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Abstract
The topic of the paper has been chosen in order to introduce to the reader the impact of expanding trade and the impact of globalization on a small regional state. The analysis is interesting due to economic development tendencies in Armenia from 1991, when the USSR collapsed, until the economic tendencies taking place today. Armenia, recovering from a ruined economy that the country faced immediately after the USSR’s dissolution, became a new, modern and independent state shortly thereafter. Although, it had numerous problems to resolve it still had a strong potential of taking the leading position in this region. 

Armenia passed through a difficult transition period, from the economy that was serving Soviet Union and being part of its huge and centralized economy to the economy that was suddenly left by itself. It was forced to reconstruct and recover its economy adjusting to new rules and modern trends in the global economy. Dealing with the poor economy and the centralized government system, Armenia, at the same time, had and still has complicated relations with its neighbors in the region that became one of the causes of slower development. However, new reforms and economic plans undertaken by the government under the supervision and cooperation of various international organizations facilitated the transition of the country into a democratic state with a market-based economy. 
The analysis of the economic development, the causes of hardships in the government and economic systems as well as energy plans and transition of financial institutions of the country are the main objectives of this paper. 
   Economic Transition in Armenia:
From Ruins to Prosperity

Table of Content

Introduction ………………………………………………Page 3
I. Armenia during the 1990s……………………….. Page 4
II. Armenia today …... ………………..……………... Page 8
a.)  Corruption

b.)  Financial/Banking Sector

c.)  Energy Sector

d.) Education System

Conclusion ………………………………………………. Page 15

Tables and Charts ……………………………………… Page 17
References ……………………………………………… Page 22
Introduction

Several years ago it was hard to believe that a small, regional, post-Soviet republic that was facing major problems in its economic, social and political life, and, moreover, being limited in natural resources, can be a promising regional leader today. This country, Armenia, was struggling for its identity for hundred years and during Soviet times was a major cultural, scientific and educational center on the south border of the Soviet Union, in the South Caucasus. Taking into consideration all the aspects of life in this region, our attempt in this paper is to show the causes of the stagnating and ruined economy that Armenia faced immediately after the collapse of the Soviet Union; the reforms that were intended to help the economy and country in general and naturally formed a path out from the difficult situation the country faced during the early 1990s. 

The main goal of the paper is to analyze the current situation in Armenia and the country’s potential, expanding trade, and globalization process that can be seen as a foundation for its position as the future regional leader. The paper will be divided into two parts: the immediate post-Soviet period and recent times in order to present a full picture of ongoing events. In the second part of the paper we will focus on several components of the economic transition and development of Armenia, such as its financial system, education, culture and energy sectors. The strategic importance of safety levels, political issues, transportation routes and gas and oil pipelines are at the top of issues in the region and are important for the analysis as well. Land disputes with Azerbaijan, the Genocide issue and economic blockade from Turkey definitely make trade relations and the regional political structure complex. On the other hand, the strategic situation of Armenia and its good relations with Russia and Iran gave it an opportunity for growth and positive outcomes in fighting poverty. It is especially essential in the view of the unstable relations between Russia and Georgia over the two breakaway regions, namely Abkhazia and S. Ossetia. Also worth mentioning are Russia’s plans to expand the oil pumps through the Caucasus region and its attempts to build railroads that will connect Russia with Iran. Iran has cooperated with Armenia in the energy sector since 1995 and the US sanctions toward Iran made relations only closer. These relations offered Iran “an opportunity to expand its economic and political influence vis-à-vis its major competitors in the region, Turkey and Russia”.
 

This paper will present economic reforms, modern situation and current plans of the country that will move Armenia towards prosperity. It is very important for this kind of small developing country to find its place in the highly changeable, mobile and globalizing world. The conclusion will present several options and solutions that would be proposed to maximize the opportunities to reach higher levels of economic development.

I. Armenia during the 1990s

The following sector will discuss the development of the economy in Armenia from 1991, when the USSR collapsed, until the modern economic tendencies taking place today. It represents an interesting turnover and transformation within this small regional state. Armenia became a new, modern and independent state shortly after the dissolution of the USSR. It recovered from a ruined economy that the country faced in the 1990s. Nevertheless, even taking into consideration the numerous problems that the country faces today it still has the strong potential of becoming the leader in this region. Armenia went through a difficult transition period, from the economy that was serving the Soviet Union and being part of its huge and centralized economy to the economy that was suddenly left alone and was compelled to fully rely on its resources. It went through a reconstruction period when the country recovered its economy by adjusting to new rules and modern trends in the global economy. Dealing with the poor economy and the centralized government system, Armenia, at the same time, had and still has complicated relations with its neighbors in the region Turkey and Azerbaijan that complicate further economic development.

