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Summary. The base for Armenian-Iran economic relations was laid from
the very first days of independence of the Republic of Armenia. Nevertheless, at
present the Iranian investments in Armenian economy are quite small due to the
small consumer market of RA. In 2015, by becoming a member of EAEU,
Armenia opens wide horizons for its investors considering the huge export market
of the EAEU. The aim of this article is to identify the sectors of RA economy,
which will allow the Iranian investors to make more profitable investments and to
enter the EAEU market. For this research is applied the comparative analysis
method.
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AHHoTanuss. OCHOBa AapMSHO-UPAHCKUX DSKOHOMHUYECKUX OTHOILLICHHM
ObLTa 3aJI0’KeHa C MepBbIX JHEeHW He3aBucuUMocTH PecnyOnuku Apmenusi. Tem He
MEHEE, B HACTOsIIEE BPEMS MPAHCKUE MHBECTHULIMM B APMSIHCKYIO DKOHOMHUKY
JIOBOJIBHO MaJlbl M3-3a Majoro notpedurensckoro peiika PA. B 2015 rony, cras
yieHoMm EADC, ApwmeHuss OTKpbhIBaeT UIMPOKHUE TOPU3OHTHI JJISI CBOMX

WHBECTOPOB B BUJE BO3MOXHOCTH BbIxoAa Ha orpoMHblii peiHOK EADC. Ilensto
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JAHHOW CTaTbU SIBJISIETCSI BBIIBUTH CEKTOpa SKOHOMHUKH PA, KOTOpBIE MO3BOJIST
MPAHCKUM WHBECTOpPaM CHeNIaTh 0oJiee BBITOJHBIC WHBECTHUIIMHM M BBIATH Ha
peiHOK EADC. Jlns 3TOro mccienoBaHusi TPUMEHSIETCS. METOJ CPABHUTEIBLHOIO
aHanus3a.

KuroueBble c10Ba: npsiMble MHOCTPAHHBIE MHBECTULIMH, UHBECTULIMOHHBIN
KJINMAT, CPABHUTEJbHBIN aHAJIN3, BBISIBIICHHBIC CPaBHUTEIIbHBIC MPEUMYIIECTBA,

peiHOK EADC.

1. Statement of the problem

The Armenian-Iranian economic cooperation was originated from the very
first days of Armenia’s independence. The Islamic Republic of Iran (here in after
referred to as the IRI) was among the first which on 25 December 1991officially
recognized the independence of the Republic of Armenia (here in after referred to
as RA), thereby establishing the grounds for diplomatic and economic relations
[15].

In 1990 the Republic of Armenia was in an unfavorable economic
condition losing their foreign markets because of collapse of USSR. But this was
not the only disaster for Armenia. RA suffered losses of human resources and of
production capacities because of 1988-th earthquake and 1992-th Artsakh war. In
these conditions the good relationships with neighboring Iran was very important
for the further development of RA.

Statistical data, however, evidence that up to now the level of the
Armenian-Iranian trade and investment cooperation is not satisfactory. As of the
end of September 2016, the gross flow of FDI from the IRI to RA made
0.06%][10] of gross flow of total FDI in RA as of the same period, the same
indicator did not exceed 0.1% in 1995-2015 [12]. This fact, however, has a
number of objective reasons. The consumer market of RA is quite small, RA and
the IRI are neighboring countries, therefore, when making investments in

Armenia the Iranian businessmen do not resolve the problem of entering more
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distant markets. Also we can state the fact, that in the small consumer market of
RA there are already goods of different countries, both imported and locally
produced, thus it is not so easy for the Iranian businessmen to resist the existing
competition. This situation was during until 2015, when Armenia became a
member of the Eurasian Economic Union (here in after referred to as the EAEU),
thus opening the doors to the EAEU multimillion market for the investors in RA.
This may serve as a new incentive to the Armenian-lranian investment
cooperation.
2. Analysis of recent researches and publications

The investment climate of RA and the factors impacting on it are analyzed
by many economists. In his study Frunzik Voskanyan state that corruption hurts
investment: he said that corruption not only affects the budget investments but
also reduces the budget revenues by tax evasion and poor tax administration,
which can be disastrous for further development of Armenia [11].

