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INTRODUCTION

Aspirations of decades or even centuries to live as an independent nation-state and govern oneself politically and economically were fulfilled for Armenians in 1991 when the tiny South Caucasus nation gained independence after living for nearly 70 years under Soviet rule. But the heavy legacy of the Soviet past, including decades of living under a centralized planned economy system, as well as an extremely difficult geopolitical situation in the volatile region bode ill for a smooth transition to a free market economy.

The objective of the current research is to outline a vision of the future of Armenia’s development given the necessity of enhancing competitiveness both in the public and private sectors of the national economy in order to meet the mounting global political and economic challenges to small newly independent nations in the present-day world. 

Competitiveness in this report will be regarded as one of the main drivers of a more prosperous and successful economic and political future for Armenia. But since Armenia is situated in a difficult geopolitical region which has gone through tumultuous times in the recent decade and a half, implications of geopolitical decision-making cannot be underestimated.  

Some of the more obvious future trends, such as resolving hardened disputes with neighbours and developing closer ties with them as well as with other partners, including the European Union, will fully fit in the comparative analysis of the country’s economic situation with some peer or formerly comparator economies (e.g. Ireland, Finland, etc.). 




*
*
*
*
*

Armenians, who have lived in the Armenian plateau since ancient times, were given the first chance for an independent life in modern history after the end of World War I. The first Armenian republic (1918-1920), however, had a short life in the turbulent times of the post-war period as it was eventually overrun by Bolshevik Russia and Kemalist Turkey, with its eastern part (currently constituting the Republic of Armenia) Sovetized and annexed to Soviet Russia, later to become a part of the Soviet Union. 

While the tragic pages of Armenian history in the early 20th century continue to bear a strong mark on Armenia’s present state
, this research, however, will only review the period of Armenia’s second independence achieved after the disintegration of the USSR. 

The period from 1991 to 2008 can be conventionally divided into three periods of development: the ‘survival struggle’ in the first several years of independence was followed by a ‘period of recovery’ when the nation managed to rebuild some of its capacities lost during the years of severe crises. The most recent period from 2000 up to the present has been as a period of `sustainable economic growth’. Experts, however, argue this growth has been largely dependent on external factors.

The next stage that the Armenian economy is entering at present is characterized by the apparent need to achieve a higher degree of competitiveness which eventually will determine whether Armenia can indeed be economically sustainable and less dependent on factors that are outside its control. 

There are a lot of factors that will determine the future of Armenia, e.g. whether it can emerge from the current global economic crisis with minimal losses or how well it will be able to develop its relations with neighbours and solve other geopolitical concerns. Continued remittances by Armenian labour migrants and direct foreign investments by Diaspora Armenians, foreign assistance and more accessible international loans will still be a matter of urgency for the country’s economy in the foreseeable future, but it is beyond all doubt that in order to achieve long-term prosperity Armenia needs to move towards a more knowledge-based and knowledge-driven economy that will clearly show its advantages over other markets in the region and elsewhere in the world and will eventually enhance its international competitiveness.

The implementation of the tasks of achieving a more competitive economy is incumbent on the new leadership formed as a result of last year’s presidential election. These tasks have to be realized in the extraordinary conditions of the continuing global economic downturn that has also had its impact on the Armenian economy. 

Speaking in the Armenian parliament on 12 November 2008, the country’s Prime Minister Tigran Sargsyan, however, argued that the time of the global economic downturn which, though puts an additional strain on the Armenian economy, might in fact be a good time for developing countries, like Armenia, to reveal their competitive advantages.
 

“The global financial and economic crisis is like a special self-regulatory mechanism and also a way of bridging the existing huge gap between the developed and developing countries. With the difficulties it creates, it also provides an extensively wide scope for developing countries and reveals their competitive advantages,” Sargsyan said.

Among the key objectives of this research is to define competitiveness and how it relates to small nations like Armenia. The analysis of a number of recent publications and reports on the standing of nations in the global economy will help to establish how competitive Armenia is at present and identify areas most problematic in terms of competitiveness.

The present state of economy and obstacles to better economic performance, including geopolitics, the work of institutions, etc. will also be discussed. 
The experience of other nations comparable to Armenia retrospectively or at the present time will provide insights into how small nations can use their existing potential to achieve higher degrees of productivity and eventually build their prosperity. Such aspects as infrastructure development, improved transportation and communications, technological advancement, education and training, production upgrading, innovation and cluster approach will be of particular interest for Armenia, a land-locked country lacking vast natural resources.

CHAPTER I. 

Defining competitiveness. How competitive Armenia is and why.
In recent months several prestigious international institutions have released indexes by and large praising Armenia’s economic progress. One of the latest examples is the 2009 Index of Economic Freedom
 released by the Heritage Foundation and The Wall Street Journal which ranks Armenia as high as 31st among 179 countries on 10 economic factors like trade barriers, property rights, taxes and market regulations. Interestingly, Armenia by this ranking is ahead of all other Commonwealth of Independent States (CIS) nations and several European Union countries such as France and the Czech Republic. 

In the latest ‘Doing Business’ report of the World Bank and the International Finance Corporation Armenia ranks as high as 44th among 181 economies by the overall ease of doing business in a country based on a number of indicators of business regulation.
 

Similarly, Armenia’s large international donors such as the International Monetary Fund (IMF)
 and the World Bank
 have also been mostly positive and supportive of the economic reforms carried out in the country in recent years. 

But while Armenia has posted high rates of growth
 and has been rated fairly high on most macro-economic parameters, it has also been ranked rather low in terms of overall national competitiveness. 

It should be said, however, that despite the presence of a variety of publications dealing with national competitiveness, this concept has not been very well established yet. 

The Business Dictionary defines competitiveness as follows: “Ability of a firm or a nation to offer products and services that meet the quality standards of the local and world markets at prices that are competitive and provide adequate returns on the resources employed or consumed in producing them.” 

Competitiveness has preoccupied the minds of many economists since the time when the economist Adam Smith published his work on the wealth of nations.
 There has been a revival of interest in the issue of international competitiveness in recent years and a renewed concern with the sources of nations’ wealth.

Theories on competitiveness are loose by their nature because of a great number and variety of aspects involved. One of the advanced theories, by Michael Porter of the Harvard Business School, sets forth the so-called ‘diamond model’ arguing that national prosperity is not inherited, but is created by choices.
 

Some economists, like for example Paul Krugman, winner of the 2008 Nobel Memorial Prize in Economic Sciences, opposed the notion and argued that the doctrine of competitiveness is ‘flatly wrong’ as nations do not compete against each other like big corporations.
  

According to Krugman, the world’s leading nations are not, to any important degree, in economic competition with each other. Nor can their major economic woes be attributed to ‘losing’ on world markets… He concludes that ‘competitiveness is a seductive idea, promising easy answers to complex problems. But the result of this obsession is misallocated resources, trade frictions and bad domestic economic policies.’

