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The presented study discusses the issues of applying the Common Customs Tariff (CCT) rates of the
Eurasian Economic Union (EAEU) on rough diamonds and the impact thereof on the exports of stones
cut and polished in Armenia and then exported to Russia.

Aim. The study aims to identify the possible strategies Armenian diamond cutting and polishing
companies could adopt as a response to the application of the CCT rates on rough diamonds and how
it would affect exports to various destinations, namely to Russia.

Tasks. The authors analyze the current state of the gems and jewelry sector and substantiate the need
to either integrate it into the jewelry manufacturing sector or to apply various strategies to facilitate
exports to either Russia or other destinations in the medium term in response to the application of
the CCT rates.

Methods. This study uses general scientific methods of cognition, including analytical and methodo-
logical approaches and elements of forecasting. Possible strategies the Armenian diamond cutting and
polishing companies could adopt in the medium term in response to the application of the EAEU CCT
rates are determined using the analytical research method, forecasts in the context of the develop-
ments in the Armenian gem processing and jewelry market and global trends, statistical data on the
imports and exports of cut and polished gems and jewelry for 2014—2018 published by the UN Comtrade
Statistics.

Results. Statistics on the exports of processed diamonds from 2014 to 2018 highlights the issue
associated with the loss of competitiveness suffered by Armenian companies (mainly in comparison
with Indian diamond cutters). The major global trends in the diamond cutting and polishing busi-
ness indicate that it could be virtually impossible for Armenian cutters and polishers to compete
with Indian companies in the medium term if they do not comes to investing in new technology
to achieve operational efficiency. For these companies, it is important not to lose the Russian
market due to an increase in the tariff rate and concentrate on the processing of gems that are
larger than 1 carat. Another strategy to avoid an increase in the customs tariff rates would depend
on the Armenian government’s ability to negotiate with Russia in respect of direct imports of
diamond stones from Russian manufactures. Two other options for Armenian cutters involve fo-
cusing on cutting and polishing of rubies, sapphires, emeralds, etc. or integrating into the jew-
elry sector either by being the primary supplier or by considering this business as a channel to
sell processed diamond stones by setting up their own jewelry manufacturing companies.
Conclusions. With CCT going into effect in January 2021 and India’s dominant role in the diamond
cutting and polishing business, Armenia needs to carefully consider all of the strategies the Ar-
menian companies could adopt, as discussed above. As a member state of the EAEU, Armenia
freely exports to Russia, however, further exports to Russia would depend on Armenia’s ability
to ensure that cost-effective operations are in place, or to concentrate on the processing of pre-
cious gems rather than diamonds, or to switch to the manufacturing of jewelry items as a major
export item.

Practical Implication. The findings of this study could be of interest to the Ministry of Economy of
the Republic of Armenia and Business Armenia that could be used in elaborating the strategy for the
development of Armenian gems and jewelry sector of the economy.
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BnnsHmne npymMmeHeHnsa eanMHOro TaMOXEHHOro tapuda Ha apMSHCKUA 3KCNOpPT

34

OrpaHeHHbIX U NoJINpoBaHHbLIX ApPparoueHHbIX KamHen B Poccuio

Apymionan Baadumup Junapumosuu
dupexmop Hucmumyma skonomuru um. M. Komanana Hayuonanvroi akademuu HaAyK
Pecnybaurxu Apmenus (HAH PA), 0okmop sKOHOMULeCKUX HAYK, npodeccop, unen-koppecnondenm HAH PA
0015, Pecnybauxa Apmenus, 2. Epesan, ya. I'puzopa Jlycasopuua, 0. 15

Hoxonan Cepzeii Bradumuposuu
2/1a8HBLU HAYYHBLU compyOHuK HHcmumyma coyuanbHo-3KOHOMULECKUX UCCAed08AHUIL
Hazecmancrkozo Hayunozo uyeumpa Pocculickol arxademuu Hayk, 00KMOp IKOHOMUYECKUX HAYK, npogeccop
367030, 2. Maxaukana, ya. Apazckozo, 0. 75

Maxapan Anna Pyseenvmoéna
HayuHblil compyOnuk Hucmumyma sxonomurku um. M. Komanarna HayuonanvHol akademuu HAYK
Pecnybnurku Apmenus (2. Epesan), kandudam 3KOHOMUYECKUX HAYK
0015, Pecnybaurxa Apmenuas, 2. Epesan, yn. I'puzopa Jlycasopuua, 0. 15

B crarhe paccmaTpuBamTCA IpobIeMbl, CBI3aHHBIE C IPUMEHEeHeM CTaBOK EqMHOTO TaMOKeHHOro Tapuda
(ETT) Espasuiickoro skoHomuueckoro comosa (EAIJC) ma HeobpaboTaHHBIE aJMa3bl, U WX BIUAHUE HA
9KCIIOPT OTPaHEHHBIX U MOJUPOBAHHBIX B ApMeHuu Kamueir B Poccuio.

