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1. Introduction

Current geopolitical developments
in the world and in the region have
triggered a review of international
trade relations. Although these dis-
cussions in Europe and in Germa-
ny are about de-risking and recal-
ibrating trade relations with China
(BRINZA, BERZINA-CERENKOVA, &
LE CORRE, 2024), in Armenia they
focus on their economy’s increased
dependence on Russia and the
quest to diversify its export markets.
The EU market seems like a natu-
ral choice for re-balancing external
trade, especially considering Arme-
nia's efforts for rapprochement with
the EU. This, however, is not an easy
task. Over the past several years, the
EU, once Armenia’'s second-largest
trading partner, has been overtak-
en by China, and after the country’s
graduation from the preferential
GSP+ system, trading goods with
the EU has become more costly. De-
spite that, there is still a large poten-
tial to be tapped, especially given the
political will observed on both sides.

This paper aims to explore and
identify the obstacles that Arme-
nian exporters face when trading
with the EU. The report looks at the
micro-level problems companies
face and suggests solutions with
an emphasis on non-policy inter-
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vention. The motivation behind this
approach is that there is an abun-
dance of policy recommendations
by various international organiza-
tions and the Armenian government
alike (RA Government, 2021) which
aim at finding ways to increase Ar-
menian exports. Instead, this paper
provides a blueprint for business
associations and businesses alike
looking to increase their competi-
tiveness in the EU market. Neverthe-
less, it offers valuable insight since
interviews were conducted with all
the key stakeholders of the supply
chain, including government ex-
perts, transporters, businesses, and
experts.

The paper is followed by a brief re-
view of literature analysing the mac-
ro-level problems related to export
capabilities and ways to promote i,
followed by a note on methodology.
The next section presents the find-
ings broken down by category and
type. A discussion of findings and
recommendations concludes the

paper.



2. Literature review

This section reviews the literature on
export capabilities and promotion of
Armenia. In general, the literature
can be divided into two categories:
(i) macro-level analysis of Arme-
nian exports and (i) meseo-level
analysis of branches of the econo-
my. In terms of methods used, the
literature reviewed in this section
is exclusively quantitative and thus
focuses on quantifiable metrics.
Both macro- and meseo-level anal-
yses reviewed in this section can be
roughly divided into two categories:
(a) assessment of existing exports
and (b) assessment of potential new
products.

AworkingpaperbytheMF (Akepanid-
taworn, Karapetyan, Reyes, & Us-
tyugova, 2022) lays an excellent
foundation for a general overview of
Armenia’s export capabilities. The
paper discusses the current export
performance of Armenia through
the lens of economic complexity’.
The paper has found that in terms
of exporting low-complexity prod-
ucts, Armenia has reached its peak
potential in existing markets. New

1 Economic complexity is a concept where-
by the economy is assessed by the technical
and technological sophistication of the prod-
ucts it produces. The concept is measured
through the economic complexity index.

markets are needed to expand the
export volumes of low-complexity
products?. However, according to
the paper, Armenia has untapped
potential for exporting to developed
economies (mainly the EU). Tapping
fully into this potential could add
up to 1 billion USD to Armenian ex-
ports (Akepanidtaworn, Karapetyan,
Reyes, & Ustyugova, 2022).

2 Economic complexity introduces the Prod-
uct Complexity Index (PCl), which ranks the
diversity and sophistication of the productive
know-how required to produce a product.
“Products with a high PCI value (the most
complex products that only a few countries
can produce) include electronics and chemi-
cals. Products with a low PCl value (the least
complex product that nearly all countries can
produce) include raw materials and simple
agricultural products.”
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Export Performance Relative to the Model

