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1. Introduction

Armenia has a vibrant entrepreneurial environment where it is relatively easy to start a business.
In addition, administrative burden associated with tax payments are decreasing. However,
Armenian small and medium-sized enterprises (SMEs) face difficulties in accessing finance,
exporting internationally and improving labour productivity.

The global pandemic, combined with the policy decisions taken in response to it, have
significantly impacted Armenia’s economy. In 2020, Armenia’s GDP dropped by an estimated
7.1%?%'. Several sectors experienced a particularly sharp downturn in economic activity. Most
notably, the GDP of the accommodation and food services sector dropped by 45.5% and in the
transportation and storage sector it fell by 27.5%. In contrast, the information and
communication sector performed strongly in 2020, with GDP growing by an estimated 10.7%.

SMEs play a particularly important role in the ‘non-financial business economy’ of Armenia. In
2019, they generated 65.4% of value added and 69.7% of employment, exceeding the
respective EU averages of 53.2% and 65.0%. However, the average productivity of SMEs,
defined as value added per person employed, was only EUR 12 600 in 2019, far below the EU
average of EUR 42 600. SMEs in Armenia employed an average of 3.3 people, slightly fewer than
the EU average of 3.7.

The SME Performance Review monitors SME-related developments across the EU.
For more information: https://ec.europa.eu/growth/smes/sme-strategy/performance-review_en



https://ec.europa.eu/growth/smes/sme-strategy/performance-review_en

Figure 1: Number of enterprises, persons employed and value added in 2019

Number of enterprises Number of persons employed Value added
Armenia Armenia Armenia
Micro 69 574 93.1% 93.3% 95 368 26.9% 29.6% 1.125 23.7% 18.7%
Small 4 260 5.7% 5.7% 79 600 22.5% 19.7% 1.017 21.4% 17.0%
M:fzi:('i“' 740 1.0% 0.9% 72034  203% | 15.8% 0.966 20.3% | 17.3%
74574 99.8% 99.8% 247 002 65.2% 3.108 65.4%
Large 135 0.2% 0.2% 107 360 30.3% 34.8% 1.647 34.6% 47.0%
Total 74 709 100.0% | 100.0% 354 362 100.0% 100.0% 4.755 100.0% 100.0%

Source: These data are based on data provided by the Statistical Committee of the Republic of Armenia. The data cover the 'non-financial
business economy', which includes industry, construction, trade, and services (NACE Rev. 2 sections B to J, L, M and N), but not enterprises
in agriculture, forestry and fisheries and the largely non-market service sectors such as education and health. The following size-class
definitions are applied: micro firms (0-9 persons employed), small firms (10-49 persons employed), medium-sized firms (50-249 persons
employed), and large firms (250+ persons employed).

2. Key strengths

It is relatively easy to start a business in Armenia

The country performs especially well in indicators related to starting a business. According to the
World Bank’s Doing Business index, Armenia ranks 10th among 189 countries in this area. Starting
a business in Armenia only takes 4 days - significantly below the EU average of 12 days - and
requires only 3 procedures - 2 less than the EU average. Paid-in minimum capital is not required
to start a business?.

In addition, it takes only 8 days to register property — against an EU average of 27 days — and the
cost to do so is significantly below the EU average?3.

Armenia has a vibrant entrepreneurial environment

The country has doubled the EU average in terms of total early-stage entrepreneurial activity, both
in general and for female entrepreneurship. Approximately three out of ten Armenians intend to
start a business in the next 3 years - a share also close to doubling the average for EU Member
States®.

Indeed, these strong indicators are sustained by Armenians perceiving entrepreneurship in a very
favourable light. Armenians hold some of the most favourable views towards starting a business
and the most favourable in the Eastern Europe region® - 87% of Armenians consider
entrepreneurship a desirable career choice, almost 30% above the EU average. 73.4% of those
surveyed agree that successful entrepreneurs enjoy high status and respect in the country®.



Administrative burden associated with tax payment is decreasing

It takes Armenian businesses 264 hours a year to pay taxes - 91 hours more than the EU average.
Although there is still significant room for improvement, the number of hours has fallen steeply
over the last decade’.

