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Despite the looming second anniversary of Armenia’s February-March 2008 post-election crisis,
there were few signs of optimism in February that Armenia was overcoming the lingering
domestic tension and political stalemate between the authorities and opposition. For most of
February, foreign policy continued to exert a prominent, if not primary, role in shaping domestic
politics in Armenia, as the diplomatic effort to “normalize” relations between Armenia and
Turkey faltered after Turkish leaders sought to impose new demands over Nagorno Karabagh. At
the same time, the combination of unresolved demands for political change and mounting
economic pressure continued to plague a government already weakened by a lack of popular
support and a pronounced absence of legitimacy.




Political Overview

Adding another critical issue to the political discourse defining the divide between the
government and opposition, a new focus on economic problems emerged in February. After
many months of waiting, the opposition Armenian National Congress (ANC), a coalition led by
former President Levon Ter-Petrosian, finally unveiled a specific policy platform. On 23
February, the opposition bloc released a fairly detailed, 15-page economic plan that it hailed as
a blueprint for the “radical transformation” of the Armenian economy. Developed by a group of
economists led by former Prime Minister Hrant Bagratian, the plan laid out a set of 100 policy
recommendations with a focus on measures aimed at curbing the “monopolization of key
sectors of the Armenian economy, improve the country’s business environment and ensure a
more equitable distribution of wealth among its citizens.”

The opposition’s economic strategy included measures that seek to shift the main tax burden
away from small and medium-sized enterprises to a handful of what it termed “government-
linked oligarchs” that it accused of “strangling free enterprise” in the country. The measures
centered on the introduction of a progressive income tax, with a corresponding increase in taxes
on the wealthiest Armenians, a substantial toughening of anti-trust legislation and a strict
separation of business and politics, designed to end “the extreme concentration of the country’s
economic resources in the hands of a few oligarchs and their families.” The economic plan
further claimed that the measures, if implemented, would allow the government to double its
state budget, ensuring sharp increases in pensions and public sector salaries as well as
government spending for education and public services.

Through most of February, however, the opposition Armenian National Congress (ANC) returned
to its primary focus on foreign policy, escalating its criticism of the Armenian government’s
foreign policy regarding Turkey. Specifically, the opposition bloc argued that President Serzh
Sarkisian’s bid to “normalize” relations with Turkey was based on a calculation that international
support for the effort would “help it to crush with impunity the opposition struggle for
democratic freedoms and the formation of a legitimate government.” The criticism followed
earlier claims by Ter-Petrosian alleging that President Sarkisian was “jeopardizing the existence
of Nagorno Karabagh” and was ready to “put Karabagh up for sale” in return for “legitimizing his
rule in the eyes of the West.” Yet only months after those charges, Ter-Petrosian distanced
himself from those allegations and hinted at his readiness to recognize Sarkisian’s legitimacy by
strongly attacking nationalist critics of the president’s policy toward Turkey.

Foreign Policy

Beginning in early February, the prominence of foreign policy as a driver of domestic politics was
slightly enhanced by a new shift beyond its previous utility as a wedge issue in the opposition
attacks against the authorities. More specifically, leaders of the Armenian Revolutionary
Federation (ARF or Dashnaktsutiun) party publicly hailed the Armenian government for
“toughening” its stance regarding both Turkey and Nagorno Karabagh. The ARF claimed credit
for the government’s “new policy,” which it defined as a “cause for joy” and argued was largely
due to the party’s “struggle” to pressure the authorities after the party formally withdrew from




the pro-government coalition in April 2009. According to senior ARF leader Hrant Markarian, the
clearest demonstration of this new policy was last month’s decision by the Armenian
Constitutional Court, which despite endorsing the Armenian-Turkish protocol, was accompanied
by an opinion that dismissed any linkage to the Karabagh conflict and defended the
international campaign to recognize the Armenian genocide.

Although the ARF’s claims of responsibility for a “new policy” was generally discredited the
government itself, it did represent a new twist to the issue of Armenian-Turkish diplomacy
within Armenian domestic politics. Of more practical importance for the government, the ARF
also stressed that in light of the “new policy,” it would limit its challenge to the authorities by
seeking “regime change by means of elections, regular or non-regular,” distancing itself from
the opposition’s bid to force the resignation of the government through “street protests.”

