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ICT Master Strategy for Republic of Armenia
Executive Summary

OVERVIEW

The transition from manufacturing economies to knowledge economies offers new opportunities for Armenia. Wealth in the 21st century will accrue to those who implement “knowledge based infrastructures.” This revolution favors Armenia—with its strong depth of intellectual resources—to be viable in the global marketplace. Armenia’s potential to succeed is great, but it relies on the country’s ability to leverage human capital and to retain its knowledge assets, not export them. To do so, the Armenian information and communication technology (ICT) industry must:

· Pursue an aggressive niche strategy in global industry as opposed to a broad-based generic strategy that simply focuses on a low cost advantage 

· Undertake a “grassroots” evolution that is bottom-up and market-driven, as opposed to top-down, government directed development

· Enhance existing and develop new “smart infrastructures” that help create an innovative, creative, and attractive environment that is conducive to retaining old and drawing new ICT knowledge workers for a globally competitive ICT sector

· Create a model that keeps existing and new ICT professionals in the country by empowering them, improving their quality of life, and accelerating their productivity to the benefit of Armenia

A Master Strategy for Armenia’s ICT Industry

The vision of this Master Strategy is the creation of an industry that promotes the wide use and application of information technology by Armenian citizens, businesses, and government to improve the quality of life and advance every facet of the Armenian society including homes, businesses, schools, and the community.

In developing this strategy, recommendations are based on five underlying necessities: 1) the core capabilities derived from this strategy will reside in Armenia; 2) the primary outcome will be growth and wealth creation; 3) quality of life and social factors will be a national priority; 4) the goals and objectives of this plan must be challenging but attainable, consistent with the environment in Armenia; and 5) the strategy must achieve cross-sector collaboration. Specifically, how effectively Armenian businesses, academic, and government sectors collaborate and cooperate will, in large part, determine Armenia’s ability to create high value jobs and to accelerate economic growth while improving the quality of life.

GOALS

The most rapid path to global competitiveness for Armenia as an ICT producer is to: 1) leverage the strong mathematical structure, numerical algorithmic, and logic capacities of its existing professionals; 2) leverage the ICT resources of the U.S. Diaspora companies that have already come to Armenia, as well as attracting new companies from North America and Europe; 3) create conditions that attract new talent; and 4) leverage the relatively small ICT resources of Armenia by creating a collaborative “team culture of enterprises” in Armenia where an environment for both cooperation and competition (or “coopetition”) is the norm.

Based on the premise that a niche must be enhanced and sustained, the Master Strategy identifies key goals and proposes a course of action that creates the proper conditions for positioning the Armenian ICT industry at global levels. The goals of this Master Strategy are to accelerate the momentum and growth of the ICT industry already underway, create a vibrant and sustainable ICT industry, and provide a long-term methodology and successful model to develop other industries in Armenia. The Master Strategy seeks to strengthen Armenia’s existing business base while transitioning to more sophisticated, higher value business opportunities that promote innovation and entrepreneurship, create more wealth in Armenia, and improve the country’s quality of life to ensure long-term business success.
The Master Strategy strives to foster entrepreneurship to develop and sustain ICT business clusters utilizing skilled people, knowledge institutions, knowledge networks, and information and communication infrastructure. Its aim will be to create the infrastructure and environment that nurtures entrepreneurs and creates the networks of support, both domestically and internationally, that attract capital and expertise needed to sustain an entrepreneurial environment that promotes growth throughout the country. 

The two main goals of the Master Strategy are as follows:

Goal 1: 
To create a vibrant and sustainable ICT industry that promotes growth in other sectors of the Armenian economy

Goal 2: 
To position Armenia in the knowledge-based global economy

SUCCESS FACTORS

The Master Strategy addresses four critical success factors to achieve the goals. Each success factor is supported by strategic directions that must be achieved to accelerate the growth of Armenia’s ICT industry.

Success Factor 1: Global Competitiveness Through Entrepreneurship 
Competitive advantage will be achieved through the development and employment of both human capital and business capital. The primary focus of the strategy will be on education and fostering entrepreneurship as the primary engine for growth and as the basis for developing and deploying Armenian competitive advantage. Retention of skilled human capital in Armenia is the key aspect to competitiveness.

Strategic Directions 

1. 
Develop Human Capital

The main focus of these initiatives will be on education, skills training, and certification programs. Specifically, the following recommendations will develop new talent that is aligned with new technology drivers of growth in the ICT industry. 

First 12 Months: Action Priorities

· Administer Entrepreneurial Training Program for 50-60 entrepreneurs

· Implement project management training courses (“non degree” programs)

· License technology commercialization master’s degree program

· Administer non-degree skills training courses to bridge the skills gap

· Implement certification programs including Cisco, Microsoft, and computer engineering

· Conduct Incubator Management “Intern Program” 

· Develop program with private enterprise to capitalize on intellectual capital in universities such as researchers and faculty members

· Offer “English as a second language” curriculum at all education levels

· Develop and promote community access to Internet training programs

· Promote awareness among decision makers via seminars and conferences

Priorities: Long-Term Goals

· Create an ad hoc ICT Academic Forum (ICTAF) 

· Create an Advisory Technical Group 

· Develop an industrial clustering culture and collaborative competitiveness

· Create a digital library and knowledge management center

· Enact K-10 and adult ICT literacy programs

· Develop “Train the Trainer” programs that will rapidly expand teaching capabilities

· Recycle wealth back into education

· Develop a refresher-training program for military personnel via distance learning or workshops

2.     Develop Business Capital

The Master Strategy centers on a new Incubator and Learning Center that will serve as a focal point for entrepreneurial development. It will provide venture incubator management, technology incubation, virtual incubator services, and other business services. The Incubator will have a dual nature: a collaborative initiative and entrepreneurial development process with strong international networks, and a physical location to accommodate new firms. It will be a collaborative program between the Armenian Government, education, NGOs, foundations, and private enterprise.

First 12 Months: Action Priorities

· Establish incubation services and industry clusters through an “Incubator without walls” to strengthen existing Armenian ICT companies

· Build an expert management team for the Incubator through an “Internship program” 

· Develop best practices for the Incubator 

· Strengthen newly developed industry associations and link them to international counterparts

· Open Armenian Incubator and populate with 5-8 companies. Incorporate “Incubator without walls” services into the Incubator for service to non-resident companies

· Enact regulatory and tax policies that reduce barriers to investment

· Oversee administration of the national Internet

Priorities: Long-term Goals

· Establish the commercial infrastructure and provide models to serve as building blocks of long-term success in Armenia

· Replicate the incubator concept in other industries in Armenia to create an environment that encourages innovative thinking, wealth creation, and prosperity sharing

· Stimulate new product development by supporting research and development as well as technology commercialization initiatives

· Develop digital “smart communities” via micro-credit lending programs

3.
Legal and Regulatory Environment

The Legal and Regulatory Framework section of the ICT Master Plan for the Republic of Armenia attempts to identify a number of legislative initiatives which are essential for the growth of the ICT sector in Armenia. 

First 12 Months: Action Priorities

· Establish National Advisory Council

· Amend legislation to protect intellectual property rights

· Implement TRIPS requirements

· Review international conventions and agreements

· Make amendments to the Civil Code and other legislation

· Address legal issues in business development

· Amend Foreign Investment Law and bilateral investment treaties

Priorities: Long-term Goals

· Encourage private sector participation in legislation

· Reform judicial sector

4.
Facilitate Accessible and Affordable Telecommunications Services

The telecommunications situation in Armenia is perhaps best characterized as being dominated by ArmenTel, who at present is the country’s monopoly provider of virtually all telecommunications-related services. The ArmenTel monopoly is augmented only by those firms having their own internal private networks, and a few Internet Service Providers (ISPs) providing value-added services (over ArmenTel’s networks). ArmenTel is the only provider of domestic commercial landline-based and mobile services, as well as international connectivity. Growth in Internet use has been very strong in recent years; however, the ArmenTel monopoly has been restrictive with respect to expanding the telecommunications infrastructure and related services within Armenia.

First 12 Months: Action Priorities

· Expand international Internet access via increased use of fiber-optic links (in lieu of satellite/based connectivity, in an effort to lower Internet access costs)

· Revisit current licensing to ArmenTel and, as required, renegotiate contract between the Government of Armenia and ArmenTel in an effort to lessen the duration of the monopoly in key sectors (e.g., mobile wireless and Internet), and to encourage allowing immediate provisioning of high speed and high quality communications networks

· Establish and strengthen an independent telecommunications regulatory body in an effort to introduce and manage competition and expansion of telecommunications services throughout Armenia

Priorities: Long-Term Goals

· Expand accessibility of telecommunications throughout Armenia, including Internet access in rural villages (approximately 900 in total)

5.
Enhance Government Services Through Use of ICTs

The recent growth of automation within the Government of Armenia provides the foundation of e-government components for supporting improved government services. They also are fundamental to Armenia’s moving forward into e-commerce and e-government. Building on these initiatives, there is the need for a broader, more all-encompassing Government of Armenia e-government initiative.

First 12 Months: Action Priorities

· Create a state ICT coordinating body responsible for development and definition of ICT strategies

· Appoint Chief Information Officer or Chief Technology Officer

· Raise awareness of possibilities and requirements associated with the expanding role of ICTs across all sectors of Armenia

· Implement targeted e-government initiatives

· Create and implement high-speed Government of Armenia Network (GOANet)
Priorities: Long-Term Goals

· Realize efficient, effective, and responsive government

· Realize e-government

Success Factor 2: Access to Capital

Armenia’s growth has been largely constrained by limited access to external sources of capital and the lack of domestic angel investors, individuals that invest in high-risk start-up companies and venture capital funds. Investment funds can be started by foundations and NGOs to increase confidence; however, solid fund management vehicles must be developed both internationally and domestically while creating an investment friendly environment that lowers barriers to investment. 

Strategic Directions

6.
Develop External Angel and Venture Capital Funds

The lack of domestic Armenian funds requires a focus on external sources of capital. The challenge is to create awareness of opportunities and demonstrate that there are processes and protections in place that manage the risk of investing in Armenian.  

First 12 Months: Action Priorities

· Employ the Incubator network in international markets to establish foreign funds that are managed locally with the assistance of Armenian “interns”

· Encourage foreign investments in Armenian companies through linkages established by the funds to the Armenian Incubator, which will coordinate with the Armenian company for due diligence on potential investments while ensuring timelines and milestones are met. The foreign fund manager will control the funds

· Create a flow of Armenian entrepreneurs serving as interns with the Fund Management Team. Interns will rotate every six months and return to Armenia to manage the local funding components

· Encourage establishment of long-term relationships between Armenian angels and VCs and organized networks in international centers
Priorities: Long-Term Goals

· Encourage international funds to establish offices in Armenia managed by Armenian fund managers

7.
Lower Barriers to Investment

The Armenian Government will play a key role with private enterprise in establishing an investment friendly environment and raising the level of investor confidence. 

First 12 Months: Action Priorities

· Ensure protection of intellectual properties

· Prepare and enact legislation and tax policies that promote investment in the ICT sector

· Pursue government and NGO grants to bridge the investment gap

· Establish independent due diligence and investment oversight in cooperation with programs established at the Incubator with experts from international capital markets

· Develop exit strategies for early stage investors to the capital markets

Priorities: Long-Term Goals

· Provide vehicles for protecting investments

· Provide pathways for review and arbitration

· Establish banking reforms

8.
Develop Domestic Angel Investor and Venture Capital Funds

New businesses and potential entrepreneurs in the ICT sector in Armenia lack access to significant start-up capital. Some have succeeded in raising funds, largely from friends and family who use personal trust networks as collateral in place of more formal asset instruments. This system does not need to be replaced, but rather it does need to be enhanced. Two other sources of funds are significant in the Armenian ICT sector: private development foundations and venture funding from ICT companies based in advanced markets, principally the United States. Additional sources of funding include formal venture funds through programs sponsored by international financial institutions and small-scale investment grants. Encouraging all of these sources to invest in new companies will help develop the fledgling sector more quickly.

First 12 Months: Action Priorities

· Adapt the Capital Network model to Armenia as an active program associated with the business Incubator

· Develop skills and experience among venture capital professionals through selective placements to centers of expertise in the U.S. and Europe

· Actively promote awareness of sources of funds that are already available and seek to encourage more to become established

· Encourage establishment of long-term relationships between Armenian angels and VCs and organized networks in international centers 

· Review legislation to ensure that it facilitates rather than hinders small scale private capital participation in new businesses

· Develop an incentive program with attractive tax breaks for private capital in ICT companies

· Initiate a small scale grant program to fund the development costs of new business ideas at early stages

· Pursue government e-commerce and banking re-engineering and reform programs

· Establish local content provisions providing incentives for foreign companies to employ local Armenian companies

· Promote awareness through “smart community programs” through micro credit lending

Priorities: Long-Term Goals

· Facilitate a capital exchange network for ICT sector
· Improve the legal framework and provide appropriate incentives

Success Factor 3: Access to Markets

The Armenian market for ICT products and services is in its infancy. It is not strong enough to have a significant impact on growth of the ICT industry. The Master Strategy aims to create an infrastructure and business processes that provide information on international target markets, vehicles for determining and promoting competitive advantages for Armenians, and exposure to potential customers. Equally important is the ability of the Armenian entrepreneurs to deliver the services and products within the environment of the international customer and to cultivate a local presence as a model for accessing international business. 

Strategic Directions

9.
Position Armenian ICT Companies in External Markets

Competitiveness relies on consistent exposure to customers in the target markets. Establishing linkages to U.S. and European markets is paramount. These linkages must be accomplished through an effective marketing strategy that focuses on creating and maintaining infrastructure that demonstrates a highly visible commitment to a market while promoting a strong service culture. 

First 12 Months: Action Priorities

· Establish marketing program through established regional incubators in key markets utilizing Armenian entrepreneurs who are participating in an intern program

· Ensure Armenian companies have capacity to deliver services and product as a pre-requisite to exposing them to external markets

· Create an Armenian Consular Marketing Program in collaboration with regional incubators

· Develop a marketing strategy that increases visibility in key markets

· Develop a marketing and sales program that emphasizes Armenian competitive advantage (clusters) and addresses local customer needs

Priorities: Long-Term Goals

· Develop a realistic advertising and branding program for Armenia

10.
Lower Barriers to Service Delivery 

A major challenge to expanding business between Western markets and Armenia is the lack of a common understanding for conducting business. This strategic direction strives to employ a program that will help Armenian businesses create a strong local presence in the markets they serve and demonstrate a service culture that is understandable and consistent with “customer expectations.”

First 12 Months: Action Priorities

· Create and implement a “Look Local Program” in key markets through the regional incubators that act as a conduit between local companies and their Armenian counterparts. These regional centers will facilitate the business processes in cooperation with the Armenian companies to establish credibility and reliability that competes with domestic service and product providers

· Develop an infrastructure that responds rapidly to customers’ needs 

· Demonstrate a commitment to quality service delivery

· Eliminate the need for extended communication chains

11.
Develop Domestic Markets

The Armenian market must be nurtured to provide the growth necessary to achieve a balance between domestic and international market focus. The Armenian Government will play a key role in its development.

Priorities: Long-Term Goals

· Enact policies and programs that encourage investment and local business development

· Fund e-government reengineering and redesign programs that employ local companies

· Utilize ICT as the engine and model for development of other industries

Success Factor 4: Maintaining the Momentum 

A key purpose of the Master Strategy is to encourage and sustain an environment that fosters innovation and wealth creation. To accelerate and sustain the growth of the ICT industry in Armenia requires a collaborative effort between large and small business, government, non-profit associations, and venture capital. Additional efforts are needed to maintain this growth momentum and sustain a high quality industry. These involve: 1) creating global networks to link to best practice elsewhere; 2) creating an innovation culture and a system that underpins it; 3) making research and science a priority; 4) encouraging businesses to migrate to higher value activities; and 5) developing profit models; 6) encouraging prosperity sharing and improvements to quality of life; and creating regional leadership initiatives.
Strategic Directions

12.
Create Global Networks

Armenia’s business, government, non-profit, and venture capital entities must create networks that support entrepreneurship, wealth creation, and wealth sustainability that are organized to address unique Armenian challenges. These are connected to international networks to position the Armenian ICT industry in the global marketplace. They cover: markets; capital; inter-firm linkages; technological support and access to technology transfer opportunities; and talent and “smart infrastructure.” Together these create a Technopolis program.

First 12 Months: Action Priorities

· Expand existing Armenian associations’ activities and memberships

· Develop new organizations with the assistance of established international networks

· Establish linkages to international organizations and conduct joint events

Priorities: Long-Term Goals

· Develop an Armenian Technopolis program that is globally competitive and provides strong support for Armenian entrepreneurs

13.
Create Innovation Systems

The strength of the future ICT industry in Armenia will depend on the quality of the innovation activity in the country which includes advanced academic work and commercialization processes to utilize the knowledge created in products and services.

First 12 Months: Action Priorities

· Develop an innovation policy that connects ideas to processes and products 

· Create an innovation center for scientists to test new ideas

· Create a competitive grant program to encourage innovation

· Develop a “Junior Entrepreneur” program and a “ Future Scientist” program

· Sponsor science fairs

Priorities: Long-Term Goals

· Maintain a flow of Armenian start-up initiatives through the Enterprise Incubator that can reach markets and capital both domestically and internationally

· Maintain a flow of talent, management, and technical support that can populate these start-up initiatives as they grow

14.
Transition to High Value Business

A constant process must be maintained to move up the value added chain and to capture niches that provide higher returns for the Armenian ICT industry. Incentives and infrastructure need to strengthen the natural interest of companies to upgrade the skills of their workers and to improve the quality and capability of their services and products.