It should be said that major problems with the concept stem from the fact that because of the complicated nature of competitiveness the issue attracts researchers from different disciplines with varied research interests and approaches. Therefore, the current research does not purport to cover all its aspects. In some cases the term ‘competitiveness’ or the description ‘competitive’ will be used in the sense perceived by a layman rather than a narrowly specialized economist. 

And so, what competitiveness or being competitive stands for? And why do nations compete or need to compete? 

Renowned economist Stephane Garelli, the author of the World Competitiveness Yearbook
 and a pioneer in competitiveness research, asks this question in one of his works and immediately gives a straightforward answer: “In short, to increase their standard of living.”
 

He goes on to present what he calls the ‘official’ definition of a nation’s competitiveness, which is: “The degree to which a country can, under free and fair market conditions, produce goods and services which meet the test of international markets, while simultaneously maintaining and expanding the real incomes of its people over the long term.”

Essentially, national competitiveness can be defined as sustained increases in productivity to achieve higher wages and living standards. It is added value achieved through a higher degree of productivity, technological improvements, a better quality of production and services and innovation (and not through cheap labor, special tax exemption schemes and undervaluing of national currency) that defines true competitiveness.

For quite a long time the issue of national competitiveness had been neglected in Armenia for a number of objective and subjective reasons. It was not until late 2007 that the National Competitiveness Council of Armenia (NCCA)
 was established.  
The NCCA is a quasi-governmental foundation launched by the Government of Armenia with a national mandate aimed at enhancing Armenia’s global competitiveness and promoting sustainable development of the country. The Council is headed by the country’s PM and its members include state and private sector representatives. 

Earlier, a scenario-building project, Armenia-2020, had been launched to focus on the identification of alternative development models for Armenia until the year 2020.
 

In the introduction to this work we have already conventionally divided Armenia’s transition into three periods, including:

· Survival (1991-1994)

· Rehabilitation (1994-2000)

· Growth (2000-2 – to present)

However, the financial and economic crisis that spread around the world in 2008 once again challenged small nations to search for hidden potentials to remain sustainable in the volatile world economy. Therefore, achieving a higher degree of competitiveness becomes even more important for developing economies.    

Several studies of late have attempted to gauge Armenia’s competitiveness on the global scale, with conclusions drawn about certain disproportions and suggestions made for an overhaul of policies in some areas to enhance competitiveness.  

The 2008-2009 Global Competitiveness Report
 (GCR) of the World Economic Forum (WEF) and its newly introduced single Global Competitive Index (GCI) have been an important tool for measuring competitiveness across countries and an indispensable prompt to identify policies to be at the forefront of policy action depending on what part of a given country’s economy needs greater concentration of effort. 

It is the fourth time Armenia has been included in the report, which in its latest edition covers 134 nations.

Overall, Armenia has remained steadily in the average positions of the group of nations that are at the so-called ‘Low’ stage of development. The latest report ranks the Armenian economy only 97th among the 134 nations covered – or a fall by four places from the previous survey that covered 131 nations. 

The score assigned by the WEF is based on 12 “pillars of competitiveness” including: Institutions; Infrastructure; Macroeconomic stability; Health and primary education; Higher education and training; Goods market efficiency; Labor market efficiency; Financial market sophistication; Technological readiness; Market size; Business sophistication; Innovation. Each pillar in turn is divided into subcategories dealing with various related areas. Thus, Armenia was judged to be lacking competitiveness primarily because of the small size of its market, insufficient innovation as well as poor “technological readiness” and “business sophistication.” It is assumed that tackling problems included in the pillars is an essential condition for better competitiveness. 

The GCR admits that no consensus on the causes of productivity has been achieved yet in the academic literature and that it is due to the sheer number and variety of influences on national productivity
. At the same time, it has been long viewed as a globally recognized ranking of country competitiveness and a tool for benchmarking country strengths and weaknesses. 

The GCR’s new index measuring competitiveness is a result of complex academic effort. In essence, it deals with the foundation of competitiveness or prosperity and covers important categories of productivity drivers, such as the role of institutions, openness to trade and investments, geographic location, the quality of the business environment and others. Its elements include: Productivity, Endowments, Macroeconomics, Microeconomics, Stages of Economic Development. These, in turn, cover a wide range of areas, such as fiscal and monetary policies, company sophistication, business environment quality, clusters, and others.

While it may seem that preserving positions in the increasingly competitive world is an achievement in itself, many still believe that no progress eventually means lagging behind and missing the opportunity of climbing up the ladder.

Manuk Hergnyan, of the Economy and Value Research Center
, who presented the findings in Yerevan last October, argued that making no progress is tantamount to rolling back. 

“Competition among nations is growing stronger and it means that if we do not move forward, then we are moving backward,” he said. 

“Competitiveness is not subject to very quick changes. Gradual actions aiming at mid-term development are needed to achieve a tangible change.”
Hergnyan said Armenia’s lack of progress in competitiveness was mainly due to ‘technological parameters’, including innovation components and technological readiness. According to the specialist, while some indices such as budget deficits can be changed within a fairly short amount of time, e.g. within a year, such parameters as technological readiness or innovation components require a much longer time.

Some worsening was also shown on macroeconomics, such as the budget deficit (2.8%), which, though, according to experts, is within the maximum 3% considered to be normal.
 The excessively large spread between rates of attraction of deposits and lending by banks also affected Armenia’s standing, according to the reported data. 

In contrast, the workforce market index shows Armenia favorably – in fact the highest, 45th position across all indices. This is down to the flexible system of hiring and firing.

The positive element in the GCR for Armenia is that it is shown as moving up in the group of countries classed as those based on exploitation of resources and to be in transition toward the second group of countries whose economies are based on efficiency.
 

In its latest analytical piece a think-tank based in Yerevan, the Civilitas Foundation, also attempts to draw conclusions from the assessments provided by the prestigious international report. 

According to the study Armenia 2008: Crisis and Opportunity
 unveiled in December 2008, Armenia does ‘very badly’ in this competition. The study also assesses Georgia (ranked 90th) as doing ‘only a little better’, while saying that Azerbaijan is ‘noticeably stronger’ at 69th.
 

Both Georgia (which has a slightly larger market, a higher degree of regional cooperation and better geographic location than Armenia) and oil-rich Azerbaijan are also ranked among countries at the ‘low’ stage of development. Interestingly, such regional powerhouses as Russia and Ukraine, which boast big market sizes and vast natural resources, while are ranked higher than Armenia, but are still in the same bigger category of countries that are at the low stage of development. Estonia is the only post-Soviet state that is included in the ‘High’ category, while Latvia is in the ‘Middle’ category.
 

Armenia’s overall good performance in one part of the macroeconomic area, including fiscal and monetary policy, has been partly due to the very tight policy of the CBA over years that has checked inflation within one of the tightest limits among former Soviet republics.

With the slowdown of GDP growth in late 2008, Armenia’s economy is expected to expand at a 5.5% rate in 2009 according to EBRD forecasts (with 3 and 8% growth rates forecast for Georgia and Azerbaijan, respectively).
 