Supported by strong international backing, the Armenian government successfully resisted
attempts by Turkey to link the Nagorno Karabagh conflict with the diplomatic effort to
“normalize” relations between Armenia and Turkey. Despite the fact that the Karabagh conflict
was removed from the text of the two diplomatic “protocols” signed by the Turkish and
Armenian foreign ministers in October 2009 and no longer served as a precondition or
prerequisite to the normalization effort, Turkish leaders have repeatedly demanded unilateral
concessions form the Armenian side to Azerbaijan over Karabagh.

The Turkish strategy to link the two issues consisted of a dual attempt to both secure
international support and exert greater pressure over the Armenian side. After meetings with
US President Barack Obama at the White House and Russian President Dmitri Medvedev and
Prime Minister Vladimir Putin in Moscow in December 2009 and January 2010 respectively,
Turkish officials were forcefully and clearly told by both US and Russian leaders that any attempt
to connect the Karabagh conflict with the normalization effort would be unacceptable.’ At the
same time, the Armenian side remained adamant that the Karabagh conflict was a separate
issue, between Armenia and Azerbaijan, and consistently rejected Turkish pressure as
unreasonable and unacceptable.

Following the failure to either force unilateral concessions from Armenia or to garner
international support for its demands over Nagorno Karabagh, Turkish officials strongly criticized
the international community and the Organization for Security and Cooperation in Europe
(OSCE) for failing to resolve the Karabagh conflict. After harsh criticism of the OSCE’s mediating
body, the “Minsk Group,” in late January and early February, Turkish leaders were backed by
their Azerbaijani counterparts, as senior Azerbaijani officials warned that international support
for Armenia was hindering a resolution to the conflict. Although such sharp criticism of the
mediators was not a new development for either the Turkish or Azerbaijani parties, it did reflect
a new obstacle in the current stage of the OSCE-brokered peace talks between the Armenians
and Azerbaijanis.

The only sign of progress in the Karabagh mediation effort in recent months has been the active
engagement of Russia, as both a co-chair of the OSCE Minsk Group and as an individual
mediator. After a round of meetings between the Armenian and Azerbaijani presidents hosted
and brokered by Russian leaders, capped by a summit meeting in Sochi late last month, Russian
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Foreign Minister Sergei Lavrov noted on 8 February that despite the inherent difficulty of the
Karabagh conflict, “things are moving” toward reducing the “number of issues that must be
tackled by the leaders.” Most notably, Lavrov announced that the Armenian and Azerbaijani
presidents had essentially agreed on a “preamble” to the basic principles of a Karabagh
settlement presented by the OSCE Minsk Group. Although still a relatively minor achievement,
the presidents also agreed to “prepare their own concrete ideas and formulations” on the
remaining sticking points, at least sustaining the momentum of more frequent meetings that
began last year.

The Armenian insistence that the Karabagh conflict should remain separate from the protocols
was further bolstered by American support, when U.S. Deputy Secretary of State James
Steinberg reassured President Sarkisian during a one-day visit to Yerevan on 4 February.
Meeting with President Sarkisian and Foreign Minister Edward Nalbandian, Steinberg stressed
that the normalization of Turkish-Armenian relations was “very important” for the United States
and affirmed Washington’s position that the January ruling by the Armenian Constitutional
Court that approved the protocols was a positive step, rejecting Turkish criticism of the decision
as invoking a new precondition.

That message of clear US support was reinforced by American scholar David Phillips, who argued
in an interview in early February that stronger U.S. pressure on Turkey was essential for
salvaging the normalization effort. Phillips, a conflict resolution scholar at the American
University in Washington led an earlier Washington-backed “track-two” diplomatic effort
between Ankara and Yerevan,” warned that although Armenia should remain committed to the
process, the ratification of the protocols by the Turkish parliament could not be “an open-ended
process” and required a clear “end point.” He also criticized any attempt to link the protocols
with Karabagh and dismissed Turkish claims that the recent ruling by the Armenian
Constitutional Court contradicted or violated the protocols. Phillips further warned that “if these
protocols fall apart and there is a diplomatic train wreck, it will have a serious adverse effect on
U.S.-Turkish relations,” and added that “unless the Obama administration presses the Turks at
the highest level, the likelihood of the protocols being ratified in Ankara will decrease.”