First 12 Months: Action Priorities

· Promote training that leads to internationally recognized accreditation in ICT

· Encourage university linkages with firms to develop new products and services

· Promote a quality assured marketing program for Armenian ICT in international forums 

Priorities: Long-Term Goals

· Elevate the current business mix from “outsourcing” to higher value business and product development

· Maintain focus on a niche market strategy

15.     Develop Profit Models      

In the short term, active government initiatives may be needed to accelerate the pace with which market based solutions emerge. However, with few exceptions, these need to be pursued with a clear goal of reducing government involvement and increasing profit orientation over the intermediate to longer term. This approach has been adopted successfully in many locations that are now recognized as global centers for ICT and it is one of the key philosophies behind the Master Strategy. It is also aligned clearly with the macro policy direction that Armenia has followed since embracing the market economy over the last decade.

Designing a profit motivation from the start and establishing a private sector culture to the full range of initiatives is essential to achieving this long-term sustainability goal. The design of the programs, and particularly those linked to the proposed new business Incubator, has to ensure that a private profit motive underpins the initiatives and so creates the right conditions for them to be sustained in the long term.

First 12 Months: Action Priorities

· Build a market-oriented partnership to bring together the necessary funding to launch a sustainable infrastructure to underpin the accelerated development of the ICT sector (this action priority to be undertaken by the Armenian Government)

· Ensure that the Incubator has an independent legal form that enables it to offer profit-oriented solutions to entrepreneurs and the new ICT firms without interference (this action priority to be undertaken by the Armenian Government)

Priorities: Long-Term Goals

· Work with its partners to encourage the replication of profit and market oriented developments across Armenia to broaden and deepen the penetration of ICT throughout the country (this action priority to be undertaken by the Armenian Government)

16.     Improve Quality of Life and Encourage Prosperity Sharing

Improvements in the quality of life are essential to growing and maintaining the human and business capital with the major challenge of keeping talent in the country. The Master Strategy is committed to improving the quality of life in Armenia as the foundation for long-term viability. Sharing revenue success from government and business encourages investment in quality of life initiatives designed to allow all citizens to benefit from the country’s success. 

First 12 Months: Action Priorities

· Develop incentives (tax or regulatory) for companies and entrepreneurs to establish employee share option programs (ESOP) and/or profit sharing programs for their employees
· Create inclusive training programs
Priorities: Long-Term Goals

· Develop and support a National Innovation Policy that includes a significant investment in infrastructure and quality of life priorities

17. 
Create Regional Leadership Initiatives

Armenia will strive to establish a leadership position in the region for the ICT industry.

First 12 Months: Action Priorities

· Create awareness among global and regional leaders, via wide use of the Internet, of the progress and achievements of programs and initiatives contained in this Master Strategy. 

· Invite regional partner organizations to participate in targeted programs that will develop collaborative process that will provide the framework for a stronger commercial relationship and mutually beneficial competence development. 

Priorities: Long-Term Goals

· Establish innovative education programs and “Smart Networks” to showcase Armenia as a regional leader
· Focus on quality as the hallmark for Armenia
18.
Make Research and Science a Priority

A sustainable ICT industry depends on a continual flow of new ideas and leading edge technologies. Armenia must maintain a balance between basic and applied research as well as support technology commercialization initiatives.

First 12 Months: Action Priorities

· Establish small grant program for targeted ICT research

· Establish targeted contract research initiatives in key ICT related disciplines

· Create technology commercialization support programs through the Incubator

Priorities: Long-Term Goals

· Create “Smart Infrastructure” for research and develop linkages to Global Knowledge Networks

Implementation

Successful implementation requires an accountable overall supervisory framework and clear responsibilities for activities that have an agreed timescale and adequate resources to achieve the goals of the plan. In these respects:

· Supervision will be through an appointed commission working in partnership with all who can contribute to ICT development

· Individual activities will be clearly identified as being the responsibility of specific agencies or individuals

· Timing of activities will be agreed within a general pattern of entry activities being operational before the end of 2001 and longer term goals within three years

· Resources will be clearly identified and include contributions from public and private sources, international financial institutions and foundations and NGOs

· It is anticipated that during the first 6-12 months, the Master Strategy will undergo substantial upgrading and refinement to incorporate additional ongoing and proposed ICT-related initiatives

· Tracking of progress will be carried out via comparison of planned-to-actual schedules, as well as identifying target results and monitoring progress in achieving these results

Conclusion

This Master Strategy has clear, practical, and aggressive initiatives to attain visible results and build on current developments in the Armenian ICT industry. By creating high value business opportunities for both existing companies and new entrants in Armenia’s ICT industry, the country will make significant strides in creating wealth, encouraging prosperity sharing, and improving the country’s quality of life and thus long-term business success.

The Master Strategy is based on a collaborative effort between organizations including World Bank, USAID, Foundations, academic institutions, and private enterprise. This collaboration will continue beyond the development of the Master Strategy into the implementation of specific programs. If successful, the programs and initiatives contained in this strategy will leapfrog Armenia into the 21st century global knowledge economy and build a strong foundation and model for reconstruction of other key Armenian industries. 

Goals

The following goals have been adopted by the Armenian Government as the central theme of the Information Technology Strategy. All strategic directions and programs will be judged against their contribution to these fundamental goals.

Goal 1

To create a vibrant and sustainable ICT industry that promotes growth in other sectors of the Armenian economy

Private sector development in Armenia encompasses three primary strategies: improving the business environment, facilitating new entry, and restructuring inherited companies. The IT industry in Armenia has the most momentum with the lowest barriers to growth. The goals of this Master Strategy are to accelerate the momentum and growth of the IT industry already underway. A vibrant and sustainable IT industry will have the long-term benefit of developing other industries in Armenia by providing the tools and infrastructure as well as the models of success that can be adapted to fit other industry business models.

Armenia has a cadre of people conversant in modern coding techniques, but a lack of people conversant with modern commercial practice in the international ICT field and a lack of ability in quality management of large software systems. This Master Strategy aims to expand the community of people capable of carrying out ICT projects at modern technical, management, and commercial standards.

The ICT sector will become the most global of all productive sectors, because of the ease of transferring software products by communication both through fixed lines and by wireless mobile devices, and because of the universal use of English as the medium of communication.

Based upon the strength of Armenian universities, especially in the field of computer science, Armenian ICT companies and individuals will establish a significant presence in the world economy. In Armenia, ICT will become the most significant industrial sector. In addition, many more jobs will be made available in the economy because of the success of the ICT industry. Internationally, the ICT sector has many players from many countries, many of which are low labor rate countries such as India, China, Indonesia, and a number of South American and East European countries. However, the demand for ICT work is extensive; Armenian companies will compete and cooperate with companies abroad. Armenian ICT companies will be sought after because of their high quality and reliable work, their ethical business practices, and the speed of response both in the negotiation and execution phases of the work. 

A vibrant and sustainable ICT industry will have the long-term benefit of creating a methodology and model—as well as the tools and infrastructure—that can be employed to develop other industries in Armenia.

Goal 2

To position Armenia in the knowledge-based global economy

Wealth creation is experiencing a revolutionary and historic change—a change that favors Armenia. The transition from manufacturing economies to knowledge economies offers new opportunities. Wealth in the 21st century will accrue to those regions that implement “smart infrastructures” that leverage their knowledge resources, much the way physical infrastructures leverage their resources and products

As noted in the World Bank’s 1998 World Development Report “As the world moves into the 21st century, the emphasis is on knowledge transfer, accumulation, adoption, and diffusion as being critical to economic growth.” Well-developed capabilities to learn and the abilities to put knowledge to work are responsible for rapid catch-up. The basic elements to develop these learning capabilities are skilled people, knowledge institutions, knowledge networks, and information and communication infrastructure. These are the tools to create a niche, knowledge strength, and branding that will position Armenia in the global knowledge networks. This will be a major objective of the Master Strategy.

SUCCESS FACTORS

*Note: The Master Strategy addresses four critical success factors to achieve the goals stated previously. Each success factor is supported by Strategic Directions that must be achieved to accelerate the growth of Armenia’s ICT industry.

Success Factor 1: Global Competitiveness Through Entrepreneurship

The global competitive environment is rapidly changing. Not only is new technology developed ever more quickly, but that technology is made available more rapidly around the world. The expanding availability of education and information, together with the exponential development of new technology, leads to reduced unit prices for technological capability, and that technology can be economically accessed by knowledgeable people. Markets are global, which means that suppliers and customers can more easily look for business further a field than before. Allied to the expanding use of communication and universal accessibility to information is the rapidly increasing number of educated, technologically proficient people in the world. Communication, and the opportunities afforded by the globalization of industrial markets, is allowing many energetic people, previously held back by geographic and economic barriers, to join the world’s entrepreneurs.

Fostering entrepreneurship will be the primary methodology for developing and sustaining ICT business clusters. The goal will be to create the infrastructure and environment that nurtures entrepreneurs and create the networks of support, both domestically and internationally, that attract capital and expertise needed to sustain an entrepreneurial environment. The entrepreneurial momentum created in the ICT industry creates entrepreneurial success models that can serve as a roadmap for other industries to develop managers into business owners.

Competitive advantage will be achieved through the development and employment of both human capital and business capital. The primary focus of the strategy will be on education and fostering entrepreneurship as the basis for developing and deploying Armenian competitive advantage. Retention of skilled human capital in Armenia is one of the key aspects to competitiveness.

Success Factor 2: Access to Capital

Armenia’s growth has been largely constrained by limited access to external sources of capital and the lack of domestic angel investors, individuals that invest in high-risk start-up companies and venture capital funds. Investment funds can be started by foundations and NGOs to increase confidence; however, solid fund management vehicles must be developed both internationally and domestically while creating an investment friendly environment that lowers barriers to investment. 

Success Factor 3: Access to Markets

The Armenian market for ICT products and services is in its infancy. It is not strong enough to have a significant impact on growth of the ICT industry. The Master Strategy aims to create an infrastructure and business processes that provide information on international target markets, vehicles for determining and promoting competitive advantages for Armenians, and exposure to potential customers. Equally important is the ability of the Armenian entrepreneurs to deliver the services and products within the environment of the international customer and to cultivate a local presence as a model for accessing international business. 

Success Factor 4:  Maintaining the Momentum

High Tech Incubation, by itself, is not a panacea. Rather, it takes a collaborative effort between networks of business, government, non-profit associations, venture capital, and large and small industry to be successful. The ultimate success of this program lies in its long-term viability and sustainability. This will be accomplished in five fundamental ways:

· Maintaining a flow of Armenian start-up initiatives through the Incubator that can reach markets and capital both domestically and internationally.

· Maintaining a flow of talent, management, and technical support that can populate these start-up initiatives as they grow.

· Developing and maintaining networks of support for entrepreneurship, wealth creation, and wealth sustainability (Technopolis building).

· Operating the Incubator with sufficient revenues to be self-sustaining.

· Conducting an effective international and domestic marketing campaign.

Success Factor 1: GLOBAL COMPETITIVENESS THROUGH ENTREPRENEURSHIP

*Note: In each of the following Strategic Directions, there are desirable outcomes that will contribute to the goals individually and in combination. These outcomes can be reached through implementation of focused and time-bound actions/development plans.

Strategic Direction 1: Develop Human Capital

Background (Global Context)

There is clear evidence of the existence of an exclusive niche that should be leveraged and maintained: the strong mathematical structure, numerical algorithmic, and logic capacities of most of the professionals involved in the software development industry. These competencies should be enhanced and diversified, but under a systemic framework development. This enhancement has a two-fold effect. Companies that employ this type of brainware will maintain a world-class position. Alternatively, if better environmental conditions are not created, a large emigration of well-trained professionals will leave the country for challenging opportunities and better living conditions.

The global shortage of ICT trained personnel is increasing even as the demand is rising. This situation creates new opportunities for countries like Armenia with a well-established niche of highly qualified and productive ICT specialists with international competitive standards

Current Situation in Armenia

The current number of specialists in Armenia must be incremented, and their specialization fields require consolidation, modernization, and leverage with new skills—characteristics that are necessary to cover the global demand and the domestic needs. 

The main focus of this initiative will be concentrated on basic ICT education, ICT supporting skills training, advanced higher technological value skills, certification programs, and cluster creation and development skills, for the sustaining of current and new technological niches. In the long term, this strategy will require cooperation between government, education institutions, the scientific community, and private enterprises.

This human development program will be the key support of the infrastructure for the systemic strategy of the Master Plan.

Target Outcome 1.1: Create an Information Technology-Literate Society

· Create a cultural environment for increasing the ICT literacy of the society and create lifelong learning opportunities for the population.

Actions/Development Plans

1.1.1 Create an ICT literacy program

· Create a government induction program, such that top public administration can identify all benefits of ICT on their areas of operation.

· Establish public access and learning sites to teach elementary computing topics, to use Internet based courseware, and to provide access to public research and library databases to all kind of audiences.

· Develop plans to deliver educational ICT programs that will empower all levels of population, from basic to secondary schools as well as continuing education for adults.

· Develop massive English-as-a-second-language programs for secondary schools and college levels.

1.1.2 Create a technological leverage program

· Develop a “fill the gaps” program to identify the skill gaps that exists for individuals not considered employable. Once identified, determine which will match those needs with short courses and workshops that can be immediately administered with traditional learning or via distance learning. English will be a key component of this training, and organized course programs must be implemented.

· Employ, for this program, private Armenian schools already in existence to create a hybrid‑training program that would use the facilities of the institutes for offering these courses. Instructors from these schools and experts from existing companies will conduct the training.

· Create a specific program for individuals in the military. A distance education recurrent training program will be developed depending on the availability of suitable telecommunications infrastructure (Internet bandwidth accessibility, etc). If not, workshops will be designed for traditional classrooms to cover this important sector of the society.

Target Outcome 1.2: Develop Market‑Oriented and Cutting‑Edge ICT Education

· Achieve an integrated program between private industry, the government, and educational institutions, such that in conjunction they can develop well‑aligned, highly competitive human capital.
Actions/Development Plans

1.2.1 Create an effective entrepreneurial training program

· Administrate with an overseas university an Entrepreneurship Training Executive Program entitled: “Converting Technology to Wealth,” including components on technology commercialization, venture development and business planning, financing new ventures, marketing technology innovations, competitive technology strategy, and business plan presentations. This program should be considered as a visible starting point for identifying approximately 50 promising entrepreneurs with potential to become residents in an Enterprise Incubator (a technology company support structure) environment, and/or to enhance the strategic capabilities of executives of the current operating companies.

· Modify the curriculum of relevant higher education institutions so as to incorporate and develop entrepreneurial skills at earlier stages of undergraduate education as well as in high school programs.

· Create the Entrepreneurial Continuing Education training Center (ECEC) under direct guidance of private sector and similar leading institutions of industrialized countries. This center would take care of all pre‑incubation activities of start‑up companies and of new innovation projects of mature firms. 

Target Outcome 1.3: Develop Proficient and Competent ICT Workforce

· Enable the Armenian professional ICT society with the tools necessary to achieve and maintain a highly competitive workforce, by developing: 1) project management international standards, 2) international level certifications, 3) a sustainable technological niche, 4) commercialization of science and technology, and 5) a collaborative competitiveness culture.

Actions/Development Plans

1.3.1 Achieve international project management standards

· Deliver a Project Management Program for Armenian software developers and software engineers, offering workshops that can be delivered through distance education, as well as courses within the current Computer Science and Computer Engineering programs at the three main universities of the country.

1.3.2 Achieve international certification standards

· Develop and fund an ICT Skills Certification Program, which may be administered by an Enterprise Incubator and funded by American companies and foundations. This will include CISCO, Microsoft, Oracle certifications, and other open source systems. These programs could begin immediately through facilities provided by the current Armenian infrastructure and by well-known software and hardware firms.

1.3.3 Achieve and maintain a technological niche

· Pursue an aggressive niche strategy in global industry as opposed to a broad-based generic strategy that simply focuses on low cost advantage.

1.3.4 Create a special task force

· Create the Armenian Information and Communications Technology Council (AICTC—an ad-hoc group of selected faculty from the best Armenian schools, Diaspora academicians, and prominent business advisors). The AICTC should define a new curriculum based on the world-recognized 2001 computing curricula of the ACM and the IEEE‑CS Institutes. This new ICT curriculum must address the current and future needs of the global players by restructuring the core competencies of each of the participating Armenian institutions. The curricula may be delivered at three levels—undergraduate, graduate, and continuing education—to include:

· Basic science and technology information and communications tools

· Software engineering quality skills

· Technology innovation and new trends programs

· Entrepreneurial new ventures and global managerial skills

· Postgraduate research and technology development skills

These programs must be aligned with the following competencies to sustain long-term Armenian technological competitiveness:

· Quality software engineering certifications, such as CMM‑SEI and ISO 900x (to compete against international levels of systems programmers and managers)

· Suppliers’ software certifications such as Oracle, Cisco, Microsoft, and open source systems (to have high efficiency levels of development)

· Systems integration skills such as SAP, BAN, or any other ERP system (to be able to supply further demands)

· Graphic interface and multimedia skills (to be on the edge of new applications)

· Project management leadership (to optimize SE techniques and large development projects)

· Systems design supervisors’ skills (to be able to attack large‑scale projects)

· Telecommunication systems skills (to design, develop, implement and manage all new types of communication environments and protocols: mobile, wireless, teleconferencing, ATM, IP, etc.)