The collapse of the USSR in the 1990s brought major economic crises to a number of regions and states that were a part of this centralized system. It affected Soviet republics that became independent states and Eastern Europe more than Western countries which, by that time, had gathered both strong economic and political confidence and powers. However, the world tendencies had changed and this change definitely had a strong impact on little and unstable, newly established governments that were trying to survive the political and economic collapse in their states. Armenia was one of those countries that was trying to find itself and its place in a new economic and political environment. 

Many historians and economists insist on two separate periods in post-Soviet history of Armenia, namely from 1990 until 1993 and from 1994 until 2002.
 The first period is obviously characterized by a deep crisis in the government system and represents an early transition period. The most essential crises were experienced in the economy generally and the energy sector in particular. This major crisis in the energy sector was the cause of another crisis, the collapse of the Soviet central planning system that Armenia, as we mentioned earlier, was obviously part of. Armenian enterprises lost their markets due to this drastic change. It is well known that the country was a major supplier of certain manufactured goods to the USSR, such as the “output of electronic motors and transportable electric plants” that were estimated to be “85% of [the] republic’s production for export”.
 At the same time, Armenia was and still is an energy importer and the collapse of the USSR put Armenia’s energy sector under big pressure and challenges, which meant at that time deterioration in terms of trade. The energy sector was fairly stabilized by the end of the 1990s due to energy reforms implemented by the government in 1995.
 A decrease in levels of living standards was also induced by the war with neighbor state Azerbaijan over the territories of Nagorno-Karabakh that was accompanied by blockades to trade. Despite having these territories brought under its control, these tense relations with Azerbaijan will nevertheless impact its economy unless the issue is settled completely. Consequently, development of relations between the two neighbors in economic and energy sectors is slow. 

All these aspects make obvious that Armenia, as well as other former Soviet republics, suffered several major shocks during the early years of its independence. The situation was also complicated by incorrect governmental policies that were implemented by the first president of Armenia, Levon Ter-Petrosyan, and his administration. There was a debate over the country’s economic policy “centered on alternatives between ‘shock therapy’ and ‘gradualism’”
 that should be chosen to lead the country in its transition from the Communist system to the free market economy. The preference was made in favor of a combined policy that included both “shock therapy” and “gradualism”. This policy was supposed to lead the country toward the development of the free market economy and attract foreign investment. Unfortunately, it was doomed to failure due to miscalculations, such as banking system and strength of the new national currency that represents the strength/weakness of the economy.
If we look at the second period it will be clear that the country gradually returned to its normal condition. The period is characterized by stable and continuous economic growth with high real growth rate with estimated of 13.4% in terms of GDP (chart 1). One of the most important steps made during this period were the implementation of economic and social reforms during 1998 and 1999 based on recommendations by international financial institutions. The new international experience and support stabilized the economy and made gradual movement toward economic growth and integration into the regional and world economy feasible. Few of these reforms included land reform, reforms in the tax system and financial sector, and market liberalization. Government transfers through both pensions and social assistance played a big role in a significant reduction of income inequality. On the other side, we can outline the close cooperation of the government and the Central Bank of Armenia that is essential as well. In order to maintain macroeconomic stability, tapping hyperinflation and controlling it at an acceptable level (chart 2), it was essential to have this cooperation as well as the fiscal adjustment, elimination of most budget subsidies, and the floating exchange rate of the national currency that was introduced shortly thereafter. It helped Armenia to stabilize the prices and reduce inflation “from 175 percent in 1995 to less than 1 percent in 1999.”
 These numbers show that the country gradually approached its normal condition and recovered from deep shocks. Cooperation with international organizations and foreign states during this period was highly important as well. Due to active cooperation Armenia managed to implement effective reforms and was able to address the major problems that needed immediate action. For instance, European assistance was provided to Armenia since 1991 and it amounted to more than 380 million Euros. Armenia and the EU implemented a number of projects. One of the major projects that the EU was concentrating on is the Tempus Programme. The main goal was to reform the higher education system and provide support in its modernization process. As a result, the Tempus “has funded 13 cooperation projects with EU higher education institutions”
 from 1996 until now that gave the country a new approach in the development of curriculum and university management. It is important to mention the principal donors in Armenia which operate in the country, together with the EU: the World Bank, the IMF, UNDP, USAID, and EBRD. There are also certain European countries, such as France, Germany, Greece and Italy that more actively participate in the further development of Armenia and are the most important donors along with the already mentioned institutions. All of them mainly concentrate on social and economic development, good governance, public administration and finance management as the priority goals. It is believed that Armenia in comparison with other CIS countries represents the most open economic model. It is ranked as the 28th most open economy in the world with a score of 2.26, outstanding in comparison with other countries in the region such as Georgia (rank: 68), Turkey (rank 85) and Azerbaijan (rank: 123).
 It also explains the country’s substantial economic growth since foreign investors view the economy attractive to start their businesses. 

