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Abstract: The investment environment formed in RA is still not
favorable for attracting foreign venture capital. An effective state
policy is needed, mainly aimed not at the creation of new venture
funds, but at improving the depth of the Capital Market, the most
vulnerable and at the same time the most important indicator group
in the "Venture Capital and Private Equity Index". The article
analyzes the risks of venture capital formation and based on it,
recommendations are made in the direction of measures
contributing to the improvement of the investment environment in
RA.
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Research objectives: to analyze the position of the Republic of
Armenia in the "Venture Capital and Private Equity Index" and
based on it to present recommendations for improving the
attraction of venture capital in the country

Research novelty: The weak links of the sub-sections of the
venture capital index of the Republic of Armenia were identified
and based on this, recommendations were made regarding the
attractiveness of venture capital financing.

Introduction

RA is improving its positions in the "Venture Capital and Private
Equity Index" every year, but the investment environment of the
republic is still not favorable for foreign venture capital. And as for
the venture funds and angel investor clubs created in RA, the
investments in these funds, although they are made with foreign
capital, are predominantly owned by Armenian investors. The
creation of venture funds can become a good prerequisite for
attracting foreign funds, but the presence of the latter alone is
perhaps not enough to make the country's investment environment
favorable and attract large-scale foreign venture capital [1]. Here,
an effective state policy is needed, aimed not at the creation of new
venture funds, but at improving the depth of the most vulnerable
and at the same time the most important indicator group of the
index, that is, the depth of the capital market. As a way to improve
the above indicators, it is possible to propose the application of tax
benefits for companies that have implemented an IPO, support for



the creation of the Crowd Investing system, the introduction and
legal regulation of internationally used investment tools in the
startup ecosystem: convertible bonds and SAFEs, the creation of
effective mechanisms for the protection of investors' interests, etc.

Research results

Along with the increase in the number of startup companies, a
demand for venture capital is created, as a result of which, every
year in RA, clubs of angel investors are created and venture funds
are formed. In particular, in addition to the 2013 and in 2014
created "Granatus Ventures" (invested in 13 companies to date,
average investment amount: 250,000-300,000 USD) and "Hive
Ventures" funds (invested in 18 companies to date, average
investment amount: 100,000 USD), in 2016. "Smart gate VISI"
venture fund was also created, which invested in 5 more companies.
Three angel investor clubs in 2018 were created, which plan to
invest in companies at the most initial stage of development. 2019
The Science and Technology Foundation of Armenia has also
created 2 venture funds with the aim of investing in science-based
start-up companies.

Despite the increasing trends of venture capital in RA, it should
be noted, that the investment capital of the above-mentioned funds
does not exceed 10 million US dollars, which may be sufficient only
for financing the seed stage of startups, and the next investment
stages (series A, B, C+), Armenian startups have to turn to foreign
venture funds for financing. Another no less important advantage



of attracting foreign capital, is the transfer of their experience,
knowledge and connections to Armenia and their use by the startup
ecosystem. And perhaps the most important prerequisite for
attracting foreign venture capital is the attractiveness of the RA
investment environment.

The country's attractiveness for venture capital is measured by
the "Venture Capital and Private Equity" index, according to which
RA ranked 90th among 125 countries [2].

Although the dynamics of the index is positive for RA, the
indicators of RA regarding a number of components of the index
are worrisome, in particular, it refers to indicators of economic
activity and depth of the capital market, which are perhaps the most
vulnerable aspects of RA. The latter is confirmed by the chart, in
which the deviation between RA and Asian countries (in which RA
is included) is the largest in terms of those indicators.

As a result of the separate observation of the index groups, it
becomes obvious, that RA has an advantage in terms of taxation
compared to the mentioned countries, in particular, ranks 39th in
this indicator. This speaks of the RA's favorable tax environment,
which is facilitated by the RA Law "On State Support of the
Information Technology Sector", according to which startup
companies are exempted from profit tax for 5 years, and pay
income tax at the rate of 10%. The favorable tax environment is also
facilitated by the fact that reporting is simplified and automated.



The next group of indicators, where RA has a comparative
advantage, is the "Protection of Investors' Interests and Corporate
Governance" group, in which RA ranks 49th.