· Research and technology development leadership (to develop new tools and concepts, mainly in the areas of cryptography, Internet security tools, etc.)

· Global strategic skills, for managers of existent companies (to be able to compete with global strategies and with new forms of organizations, like enterprise clustering)

· New venture entrepreneurship of the ICT industry (to be able to start up new ventures)

· How to do business abroad skills (to better position Armenian products abroad)

Once the Armenian Information and Communications Technology Council (AICTC) decides which competencies must be enhanced, joint research agreements must be developed among American universities looking for matching needs versus offers in order to obtain programs that can be implemented in Armenia.

1.3.5 Achieve entrepreneurial leadership

· License a graduate level program in Science and Technology Commercialization. The program should be designed to prepare technical and/or business professionals—from team leaders to senior managers—for the rapid transfer of research knowledge and technology from the laboratory to the market. The program must be focused on aspects of:

· Technology assessment

· Venture plan construction

· Business plan development for new ventures within existing or start‑up companies

Graduates become qualified to launch and lead new technology commercialization activities and business ventures within their current companies or in start‑up enterprises. Products of this program might be linked to a Technology Incubator.

1.3.6 Achieve an industrial clustering and collaborative competitiveness culture

· Administrate a workshop where CEOs, owners of small and mid-sized technology-based enterprises (SMEs), and middle managers can achieve an effective sense of collaboration. This short‑term activity (two days) will serve to identify the key persons who would be the leaders for clustering Armenian companies. This workshop will provide:

· The knowledge infrastructure to support the formulation, development, and implementation of a strategic collaboration plan for globalization of a competitive Armenian ICT industry.

· A systemic framework for the integral development of the industry.

· An elite gathering of professionals of the ICT industry who would be the pullers for complementary and supporting industries.

· A proper training for cluster formation for executives, public administrators, academicians, and supporting providers.

Participants will be capable of collaborating on global strategies and achieving high levels of competitiveness not possible with isolated strategies.

Target Outcome 1.4: Highly Competitive ICT Armenian Infrastructure

In order to support the human resources evolution and leverage the current human capital, an appropriate infrastructure must be developed as an important key success factor to achieve all goals of the Master Strategy. This infrastructure will be formed by human, physical (connectivity, software, courseware and hardware), financial, and complementary elements necessary to implement all activities regarding the new directions of ICTs in the country.

Actions/Development Plans

1.4.1 Create the educational system infrastructure

· Build the physical infrastructure to include:

· Availability of a reliable high speed Internet broadband connection to support remote educational systems, including distance learning software support systems and logistics support systems 

· Digital library access systems

· Internet parks to provide to SMEs high speed Internet services

· Reliable and fast ways of communication between Armenian academic institutions and their counterparts in the U.S.

1.4.2 Create the Educational Network infrastructure

· Establish a reliable high‑speed interconnection for educational purposes between universities, secondary schools, continuing educational centers, and international educational institutions to deliver remote education in the entire country. This network would provide data, voice, and video for most locations.

· Employ, as a complement to this network, a broadband Internet service to connect all educative participants, academicians, instructors, students, and practitioners to achieve a wide use and sharing of this powerful enabling technology for all applications, public or private.

1.4.3 Create the financial infrastructure

· Create a financial revolving mechanism capable of supporting the fixed and variable operation of the educational infrastructure. This must be an efficient and sustainable form to empower all participants in order to maintain an efficient and growing cycle.

1.4.4 Create the underlying training support system

· Create a sustainable system to train the trainers in the new areas that are currently developing, in order to guarantee that the knowledge will be transmitted properly and locally adapted. 

· Ensure the quality of competencies of trainers by: continuous education, international exposure to congresses and top visiting academics, exchange programs for professors and students, and internships with top ranked schools and successful companies.

1.4.5 Create the knowledge management infrastructure

· Create a system to spread knowledge, standards, manuals, etc., among the ICT community of Armenia, as well as to support updated technical and business information for decision support activities.

· Develop a worldwide knowledge network of academicians, technologists, businesspeople, and entrepreneurs (local and Diaspora) that would collectively benefit and enhance the industry and their members. This knowledge network would be the support and decision-making body of the AICTC as it builds and maintains the Innovation and Technology Intelligence of Armenia.

1.4.6 Create the Digital Library and Knowledge Management Center

· Spread knowledge, standards, manuals, etc. among the ICT community of Armenia, as well as support updated technical and business information for the decision support activities.

· Develop a worldwide knowledge network of academicians, technologists, entrepreneurs (local and Diaspora) that would enhance both the industry and their members.

· Support the VITNC with data, information, knowledge, etc. to form and maintain the Innovation and Technology Intelligence of Armenia.
Target Outcome 1.5: Capitalizing on Intellectual Capital in Universities

One of Armenia’s historic strengths is the quality of its universities. Supportive activities should be developed between entrepreneurs, public administrators, and academicians in order to achieve a harmonic spiral of growth.

Actions/Development Plans

1.5.1 Empower academicians

· Create a program that will leverage and revitalize the empowerment of academicians and their relationships to wealth creation by:

· Encouraging professors to create start‑up companies and be entrepreneurs using university facilities.

· Encouraging government to facilitate university faculty serving in international technical working groups and standards committees.

· Encouraging universities and faculty to work with companies, providing high-end research facilities and consulting income for faculty members, hands-on training for students, and inexpensive, high‑qualified work for companies.

This activity would be developed together with the other proposed centers, so that remarkable academicians and public administrators can acquire new and relevant skills. This activity would be coordinated by the AICTC. 

Target Outcome 1.6: Enhancement of Other Sectors Through the Growth of the ICT Industry

Once the ICT human capital is leveraged, the ICT infrastructure is renovated, and all participants are working on a win‑win cycle, this enabling technology will begin to empower complementary and supporting industries, thus achieving better economic, cultural, and political social development of Armenia.

Actions/Development Plans

1.6.1 Create the ICT Innovation System

· Create an ICT Innovation System (ICTIS), which will integrate all internal and external activities related to ICTs in Armenia. This system will support the Armenian Information and Communications Technology Council (AICTC) in multiple activities such as: advising the government on its evolution to electronic supporting activities; supporting large companies, banks, and corporations in their migration to e‑business; and advising SMEs in becoming either B2B allies or simply developing an e‑commerce application. This system will concentrate in one virtual organization all capabilities necessary and sufficient to support the educational infrastructure as well as the industry leverage that is being applied in several other countries. The ICTIS will be the think tank for the development of other sectors that will increase the efficiency, effectiveness, and competitiveness of the country, so that the AICTC will be able to:

· Advise government on the implementation plans on telecommunication (i.e. TAOS project of rural telephony, urban telephone, and Internet network standards, etc.) and information systems development for the local infrastructure

· Manage the program to bring Diaspora professors to support the newly designed academic programs

· Create and manage the liaison of government, industry, and academic sectors

· Create proper legislation for the creation of e‑government systems

· Create mechanisms for linking university R&D with commercialization activities

· Incubate and start up the Virtual Information Technologies Network Center (VITNC) that would converge all LCECSs (Laboratories of Computer Engineering and Computer Sciences, already sponsored and installed by USAID) and related activities through a virtual network. This network will share all capabilities, resources, and physical infrastructures among the LCECSs as well as a Telecommunication System training center, and a central administration (as a new venture organization)

· Promote and diffuse the ICT among the people, society, government, etc., to create the new e-Armenia

Strategic Direction 2: Develop Business Capital

This Strategic Direction centers on a new Incubator and Learning Center that will serve as a focal point for entrepreneurial development. It will provide venture incubator management, technology incubation, virtual incubator services, and other business services. The Incubator will have a dual nature: a collaborative initiative and entrepreneurial development process with strong international networks, and a physical location to accommodate new firms. It will be a collaborative program between the Armenian Government, education, NGOs, foundations, and private enterprise.

Background (Global Context)

There is already a dynamism in the Armenian ICT sector, with a wide range of local companies and a growing number of international businesses setting up local operations. The experience from other dynamic centers, which have achieved a strong place in the global ICT industry, is that the overall climate and infrastructure for business—referred to as Business Capital—plays a crucial role in fostering entrepreneurship. The objective is to create a mutually reinforcing set of policies, infrastructure, and programs that accelerate the pace of new ICT business formation and foster business survival and growth.

The entrepreneurial culture can be fostered through training programs that inculcate entrepreneurship through the education system and concurrently celebrate the success of those who set up new businesses. Eliminating the barriers to the formation of new companies by establishing an Incubator (both a physical space and an active business development program with national and international links) has proven to be very effective. Bringing businesses together into clubs or associations that provide social and business support has also proven successful. While these have often taken on a role as lobbying organizations in dialogue with government, they also sometimes provide a range of services to their members, including information services and ideas exchanges, and sometimes extending to more specialized business services in response to member needs.

An additional range of initiatives relates to the restructuring and upgrading of existing firms that are seeking to increase their productivity and introduce new innovations in either their production processes or their products. Investment incentives and grant schemes related to productivity gains have been used successfully in a variety of contexts.

Encouraging groups of firms in clusters to gain from potential synergies and advantages that come from the development of shared specialist services and joint market and business development initiative has also featured strongly in successful concentration of ICT businesses. These give additional benefits from those associated with the common location of dynamic businesses in incubators, as well as improving the economics of specialization infrastructure provision.

Current Situation in Armenia

The most dynamic element of the present Armenian ICT sector is the internationally linked firms that are either branches of, or joint ventures with, predominantly U.S. firms. Typically they have some connection to the Armenian Diaspora and bring two essential ingredients— market presence and start-up capital. They are very welcome, but local business conditions must be created both to foster successful Armenian companies in ICT and to encourage international firms to build dynamic linkages with local institutions, thus helping them develop their competence to support both sectors.

There are as yet no active incubator programs that have been established to accelerate new firm formation, although there has been much encouraging interest from both international financial institutions and local developers. There is a need to convert this interest into active initiatives with the right physical and business support elements. There also exists a need to build the necessary linkages between the Incubator, Armenian based resources, and international networks that can replicate the presence needed by local ICT entrepreneurs in important international markets.

Government has welcomed a dialogue with ICT businesses and is looking to build a more effective channel of communication to inform entrepreneurs of policy changes and other initiatives and to get their feedback on how things are working in practice. More needs to be done to build on these current initiatives and to formalize the dialogue without loss of its immediacy.

Work with existing companies has stressed to date the changes needed to transfer ownership of enterprises into the private sector. A shift in pace is needed to assist these existing firms to improve their productivity and to develop innovations to ensure they succeed both in the domestic market and in penetrating competitive international markets to bring Armenia the hard currency earnings it needs to fund successful development. ICT has a key role to play here and initiatives that encourage its application are being designed.

These elements must be brought together through clustering initiatives that can initially be focused on the ICT sector and subsequently be broadened out to encourage a wider range of other sectors. 

The target outcome is a dynamic entrepreneurial climate that fosters new business creation and helps new firms both succeed and accelerate their pace of growth. The tools to be used include a central role for an ICT Incubator with a full range of supporting initiatives and programs developed to maximize its impact.

Target Outcome 2.1: ICT Incubator

The government will promote a new business Incubator program that draws on best international practices to accelerate the formation of new ICT firms and improve the survival and growth rates of beneficiary businesses.

Action/Development Plans

2.1.1 Create ICT Incubator

· Create the Incubator to have:

· A building providing accommodation to new firms and an active program of support for business development

· An institutional form that is sustainable through being well formed and able to generate revenue to cover its costs on a regular basis

· Additional tools that work alongside the Incubator to promote new entrepreneurial businesses

· A management model that emphasizes entrepreneurial and performance oriented approaches to achieving the objectives of the program

· Training services offered through commercial channels and able to be used by ICT firms outside the Incubator (a “without walls” program)

· Linkages, both nationally and internationally, with best practice models that can ensure the model is refreshed with wider experience than can be gleaned within Armenia and that this is shared with other Armenian incubators

· Partnerships with a network of supporters internationally and nationally to the long-term benefit of the new ICT businesses

Target Outcome 2.2: Industry Association

The government will encourage an active national ICT association that provides all aspects of the sector’s development and provides services and advice to its members.

Actions/Development Plans

2.2.1 Create ICT Association

· Invite the ICT Association to advise government on policy and programs that can be implemented to the benefit of the sector.

· Appoint a council as a formal means of dialogue between government and the ICT sector.

· Develop programs to foster linkages internationally with other national ICT associations and international ICT industry fora so that Armenia’s interests can be represented.

Target Outcome 2.3: Productivity Programs

The government will promote a program of productivity upgrading initiatives that have ICT at their center and develop both the Armenian market and businesses capable of supplying goods and services to it.
Actions/Development Plans

2.3.1 Develop productivity upgrading initiatives

· Implement a shared cost grants scheme to encourage accelerated take up of productivity enhancing innovations, initially emphasizing ICT related aspects.

· Develop a cadre of professionals able to provide productivity enhancing services to firms benefiting from the shared cost grant program.

· Encourage, with both a private and a public sector emphasis, productivity association and national TQM associations.

Target Outcome 2.4 Cluster Development Program

The government will implement cluster development programs to foster cooperative upgrading of business capabilities starting in the ICT sector but quickly broadening out to include other sectors.

Actions/Development Plan

2.4.1 Create program to develop an industrial clustering culture and collaborative competitiveness

· Host exchange events to promote awareness of the capabilities of Armenian ICT firms and build business linkages across the ICT sector.

· Foster cooperation, through public procurement, between firms in the priority sectors in supplying a larger range of goods and services than would be available if they acted alone.

· Orchestrate promotion in international markets to again extend the capabilities of individual firms to meet a wider range of market needs through cooperative action.

· Provide the knowledge infrastructure to support the formulation, development, and implementation of the Strategic Collaboration Plan for Globalization of a competitive Armenian ICT Industry.

· Provide a systemic framework for the integral development of the industry.

· Create an elite group of professionals of the ICT who would be the pullers for complementary and supporting industries.

· Provide proper training for cluster formation for executives, public administrators, academicians, and supporting providers.

· Develop a collaborative culture among ICT industry members and the tools to support its proper diffusion.

Target Outcome 2.5: Enable Legal and Regulatory Environment

· Encourage foreign and local investments in ICT sector.

Actions/Development Plans

2.5.1. Create legal and regulatory framework

· Adopt an official government resolution recognizing the ICT sector development as a priority for Armenia, with clear-cut actions.

· Prepare and adopt legislative or other appropriate acts to alleviate the tax burden on ICT companies. Examples: profit tax break for several years after making the first profit, accelerated depreciation of ICT-related assets (computers, servers, etc.).

· Exempt from VAT and customs duties products essential for growing an ICT business (the list needs to be developed in cooperation with private ICT sector and continuously updated).

· Ensure the protection of intellectual property through appropriate amendments in current legislation and/or introduction of new acts. Elaborate mechanisms for their enforcement. 

· Discuss with private sector and law experts other procedures, practices, and legislation (labor law, joint-stock companies law, export certification, etc.) which hinder the development of the sector and undertake necessary amendments. 

· Elaborate and undertake a PR campaign among business communities abroad and Armenian Diaspora in particular, promoting the benefits of investment in Armenian ICT sector. Pay special attention to venture capital funds.

Strategic Direction 3:  Legal and Regulatory Environment

*Note: A detailed Background and Current Situation description for each Targeted Outcome may be found in Attachment 1.

According to the 2001 INDEX OF ECONOMIC FREEDOM (the “2001 Index” or “Index”)
, published by The Heritage Foundation and the Wall Street Journal, during the last three years the Republic of Armenia has been making positive strides in its economic policy. In 1999, the Republic of Armenia held the 106th place in its attractiveness for investments, out of 161 countries referenced in the Index. In the year 2000, Armenia jumped to the 84th position, and in the 2001 Index, the Republic of Armenia holds the 68th position, out of 161 countries evaluated.
 

With such encouraging statistics, what is the reason for Armenia’s continuing inability to attract foreign businesses and investments? The reason voiced by the western businesses already operating, as well as those investigating the possibility of establishing operations in Armenia, is the unfavorable legal atmosphere. Bureaucratic complications and delays, contradictions in the legislation, and lack of information regarding the application of laws and regulations as well as their arbitrary application create a high level of uncertainty and confusion for both local and foreign businesses. Other factors, such as the high tax rates and prohibitive customs practices render Armenia a “problematic” country for business, and many investors opt for a more stable business environment. As stated in the 2001 Index: “Domestic political instability and insufficient progress in the rule of law are the main impediments to domestic and foreign investment in Armenia, restraining economic growth.” With the growth of global economy, investors compare investment opportunities worldwide when assessing where to commit their capital. And the fact that Armenia compares relatively well with its immediate neighbors is essentially inconsequential. 

The President and Prime Minister of Armenia are committed to creating an atmosphere which would attract more foreign investment, which in turn will allow Armenia to wean away from its dependency on credits from international financial institutions, such as the International Monetary Fund. In fact, the Government of Armenia, recognizing the potential for the ICT industry to play a leading role in Armenia’s economic development, has adopted a decision
 identifying the ICT sector development as a priority for Armenia. This government decision enumerates specific tasks to be implemented by various ministries towards the establishment of a national ICT strategy. Specifically, the Ministry of Industry and Trade jointly with the Ministry of Finance and Economy are tasked with the drafting and presentation to the government of a number of legislative initiatives which are imperative for the development of the ICT sector in Armenia. 