In contrast, the World Bank in late February forecast a zero GDP growth for Armenia, considering “the recent unfavorable trends in the global economy, as well as a worse economic situation in Russia, Armenia’s major trade partner.”

Armenia’s GDP has grown at a staggering pace over the past several years and despite claims that the composition of that growth was largely based on construction and services and that it did not benefit the population more or less proportionately, it has been acknowledged that the government has been able to increase population welfare and reduce poverty.
 It is sufficient to say that Armenia was among the CIS countries that showed one of the best records in the world according to real wage growth rates, achieving annual wage growth rates higher than 10%.
 This, however, has been part of the recovery process following the huge fall in [real] wages at the start of economic transition.
 




*
*
*
*
*

So, why has Armenia been unable to pull itself closer, economically, to the ‘leading pack’ of nations? 

Interestingly, it is the subcategories to the main GCR sections that make the difference.

The study Armenia 2008: Crisis and Opportunity highlights ‘more interesting insights’ that come from looking at some of the over 100 individual factors that are aggregated to produce the ranking. Like many other publications it acknowledges that Armenia does well in such areas as the flexibility of its labor code (hiring and firing), the flexibility of wage determination, school and university enrollment rates, female participation in the workforce, and low terrorism and crime rates: “But predictably, the structure of Armenia’s economy is a problem for the country when it comes to a cluster of factors that reflect the effects of the local business elite. Armenia is practically the worst place in the world in terms of the “Extent of Market Domination”: 133rd place out of 134 countries – only Mauritania is worse. On both “Intensity of Local Competition” and “Effectiveness of Antimonopoly Policy” it ranks 132nd, barely ahead of countries like Chad or Bosnia.” 
  
Analyst Richard Giragosian, currently director of the Yerevan-based Armenian Center for National and International Studies, writes in a regular ArmeniaNow column that in the case of Armenia, “the economic system has been distorted, with commodity-based cartels and monopolies garnering a dangerous degree of power and position within the economy.”

While the factors mentioned in the Civilitas study are essential in determining a country’s position in competitiveness, improvement on them can hardly move the country’s economy further unless accompanied by a whole number of other strategic choices that need to be made by the leadership in the longer run.

One of the long-term deterrents of investment and international business is the volatile geopolitical situation in the South Caucasus. Of its four neighbors, Armenia currently has diplomatic relations only with two, namely Georgia and Iran, which in their turn have sour relations (to say the least) with Armenia’s other important partners, Russia and the West, respectively. But major problems for Armenia stem from not having relations with Turkey and its ethnic ally Azerbaijan and in fact being blockaded by the two since the early 1990s. 

Another major drawback that keeps Armenia back from progress is domestic difficulties, mainly connected with the rule of law, the judiciary, an insufficient level of democratic practice, and the lack of a credible record for holding elections. These problems have persisted under successive governments resulting in a perceived illegitimacy of political leadership making it less likely to press ahead with reforms and more likely to abuse power for the sake of staying in office (?). 
CHAPTER II. 

Present state of economy. Obstacles to better performance.
There is a general consensus in the Armenian leadership that enhancing competitiveness is the ultimate way of achieving long-term prosperity. With a great number of obstacles and difficulties facing the country, further progress is conditional on strategic choices to be made in the next 5 to 10 years.

But for the current global economic downturn, Armenia would have registered a double-digit (or close to double-digit) economic growth for the seventh consecutive year in 2008. 

The war with neighbouring Azerbaijan over Nagorno-Karabakh with all its ramifications and the consequences of the devastating earthquake of 1988 conditioned an extremely rough start for independent Armenia. The blockades imposed by two of its neighbours, namely Azerbaijan and Turkey, resulted in a severe energy crisis and shortages of essential commodities. The situation caused a large-scale migration from the country. 

Restoration of energy and other vital infrastructure began with the signing in 1994 of a Russia-brokered ceasefire with Azerbaijan to end hostilities in Nagorno-Karabakh. In fact, it was in 1994 that after a more than 50% decline in GDP between 1991 and 1993, Armenia recorded 5.4% growth. Since then and until late 2008 the GDP has grown at an annual compound rate of 8.2%. It is noteworthy that Armenia’s GDP level surpassed the 1990 (pre-independence) level in 2004.

The growth, however, has been largely dependent on external factors
, such as private remittances of migrant workers or citizens of foreign states of Armenian origin with strong bonds to their historical homeland
, assistance from international financial and donor organizations, investments by foreigners, mostly of Armenian origin, in booming construction, a sector that accounted for a substantial part of the robust economic growth over the time.

But the global downturn and recession in many leading industrialized markets threatening to grow into further depression has had a major impact on these factors thus slowing the economy down to only 6.8% in 2008.

Between 2000-2006, Armenia’s compound annual growth rate (CAGR) of GDP per capita was 12.89%, outpacing neighbouring countries, including Georgia (8.74%), Turkey (3.25%) and Iran (4.14%), as well as its regional peer/comparator countries, including Jordan (3.70%), Estonia (9.15%), Latvia (9.47%), Lithuania (8.24%), Slovenia (3.66%) and Romania (6.75%), although lagging behind Azerbaijan (15.75%). However, a closer look shows that in absolute terms the level of Armenia’s GDP, based on purchasing power parity (PPP) as well as GDP per capita, still remains low and lags behind most of its competitor and peer countries.

Economic growth in Armenia has not resulted in corresponding wage growth: wage levels reached only around 40% of 1990 levels (despite record real wage growth rates referred to in the previous chapter). 

The fundamental problem with the growth – and this has been acknowledged by the authorities themselves – is that it was driven mainly by investments in the construction sector and services. 

In 2007, the year that preceded the slowdown, construction accounted for 25.6% of Armenia’s GDP, followed by agriculture (17.4%) and industrial sectors (15.6%).

The booming construction sector driven by multimillion dollar foreign (mainly Diaspora Armenian) investments proved the main driver of economic growth as it accounted for 32.9% of GDP growth in 2007. The slowdown of GDP in 2008 was partly because of the slowdown in construction and withheld investments because of the start of the world economic crisis. Studies predict that as the crisis gets more acute, it is likely that the portion of investments made in construction will become more dependent on the economic conditions in the countries from where this investment is made and will also be more sensitive to the rate of return on those investments in Armenia.

Increased consumption was another driver that accounted for high growth rates in the services and retail trade sectors. It was largely conditioned by the increasing amount of cash flowing into Armenia’s economy, with a substantial part of it being cash remittances received by Armenian households from their extended families living or working abroad. It is estimated that remittances that households in Armenia have received in recent years make some 20% of GDP. However, remittances tend to be underreported in household survey data.
  

Statistics on Armenia’s migration contains considerable variations, but modest figures suggest that some 475,000 left their countries in the period of the war and severe energy crisis. Emigration continued at a lower rate also after the restoration of energy supply and other vital infrastructure in 1994-1995.
 Only few of them returned later for permanent residence in Armenia. 