The economic success and rapid growth that we observe during these two periods can also be explained by the other significant factor the inflow of external financing. Economists distinguish two main sources of Foreign Direct Investment that are “international and foreign assistance, mainly given as grants, concessional credits or loans”,
 that we briefly mentioned earlier, and the flow of non-official transfers that come into the country from the Armenian Diaspora and Armenians who live and work abroad; these transfers are estimated to be “approximately 7% of GDP of the country” and “approximately 8-9% of GDP”,
 respectively. This factor resulted in a decrease in the share of industry and increase the share of the service sector in terms of GDP. However, the percent of people engaged in agriculture still remained high during these years. Nevertheless, the statistic shows that both external financing inflows and stable growth reduced the share of agriculture to around 18% in term of GDP (table 3)  in the past five years. It reflects progressive development and modernization in the economic sector and refutes the notion of stagnation.
The mentioned growth, unfortunately, did not affect the unemployment rates and did not create more jobs on the labor market. Even more, the labor market was in bad shape with decreasing number of jobs, as estimated by the National Statistical Services. It still indicates the negative side of the new economic status of the country, but does not represent the only negative factor that has been recorded during these two periods. Other major factors are the “decline of productivity in the agricultural sector, constant ratio between productivity and wages in the nonagricultural sector”;
 low pensions, etc. It is worth mentioning that the capital of Armenia, Yerevan, was the only main region in which the development and economic growth in the country was concentrated. It is important to have balanced growth and movement towards stable economic conditions in all parts of the country as an essential part of any economic success, because otherwise it has a negative impact on the overall level of the country’s economic development.

Keeping in mind these weaknesses and holes in the economy, the government of Armenia developed several projects in cooperation with the World Bank in order to target these sectors of the economy and strengthen the grounds for further growth. As a result, the IMF and the World Bank provided funding to develop rural areas, reconstruct the roads and schools, and to improve the health care system. The main goal of these programs is to normalize infrastructure in the county so that levels of development between the capital and ‘marzes’ would not differ dramatically. At the same time, the World Bank announced that it also would focus future assistance in the country on poverty reduction efforts. As a result, on March 13, 2003, the World Bank approved the fifth Structural Adjustment Credit to the Government of Armenia in the amount of 40 million dollars. The credit was provided to assist the economic reforms programs, including the strategic program on poverty reduction.
 

New changes in government policies and tactics as well as foreign assistance created the grounds and favorable climate for the new economic growth tendency and stability that took place in recent years. This chain of reforms and changes improved the fiscal performance of the country and maintained the ability of the country to control the price stability and placed Armenia on the top position among the former Soviet republics as “one of the best performing economies”
 with annual growth over ten percent in the past few years (chart 1). 

One of the boosting factors for economic growth was accession into the WTO in 2003. This event was accompanied by a further price liberalization and privatization process. These factors all together facilitated and contributed to the economic development of Armenia that helped it to further integrate into the world economy. Together with economic growth Armenia attracted foreign companies and banks to invest into the country that will be discussed in more details in the following section. Consequently, the improvement has led to an increase of foreign direct investment. As a reward for stable development that Armenia had achieved, the European Bank of Reconstruction and Development cited Armenia as the most likely candidate among the former Soviet republics for accession to the European Union.