Target Outcome 3.1: Private Sector Participation in Legislation

· Allow and encourage ICT private sector participation in the development of legislation affecting the ICT sector and business in general. Any government and/or legislative initiative and strategy related to the ICT sector can only succeed if it is designed and planned with the involvement of the private sector. ICT initiatives in India, Ireland, Israel, and Jordan have all had one common denominator which has led to their success: the leadership of private sector in the ICT initiatives, coupled with high-level support and positive actions of the host government.

Actions/Development Plans

3.1.1 Draft legislation

· Direct the Government Ministries and the National Assembly committees in charge of introducing draft legislation to provide drafts of legislation to various business associations, private enterprises, and special interest groups who would be affected by the new legislation, to receive their comments and suggestions. 

3.1.2 Establish National Advisory Council

· Establish a high-level National Advisory Council (“Council”), consisting of private sector leaders and representatives from select government entities. The objective and mandate of this Council should be the continuous review of the national ICT strategies and monitoring of their proper implementation by various government agencies. This entity should serve as a private-public advocacy group, looking after the interests of the sector and ensuring support from the highest levels of the Government of Armenia. 

Target Outcome 3.2: Secure Investment Environment

· Amend the current Copyright Law, with the participation of the private sector representatives, to provide a more secure environment for investors by reducing the legal and regulatory risks.

Actions/Development Plans

3.2.1 Conduct study of Copyright Law

· Conduct a comprehensive study, research, and discussion of the current Copyright Law with the joint participation of the representatives of the private ICT sector and the corresponding government agencies and entities to develop a competitive Copyright Law that provides the requisite protection mechanisms to investors interested in establishing businesses in Armenia. Since a number of efforts are already underway on this issue, this action can be implemented immediately. 

Target Outcome 3.3: Enforce Existing Regulations

The Government of Armenia should initiate a holistic and aggressive enforcement of existing IPR regulations, particularly in terms of TRIPS requirements.

Action/Development Plans

3.3.1 Review existing laws

· Implement a review of the existing laws and regulations dealing with intellectual property, as well as a thorough evaluation of the current enforcement mechanisms as a whole, in order to identify the existing deficiencies and establish methods of addressing those deficiencies. There needs to be coordination of various agencies involved in the protection of intellectual property rights. 

Target Outcome 3.4 International Conventions and Agreements

Armenia has been considering joining a number of international conventions, such as:

· Rome Convention for the Protection of Performers, Producers of Phonograms and Broadcasting Organizations (1961)

· Geneva Convention for the Protection of Producers of Phonograms Against Unauthorized Duplication of their Phonograms (1971)

· Nice Agreement Concerning the International Classification of Goods and Services for the Purposes of the Registration of Marks (1957)

Armenia’s accession to these conventions and agreements will enhance its effort towards conforming with international standards for protection of intellectual property rights.

Actions/Development Plans

3.4.1 Review international conventions and agreements

· Review, with the assistance of international IPR experts, these international conventions and agreements, and make informed decisions as to which agreements are fundamental to the growth of the IP industry in Armenia, and what enforcement mechanisms should be implemented once Armenia joins these conventions. 

Target Outcome 3.5: Encryption Standards

· Establish a comprehensive policy on the standards of encryption permitted while importing and exporting data and also encryption standards for transactions within the country. The emphasis should be placed on self-regulation by the industry as opposed to government regulation.

Actions/Development Plans

3.5.1 Adopt legislative framework

· Identify and adopt legislative framework facilitating e-commerce. 

Target Outcome 3.6: Enforcement of Electronic Contracts

· Establish more detailed statutory regulations for the formation and enforcement of electronic contracts, as well as the use of electronic signatures. It is important to remember that excessive regulation may pose threats by stifling commerce if it is unduly burdensome. Laws which are not liberal or which create strong local differences may bring distortion of the market. Therefore, regulation must start with creating frameworks or broad guidelines, and international treaties and agreements are of vital importance for providing model guidelines for the development of electronic commerce.

Actions/Development Plans

3.6.1 Adopt legislative framework

· Identify and adopt legislative framework facilitating e-commerce. 

Target Outcome 3.7: Detailed Privacy Legislation

A more direct and detailed legislation is required to ensure the privacy of communications, as most of the existing laws only generally address the privacy of individuals. 

Actions/Development Plans

3.7.1 Private sector participation

· Include the private sector in the development (by USAID consultants) of the draft Law on Protection of Individual Privacy. 

Target Outcome 3.8: Competitive Tax Policies 

· Introduce more competitive taxation policies

· Reduce tax rates and/or provide tax exemptions on all ICT-related products

Actions/Development Plans

3.8.1 Create competitive policies

· Identify and enact a trade policy that encourages investment and local business development, by introducing more competitive taxation policies as well as streamlined accounting requirements for ICT-related transactions.

· Execute a double taxation treaty with the United States and other leading nations in the ICT sector.

· Prepare and adopt legislative or other appropriate acts to alleviate the tax burden on ICT companies, such as profit tax exemptions or acceleration of depreciation of ICT-related assets (computers, servers, etc.).

· Exempt the VAT on products essential for growing an ICT business (the list needs to be developed in cooperation with private ICT sector and continuously updated).

Target Outcome 3.9: Streamlined Customs Procedures

· Streamline customs procedures dealing with ICT-related products and establish an infrastructure that will facilitate e-commerce in Armenia.

Actions/Development Plans

3.9.1 Establish the infrastructure

· Identify and enact a trade policy that encourages investment and local business development by focusing on simplifying customs rules and regulations.

· Exempt customs duties on products essential for growing an ICT business (the list needs to be developed in cooperation with private ICT sector and continuously updated).

· Improve delivery services for both domestic and international products and services to facilitate the development of e-commerce in Armenia.
· Adopt a comprehensive and standardized classification system and clearance procedures.
Target Outcome 3.10 Amendment of Labor Code

· Amend the Labor Code to provide a more liberal environment for labor relations.

Actions/Development Plans

3.10.1 Involve private sector

· Include representatives from the private sector, both employers and employees, in the drafting of the new draft Labor Code being prepared, which takes into account Organization for Economic Cooperation and Development (“OECD”) guidelines. 

Target Outcome 3.11: Revised Company Law

· Revise the Company Law to provide more flexibility and predictability for investors. The new draft should take into consideration internationally accepted practices and concepts.

Actions/Development Plans

3.11.1 Include private sector in legislation reform

· Include representatives from the private sector in working groups of the Armenian Government and the National Assembly currently revising the 1996 Law on Joint Stock Companies and other relevant legislation. 

Target Outcome 3.12: Streamlined Registration Procedures

· Streamline both the registration and liquidations procedures, incorporating recommendations provided by the private sector, in order to facilitate the commercial activities of both domestic and foreign businesses.

Actions/Development Plans

3.12.1 Amend registration law

· Amend the existing registration law and establish a centralized registration system. 

Target Outcome 3.13: Conform to International Company Seal Models

· Conform Armenian business practices to internationally recognized models, where transactions are consummated by mere signatures, and when necessary, certified samples of signatures are used (i.e. for banking and registration purposes).

Actions/Development Plans

3.13.1 Eliminate use of company seals

· Eliminate the mandatory requirement for the use of company seals in commercial transactions. 

Target Outcome 3.14: Amend Foreign Investment Law

· Amend the Foreign Investment Law to provide more protection for investors.

Actions/Development Plans

3.14.1 Include foreign and local investors in policy decisions

· Incorporate the recommendations of both foreign and local investors in the new Investment Law currently being prepared. 

Target Outcome 3.15: Reform Judicial Sector

· Establish an efficient judicial mechanism for the fair and transparent enforcement of rights and settlement of disputes.

Actions/Development Plans

3.15.1 Enact reforms

· Create transparency in the court system by creating accountability on the part of judges for the decisions they issue, such as by publishing court decisions dealing with various business related legislation. The publication would include commentaries from a number of law professors, scholars, practitioners and legal experts as to the implication and application of the decisions on businesses. Although Armenia is not a common law country, and the concept of precedence is not practiced, nevertheless the publication will serve the above-mentioned target outcome.

· Introduce a mechanism for legal opinions to clarify uncertainties in the legislation.

· Train judges in newly adopted legislation.

· Enact stringent penalties for judges who are involved in corrupt practices.

Strategic Direction 4: Facilitate Accessible and Affordable Telecommunication Services

Background (Global Context)

During the past decade, there has been an increased recognition that the provisioning of high-speed telecommunication services is critical to socio-economic growth. This focus has been in part due to the growing acknowledgement of the role telecommunications plays in the emerging global market, by enabling electronically facilitated commerce. In addition, with an increased percentage of commercial transactions being service and/or information/knowledge-based, telecommunications is rapidly becoming the primary transport for this “weightless” economy.

Worldwide there has been a sharp increase in the number of countries that have initiated efforts to liberalize their telecommunications sectors. This shift has been from a government owned (or licensed) monopoly to a private-sector owned and operated sector, increasingly with multiple private players competing in the local market. This shift is taking place in an effort to attract private capital in order to expand their infrastructure capacities, lower overall costs, expand the richness of available services, improve the quality of services, and to extend the reach of telecommunications services within their countries. 

Whereas in the past basic telephony services have historically been the foundation for the telecommunications, increasingly the focus has shifted toward expanding mobile telephony services and providing an increasing array of value-added Internet-related services. Frequently these are the two initial areas where new private sector entrants are allowed into the marketplace to establish competition. Where allowed, competition in the mobile telephony sub-sector (typically 2-3 players in a given market) has resulted in rapid expansion of services and has placed competitive pressures on the provider of basic landline services as well. In the area of the Internet, it is increasingly becoming a basic toolset for supporting even the most basic of business operations. Most typically there is a split between the telecom providers (e.g., pipes/infrastructure) and the value-added service providers (who acquire basic connectivity from the telecom providers and focus on adding a growing number of services). Varying levels of “openness” exist from country to country with respect to the number of options available to these service providers with respect to securing the needed infrastructure to reach/service their customer base.

Current Situation in Armenia

The telecommunications situation in Armenia is perhaps best characterized as being dominated by ArmenTel, who at present is the country’s monopoly provider of virtually all telecommunications-related services. The ArmenTel monopoly is augmented only by those firms having their own internal private networks, and a few Internet Service Providers (ISPs) providing value-added services (over ArmenTel’s networks). ArmenTel is the only provider of domestic commercial landline-based and mobile services, as well as International connectivity. ArmenTel is owned by OTE of Greece (90%) and the Government of Armenia (10%). The monopoly position of ArmenTel is for a period of 15 years (1997-2012) for basic services and mobile services.

The International Telecommunications Union (ITU) report placed the teledensity for Armenia at 15.72 (phones/100 population). Growth has been relatively flat over recent years. ITU’s data for mobile reflects rapid growth, but on a very small base of only 7,000 in 1998, due in part to relatively high costs. There are a number of Internet Service Providers (ISPs) in Armenia, virtually all servicing the city of Yerevan, but with a few providing limited support in other cities. Growth in Internet use has been very strong in recent years.

There is little question that the ArmenTel monopoly has been restrictive with respect to expanding the telecommunications infrastructure and related services within Armenia. Commitments made upon being granted their monopoly license with regards to investments in infrastructure, etc., appear not to have been fulfilled. Costs for international services remain extremely high, due in part to the reliance on satellite connectivity. Local calls are likely priced at under-costs. The current satellite-based international links restrict use/reliance on the use of the Internet due in part to the high costs. 

The restrictive elements of ArmenTel’s monopoly position and performance since obtaining this monopoly are under considerable discussion within the highest levels of the Government of Armenia. As a result, there is every reason to believe many of these issues will be resolved within a reasonably short period of time. 

The following Target Outcomes and Actions/Development Plans are aimed at reducing the current telecommunications restraints on allowing Armenia more open, expanded, and lower cost access to the global community such that it can become increasingly engaged in international-related trade and commerce.

Target Outcome 4.1: Availability, Affordability and Reliability of High-Speed Network Access

Actions/Development Plans

4.1.1.
Activate international fiber-optic links with increased capacity

· Put new contracts into place (ArmenTel and international carriers) to take advantage of the new fiber-optic links/capacity.

· Reexamine the cost-structure of these new fiber-optic links/contracts to establish new cost basis for subsequent tariff reductions to high-quantity capacity users (e.g., ISPs, businesses, etc.).

4.1.2.
Renegotiate current licensing agreement between the Government of Armenia and ArmenTel 

· Find a compromise with ArmenTel allowing immediate provision of broadband, high-speed, and high-quality communication networks at competitive prices that will satisfy the current demand and enable meeting the expanding demand in future (based on new cost structures due to fiber-optic links).

· Explore possible legal solutions and initiate talks with ArmenTel to shorten the duration of its monopoly position in telecommunications as soon as possible.

· Lay foundation and establish a short-term plan for opening the local mobile market for new entrants—preferably earlier than current end of monopoly (2002).

· Establish a short-term plan for ensuring that ArmenTel’s mobile operations establish roaming agreements with GSM operators in key countries.

· Review ArmenTel’s current build-out of backbone, distribution/switching of land-lines, and mobile cellular, and negotiate filling in key gaps.

Target Outcome 4.2: Stable and Predictable Telecommunication Services in Armenia

Actions/Development Plans

4.2.1 Establish an Independent Telecommunications Regulatory

· Pass legislation that is currently in draft form (with some recommended revisions).

· Build and staff an Independent Regulatory Body (IRB) to manage the telecommunications sector in Armenia.

· Develop Human Capacity (Skills and Knowledge) within this new IRB.

· Establish implementing rules, regulation, and administrative procedures to ensure fair and predictable treatment of private-sector firms and citizens.

· Examine the need for local/long distance tariff rebalancing on a cost-based scheme, with implementation of tariffs to be phased in over time.

Target Outcome 4.3: Expanded Accessibility of Telecommunications Throughout Armenia

Actions/Development Plans

4.3.1
Build out high-speed capability into secondary and tertiary cities and towns

· Examine possible options for competitive entry in underserved areas of Armenia.

· Seek private sector engagement.

· Examine potential options/costs of implementing Universal Service requirements/fund.

· Provide needed incentives for investment in lower-populated rural areas.

· Ensure interconnection requirements are upheld if multiple private firms become engaged.

4.3.2
Expand Internet access outside of Yerevan

· Explore with ArmenTel the feasibility of extending Internet access outside of Yerevan via use of toll-free access lines such that local ISPs can provide cost-effective Internet access to outlying areas.

· Pilot the establishment of for-profit-based Tele-centers in outlying areas for extending telecommunications access (specifically the Internet) in less populated areas of Armenia.

Strategic Direction 5: Enhance Government Services Through Use of ICTs

Background (Global Context)

In recent years e-commerce and e-business have captured the imaginations and headlines and elements of “the new economy.” Recent data, however, shows that even in the U.S. with high levels of automation, e-commerce accounts for less than one percent of all business and consumer transactions.

It is becoming increasingly evident that for many developing and transitioning economies, e-government may have substantially more to offer in the near term than e-business. While lack of Internet access may limit widespread access to services by putting government online, there are significant benefits to be realized by automating the “back office” of government ministries. In fact, these back-office improvements frequently need to precede opening up public access.

Many governments (national and regional) are obtaining significant cost and service benefits by focusing attention on automating and integrating back office government processes, and by increasingly delivering more and more services over the Internet. Even in situations where there is limited Internet access, services can be delivered via kiosks located in public space such as malls and post offices.

Current Situation in Armenia

Over the past several years there has been considerable growth in the Government of Armenia’s use of automation in the various Ministries. The current state of this automation was captured during the Y2K focus as much of these technologies were assessed and upgraded to newer operating systems. 

Specifically, in recent years there has been considerable progress in providing critical automation to the Central Bank of Armenia (CBA), and the Ministry of State Revenue. More recently this has progressed to include the introduction of Smart Cards—currently scheduled for the spring/summer of 2001. Plans are also underway to expand the automated support for Armenian consumer credit via introducing local credit/debit cards into the Armenia market.

Target Outcome 5.1: Efficient, Effective, and Responsive Government

The government will undertake specific actions to assume leadership in ICT development and to expand and improve the quality of public services delivered to citizens and business via the deployment of ICTs.

Actions/Development Plans

5.1.1 Ensure efficient coordination of ICT-related activities being carried out in Armenia

· Create a state ICT coordinating body that is responsible for development and definition of ICT strategies in Armenia. This coordinating body (e.g., Council or inter-Ministry Commission) must include representatives of relevant ministries, private IT industry, Parliament, and NGOs. 

5.1.2 Appoint Chief Information Officer (CIO) or Chief Technology Officer (CTO) 

· Locate this lead position either in the Office of the President or Prime Minister. The CIO/CTO should chair the ICT coordinating body and be responsible for implementing the ICT strategies and raising key issues to the President and/or Prime Minister where required, as well as coordinating with the Parliament. 

5.1.3.
Raise awareness of the possibilities and requirements associated with the expanding role of ICTs across all sectors in Armenia

Target Outcome 5.2: Realization of e-Government 

The Government of Armenia will establish a comprehensive approach for leveraging ICTs to improve the internal operations of key processes within the Ministries as well as improve the delivery of services to the businesses and citizens of Armenia.

5.2.1.
Implement targeted e-government initiatives 

· Undertake a series of e-government-related seminars and workshops with visiting presenters drawn from the private as well as public sectors.