The diplomatic stalemate over the Armenian-Turkish normalization effort heightened in early
February with the announcement of a vote by a key committee of the U.S. House of
Representatives on a commemorative bill recognizing the 1915 mass killings and deportations of
Armenians in the Ottoman Empire as genocide. Representative Howard Berman (D-CA), the
chairman of the House Foreign Affairs Committee, scheduled a 4 March vote on the draft
resolution that urges President Obama to “accurately characterize the systematic and deliberate
annihilation of 1,500,000 Armenians as genocide.” The scheduling of the committee hearing on
the bill triggered a sharply negative Turkish reaction, as Turkey has consistently fought against
any such Congressional action on the genocide issue. On 8 February, Turkish Foreign Minister
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Ahmet Davutoglu strongly denounced the committee for scheduling the vote, explaining that
the issue was “not in the interests of the US, Turkey and Armenia” and warning that the
“process” could lead to a “deadlock” in relations with the U.S. and its “rapprochement with
Armenia.”

Yet the intensity of the Turkish reaction has always been excessive and intrusive, consistently
demonstrated during the House Foreign Affairs Committee’s passage of similar legislation in
2000, 2002 and 2007. The main difference this time was not only mounting frustration among
many US Congressmen over the perception that Turkey was unreasonably stalling or backing out
of the protocols with Armenia, but even deeper concern over the deterioration in Turkish-Israeli
relations. The timing of the vote was also significant in the face of the upcoming 95th
anniversary of the start of the Armenian Genocide on 24 April 1915. Although the actual
committee hearing would not take place until early March, the announcement of the vote in
early February added another complication to the already stalled Armenian-Turkish diplomacy.

For his part, Armenian President Sarkisian sought to diffuse the Turkish reaction by dispatching a
message to Turkish President Abdullah Gul that opened with “greetings to you and the people of
neighboring Turkey,” but also appealing that “the time has come to manifest determination to
make next major step and leave to the coming generations a stable and secure region.” The
timing of the message was also symbolically significant, as it was delivered on 9 February while
Sarkisian was passing through Turkish airspace en route to London. The message also conveyed
the Armenian president’s frustration with Turkey’s apparent retreat from the protocols,
demonstrated by Sarkisian’s point that “we can achieve results only if there are trust, resolve,
and unfaltering stance” and reminder that “a situation when words are not supported by deeds
gives rise to mistrust and skepticism” and aiding “those who oppose the process.” The message
also closed by expressing concern that both sides “should be mindful of the fact that in this
particular case, time is working not for but against the process.”

Sarkisian’s appeal to Gul was a preliminary opening move to a broader effort to ease and soften
Turkish hesitation to carrying forward the normalization effort. After arriving in the United
Kingdom, this effort was intensified by the Armenian president’s speech before the prominent
Royal Institute of International Affairs, more informally known as “Chatham House,” in London
on 10 February. After a traditional opening address reviewing Armenia’s position on Nagorno
Karabagh, President Sarkisian used the opportunity to formally announce his intention to submit
the signed protocols to the Armenian parliament. That move, which followed the Armenian
Constitutional Court’s endorsement of the protocols the month before, not only brought
Armenia closer to ratification but placed Armenia one step ahead of Turkey in the overall
normalization process. Sarkisian then reiterated his warning to Turkey that if its goal was “to
protract, rather than to normalize relations,” the Armenian side would be compelled to
“discontinue the process.” He also reassured the Turkish side that there would be no doubt or
delay that the Armenian side would adopt the protocols once Turkey ratified them “without
preconditions.”

Notably, the Armenian president went one step further by extending an invitation to Azerbaijani
President Ilham Aliyev to come to Armenia to attend any future ceremony marking the opening
of the closed Armenian-Turkish border, a rather bold offer without precedent. Although much of
the symbolism of the invitation was obscured by the pledge to submit the protocols to the
parliament, the Armenian president’s invitation to his Azerbaijani counterpart to actually visit




Armenia represented a rare display of mature diplomacy well beyond the traditionally rigid
parameters of the norms of accepted political discourse in Armenia.

On 12 February, in line with the Armenian president’s announcement in London, the two
diplomatic protocols that were signed in October 2009 by the Armenian and Turkish foreign
ministers were formally submitted to the Armenian parliament. But the Armenian side remained
adamant that it would not schedule a vote on the protocols until the Turkish parliament did the
same. According to Galust Sahakian, the head of the parliamentary bloc of the governing
Republican Party of Armenia, the protocols would “not be debated until Turkey’s parliament
ratifies the protocols.” Nevertheless, Armenian Prime Minister Tigran Sarkisian defined the
submission of the protocols as further proof of Yerevan’s “sincere desire to establish good
relations with neighboring states” and was “a signal to both our domestic public and the
international community,” adding that it demonstrated that “we are prepared for the
ratification of those protocols.”