The new migrants joined a large number of ‘old migrants’ or the descendants of ‘old migrants’ – the Armenians who fled the atrocities in Ottoman Turkey during World War I and were able to achieve in first or subsequent generations a considerable level of welfare and social status in western societies, such as in France, the United States, Canada, or elsewhere in the world, such as in Russia, Middle Eastern countries, Latin America, Australia, etc..
 

According to an estimated rate of remittances made to Armenia based on the CBA and the World Bank, they rose from $650,000 in 1995 to as high as 1.4 billion in late 2007.
 The real figure for remittances is thought to be even higher.
 


The increase in remittances proceeded at a very fast rate especially in recent years when the economic conjuncture was auspicious for Armenian labour migrants abroad, such as in Russia.
 This, however, leaves the remittances heavily dependent on the developments in Russia
 and in particular two sectors of the Russian economy where Armenians are mainly engaged -- trade and construction. A slowdown in Russia’s construction sector and so the impact of this on Armenia is likely to be felt very soon.
 

The data from the CBA for late 2008 showed the total value of non-commercial cash 

transfers processed by Armenian banks rising by 26.2% year-on-year to almost 1.5  billion in January-November 2008 (an equivalent of almost 14% of GDP). Remittances began to show a decline in November 2008 (down by more than 7% from the November 2007 level).

It was during the period of increased cash inflows that the economy began to experience the so-called ‘Dutch disease’
, which resulted in a dramatic appreciation of the national currency, the dram. Against the background of the US administration’s ‘cheap dollar’ policy, the dollar and other major world currencies lost nearly half of their value against the Armenian currency in the period from 2003 to 2008. 

The appreciation of the national currency made the country’s manufactured goods less competitive and induced a persistent trade deficit.

The situation resulted in a more import-oriented economy as large importers found it extremely lucrative given the currency situation. While the share of exports also grew, it was lagging far behind imports resulting in a large negative foreign trade balance.
 

While a number of economists fumed that the situation would spell a debacle for Armenia in the long term, others took it in its stride saying that as far as there is cash to finance the difference, things will be normal. Some, though, feared that the time was approaching when remittances and other foreign cash flows would drastically be reduced.

Eventually, on March 3, 2009, Armenia’s Central Bank (CBA) had to devalue the national currency by 22% as part of an agreement with the IMF for a $540m bailout.

The latest economic crisis that began for the industrialized nations early in 2008 was not felt in Armenia until the end of the year when several companies announced job cuts, including in the IT and mining industries – two of the main pillars of Armenia’s domestic economy. 

A slowdown in growth and a lower prediction for next year’s expansion may also have some connection with decreased expectations of private remittances in the economy. Such remittances are coming mostly from countries that will feel the impact of the global downturn most severely during the current year.

The economy also entered the year 2009 with government plans to stimulate businesses through projects the main financing of which, it is hoped, will come from international institutions or foreign governments.
 

But the obstacles to better economic performance in Armenia are far more than that. 

Relations with neighbours are of extreme importance for Armenia, which is situated in a tough geopolitical region. Equally important for the country is democratization as a resource for competition with neighbours.

Robin Bhatty identifies several essential factors as impediments to reforms in the three South Caucasian republics, including Armenia: endemic corruption, the after-effects of war and the threat of its resumption, weak state capacity manifested in limited administrative and regulatory capacities, and impediments to inter-regional and international trade.

At present, Armenia’s geopolitical environment is characterized by a high level of

uncertainty and a set of risks, primarily because of the existing unresolved problems with Azerbaijan and Turkey. This situation is a deterrent to potential foreign investments and accounts for enormous opportunity costs because of the absence of economic relations with these two neighbors. 

At present, Armenia relies heavily on Russia for its security. Armenia is one of the few former Soviet republics that hosts a Russian military base and depends on Russian frontier-guards to patrol its border with Turkey and partly with Iran. This geopolitical situation makes Armenia also extremely dependent on Russia in other spheres, something that Russian state-owned and private companies seem to have taken advantage of.

The recent efforts made by the new Armenian leadership towards establishing diplomatic relations with Turkey and some movement towards a comprehensive solution to the Nagorno-Karabakh conflict, if successful, may significantly minimize the risks of ‘putting all eggs in the Russian basket’. They may also make Armenia less dependent on Russia for security and therefore more open to other partners, such as in particular the European Union. Positive developments may likewise contribute to Turkey’s prospects of European Union membership, bringing the EU border just to Armenia’s doorstep. 

These concerns were particularly increased after the war between Russia and Georgia over the breakaway Georgian province of South Ossetia in August 2008. 

Armenia, which maintained its neutrality despite having allied relations with Russia and in fact a defense treaty with a Russia-led group of seven ex-Soviet nations
, suffered huge economic losses as a result of the war. Because of the absence of alternative gateways, up to 70% of land-locked Armenia’s trade is conducted via Georgian territory. The hostilities paralyzed trade for days, resulting in (at least) shortages of fuel in Armenia. The authorities later declared losses of nearly $680m as a result of the conflict in the neighboring republic.
 

But apart from geopolitical concerns, Armenia needs to deepen and widen its democratic institutions and civil society. Armenia, which was often referred to in the 1990s as an ‘island of democracy’ in the Caucasus, currently hardly scores any high marks for democratic freedoms and liberties. 

The March 1-2, 2008 post-election developments show that unless credible electoral practices are put in place, no government can be regarded as legitimate enough to initiate drastic reforms and most importantly carry them through. In this view, democracy represents a powerful internal resource for Armenia that can have huge influence on how successful the country can be in its efforts to achieve an economic breakthrough.  

Despite legislations put in place, the practice of democracy remains extremely poor in the country. This concerns a majority of spheres, including freedom of speech, human rights, holding of elections, state administration and others. 

This is reflected also in the reports by various international rights watchdogs, such as Freedom House, Reporters Without Borders, Transparency International, and others.

The role of institutions, good governance and rule of law are matters of great consequence also for the competitiveness of national economy.

And much in this sense hinges on how far the government would be willing and ready to go in fighting the malady of all post-Soviet states -- corruption. 

Corruption is a single big area where the government, according to various NGOs and watchdogs, has been underperforming, despite the presence of a sound anti-corruption action plan.
 

Corruption has been singled out as the “most problematic” factor for doing business in Armenia, according to the GCR authors. In particular, the pollsters had asked respondents to select the five most problematic factors for doing business in Armenia from a list of 15 factors and rank them between 1 and 5. Thus, 17.5% of respondents mentioned corruption as a matter of the greatest concern, compared to only 5.6% mentioning policy instability and only 0.4% poor public health. This raises concerns about the role of institutions and rule of law, as well as the improvement of governance.  

In recent years, the annual corruption perception index of anti-graft watchdog Transparency International
 has shown no positive trend in changes in Armenian perceptions of corruption. The country is ranked 109th among 180 nations according to the 2008 index. 