2018-19 2014-19 1995-2014
Counterpart % mil USD % mil USD % mil USD
USA -83% -254.0 -79% -219.0 -63% -86.6
DEU -61% -158.0 -18% -28.2 23% 13.5
FRA -94% -126.0 -92% -75.6 -90% -29.3
GBR -96% -125.0 -95% -77.2 7% -24.8
CHN -40% -98.4 -34% -74.1 -74% -57.1
ESP -99% -86.4 -98% -51.5 -55% -12.6
ITA -60% -83.6 -47% -40.1 -68% -26.4
POL -82% -48.8 -69% -24.4 -89% -11.6
HUN -97% -30.4 -95% =17.5 -95% -7.7
GRC -99% -30.3 -98% -18.3 -90% -8.2
CZE -90% -29.6 -87% -16.9 -86% -6.2
UKR -52% 229 -66% 249 -51% -11.8
ISR -72% -19.0 -78% -18.6 195% 28.7

Figure 1. Comparison of current vs potential exports in selected countries

As Figure 1 suggests, according to
the model employed by the authors,
Armenia has an exceptionally high
potential to export goods to Ger-
many, France, Spain, Italy, Poland,
Hungary, Greece, and Czechia. The
relative simplicity of the products
that Armenia currently exports, such
as food, beverages, and consumer
goods, is the main reason Armenia
has exhausted its export potential.
In contrast, the expansion of exports
should be led by complex products.

Yet, switching to more complex
goods requires investments not
only in production but also in pub-
lic goods such as education and
infrastructure. Additionally, the “es-
timates suggest that .. lower ex-
port costs, a weaker real effective
exchange rate (REER), and lower
income inequality are conducive
to promoting more complex ex-
ports of goods” (Akepanidtaworn,
Karapetyan, Reyes, & Ustyugova,
2022). The findings suggest that
Armenia’s export performance has



been volatile in recent years. While
some exports (mainly low-com-
plexity goods) have been drivers
of high export performance, the
performance of high-complexity
goods has been declining, reducing
Armenia’s participation in global
value chains. Increasing the com-
plexity of Armenian exports will re-
quire a coherent and concentrated
effort. This would allow Armenia to
tap into its export potential, espe-
cially in advanced economies and
EU member countries.

The focus on the export of high-tech
products and services is the focal
point of another paper, this time by
the World Bank Group (The World
Bank Group, 2020). The paper seeks
to identify strategic opportunities
for the Armenian high-tech sector’s
participation in global value chains
(GVC). While the document con-
siders both products and services,
some of its findings and recommen-
dations are universal and can be
applied to both manufacturing and
services. The paper’s recommenda-
tions focus on several areas, which
include:

e Entrepreneurship, research, and
innovation

e Access to growth finance

e Corporate law and FDI

e Digital Trade

e Data Policy
e Education (The World Bank
Group, 2020).

The paper found that exports of ICT
goods increased steadily from the
2008 financial crisis up until 2014,
followed by a volatile performance
to date. However, the overall volume
of ICT goods (categorized as “oth-
er”) has been increasing all along
(The World Bank Group, 2020). Ad-
ditionally, the report identifies sev-
eral industries where Armenian ICT
companies could have a compara-
tive advantage. These areas include
cleantech, biotech, digital health,
and earthquake engineering (The
World Bank Group, 2020).

For this research, two other docu-
ments have been reviewed, namely
the report by the German Economic
Team, discussing the opportunities
of the Armenian textile and apparel
industry, which found that Armenia’s
graduation from the GSP+ system
will adversely affect its competitive-
ness. The paper found that in terms
of textile production, Armenia should
focus on expansion to the markets
of Russia, Ukraine, and several EU
member countries, such as Poland,
Germany, Czechia, and Denmark,
along with Norway and the UK. Ar-
menia’s textile industry should also
adopt the production of several



new types of apparel (Movchan &
Haentschel, 2021). Graduation from
the GSP+ and its impact on Arme-
nian exports more broadly has been
studied by the GET. According to
their report, graduation would have
adverse impact on the textile (as dis-
cussed earlier), food, and ferro-mo-
lybdenum/ aluminium foil indus-
tries (Movchan & Giucci, 2021). It is
noteworthy, that up until Armenia’s
graduation from GSP+, only 54% of
Armenian exports were eligible for
preferential treatment, according to
the report (Movchan & Giucci, 2021).
Moreover, ferro-molybdenum and
aluminium foil comprise around
60% of Armenia’s exports under
the GSP+ system. The report has
determined three potential impacts
on Armenian exports to the EU as
a consequence of graduation from
the GSP+ system:

