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The presented study addresses the problems of application of the Common Customs Tariff (CCT) of
the Eurasian Economic Union (EAEU) on unmanufactured tobacco, tobacco refuse, and cigarette paper,
and its impact on cigarette exports.

Aim. The study aims to determine a possible strategy that can be used by Armenian cigarette export-
ers in the context of transition to the CCT rates for unmanufactured tobacco, tobacco refuse, and
cigarette paper, and how it will impact cigarette exports.

Tasks. The authors analyze changes in import customs duty rates and the import structure of un-
manufactured tobacco, tobacco refuse, and cigarette paper (by country of origin) and indicators of
cigarette exports (by market); substantiate the need to ensure operational efficiency to remain com-
petitive in the target markets for exported cigarettes.

Methods. This study uses general scientific methods of cognition, including analytical and meth-
odological approaches and elements of forecasting. The authors also use the analytical method to
analyze the list of goods from developing or least developed countries that are entitled to tariff
preferences when imported into the EAEU customs territory, the list of developing and least
developed countries that are beneficiaries of the preferential system of the EEU, the EEU import
customs duty rates on unmanufactured tobacco, tobacco refuse, and cigarette paper, statistics on
the imports of these production resources by country of origin, and indicators of cigarette exports
to the major destinations in 2014—-2018 published by UN Comtrade Statistics. It is established
that application of the EAEU’s CCT rates can impact cigarette exports, and the possible strategy
that can be used by Armenian exporters to enhance the competitiveness of exported goods is de-
termined.

Results. In case unmanufactured tobacco is imported from developing countries, such as India,
Brazil, and others, a 3.75% import duty rate will be applied instead of the 5% CCT rate. Switching
to imports from Zimbabwe, Bangladesh, and Malawi without implementing new efficient business
processes to compete in export markets could be an option that exporters would resort to. However,
imports from developing countries will not decline sharply in the medium term. Armenia used to
import cigarette paper mainly from Western Europe, China, and Russia, which encourages Arme-
nian exporters to focus on operational efficiency. Iraq and Syria being the two main export destina-
tions for Armenian cigarettes, their further exports to these countries will be sensitive to price
increases.

Conclusion. Increased customs duty rates on unmanufactured tobacco, tobacco refuse, and cigarette
paper will have a negative impact and lead to an increase in prices on imported production resources
used in the production of cigarettes for export. However, this impact will be insignificant. Due to the
structure of cigarette exports, regardless of the country of origin of the imported resources, export-
ers should focus on ensuring operational efficiency to remain competitive in the major markets for
exported products.

Practical application of results. The results of this study can be of interest to the Ministry of Econ-
omy of the Republic of Armenia and Business Armenia and can be used to produce a strategy for the
development of cigarette production in Armenia and to facilitate exports.
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B crarre paccmarpuBarTcsa IpobieMbl, CBA3aHHbIE ¢ IPUMEHEHVEeM CTaBOK EAMHOTrO TaMOXKeHHOro Ta-
puda (ETT) EBpasuiickoro skomomuuyeckoro coiosa (EAIJC) Ha tabauHoe chipbe, TaOauHbIE OTXOMBI, IIa-
NUPOCHYI0 GyMary um ux BIUAHUEM Ha 9KCIOPT CUTaperT.

ITeas. OnpeseiuTh BO3MOKHYIO CTPATETHIO, K KOTOPOM apMAHCKUE d9KCIIOPTEPHI CUTapeT MOTYT IPUOETHYTh
B cBaA3uU ¢ nepexonoM Ha ctaBku ETT Ha TaGauHOoe chIphe, TaOaUHBIE OTXOABI, MATINPOCHYIO OyMary; ore-
HUTH, KAKUM 00pPa30M 5TO IOBJUAET HA HKCIOPT CHUTApPeT.