II. Armenia Today

The development of Armenia after 2001 can be described as a dramatic shift in its understanding of what place it occupies in the world and region itself. This period is characterized by economic boom and liberalization that is essential for attracting new businesses into the country. Armenia established the right programs and chose the right economic direction to develop to. Indeed, the economy and overall level of development in Armenia improved and became stable enough to attract foreign direct investments (table 4 and chart 6). Cooperation and trade agreement of the Partnership and Cooperation Agreement signed between Armenia and the EU is one of the examples of successful improvements inside the country. This and other factors influenced further expansion of trade agreement that became highly important and beneficial to trade and investments, financial and cultural cooperation, and overall for the economy. Nevertheless, there are still strong factors hindering further growth and development that should be solved. Corruption is one of those essential factors that “have caused the fruits of this growth to be concentrated in the hands of a relatively small segment of population”
 and the following paragraph will describe this phenomenon. 
a.) Corruption:

It is hard to evaluate the achievement of any system when it has structural weaknesses that shape the foundation and are the indicators of an unhealthy system. Corruption is one of those weaknesses that hinder and slow down the further growth and development, and to this day it remains the major obstacle for Armenia to fully integrate into the world economy. In order to bring some changes and move forward in democratization and liberalization processes it is essential to find the right path and follow it strictly. In this case, foreign creditors, economic partners and major international institutions (the World Bank, the EBRD etc.) believe reforms that are undertaken by the government since November of 2003 indicate major improvements in fighting corruption. That year a new anti-corruption strategy was introduced and the strategy of it represents “tree-year action plan with a number of measures to be implemented” and it includes, but is not limited to such actions as “the Harmonization of legislation; reforms on tax and customs administration and the judiciary; and public financial audit standards and a strengthened role for parliament in the audit process.”
 
Fighting corruption itself took a large stake that includes today participation of the government of Armenia and other states, such as the EU and the US. As a result this cooperation has led to a number of projects funded by the IMF and the World Bank to reorganize the tax system that is one of the central stumbling-blocks of the development process. The goal of this program was to increase tax collections and reduce tax arrears that eventually would help Armenia to reduce its huge current account deficit is estimated to be around $247.3 million (chart 8). 

b.) Financial/Banking Sector:

New changes in the tax system were followed by the reforms in the financial sector that occupies the central role in any state. New reforms in this sector included promotion of the competition and privatization process which created a healthy environment for private business and new business entities. Statistics shows that these updates to a system moved the country’s economy dramatically forward. Today Armenia attracts large financial, technology-oriented, investment firms and banks. They do not hesitate anymore to open their branches in Armenia and operate freely in the country, because the business environment in the country is more safe and stable. One of the examples of such business expansion is the opening of the Synopsis Corporation that is one of the largest computer programming companies that today successfully operates on the market and serves Western countries. It opened an educational center in Yerevan that concentrates on microelectronic schemes and systems. New reforms in the financial sector also brought a good incentive for Armenia to expand its trade relations with the main trading partners which includes the US, Russia and the EU (table 10).
The analysis of the reforms in this sector would be incomplete without mentioning another important sector that is an indispensable part of the financial sector. The following discussion will touch the main aspects of the reforms in the banking system that underwent fundamental changes. In order to succeed in establishing a new healthy environment for business and create strong and stable financial grounds for local and foreign business, it was essential to implement the reforms that would be acceptable both for domestic and international organizations. Thanks to international experience and support that Armenia received from foreign institutions, these balanced reforms were successfully implemented. As a result, it improved the overall condition of the financial and especially banking system in Armenia. The main laws governing this sector were introduced in 1993 and are the following: “the Law on Central Bank and the Law on Banks and Banking Activities”, as well as other laws that are relevant to the banking system, such as the “Law on Bankruptcy of Banks and the Law on Secrecy.”

New laws and macroeconomic policies were essential for a number of foreign banks to make the decision to settle in Armenia. There are different ways that exist for this process such as purchase of small banks and assets or simply opening of branches of the parent banks in the country. One of the major foreign banks in Armenia is HSBC. It has the largest number of assets and deposits, which gives it an advantage over the local competitors because of the access to cheap funding provided by its parent bank and also the amount of local deposits the bank holds. Other banks operating in the local Armenian market are VTB (Russia) and Raiffeisen (Austria) banks.  Both banks plan to merge their local operations that will give them good incentive to go head-to-head with domestic banks (Ardshininvest Bank, Armekonom Bank) and with the foreign leader of the domestic market (HSBC). 
As we can see, the mentioned aspects represent good indicators of the country’s level of development and post-Soviet achievements that eliminate monopoly in the country and provide healthy competition. It illustrates that the transformation of Armenia’s economy towards a market-based economy goes successfully, although some impediments continue to exist. It is estimated that “the country’s GDP has more than tripled in dollar terms”
 during these years. The growth rate since 2000 made up 11.5%. It is worth mentioning that banks in Armenia are in robust health and well-capitalized, which is outstanding in comparison with other CIS countries and the norms in those countries. Such a fast adjustment of the system to new reforms and their outcomes can also be explained by another factor that boosted this sector. During these years Armenia was and still is engaged in the ICT (Information and Communication Technologies), and its Business Incubation Project, funded by the World Bank, the main goal of which is to train new companies in business management and marketing. It became invaluable for companies in determining their future policies, taking into consideration the market development tendencies that would eventually help them to enter the financial and foreign markets. This project that carries in its framework international knowledge and experience of such countries as the US is highly important in creating a favorable environment for business, attracting foreign investment and developing financial and banking systems within Armenia.