Table 1. Sizes of individual indices of venture capital and private
equity participation index by country

Countries
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Russia 88,1 65,1 97,9 |57,2 35,2 69,9
Estonia 68,2 |45 104 83,5 61,1 62,1
Kazakhstan | 79,8 | 46,6 95,7 | 66,5 46,4 54,1
Georgia 61,2 42,6 104,4 | 72,5 53,3 50,4
Armenia 50,7 | 35,1 104,1 | 64,7 47,2 52,5
Belarus 74 11,1 98,9 |46 51,2 53,1
Azerbaijan | 63,3 | 6,9 105,3 | 70,3 41,4 55,2

However, in that group, the qualitative indicator of applicability
of the law is low, with RA taking the 67th position. It should be
noted, that the dynamics of this indicator is increasing and taking
into account the positive expectations towards the new Government,
further improvement of the indicator can be expected.

The "Entrepreneurial culture" group is the weakest part of the
index of venture capital and private equity participation, according
to which RA lags behind the most in terms of the number of articles



in scientific journals and the costs of conducting research (R&D) by
enterprises.

Thus, according to Skimago rating, Armenian authors in 1996-
2017. published 15,450 scientific articles in international
periodicals, in which RA ranks 86th, lagging behind Georgia (84),
Kazakhstan (76), Estonia (64) and Belarus (65). The rating of
Armenia according to the number of references to the document is
even lower, with RA occupying the 115th position. It should also be
noted that a significant part of the references in the articles are
provided by the researchers of the Yerevan Institute of Physics and
in 2017 about 40 percent of the published articles were related to
the field of physics and astronomy.

As for research expenses, it should be noted that around 68%
of RA information and communication companies provide services
to other companies and do not carry out their own research and
product creation [3]. However, in 2016-2017 70% of the established
companies stated that their activity is aimed at conducting research
and creating new products. From the point of view of research
expenses, the size of RA state expenses is even lower. In particular,
in 2017 government spending on research was 0.2% of GDP, which
is more than 10 times less than the average size of OECD countries,
2.4%. For comparison, let's note that this index is 2.79% in the USA,
4.23% in South Korea, and 4.25% in Israel.

RA occupies the lowest position, 112th, in terms of indicators of
the economic activity group. In particular, in terms of the size of
the economy (GDP) and unemployment, RA occupies the 114th and
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113th positions, respectively. The latter is perhaps characteristic of
all the small countries included in the index, including Georgia and
Estonia. It is noteworthy that the other index included in the group,
"Real GDP Expected Growth", ranks RA 69th, which speaks of
positive expectations for the RA economy.

The weakest group of the index and at the same time with
significant development potential is the "Depth of the Capital
Market" group. The indicators of this group are of great importance
for the attractiveness of the investment environment of any country.
The presence of the capital market, particularly the market-centric
capital market, is more than important for venture capital, because
the stock market ensures the return of invested money and the
realization of investments [4]. From the chart presented below, it is
obvious that the financial system of RA has a banking concentration,
although the stock market capitalization/GDP indicator has
continuously increased during the considered period, and the
banking system's loans/GDP indicator has shown a stable behavior.

The importance of the depth of the capital market (including
the presence of a market-centric capital market) for the attraction
of foreign venture capital is also indicated by the fact that this group
has the largest specific weight in the Venture Capital and Private
Equity Index. Within the group, the liquidity and size of the Stock
Market, IPOs and public issue operations are most important, in
terms of which RA itself occupies the lowest positions.
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Table 2. The position of RA according to the indicators of the
Capital market depth group

Indicator Horizontal Unit
Stock market liquidity and size 94 43
Volume of stock market 98 447
turnover
IPOs and public issue 78 6,7
transactions
The merger and acquisition 89 14,5
market
Debt and credit market 46 82,6
Access to financial markets 69 51,4

Conclusion

Venture capital represents a certain volume of investments,
when the investor invests in such new enterprises (startups) that
are engaged in the development of new technologies, know-how
and other innovative technologies. Such organizations are
characterized by high risk, due to the use of new products in
business, rapid and dynamic development of activities, as well as
receiving super profits in case of successful implementation of new
ideas in the market [7].

The interest in venture investments is growing not only among
those, who are ready to invest their funds, but also among those
who would like to receive it for the development of their business
[8]. It is also necessary to mention the fact that there are certain
prerequisites for the development of venture capital in Armenia,
particularly in the field of information technologies there is a
significant development potential. In addition, there are a
significant number of inventions and innovations in Armenia, which,
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however, remain on paper and do not come to life in the absence
of funding.