3agauu. ABTOpaMu MpoaHAJIU3UPOBAHBI M3MEHEHHUSI B CTABKAaX BBOBHBIX TAMOMKEHHBIX MOIIJINH U CTPYK-
Type UMIOpPTa TabauyHOTO ChIPhsA, TAOAYHBIX OTXO0B, MAITMPOCHOMN OyMaru (10 cTpaHaM MPOUCXOMKIEHU),
a TaksKe MOKasaTe/d dKCIopTa curaper (o peIHKaM cObITa), 060CHOBAaHA HEOOXOAMMOCTh B 00eCIIeueHUun
omepanuoHHol 3G HEKTUBHOCTH IJIsI COXPAHEHUS KOHKYDPEHTOCIOCOOHOCTY Ha OCHOBHBIX PBIHKAX COBITA
SKCIIOPTUPYEMBIX CUTAPET.

Metoposorus. VccienoBanme IOCTPOEHO Ha OCHOBE OOIMX HAYYHBIX METOLOB IIO3HAHUSA, BKJIIOUAs aHAa-
JIUTUYECKUI, METOLOJOTNUYECKUH U 9JIeMEeHThl IPOTHO3UMPOBaHUA. ABTOpaMU B IPOIECCe HCCIEJOBAHUS
IPUMEeHAJCA aHAJIUTUYeCKUil MeTox. IIpoBeneH aHanIM3 IepevYHsa TOBAPOB, IPOUCXONUBIINX M3 pPa3BUBa-
I0IUXCSA CTPAH MJIM HanMeHee PasBUTHIX CTPaH, MMEIOIINX IIPAaBO Ha MOJTy4YeHVe TapudHBIX nIpedepeHnmit
IpU UX BBO3e HaA TaMOXKeHHYI0 Tepputopuio EASC, mepeuHs pasBUBAIUXCA CTPAH UM HamMeHee pas-
BUTHIX CTpaH-GeHedunuaposB cucteMbl npedepernuit EAIC, cTaBOK BBO3HBIX TaAMOMKEHHBIX IMOILJINH
EAOC nma TabauHoe chIiphe, TabauHBIE OTXOMBI, IANTUPOCHYI0 OyMary, a TaK/Ke CTATUCTUUYECKUX NaHHBIX
00 MMIOOPTE 9TUX IPOU3BOACTBEHHBIX PECYPCOB IO CTPAHAM IIPOUCXOMKIEHUA, IIOKa3aTesJeil dKCIopTa
curaper mo OoCHOBHbIM HampaBieHusMm 3a 2014—2018 rr., ony6aurkoBamusix UN Comtrade Statistics.
BriaBien GakT BO3MOKHOTO BIAUAHUA NpuMeHeHuA TapudHbIX craBok ETT EAJC Ha skcmopT curaper u
BOBMOJKHYIO CTPATEeruio, K KOTOPO IPUOErHyT apMAHCKYE SKCIOPTEPHI AJIs IOBBIIIEHUA KOHKYPEHTOCIIO-
COOHOCTY BKCIOPTUPYEMOM HMPOAYKI[MU.

PesyasraThl. B ciyuae mmmopra TabGauHOrO CHIPbA M3 PAa3BUBAIOIIUXCA CTPaH, TakuxX Kak Mumus, Bpa-
3UJINA U IPYTUX, CTABKA BBO3HON TaMOXKEHHOU IMOILINHLI B pasMmepe 3.75 % OymeT MPpUMeHATHLCA BMECTO
5 % crasku ETT. Ilepexon ma mmmopt um3 3um0OabBe, Baurnamem m Manasu 6e3 BHeIPEHUS HOBBIX U
9P eKTUBHBIX OMBHEC-IIPOIIECCOB JIsI KOHKYPEHIIMU Ha HKCIIOPTHBIX PBIHKAX CTajJ Obl BADUAHTOM, K KO-
TOPOMY SKCIHOPTEPHI MOTJIM ObI MpuOerHyThb. OJHAKO MMIIOPT U3 Pa3BUBAIOIIUXCA CTPAH He OyJeT Pe3Ko
COKpAIIaThCSA B CPEIHECPOUHO MmepcrieKTuBe. ApMeHUs UMIIOPTUPOBAJIA TAUPOCHYI0 OyMary B OCHOBHOM
u3 3anaguoii EBponsl, Kutasa u Poccuu, uro moby:kaaeT apMAHCKUX SKCIOPTEPOB CTATh CHOKYCUPOBAH-
HBIMU Ha ONepanuoHHoil 3¢ @GeKTUBHOCTH. II0CKOIBKY ABYMSA OCHOBHBIMU 9KCIIOPTHBIMU HAMPaBICHUAMHI
apasiorcsa Wpak u Cupus Ojsd apMAHCKUX CUTapeT, UX NAJbHEHIINI 9KCIOPT B 3TU CTPAHBI OyIeT UyB-
CTBUTEJIEH K POCTY IIeH.

