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Main Points 

ÇBackground

ÇArmeniaôs Need to Diversify 

ÇSophistication of Armeniaôs Export Structure 

ÇArmeniaôs Future Potential

ÇConcluding Remarks

Export Development Directions in Armenia 



B
A

C
K

G
R

O
U

N
D

Diversification is Good!

ÇTwo main beneficial effects:

Ç Portfolio effect

This effect implies that an increase in the degree of 

diversification will result in a reduction of the volatility of 

exports, in other words, a lower variance of GDP growth.

Ç Dynamic effect 

On the long run growth is associated with learning to 

produce an expanding range of goods. This view sees 

growth as being the result of adding new products to the 

export and production basket 

Export Development Directions in Armenia 
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Diversification is Good!

Ç Positive link between export diversification and per capita GDP. 

(Funke and Ruhwedel 2001). 

Ç Higher income growth rates for developing nations which diversified 

their export bases. (Hesse 2008) 

Ç As incomes increases, economies first become less specialized and 

more diversified and then, at high income levels, they tend to 

specialize (Imbs and Wacziarg 2003)

Ç The mix of goods that a country produces and exports has important 

implications for economic growth. (Hausmann et.al 2005)

Ç This departs from the standard comparative advantage 

argument, which emphasizes the benefits derived from 

specialization, irrespective of product sophistication.

Export Development Directions in Armenia 
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Issues in Armenia

Ç Large dependence on external savings

Ç Small domestic market

Ç Narrow export basket

Ç Armenia needs adapt its production and export

structure
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Development ?

ÇRich countries do not just produce more of the same, but they

also produce different, presumably more challenging or

ñSophisticatedòproducts.

ÇSo, the process of development involves moving from simple 

poor-country goods to more complex rich-country goods. This 

process is often called Structural Transformation.

ÇPositive relationship between a countryôs GDP per capita and the 

level of income implicit in the goods that a country exports

ÇTo grow rich, countries need to change what they produce and 
export 
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Development ?
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How do we change?

ÇEvery product requires a large number of inputs  

ñcapabilitiesò that are quite specific.

ÇBut their degree of specificity is relative. Some pairs of 

products will use similar capabilities, others will use very 

different capabilities.

ÇSince new products must use that which exists, change is 

dependent on the characteristics of the currently produced 

and exported products by Armenian producers
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Where are we now?

ÇTwo steps to measure the sophistication of Armenia's 

export basket

ÇPRODY: level of income implicit in each export product 

by calculating the weighted GDP per capita of countries 

exporting that good, where the weights are related to 

the countriesô revealed RCA.

Ç and EXPY: which EXPY as the weighted average of the 

PRODYs of the products exported by each country
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Where are we now?

PRODY Level  1999 2003 2006 2008

Very High (top 20%)
0.6% 0.4% 0.0% 0.0%

High
3.8% 3.0% 4.4% 0.7%

Average
39.3% 34.4% 36.8% 20.1%

Low
41.2% 45.4% 44.1% 57.8%

Very Low (lowest 20%)
15.2% 16.8% 14.7% 21.4%

Total 100 100 100 100

No, improvements !! 
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Where are we now?

1999 2003 2006 2008
EXPY changes 
1999 ς2008 (%)

EXPY 9249.4 10733.0 12413.4 13917.2 66.5 %
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Future Transformation??

ÇStructural transformation depends on the fact whether 

companies in Armenia can move their production towards 

products with higher sophistication.

ÇHow easy is the jump

ÇFor measuring distance we use proximity which is outcomes-

based.  If the process of production requires very similar inputs 

(resources and skills), the products are "closer" to each other; 

if, by contrast, capabilities differ cardinally, they are ófartherô 

apart.

Ç In order to evaluate the structural transformation process in 

Armenia we need to study Armeniaôs product space. 
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Product space 
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!ÒÍÅÎÉÁȭÓ 0ÒÏÄÕÃÔ 3ÐÁÃÅ ρωως 

Source: Hausmann, 2010
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!ÒÍÅÎÉÁȭÓ 0ÒÏÄÕÃÔ 3ÐÁÃÅ ρωωφ 

Source: Hausmann, 2010
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!ÒÍÅÎÉÁȭÓ 0ÒÏÄÕÃÔ 3ÐÁÃÅ ςπππ 

Source: Hausmann, 2010
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!ÒÍÅÎÉÁȭÓ 0ÒÏÄÕÃÔ 3ÐÁÃÅ ςππψ 

Source: Hausmann, 2010
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Ease to Move Forward

ÇMeasure density 

Çñdensityò shows how densely the respective product is 

surrounded by the countryôs current exports

ÇSo, companies find it easier and are therefore more likely to 

launch new products if the density is high.

ÇDensity values can range from 0 to 1
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Ease to Move Forward

Classification

Code

Product groups density Potential

11 Beverages 0.1259 191.72

97 Gold, non-monetary 0.1251 -5394.84

84 Articles of apparel and clothing accessories 0.1243 -1588.77

12 Tobacco and tobacco manufactures 0.1236 -1015.02

06 Sugars, sugar preparations and honey 0.1202 -1619.18

05 Vegetables and fruit 0.1197 -498.45

03 Fish, crustaceans, mollusks and aquatic invertebrates,
and preparations thereof

0.1175 3524.58

29 Crude animal and vegetable materials, n.e.s. 0.1163 -3353.17

09 Miscellaneous edible products and preparations 0.1151 813.63

65 Textile yarn, fabrics, made-up articles, n.e.s., 0.1149 1121.80
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Ease to Move Forward

ÇDoes not necessarily have to be problem itself

ÇBut, if we look at their potential to increase the level of income 

of Armeniaôs export package, They want be able to do the trick

ÇThis implies that the potential of these product groups for an 

income enhancing export diversification has to a large extent 

been exhausted

ÇArmeniaôs current production structure does not provide it with 

a óStairway to Heavenò
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How are others doing??
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How are others doing??

ÇWe also can measure Armeniaôs ñoption valueò of unexploited 

opportunities 

ÇOpen forest is highly significant in determining the future 

growth

ÇThe product diversification opportunities of a country are better 

when the open forest value is high. 

ÇCountries with a high level of open forest enjoy faster 

subsequent growth in export sophistication and overall 

economic growth
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What now?

Ç Armenia must restructure its economy, emphasizing export 

promotion and diversification.

Ç structure transformation is very much influenced by the 

characteristics of the currently produced and exported products 

Ç Our analysis showed that the level of sophistication in the 

Armeniaôs exports has worsened throughout the last decade; 

Ç Potential of those products which are close to the products 

currently produced in Armenia for enhancing Armeniaôs income 

performance is negative.

Ç Consequently, given the existing structure of production factors 

in Armenia, the products that are likely to be produced and 

exported by Armenia in the near future will not be able to 

enhance the sophistication level of Armeniaôs product structure 

and be income enhancing.
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What now?

Ç It is unlikely for producers in Armenia to develop comparative 

advantage in goods with higher implicit income levels, without 

extra supportive measures and involvement of the government. 

Ç Proper diversification policies should help Armenian companies 

make an easier jump towards more sophisticated 

products, taking into account the current position of Armenia in 

the world product market.



Thank you!