· Examine the potential for e-government by relying on the ICT coordinating body (see above) for direction and develop a preliminary e-government plan of action that has buy-in from the Government of Armenia as well as international and donor organizations.

· Target a limited number of e-government pilot projects, seek funding, and implement.

· Elaborate and start implementing a comprehensive e-government program with objectives, action plan, and time schedule, which will delineate the Government of Armenia’s steps to pass through three stages of e-government: publishing, interaction, and transaction. Determine financing sources and mechanisms. 

· Involve “star” companies (e.g. Cisco, Oracle, etc.) in providing systems, software, and components necessary to build up a viable e-government.

· Establish a Government of Armenia portal and increase the number of government Web sites that are included in this single, easy to access and search portal; improve their contents, quality, and usability. 

Target Outcome 5.3: High-Speed Government of Armenia Network (GOANet)

The Government of Armenia will expand its reliance on telecommunications for extending and improving the communications and integration of its Ministries and in expanding the support provided via these services to those living outside of Yerevan.

Actions/Development Plans

5.3.1 Create and implement GOANet

· Assess options for establishing a high speed GOANet linking several Ministries within Yerevan.

· Undertake a limited pilot project for establishing this network within Yerevan.

· Evaluate options for extending this GOANet to locations outside of Yerevan for linking Ministries located in Yerevan to their remote offices.

· Examine options for linking this GOANet to the Internet for delivering high-speed Internet access for the Armenian Government.

· Examine potential to meld/partner with a similar Armenian University Network initiative for achieving cost savings.

SUCCESS FACTOR 2: ACCESS TO CAPITAL

Strategic Direction 6: Develop External Angel and Venture Capital Funds

Background (Global Context)

The lack of domestic investment funds requires a focus on external sources of capital. The challenge is to create awareness of opportunities and demonstrate that there are processes and protections in place that manage the risk of investing in Armenia.  
Current Situation

Currently, there are very few domestic investment capital organizations that support ICT business in Armenia. The only way to find investors is through networking with friends or relatives outside of Armenia. 

An infrastructure must be developed where the capital markets reside. The Diaspora in the United States and Western Europe represent sources of capital for Armenian entrepreneurs. Venture capital funds and angel investor organizations in these markets must have some level of confidence that the investment is viable, secured, and properly managed. Venture funds are only part of the picture for new firms. There is also the need to improve accessibility to working capital from banks and to develop a proper financial market structure that might also include leasing and factoring to meet the financial needs of the ICT companies.

Targeted Outcome 6.1: Establish a Presence in Regions Where Investors Reside

Actions/Development Plans 

6.1.1 Employ Incubator network 

· Employ the Incubator network in international markets to establish foreign funds that are managed locally with the assistance of Armenian “interns” that are rotated through key incubators in U.S. and European capital markets. The program would employ 3-4 incubators in selected markets; for example, Austin Technology Incubator (ATI), International Business Incubator (IBI) in Silicon Valley, and an incubator in Boston. Armenian entrepreneurs would be positioned in the Incubator under programs for accessing the Incubator’s network of angel and VC investors, marketing Armenian initiatives, working under the direction of the Incubator managers to perform due diligence on behalf of the Armenian companies, and participating in intern programs with select firms, such as The Capital Network in Austin. Under this program, these individuals will participate in venture capital forums, seminars, conferences, etc. to establish linkages on behalf of their Armenian counterparts under the guidance of the local Incubator management.  

Targeted Outcome 6.2: Establish a Trusted Due Diligence Process

Actions/Development Plans 

6.2.1 Develop fund management training

· Employ the Incubator network program to establish funds that are managed locally with the assistance of Armenian entrepreneurs under the guidance and scrutiny of professional fund managers tied to the Incubator. The local fund management will be responsible for linkages to the Armenian Incubator, which will coordinate with the Armenian company for due diligence on potential investments while ensuring timelines and milestones are being met. The foreign fund manager will control the funds. There will be a flow of Armenian entrepreneurs who are interns with the Fund Management Team. The Incubator management will provide education on the business risks of the new ventures through a due diligence program so fund managers can assess the business plans of the new ICT entrepreneurs. There is unlikely to be sufficient VC business through the Incubator to warrant a tied fund. The fund can be tied to the “Incubator without walls” concept.

Targeted Outcome 6.3: Establish a Fund Management Team
Actions/Development Plans 

6.3.1 Place “interns” in management team

· Create a flow of Armenian entrepreneurs serving as interns with the Fund Management Team. Interns will rotate every six months and return to Armenia to manage the local funding components

Actions/Development Plans 

6.3.2 Create ties between angles, VCs, and networks

· Establish long-term relationships between Armenian angels, VCs, and organized networks in international centers and conduct joint events such as seminars and conferences that showcase investments in Armenia.
Actions/Development Plans 

6.3.3 Encourage establishment of international funds
· Encourage international funds to establish offices in Armenia managed by Armenian fund managers that have been trained through the “ intern program.” The Armenian Government and donors such as World Bank will play a key role by establishing funds that compliment the foreign investment funds.
Strategic Direction 7: Lower Barriers to Investment

Background (Global Context) 

Foreign capital investment requires an environment that is protective and provides a process for due diligence and remedies that will mitigate the risks of investments. Competition for investment is high, and capital flows to regions and initiatives that have the lowest barriers.

Current Situation in Armenia

The Armenian Government will play a key role with private enterprise in establishing an investment friendly environment and raising the level of investor confidence. Currently, there are tax and regulatory policies that provide disincentives to investment, and laws that protect investment are not sufficient to raise the level of investment to support the ICT sectors. Additionally, there are not sufficient protective mechanisms in place that provide intellectual property protection, which is a cornerstone to investing in ICT businesses.

Target Outcome 7.1: Protection of Intellectual Property Rights

Actions/Development Plans

7.1.1 Amend legislation

· Ensure the protection of intellectual property through appropriate amendments in current legislation and/or introduction of new acts. Elaborate mechanisms for their enforcement. (see Strategic Direction 3: Legal and Regulatory Environment)

Target Outcome 7.2: Tax Policies Promoting Investment in the ICT Sector

Actions/Development Plans 

7.2.1 Create competitive tax policies (see Strategic Direction 3: Legal and Regulatory Environment)

Target Outcome 7.3: A Trusted Vehicle for Performing Due Diligence on Investments 

Actions/Development Plans 

7.3.1 Establish oversight

· Establish independent due diligence and investment oversight service in concert with networks of experts from international capital markets through the networks established between the Armenian Incubator and the network of incubators in key capital markets. A business service focused on fund management and oversight will be an early component of the LIL and “Incubator without walls.”

Target Outcome 7.4: Government Sponsored Grants for Domestic Companies

Actions/Development Plans 

7.4.1 Provide grants
· Provide grants to very early stage companies to develop proof of concepts and/or demonstrate capabilities to potential investors/customers. There grants would be in the range of $10,000-$25,000. Experience has shown that entrepreneurs in developing countries lack small amounts of funding to access serious customers, and investors are unwilling to make commitments until certain threshold are met. The Armenian Government Fund supported by donors can provide the resources to reach these thresholds. The grants will be competitive and targeted to development that supports the market niche.

Strategic Direction 8: Develop Domestic Angel and Venture Capital Funds

Background (Global Context)

Access to informed capital has proven to be an essential ingredient to generating a vibrant ICT sector in the U.S. and, increasingly, in the E.U. (led by the U.K.). Fast moving new technology businesses need capital at key stages in their creation and growth, and at the early stages business angels (high net worth individuals willing to invest in time and money in exciting new businesses) and seed and start-up funds have proven essential. As new business develops, larger volumes of investment from more formal venture capital sources are often required to enable entrepreneurs to move rapidly to capture markets.

Traditional savings and retail banks have proven ineffective in this area both because of their reliance on collateral to back loans (rather than examining the quality of the business idea) and their willingness to provide equity finance. They still play a crucial role in providing retail banking services and loan-based working capital but need to be complemented by new initiatives offering seed and venture funds.

There are a variety of approaches to stimulate and sustain the new funding models, but typically they include:

· establishing some form of exchange where businesses seeking funds can meet (formally or informally, literally, or virtually) with those looking to lend

· training and raising awareness among the funds’ sources on the nature of the opportunities in technology sectors and the business models that are being used in the new information economy

· development of commercial skills for entrepreneurs and potential new business leaders (within a formal business planning framework) to enable them to communicate with and attract investment from those looking to invest

· clarifying the legal framework for private investment and providing appropriate incentives to encourage a more effective investment flow

Current Situation in Armenia

New businesses and potential entrepreneurs in the ICT sector in Armenia lack access to start-up capital. Some have succeeded in raising funds, and in common with business experience elsewhere this has been largely from friends and family who use personal trust networks as collateral in place of more formal asset instruments. This does not need to be replaced but does need to be enhanced.

Two other sources of funds are significant in the Armenian ICT sector: private development foundations and venture funding from ICT companies based in advanced markets, principally the U.S. The first of these, foundations, play a welcome role and with the right encouragement and improved information exchange can become more important. The second, venture funding from international ICT companies, is also welcome as it has important market entry and business experience attached to it. Armenia does, however, need to ensure that this brings a development dynamic to the ICT sector rather than solely an exploitative short-term boost.

Formal venture funds are available through programs sponsored by the international financial institution, for example the EBRD funds, but as yet they have had no significant impact in Armenia in general and none whatsoever in the ICT sector. Their interest so far is in larger volume deals than would be suitable to new ICT firms, and at best they may have a role in the second and third round funding for development capital in fast growing ICT firms. They do need, however, to be complemented by additional funding instruments from Armenian business angels and smaller scale venture capital funds.

Small scale investment grants, of the range from $5,000 to $25,000, have been used in many similar situations and have enabled business concepts to be tested and evidence accumulated to persuade investors of the merits of the new business. This, together with fiscal incentives to encourage private investment in new companies, would also help develop more quickly the fledgling ICT sector.

The target outcome for these programs is the stimulation of a private sector-led, entrepreneurially driven investment exchange that is enabled and facilitated by government.

Target Outcome 7.1: Facilitate a Capital Exchange Network for ICT Sector

Actions/Development Plans 

8.1.1 Pursue development of exchange network
· Initiate informal exchanges through the promotion of the First Thursday model where entrepreneurs and funders can meet.

· Adapt the Capital Network model to Armenia as an active program associated with the business Incubator.

· Develop skills and experience among venture capital professionals through selective placements and secondments to centers of expertise in the U.S. and E.U.

· Actively promote awareness of sources of funds that are already available and seek to encourage more to become established.

Targeted Outcome 8.2 Promote Awareness of and Develop Knowledge of ICT Sector
Actions/Development Plans 

 8.2.1 Promote ICT sector among financial/capital institutions
· Organize a series of workshops on the new information economy with international contributors to develop awareness of current and future business opportunities in ICT.

· Arrange a program of study visits to centers in the U.S. and E.U. at which ICT is concentrated and where venture capital is active in its development.

· Encourage the development of long-term relationships between Armenian angels and VCs and organized networks in international centers, including sponsorship for exchanges and secondments.

Targeted Outcome 8.3: Develop Business Skills in ICT Entrepreneurs

Actions/Development Plans

8.3.1 Create training and mentor programs

· Promote training programs for potential technical entrepreneurs and newly established businesses to upgrade their business skills as a complement to their technical training.

· Encourage the development of a business mentor program to make available to new technical entrepreneurs a cadre of experienced guides that can help them avoid commercial mistakes that might jeopardize their business.

Targeted Outcome 8.4: Improve the Legal Framework and Provide Appropriate Incentives to Encourage Small-Scale Private Investment

Actions/Development Plans 

8.4.1 Establish legal framework and incentives

· Review legislation to ensure that it facilitates rather than hinders small-scale private capital participation in new businesses.

· Develop an incentive program with attractive tax breaks for private capital in ICT companies.

· Initiate a small-scale grant program to fund the development costs of new business ideas at the crucial early stages.

· Provide on a partnership basis matching funds to stimulate the formation of seed and start-up funds in the Armenian market.

SUCCESS FACTOR 3: ACCESS TO MARKETS

Strategic Direction 9: Position Armenian ICT Companies in External Markets

Background (Global Context) 

Global customers for ICT products and services have many choices for vendors, contractors, and service providers globally. Competition is very keen, and many countries have made significant investments to provide a competitive advantage to their industry for the global markets. A significant component of this investment centers on making a commitment to the markets and the customers they serve by establishing a local presence with resources in the market and becoming a part of the customers’ community. That commitment makes the difference between customers taking the risk of conducting business internationally or seeking alternate business providers who understand their needs and challenges and have made the investment to provide a competitive level of service that is competitive.

Current Situation in Armenia

Direct contact with customers or investors is not the normal case. Armenian companies typically rely on their partners or agents for coordination and communication with customers or investors. Armenian companies seldom or never gain the expertise to deal directly with the individuals or entities that are responsible for their growth and sustainability.

Currently, there is a very limited domestic market in Armenia. Linking to United States and European markets is a critical success factor. This linkage must be accomplished through an effective marketing strategy and an infrastructure that represents a highly visible commitment while promoting a strong service culture. 

Market intelligence is only available through the Internet and associates in the market. There are very limited resources available that detail specific needs and strategies for developing competitive advantage. Additionally, there is no meaningful connection to the market needs or understanding of what is required to develop a core competence into value. Market intelligence for potential customers and investors to explore the capabilities and processes for doing business in Armenia is almost non-existent. 

Target Outcome 9.1: Marketing Armenian Capabilities Via Incubator in Key Markets

Actions/Development Plans 

9.1.1 Establish linkages to other markets
· Establish linkages to U.S. and European markets. These linkages must be accomplished through an effective marketing strategy that focuses on creating and maintaining infrastructure that demonstrates a highly visible commitment to a market while promoting a strong service culture. In concert with the venture fund program, this initiative would employ the same 3-4 incubators in selected markets; for example, Austin Technology Incubator (ATI), International Business Incubator (IBI) in Silicon Valley, an incubator in Boston, and an E.U. incubator.

Armenian entrepreneurs would be positioned in the Incubator under programs for accessing the Incubator’s network of customers, service providers, and large companies. Their role would be to market Armenian initiatives (under the direction of the Incubator managers), perform due diligence on behalf of the Armenian companies, and participate in intern programs with select firms such as the companies within the Incubator or advertising and marketing networks. Under this program, these individuals will participate in seminars, industry conventions, and other similar events. Additionally, they would be responsible for direct customer contact and negotiations on behalf of their Armenian counterparts under the guidance of the local Incubator management. In essence, this concept “Incubates Armenia.” This program could fit into the World Bank Marshall Plan Program. It would demonstrate a “significant” commitment to the markets and customers that Armenian companies are serving. Components will include:

· Establishing relationships with industry, research, and business service experts in the markets.

· Establishing a “Business Development” program in these select markets that will include facilitation, coordination, and feedback for Armenian entrepreneurs.

· Initiating a program of technology assessment, market validation, and initial access to customers and investors, which will be an integral part of the program.

· Creating a Web site that showcases Armenia and provides strong connectivity to relevant markets and capital. Industry and clusters will interconnect the Web sites.

Target Outcome 9.2: Marketing and Sales Program that Emphasizes Armenian Competitive Advantage (Clusters) and Addresses Local Customer Needs

Actions/Development Plans 

9.2.1 Design Armenian Consular Marketing Program
· Design a program to engage the Armenian Government’s Consular network in a positive marketing campaign and linking their offices to the Incubator networks for follow-up and customer contact. This could be a very positive use of the network that already exists in the American and European markets.

Actions/Development Plans 

9.2.2 Host government sponsored marketing events

· Sponsor marketing events such as the Armenia Investor Conference in New York. These events should be scheduled regionally utilizing the Armenian Consular Corp and supported by the networks surrounding the regional incubators.

Targeted Outcome 9.3: Realistic Advertising and Branding Program for Armenia in Key Markets

Actions/Development Plans 

9.3.1 Joint marketing initiatives 

· Establish a marketing strategy that capitalizes on using established networking programs in key markets to promote Armenian businesses, investment, and capabilities. This program will include:

· Jointly sponsored seminars

· Jointly sponsored forums

· Jointly sponsored conferences

The audiences for these events will largely be driven by the existing networking organizations. The Armenian companies will benefit by the exposure they will have through their association and participation in the networking and marketing events. The Armenian Government will sponsor two events per year in each market in addition to the networking events. 

Strategic Direction 10: Lower Barriers to Service Delivery

Background (Global Context)

Service delivery and customer satisfaction is the key to high value business development. Developing a track record of success and customer satisfaction is the most powerful marketing tool available. Successful ICT service, software, and product providers have established reputations for service delivery and a demonstrated commitment to their customers and meeting their needs.

Current Situation in Armenia

A major roadblock to conducting business between Western markets and former Soviet Union countries is the lack of a common basis for conducting business. The reason for the almost exclusive ties to “Agents” and “ Partners” for Armenian software business is a result of a lack of infrastructure and processes to bridge that gap without having to surrender the largest portion of the “value” to individuals who understand the market.

These recommendations strive to employ a program that will help Armenian businesses create a strong local presence in the markets they serve and demonstrate a service culture that is understandable and consistent with “customer expectations.”