ITenws. OupenenuTs BOSMOYKHEIE CTPATET WM, K KOTOPBIM IPUOETHYT apMAHCKYIEe KOMIaHUY, 3aHUMAION[HEeCs
OTPAaHKOI U MOJUPOBKOM aJiMas30B B cBA3u ¢ mepexogoMm Ha ctaBku ETT Ha HeoOpaOoTaHHBIE aIMasbl;
OIIEHUTDb, KaK 9TO MMOBJIMUIET HA SKCIOPT B pasJMUYHBbIE CTPaHbI, B yacTHOCTA B Poccuro.

3adavwu. ABTOpPHI aHAJIUBUPYIOT COBPEMEHHOE COCTOSIHME CeKTOPa IIPOM3BOJACTBA APATOIeHHBIX KaMHel 1
IOBEJIUPHBIX M3AEJUNl U 00OCHOBBIBAIOT HEOOXOAMMOCTH JIMOO ero MHTerpaluyd B CEKTOP IOBEJIUPHOTO
MIPOU3BOACTBA, JUOO MPUMEHEHUA CTPATEeTUH I CTUMYJIUPOBAHUSA SKCIOPTa MPOAyKIuu B Poccuro miu
OpyTHe CTPaHbI B CPEIHECPOUYHOU IepCcleKTHBe B oTBeT Ha npuMeHeHue ctaBok ETT EASC.
Memodonozusa. ViccaeqoBaHue IMOCTPOEHO HA OCHOBE OOIMUIT HAYYHBIX METOMOB ITO3HAHUS, BKJIOUAI
aHAJUTUYECKUN, METONOJOTUUECKUN W dJIeMEeHTHl NPOTHOo3upoBaHuUA. C MOMOILI0O aHAJUTUYUECKOTO
MeTOZa WCCJEIOBAHWSA, IPOTHO30B B pas3pese aHAM3a TEHIEeHIUU apMAHCKOTO CeKTopa 00paboTKuU
IpParolmeHHbIX KaMHEH U I0OBEJUPHBIX U3AEJNN, TI00AJTbHBIX TEHIEHIIUMN; CTATUCTUYECKUX MTAHHBIX
UMIIOPTA U SKCIOPTA OTPAaHEHHBIX W HOJUPOBAHHBIX APATOINEHHBIX KaMHEH, a TaKiKe IOBEJHPHBIX
usnenuit 3a 2014—2018 rr., ony6aurkosauusix UN Comtrade Statistics, Obliu BBIABIEHBI BO3MOKHBIE
cTpaTreruu, K KOTOPBIM MOTYT IPUOETHYTh apMAHCKHWE KOMIAHWM, 3aHUMAMIIHECA OTPAHKOU U
IOJIUPOBKOM aJIMa30B, B CPEIHECPOUHOU mepcIeKTuBe B oTBeT Ha nmpuMeHeHme craBok CCT EASC.
Pesyanvmamur. Iloxasarenu skcmopra ob6paboraHHBIX anmasdoB ¢ 2014 mo 2018 r. ykaswsIiBamT Ha
npobyeMy, CBA3aHHYIO C IIOTepell KOHKYPEHTOCIIOCOOHOCTH apMAHCKUX KOMHOaHUII (II0 CpaBHEHUIO
OPEeMMYIIeCTBEHHO C MHAWUNWCKUMU OTpaHIuKaMu aamasdoB). OcCHOBHBIe IOOAaJbHBIE TEHAECHI[UU
B IEeATEeJbHOCTU IO OTPAaHKe U IOJUPOBKE ajIMa30B TOBOPAT O TOM, UTO apMAHCKMM OTDAHIIUKAM U
HOJUPOBIIMKAM IMPAKTHYECKM HEBO3MOKHO OyAeT KOHKYPUPOBATH C HMHIUMCKMMU KOMIIAHUAMU
B CPEeIHECPOUYHON IIEePCIIEKTUBE, €CJIN OHU He OyAyT MHBECTUPOBATH B HOBBIE TEXHOJOTUHN IJIA JOCTUKEHUI
OmepanuoOHHON 9(h(EKTUBHOCTHU; MJsA STUX KOMIAHUN BayKHO HE IOTEPATH POCCUMCKUI DPBHIHOK H3-3a
HOBBINMIEHUA TapU(PHON CTABKU U COCPENOTOUYMUTHCA Ha IepepaboTKe AParomeHHBLIX KaMHEH pasMepoM
6osiee 1 xapara. Eme omgHa cTparerums, mo3BOJAIad M30eKaTh IMOBBINIEHUSA CTABOK TaMOYKEHHBIX
TapudoB, OymeT 3aBHUCETh OT BO3MOKHOCTU IIPABUTEJbCTBA ADPMEHHUM BECTHU IIeperoBopsl ¢ Poccueii
0 IPAMOM HMMIIOPTE aJMa30B OT POCCHUUMCKUX IIpom3BoxumTeseii. [[Ba APyrux BapuaHTa Pa3BUTUA I
ApMAHCKUX OTPAHIIMKOB 3aKJIYAIOTCA B TOM, UYTOOBI KOMIAHUU CHOKYCHDPOBAJUCH HA OTPAHKE U
HOJINPOBKE PYOMHOB, CAI(PUPOB, UBYMPYAOB HUAP.; UJIU UHTETPUPOBAJIUCH B CEKTOP IO IPOU3BOACTBY
IOBEJIMPHBIX MU3AEJUil Jr00 Oyaydyu OCHOBHBIM IIOCTABIIMKOM, JIMOO paccMaTpuBas STOT OM3HEC Kak
KaHaJI AJd MPOoAaKy 00paboTaHHBIX OPUJIINAHTOBBIX KAMHEIH IIyTeM CO3MaHUA COOCTBEHHBIX KOMIAHUM
0 IIPOUBBOJACTBY IOBEJIUPHBIX UBIEIUIA.