c.) Energy Sector:

When talking about energy sector, it is important to remember that Armenia was a part of the Soviet energy system and was both energy importer and exporter. However, after the collapse of the USSR this sector had undergone tremendous changes. Moreover, Armenia faced its first energy crisis during the late 1980s when the Spitak earthquake of 1988, with a magnitude of 6.9, destroyed the city of Gyumri, former Leninakan. The earthquake took place in the area where the ANPP (Armenian Nuclear Power Plant) operates. It created a concern in the government and, “taking into consideration security issues, the Council of Ministers of the USSR decided to stop the operation of ANPP by the Resolution No15 dated 06.01.1989.”
 This situation, obviously, led to a sharp drop of power capacity in the energy sector. 

Taking into consideration above-mentioned factors it is important to review the changes and reforms in the energy sector as well, since it is directly connected to the overall economic condition of the country. The participation of international organizations in this sector is essential as well. For instance, the World Bank concentrated on recovering the “power sector enterprises which will enable the commercialization and privatization of power distribution and generation companies.”
 Gradual implementation of the project already has resulted in substantial growth in the economy and continuous privatization process in the energy sector. After the major radical changes Armenia reached the level when its economy is able to compensate and pay for the country’s energy consumption. 
The system that went through changes includes water, gas, oil, electricity and wind resources. Further discussion will continue with more detailed explanation of the gas system and pipelines. The routes passing through Armenian territories play a strategic role for future energy plans of Russia, Iran and Europe.

The further Armenia goes in its development the more opportunities are coming along. The energy sector, together with the banking and financial sector, moved on forward dramatically and they represent today a holistic system that works fully for the better economic conditions. It can be seen in more offers and projects that the country receives from its international partners and neighbors, even though there are some imperfections. Nevertheless, all together these major factors move the country further in its integration process. One of the major projects that are important to mention here in order to comprehend the modern situation in the country and its future position is the construction of natural gas pipelines from Iran to Armenia. It is worth mentioning that cooperation between these two countries has continued since 1995 when the first gas export agreement was signed. The pipeline is already finished and was put into operation earlier this year, even though the construction of the pipeline itself was completed in March 2007. This gas pipeline connects Iran and Armenia and is intended to export Iranian gas to Armenia. Armenia in its turn is planning to barter electricity to Iran as a compensation for the utilization of Iranian gas. It is believed that the exploitation of the Armenian energy system and production of extra electricity would “give a serious boost to the energy sphere.”
 The pipeline begins in Tabriz, located in the northwest of Iran in the Azerbaijan province, and runs “to the border with Armenia and then inland to Kadzharan.”
 Russia was against the project which “could provide serious competition for Gazprom on the European market”
, and it was concerned with losing the Armenian market as well. This cooperation with Iran, however, brought an alternative energy source into Armenia, and reduced the monopolistic control of the Russian company Gazprom over its energy supplies to Armenia, which is highly interested in the Armenian market. Nevertheless, due to the contract with Gazprom, the company took control over the 40 kilometer pipeline that is the Armenian part of the pipeline connecting Iran and Armenia. Moreover, there are two more agreements signed by both Presidents of Iran and Armenia. The first one is the construction of the second gas pipeline that would export Iranian gas via Armenia to Europe through Georgia and Ukraine. The second project is the establishment of hydroelectric power plants on the Aras River. Several other proposals followed shortly thereafter. After former Russian President Vladimir Putin met the President of Armenia, at that time Robert Kocharyan, in Sochi and shared some ideas, “it became clear that Russia has declared to build an oil refinery in Meghri”,
 close to the Iranian border. This decision was also confirmed by the spokeswoman for the Russian oil producer Gazprom Neft. 