Yet at the same time, the submission of the protocols coincided with the Armenian
government’s presentation to the parliament of new amendments to the law on international
treaties that would provide Armenia with the right to “not to become a party” to a particular
agreement prior to its “entry into force.” In a report to the Armenian cabinet, Deputy Foreign
Minister Shavarsh Kocharian explained that the amended law would allow the president to
“terminate or suspend the process of signing” any international treaty, a move seen as an
attempt to give the Armenian side an “exit strategy” from its October 2009 signing of the
protocols in response to Turkey’s delay over ratifying the protocols with Armenia.

The move, which was personally ordered by the president, was criticized for not going far
enough to distance Armenia from the protocols, however, with the opposition Armenian
Revolutionary Federation (ARF or Dashnaktsutiun), dismissing them as “cosmetic” and according
to ARF deputy Artsvik Minasian, merely a “political trick with which the authorities are trying to
show Turkey that they have such an option and thereby to prod Turkey to ensure a quick
protocol ratification.” Former parliamentary speaker Tigran Torosian also criticized the step as
unnecessary, arguing that “I am sure that our legislation in no way restricts the president’s
authority to suspend the process of terminating the ratification of any treaty.” Torosian’s point
was echoed by other opposition and independent deputies, including the opposition Heritage
(Zharangutiun) party, who noted that Armenian law and international conventions signed by
Armenia already allow for the abrogation of international treaties. In a vote held on the second
day of a debate initially set for four days, the parliament overwhelmingly adopted the
amendments on 23 February, but only after the government reaffirmed that it “sincerely seeks
to implement the protocols,” but without preconditions and only if Turkey adopts the protocols
“within a reasonable timeframe.”

Domestic Politics

Following an attempt to gradually ease domestic tension by releasing jailed opposition activists
and supporters on a selective, case-by-case basis,® senior police officials announced on 1
February the dismissal of criminal charges against a jailed opposition youth activist for a lack of
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evidence. The youth activist affiliated with the opposition Armenian National Congress (ANC),
Tigran Arakelian, was held in pre-trial detention for over three months since his arrest in July
2009 after reportedly clashing with plainclothes police as a group of youth activists were
publicizing an opposition rally. Arakelian, along with several other youth activists, were injured
in the incident and required hospitalization, prompting his later release from detention in
October 2009 on health grounds. Although the police charged Arakelian with assaulting a
“representative of the state authority,” a criminal offense punishable by up to ten years in
prison, after they were “attacked” by the unarmed activists when trying to disperse a public
brawl involving some 60 young people, the activists argued that they said they were punched,
kicked and pistol-whipped by the plainclothes police. The Arakelian case gained national
prominence last September, when Alik Sarkisian, the chief of Armenia’s national police service,
publicly defended the arrest by insisting that Arakelian’s guilt was “beyond doubt” and arguing
that “it was the third time that Tigran Arakelian raised a hand against a policeman.”

A similar announcement came on February 5, when an Armenian human rights activist was
acquitted of all charges after prosecutors admitted that they lacked sufficient evidence to
proceed with the trial. The presiding judge, Gagik Avetisian, agreed and ordered the release of
Arshaluys Hakobian, a human rights campaigner with the Armenian Helsinki Association.
Hakobian, who was arrested in June 2009 after an argument with two police officers that visited
his Yerevan apartment to deliver a summons, was detained for over four months until being
unexpectedly freed in October 2009 after prosecutors sought a delay in the start of his trial. The
police claimed that Hakobian punched one of the policemen and slapped the other after they
“reprimanded” him for being drunk and wrongly signing the document, charges strongly denied
by Hakobian, who said that he was forcibly taken to a police detention facility where he was
beaten by police.