BeiBogsl. IloBbIllIeHNIE CTABOK TaMOMKEHHBIX IOIIJINH Ha TabauHOe ChIphe, TabauHble OTXOAbI U ITAaIIUPOCHYIO
OyMary HeraTMBHO CKa’KeTCsS U IIPUBEIET K POCTY I[eH Ha MMIIOPTHUPYeMble IIPON3BOACTBEHHBIE PECYPCHI,
HCIIOJIb3yeMble B ITPOU3BOACTBE CHUTapeT IJsa dKcmopra. Ho 9To BausiHUEe OyaeT He3HAUYUTEeJIbHBIM. BBUIY
CTPYKTYPBI OKCIIOPTA CUTAPET, He3aBUCUMO OT TOTO, KAKOH CTPAHOM IPOUMCXOKAEHUS SABISIOTCA UMIIOPTHU-
pyeMble pecypchl, aKIeHT 9KCIIOPTEPOB MOJKEH OBITH ClejlaH Ha 00eclleueHWM OMepPanUoOHHON 3G GeKTUB-
HOCTHU JAJIsI COXPaHeHUA KOHKYPEHTOCIIOCOOHOCTU Ha OCHOBHBIX PBIHKAX 9KCIIOPTUPYEMOI MPOAYKITHU.

IIpakTuueckoe IpuMeHeHNE PE3yabTAaTOB. Pe3yibTaThl JaHHOTO UCCJIELOBAHUA MOTYT IPEACTABIATH UHTE-
pec nia MurucrepcrBa skoHoMuku Pecniybinmku Apmenud u @ouga Business Armenia, npuMeHATHCA IPU
paspaboTKe cTpaTeruu PasBUTUSA IPOU3BOACTBA CUTapeT B ADMEHUU U CTUMYJIMPOBAHUS 9KCIOPTA.

Karouessie caoBa: Edunvlii mamoxcennwvtii mapug (ETT), mabaunsie usdenus, akcnopm, Apmenus, Eepasuiickuil
axoHomuyeckull corwd (EAIC), mapugmusie npegepernyuu.

st purtupoBanus: Arutyunyan V. L., Dokholyan S. V., Makaryan A. R. The Impact of Applying the Common Customs
Tariff on Armenian Exports of Tobacco Products // dxoromura u ynpasaenue. 2020. T. 26. Ne 4. C. 3568—-365. http://
doi.org/10.35854/1998-1627-2020-4-358-365

Introduction developed nations. According to Rani and Kumar

(2018) [1] ELG hypothesis is valid in the case of
Many scholars show that the export-led growth some selected BRICS economies such as Brazil,
(ELG) hypothesis is valid in the case of various India and South Africa, and the authors find
countries such as BRICS, developing and least- bidirectional causality between exports and eco-
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Figure 1. Armenia’s export to the world and exports of leading items from 2014 to 2018 (million US dollars)

Source: [10].

nomic growth. But Dash (2009) [2], confirming
the validity of the ELG hypothesis in the case of
India, shows that a long-run relationship exists
between exports and output and that is unidi-
rectional. Shafiullah and Navaratnam (2016) [3]
confirm that the ELG hypothesis is valid in the
case of Bangladesh and Sri Lanka. Ojide et al.
(2014) [4] confirm that a positive relationship
exists between non-oil exports and growth in the
long-run: i.e. non-oil ELG is valid in the case
of Nigeria. Dreger and Herzer (2012) [5] show
that a positive relationship between exports and
non-export GDP exists in the short-run. Siliv-
erstovs and Herzer (2006) [6] show that there
is a unidirectional “Granger causality running
from manufactured exports to the net-of-exports
GDP” [6, p. 323]. Abual-Foul (2007) [7] confirms
the existence of unidirectional causality run-
ning from export to economic growth. Ghatak
et al. (1997) [8] show that “aggregate exports
Granger-cause real GDP and non-export GDP”
[8, p. 213] and that is driven by manufactured
exports. Dokholyan and Sargsyan (2019) confirm
the validity of the export-led growth hypothesis
in the case of Armenia [9]. Hence, Armenia can
ensure economic growth by promoting exports,
namely manufactured exports.