Cooperation of both Armenian and American scientists over the USAID project is essential as well for Armenia in its active integration process into the regional and world economy. The main goal of this project is “proper decommissioning and replacement of the ANPP (Armenian Nuclear Power Plant – A.A.).”
 The plan is to shut down the old nuclear station by 2016 and build a new power plant based on international practice and safety standards. The USAID and other international organizations already extended their technical and financial assistance to Armenia. The EC (now the EU) in its turn approved another project that involves funds from TACIS (Technology Aid to Commonwealth of Independent States) program in order to improve the safety of the Medzamor Nuclear Power Plant (MNPP). In general, from a European perspective, the “whole region is primarily seen as a source of energy supply diversification”
 that attracts more funds into Armenia.
There is another project funded by the USAID, known as “Program to Strengthen Reform and Enhance Energy Security in Armenia.” It can be seen as a continuation of the above-mentioned project that allows for the inflow of international knowledge, technology and experience into the country. It creates new incentives for technology and innovation development; increases foreign direct investment; creates new jobs in the local market and increases household incomes. This way Armenia can expand its strategy in the energy sector where the country occupies the leading role in the region as a center of nuclear power generation, having “a very strong experience in running nuclear power plants.”
 It is not surprising since Armenia has potential resources for taking this leading role, such as scientific knowledge and infrastructure, and now it will have international experience. The large uranium resources of the country and its quality of scientists, knowledge and experience in working with uranium also play a decisive role in developing this sector of the economy. It shows the educational level, preparedness of scholars in the country, and quality of knowledge provided by universities that can prepare professionals in this field. Moreover, Armenian institutions and scholars are engaged in various projects on developing of alternative energy resources and renewable energy, and it becomes more realistic since “[Armenia] has a good potential for wind energy.”
 Armenian scientists in this field are intensively cooperating with scientists from the US, the Netherlands, and Germany.

Numerous projects and active cooperation in the field of energy, finance and technology emphasize once again the position of Armenia in a region as a stable country, well-prepared in those fields and full of potential. Both Russia and Iran have their concerns regarding two other states in the South Caucasus region Georgia and Azerbaijan, especially taking into consideration tense relations between Russia and Georgia and recent anxiety shared by the Iranian side that “they watch Azerbaijan as a factor which may be used by the USA to cause problems to Iran’s security.”
 It makes Armenia a perfect mediator in these uneasy relations in the region.
d.) Education system:

As for the education system that provides the basis for technological innovation and development, Armenia is traditionally famous for its specialists with scientific and innovational potential. The country always paid attention and placed high values on knowledge, and quality of education. The level of literacy in the country that is about 99% of population clearly indicates this tendency (chart 7). Historically the education system in the country was strong and provided structural and systematic approaches in any sphere of knowledge, especially in physics, electronics, engineering and micro-biology. Traditionally, Armenians are well-known in the areas of “radio physics and electronics, geology and seismography, laser technique and non-liner optics, fundamental and applied mathematics, mechanics, astrophysics, biotechnologies, pharmacy, chemistry, solid-state physics and semiconductors.”
 During the Soviet Union, Armenia was well-known for its high-tech research, development and production. This industry was in demand during the military competition between the US and USSR and it was linked directly to the Soviet military. Many scientists working in this field were of Armenian descent, such as Artem Mikoyan who constructed the famous MIG fighter jets. And this list can be continued. In general Armenia was providing “semiconductors, mainframe computers, hardware and software”
 to the USSR. After the collapse of the USSR, Armenia remained famous for its education system and strong academic and scientific traditions. Yerevan today is a major and growing educational center in the South Caucasus that annually accepts large numbers of students from different countries, such as India, Vietnam, Syria, Iran, Lebanon and Russia. Europeans and Americans actively participate in this sector as well, funding different training, education and vocational programs. In 1999, Europeans opened a new university (French – European University in Armenia) in Yerevan based on European educational standards. Together with the most famous and popular universities, namely the Yerevan State University, the American University in Armenia, the Russian-Armenian University and the European-French University, Armenia now attracts even more students from foreign and neighboring countries than during Soviet times. 