Many economists and international organizations have addressed the
analysis of the Armenian-lranian economic relations. European Center for
Strategic Studies and Security has presented the possible areas of the Armenian-
Iranian economic cooperation, including trade, energy sector, transportation
system, etc.[3]. The economist L. Petrosyan has referred to the development of
the Armenian-lranian relations in 1991-2008 [26]. H. Markosyan and A.
Minasyan have focused on the comparative analysis of individual sectors of
economy of RA and the IRI, as a result of which have concluded that at present
there exist a lot of preconditions for Armenian-Iranian economic cooperation[4].

T. Torosyan has addressed the Armenian-Iranian trade relations, indicating
key reasons for decline and growth in the Armenian-Iranian commodity
circulation[8]. H. Naveh touched upon the analysis of the Armenian-Iranian trade
relations, presenting the Armenian-Iranian joint business prospects, as well as

analyzing the Armenian-Iranian export and import dynamics in2000-2010 [6].
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The analyses by T. Torosyan and M. Afra were directed to disclosing the
competitiveness of the Iranian goods in the Armenian market, which revealed that
in the Armenian market the Iranian goods were consumed mainly in 1992-2002,
after which their competitiveness in the market was sharply declined, driven by
the import of similar and more high-quality goods from European and other
countries [7].

T. Torosyan and A. Yusefi have referred to the analysis of dynamics of the
Armenian-Iranian investments, indicating that these investments are not of a
satisfactory character and showing those main sectors of the economy in which
investments have been made by the Iranian businessmen[9].

Various Armenian and other foreign authors have addressed the analysis of
the Armenian-Iranian economic relations as well.

3. Formulation purposes of article

The problems of this research are presented below:

e to explain strengths and weaknesses of Armenian investment climate for

Iranian investors,

e to reveal the sectors of the economy of RA, with more profitability for

Iranian investors in the context of export to the EAEU market.

4. The main material

We have analyzed the factors supporting the investment climate of
Armenia and Iran, distinguishing the similarities and differences, aiming to
understand whether in new economic conditions there is a prospect for significant
increase in the Iranian investments in RA and what reality should the Iranian
investors face up when making investments in Armenia.

First, let us refer to the similarities between investment conditions of both
countries.

e Both in RA and the IRI the protection of investments is established by the law

—in RA by RA Law on Foreign Investments adopted in 1994[20] and in the
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IRl by the Foreign Investment Promotion and Protection Act (FIPPA)
adopted in 2002[18], according to which foreign investments made in the
country are guaranteed, a non-discriminatory approach is ensured for
domestic and foreign investors, etc.

e According to the same laws, both in RA and the IRI the enterprises with
foreign capital are not subject to nationalization or confiscation, except for the
extraordinary cases stipulated by the law. In such cases, the FDI must be
totally reimbursed by current prices.

e RA and the IRI from 1995 and 2003 respectively are the members of the
Multilateral Investment Guarantee Agency of World Bank Group [23], which
means that foreign investments made in these two countries are insured by
this agency against the risks arising for non-economic reasons.

e There operate free economic zones in RA and the IRI, where the investors are
provided with tax and customs privileges.

However, RA investment climate has also a number of differences in
comparison to the Iranian investment climate, which need to be taken into
account by the Iranian businessmen when making investments in Armenia.

Natural and geographical differences

e The IRl is rich in natural resources, whereas RA is not.

The consumer market’s diferences

e The domestic consumer market of the IRI is quite large, whereas RA
consumer market is small, however, when making investments in Armenia it
IS possible to export manufactured goods to the EAEU market under
privileged conditions, and businessmen making investments in Iran lack such
an opportunity.

e At the same time the life expectancy at birth in IRI is a little higher than in
RA since 2010[21].
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Therefore the annual growth of GDP per capita in RA is much higher, than in
IRI, however the GDP per capita in RA is less, than in IRI [21].

Differences related to production factors
The FDI inflow in RA less than in IRI.

The minimum salary in RA is AMD 55000, in the IRI it is equivalent to about
AMD 78000 [19].

The adults’ literacy level, which is prioritized as a qualitative indicator of the
workforce, is 100% in RA and 84% in the IRI [13].

The interest rate of the credits provided to the private sector by commercial
banks is 16.41% in average in RA, which is higher than the same indicator in
the IRI. In IRI the this indicator is14% in average [21].

The index of innovations of 35.14 in RA is higher than that in the IRI of
30.52 [2].