1. overall decrease in exports

2. asaresult, a potential
negative impact on the total
exports of Armenia

3. less competitive Armenian
exports in the EU market due
to higher prices.
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However, while tariffs are expect-
ed to grow across the board, their
increase will not be uniform. Thus,
for several products the tariffs will
only rise less than five percent, while
for others the increase will be more
significant (up to 20% in the case of
prepared food stuffs). Products that
will see only a moderate increase
are mostly high-tech products such
as machinery and precision instru-
ments (Movchan & Giucci, 2021).

GSP+ is a preferential inter-
national trade regime that is
granted to countries classified
as “low-income countries” by
the World Bank. Since 2021 Ar-
menia has moved from a “low
income” to a ‘middle income”
country, which has automatical-
ly resulted in Armenia’s “grad-
uation” from the preferential
GSP++ system. This means that
Armenia’s exports to the EU are
currently subject to higher cus-
toms tariffs. The table below
indicates the exact product cat-
egories and tariffs under GSP++
and without it.




Animal products

Vegetable products

Animal or vegetable fats and oils
Prepared foodstuffs

Mineral products

Chemical products, rubber, plastics
Textiles and textile articles
Footwear, headgear, umbrellas

Base metals and articles of base metal

Machinery and equipment

Other manufacturing products

Simple average

Finally, the Armenian government's
action plan (2021-2026) includes a
list of measures aimed at fostering
exports. Although mainly focussed
on the Eurasian Economic Union
(EAEU), a Russian-led economic
union created in 2015, some actions
will also have a positive impact on
the country's overall export perfor-
mance. These include the expansion
of the foreign trade insurance toolkit,
better access to trade financing, sup-
port for participation in international
fairs and expos, and fostering the
adoption of international standards,
such as ISO (RA Government, 2021).

EU import duty

with GSP+, % EUMEN®, %
5.5 12.5
3.2 7.4
2.6 8.8
5.2 16.6
0.0 0.3
0.1 47
0.0 7.7
0.0 7.3
0.1 2.0
0.0 2.7
0.3 1.7
0.8 5.1

The Government of Armenia has
also pledged to publish development
strategies for four main branches of
the economy which will detail the
actions needed for the development
of each branch. However, only the
Strategic Plan for the Textile Indus-
try has been published to date.

3 MFN: The principle of not discriminating
between one’s trading partners, i.e. all are
granted ,most favoured nation treatment".
Under WTO rules, an advantage negotiated
with one country must be extended to all
trading partners who are WTO members.


http://www.eaeunion.org/?lang=en

3. Methodology

Methodologies adopted to assess for-
eign trade are usually based on quan-
titative methods in economics. Most
notable of these is the gravity model
and its variations. The basic premise
of this method is a calculation based
on several quantitative indicators
such as the size of the economies, the
geographic distance, population size,
overall supply and demand etc. The
gravity method also serves as a basis
for other quantitative methods used
in the literature. While this method is
considered a standard in calculating
the trade potential between parties,
it has some drawbacks. Notably, the
method’s heavy reliance on quanti-
tative indicators ignores other vital
factors in international trade, such as
cultural, administrative, and market
entry barriers. Therefore, some orga-
nizations and researchers have de-
vised other methods which combine
the robustness of the gravity model
with qualitative approaches, seeking
to propose a more nuanced approach
for their analysis. The methodology of
the current paper uses a qualitative
approach, which is based on the Inter-
national Trade Centres’ Export Poten-
tial Indicator (EPI).

Like most market selection meth-
ods, EPI is “based on the assump-
tion that in a world without fric-
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tions, trade flows can be described
as a combination of supply per-
formance, ease of trade, and total
demand” (International Trade Cen-
tre). Thus, the current research is
focused on the “ease of trade” and
“supply performance” components
of the method.