Increasing construction volumes are a good mark of incessant changes and expansions in various sectors of the economy. The construction sector represents another part of the economy that cannot be left alone and it also plays an important role in the economy of the country. Talking about economic development and important strategic changes, it is impossible to skip this sector that has been developing rapidly. Unprecedented growth has been fixed in the construction volumes during the past six years. In 2005, statistics show that the construction in the country made up more than 1.5 billion US dollars, and it includes building and construction works that are estimated to be around 1.2 billion US dollars. Almost half of the construction goes to industrial projects that create incentives for further development, and the other half to residential buildings. This sector is believed to be export-oriented, which means more people from outside of the country are the actual buyers, especially in the real estate business that is booming today. Demand comes from residents of foreign states. This increasing demand and number can also be explained by the military conflicts that are taking place in Iraq and Lebanon. Complex relations between the US and Iran and the tense situation in Georgia also has its impact on numbers. Due to the political situation in these countries, Armenians who live there prefer to move back to their motherland and settle in Armenia. Some economists believe that this sector is a “provocateur sector” and has its negative aspects, such as the fact that the “growing demand for realty is generating big currency inflows”,
 that in turn raises the demand for the Armenian national currency and increases its value. It can have a direct impact on exports that may decline due to expensive exchange rates caused by an expensive currency. The possibility of this scenario that can bring negative consequences is undeniable, but until today it has not proved the fears, even though the national currency slightly rose in value. The reason for this is the gradual and constant reformation of the tax system and implementation of the currency policies since 2002 that will support the strategic sectors of economy. Nevertheless, the government should prevent indiscriminate actions and control the construction sector. It is possible by slowing down the construction volumes in order to prevent major imbalances in growth, as well as disproportionate and chaotic development. 

There have also been increases in the construction of roads that facilitate the transportation and increase the safety of roads. As we mentioned earlier in the paper, Armenia today plays a major role connecting different states and regions due to its geographic position and a good transportation system is required. The World Bank as well as several other American funds, such as the Lincy Foundation, is funding the roads construction projects in Armenia and Nagorno-Karabakh. Both the political and economic conditions of the country became more stable in means of transportation when the Armenian government sold its railroads to Russia in 2005 and so got access to the Caspian Sea through Russia. At the same time, it provides the South Caucasus region with a transportation system and access to the European countries. This route begins at the Black Sea and continues through Georgia and Armenia and further to other regions. Air as well as ground transportation is of high importance for trade expansion, especially for such small and landlocked countries as Armenia. Thus a huge new airport terminal was built in the capital of Armenia in 2006 with the participation of Dutch capital. It serves the purpose of transit transportation of commodities from Western countries to Southeast and Central Asian regions. We can say with confidence that Armenia is a transportation center connecting the trans-Caucasus region and Asia to Iran, Iraq, AUE, Syria, Israel and Lebanon.

So far Armenia has been productive and successful in implementing new reforms and bringing changes into its economic and political system. It became obvious that Armenia has strengthened its position in the region and today is one of the most stable countries that provide a favorable environment for foreign business and investments. For instance, it is one of the major suppliers of medicine and drugs, information technology, and transportation in the South Caucuses region. It also has a well-known rubber plant of the region, ‘Nairit’, and a cement plant from which Armenia exports large amounts of cement to Georgia and further through Georgia’s territories to Turkey and Azerbaijan. Having this potential for business, the former Prime Minister of Russia, Vladimir Zubkov, outlined that “The [Winter] Olympic games in Sochi in 2014 could be a good stimulus to attract construction materials from Armenia.”
 As for other exporting commodities, Armenia is also a major exporter of processed diamonds and other precious/semi-precious stones, precious metals and byproducts. It may seem strange, but Armenia also provides water to Azerbaijan. Azerbaijan receives almost half of its water resources from Armenia. The main rivers that the country uses for water distribution begin in Armenia. Moreover, Armenia exports drinking water to such countries as AUE, Lebanon, Russia and even to the US. 

Conclusion

Over these years following the collapse of the whole system, customs and regular flow of life, Armenia went through various and important transformations, overcoming hardship and losses. Armenia as a whole country and a nation was not used to such desperate situations when people are in need, starving, and so tightly squeezed in their life cage. It was always full of knowledge, potential, and dignity which inhabitants on this land for many years. During these past fifteen years Armenia adapted to new conditions, especially to modern tendencies in the world. In this globalizing world one should be active, full of energy and flexible in order to bring and build the right system that can work for the country and for the people. However, it is also essential to understand the whole chain of processes and peculiarities in the region in order to choose the right path and follow it unconditionally without fear that something can bring the system down again. It is important to have right friends and play a smart game based on strong believes and values, good education, diplomacy, and well-planned strategy, but not based on cowardice, miserable archness and farce that some of the countries took as a normal practice.