Bwvieodwt. Ilockonbky CCT Berymaer B cuny B suBape 2021 r., a Uaansa urpaeT JOMUHUPYIOIYIO B MU-
pe PoJib B OTPaHKe U MOJUPOBKE aIMa3oB, ApMeHNU HeoOXOAMMO TIATEJIbHO PACCMOTPETh BCE OMMCAH-
HbI€ BBINIE BAaPMAHTHI CTPATETHWi, KOTOPhIe apMAHCKNE KOMIIAHMU MOTJIX ObI BbIOpaTh. SBaAASCH rocy-
napctBoM — uwieHoMm EAI9C, ApMenusa cBOOOJAHO SKCIOPTUPYET TOBaphl B Poccuio, ofHAKO B JaJibHEIi-
mem 3SKcmopT B Poccuio OygeT 3aBHUCETh OT CIOCOOHOCTHM ApMeHHU OO0eCIeYUTh MHPOBEAeHUe
9KOHOMUYECKH d(P(PEeKTUBHBIX MepP, CKOHIIEHTPUPOBATHCA Ha 00pabOTKe ApPArolleHHBIX KaMHel, a He
aJIMa30B, UJU IIEePeiTH HAa MPOU3BOACTBO I0BEJIUPHBIX U3JEeJNA B KaUueCTBe OCHOBHON HMPOAYKIIUU, IIPE-
Ha3HAUYEeHHOU AJA dKCIIOpTa.

IIpaxmuueckoe npumenenue pe3yabmamos. BEIBogbI aBTOPOB CTAThbU MOTYT IIPEACTAaBIATH MHTEPEC KaK
niass MuHmCcTEepCcTBa SKOHOMUKU Pecny0oiuku ApMmeHus, Tak u 0asa «Busaecc Apmenun». OHU MOTYT OBITH
WCIIOJIb30BAHBI IPU Pa3paboTKe CTPpATerny PasBUTHUS CEKTOpa IO 00paboTKe APAroleHHBIX KaMHEH W IIpo-
M3BOJCTBY IOBEJIUPHBIX M3AEINN ApMeHUHU.