One of the leading merchandise export items is
cigarettes the exports of thereof reporting a tre-
mendous performance since 2014 and emerging
as the second export item in 2018 (see figure 1).
In 2018, the exports of cigarettes comprised
approximately 11.2 % of Armenia’s merchan-
dise export to the world, outperforming the
exports of traditionally second-ranked export
item: spirits obtained by distilling grape wine
or grape marc.

However, upon accession to the Eurasian Eco-
nomic Union (EAEU) and starting applying Com-
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mon Customs Tariff (CCT) rates with respect
to unmanufactured tobacco, tobacco offals and
cigarette paper since January 2019 instead 0 %
of import customs duty rate [11], [12], Armeni-
an exporters could become less cost-competitive
and lose export markets due to price increase.

Hence, the main purpose of the article is to
identify the possible impact of applying the
EAEU CCT tariff rates with respect to unmanu-
factured tobacco, tobacco offals and cigarette
paper on the exports of cigarettes and possible
strategies Armenian exporters would adopt to
stay cost-competitive.

Methods

By reviewing the list of goods originating in
developing countries or least developed coun-
tries eligible for tariff preferences during their
importation into the customs territory of the
EAEU, list of Developing Countries and Least-
developed Countries — beneficiaries of the gen-
eral system of preference of the EAEU, import
customs duty rates of the EAEU with respect
to unmanufactured tobacco, tobacco refuse and
cigarette paper, and analyzing the statistical
data on imports of thereof by country of origin
released by the United Nations for the period
2014-2018, the possible impact of applying the
EAEU CCT tariff rates on the exports of ciga-
rettes and the possible strategy to be adopted
by Armenian exporters to become more cost-
competitive are identified.

CCT impact on cigarettes export and strategic
recommendations

According to Article 36 of the Treaty on the
Eurasian Economic Union [13] developing and

Economics and Management + 2020 - 26 (4) - 358-365



Table 1

Armenia’s Transition to Import Customs Duty Rates of the CCT of the EAEU

Import customs duty rate (as a percentage of the customs value
CN of EE{; EAEU Item in Euro or in US Dollars), % CCTO/?ate’
2015 2016 2017 2018 2019 2020
Tobacco unmanufactured, tobacco refuse
2401 20 350 0 |— — light air-cured 0 0 0 0 2 CCT rate 5
tobacco
2401 20 850 1 |— — — Virginia type 0 0 0 0 2 CCT rate 5
2401 30 000 0 |- tobacco offals 0 0 0 0 2 CCT rate 5
Cigarette paper
4813 20 000 0 |- roll width not 0 0 0 0 2 CCT rate 5
exceeding 5 cm
4813 90 100 0 |- — roll width of 0 0 0 0 2 CCT rate 5
over 5 cm, but not
exceeding 15 cm

Source: [11], [12].

least developed countries could be granted tar-
iff preferences with respect to goods originat-
ing from those countries to be imported into
the common territory of the Customs Union of
the EAEU. In the case of the goods originating
from developing countries and with respect to
thereof common system of tariff preferences of
the Union could be applied “the rates of import
customs duties shall amount to 75 % of rates of
the import customs duties of the Common Cus-
toms Tariff of the Eurasian Economic Union”
[13, article 36]. However, in the case of the com-
modities that are of origin of the least-developed
countries and are imported into the EAEU and
with respect to thereof common system of tariff
preferences of the Union could be applied “zero
rates of import customs duties of the Common
Customs Tariff of the Eurasian Economic Union
shall be applied” [13, article 36].

And according to the list of goods originat-
ing in developing countries or least developed
countries eligible for tariff preferences during
their importation into the customs territory of
the Eurasian Economic Union [14], both devel-
oping and least developed countries are eligible
for tariff preferences to be granted while im-
porting unmanufactured tobacco, and tobacco
refuse into the territory of the EAEU. On the
contrary, both developing and least developed
countries are not eligible for tariff preferences
to be granted while importing cigarette paper
into the territory of the EAEU.