Target Outcome 10.1: Established Service Culture for Armenian ICT Businesses 

Actions/Development Plans 

10.1.1  Create “Look Local in the Market” Program

· Develop a “look local” program. One of the pillars of a successful model for accessing international business is a local presence in the markets they serve. This creates the perception for their customers that doing business is as easy as doing business with your neighbor. Armenia needs to employ the same strategy. The program will have the following advantages:

· Understanding the ongoing and changing needs of the customers

· Understanding and responding to the priorities of customers

· Providing timely and accurate deliverables

· Providing a chain of communication that the customers understand and are familiar with

Effective marketing will provide initial opportunities. Strong service delivery will make the difference between a single opportunity and access to higher value added opportunities that result from developing trust and confidence.

The looking local program will be complementary to the marketing initiative and located at the selected business incubators in key markets and utilize the same interns that will be rotated every 6-9 months. The program will contain these three components:

· Education program for Armenian companies to acquaint them with business processes in the customer environments.  UT Austin has developed a multi-media online training program that acquaints individuals with the working environment of companies through a virtual company. This could be localized to Armenia.

· Incubators in key markets will be the platform for developing and facilitating business relations. Initial recommendations include the development of similar associations and linkages to other successful incubators in America.

· The program will include services such as: technology assessment, customer liaison, negotiations, feedback, communications, and bridging the cultural gap. 

The program will accomplish the following objectives:

· Develop an infrastructure that responds rapidly to customers’ needs 

· Demonstrate a commitment to quality service delivery

· Eliminate the need for extended communication chains

Strategic Direction 11: Develop Domestic Markets

Background (Global Context) 

Domestic consumption of ICT products and services is the engine that feeds the industry. In developing countries, the local market is undeveloped. Emerging governments are typically the engine that develop the local market through government sponsored programs and procurement activities such as e-commerce and e-government programs that employ local suppliers and developers.

Current Situation in Armenia

The domestic market for ICT services and products is very small. Industries that utilize ICT services and processes are in a restructuring mode and cannot afford to purchase them at this time. The Armenian market must be nurtured to provide the growth necessary to achieve a balance between domestic and international market focus. The Armenian Government will play a key role in its development.

Target Outcome 10.1: Armenian E-Commerce to Develop Local Markets

Actions/Development Plans 

11.1.1: Employ local ICT companies to develop e-commerce capabilities

· Identify and adopt the legislative framework facilitating electronic commerce, including laws and regulation on e-commerce itself, electronic trading of goods and services, electronic stock trading, electronic signatures, encryption, security and privacy, etc. 

· Identify and address customs and accounting procedures, as well as other rules and practices that may pose barriers to e-commerce through the study of relevant Armenian legislation, experience and practices of developed countries, and interviews with interested parties in Armenia.

· Develop and implement measures enabling credit and debit card online acceptance by private companies. Involve Central Bank of Armenia, commercial banks, and appropriate international experts in the process. Study the experience of world e-commerce leaders (Amazon.com, eBay, AmeriTrade, etc.) to identify the necessary steps and avoid mistakes on the way of e-commerce development.

· Enact local content regulations that give preference to Armenian service providers or require foreign suppliers to contract with local companies for a percentage of the total contracts.

Target Outcome 11.2: E-Government Programs 

Actions/Development Plans 

11.2.1 Local suppliers/vendors for e-government programs

· Fund e-government re-engineering and re-design programs that employ local companies.

Target Outcome 11.3: Local Market Environment that Supports Small Business

Actions/Development Plans

11.3.1 Enact new policies

· Enact policies and programs that encourage investment and local business development. These would include:

· Local Content Laws 

· Favorable Tax treatment to local companies

· Investment credits

Success Factor 4:  Maintaining the Momentum

Strategic Direction 12: Create Global Networks

Background (Global Context)

Effective knowledge exchange and use is based on a principle of proportional reciprocity. A challenged and potentially developing technology business needs to effectively leverage existing regional assets as well as leveraging external knowledge sources with more developed technology centers. Armenian economic development initiatives will focus on accelerated development of emerging and more established innovation clusters. To do this, strategies should target small and mid-sized technology-based enterprises (SMEs) that might be considered relatively successful at the local level but are in need of assistance (e.g., talent, technology, capital, and know-how) to achieve accelerated growth and global market penetration.  

A networked approach maximizes the impact of partnerships, alliances, and virtual linkages of regional and external resources such as talent, technology, capital, and business know-how. ICT networks are tools to access the benefits of technological support worldwide to provide services such as technology assessment and forecasting, technology gateway (assistance on technological choices and on marketing assessment of innovative projects), and access to outside technical information. SMEs often do not have and cannot afford the entire range of technical and business talents and know-how required for success in local and global markets. The process of identifying and hiring such talent and know-how on a short-term, as-needed basis is also difficult for smaller enterprises. Networks of talent and know-how would be a great asset that would allow SMEs access to the experts at affordable rates and opportune moments.

To achieve an environment that fosters innovation and wealth creation, a national goal must be to develop an innovation strategy for Armenia that begins in the labs and transitions through all facets of the scientific and business environment. New thinking and innovation largely determine the sustainability of a high tech industry. This applies to new technology and innovative business practices that continually feed the system. This strategy will give the science sector new market perspective as a reorientation thrust to get it moving. Knowledge networks and knowledge transfer vehicles will connect Armenia to the global innovation process. The legal and business environment is a key factor to innovation.

Wealth creation is the fuel for innovation. This strategy will develop business models to be competitive in high value added businesses that create wealth in Armenia. The goal must be complimented by an emphasis on prosperity sharing that will translate into higher paying jobs and longer term commitments to Armenian enterprises. 

Current Situation in Armenia

Armenia’s business, government, non-profit, and venture capital entities must create networks that support entrepreneurship, wealth creation, and wealth sustainability and that are organized to address unique Armenian challenges. These networks, connected to international networks to position the Armenian IT industry in the global marketplace, should cover markets, capital, inter-firm linkages, technological support and access to technology transfer opportunities, and talent and “smart infrastructure.” 

Armenian ICT start-ups, knowledge-based businesses, and allied institutions will be incorporated into existing global networks. Armenian participants will gain exponentially through linkages with mature technology centers and developing technology centers worldwide. Together these create a Technopolis program.
Target Outcome 12.1: Armenian Advisory Council

Actions/Development Plans 

12.1.1 Develop and support the Advisory Council

· Encourage Council’s role in advising the highest level (President or Prime Minister as appropriate), rather than one sectoral ministry.

· Structure Council as advisory as opposed to executive. There may indeed be a strong case for a coordinating executive to ensure an integrated approach from Government, but this is a totally different responsibility, and the two, advisory or executive, should not be confused or combined. 

· Appoint Council members at the behest of the President/Prime Minister who is seeking the advice of the Council. Wide consultation on the best candidates should include industry consultative bodies, but they should not be given a right of representation, as this is not a substitute democratic body. It needs to attract the best candidates irrespective of their affiliation to particular trade bodies.

· Open the Council to the public to ensure transparency. Decisions should be responded to formally, to indicate serious consideration. There will inevitably and appropriately be consultations outside the formal Advisory Council meetings, but these should be viewed as extra rather than substitute for the public events.

· Consider the development of an annual report on the ICT sector by the Council that highlights achievements of the past year and challenges and plans for the coming year. This will again give the opportunity for a formal response from all concerned with the success of the sector and highlight serious intent.

Target Outcome 12.2: Technopolis Building Program 

Actions/Development Plans 

12.2.1 Develop infrastructures
There are emerging associations of business leaders, non-profit organizations, and government in Armenia. This Technopolis Building program will strengthen those organizations that currently exist and assist in building critical infrastructure and linkages that will sustain new business development and wealth creation. 

· Develop Entrepreneurship Infrastructure, to include:

· Business entrepreneurship networks and organizations

· Social and civic entrepreneurship networks and organizations

· Entrepreneurship education networks and organizations

· Development of local and international councils (i.e. Software Council)

· Develop Technology Infrastructure, to include:

· Academic/university/ institute networking and organizations

· Technology assessment networks

· Business-based technologies

· Linkages to U.S. and European counterparts 

· Virtual “meet the researcher” programs for collaborative research

· Virtual think tank program

· Develop Capital Infrastructure, to include:

· Linkage with international angel investor and venture capital networks

· Domestic angel investor networks 

· Forums for linking entrepreneurs to investors (The Capital Network)

· Develop Legal Infrastructure, to include:

· Associations for entrepreneurial policy review and recommendation

· Organizations for legal assessment and benchmarking

· Participation with international forums and think tanks for policy review

· Develop Regional Infrastructure, to include:

· Forums for collaborative industry development

· Marketing across borders

12.2.2 Build new associations

This Technopolis Program will make a very positive contribution to building these networks in Armenia and support domestically and globally. Industry experts will be engaged from these networks to build new associations in Armenia and link them to mature associations globally. 

· Create series of speaking engagements domestically and internationally.

· Create series of seminars, workshops, and conferences in Armenia and the U.S./Europe, including Armenian business and educational leaders, including Diaspora educators and researchers.

· Develop organizations modeled after successful American counterparts but tailored to the realities of Armenia.

· Establish and maintain linkages between Armenian and international organizations with common goals.

Strategic Direction 13: Create Innovation Systems 
Background (Global Context) 

Maintaining a flow of talent, management, technical support, and new ideas is essential to sustaining a vibrant IT sector over time. To maximize the potential, an environment must be developed and nurtured that provides a visible path for scientists, educators, entrepreneurs, and talented managers and experts to follow to realize their ideas. This requires a partnership between government, education, private enterprise, donors, non-profit organizations, and business leaders. A system must be supported and coordinated that provides incentives and visibility for innovative approaches and new ideas from the laboratories through education, management, and commercialization of technology to government operations. Coordination and communication among the entities that create this system is paramount.

Current Situation in Armenia

Maintaining a flow of Armenian start-up initiatives through the Incubator to reach domestic and international markets and capital will require an innovation policy spearheaded by the Armenian Government that creates an environment that fosters innovation from “ lab to market.” Many of the components are already developing, such as new approaches to education, business development, government e-commerce projects, technology commercialization, and new support organizations. The challenge is coordinating these programs toward a common goal and visibility. The strength of the future IT industry in Armenia will depend on the quality of the innovation activity in the country, including advanced academic work and commercialization processes to utilize the knowledge created in products and services. 

Target Outcome 13.1: Development of a National Innovation Policy as a Collaborative Effort Between Government, Education, and Business
Actions/Development Plans 

13.1.1 Coordinate initiatives

The Advisory Council described in this document will set a priority on coordinating new initiatives that streamline processes and clear obstacles to new innovation. 

· Promote new technologies that are targeted at improving processes.

· Create and maintain Web sites that showcase new ideas and solicit solutions to common problems.

· Promote wide access to information from international resources libraries.

· Attract international events that showcase new innovation.

· Establish new communications vehicles that are widely available.

· Streamline processes for technology commercialization and approvals.

· Streamline research and development process and approvals.

· Sponsor events.

· Raise public awareness of new innovations and their implementation. 

Target Outcome 13.2: Create a Competitive Grant Program to Encourage Innovation

Actions/Development Plans 

13.2.1 Establish grant programs

· Establish, in collaboration with donor organizations and foundations, grant programs targeted at fostering new innovation, including the following:

· New ICT products and services

· New education programs

· Communications innovation

· Administration of government services and programs

· Technology commercialization

The grants will range from $5,000-$25,000 and will be awarded on a competitive basis by an independent panel of experts from government, business, education, and non-profit organizations. Grant will be used to develop new ideas that benefit the Armenian community and provide visibility.

Target Outcome 13.3: Create an Innovation Center for Scientists to Test New Ideas

Actions/Development Plans 

13.3.1 Create Innovation Center
· Create the Incubator’s Innovation Center to include both training and access to information for scientists and researchers in the form of a resource library (Web-based) that can be used to test their ideas against similar research underway both inside and outside of Armenia.

The Innovation Center within the new Incubator will include: 

· Assistance with technology assessment

· Assistance with marketing data

· Resource libraries

· Access to publications that showcase new innovation

· Training in technology assessment 

· Training in technology commercialization

· Access to industry experts and mentors globally

Target Outcome 13.4: Develop a “Junior Entrepreneur” Program and a “Future Scientist” Program

Actions/Development Plans 

13.4.1 Develop programs
· Utilize grants to sponsor “Junior Entrepreneurs” and “Future Scientist” programs targeted at promising K-12 students. The new Associations of ICT businesses and the Advisory Councils will oversee these programs, which will sponsor events such as:

· Linkages to similar organizations worldwide

· Travel for selected students

· Sponsorship to develop new ideas

· Summer internships

· Sponsoring events and media exposure

· Awards and scholarships

· Yearly banquets and high visibility events with business leaders and government officials

Target Outcome 13.5: Science Fairs
Actions/Development Plans 

13.5.1 Conduct science fairs

· Conduct yearly science fairs. K-12 students from all regions of Armenia will showcase their new ideas in a competition. Scholarships wills be awarded to the top ideas in several categories and sponsorships will be awarded for travel and participation in international science fairs. Judges will consist of both Armenian and international panels.

Strategic Direction 14: Transition to High Value Business

Background (Global Context)

There is a world shortage of skills in ICT, and the apparently ever-expanding need for more trained staff is driving the growth of clusters of ICT firms in an increasing range of locations. This is essentially the logic behind the investment from international firms in Armenia’s ICT sector attracted by the availability of high-level skills. Some locations with a large flow as well as a significant current stock of trained engineers and programmers are able to sustain their global place with very price-competitive services.

Armenia will not follow this strategy because of the small scale of its resources and the cost penalties of working at a considerable distance from the global centers driving ICT. It needs, therefore, to ensure that the ICT sector has all the necessary incentives and infrastructure to migrate to higher value segments and niches of the ICT global economy. This broad need applies with equal force to firms developed by local entrepreneurs and to those with international partners, although the challenges in these two parts of the Armenia ICT sector are rather different.

A part of the move up the value chain comes from upgrading the skills and formally accrediting the competencies of ICT workers, particularly by using internationally recognized accreditation systems. Another part comes from fostering specialized strengths in high value niches through specialized training, applied high quality research, and specific product development. Both can be reinforced through targeted marketing of these niche strengths and highly accredited skills to leading global players to foster alliances in the selected areas.

Current Situation in Armenia

Currently the established strengths of engineers and software designers that developed during the Soviet period is sustaining the dynamism of the ICT sector. Few of those working in the sector have gained accreditation against international standards, thus they remain dependent upon their employers to market their skills appropriately. Additionally, software and designs that are coming out of the sector are predominantly marketed under international proprietary labels that are remote from Armenia. While this is a normal situation during the early development of a new ICT center, it must be changed quickly to foster a dynamic sector successfully moving up the value chain and linked at the right level with global industry leaders.

The target outcome from these programs is a dynamic sector with professionals who are accredited to internationally recognized standards working with global industry leaders in high value niches and supplying propriety products that reinforce the high quality “made in Armenia” label.

Target Outcome 14.1: Accreditation Program

Actions/Development Plans 

14.1.1 Promote adoption of internationally recognized accreditation
· Promote awareness of international accreditation and benchmarking systems to firms and individuals in the Armenian ICT sector.

· Establish training facilities and orient courses to help new entrants gain appropriate international accreditation for their skills.

· Provide training incentives on a shared cost basis linked to the achievement of accredited qualifications as measures of output.

Targeted Outcome 14.2: Proprietary Product Development

Actions/Development Plans 

14.2.1 Improve the environment and encourage development of high quality products

· Provide small-scale grants for new product development on a shared cost basis.

· Encourage university linkages to firms and the sharing of facilities, especially relevant to new product development and rapid prototyping.

· Develop a JANET backbone of high capacity links across the academic sector with nodal access from partnership businesses.

· Clarify IP legislation to ensure that knowledge-based assets can be protected in line with best international practice.

Targeted Outcome 14.3:  International Brand Development

Actions/Development Plans 

14.3.1 Promote the ICT sector and high quality image in key international markets

· Develop a quality assured marketing program for Armenian products with a priority role for ICT goods.

· Utilize the commercial arm of the diplomatic corps to promote high quality linkages to ICT centers globally.

Strategic Direction 15: Develop Profit Models

Background (Global Context)

The global economic development consensus emphasizes the advantages of building effective private market oriented initiatives as the driving force for successful development. In the short term, active government initiatives may be needed to accelerate the pace with which market based solutions emerge, but with few exceptions these must be pursued with a clear goal of reducing government involvement and increasing profit orientation over the medium to longer term.

This approach has been adopted successfully in many locations that are now recognized global centers for ICT, and it is one of the key philosophies behind the ICT master plan that Armenia is now putting in place. It is also aligned clearly with the macro policy direction that Armenia has followed since embracing the market economy over the last decade.

Designing a profit motivation from the start and establishing a private sector culture to the full range of initiatives is essential to achieving this long-term sustainability goal. It has implications for the legal form of initiatives, the initial capital funding, and the flows of revenues and costs to sustain programs in the longer term. The Incubator initiative in particular needs to have these aspects built in from the start.

Current Situation in Armenia

The pace and breadth of change that has been needed since independence has meant that government has retained a central role in facilitating the transition. As a consequence, the impression that the old practices of government planning the economy and government leading business in giving permission to carry out economic activity and gaining access to resources do not appear to have changed as much as might have been expected.

This is also compounded by the dialogue between the Armenian Government and donor and international financial institutions, where the new private sector may have been the eventual main beneficiary but has not participated significantly in the decisions on shape and priority of programs. Concurrently, the private sector has invested in ICT, and with international links it is proving one of the most dynamic sectors of Armenia’s economy. Hence, the priority is now being given both to improving the business climate for ICT and to providing incentives for it to accelerate its pace of growth.