Differences related to the activities of enterprises

In terms of ease of doing business RA is ranked the 38th in the world and the
IRI the 120th [10].

In order to register a business in RA 4 days are required and in the IRI it takes
15.5 days, moreover the start-up procedurs to register a business in RA is
less, than in IRI [5].

Enterprises operating in Armenia pay 10 types of taxes, and 20 - in the IRI
[21].

In RA the profit tax rate is 20% [20], in the IRI it is 25% and the income tax
in RA is 24.4-28%, but in IRI it is 30% [22].

What about construction permit, in RA this process takes 84 days, in IRI this
takes a little long time-99 days [6].

When carrying activities in one of the free economic zones of Iran, legal
entities are exempt from profit tax and individuals from income tax for 15

years[14]. When carrying activities in RA under the same conditions, legal
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entities and individuals are exempt from profit tax and income tax
respectively for an indefinite period of time [16].

A foreign investor and foreign resident can take out up to USD 10000 in cash
from RA [17], and up to USD 5000 from the IRI [24]. In case of exceeding
this amount, the necessary amount should be withdrawn through the banking
system.

The index of protection of minority investors in RA is much higher (53), than
in IRI (165). This means that minority investors were mor protected in RA
[10].

Taking into account some freedom indexes we can state that in RA almost all
of them are higher, than in IRI: this is true for labour freedom, trade freedom,
business freedom, corruption freedom, investment freedom, economic
freedom, financial freedom index etc [21].

Differences related to the foreign trade

The annual growth of export in RA is more higher, than in IRI[13].

What about the cost to export and cost to import, we must state that this
indicator in RA is higher, so export and import are more expencive, than in
IRI [21].

At the same time the time for export and time for import in RA is less, than in
IRI [10].

Among the above differences there are such that argument in favor of

making investments in the IRI, whereas some other points evidence in favor of

investing in RA. Therefore, the investors of both countries considering the above

stated circumstances will be able to calculate gains and losses on the investments

in each country, based on which the decision on making the investments shall be

reached.

It is clear, however, that investments made in various sectors of RA

economy will ensure different results for the Iranian businessmen. Thus, the
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question arises as to which sector can be more promising for the Iranian
businessmen to make investments.

Naturally, both in RA and the IRI there are sectors of economy where the
operating entities are able to ensure competitiveness in foreign markets,
considering the environmental, cultural, organizational, technical and
technological and other factors.

From our side, as an indicator of having advantage in the EAEU market a
revealed comparative advantage indicator offered by Bela Balassa is considered
[1].

Thus, based on calculations let us identify the presence or absence of a
revealed comparative advantage in each sector of economy of RA and the IRI.
The sectors where both countries will have a revealed comparative advantage will
be considered by us as an option for creation of an efficient investment
cooperation through the establishment of joint ventures. The sectors where RA
will and the IRI will not have a revealed comparative advantage will be regarded
as promising sectors for investment in RA by the IRI. Calculations were made
based on the information of the World Bank [25] for2010-2015. As a result we
can state that the most efficient sector of RA and the IRl economy for
establishment of joint ventures is the mining sector where both countries have
revealed comparative advantage in exports. Moreover, in this case it will not be
effective to establish a joint venture in the near border free trade zone. This is one
of unique areas where it would be desirable to make cluster-based investments in
the same area where the relevant ore mines are located.

In addition, in RA the effective sectors for the Iranian investments can be
food industry, production of stones, plaster and cement, precious stones and
metals and also base metals and items of metal origin. At the same time, in some
cases production of items of metal origin can be a logical continuation of
activities of an entity established in the area of extraction of the given metal ore.
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5. Insights from this study and perspectives for further research in this
direction
The analysis conducted shows that RA investment climate has many
advantages in comparison to the IRI investment climate from the point of view of
public literacy, use of innovations, ease of doing business, business evaluation
period, number of taxes paid by the entities and other factors. The sectorial
analysis evidences that for the Iranian businessmen the best sector for
establishment of joint ventures with Armenian partners is the mining sector, and
in the food industry, production of stones and glass and items of metal origin the
Iranian businessmen can make profitable investments both jointly with Armenian
partners and alone. The investments made by this principle will enable the Iranian
businessmen to enter the EAEU market on favorable terms by making

investments in Armenia.
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