The political value of the authorities’ effort to gradually ease tension over the handling of such
cases by police was somewhat limited by other high-profile cases, however. One of the more
notable cases involved Sasun Mikaelian, a former parliamentarian who was stripped of his
mandate in October 2009 and is currently serving an eight-year prison sentence after his
conviction for “illegal arms possession” and “organizing mass disturbances” during the country’s
2008 post-election crisis. The case of Mikaelian, who was a central figure in the group of
opposition supporters identified as “political prisoners,” returned to prominence in February
2010, when his poor heath required him to undergo emergency cardiac surgery on 3 February at
a special heart clinic, his second heart operation in as many months. In December 2009, a group
of 21 mostly pro-government parliamentarians publicized the Mikaelian case in an open letter
to President Serzh Sarkisian urging him to extend a pardon to “free Sasun Mikaelian from
serving the rest of his sentence,” citing the prisoner’s declining health. Notably, that open letter
followed a similar appeal earlier that month by two prominent retired army generals, Gurgen
Dalibaltayan and Arkady Ter-Tadevosian, who expressed their concern and cited Mikaelian’s
status as a prominent veteran of the Nagorno Karabagh war.

Another, even more significant sign that the domestic political stalemate between the
authorities and opposition was far from resolved came in mid-February, when police arrested a
brother of a prominent pro-opposition former member of parliament. Saribek Sukiasian, an
executive with his brother Khachatur Sukiasian in the Yerevan-based “SIL Group” business
holding company, was arrested on 12 February along with associate Artash Stepanian for
allegedly threatening to kill a fellow entrepreneur. Sukiasian’s employees said that a large




number of police officers broke into the offices, shattering office doors forcibly detaining the
two men. Police officials later said that the raid was prompted by a complaint from a Yerevan
resident identified as Gor Davtian accusing Sukiasian and Stepanian of forcing Davtian to sign
“some documents” relating to his shares in the Byuregh company. Davtian’s complaint further
alleges that after a court annulled his sale of a 41 percent stake in the Byuregh firm to
Sukiasian’s wife in October 2008, he was subjected to “real death threats” from Sukiasian. He
also added that he visited Sukiasian prior to the arrest to inform him that he intended to sell the
shares to another unidentified buyer.

To most observers, the charges against Saribek Sukiasian are seen as a rather dubious attempt
by the authorities to pressure his elder brother Khachatur, who was stripped of his
parliamentary seat after fleeing the country in March 2008 after he faced politically-related
charges related to his outspoken support for opposition leader and former President Levon Ter-
Petrosian. The elder Sukiasian eventually surrendered to police in September 2009 and was
freed only days later despite facing pending criminal charges over the post-election crisis of
February-March 2008. He has also been allowed to freely leave the country, ostensibly for
receiving medical treatment abroad. Both factors suggest that some sort of accommodation was
reached, seemingly confirmed by Sukiasian’s decision to refrain from politics since his return to
Armenia.

But the timing of the raid was also questionable, coming just a month after the authorities
completed a highly controversial confiscation of the Sukiasian-owned Bjini bottled mineral
water plant. The Bjini plant was put up for sale last year after its owners refused to pay almost
5.2 billion drams ($13.6 million) in fines imposed for alleged tax evasion. Bijni and several other
SIL Group-related companies were also raided by tax officials and accused of large-scale tax
fraud only after Khachatur Sukiasian joined the opposition, fueling speculation that he
authorities were using state bodies, such as tax police, as instruments to arbitrarily pressure the
opposition. Reflecting concern among the international community and investors, Valery
Razlogov, an official of the European Bank for Reconstruction and Development (EBRD), called
on 16 February for the police investigation to be carried out “in a transparent and impartial
manner,” warning that anything less would not “contribute to the improvement of the country’s
business environment.” Although Sukiasian was released after being held for 72 hours, the EBRD
official added that were “very much concerned,” noting that the case does nothing to “improve
the image of Armenia” or “support the business environment.”

In a broader context, the lingering domestic tension rooted in the unresolved post-election crisis
of 2008 has been matched by an underlying trend of political violence and intimidation that has
also targeted journalists as well as opposition supporters and activists. In only the latest in a
series of unsolved assaults directed against journalists, a prominent Armenian photojournalist
protested on 24 February that he was verbally abused and attacked by a law-enforcement
official outside of the Prosecutor-General’s office. Ironically, the incident took place just before
an annual meeting of Armenia’s state prosecutors that was also attended by top representatives
of the police and other security agencies. The victim, Gagik Shamshian, is well known as an
active photojournalist for several opposition newspapers and who has a reputation for not being
easily intimidated, was hospitalized for an ear injury after being assaulted while taking pictures
of unidentified police officials as they entered the meeting. For Shamshian, the incident was not
a first, as he was also beaten up and hospitalized in March 2009 after clashing with private
security guards at a state-run university in Yerevan.