Kanwuesvie cnosa: EOuHbLI MaAMOHCEHHbLIL MAPUP, 02DAHEHHbLE U NOAUDOBAHHbLE OPAZOYeHHbLE KAMHU,
108enupHsle uzdeaus, akcnopm, Apmernus, EAIC.
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Introduction

Export-led growth hypothesis was tested and
investigated in the case of many economies by
various scholars (see table 1). Based on the
Literature review (see table 1), the export-led
growth hypothesis could be valid in the case of
Armenia in the short-run [1, p. 57], however,
the unidirectional causality that exists from
economic growth to export would be valid in
the long-rung [2, p. 64T7].

In the long-run, imports-led growth, growth-
led imports, exports-led import, and imports-
led exports hypothesis are valid in the case of
Armenia [2, p. 647], which means that export
causes an increase in the GDP by an increase in
imports via growth in productivity that results
from the imports of new technology, equipment,
and inputs. Hence, Armenia could experience the
positive long-run relationship between exports
and economic growth by moving from primary
commodity exports to exports of goods of higher
value-added, hence export composition “does mat-
ter” [3, p. 50]. And in order to reduce the cur-
rent account deficit, Armenia’s priority would be
focusing on the export promotion strategies. One
of the recent studies by Dokholyan and Sargsyan
[4, p. 8] proved the validity of export-led hypoth-
esis for Armenia, namely stating that increase
in exports in a given quarter would cause an
increase in the GDP in the same quarter, in two
quarters in the last quarter after 2 years. Hence,
the export-led growth hypothesis is valid for Ar-
menia, and more diversified export composition
would be the key to ensuring higher economic
growth in the long-run.

One of the thriving and export-oriented sec-
tors of Armenia in the late 1990s and the first
half of the 2000s was Gems and Jewelry with
the exports of thereof accounting for 51% of
all exports from Armenia in 2002 [5, p. 72].
Belgium-based Arslanian family was considered
the first mover in the sector followed by a couple
of investors from the United States, Russia, and
etc. [6, p. 270]. In the first half of the 2000s,
this sector of the economy was attractive for
both Diasporan and foreign investors when some
of key industry players entered the Armenian
market [6, p. 270]. Armenia was mainly import-
ing raw diamonds then upon being cut and pol-
ished the processes diamonds were exported to
Belgium or Moscow and were distributed mainly
through Diaspora channels [5, p. 73]. The high-
est export value was reported in 2003 when the
exports of processed diamonds reached 287.9
million US dollars (see figure 1 [7]). The de-
cline in exports started in 2006 that continued
throughout 2009. Then the exports somehow
stabilized with some volatility. Upon accession
to the Eurasian Economic Union (EAEU), Ar-
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menia has started applying Common Customs
Tariffs (CCT) since January 2015 [8]. However,
with respect to several hundred items, Armenia
was granted a transition period during which
other rates different from the CCT rates could
be applied [9]. Before accession to the EAEU,
0% rate was applied for diamonds imported into
Armenia to be processed and exported, however
with respect to Diamonds; non-industrial, (other
than unworked or simply sawn, cleaved or brut-
ed), but not mounted or set (HS Code: 710239),
3% rate has started to be applied since January
1, 2019, that would gradually increase and in
2021 the CCT rate of 10% would be effective [8;
9]. From 2016 to 2018, Russia was the leading
export destination of stones cut and polished
in Armenia. Although the diamonds cut and
polished in Armenia exported to Russia from
Armenia are imported with a 0 % rate, the CTT
tariff rate imposed on imported rough diamonds
could impact the exports to Russia. In order to
maintain the current level of exports to Russia
or other destinations, Armenia would need to
apply various strategies either to boost exports
to Russia or report an increase in exports to
other destinations. The other strategy could
be an integration into the jewelry sector ei-
ther by being the primary supplier of Armenian
manufacturers of jewelry items or considering
this business as a channel to promote processed
diamonds in Armenia by setting up own jewelry
manufacturing companies.

Hence, the purpose of the article is to identify
the possible strategies the Armenian diamond
cutting and polishing companies would adopt as
a response to applying the CCT rates on rough
diamonds and how it would affect the exports
to various destinations, namely to Russia.

Design/methodological approach

By reviewing the developments in the Armenian
gem processing and jewelry market and global
diamond cutting and polishing business trends;
analyzing statistical data on imports and exports
performance of the cut and polished gems and jew-
elry being classified as of Armenian origin for the
period 2014—2018 released by the UN Comtrade
Statistics [7] and with respect to applying the
EAEU CCT rates upon expiration of the transition
period granted to Armenia before accession to
the EAEU, the possible strategies the Armenian
diamond cutting and polishing companies could
adopt in the medium term are identified.