In order to ensure the attractiveness of the country's investment
environment and, in particular, to attract venture investments, in
our opinion, the RA government should implement the following
steps:
v"implement structural changes in the economy, giving priority to

the development of scientific branches and, in particular, the

military industry,
v'ensure progressive rates of economic growth in the country,
v' to create guarantees to ensure the return of investment funds,
in particular to create an insurance system for them.
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Jdwpnidw Unipuryw
Cwjwunwuh wyhwnwlwu nunbuwghunwlwu hwdwuwpwu
n.g.[e., nhgkiun

Pwuwih pwnbp - yGusnipwihu Ywwhwwih hunbipu, ubipnpnt-
dwjhu nhuybp, hunughntu huwtuwynpnid, dtnuwpywnhpw-
Ywu unwppwihtph  fupwund, wbwnwlwu wowygnie)ntu,
Jtusnipwiht yuwwhwnwih $huwtuwynpnid

LL-u nmwpbliginwph pwpbjwynwd £ hp nhpptipp «4busnipwhu
Ywwpwwih L dwutwynp  pwdlbdwutwlygnipjuu  hunbip-
unw», uwlwju hwupwwbiwnygjwu ubpnpnuwihu dhowywpp
nbnbu pwpbuwywuwn sk onwpbipyyw ybusnipwihu Yuwhuwwih
hwdwnp: huly pus ybpwpbipnw £ <&-nwd untindynn yGusnipwiphu
$nunbiphu L hpbigunwy ubipnpnnutph wynwipubipht, www wn
$nunbipnwd ubipnpnuwiutpp, suwjwd onwpbipypjw Yuwwhunwiny
Gu, pwyg qgbpwquugwwbu wwwlwund Gu  hwjwqggh
ubpnpnnutippu:  Jdbusnipwhu $nuntiph  uwnbindnudp |wy uw-
fuwnjwi Yupnn £ nwntw) onwpbiplpjw $nuntinh uipgpwydw
hwdwp, uwlwju dhwiu dbpohuhu wnlwjnyeniup, pGplw,
pwywpuwn sk, Gpyph ubpnpnudwiht dhgwduwnp pwpbuwwun
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nwnaubnt b dGdwodwyw| onwpbipynjw ytusnipwihu Yuwhwnwy
ubpgpwybint  hwdwp: Wuwbn wuhpwdbon £ wyhwnwywu
wpryntuwybitn pwnwpwlywunteintu ninnywd ny h unp ybugni-
pwihtu pnunbipp unbnddwup, wy hunbipuph wdbuwfungbih W
dhlunyu dwdwuwy wdkuwlwpunp gnigwupoubpp fudph, wju £
Ywwhwwih  ontlwih  funpnEwu pwpbjwydwup:  Npwbu
ytipnugjw| gnigwuhputiph pwpbjwydwu ninh Ywnpbih £ wnwowp-
yt, hwplwjhu wpwnnunyeyniuubph Yppwnnuip IPO hpwlwuwg-
pwé puybipnyeyniuubph hwdwp, CrowdIinvesting hwdwlwpgh
uinbinddwut  wowlgnipntup, unwpuwyh  Eynhwdwlwnpgnid
dhowqqwjunpt  Yhpwnynn  ubpnpndwht - gnpdhpubiph’
thnfuwpybifh  wwpunwwndubph W SAFE-Gph  ubpnundp UL
hpwwlywu Ywpquiynpnudp, utipnpanutiph qwhtiph wwaunww-
unigjwt gnpdniu dbfuwuhquubiph unbindndp U wyu:

Gpynh ubpnpnudwght dhowduwph gpuiysnipjuit wwjwhny-
dwt b dwutwynpwwbiu, yusnipwihu ubipnpnwdubph ubipgpwy-
dwu  hwdwp << Juwnwywpnyentup, dbp Yunpdhpn wbwnp L
hnwuwhws;hh htitnlywy pwybpp

v nuwnbunpjwu  dby  ppwlwuwgub]  Ywnnigwdpwhu

thnthnfunipyniubp,  wnwounyeintup  wwiny  ghwnwwnwn

nintiph b Jwutwynpwwbiu nwgqdwywu wpryniuwpbppnt-
jwU quinpggdwup,

v Gpypnd  wwwhnylip  wnunbuwlwu  wbh  wnwowughy
wbdwtin,

v ubpnpnwwihu $nuntiph ybpwnwpdh wwywhnydwu hwdwp
uinbindti| tpwotupputip, dwutwynpwwbiu unbindt npwug
gony wwywhnjwgpwlwu hwdwlwng:
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