted or crocheted (Low-tech.)

O Synth.rubb.lat.; synth.rubber (Resource-based)

B Miscellaneous non-ferrous base metals (Resource-based)

B Watches and clocks (Medium-tech.)

One aspect of Armenia’s export performance which has been an unqualified success is the
diversification away from sole dependence on regional markets. In 2006, the Russian Federation and
other CIS countries absorbed 21.6% of Armenian exports.






















































































































































Annual turnover for last years (US$)

Years 2006 2007 2008
Total 800,000 | 1,200,000 | 1,200,000

Total current employment: 98

Forms of collaboration sought

Equity partnership and/or loan finance

Total investment (US$): 12,060,000

National Investor’'s share (US$): 2,460,000 (in kind)
Foreign Investor’'s share (US$): 9,600,000

6. Project title: Basalt processing
Company name: “ELEN and ANI"LLC

The company offers various constructional objects made of basalt of different colors and dimensions:
. tiles

. facing tile

. curbs

. slabs,

. gravestones

. other products (according to demand)

The products of the company have the following advantages comparing with other basalt products
that are produced in Republic of Armenia:

. Cold-resistant due to the porosity

. Stone has a few colors: different tones of red, grey and blue.

Purpose of the project

Enlarge existing production and exports by installing new technologies, use waste products and
establishing basalt fibers production.

Company strengths

. Highly qualified staff
. High qualityof the products due to the use of progressive technologies.
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Total employment
The total number of employees is 40.

Annual turnover of last three years  (million dram):

2006 2007 2008
Total sales 143.3 | 50.2
Domestic market (in % of total sales): 59% 58%
Export (in % of total sales): 41% 42%

Form of collaboration sought
The company is looking for the opportunity to find new partners as shareholders.

Expected foreign contribution is US$ 2,900,000 for improving its technology.

7. Project title: Manufacturing of uniforms for export

Company: “Vanuhi” OJSC

The company was established in 1972 in “Spitak” town Lori region. Number of employees at that time
was about 3,000. In 1994 the company was privatized and renamed. The company manufactures
special purpose uniforms for hospital staff, industrial workers, security staff etc., bed linen, leather
jackets, curtains and other textile products. The company cooperates with several foreign companies,
in particular, with “LIZATEC”, Belgium, "AMEREX" and “NAYTEQ", USA

Purpose of the project

Further development of textile and clothing production by technological up-grading, expansion of
production facilities and increase in productivity.

Company’s strengths
High quality of products, tailor made production on client’s requests, work on “just in time” principle,

experienced and qualified work force.

Total employment: 60

Annual turnover of last three years:

2007 2008 2009
(9 months)
Total sales (US$) 120,000 1,050,000 483,000
Domestic market (in % of total sales): 100% 100% 100%
Export (in % of total sales): - - -

Form of collaboration sought

The company is looking for new partners as shareholders as well as wishes to penetrate new
markets, especially in Russia.

Total investment (US$): 1,560,000
National Investor's share (US$): 630,000
Foreign Investor's share (US$): 930,000
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