The authors of this paper have uti-
lized in-depth interviews with ex-
porters, experts, representatives of
transport companies, and govern-
ment officials. In total, 36 in-depth,
semi-structured interviews have
been conducted. The informants
were selected via the snowball
method, and a list of exporters was
provided by the Employers’ Union of
Armenia. The authors have made a
solid effort to make the pool of in-
formants as diverse as possible in
terms of:

e Gender: Six female informants
participated in the interviews

e Geographic location: Represen-
tatives from both Yerevan and
the regions participated in the
interviews

e Industry: Representatives of the
textile, food and beverage, ma-
chinery and tools, and home and
building industries were inter-
viewed
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e Company size: Micro-entrepre-
neurs and small and medum-
sized company representatives
have been interviewed.

Such diversity has allowed the au-
thors to focus on the breadth of the
problem rather than its depth. The
focus on the qualitative aspect is dic-
tated mainly by the fact that the liter-
ature reviewed is full of quantitative
studies, which ignore the micro-level
problems faced by exporters.



4. Findings

As discussed in the previous sec-
tion, the literature on market selec-
tion defines “ease of trade” and “sup-
ply performance” as integral parts
of the market selection process.
Although both metrics are quanti-
tative indicators, nevertheless they
both have qualitative aspects that
affect both supply performance and
ease of trade. Thus, ease of trade
and supply performance depend
on cultural and linguistic closeness,
existing commercial ties, and tariff
and non-tariff barriers. Although the
research aims to determine non-tar-
iff barriers to increased trade, during
the interviews, other problems unre-
lated to ease of trade were revealed,
which are nonetheless essential
and receive detailed treatment in
the final section of this report. The
findings of this report are generally
in line with previous research con-
ducted by the German Economic
Team, where bottlenecks to Arme-
nian apparel and leather production
exports are discussed (Movchan,
Hovhannisyan, & Haentschel, 2021).
This report, however, expands the
findings by revealing export hurdles
in a wide range of industries. From
this perspective, the findings fall into
two broad categories:
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e Problems related to ease of trade
° Awareness/Marketing
° Administrative/Legal
° Logistics/Distribution

e Problems related to the competi-
tiveness of companies
° Supply chains
° Labor/skills
° Investments/finance.

What follows is a more detailed dis-
cussion of the findings.

Ease of Trade
Awareness/Marketing

Awareness is a problem that covers
two sides of the marketing process:
on the one hand, local producers
have limited information about the EU
market, consumers’ tastes and prefer-
ences, local competition, etc. None of
the interviewees has ever conducted
market research in their prospective
markets even though the government
subsidizes participation in interna-
tional fairs and exhibitions. However,
participation in exhibitions in the EU
provides only limited exposure to po-
tential partners. Thus far, when asked
how they contacted their EU partners,
some cite participation in exhibitions,
while some admit that their exposure
has been random, mostly through in-
ternet searches. In some rare cases,



14 |

trade partners were found through
diaspora/personal connections. Limi-
ted exposure to foreign markets and
potential partners limits the capaci-
ty of Armenian producers in the EU
market. The search for partners and
potential distributors is not systematic
and depends either on personal con-
nections or chance.

Administrative/Legal

The EU is a notoriously regulated
market. Thus, accessing this mar-
ket requires conforming to its stan-
dards, which often requires invest-
ments. Traditional export markets
for Armenian producers have fewer
regulations and norms. Moreover,
these norms are not always strictly
enforced, which allows for their cir-
cumvention, legal or otherwise.

“At the customs on the Russian
side, we already know who we need
to pay and how much to get the
truck through. It's not that there is
anything illegal in the cargo, it's just
the way it is. If you don't pay, they
can artificially create obstacles for
you, and you waste a lot of time at
the customs. You don’t want that
when you transport fresh fruits or
other food.”

Another problem regarding regula-
tions and norms is the high cost as-
sociated with obtaining certificates.