Before accession to the EAEU, Armenia was
granted a transition period during which Armenia
could apply customs duty rates other than EET
rates of the EAEU over the period 2015-2018
(see table 1). With respect to unmanufactured to-
bacco, tobacco offals and/or refuse and cigarette
paper (particularly for 2401203500, 240120850,
2401300000, 4813200000 and 4813901000 prod-
uct lines) 2 % import customs duty rate is applied
in 2019,and the new substantially high CCT rate

SKOHOMMKA 1 ynpaBneHme -

is going to be effective in 2020, growing up to

five percent (5 %) for the all above-mentioned

product lines.

To understand the consequences of applying
CCT rate increase, the composition of imports of
inputs from major destinations is analyzed (see
Table 2). The key destinations for unmanufac-
tured tobacco and refuse (240120 and 240130)
remained developing and least-developed coun-
tries between 2014 and 2018 that are eligible
for tariff preferences [15].

In 2018, Armenia was importing unmanufac-
tured tobacco (240120) mainly from India and
Zimbabwe, followed by Brazil and Argentina (see
Table 2). Imports from Bangladesh reported a
tremendous increase over the period from 2014
to 2018 (see Table 2). In the case of tobacco of-
fals and/or refuse, Armenia was importing such
inputs from Brazil and Tanzania (see Table 2).
Hence, with respect to one of the major inputs,
unmanufactured tobacco Armenian exporters
could do the followings starting from 2020:

1. Either exporters continue importing from
developing countries such as India, Brazil,
or Argentina and import customs duty rate
of 3.75 % would be applied (in this case,
Armenian exporter needs to be focused on
switching to more effective business practices
to lower per-unit cost of exported cigarettes).

. Or to completely switch to imports from
Zimbabwe, Bangladesh, and Malawi without
undergoing through the process of adopting
new and effective business processes.

In contrast, in the case of cigarette paperin
rolls of a width not exceeding 5cm (481320)
Armenia was importing mainly from Western
Europe and China over the same period (see
Table 2). Hence, with respect to this input, Ar-
menian exporters could do the followings start-
ing from 2020:

1. Exporters continue importing from these

countries and switch to more effective busi-
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Table 2

Imports of unmanufactured tobacco, tobacco refuse and/or offals, and cigarette paper
from 2014 to 2018 by country of origin (US dollars)

240120: Cigars, cigarettes etc., tobacco or tobacco substitute

2014 2015 2016 2017 2018
World 37,356,616 41,372,054 55,566,790 34,201,257 77,668,353
India 6,051,457 9,701,890 16,585,095 5,692,422 20,359,988
Zimbabwe 6,016,573 7,807,991 6,813,437 11,630,320 19,126,872
Brazil 12,552,289 7,090,133 10,096,553 2,929,020 9,202,212
Argentina 4,320,100 11,337,755 7,665,598 5,077,286 8,243,400
Bangladesh 762 10 3,481,308 3,599,041 7,445,503
South Africa 3,319,013 2,856,562 6,276,977 2,227,715 6,568,835
Malawi 5,083,792 2,514,188 4,201,153 2,225,674 5,970,906

240130: Tobacco refuse

2014 2015 2016 2017 2018
World 900,950 1,145,898 415,798 998,279 1,422,555
Brazil 871,912 666,822 407,834 696,248 963,779
United Republic of Tanzania 302,030 366,567

481320: Paper, cigarette; in rolls of a width not exceeding 5cm

2014 2015 2016 2017 2018
World 2,675,004 2,919,331 3,614,952 4,551,183 4,491,541
Germany 853,353 865,043 1,109,147 2,873,172 2,241,273
Austria 1,725,794 1,917,941 2,406,899 1,518,489 1,925,261
Czechia 63,636 63,094 47,919 73,993 168,639
China 16,107 69,699 40,677 44,581 85,872
France 16,114 3,553 2,208 23,973 56,434

481390: Paper, cigarette; (other than in rolls of a width not exceeding 5cm, or in booklets or tubes)

2014 2015 2016 2017 2018
World 4,719,805 4,733,781 5,224,977 7,036,567 6,677,806
Austria 3,383,375 2,174,027 2,123,468 2,904,765 2,856,550
China 237,312 1,223,951 1,736,474 1,526,870 1,849,251
Russian Federation 105,433 172,210 565,250 1,389,282 1,058,387
Italy 993,482 1,163,594 799,363 1,173,899 779,616

Source: [10].

ness practices to reduce the per-unit cost of
exported cigarettes.