Results/Analysis

Development in Armenian Market
In November 2016, according to the director
of Shoghakn, the largest Armenian diamond

35
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Table 1

The Relationship between exports and economic growth

Author(s) Small, Open Economies: Estonia and Slovenia

Trost & Bo- Estonia: The evidence of the bidirectional relation is proved: Granger causality exists from

jnec (2016) economic growth to exports and imports and from exports to economic growth. Slovenia: The

[10, p. 381] evidence of the unidirectional relation is proved: Granger causality exists from exports to economic

growth and imports

Developing Countries

Dreger& Her-
zer (2012) [1,

Short-run relationship: positive relationship between exports and non-export GDP (GDP minus
exports of goods and services). Long-run relationship: “an increase in exports is associated with a

p. 57-58] long-run decrease in non-export GDP in 69% of the countries; in 31% of the cases, an increase in
exports is associated with a long-run increase in non-export GDP” [1, p. 57]
Authors cautiously conclude that “removing primary export dependence by diversifying the
economy ... can ... induce export-led growth in the long-run” [1, p. 58]
Transition Economies
Cetintas & Long-run relationships: Unidirectional causality exists between economic growth and export.
Barisik (2008) |Bidirectional causality exists between economic growth and import, and import and export as well
[2, p. 647] [3, p.647]. Authors conclude that “export has been affecting economic growth considerably through
import” i.e. import of inputs, and technologies leading to an increase in productivity. [2, p. 647].
Six South Asian Nations: Pakistan, Bangladesh, India, Sri Lanka, , and Bhutan
Hye et al. Export-led growth hypothesis is valid in the case of all countries except Pakistan. Import-led
(2013) [11, growth hypothesis is valid in the case of all countries. The evidence of Growth-led Exports
p. 659] hypothesis is proved in the case of all countries except Bangladesh, and Nepal, while Growth-led
Imports is valid in the case of all countries
Latin American Countries
Kristjanpoller |The hypothesis of export-led growth is valid in the case of Bolivia, Brazil, Colombia, Dominican
and Olson Republic, Ecuador, El Salvador, Mexico, Paraguay, and Peru, while the import-led growth hypoth-
(2014) [12, esis is valid with regard to Argentina, Chile, Costa Rica, Guatemala, Honduras, and Peru. Exports
p. 16—-17] lagged two years explain the GDP growth in the short run that is driven by the growth of capital

in the previous year, while the growth of exports and the growth of capital influence the growth of
imports in the short term

69 countries from all regional and economic groupings defined by the World Bank

Greenaway et
al. (1999) [3,
p- 50]

There is a strong positive relationship between real export growth and real output growth, and
moreover that export composition “does matter” [3, p. 50]

Asia’s 4 Little Dragons’ Economies

Tang et al.
(2015) [13,
p- 234]

Although the authors find that exports and GDP are moving together in the long run, however
export-led growth hypothesis for the four economies is unstable. They conclude that in order to
reduce the dependence on the developed markets the policy makers in these nations need to diver-
sify their export markets through regional integration and focus on domestic demand, and private
investment

Selected Sub-saharan African Countries: Botswana, Equatorial Guinea and Mauritius

Ee (2016) [14,
p. 237]

The evidence of export-led growth is evident and highly statistically significant, explaining “not only
the cyclical changes in output (short-term) but also in the long-term trend of output” [14, p. 237]

European (Central and Eastern Europe, Southeastern Europe, Balkans) transition economies

Saglam &
Egeli (2018)
[15, p. 156]

Export-led growth and domestic-demand-led growth are valid for European transition economies,
and “the direction of the relationship between growth and trade is bilateral and... the contribution
of domestic demand on growth is seven times bigger than net export” [9, p. 156]

BRICS (especially Brazil, India and South Africa)

Rani & Kumar
(2018)
[16]

Long-run relationship between export, import, gross capital formation, and economic growth exist.
The evidence of bidirectional causality was proved that exists from export and economic growth
and from economic growth to export, thus validating export-led growth and growth-led export
hypotheses In addition, bidirectional causality was found. A percent increase in export would cause
a 0.44 % increase in GDP per capita in the long-run. In order to address the issue of current ac-
count deficit the authors propose to concentrate on the export promotion strategies

cutting and polishing company (35 % of cut
and polished diamonds in Armenia that were
supplied in Israel due the owner of the company
Lev Leviev (LLD Diamonds), Mr. Alanakyan,
Armenia was one of about 10 countries and/or
centers that was engaged in diamond cutting
and polishing business (stone manufacturing),