Indeed, local certification bodies do
provide affordable, EU standard cer-
tifications but only for some indus-
tries. Machinery and precision tools
may require certification that can of-
ten be obtained only in the EU, which
is costly.

“When we develop a product
we have the highest European
standards in mind, but these
standards are very expensive. Right
now, we are awaiting a quotation
from a German building and
construction institution. We expect
the price [of certification] to be up
to half a million Euros. That is very
expensive.”

Obtaining EU certificates is just one
side of the problem. Obtaining local
certificates is relatively easy and
inexpensive, however, they usually
involve time-consuming bureaucrat-
ic hassles. According to one of the
experts interviewed for this report,
these procedures are being con-
stantly simplified and digitalized, so
the problem should be less painful in
the future.

In the light of recent sanctions
against Russia, the Armenian gov-
ernment has adopted stricter rules
for exporting sensitive products
(also known as dual-usage items).
The more stringent rules require ad-



ditional expertise and are causing
delays in supplies. This problem is
especially severe in the case of hi-
tech industries because their prod-
ucts usually fall into the category of
sensitive or dual-use items. Accord-
ing to one expert, this problem is
being addressed by the government,
which is making the list of such
products publicly available, however,
this newest administrative challenge
is here to stay.

Logistics and Distribution

Because of Armenia’'s geographic
location and the continuing block-
ade from Turkiye and Azerbaijan,
Armenian producers have limited
options for delivering their products
to the EU market. In general, two
modes of transportation are used
depending on the nature of prod-
ucts: small-scale shipments are
done using air cargo, while larger
volumes are shipped via multi-mod-
al or land transport. The former is
expensive and has limited capacity,
while the latter is costly and takes a
long time. A fully loaded container
will take 14 days (about two weeks)
to reach the port of Hamburg at a
cost of around 5,000 euros. In cases
where the product is sold directly to
the final consumer, local producers
lack the knowledge and connections
to deliver the product to their con-
sumers in smaller cities.
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“..for example, recently we had an
order from a small town in Italy,
but the truck wasn't going there

directly. So, we would have to take it
to a large Italian city and then think
about how to deliver the cargo to
our client in that city 400km away.

So, we refused to take the order.”

Conclusion on the Ease of Trade

In this situation where Armenia finds
itself in the EAEU, trade between Ar-
menia and members of the EU is
naturally not easy, because mem-
bership in a customs union implies
the application of higher tariffs
when trading with other customs
unions. That is especially the case
after 2021 when Armenia graduated
from the preferential GSP+ regime
granted by the EU. Although the in-
formants have not cited graduation
as a main cause of their problems,
this nevertheless makes trade be-
tween Armenia and the EU compli-
cated and costly.

Marketing and awareness issues are
also a cause of concern because,
as mentioned earlier, the efforts in
this regard are intermittent and not
systematic. Many exporters have
highlighted the need for a special-
ized organization to facilitate market
research and outreach operations in
the EU.
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Finally, logistics also cause a prob-
lem, because of their high costs.
The high costs are due to Armenia’s
blockade by Turkiye and exacer-
bated by the war in Ukraine, which
makes transportation via Ukraine
impossible.

Indeed, the ease of trade factors
discussed above have a detrimen-
tal effect on the competitiveness of
Armenian exports, especially when
it comes to timeliness and costs
of Armenian exports. However, the
competitiveness of Armenian com-
panies is dictated by more than the
trade obstacles. The second set of
problems regarding the obstacles of
export is discussed below.

Competitiveness-Related Issues
Supply Chains

Asnoted above, three major blocks of
issues influence the overall compet-
itiveness of Armenian companies,
which is a major obstacle to suc-
cessful exports to the EU and sales
in the local market. The first block of
problems is related to the sourcing
of materials and resources for pro-
duction, also called backward par-
ticipation in global value chains. The
companies interviewed source their
materials and components from
within the country in industries like
food and beverage and from abroad
with mostly technological products.

The sourcing of foreign-made com-
ponents and materials is a problem
that relates to the logistical and ad-
ministrative obstacles discussed in
the previous section. From a logis-
tical point of view, the distance from
the main production points (China
and EU) makes importing materials
expensive, adding to the final cost of
production.