Economic Overview

Through February, Armenia continued to be plagued by the fallout from the country’s economic
crisis, with serious structural deficiencies and glaring shortcomings still unaddressed. The
economic problems have become firmly entrenched, following several months of ever-lower
economic activity, continued declines in remittances and foreign investment and systemic
shortcomings in tax collection. Although rooted more in the spillover from the downturn in the
Russian economy rather than any direct link to the global economic and financial crises, Armenia
suffered one of the world’s most dramatic economic declines, with Armenian gross domestic
product (GDP) falling by a staggering 15.6 percent for 2009, according to the International
Monetary Fund (IMF) and World Bank. In terms of economic policy, the decline in GDP also
posed a challenge to the Armenian government’s commitment to next generation reform,
effectively refuting its reliance on several years of double-digit economic growth.

The economic crisis also questioned the government’s policy response, which was generally
driven by an emphasis on external lending. Although over the short-term, the roughly $1.3
billion in new loans allowed the government to meet its planned spending and budget
commitments, the combination of mounting debt, inefficient tax collection and a downturn in
exports have only exacerbated the economic crisis over the longer term. Armenia’s foreign debt,
estimated at a total of $3 billion or roughly 37 percent of GDP for 2009, is projected to rise to
between 46-50 percent of GDP this year. Additionally, the Armenian economy has also suffered
from a serious decline in remittances, or money from abroad, and by a 30 percent decline in
foreign direct investment (FDI). Last month, Armenian Finance Minister Tigran Davtian
announced that the state budget deficit had expanded to a new record high of about 7.4
percent of GDP in 2009, nearly reaching the debt-to-GDP ceiling that was revised by the
parliament from 5 to 7.5 percent in June 2009 in order to provide the government with time to
secure loans to sustain its budget shortfall.

There was also a degree of renewed concern in February over more fundamental problems with
the Armenian economy. On 16 February, the Armenian office of the European Bank for
Reconstruction and Development (EBRD) presented their annual “Transition Report 20009:
Transition in crisis?,” which included a critical assessment of the Armenian economy.* Although
the EBRD report echoed projections by the International Monetary Fund (IMF) and the World
Bank forecasting a modest return to positive economic growth of about two percent in 2010,
the assessment warned that the global financial crisis demonstrated “Armenia’s financial
dependence on the construction sector” as a driver of growth and noted that the “business
environment of Armenia needs improving to attract direct foreign investments to a wider scope
of the economy, including through a more effective application of anti-monopoly mechanisms
and reduced administrative costs for small and medium-sized enterprises.”

Similarly, the International Monetary Fund (IMF) announced on 17 February that it differed from
the official Armenian government’s stance on the upcoming prices rise for natural gas slated to
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be introduced in April 2010. In comments by the chief of the IMF mission in Armenia, Mark
Lewis, said that the Fund supports the concept of “targeted subsidies” that, “if administered
correctly.....would be an appropriate policy response to the increase in gas prices.” Armenian
Prime Minister Tigran Sarkisian has ruled out any subsidies or compensation to ease the burden
of the price rise, although there is widespread concern that the higher prices will
disproportionately impact the poorest Armenians. Natural gas tariffs for both individual and
corporate consumers are set to be increased on 1 April 2010, as the Russian-owned natural gas
distribution company in Armenia seeks to raise the price of natural gas supplied to individual
consumers from the current 96 drams ($0.25) per cubic meter to 136 drams (about $0.36).
Energy experts have estimated that after the price rise, individual consumers in Armenia will
have to spend up to 2,000 drams (about $5.2) more on average for monthly gas consumption.

In the face of continuing shortfalls in the amount of tax revenue, which last year was officially
some 16 percent less than 2008, and a notoriously inefficient, if not arbitrary system for tax
collection, the Armenian State Revenue Committee (SRC) released a new report on 4 February
revealing changes to the list of the country’s top taxpayers for 2009. According to the official
report, the Russian-owned natural gas firm ArmRosGazprom (ARG) emerged as Armenia’s
number one corporate taxpayer last year, despite sustaining a significant decrease in profits.
Although the firm posted a loss last year after a 20 percent fall in domestic natural gas
consumption triggered by an April 2009 spike in the price of imports of Russian natural gas and
due to the economic downturn in Armenia, the company is set to benefit from a further price
increase planned for April 2010. The ARG firm, which is 80-percent owned by Gazprom, paid
18.4 billion drams ($49 million) in various taxes last year, replacing K-Telecom, another Russian-
owned company that operates Armenia’s largest mobile phone network as the top taxpayer.
The K-Telecom firm sank to third place in the 2009 rankings after its tax contributions decreased
by nearly 50 percent, to 15.9 billion drams for last year.