The role of institutions is particularly important for a more equal distribution of any national welfare to be achieved in the future. Higher rates of economic growth, otherwise, remain inaccessible for a majority of the population and benefit only the elite minority. 

CHAPTER III. 

Experience of others
A large migration of the young able-bodied population, high rates of unemployment, balance-of-payment pressures, a low competitiveness of local firms internationally…

The comments above
 might as well be applicable to describe Armenia’s challenges, but they actually refer to the state of economic affairs in the 1950s-1970s in what would later emerge as ‘Celtic’ and ‘Nordic’ tigers

. 

Ireland and Finland are just two of the illustrative examples of how a relatively poor (according to European standards) country can transform into a competitive, dynamically developing economy due to switching to novel models of growth based on knowledge.

Both Ireland and Finland had gone through ups and downs until they found their own ways to the top of competitiveness.

After decades of underperforming, Ireland transformed itself into one of the world’s fastest growing economies in the 1990s. 

From 1987 until the end of the century Ireland’s economic growth (GNP) averaged over 5%. Between 1987 and 2003 unemployment fell from 17 to 4%.
 

Many researchers have pointed out that the case of Ireland is relevant to Armenia at least in two respects:

· comparable size (e.g. country size, population)

· many similar characteristics in the economy back in the 1970s (e.g. outward migration, small domestic market, inequitable wealth distribution, predominantly rural economy, growing regional disparities, low competitiveness of local business, high levels of unemployment and poverty, low GDP per capita compared to Europe, unexploited export potential to larger ‘near markets’.
  

The high productivity growth of Ireland’s ‘new economy’ in the 1990s was not least the result of progress in the Information and Communications Technology (ICT) sector, bringing about a higher potential output growth rate, lower unemployment, higher productivity growth and improved living standards.

On the other hand, Finland, a country comparable to Armenia at least by the size of the population and some similar economic characteristics in the past, such as outward migration, large dependence on the exploitation of natural resources and others, is also one of the best examples of technological transformation that has given the country a competitive edge in the 1990s. It took the country with a relatively small population only a decade to go from being one of the least ICT specialized countries to becoming the single most specialized one, with telecommunications giant Nokia as its locomotive.

At present, both Finland and Ireland are pretty high on the table of economically competitive nations. Remarkably, only a few years ago Finland topped the rankings for three consecutive years (2003-2005) outdoing the U.S. and other leading economies of the world according to the competitiveness index.
 

While there are obvious differences between the geographic, geopolitical, political and economic conditions at the start of the ‘breakthrough’ between Armenia and the above-mentioned two countries, their examples have been shown to clearly demonstrate that a small size and disadvantaged starting positions are surmountable obstacles in climbing the ‘competitiveness ladder’. 

As far as the competitiveness scale is concerned, it should be said, however, that comparisons between nations on their competitive scales according to the GCI are usually unproductive or barely productive unless these nations compete according to their peer groups. 

Unlike Finland and Ireland, Armenia, along with most other newly independent nations of the post-Communist bloc, is in the bottom group of nations according to the stage of their development. 
Finland and Ireland, both members of the European Union, might belong to a different ‘league’ now, but both are useful example for Armenia, as ‘role models’ rather than ‘real comparators’, to see how they developed over time and what helped these nations pull themselves up into the top division.

A small industrialized country
 with a standard of living ranked among the top twenty in the world, Finland was, at the beginning of the 20th century, a poor agrarian country with a GDP per capita less than half of that of the UK and the U.S., world leaders at the time in this respect.
 

Deprived of vast natural resources, Finland had relied on large forest reserves as the main driver of its trade. 

Fred Singleton calls it ‘remarkable’ that “the expansion of the economy of this small country situated away from the main routes of world trade and lacking many of the sources of fuel and raw materials necessary for modern industry has been export-led.”

But the success of the Finnish economy during the period from the 1960s to the 1980s was arguably not sustainable. 

In a similar way to Armenia, Finland enjoyed prosperity largely due to the forest industry but had its worst depression in the postwar period between 1990 and 1993. Then, its GDP shrank by more than 10%, while unemployment soared from 3.2% in 1990 to 15.4% in 1995. In addition, the share of exports of GDP, which had already declined during the 1980s, dropped to 22% from its peak of 33% in 1981.
 

One of the factors that naturally contributed to the crisis of the 1990s was the collapse of the Soviet Union – Finland’s biggest trade partner in timber and related industries as well as supplier of fuel. (This to some extent resembles the loss of markets and trade links suffered by Armenia in the period after the disintegration of the Soviet Union in 1991).

Since then Finland has undergone tremendous change becoming an economy conducive to sustainable development.

In a recent piece of research, Gerd Schienstock refers to Finland as proof that ‘despite the main assumption of evolutionary economics that techno-economic change is path dependent, suggesting some kind of gradual development, Finland demonstrated that countries can undergo fundamental transformation processes within a relatively short period of time.’
 

The rapid transformation of Finland during the 1990s is characterized as a change from a natural resource-intensive to a knowledge-based economy.

Schienstock shows that the cluster of Finnish companies involved in the forest industry had concentrated more on exploiting existing technological knowledge than on exploring new knowledge, which, he argues, ‘can lock the economy of a country into an inferior option of development and may in the long run result in a loss of competitiveness and in a retarding economic growth.’
 

Finland experienced an impressive recovery when it switched to a new development path based on the knowledge-intensive ICT cluster. The share of electronics and electrical equipment of total exports grew from 10 to 29 percent in 1999, outperforming the paper industry, which had for decades dominated Finnish exports. In addition, the ICT cluster showed growth rates of up to 25% each year with the telecommunications industry growing by 35%, while the paper industry grew by only 1.6%. Within a few years, Finland became the world’s most specialized country in telecommunications. Also, the employment rate improved to about 68% in 2003 with the highest growth rate in the ICT cluster. Unemployment, on the other hand, dropped to about 9%, which is below the European average.
 

Schienstock suggests that the competitiveness of the Finnish ICT cluster is due to several factors, including: corporate specialization in telecommunications, the core company as a key global player and a network of SMEs closely cooperating with the core company, high R&D investments and close science-industry cooperation, techno-organizational modernization, a highly educated workforce and a focus on firm-centered innovation policy.

Remarkable was the role of the government in this transformation. The Finnish government had changed its policy orientation from an investment-oriented, short-term macroeconomic policy into an innovation-oriented, long-term microeconomic policy. Finland was actually the first among the OECD countries to adopt the concept of ‘national systems of innovation’ as the basis of its policy, stressing the importance

of a systemic transformation process. 

The application of a ‘national system of innovation’ as a model of economic development stressing the interrelationship between various actors involved in innovation processes required a closer link between the science system and the economy to enable intensive knowledge flows, which also triggered major restructuring processes within the science system. 