Additionally, small local markets hin-
der imports of components. As one
of the interviewees noted, it is diffi-
cult to find some parts in Armenia
because importers of these com-
ponents are still determining if they
can sell enough of them. This leaves
the producers with the choice of im-
porting raw materials themselves, a
complex process that requires addi-
tional investments and human capi-
tal. As a result, local companies can
offer only a small variety of products.
Another problem Armenian compa-
nies face is that due to sanctions
against Russia, many producers of
dual-usage products refuse to sell
their components to Armenian com-
panies. This is especially a problem
with hi-tech products. As a result,
companies must source these com-
ponents from third parties, which
increases their cost, or replace the
chips with sub-optimal alternatives,
lowering the value of their Armenian
products.



Labor/SKills

Many producers have opted for flex-
ible contracts with their employees
due to fluctuating demand. This is the
case not only in the case of food and
beverage industries, where seasonal-
ity is an issue, but also with tech and
textile producers. Because their mar-
keting efforts are not systematic, and
demand is highly fluctuant, producers
cannot commit to lasting employ-
ment contracts. As a result, finding
and training new employees is costly
and time-consuming. The problem is
exacerbated when it comes to finding
highly skilled manual workers such
as machine operators. In white-collar
jobs, which are required for marketing,
accounting, administration, and en-
gineering, hiring specialists is expen-
sive, and companies with unstable
demand find it challenging to find the
money to hire and retain such employ-
ees, which affects their competitive-
ness in the long run.

“We severely lack skilled manual
workers such as machine
operators. There are very few of
them and they are mostly hired by
large companies who can offer very
high salaries.”

Finance/Investments

Arguably, the most acute problem
faced by Armenian exporters is the
lack of access to finance and invest-
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ments, along with the appreciating
value of Armenian currency. Many
companies are stuck in a vicious
circle of a need for new markets
and an inability to meet the require-
ments of the market due to a lack of
accessible and cheap finance. Pro-
ducers, especially small and medi-
um-sized, avoid bank loans, citing
their high interest rates and lack of
flexibility.

“Until 2022 when the USD was
worth 520 AMD, we were working
comfortably..Now, when the USD
is 380, you can imagine how much

we lost. Now we have to make

35% more profit just to break

even.”

Other tools, such as public borrow-
ing or issuing public debt, are too
expensive and are out of reach for
small and medium-sized compa-
nies. The problem could be solved
by finding investors who would in-
vest in companies in return for a
share, but such institutions still need
to be fully developed in Armenia. A
solution could be to find investors
abroad, but that, in turn, requires co-
ordinated and concentrated market-
ing activities.

Investments are needed to upgrade
production lines, adopt new stan-
dards, and increase marketing efforts.
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5. Conclusions and Discussion

The interviews conducted show
that Armenian companies are eager
to increase their exports to the EU,
although competitiveness is a sub-
stantial obstacle. Many exporters
point to various administrative and
logistical problems, but these prob-
lems are merely part of the exporting
process and can be overcome. What
is more challenging to overcome is
the overall efficiency and competi-
tiveness of Armenian exports. The
previous section discussed the
common problems exporters face,
whereas the current section aims to
take a more specific look at issues in
different industries and ways to find
possible solutions.

Food and Beverage Industry

This industry is mostly sourcing its
raw materials and components lo-
cally. This means that Armenian ag-
riculture provides fruits, grapes, and
vegetables. Armenian agriculture is
notoriously inefficient, employing
around 40% of the workforce though
providing less than 20% of the GDP.
As a result, Armenian crops are
expensive compared to crops pro-
duced in Turkiye and central Asia.
This has detrimental effects on the
cost of production. Adding high
transportation costs to the equation
makes the Armenian food and bev-

erage industry uncompetitive in the
European market.