The second-largest taxpayer for 2009 was a domestic firm, the Alex-Grig Company, one of
Armenia’s most lucrative companies, owned by Samvel Aleksanian, an independent member of
parliament known to be close to the president and other senior leaders, as well as one of the
country’s wealthiest individuals.® Aleksanian’s Alex-Grig Company paid 16.1 billion drams in
taxes in 2009, although the fact that of that total, a mere 46 millions dram comprised profit and
payroll taxes, casting doubt over the accuracy of the company’s earnings and financial reporting.
The remaining top taxpayers also included the ArmenTel telecommunications company,
contributing 14 billion drams in taxes, and the country’s leading fuel importer, Flash, paying 8.9
billion.® Notably absent from the top tier of tax payers were any manufacturing firms, further
demonstrating the weakness of the country’s export sector. Another statistically significant
revelation from the tax report was the fact that Armenia’s 300 largest companies accounted for
almost 45 percent of total state tax revenues in 2009, suggesting deeper problems with tax
evasion.

> Despite the official ban prohibiting parliamentarians from directly engaging in business activities, in
addition to the Alex-Grig Company, the 42-year old Aleksanian also owns the Fleetfood Company and the
Salex Group, which holds a dominant position over the highly lucrative imports of key commodities, such
as wheat, sugar, alcohol, and cooking oil to Armenia.

% The remaining top ten taxpayers for 2009 include the gasoline importer City Petrol Group, paying 8.9
billion drams in taxes, the Electrical Network of Armenia, paying 6.4 billion drams, the Zangezur Copper-
Molybdenum Plant, with 6.3 billion drams in tax payments, and two large tobacco importers and producers,
the Vidis Distribution company and Masis Tabak, paying 6.2 and 5.7 billion drams in taxes respectively.
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As the government struggled to overcome serious shortfalls in tax collection, the authorities
sought new options to expand the revenue base. One such new option involved a set of
measures that was recently submitted to parliament that would allow local authorities to
introduce and collect new taxes. But the Armenian government was forced on 22 February to
retreat in the face of strong opposition by parliamentarians, compelling the authorities to
significantly modify and soften its original proposals. According to the initial measures, the
government sought to introduce a new set of eight “local taxes” that could be introduced by the
elected administrations of cities, towns and even villages, allowing local and municipal officials
to determine and levy extra duties from retail trade, unfinished construction projects and
agricultural land not actively cultivated by farmers. Although local community budgets
traditionally rely on proceeds from regular land and real estate taxes, the tax rates have been
solely determined by the central government and endorsed by the parliament.

In a rare legislative conflict between the government and the parliament, the proposed
amendments were subjected to especially strong and vocal criticism by both opposition and pro-
government deputies alike, with most lawmakers dismissing the government’s arguments that
the legislation would strengthen local self-governance and improve tax collection. After the
government backed down and modified the proposals, the parliament adopted a more limited
set of measures that would only allow local and municipal officials the power to tax “hotels,
resorts and parking lots” located in their communities.

Problems in the Armenian labor market also continued in February, as the Canadian-owned
Deno Gold Mining company laid off more than fifty of its employees. The layoffs were linked to
a strike in mid-February by 250 workers, or about one-quarter of its workforce, at the
company’s ore-processing plant in the southeastern Armenian town of Kapan. The strike was
the latest in a series of labor actions demanding better pay and improved safety and working
conditions initiated since 2006 when the company was acquired by the Canada-based Dundee
Precious Metals group. The Deno company, which mines and processes copper and zinc ores in
the mountainous area near the Armenian-lranian border, previously laid off 300 employees and
sent hundreds of other workers on mostly unpaid leave in November 2008, citing the decline in
the global metals market. After the company contemplated a suspension of operations in
February 2009, a global rebound in prices for base metals led to a gradual rise in production and
a return to profitability, as the price of copper regained its value by over 30 percent since
October 2009. According to official statistics, after a profound slump, the Armenian mining and
metallurgical sectors recovered significantly, expanding by roughly 15 percent in 2009 and
becoming the only sector of the economy to post such a rapid recovery.