The design of the programs, particularly those linked to the proposed new business Incubator, must ensure that a private profit motive underpins the initiatives and so creates the right conditions for them to be sustained in the long term. Experiences gleaned from other regions can provide strong guidelines on what is needed to give the right shape to the new Armenian programs, particularly as related to the forms and arrangements for capital, the nature and controls on operating costs and revenues, and the dynamics of replication of initiatives in the future.

The target outcome from this initiative is the promotion of private profitable market oriented approaches as the driving force for the ICT sector and the various infrastructure and facilities established to encourage its more rapid development.

Target Outcome 15.1: Capital

Actions/Development Plans 

15.1.1 Build market-oriented partnership to fund sustainable infrastructure

· Seek support from development foundations to contribute to establishing facilities and infrastructure to promote profitable ICT businesses.

· Develop programs with international financial institutions to bring best international practices to Armenia and to share in the set up costs of infrastructure and facilities for ICT.

· Make a contribution from the Armenian budget in partnership with other potential funders to develop the ICT related infrastructure.

Targeted Outcome 15.2: Revenue 

Actions/Development Plans 

15.2.1 Ensure Incubator has independent legal form to offer profit-oriented solutions to entrepreneurs and new ICT firms

· Plan sources to enable sustainable infrastructure through:

· Rental income from the Incubator funding management costs

· Service revenues from infrastructure, to be applied to its upgrading and expansion

· Business revenue from services, to be retained in the institution and applied to the development of new high quality services

Targeted Outcome 15.3 Replication

Actions/Development Plans 

15.3.1 Encourage replication of profit and market-oriented developments across Armenia

· Develop plans to facilitate the provision, through private markets, for:

· Growth, for fast expanding ICT firms looking to leave the Incubator

· Replication of the model in Yerevan, to enable a larger number of entrepreneurs to be helped

· Expertise to be available “without walls” to other ICT firms that might benefit

· Replication in other regional centers, within the three years covered by the Master Strategy

· Training services to be provided to implement the models elsewhere

· Secondment, of management staff and business development professionals 

· Placements, with Armenian and international centers of best practice

· Twinning, with international incubator programs

Strategic Direction 16: Improve Quality of Life and Encourage Prosperity Sharing 

Background (Global Context)

Judging a region’s quality of life is a highly subjective process in that each person has his or her own preferences as to what comprises a desirable place to live, work, and raise a family. However, all successful and growing technology regions are very concerned about developing and sustaining particular quality of life assets that attract, grow, and retain and perhaps “bring back home” high tech talent. In short, such amenities as quality schools, clean air and water, a safe and stimulating environment, cultural and recreational activities, and career development opportunities are not just “nice things” for a region to have—they are crucial to Technopolis development.

All regions have assets and challenges. The task is to, over time, enhance and build regional quality-of-life assets and to find meaningful ways to mitigate a region’s challenges. Prosperity sharing is a challenge in developed as well as developing technology regions. For a region to maintain its momentum and to enhance its quality of life it must work at developing innovative and effective prosperity sharing programs and to facilitate the inclusion of a broad range of a region’s native inhabitants as well as knowledge workers that move into a region. Quality of life begins with a meaningful job, good salary, and career opportunities. 

Current Situation in Armenia

Armenia currently has many valued assets; however, for a host of reasons, many of which concern quality of life issues, many Armenian knowledge workers choose to leave the region for career opportunities and to launch companies. Doing a better job of retaining, growing, and bringing home this brainpower is crucial to developing a viable ICT industry and accelerating the region’s economic development.

Target Outcome 16.1: Employee Ownership Programs

Actions/Development Plans

16.1.1
Develop incentives to establish profit sharing programs

· Develop incentives (tax or regulatory) for companies and entrepreneurs to establish ESOP and/or profit sharing programs for their employees. This will have a very visible and immediate positive impact by creating incentives for employees to make a long-term commitment to their companies. A key strategy to prosperity sharing is the application of programs that permit broad-based ownership in business enterprises. Such a sense of ownership can be fostered at one level though such management practices as shared decision-making and responsibility and at another level through economic incentives. In short, it is important for Armenia public and private leaders to implement vehicles that create and sustain incentives for entrepreneurs and companies (foreign and domestic) to share financial success with employees. 

Prosperity sharing is central to supporting a knowledge-based economy. To attract and retain talent, knowledge workers must have the opportunity to invest in and share in the success of the ventures they support. 

Target Outcome 16.2: Re-investment in Education

Actions/Development Plans

16.2.1 Create inclusive training programs

· Include more people in technology-based business directly through targeted, focused, and short-term training programs for people without technology based educational backgrounds. The prosperity produced in a knowledge-based economy invigorates the service sector through the creation of demand and capacity to pay for more and better services including travel, restaurants, and entertainment. 

Strategic Direction 17: Create Regional Leadership Initiatives

Background (Global Context)

Regional leadership is centrally important to catalyze and maintain the momentum of regionally-based economic development. Regional leadership should come from the academic, government, and business sectors to encourage public-private cooperation for nurturing creativity and accelerated innovation. The challenge is to develop regional mechanisms and smart leveraged processes and realistic metrics of success for all three sectors.

Current Situation in Armenia

Armenia has declared a top priority on developing the ICT industry as a catalyst for developing other industries. Armenia’s strategy includes taking a regional leadership role in both the development of the ICT industry and applying the successful models to other emerging industries. Armenia intends to focus on innovative education, entrepreneurship, and a collaborative business environment as the underlying strength for leadership in the region. 

Target Outcome 17.1: Regional Awareness Program

Actions/Development Plans

17.1.1
Develop sustained information program

· Create awareness among global and regional leaders, via wide use of the Internet, of the progress and achievements of programs and initiatives contained in this Master Strategy. A program will be developed through the Incubator under the guidance of the Armenian Government to develop a sustained information program that raises that awareness and sustains a flow of achievements that showcase a continued commitment.

Target Outcome 17.2: Regional Cooperation Programs

Actions/Development Plans 

17.2.1 Develop collaborative programs

· Invite regional partner organizations to participate in targeted programs to develop collaborative processes that will provide the framework for a stronger commercial relationship and mutually beneficial competence development. The Advisory Council will be the vehicle for determining the programs best suited for regional collaboration and the resulting exchange.

Strategic Direction 18: Make Science and Research a Priority

Background (Global Context) 

A balance must be kept between basic and applied research in order to maintain and accelerate the momentum for regional economic development. In all the more successful U.S. Technopoli (e.g., Silicon Valley, CA; Boston, MA; Raleigh-Durham, NC; Austin, TX) there is a major research university and/or institute. These activities nurture the “seed corn” of future scientific and technological breakthroughs that can lead to spinouts and the development of new processes and industries.

Current Situation in Armenia

Armenia currently has some world-class science in key technology sectors.  These research efforts need to be maintained and developed so that they will be able, now and in the future, to provide the necessary world-class education, training, and scientific results for Armenia’s development as a world-competitive Technopolis.

Target Outcome 18.1: Global Cooperative Research Programs

Actions/Development Plans

18.1.1
Facilitate cooperative research

· Link key Armenian science and education sectors to global networks and facilitate the development of cooperative research activities and the exchange of students and faculty with leading research institutions worldwide. This program will be part of the technology commercialization programs directed by the Incubator.

Target Outcome 18.2: Researcher/Faculty Forums 

Actions/Development Plans 

18.2.1 Create research forum within industry development events

· Include a forum for researchers and faculty to showcase their research in conferences, seminars, and workshops conducted for the ICT industry development. The Incubator will provide support with training on effectively demonstrating research while maintaining confidentiality and presentation skills. The purpose of the programs will be to promote collaborative research programs and act as a first step to commercialization.

Target Outcome 18.3  Researcher Internships at ICT Companies

Actions/Development Plan

18.3.1 Recruit and place interns

· Develop and manage an internship program at the Incubator to position researchers in companies interested in the research. These internship programs will last 2-4 months and will focus on the further development of commercial opportunities with specific outcomes.

Target Outcome 18.4: Collaborative Research Programs

Actions/Development Plan 

18.4.1 Catalog and match research initiatives

· Employ the Incubator Networks established for the ICT companies to catalog Armenian research initiatives and look for collaborative research program opportunities or research investment opportunities. Research program descriptions will be placed on the Armenian ICT Web sites. 

IMPLEMENTATION

A detailed implementation plan is found in Attachment 2.

ATTACHMENT 1

Legal and Regulatory Environment

I.
PRIVATE SECTOR INVOLVEMENT COUPLED WITH HIGH-LEVEL SUPPORT OF THE GOVERNMENT OF ARMENIA

A.
Private Sector Participation

Background (Global Context)

Exercising legal and economic rights, as well as the protection of those rights, are vital elements in modern market economy. The right to perform economic activities must be established and perfected in societies in transition from planned economy to free market economy. Such transition requires the adaptation of current economic laws to international practices, by significantly improving the legal and administrative framework. And the most valuable source of guidance for the incorporation of internationally accepted practices can be provided by the private investors, operating and/or interested in providing investments, who will be directly affected by the new legal and administrative framework, and who possess the knowledge and the experience to provide guidelines as to the intricacies of international business practices.

Current Situation in Armenia

Since its independence in 1991, the Republic of Armenia (“RA”) has taken many practical steps towards the development of a free market economy. By rapid privatization of state industries and realization of numerous legal reforms, Armenia has been successful, to some extent, in creating an attractive legal environment for foreign investors. Nevertheless, Armenia still represents a difficult environment for business, where the local practices of business so greatly diverge from international practices.  

By adherence to a number of multilateral agreements and conventions, Armenia has made a commitment to implementing important legislative reforms, which will allow the development of Armenia’s economy and technology. However, parallel to the enactment of these legislative reforms, there have been numerous new laws and amendments adopted which contradict existing laws. This lack of consistency in the laws, and the frequency of the legislative changes enacted, have created an unpredictable legal field, which render additional financial commitment by foreign investors uncertain, at best.

Currently, the participation of the private sector in the development of commercial laws is very limited. Consequently, the Government and the National Assembly of Armenia are operating in a vacuum, without the benefit of substantial input from the business community. The absence of a mechanism that permits the participation of the business community in the drafting of legislation, unfortunately, allows the Government to further deteriorate the already unfriendly environment, without challenge. 

II.
ISSUES DEALING WITH THE DEVELOPMENT OF ICT INDUSTRY

A.
Intellectual Property Rights

1.
Copyright Law

Background (Global Context)

Strong, effective intellectual property protection is the cornerstone on which an attractive investment climate is built, and produces long-run economic benefits. Giving inventors, scientists, writers, artists, business persons, and others enforceable property rights in their creations makes it possible for creators to recoup their investment in the creative process, encouraging them to devote their time and efforts to developing new works, products, and services.  Specifically, copyright laws encourage creation of a wide variety of literary works, computer programs, and other artistic works. Copyright laws also help create a higher quality and technically prepared labor force through the on-the-job training associated with authorized transfers of technology. This in turn stimulates innovation and invites the introduction of new, safe, and effective products, technology, and services.

However, the absence of competitive copyright laws, as well as the lack of an aggressive enforcement of existing IPR regulations, signal a warning to potential investors, who require the proper assurances for the protection of their intellectual property rights.

Current Situation in Armenia

The Civil Code, as well as the Law “On Copyright and Neighboring Rights”
 (the “Copyright Law”, adopted on December 8, 1999) provide a considerable level of IPR protection mechanisms. However, certain provisions of the IPR legislation fall short of international standards:

· Article 18 of the Copyright Law: allows the free reproduction of computer programs and machine-readable databases, as well as free decompilation of computer programs, under certain circumstance enumerated in the Law. 

· Article 19 of the Copyright Law and Article 1128 of the Civil Code: Under the concept of “Employment Work”, the copyright of the work created during an employment assignment belongs to the author, who has created the work. The right of use to such Employment Work belongs to the employer, however, only up to 10 years from the moment of the presentation of the Employment Work. Upon the expiration of the 10 years term (or even earlier, with the consent of the employer), the right of use is fully transferred to the author (employee), despite of any contractual agreements.

· Article 28 of the Copyright Law: Provides the same 10 years limitation on the right of use to works created under “Author’s Contracts”, allowing the author to unilaterally withdraw his/her consent to the right of use, notwithstanding the time period stated in the contract.

2. 
Implementation of TRIPS Requirements

Background (Global Context)

The World Trade Organization (“WTO”) Agreement on Trade-Related Aspects of Intellectual Property Rights (the “TRIPS Agreement” or “TRIPS”) is the most detailed and comprehensive multilateral agreement on intellectual property, which provides:

· minimum standards of protection for the most important forms of intellectual property;

· enforcement standards for those forms of intellectual property; and

· a binding, enforceable dispute settlement mechanism to resolve disputes regarding WTO Members’ compliance with the established standards.

The areas of intellectual property that TRIPS covers are: copyright and related rights (i.e. the rights of performers, producers of sound recordings and broadcasting organizations); trademarks including service marks; geographical indicators; industrial designs; patents, including the protection of new varieties of plants the layout designs of integrated circuits; and undisclosed information, including trade secrets and test data. 
Current Situation in Armenia

On February 6, 1995, the United States extended the benefits of the Generalized System of Preferences (“GSP”) program to Armenia. Under the GSP program, the United States grants duty-free market access to more than 4,400 products that are imported from over 140 developing countries and territories. However, due to the poor performance of Armenia in enforcing intellectual property rights, the United States Trade Representative (USTR) has placed Armenia on its watch list, requiring Armenia to either strengthen its enforcement of intellectual property rights, or otherwise risk losing its benefits under the GSP program. The 2000 “Special 301” Report
, issued by USTR, provides the following comments on Armenia:

 “Armenia has several remaining steps to take to make its intellectual property regime consistent with the TRIPs Agreement. These steps include: joining the Berne Convention and the Geneva Phonograms Convention; providing protection or rights to U.S. and other foreign sound recordings; and providing retroactive protection for works or sound recordings under its copyright law. In addition, we are concerned about weak enforcement of intellectual property rights in Armenia. Although new criminal penalties for intellectual property violations have been adopted, there have been no convictions under the new law and police authority to commence criminal copyright cases is unclear. Further, Armenia’s Customs Code does not provide the proper authority to seize material at the border as required by the TRIPS Agreement. If not addressed, ineffective border enforcement could cause Armenia to become a target for illegal optical media producers, a problem that other countries of the region have faced.”

The Government of Armenia has made some improvements since the issuance of the 2000 “Special 301” report. Namely:

· Armenia has joined the Berne Convention

· The Government of Armenia is seriously considering membership in the Geneva Phonograms Convention

· The new Customs Code has been enacted as of January 1, 2001, which restricts the import or export of goods and vehicles, which endanger, as defined by law, intellectual property rights

· The new Customs Code also provides for the application for suspension of release from Customs of goods infringing upon intellectual property rights

However, irrespective of these legal reform efforts, examples of counterfeits and pirated products are ample in Armenia, and in practice, there are essentially no examples of judicial enforcement of any copyright infringements. This is partly due to the lack of preparation by the Armenian court system.  But if Armenia is to confirm its commitment to becoming a real player in the global market, especially in the field of ICT, it must take serious steps towards institutionalizing the requisite enforcement mechanisms, which would provide the necessary protection for intellectual property.

B.
International Agreements

Background (Global Context)
Information technology and electronic commerce is by nature a global issue, and is therefore beyond the control of individual countries. Several multilateral organizations are working towards creating an even playing field for the expansion of e-commerce, by providing rules for governing world trade. Armenia’s participation in a number of these multilateral agreements has helped the creation of liberalizing measures.

Current Situation in Armenia

WTO and Trade-Related Aspects of Intellectual Property Rights—In the signing of the convention instituting the World Trade Organization (discussed in the previous section), member states also bound themselves to a number of treaties on trade in goods and services which were annexed to the convention. One of these agreements is the Trade-Related aspects of Intellectual Property rights (TRIPs) agreement.

The National Assembly of the Republic of Armenia will soon ratify the Protocol on the accession of the country to the Agreement for the Establishment of the World Trade Organization and Agreement on Trade Related Aspects of Intellectual Property Rights (TRIPs).
World Customs Organization—Armenia became a member of World Customs Organization (“WCO”) in 1992. WCO provides technical assistance to Member Administrations to improve their efficiency and effectiveness in all aspects of their work.  Specifically, in relation to IPR and in an effort to assist Member Administration to fully implement TRIPS requirements, the WCO has been developing a joint Customs/Business training program, which includes key enforcement techniques. Armenia has been an active participant in many WCO initiatives and workshops.

World Intellectual Property Organization—Armenia became a Member of the World Intellectual Property Organization (WIPO) on April 22, 1993. On May 17, 1994 Armenia deposited a declaration of continued application of the Paris Convention for the Protection of Industrial Property
, the Madrid Agreement Concerning the International Registration of Marks
 and the Patent Cooperation Treaty
. On April 5, 2000 Armenia joined the Protocol relating to the Madrid Agreement concerning the International Registration of Marks and on May 3, 2000, the Bern Convention for the Protection of Literary and Artistic Works
 was ratified in the National Assembly, and on October 19, 2000 the Bern Convention came into force.