Moreover, the lack of knowledge
about Armenia and its producers is
the key factor hampering consump-
tion. Some producers opt for small
export volumes, hoping to Iure the
Armenian diaspora, but these efforts
are inefficient, given that Armenian
communities are scattered around
Europe. Another problem is volume,
which relates to the inefficiency of
Armenian agriculture. The amounts
produced in Armenia are simply not
enough to cover the requirements of
local distributors.

Wine producers, however, have
found a systematic approach to
their exports by establishing a sep-
arate organization that manages
exports to the EU via its warehouse
in Germany. Select Armenian wines
are tested via a blind tasting, and the
ones with higher scores are then ex-
ported to Germany, where their fur-
ther distribution is organized. This
measure ensures that good quality
wines are shipped to the EU, albeit
more is needed to solve the problem
of sales and marketing.



Home and Construction
Transportation costs remain the big-
gest impediment to exports. Despite
sporadic participation in exhibitions,
home and construction companies
lack systematic marketing efforts to
find partners in the EU. In some cas-
es, even if partners were available,
local companies need large invest-
ments to increase their production
volumes. In cases where production
relies on manual work (e.g., furni-
ture), transportation costs remain
critical to their competitiveness.
This problem could be overcome if
the producers cooperated in export-
ing their products, as in the case of
the wines described above. Another
problem relating to competitiveness
is the lack of adequate selection and
availability of components and raw
materials.

High Tech

This sector includes a diverse range
of products, from thermostats to
precision tools. However, because
they all face similar problems, they
are lumped into the same category.
The main problems in this sector
are marketing, sourcing chips, and
complications related to exporting
goods of dual-usage. Because these
producers usually produce products
with the highest added value, trans-
portation is less severe of a problem
because they export via air cargo.
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Issues are more related to adminis-
trative problems, such as obtaining
the proper certificates and licens-
es. Like the home and construction
industry, this industry needs signif-
icant investments to boost produc-
tion and marketing. Lastly, a prob-
lem especially characteristic of this
industry is the need for new busi-
ness models. Thus, technological
companies face severe competition
from Chinese producers; therefore,
competing with price is impossible.
Hence companies should focus on
providing R&D services as opposed
to final products.

Textile and Apparel

The textile and apparel sector con-
tributes to one of the largest seg-
ments of Armenian exports to the
EU. The growth of exports, howev-
er, has been volatile over the last
decade, partly owing to Armenia’s
graduation from the GSP+ system
of preferential trade with the EU. Un-
der new regulations, exports of tex-
tiles from Armenia are now subject
to a 12% customs tariff, the largest
increase after the country graduated
from the GSP+ However, contrary
to predictions, graduation has not
affected exports as much as pre-
dicted earlier. This is confirmed by
interviews conducted with experts.
The reason is that Armenia mostly
exports high-end apparel, and the
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increased customs tariffs have not
affected their price much. Produc-
ers also didn't see the introduction
of tariffs as a significant factor in
ease of trade. Instead, just as in the
case of all other export industries,
the representatives of the industry
cite a lack of new orders due to in-
sufficient marketing and expensive
transportation. Unlike other indus-
tries, the textile industry is domi-
nated by contract manufacturers,
who produce products based on
orders from other companies. In
that sense, the textile industry has
no problems with distribution. How-
ever, the few companies that make
their own brands face many more
issues, from sourcing the right type
and number of materials and com-
ponents to marketing and distribu-
tion.
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6. Recommendations and Final Remarks

Over the course of the fieldwork,
interviewees could be subjective-
ly divided into successful and less
successful exporters. What defines
successful exporters is the moti-
vation to grow and develop despite
difficulties. They have exhibited high
levels of adaptability and readiness
to challenge old ways of thinking.
This subjective finding points to the
conclusion that there is a confirma-
tion bias and a lack of knowledge
among many exporters. For exam-
ple, one of the exporters said that
there are no collective cargo options
to the EU, which turned out to be a
false statement. This conceals the
more significant problem of needing
more competencies and knowledge.
Of course, it doesn't mean that there
are no objective problems hinder-
ing competitiveness. The largest of
such issues is the fact that Arme-
nia's geographical position and the
ongoing blockade by Turkiye make
transportation very expensive. Ex-
pensive transportation is a two-sid-
ed problem, which affects not only
the exports of finished goods but
also the import of raw materials
and components. Nevertheless,
successful exporters can overcome
that issue as well, albeit with more
costs, which results in less compet-
itiveness.