Another classic example of a relatively quick and effective transformation often cited by researchers is Ireland. This country was suffering from a poor performance of indigenous industry, high unemployment and migration rates but managed to overcome its lack of competitiveness and eventually rise to a qualitatively new level through a gradual opening of its economy to trade and direct foreign investments which later was shored up with the application of new technologies.
 

Ireland saw quite strong industrial growth in the 1960s and 1970s, but native Irish-owned industry was not successful in developing exports, while at the same time it was quite rapidly losing domestic market share to competing imports as the protectionist measures employed in the 1930s-1950s were dismantled. In this context, there was no employment growth in indigenous industry between the mid-1960s and the end of the 1970s. Then in the period 1980-1988 its employment fell sharply by 22%, as a result of continuing heavy dependence on the domestic market, a continuing rise in competing imports, and a much weaker trend in domestic demand. Thus, until the mid-1980s, indigenous industry had a poor competitive record under free trade conditions.

The ‘Celtic tiger’ emerged, however, when Ireland began to invest in education and R&D infrastructure in the 1980s, followed by drastic policy changes beginning in 1987. To complement its top-down policies, Ireland instituted pragmatic bottom-up programs --regional partnerships to mitigate high unemployment and a program to expand national supplier linkages from FDI.
 

Ireland’s current economy (also benefiting from EU membership) can be described as modern and trade-dependent with growth averaging 7% per annum in 1995-2007.

Advances in science and technology have had a significant impact on virtually all aspects of Irish society and economy and have, compared with growth in domestic services, underpinned much of the increased prosperity of recent years. Ireland is a leading exporter of high-tech products
 and services for global markets and, through developments in information and communications technologies, is also a major hub for global electronic commerce and knowledge-based activity (with computer giant Dell as the flagship company).
 

Under the Irish Action Plan for promoting investment in R&D until 2010, to achieve excellence in research and development Ireland expects to have business investment in R&D reaching €2.5 billion (or 1.7% of GNP) by 2010.

Ireland and Finland are good examples for a long-term vision, as is Estonia
, which achieved its breakthrough not least due to an innovation approach and currently enjoys an EU member status. 

Estonia, which joined the EU in 2004, has made rather good progress in step-by-step launching of different innovation programs. 

Since 2000 the innovation policy implementation in Estonia has been centered on the support in high-tech start-ups (university spin-offs) and R&D capable businesses. In 2004 the fostering of long-term cooperation between enterprise and research sectors became active with the launching of the Competence Centres Programme. In 2005 the focus expanded to a wider range of enterprises and infrastructure development. The Innoawareness programme and the pilot of an Innovation Audit programme both have been focused on increasing the innovation awareness among a wider range of enterprises rather than only high-tech companies. The other focus of innovation policy in Estonia is infrastructure development. The R&D infrastructure development programme was launched in Estonia in early 2005.
 

Several other equally important factors have contributed to the transformation of especially the Finnish and Irish economies. 
First, especially in the case of Finland, was the development of a corporate culture with strong leadership, especially in Nokia; since there was little corruption and strong rule of law, the main leaders were able to push through their vision and changes, reward themselves substantially and train up a wider cadre of managers, says John Lloyd, Director of Journalism at RISJ in Oxford and a contributing editor to the Financial Times. 

He adds: “In Ireland, a new entrepreneurial class began to appear in the 60s: and the success of companies like Ryanair and Independent Media reflect that, and the careers in the UK and the US of Irish business people like Chris Haskins are also testimony to that: Ireland had a tiny senior business class for much of the post-independence period, and business was heavily regulated and state dominated, as well as being culturally suspect.”
Second, in Mr Lloyd’s view, the importance of being within the Scandinavian area for Finland and of having the UK as a neighbour for Ireland were very large. “It meant no conflicts (the terrorist campaign in Northern Ireland is a partial exception, but it didn’t really affect the Irish take-off); markets – especially for Ireland, in the UK; examples; and investment.” 

(Estonia, in turn, hugely benefited from Scandinavian, especially Swedish, assistance; a European tradition, albeit weakened; and a strong link with Finland, with mutually comprehensible languages.)
Mr. Lloyd, who also has been East European Editor and Moscow Bureau Chief for the FT, says Armenia has a big neighbour (i.e. Russia) which “doesn’t practice the rule of law in business, has invaded Georgia and has still a quasi-colonial attitude to the CIS (or a majority of post-Soviet states).” 

Still, one common feature of all relatively small-sized economies that managed to achieve a high degree of transformation is that they all paid great attention to knowledge and innovation. And while Armenia may be classed as a country that needs to work on its efficiency now, moving towards a benchmark can only help achieve the goal sooner. Therefore, the current research (as seen in the following chapter) suggests dwelling on a long-term vision for Armenia’s competitiveness based primarily on science, knowledge and sophistication.

CHAPTER IV.  

Room for improvement.
“Some people do not realize that a knowledge-driven economy affects them: they think it is only about the new creative industries and their further reaches of high-tech business, and not relevant to traditional manufacturing and services. This is a fundamental misunderstanding of the coming reality…”

Throughout history nations have competed in various fields to be stronger and better and eventually more prosperous. 

Innovation (such as in technology and forms of organization
) is often singled out as a factor which plays a central role in the competitiveness and long-term economic prosperity of nations at the current stage of their development. 

The history of advanced nations in the last century and a half can be conventionally divided into several periods according to factors influencing prosperity: 

· (1840s-1890s) the age of steam power and railways;

· (1890s-1940s) the age of electricity and steel;

· (1940s-1990s) the age of mass production (Fordism); 

· (1990s –present) the age of microelectronics and computer networks.
  

The high-tech age as many call it is not restricted to information technologies or data transmission as is believed by many. 

The information age implies that while it has become easier to acquire, store and transmit data through information highways and digital networks, it also requires more effort on research and development to sustain and advance the existing technologies. This also implies such new challenges as lifetime education and training to keep up with the pace of technological change. (Example: Singapore)

It is argued that globalization acts as an accelerator of the demand for higher value-added goods and services created by more sophisticated, more discerning, and better educated consumers and businesses – the main drivers of a knowledge economy.

Technological advancement has been a key to success in many economies which are currently believed to be knowledge-based or science-intensive, including the present-day Finnish and Irish economies. 

According to Krugman, economic expansion represents the sum of two sources of growth: increases in ‘inputs’ and increases in the output per unit of input. Regarding the latter, he writes: “Such increases may result from better management or better economic policy, but in the long run are primarily due to increases in knowledge.”
 

The need to develop a more knowledge-based and knowledge-driven economy has been emphasized by the government of Armenia for many years as the only possible way forward for the country lacking vast natural resources to exploit. However, Armenia’s performance in scientific and applied research (or R&D) and innovation has remained poor since independence. Moreover, it is the ability to turn knowledge into new commercially valuable products and services that determines a truly successful knowledge-based economy. 