Figure 2. Payment of taxes (number of hours per year)
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Source: World Bank’s Doing Business, 20208

Furthermore, in 2020 the country introduced a simple and favourable tax regime for micro and
small businesses, as well as for businesses in the IT sector, aimed at reducing the tax burden as
well as the administrative burden linked to tax payments. Businesses with annual sales of less
than AMD 115 million (approximately EUR 183 300) can qualify for this tax regime. These
businesses can take advantage of a special tax regime that substitutes corporate income tax (CIT)
and VAT - currently 18% and 20% respectively — with a turnover tax ranging from 1.5% to 5%.
Micro-businesses, defined as businesses with annual sales of less than AMD 24 million
(approximately EUR 41 400) are exempt from CIT and VAT®.

3. Key challenges

Access to finance remains one of the main issues limiting SME development

According to SME Financial Forum Centre data, SMEs in Armenia suffer from a financial gap of
10.8% of GDP. Overall, 37.62% of Armenian companies are experiencing financial limitations - a
comparatively high ratet°,

According to the OECD’s SME Policy Index 2020, difficulties experienced by SMEs in obtaining
credit from financial institutions are related to credit history requirements or the lack of access to
the required collateral'?.



Traditional bank loans continue to be the predominant form of financing in Armenia, as other
funding options - including government funding and alternative finance - are very limited'?.
Business angel funding for new and growing firms is also below the EU average?3.

Figure 3. Availability of business angel funding for new and growing firms (1-5)
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Measures to improve access to finance for SMEs is expected in the coming years, as the
government recognises this is one of the four key issues requiring action under its SME
Development Strategy 2020-2024 (®ngn W dhghlu dGnUwnlwwnhpnipywl quinqugdwl 2020-
2024)%,

The labour productivity of Armenian SMEs is well below the OECD average, and
significantly below that of large companies

The value added generated annually by the average SME employee in Armenia is almost 2.5 times
lower than the OECD average!®. According to Armstat data, productivity in SMEs is 30% lower
compared to large companies on average?’.

This is also recognised as a key challenge in the SME Development Strategy, which aims to reduce
this gap through measures to improve SMEs’ technological capacity. The government aims to
achieve average annual growth of 3.9% in productivity until 202418,

Armenian SMEs are lagging behind in internationalisation — especially in exports

Armenian SMEs face a number of barriers in accessing export markets, such as low productivity
and competitiveness, associated costs in logistics and marketing, and limited awareness of
exporting procedures.

Approximately 1 out of 4 Armenian SMEs (27.4%) is engaged in foreign trade. However,
participation is closely linked to SME size - only 26% of micro enterprises export or import
compared to 51% of medium-sized companies.

There is also a clear imbalance in terms of exports/imports - this is reversed only in the case of
high-tech industries. Only 6.2% of SMEs are engaged in exporting activities. However, the number
of importing SMEs is nearly four times higher. Only 16% of SMEs engaged in manufacturing export
their products, while the number of importers in this sector is almost twice as high (31%).
However, for high-tech industries, the share of exporting SMEs grows considerably (45%) and
surpasses the share of importing SMEs (22%)%°.



Ensuring international market access for SMEs is also one of the four key issues for SME
development identified by the SME Development Strategy. Accordingly, actions to help SMEs
access to markets are expected in the coming years?°,

4. Other key SME-related brief insights

IMPACT OF Armenian SMEs were significantly affected by the COVID-19 crisis during
83\&3‘22 CRISIS 2020. Additional requirements to prevent COVID-19 outbreaks increased

the cost of doing business in many sectors — affecting SMEs in particular
due to their more limited resources®'. The government launched several
support measures targeting SMEs, mainly in the form of grants,
lending/refinancing and other financial support, as well as some other
measures directed in particular at the tourism, transport and grape
processing sectors.

GREEN According to the OECD SME Policy Index 2020, Armenia performs below
TRANSITION OF the Eastern Partner Countries’ average in the green transition of SMEs.
SMES . .
Some measures to tackle this issue, such as loans with green and
environmental components, are in place?’. The SME Development
Strategy proposes additional awareness-raising measures.

REGULATORY According to the Global Competitiveness Report, Armenia performs

BURDEN better than the EU average in terms of burden of government
regulations®. In addition, an in-depth assessment of the current
administrative burden and the development of a package of solutions are
expected as part of the SME Development Strategy?*.

)
@

DIGITALISATION Accordieg to a World Bank survey, the edoption o.f digital technologies

OF SMES and digital business models by Armenian SMEs is lower than the EU
average. Only 4% of Armenian SME managers say they were familiar with
the use of sophisticated IT tools?>. However, a digitalisation strategy for
2020-2025 was being prepared during 2020 and is expected to be
published soon?®.
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