The South Caucasus region involves policies and interests of different countries, such as Russia, Iran, Turkey, the EU, and the US as well as countries of the region itself that are Georgia, Azerbaijan, and Armenia. It is essential to investigate and understand the role of Russia, Iran and the US and the impact of the globalization process on the region. This analysis is critical for the future of Armenia and its further economic integration into the world. This paper attempted to present a broad perspective on the different aspects of the country’s life that, as a whole, represents the transition process of the country towards more open and clear policies. It shows that Armenia has great potential to become a prosperous and dominating country in the region, especially in the field of energy resources, such as nuclear power generation and alternative power and other fields such as microbiology, pharmaceuticals, physics, engineering, IT and computers, finance, and banking, and be a center of education. On this path it is important to have firm relations with various countries. Armenia today has good relations with both Russia and Iran. At the same time, the country strengthens its relations with the US through the Armenian lobby in Washington, DC. It creates a unique opportunity for cooperation between the US and Russia, for example, in nuclear energy. These relations can be also profound in areas of communication and military cooperation. In this situation it is essential to have a multifaceted scheme of cooperation in the region. 
When the world is developing very fast and it is easy to leave behind, Armenia needs to have an effective development program and strategy. Armenia today has both internal and external obstacles that are holding the economy back from developing to the fullest. First, internal corruption is still strong, as mentioned earlier in the paper. It is necessary to strengthen the macroeconomic environment, which means to have sound fiscal and monetary policies, and reduce government’s involvement in economic life in order to partially reduce corruption and improve the business environment. Elimination of corruption in the judicial system is also essential. This strategy will also reduce the possibility of future crises. However, the country, in comparison with its condition in the late 1990s is in much better condition and moving in the right direction even though probably a little slower than is optimal. The overall condition and strong economic incentives of Armenia facilitate further integration process into the world economy and makes the future position of Armenia as a regional leader undisputable.
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Source: CIA World Factbook - Unless otherwise noted, information in this page is accurate as of April 17, 2007

Chart 2: Inflation Rate (consumer prices)
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Source: CIA World Factbook - Unless otherwise noted, information in this page is accurate as of 2007

Table 3: GDP - composition by sector (January-November 2006 est.)

	Agriculture
	17.7%

	Industry
	42%

	Services
	40.3%


Source: CIA World Factbook - Unless otherwise noted, information in this page is accurate as of April 17, 2007

Table 4: FDI by sector in 2006

	Telecom 
	33.1%

	Mining
	14.3%

	Air Transport
	9.4%

	Other
	43.2%


Source: http://armenianeconomist.blogspot.com/search/label/Investment
Table 5: Total Foreign Investment in 2006 (USD million)
	Lebanon
	49.6

	Greece
	37.9

	Russia
	19.2

	Argentina
	17.3

	US
	14.9

	Germany
	12.1

	Other
	27.5

	Total
	178.5

	FDI 
	86.3


Source: http://armenianeconomist.blogspot.com/search/label/Investment
Chart 6: Quarterly FDI figures for 1993-2006
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Source: http://armenianeconomist.blogspot.com/search/label/FDI
Chart 7: Literacy in Armenia (%)

Source: CIA World Factbook, Unless otherwise noted, information in this page is accurate as of January 1, 2007
Table 8: Current Account Balance

	Year
	Current Account Balance
	Rank
	Percent Change

	2004
	-$210,000,000
	84
	 

	2005
	-$240,400,000
	93
	14.48 %

	2006
	-$118,000,000
	85
	-50.92 %

	2007
	-$247,300,000
	90
	109.58 %


Source: CIA World Factbook - Unless otherwise noted, information in this page is accurate as of April 17, 2007

Table 9: Imports of selected agriculture commodities (US$ ‘000)

	BBarley
	629
	Cereals
	77982

	Maize
	6700
	Meat
	21761

	Rice
	2787
	Potatoes
	1072

	Wheat
	62511
	Milk
	5253

	
	Sugar refined
	18073
	


Source: http://faostat.fao.org/site/342/default.aspx
Table 10: Most important export and import partners (2006)

	 
	Imports
	 
	 
	Exports

	Russia
	21.8%
	 
	Germany
	18.3%

	Ukraine
	7.8%
	 
	Netherlands
	14.1%

	Belgium
	7.6%
	 
	Belgium
	13.3%

	Turkmenistan
	7.1%
	 
	Russia
	13.1%

	Italy
	6.1%
	 
	Israel
	7.0%

	Germany
	5.7%
	 
	the US
	6.1%

	Iran
	5.7%
	 
	Georgia
	5.1%

	Israel
	4.8%
	 
	Iran
	4.9%

	the US
	4.5%
	 
	 
	 

	Georgia
	4.1%
	 
	 
	 


https://www.cia.gov/library/publications/the-world-factbook/geos/am.html#Econ
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