Armenia was a major hub for science, research and high-tech production in the former USSR, with 25,000 scientists and engineers in 1990. In the mid-2000s the number of scientists in Armenia had reduced by more than four times and most of those specialists were involved in international research projects.

Until recent times innovation did not sufficiently feature on the government policy agenda and no sufficient incentives were provided to promote R&D and cooperation between the private sector and science institutions. 

In December 2000, the Armenian Parliament adopted the Law on Scientific and Technological Activity aimed at regulating interrelations between R&D performers, state bodies and R&D outcome consumers as well as outlining general principles for the formation and implementation of state policy in the field of scientific technology (S&T). To improve policy-making and achieve better coordination in the field of S&T, in October 2007 the government made a decision to set up the State Committee of Science which was empowered to execute an integrated S&T policy in the country.
 

But even now research and innovation attracts insufficient state funding to be able to show any major performance. The 2009 state budget allocates for education as a whole 126.9b AMD (approx. US$ 416m), which is about 13% of the whole state budget. However, only 8.3b AMD or 0.85% of the whole state budget is earmarked for science and research proper.
 (No precise data is available on investments by private sector companies into the sphere of R&D and innovation.) 

The experience of other nations described in the previous chapter clearly demonstrates that even a small nation like Armenia can find its place on the world’s economic map by virtue of developing a fundamentally new knowledge-based environment with emphasis put on education, science and R&D.

Yet, as Porter suggests, “each nation faces its own unique set of issues as well as its own opportunities and constraints in dealing with them.”
 

Porter’s famous model for competitiveness, or the so-called ‘diamond’, represents a competitive environment faced by firms. But it is also suitable for use by governments to improve the national platform for competitiveness. The elements of the diamond include:

• Demand conditions;

• Factor conditions;

• Strategy, structure, and rivalry within industries;

• The cluster of related and supporting industries; 

• The influence of government (and sometimes chance events) on the above.

While classical theories propose that comparative advantage resides in the so-called factor endowments, such as land, natural resources, labor and the size of the local population, Porter argued that a nation can create new advanced factor endowments, e.g. skilled labor, a strong technology, knowledge, etc..

Among the ingredients leading to a national comparative advantage Porter also mentions ‘pressure on companies to innovate and invest’. 

Paradoxically, according to Porter, local disadvantages in factors of production, such as labor shortages or scarce raw materials, force innovation and new methods, leading to a national comparative advantage. Equally, local rivalry also puts pressure on firms to innovate and improve. 

It is crucial in understanding this theory that Porter’s diamond works as a system and the effect of one point depends on the other. Example: factor disadvantages will not lead firms to innovate unless there is sufficient rivalry. 

It is worth mentioning here that Armenia ranks very low (only 132nd among 134 covered nations) according to ‘Intensity of Local Competition’ and ‘Effectiveness of Antimonopoly Policy’ in the 2008-2009 GCR. 

Additional perspectives on the ‘competitiveness diamond’ suggest that the need for innovation generates at the ‘top’ of the diamond, since competitive businesses and industries are good at understanding customer needs, and innovating to continually provide more value to the customer. As a direct result of this, through constant improvements in strategies, the best businesses are able to continually increase their productivity, hence their competitiveness. Companies with resource-driven strategies tend to focus on factors of production, particularly costs. They compete and invest at the ‘bottom’ of the diamond, and continually lose position vis-à-vis customer-oriented companies. Worse, governments in search of job creation or otherwise adopting old models of economic development, also tend to invest in the low end of the diamond, e.g. attracting labor-intensive investment.

This competitiveness paradigm shows that in order to make sizeable gains in competitiveness, businesses and supporting government action in the microenvironment need to strive for the ‘top’ of the diamond. 

Porter, nevertheless, assigns a role to the state in promoting company sophistication. He writes: “Stimulating improvements in science and technology is a widely acknowledged role of government. Research and development cannot be left solely to firms because the benefits to the national economy exceed those to individual firms due to spillovers.”
 

The role of the government in the model can be summarized to the following:

· Encourage companies to raise their performance, e.g. by enforcing strict product standards.

· Stimulate early demand for advanced products.

· Focus on specialized factor creation.

· Stimulate local rivalry by limiting direct cooperation and enforcing anti-trust regulations.

However, Porter warns that in the case of developing countries, ‘demand conditions’ are generally not advanced. He argues that sophisticated demand conditions do not become an advantage until the third, innovation-driven stage of development. 

Porter also makes a strong case for clusters. While he says that clusters often emerge and begin to grow naturally (such as Silicon Valley or the concentration of mechanical firms around Modena, Italy), he also argues that ‘government policy has an important role in nurturing and reinforcing clusters once a cluster begins to form.’
 The best suggested way for governments to do that, according to Porter, is through investments to create specialized factors, such as university technical institutes, training centers, data banks and specialized infrastructure.

In a recent research on Armenia’s economy entitled ‘The Caucasian Tiger
: Sustaining Economic Growth in Armenia’
 the authors dwell on a knowledge-based economy model as a way forward for Armenia.

They define a knowledge-based economy as one where ‘organizations and people acquire, create, disseminate and use knowledge more effectively for greater economic and social development.’ This requires the following: 

· An economic and institutional regime that provides incentives for the efficient creation, dissemination, and use of existing knowledge. 

· An educated and skilled population that can create and use knowledge. 

· A system of research centers, universities, think-tanks, consultants, firms and other organizations that can tap into the growing stock of global knowledge, and assimilate and adapt it to local needs. 

· A dynamic information infrastructure that can facilitate the effective communication, dissemination, and processing of information.
 

And so, what are the few main obvious sources for knowledge for Armenia?

According to the same authors, Armenia is distinctive in having the following basic qualifications: 

· An intense flow of energetic, motivated individuals who value knowledge and higher education.
 

· A large stock of highly educated people (yet with largely obsolete specialized skills.)
 
· A large and entrepreneurial Diaspora. 
On the downside are:

· Weak local entrepreneurship. (Clusters and value chains are not developing… Entrepreneurs and policymakers alike do not appreciate (and hence do not seek to improve) the value of intangibles such as brand names, business reputations, marketing and managerial skills, networks, etc.). 
· Fragmentation of the policy debate. (Traditions of collective action and public-private partnerships are also weak).

Due to its diversity and well-established nature, the worldwide Armenian Diaspora represents one single biggest source of knowledge and potential for creating knowledge. With the availability of a clear strategy and formulated action, the Diaspora may prove a considerable source for investment into R&D in Armenia just as it is now indispensable for such science-intensive spheres as IT in facilitating contracts, connections and business partnerships in the U.S. and Europe.
 

At present, the Armenian government has a sense of the mammoth tasks it is facing and is declaring its readiness to implement various projects to take the country further to the technological stage of development. 

Education reforms, including accession to the Bologna process
, a presidential foundation for scholarships to students who manage to get into the world’s leading colleges
, prioritizing the IT sphere on the state level
 and appreciation of the need for switching to e-government create a good basis for further steps towards achieving the goals of transformation.