C.
Amendments to the Civil Code and Other Legislation

1.
Encryption and Security

Background (Global Context)

Ensuring transaction security is a great concern in the development of e-commerce. It is essential to “secure” business conducted over the Internet. The most reliable means is through cryptography, i.e. encryption and decryption techniques.

Current Situation in Armenia

Currently there is little legislation that regulates the Internet in Armenia and there is no law regulating encryption. So far the Government has adopted a classified decree (not publicly available) on the use of encryption codes by governmental agencies. Software manufacturers willing to supply encryption software to the government agencies are required to submit the software for certification to the Ministry of National Security. There are no laws regulating the production and distribution of encryption software or use of encryption for commercial or other non-governmental purposes. 

2.
Electronic Signature

Background (Global Context)

Electronic signature is a generic term that refers to various methods by which one can “sign” an electronic record. Digital signature is simply a term for one technology-specific type of electronic signature. It involves the use of public key cryptography to “sign” a message.

While handwritten signatures in most cases serve merely to indicate the signer’s intent, signatures in an electronic environment typically serve three critical purposes for the parties engaged in an e-commerce transaction: to identify the sender, to indicate the sender’s intent (e.g., to be bound by the terms of a contract), and to ensure the integrity of the document signed. 
Current Situation in Armenia

According to Article 296 of the RA Civil Code, “the use in the concluding a transaction of facsimile reproduction of a signature with the assistance of means of mechanical or other copying, electronic digital signature, or other analogue of an actual handwritten signature is allowed in cases and by the procedure provided by a statute, other legal acts, or agreement of the parties.”

Despite the fact that the Civil Code authorizes the use of electronic signatures in cases of mutual agreement of the parties, the need for statutory regulation of the use of electronic signatures is essential to facilitate e-commerce.

3.
Privacy

Background (Global Context)

The tremendous advances in telecommunications and computer technologies in the past decade have led to increased collection and dissemination of personal information. At the same time, there has been a growing awareness in all sectors of society of the threats to personal privacy caused by the growing sophistication of information technologies. 
Current Situation in Armenia

The Constitution of Armenia (Article 20) grants right to privacy of correspondence (mail), telephone conversations, postal, telegraph, and other communications. Such rights can be limited only by a court decision. The Constitution mandates “due process under the law” for any search and seizure. Furthermore, the Constitution prohibits collection, possession, use and dissemination of information related to personal and family life of an individual. Even though Armenia has no separate law protecting privacy, the Constitutional provisions have direct application and provide fairly strong protection against unauthorized intervention into the privacy of individuals. 

The Criminal Procedure Code sets forth procedural policies and rules for the protection of privacy, requiring court decision for any intervention into private correspondence. The Civil Code contains provisions of protection of commercially sensitive information from unauthorized use. There are various laws, such as the Bank Secrecy Act, which provide protection of privacy in certain fields. The Telecommunication Act imposes obligation on the operators to maintain secrecy of communications by users of telecom services.

4.
Taxation Issues

Background (Global Context)

Armenia’s taxation regulations and procedures are a serious concern not only to foreign investors, but also to domestic businesses. The inadequate taxation legal framework, the arbitrary enforcement of the existing tax legislation, the attitude of the tax inspectorates that every taxpayer is “guilty until proven innocent”, as well as the constant pressure on the tax inspectorates to generate additional revenue to fill the budgetary gap has led to the general perception of Armenia’s taxation system as unbalanced and unfair.

Current Situation in Armenia

There is a need to improve the transparency in both the tax legislation and the administrative procedures. The frequent changes in tax laws, and the delay in the corresponding regulations, provide sufficient confusion to allow tax inspectorates to use great degrees of discretionary power. Such subjective behavior on behalf of the tax inspectorates in arbitrarily enforcing the tax regulations contributes to the enormous unpredictability of the economic playing field in Armenia, and presents yet another risk for investors to establish operations in Armenia.

If Armenia intends to facilitate the establishment of an ICT sector in Armenia, it is essential to provide not only the proper economic incentives, but also to establish “fair rules of the game”, in order to provide for stability and predictability for potential investors in the ICT sector. There is also a need to review and clarify the tax treatment of transactions on the Internet, without introducing new taxes or uncertainties. Unless the laws and regulations are simplified and clearly defined, the distributor companies will not be able to provide satisfactory service to e-commerce consumers. In addition, the Ministry of State Revenues should provide publicly accessible information on tax decisions in order to clear the existing confusion and inspire confidence in the use of e-commerce.

5.
Customs Procedures

Background (Global Context)

In the U.S., as well as a great number of European countries, delivery of goods purchased via e-commerce is primarily implemented by postal and courier services. However, the postal system currently available in Armenia is both inefficient and unreliable; and the international courier services operating in Armenia, charge very high rates for delivery of packages. Furthermore, the lack of transparency of Armenian Customs rules and regulations, as well as burdensome and bureaucratic paperwork requirements, pose a great barrier to the development of e-commerce in Armenia. 

Current Situation in Armenia

Ideally, the consumer should have very little involvement between the time he orders the goods on the Internet, until he receives them. It is the responsibility of the supplier and the distributor to address safety, security and prompt delivery of goods ordered. However, with confusing administrative regulations, and unpredictable custom duties, suppliers and distributors can not accurately calculate the Customs duties, necessary paperwork and the time necessary to clear goods through Customs. Other problems such as lack of adequate facilities for storage of perishable goods and inappropriate mechanisms for the determination of customs value, just add to the inconvenience of shopping in the global market.

A lack of consistency exists in procedures used at different points and Customs houses. The customs regulations change very frequently creating inconsistency and confusion in operation of businesses. The simplification and clarification of customs rules and regulations, and improvement of delivery services for both domestic and international products and services will facilitate the development of e-commerce in Armenia, and will attract investment in the distribution and transportation infrastructures of Armenia. Also, exemption of customs duties on products essential for growing an ICT business would create a real incentive for investors to focus on Armenia as their new venue for investments in the ICT sector. 

III.
LEGAL ISSUES IN BUSINESS DEVELOPMENT

1.
Labor Code

Background (Global Context)

Armenia’s human capital is one of its best resources. The labor force is highly educated and well trained, particularly in engineering and technology. Almost one hundred percent of Armenian’s population is literate; 59 percent have completed secondary school, and 13 percent have a university degree
. However, if human skills are not updated constantly, Armenia’s advantage is lost. This evolution and enhancement of human expertise requires investments that create jobs and stimulants for advancement.

Current Situation in Armenia

Labor relations are governed by the Armenian Labor Code. These are still largely influenced by practices in the Soviet era and consequently tend to favor the employee over the employer. In general, the RA Civil Code provides for the freedom of contract in labor relations. However, the RA Labor Code contains a large number of mandatory provisions regarding issues that are usually left to the contracting parties in most other countries. Such restrictions greatly limit the employer in the daily management of its business.

Some of the mandatory rules of the Armenian Labor Code include:

· Written employment contracts are compulsory and are usually valid for an unlimited period. Fixed-term contracts, either for five years or less, or for the duration of a project, are possible under certain conditions
. 

· Women are guaranteed up to 112 days of paid maternity leave and an option for partially paid leave until the child is one year old. Working mothers receive a vacation subsidy for two years for childcare.
 Mothers can take additional leave for childcare for children up to one and a half years old.
 

· Legal grounds for laying off employees are highly defined and do not correspond to international practices: the dismissal of an employee is prohibited, except in cases of drunkenness, theft, absence without good reasons, etc. A history of under-performance, documented with a minimum of three reprimands, must precede dismissal for other reasons, such as incompetence. 

· According to the Labor Code, overtime is not allowed, except for specific exceptions dealing with employees working in utilities and other instances specified by law, and with the consent of trade unions.

· The employer is obligated to sign a collective bargaining agreement with the trade unions, and the law on Trade Unions
 is also extremely restrictive from a business management perspective.

2.
The Joint Stock Company Law

Background (Global Context)

The Government’s plan to promote investments must also take into consideration the necessity for investor-friendly commercial vehicles for the implementation of those investments. Specifically, establishment of new companies or investments in existing companies should be facilitated with the appropriate mechanisms which allow the investors to make business and management decisions which will permit them to make the optimal use of their resources, for the benefit of all parties involved: employees, shareholders, and the country.

Current Situation in Armenia

The procedures for the establishment and operation of Joint Stock Companies in Armenia are governed by the Civil Code and the 1996 Law on Joint Stock Companies (the “Company Law”). Currently, both the Civil Code and the Company Law include a wide range of burdensome rules and formalities, posing a huge disincentive to investments. 

The Company Law imposes a number of complex and time-consuming administrative requirements dealing with increase in the charter capital, prepayment requirement for issuance of new shares and technicalities dealing with procedures and deadlines related to calling shareholders meetings.

There are also restrictions placed on the companies, which limit the investors freedom to mange his/her operations and funds, such as:

· Formalities dealing with transfer of shares, which currently require registration of ownership rights prior to the transfer to be considered completed.

· Lack of clarity dealing with the liability of shareholders, directors and officers of the company. The internationally accepted corporate law concepts of “fiduciary duty” and “piercing of the corporate vale” are not clearly defined in the Company Law, leaving room for the management of the company to be held strictly liable for his/her actions.

· The Civil Code prohibits the issuance of bonds for an aggregate amount exceeding the charter capital of a joint stock company. The 1:1 ratio is an obstacle for borrowing funds by the companies, especially since many companies’ charter capital is artificially low. This statutory limitation should be removed to enable debt financing for the companies.

· The Civil Code does not allow the shareholders to setoff the payment due for the shares with the debt owed by a company to its shareholders. This would allow the lowering of debts, in an effort to obtain financing. 

· Limitations on the shareholders’ freedom to contract.

3.
Streamlining Registration Procedures

Background (Global Context)

The Law “on the Sate Registration of Enterprises” (the “Registration Law”, which was adopted on July 20, 1993, governs the registration of commercial entities. An enterprise or entrepreneur may do business only after receiving a state registration certificate. The Registration Law provides for two types of registration: initial registration, when a state registration card is filed with the State Register, and continuing registration, when changes and/or additions are made to the registration card. The Civil Code and the registration regulations specify the information that must be included in the company charter. After the issuance of the state registration certificate, an enterprise has a continuing obligation to notify the registering agency of any amendments within 10 days.

Foreign businesses have the right to create any form of enterprise, there are no restrictions on the amount of foreign participation in commercial companies, and foreigners are able to acquire or establish, jointly or solely, 100 percent of a company. There are also no restrictions on the size of the investment or the number of foreign persons participating in the commercial companies.

Current Situation in Armenia

Although during the last two years the registration process has improved, it is still highly bureaucratic and time-consuming. The main problem is the existing Registration Law, which does not provide sufficient safeguards from the arbitrary and subjective treatment by the agencies in charge of implementing the registration of entities. For instance, repeatedly the registry employees require that the charter of the company be prepared only in a certain standard format. This obviously deteriorates the founder’s discretion to include provisions in the charter, necessary for its day-to-day management and operation. It also creates an opportunity for artificial complications to be created by registry employees, in hope of receiving “facilitation fees” to accept the registration documents.

The lack of a centralized registration process has also contributed to the difficulty of company registration. Currently there are five different state entities responsible for various aspects of company registration
. By creating a centralized registration system, the government can consolidate the entire registration process and also cut down on the time required to implement the registration. 

The same problems exist for the liquidation/termination of companies. There exists a high degree of red tape and delays in the liquidation /termination of an entity, which requires more than two months to complete. And the existence of corruption, which is a problem acknowledged by every level of the Armenian Government, finds a fertile ground in both the registration and liquidation processes. 

4.
Company Seal

Background (Global Context)

The use of company seals is outmoded in almost all developed countries, and is not part of the international business practices. Especially with the growth of e-commerce, the use of such outdated practices are quickly diminishing. 

Current Situation in Armenia

Government Decree number 161 (March 5, 1991) requires all commercial entities to register and obtain a company seal for all official company transactions. In most cases, the law permits only one seal per company. 

5.
The Foreign Investment Law and Bilateral Investment Treaties

Background (Global Context)

Taking into consideration the limited investment opportunities in Armenia, as well as the high level of risk in the economic sphere perceived by investors, it is imperative for Armenia to address a range of economic and legal issues in an effort to promote investments. The enactment of a comprehensive investment law is essential for addressing a range of such economic and legal impediments.

Current Situation in Armenia

The Foreign Investment Law was enacted in July 1994 in an effort to attract foreign investments. However, the inconsistency in the application of various provisions has led to confusion and lack of clarity on the part of investors, which detracts from the main objective of the law.

Some provisions of the Foreign Investment Law are too vague, or do not provide sufficient protection to investors. For example:

· The Law provides that in the event of amendments to the foreign investment legislation of the Republic of Armenia, the legislation, which was effective at the moment of implementation of investments, shall be applied upon the request of a foreign investor, during a five year period from the day of the investment. This provision, perceived as a “Grandfather Clause” by many investors, implies that any adverse change of law from the date of the investment, shall not be applicable for five years from the date of the investment. However, the Government of Armenia has interpreted this provision to refer to only those legislation which directly effect investment, which currently amount to only three laws: 1) the Foreign Investment Law, 2) tax holidays relative to the amount of foreign investment in the charter capital of the company, and 3) exemption from customs duty on certain property/commodities imported by an enterprise with foreign investment. This narrow interpretation does not provide the level of security an investor would expect, in an environment where there are frequent changes in the legal framework through amendments of existing laws and the introduction of new ones.

· All disputes that arise between a foreign investor and the Republic of Armenia must be settled in Armenian courts. All other disputes to which the Armenian Government is not a party can be considered by the Armenian courts or other bodies entitled to settle economic disputes, or by intermediary courts, unless otherwise provided for by international law or by preliminary agreements of the parties involved. On its face, the Law excludes the option of international arbitration in disputes involving the Government of Armenia. However, almost every bilateral investment treaty (“BIT”) signed by Armenia contains provision allowing the engagement of internationally established tribunals. It is preferable to include a provision in the Foreign Investment Law with allows the option of international arbitration in disputes involving the Government of Armenia.

6.
Reform in the Judicial Sector

Background (Global Context)

There is a complete lack of confidence by the private sector in Armenia’s legal system, mainly due to:

· The lack of sophistication of judges;

· Prevalent corrupt environment in Armenia’s judicial system; 

· Lack of accountability by the judges for the decisions they render;

· The prevalent inconsistencies in laws; and 

· The arbitrary applications of laws by the judiciary.

Current Situation in Armenia

The effective and transparent application of the legislation is just as important as the actual laws themselves. However, the lack of objectivity consistently demonstrated by the judges has rendered the current judicial system as ineffective. 

It is obvious that in order to reach a tangible result in the transformation of the Armenia’s investment and business environment, it is essential to also reform the judicial system.

� Other institutions have been explored regarding Professional Software Engineering Certifications. Some of these programs can be launched rapidly for quality software engineering certifications, such as the CMM�SEI, (also a Carnegie Mellon University SE training program), and quality software programs such as the ISO 900X standard. These programs will address immediate certification needs required by international clients. The long�term goal will be the creation of a new Center for Certification (SE quality proficiency and suppliers' certifications) locally administered and aligned to current specific needs, as well as the formation of future certifiers and licensed professionals.





� The annual Index of Economic Freedom ranks the world's economies according to 50 economic variables in 10 broad categories: banking and finance, capital flows and foreign investment, monetary policy, fiscal burden of government, trade policy, wages and prices, government intervention in the economy, property rights, regulation, and black markets.


�   In the 2001 Index, Georgia was positioned as the 114th country, Azerbaijan as the 139th, and Iran held the 151st position.


� Government Decision No. 58, issued on December 28, 2000.


� The Copyright Law provides protection of database (as a compilation of data and other materials [articles, accounts,  facts, etc.], systematized in machine-readable or other form, which by the reason of the selection or arrangement of its content, is a result of a creative work.) and computer programs, expressed in any programming language and  form (including application  programs,  operation systems,  source code and object code).  





� Under the Special 301 provisions of the Trade Act of 1974, an annual review that examines in detail the adequacy and effectiveness of intellectual property protection in over 70 countries.


� Articles 19 and 20 of the new Customs Code.


� Articles 227-233 of the new Customs Code.


� Paris Convention For Protection of Industrial Property: Inventions (patents), trademarks and Industrial designs.


� Nationals of any of the contracting countries may, in all the other countries party to the Madrid Agreement, secure protection for their marks applicable to goods or services, registered in the country of origin, by filing the said marks at the International Bureau of Intellectual Property.


� Patent Cooperation Treaty (PCT), which implements the concept of a single international patent application that is valid in many countries. Once such an application is filed, an applicant has time to decide in which of the countries to continue with the application, thereby streamlining procedures and reducing costs.


� Bern Convention for Protection of Literary and Artistic Works: novels, short stories, poems, plays; songs, operas, musicals, sonatas; and drawings, paintings, sculptures, architectural works. 








� Investment Climate Statement, FY 2000, published by the US Department of Commerce.


� Article 16(1) of the Labor Code.


� Article 189 of the Labor Code.


� Article 191 of the Labor Code.


� Articles 58 and 60 of the Labor Code.


� Law on Trade Unions, adopted on December 5, 2000.


� The registration process includes the acquisition of a firm name certificate from the Firm Name Department, a registration certificate from the State Register, a tax ID number from the tax department, a company seal from the State Joint Stock Seal Company, as well as registration with the Social Security Administration and the Statistical Office for statistical reporting.  For certain operations defined by law, there may also be a requirement for the acquisition of a special or sectoral license from a State Agency.
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