When it comes to competencies
and knowledge, the problems are
manifold. Besides the lack of ade-
quate information about the market,
there are other problems, related to
business models and modes of op-
eration. While some organizations
have been able to separate the func-
tions of production and sales, others
(mostly ones led by the older gener-
ation of entrepreneurs) still hang on
to old vertically integrated models,
where the company does design, pro-
duction, and sales. In fact, marketing
and sales competencies are severe-
ly lacking in many cases. Only three
companies interviewed had dedicat-
ed marketing and/or export person-
nel. Thus, an often-heard need from
the producers is to have a separate
entity that could organize their ex-
ports to the EU. Such an organization
would help local exporters in market
research, facilitate the finding and ne-
gotiating with potential partners and
suppliers, as well as oversee admin-
istrative functions related to export
to the EU. Moreover, said organiza-
tion would be dedicated to assisting
exporters to find and engage inves-
tors. Such organizations are usually
called export promotion organiza-
tions (EPOs). Examples include GTAI
in Germany, HEPA in Hungary, as well
as Advantage Austria to name but a



https://www.gtai.de/GTAI/Navigation/DE/welcome.html
https://hepa.hu/
https://www.advantageaustria.org/international/index.en.html
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few in the EU. Such organizations, as
a rule, are non-governmental indus-
try organizations or public-private
partnerships.

The main activities of such organi-
zations are to provide information
on legal, commercial, and other as-
pects of doing business with foreign
countries as well as support and
stewardship of investments.

As noted previously, the government
is indeed involved actively in the pro-
motion of exports. Notably, there is
an active dialog with both industry
organizations and the government.
As a result of such dialog exporters’
problems are heard and usually act-
ed upon, as in the case of the reg-
ulations regarding dual usage ma-
terials. However, there is still room
for improvement. Most notably, as
mentioned earlier in this report, in
the Government Action Plan 2021-
2026 the government has pledged
to devise strategies for four indus-
try sectors, however, only the textile
industry development strategy is in
place to date. Thus, the government
should step up in producing the re-
maining strategies it pledged in its
own programme.

When it comes to addressing the
risks of supply chain interruptions, it
would be advisable for the govern-
ment to implement strategies aimed
at horizontal cooperation between
Armenian producers, whereby their
industries would work together in
supplying necessary raw materials
and components within the country.
This would drastically reduce the
cost of production, but also would
have positive spillover effects in a
sense that it would increase the resil-
ience of Armenian producers against
turbulence in the world market.

Lastly, the government should work
with its EU counterparts to ensure
Armenia’s compliance with west-
ern sanctions against Russia, while
at the same time making sure that
Armenian companies are “whitelist-
ed” for receiving dual usage compo-
nents necessary for production of
high-precision tools.

To summarize, the recommenda-
tions of this report can be divided
into two sections:



Policy recommendations:

° The Armenian government
should finalize and publish the
remaining development strat-
egies for strategic economic
sectors, as pledged in its 2021-
2026 programme,

° Negotiate with the EU or mem-
ber governments to ensure that
Armenian producers are ‘wh-
jtelisted” for receiving dual us-
age components, while at the
same time ensuring that these
components are not further
re-exported to Russia,

° Promote horizontal cooperation
within the Armenian industry.
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Other recommendations:

° Create an export promotion
organization, possibly as a Pri-
vate-Public Partnership to as-
sist Armenian exporters in var-
fous stages of market research,
logistics, and administration of
exports,

° Ensure the participation of Ar-
menian companies in region-
al and international business
events other than expos,

° Separate core functions of de-
sign and production from those
of sales and marketing,

° Closely cooperate with universi-
ties to hire younger talent that is
tech-savvy and multilingual.
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