36

and efforts needed to be done to emerge as one
of the leaders in this global industry, especially
with respect to training the young stone cutters
[17]. The company planned to open a training
center for young diamond cutters supported by
the Armenian Development Foundation [17]. In
2017, the large companies of Armenia engaged

Economics and Management* N 11 (169) 2019
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Figure 1. Exports of Diamonds from 1997 to 2018 (million US dollars)

Source: [7].

Table 2

Developments in the global diamond cutting and polishing market from 2014 to 2017

Period

Developments in the global diamond cutting and polishing market

2014
comprised about 85 %.

that were larger than 1 carat exceeded 40 %.

or integration into jewelry retail business

In 2014, India and China as the most cost-efficient destinations increased their market share that

The high-cost centers such as Belgium, the United States, and Israel focused on high-end stones reported
a decline due to loss of the market share to India. The Indian market share of cuts and polished diamonds

Two business models that enabled companies to maintain the margins were the followings: specialization

2015

In 2015, the share of the midstream market of India and China reached up to 90 % owing to cost-
efficiency

2016

India’s market share as the lowest-cost cutting and polishing destination further increased comprising
about 90 % of the global polished-diamond manufacturing by value. Along with being the dominant player
in the market of small stones, India was gaining the market share in the larger stones segment, mainly at
the expense of China.

Being focused on at least maintaining the current level of profitability over the long-run, the manufacturers
concentrated on operational efficiency: shortening cutting and polishing timespan, adopting new technologies
(“automated cutting processes and advanced digital mapping and modeling of diamond cutting” [17, p. 12])

2017

In 2017, India further increased its market share mainly at the expense of China and other diamond
cutting and polishing centers and due to low labor costs, and etc. India’s share in “global polished
diamond manufacturing” exceeded 90 % and emerged as the dominant player in the markets segments
of all size stones, “including the value-add segment of larger stones” [18, p. 12].

In 2017, China’s diamond cutting and polishing market growth was driven by the domestic demand for
jewelry.

Traditionally strong centers of large stone manufacturing continued losing positions to India owing to
high costs, and aging workforce

Russia was consolidating its efforts to make the Russian cutting and polishing industry more competitive

Source:

[20, p. 14], [21, p. 12], [22, p. 12], [23, p. 12-13].

in stone manufacturing and owned by Western
investors were supplied with rough diamonds
from Africa by the owners [18]. The Govern-
ment of Armenia had been trying for a long
period to facilitate and increase the imports of
rough and/or uncut diamonds from Russia, and
according to the Ministry for Economic Develop-
ment of Armenia: “An agreement was reached
on taking practical steps as early as possible”
[18]. However, imports from Russia started to
decline since 2016 (see table 3).

Kotayk Region is the host of 7—8 medium-sized
diamond manufacturing companies that export
cut and polished diamond mainly to Russia and

okoHomuka 1 ynpasnerdre = N 11 (169) 2019

European Centers [19]. Diamond manufacturing
companies would be located on the premises of
Sirius Factory, in Abovyan, Kotayk region, and
it is expected that the city would attract Hong
Kong and Dubai based diamond manufacturers
and overall about 3,000 new jobs will be created
[19]. According to the Governor of Kotayk, it
is expected that the companies would conduct
training for the workforce to increase the pool
of the skilled labor force once the construction
is completed [19].

In 2018, the exports of processed diamonds
comprised only 3.2 % of commodity exports
[14, authors own calculation]. The exports of

37
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processed diamonds from 2014 to 2018 could
pinpoint the issue related to the loss of com-
petitiveness (cost-effective while compared to
mainly Indian diamond cutters).

Global Trends
The main developments of the global diamond
cutting and polishing business state (see tab-
le 2) that it could be virtually impossible for
Armenian cutters and polishers to compete with
the Indian companies over the medium-term
if they are not aggressive enough in investing
in new technology to achieve operational ef-
ficiency. Hence, the options Armenian cutters
could pursue could be the followings:

e Investing in new technology to keep up with
pressure from Indian cutters to reach opera-
tional efficiency;

e Focusing on cutting and polishing larger
stones or switching to the stones rather than
diamonds, such as rubies, sapphires, and etc.;

e Integrating into the jewelry sector.