2. Exporters continue importing from the above-
mentioned Western European countries and
China, and simultaneously attempt to find sup-
pliers from those countries that have signed
Free Trade Agreements with the EAEU, and
from other EAEU member states (if available).
In the case of cigarette paper in rolls of a

width greater than 5cm, but not exceeding 15 cm

(481320), imports of Russian cigarette paper

reported a tremendous increase over the period

2014-2018, along with a substantial increase in

supplies from China (see Table 2). Hence, with

respect to this input, Armenian exporters could

do the followings starting from 2020:

1. Exporters continue importing from Austria
and Italy and switch to more effective busi-
ness practices to reduce the per-unit cost of
exported cigarettes (in the case of exports of
the premium class products).

2. If Armenian exporters could be supplied with
completely equivalent products from Russian

362

suppliers (if available), exporters could switch

to Russian cigarette paper.

3. Along with continuing importing this input
from the above-mentioned Western European
countries, exporters could attempt to find sup-
pliers from those countries that have already
signed Free Trade Agreements with the EAEU.
The analysis of the composition of exports

(by destination) identifies which strategies Ar-

menian exporter of cigarettes would adopt or

opt for (see Figure 2).The main importers of

Armenian cigarettes for the given period were

Iraq, Syria and the United Arabic Emirates (see

Figure 2). In 2018, exports of cigarettes to Iraq

were about 146.6 million compared to 79.1 mil-

lion US dollars in 2014 (see Figure 2).

Since two major export destinations for the
Armenian cigarettes were Iraq and Syria, fur-
ther exports of Armenian cigarettes to these
destinations would be sensitive to a price in-
crease. Hence, the best strategy for Armenian
exports would be to start adopting the most
efficient business practices to reduce the per-
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unit cost of cigarettes exported to mainly these
two destinations.

Conclusions

Both developing and least developed countries
are eligible for tariff preferences to be granted
while importing unmanufactured tobacco and
tobacco refuse into the territory of the EAEU.
Meanwhile, importers of cigarette paper won’t
be granted tariff preferences.

In the case of importing unmanufactured to-
bacco from developing nations, such as India,
Brazil, etc. import customs duty rate of 3.75%
would be applied instead of the CTT rate of 5 %.
Switching to imports from Zimbabwe, Bangla-
desh, and Malawi without undergoing through
the process of adopting new and effective business
processes to compete in export markets would be
the option to pursue, however, the imports of
inputs from developing countries won’t decline
drastically in the medium-term. Armenia was
importing cigarette paper in rolls mainly from
Western Europe, China, and Russia; hence this
would urge Armenian exporters to be focused on
operational effectiveness. Along with increasing
supplies of cigarette paper from Russia (if avail-
able) and continuing importing from the above-
mentioned Western European countries in the
medium-term, exporters could attempt to find
suppliers from those countries that have signed
Free Trade Agreements with the EAEU.

Since two major export destinations for the
Armenian cigarettes were Iraq and Syria, fur-
ther exports of Armenian cigarettes to these
destinations would be sensitive to a price in-
crease that could lead to a decrease in the vol-
umes exported to these destinations. Hence, the
best strategy for Armenian exporters would be
to start adopting and/or switching to the most
efficient business practices to reduce the per-
unit cost of cigarettes exported.

Overall, the increase of customs duty rates
on unmanufactured tobacco, tobacco refuse,
and cigarette paper would negatively affect
and result in increase in the prices of imported
inputs used in manufacturing of cigarettes
to be exported; however, the impact would
be small. Therefore, by taking into account
the composition of exports of cigarettes, we
conclude that regardless of the fact which
is the country of origin of imported inputs,
the major focus of the exporters needs to be
ensuring operational effectiveness to remain
competitive in the major export destinations.

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 devel-
opment of cigarette production in Armenia and
promoting exports.
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