The mining sector was not the only focus of labor unrest in February, however. Beginning on 18
February, both taxi drivers and gold traders staged separate protests, with each group
organizing to oppose new tax regulations. The protesting taxi drivers, numbering more than 500,
included individual drivers not affiliated with the larger taxi service companies. The private taxi
drivers have been consistently protesting the government’s introduction of new tax regulations
that went into effect at the beginning of the year. Their protests have only continued, especially
after the government was forced to backtrack by both delaying the new taxes and lowering the
amount imposed on taxi drivers. At the heart of the dispute, the government is pushing to
enforce new taxes that would require individual private taxi drivers to pay about 170,000 drams
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(about $450) a year, while the drivers are seeking a “compromise,” offering to pay around
3,500-4,000 drams a month, amounting to 48,000 drams (about $125) a year.

At the same time, traders working in Yerevan’s small but active gold market held a
demonstration in front of the central government building, demanding to meet with Prime
Minister Tigran Sargsian to convey their opposition to a new government-backed effort to more
closely enforce tax regulations governing their work. The gold market traders condemned the
move as unfair “tax terror,” adding that the new measures would impose new fines for trading
in foreign currency, which the traders stressed was a natural facet of their work, would
introduce a new tax payment system, whereby traders would no longer pay a fixed tax rate, but
would be liable for taxes set at a rate of 2 percent of their business activity if they have
supporting invoices, or a 11-percent tax rate without documentation. The traders also oppose
the levy of an additional municipal tax of 50,000 drams (about $130) a year, as well as measures
that add new restrictions on the amount of taxable inventory and products that each trader was
allowed to maintain.

Despite these problems, however, Armenian Economy Minister Nerses Yeritsian announced on
22 February that the country’s worst economic recession since the early 1990s had come to an
end, citing official statistics reporting that the economy posted its first month of positive growth
for the first time in more than a year. The minister’s optimism was backed by preliminary data
released by the National Statistical Service (NSS) that showed a 2.4 percent year-on-year
increase in Armenian GDP for January 2010. The data pointed to a 6.5 percent increase in
industrial output as the primary driver for the rebound, although that increase was linked to the
spike in global commodity prices, namely for Armenia’s leading exports of copper and non-
ferrous metals.

Nevertheless, there was a significant expansion in exports, which posted a 57.5 percent increase
to nearly $54 million for the first month of 2010. Although the agricultural sector also posted
more modest growth of 3 percent, it was offset by a serious 11 percent decline in the
construction sector last month, which has already been the hardest hit of all sectors of the
Armenian economy, having suffered a nearly 37 percent contraction last year. That was
especially significant given the fact that the construction sector has traditionally accounted for
roughly one-fifth of GDP. The decline in construction was exacerbated by a serious 70 percent
reduction in investment from Russia in 2009.

Conclusion

The outlook for any real success in either domestic democratization or foreign policy remained
bleak through February. The Armenian government continued to appear either unable or
unwilling to resolve the country’s lingering political crisis that first erupted during a serious post-
election crisis in early 2008. Despite some progress in gradually releasing imprisoned opposition
activists, the authorities failed to ease the deeper tension within an already starkly polarized
society. In terms of domestic politics, Armenia remains divided by a virtual stalemate between
the authorities and the opposition that has been defined by a lack of dialogue or compromise.

Given the Armenian government’s lack of legitimacy and ruling with no popular mandate to
govern, the authorities have increasingly been gambling on securing an external success in
foreign policy. But as progress in the diplomatic effort to “normalize” relations with Turkey was

12



derailed by Turkish insincerity and indecision over the process, there was even less hope in
February that Armenian government would be able to garner a much-needed dose of legitimacy
from a foreign policy victory.

Despite the optimism of the Armenian government, which hailed “an end to the economic
crisis” in February, the country’s obvious socioeconomic divide of widening disparities in wealth
and income and mounting economic pressure was matched by a trend of deeper structural
deficiencies. With little improvement in the level of investment or remittances and even less
success in addressing the challenges of entrenched corruption and poor tax collection in
February, stability in Armenia seemed as remote as ever, with little promise for real economic
recovery and political progress.
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