Export Performance from 2014 to 2018
Although Armenia imported non-industrial
unworked or simply sawn diamonds (HS Code:
710231), the amount of thereof varying from
35,066,180 to 59,720,627 US dollars in the peri-
od 2014—-2018, the exports of this product item
didn’t exceed 14,832,762 US dollars (see table
3). This means that Armenian doesn’t solemnly
rely on the imports non-industrial unworked or
simply sawn diamonds as the main input that
needs to be further cut and polished in Armenia
to be exported to major export destinations.

Armenia was mainly importing non-indus-
trial, other than unworked or simply sawn,
cleaved or bruited diamonds (not mounted or
set) as the main input to be processed and
re-exported to main export destinations. The
amounts of imports varied from 52,676,808 US
dollars to 119,996,840 US dollars the highest
value reported in 2018 reported over the prod
of 2014-2018. As the EAEU member-state,
Armenia was mainly importing from countries
such as the United Arab Emirates, Switzerland,
India, and Belgium. In the case of Belgium and
Switzerland, Armenian cutters were processing
the gems for head offices located in those in
those countries.

Since the United Arab Emirates, as one of
the centers of the diamond exchange (having
connections with producers from Africa, cutting
centers from Asia (including India), consum-
ers from Europe, and etc.) [24] is an attractive
option for Armenia-based diamond processors.
India has also emerged as a supplier for Arme-
nian diamond processing companies. This trend
patterns mean that Armenian would face com-
petition with respect to cutting and polishing
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of gems that India has increased its expertise
in the processing of the respective gems.

Armenia was mainly exporting non-industri-
al, other than unworked or simply sawn, cleaved
or bruited diamonds (not mounted or set) to
Russia from 2016-2018 (see table 3), hence
making the exports vulnerable to the increase
in customs tariffs that would be effective on
January 2021. Therefore, Armenian needs to
be aggressive in investing in new technology
to ensure the most cost-effective operations in
place not to lose the Russian market due to an
increase in the tariff rate and concentrate on
the processing of the gems that are larger than
1 carat. To avoid the increase in the customs
tariff rates the other strategy the Armenian
government could opt for is to negotiate with
Russia with respect to directly importing dia-
mond stones from Russian manufactures. The
other option to mitigate the negative impact of
applying CCT rate and face severe competition
from Indian companies would be to become more
focused on cutting and polishing of rubies, sap-
phires and emeralds and etc. (see table 3). Here
again, Russian is the main export destination.
One of the possible strategies as well could be
an integration into the jewelry sector either
as the major supplies of processed gems to by
considering this activity as a channel to sell
processed diamond stones by setting up own jew-
elry manufacturing companies. Over the period
of 2014-2018, the exports of jewelry reported
tremendous growth (see figure 2). The United
Arab Emirates has emerged as a leading export
destination, followed by Russia.

Conclusion

With CCT being effective in January 2021 and
India’s dominant role in cutting and polishing
diamond stones business, Armenia needs to care-
fully consider all the above-discussed options for
strategies the Armenian companies could adopt
and opt for. As a member state of the EAEU Ar-
menia freely exports to Russia, however, further
exports to Russia would depend on Armenia’s
ability to ensure that cost-effective operations
are in place or to concentrate on processing of
precious gems, rather than diamond or to switch
to the manufacturing of jewelry items as major
export item.

Practical Implication

The findings provided in the article could be of
interest to the Ministry of Economy of the Re-
public of Armenia, and Business Armenia that
could be used in elaborating the strategy for
the development of Armenian gems and jewelry
sector of the economy.
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ACTUAL PROBLEMS DEVELOPMENT OF ECONOMICS

40 000000 -
35000000 -
30000 000 -
25000000 -

20000 000 - 17905776

35648 776

24 042 844
21282625

15000 000 - 226682 ..553975_

10000 000 -

5000 000

mmmm United Arab Emirates mm=m Russian Federation mmmm Turkmenistan mmmm Tajikistan mwmm USA ==@==World

0

2014 2015 2016 2017 2018

Figure 2. Exports of Jewellery; of precious metal (excluding silver) whether or not plated or clad

with precious metal, and parts thereof from 2014 to 2018 (US dollars)

Source: [7].
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