Given the huge importance of the government role in creating proper conditions for private sector company development, it is safe to say that the strategic choices made by Armenia’s state executives largely determine the outcomes for businesses and enterprises involved in operations within Armenia and those with potential interest in Armenia currently operating outside.

The law recently enacted by the president of Armenia on the establishment of an all-Armenian bank fits into this pattern of choices. The main declared goal of the bank is rendering assistance to the strengthening of the Diaspora potential based on knowledge and competition that should be entirely aimed at increasing the competitiveness of the whole Armenian nation at the international market. The Bank will operate outside Armenia and finance projects submitted by representatives of the Armenian Diaspora.
 

Roads, internetization, better telecommunications infrastructure and quality of service, re-skilling of personnel in key sectors remain priorities for Armenia in achieving far-reaching goals of competitiveness.

Armenia is currently on the way of contracting more foreign debts, mainly in the form of stabilization loans from Russia, the World Bank, China, and others.
 With all the risks involved
, it also offers a good opportunity to channel the money into ‘good business projects’, including stimulation of small and medium-sized enterprises – a widely declared goal of the government. 

The recently effected switch to the new preferential GSP+ (General System of Preferences Plus) regime (including 16 countries) enables Armenian producers to export a large number of names of products to European Union markets. The regime is effective until 2011 and is expected to encourage trade of ‘Made in Armenia’ goods to the EU.

This also offers an area of interest for investors and may generate a new government approach to the stimulation of local manufacturing.

In the case of Armenia, any talk of building a more competitive economy inevitably leads to the discussion of the current state of the country’s involvement in regional cooperation. 

With the lack of diplomatic relations with two of its four neighbors, Armenia experiences isolation from the bulk of regional trade and projects of potential benefit to its economy.

The current administration shows a high degree of understanding that a ‘regional détente’ will lead to greater regional cooperation and trade. Also, settlement of interstate relations will in the long run help diversify interstate transport infrastructure (in addition to such plans as building an Iran-Armenia railway
) and especially energy and fuel supply routes.

Opening the border with Turkey and a prospect of Turkey’s further integration with the European Union may in the long run improve Armenia’s chances of better access to European markets.
 It is at this (currently hypothetical) stage that the competitiveness of Armenian firms will get its first major trial.

It is argued that while some economic sectors in Armenia may suffer because of the re-opening of the border with Turkey, in general it will beneficial to Armenia’s economy and society.

CONCLUSIONS

We started with the presentation of Armenia’s current positions according to the Global Competitiveness Index highlighting some strengths and weaknesses of the nation in terms of its competitiveness.

Over the past several years Armenia has made little progress in the rankings, which brings about the need for a strategy to close the gap with competitor markets in the region and on a more global scale.

While there is a certain degree of skepticism about how objective and correct the Global Competitive Report and its index and other similar studies are, it is obvious that Armenia must try and improve on the rankings, because in the final analysis it is reports like these that, apart from other things, give countries better credibility and attractiveness in the international arena.  In other words, moving towards enhancing competitiveness that is correspondingly reflected in the country’s internationally rated standing is killing two birds with one stone. 

In this paper we have established that the economic competitiveness of a nation is affected, to some extent, by its path (past?) and numerous constraints in the present. While it is true that every nation has to explore its own way to prosperity, it is also beyond doubt that future progress and therefore the degree of competitiveness depend on a series of strategic choices to be made by societies and their governments.

We have arrived at the conclusion that competitiveness and increasing efficiency and productivity are necessary for Armenia especially at this period of its development. The continuing global economic crisis has slowed down Armenia’s economic growth hitherto mainly driven by Diaspora investments into construction and services and migrant worker remittances that kept consumption on a fairly high level. 

This is yet another signal for the government to start realizing in earnest its long-declared goals of converting to a knowledge-driven and knowledge-based economy in which science-intensive sectors become priorities. 

Competitiveness, as has been shown, is not only about market size or vast resources and riches at a country’s disposal. It is in equal measure how the country makes the best use of what it potentially has. 

For Armenia, which lacks vast natural resources and therefore cannot offset its low labor productivity with relatively cheaper exploitation of natural resources, moving towards a more knowledge-driven economy appears to be a natural choice. IT is one of the spheres where Armenia may prove competitive on the global scale and in which it may strive for ‘uniqueness’ in the long run.

Putting the country on a more technological footing, however, requires government and private investment in science and research for the purpose of increasing the efficiency of output for production and increasing labor productivity in the medium term. This represents a particular area where the accumulated potential of the Diaspora may become indispensable both in terms of existing knowledge and expertise and Diaspora investment in future R&D. 

But the potential for further advancement is likely to be sought in generating further interest in information technologies and emerging innovations as well as stimulating a local search for progressive ideas of upgrading production. Establishing a solid link between education, science and production is equally vital in this sense.

Porter’s diamond model implies that the government can encourage innovation in the private sector by raising quality standards and improving quality control, leading to better company sophistication and eventually competitiveness of domestic firms on the regional and world levels. 

A transformation into a regional powerhouse of ‘knowledge’ is impossible without investments into education, modernization of infrastructure, such as roads, communications, internet access, as well as conducting foreign policies to the benefit of better regional cooperation and trade and better access to international markets. 

A further improvement of democratization, a genuine separation of the branches of power supported by sustained practice, a drastic improvement in the standards of holding elections and other democratic and institutional reforms are essential in providing an environment for businesses that is secure and immune to political upheavals and therefore conducive for longer-term planning and investment. A better practice of legislation, better state governance and administration and action against corruption are equally essential, as is stimulation of local production needed in the medium-term to create opportunities for Armenia to compete with neighbors in the region. 

The talk about the need to curb further emigration proved almost unnecessary when the economic crisis of late 2008 – early 2009 meant that a considerable portion of such workers might actually return. It turned out that the government would rather see them continuing to work outside and wiring money back home on a regular basis.

The government has failed to use the period of relative stability and growth to create conditions for once ‘exported labor force’ to expect and therefore seek decent jobs domestically. 

The prospect of a gradual resolution of geopolitical tangles implies that Armenia is likely to re-rally its diasporas around focal issues of building up the country to become home to all Armenians, not only in word, but also in deed. The homecoming of ‘new’ Diasporas may serve more purposes than one – including the purpose of providing a better cohesion in society. 

Overall, competitiveness is a multi-dimensional phenomenon that cannot be downsized to several dozen pages and requires constantly updated research to understand what particular aspects of policies can have the maximum effect on improved competitiveness for a given nation at a given period of time.

The constantly ongoing ‘competitiveness’ contest will only intensify once the world comes out of the current downturn and therefore it is of vital importance for Armenia to gain steadier ground before the major runners quicken their pace again.

With the rapid course of developments in the South Caucasus region (such as fence-mending diplomacy or emergence of new dividing lines) proceeding against the backdrop of a major global economic recession, it is clear that time is running out for Armenia to make major decisions regarding its future strategic choices.
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