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Executive summary (1/2)

Origin of the “gold rush”
RUS introduced duties on gold exports to non-EAEU countries in Sep-23

Thus: RUS gold producers decided to save taxes by re-routing their exports through ARM,
which is an EAEU member and does not impose export duties on gold

As a result: ARM gold imports and exports increased significantly starting from Oct-23,
creating the so-called “gold rush”
ARM gold trade increased significantly
Imports: since Oct-23, ARM gold imports picked up significantly
Q4 2023: USD 1.4 bn, 12-fold increase yoy; 98% were imported from RUS
Exports: similar growth since Oct-23, with gold exports remaining strong in 2024

Q4 2023: USD 1.4 bn; 7-fold increase yoy
5M 2024: USD 3.9 bn; 14-fold increase yoy; reached 55% of the total ARM exports
Main destinations: UAE (2023: 72% of total gold exports) and HKG (2023: 26%)

Jewellery also played a key role
ARM gold importers have partly started to process gold into jewellery before exporting it
As such: “gold rush” was accompanied by a significant surge in jewellery exports

Moreover: major players involved in the re-export of gold (and jewellery) registered
their business activity in the jewellery sector
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Executive summary (2/2)

Quantifying the “gold rush”
Overall size: surge of ARM gold and jewellery exports (i.e., re-routing of RUS exports)
between Oct-23 and May-24 amounted to USD 6.7 bn
“Rent” generated: if exported directly, RUS gold producers would have needed to pay
taxes in the amount of USD 352 m

End of the business model: RUS abolished the new export duty on gold starting Jun-24 as
it did not generate the expected budget revenues — no more business case for ARM

Economic implications
Fiscal perspective: surge in turnover, but no significant increase in taxes paid by ARM
companies. Unclear how much of the “rent” will remain in ARM

However: average margin in gold trade (Oct-23 and May-24) was approx. 3.3%; accounting for
the size of the “gold rush”, this would amount to USD 180 m

Thus: close to half of the “rent” could have remained on the ARM side
However: not yet reflected in an increase in the profit of ARM companies; data for the whole
fiscal year 2024 is needed to further monitor this issue

Economic perspective: no additional value added generated (unlike with vehicle re-
exports) and no positive impact on employment

At the same time: significant reputational risks and other problems (e.g., GDP revision)

Overall, the Armenian economy did not receive any actual benefits from the “gold rush”,
while sustaining potential reputational risks
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1. Motivation

Background
RUS introduced duties on gold exports to non-EAEU countries in Sep-23
This enabled ARM to become a major hub for the re-export of RUS gold

Armenia’s gold imports and exports increased significantly starting from Oct-23,
drawing considerable attention to the so-called “gold rush”

This trend further continued in 2024, with gold exports over 5M2024 having
surpassed the total gold exports of 2023

Due to various reasons, gold re-exports are closely linked to jewellery exports; both
sectors are thus discussed in this study

Main objectives of this policy study
Explaining the so-called “gold rush” and the dynamics that led to it
Quantifying the “gold rush”

Discussing the economic implications of the “gold rush”

‘paAIasal S1y3u ||y | So1wou0d3 ulldeg #7207 O



2. Origin of the “gold rush”

Western sanctions shifted Russian gold exports to new markets
Jun-22: following the RUS invasion of UKR, the UK, a major importer of gold from RUS,
and other Western countries announced a ban on imports of RUS gold
Jul-22: EU banned the import or transfer of gold and jewellery originating from RUS

As a result: RUS gold producers found new markets in the UAE, China, Hong Kong and
TUR, who had not imposed sanctions

Introduction of customs duties on gold created new business incentives
Sep-23: RUS introduced temporarily customs duties on exports outside of the EAEU for
several commodities (including gold)
Reasons: need to meet domestic demand, as well as to reduce the budget deficit
Duty rates ranged from 4-7%, depending on the ruble exchange rate (see Annex)
As such: RUS gold producers opted to export to their new markets (i.e. CHN, UAE, HKG)
via EAEU countries to avoid additional export duties
Since Oct-23: RUS gold exports to ARM increased strongly — beginning of the “gold rush”

Re-routing of exports through ARM as it is an EAEU member, has no export duties on gold and
there were already some established business connections

Major geographical shifts due to sanctions, combined with the introduction of customs
duties on gold in Russia, originated “gold rush”
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3. Shifts in Russian gold exports

RUS exports of gold
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Source: UN Comtrade, Armstat; Note: calculations based on mirror statistics as recent

trade data for RUS is not published; 5M 2024 does not include UAE, as latest data is only

available for 2023

Main importers of RUS gold

CHE mTRK WHKG mUK UAE mOthers

2021 2022 2023 5M 2024

20 USD bn B ARM

15

10

(6]

Source: UN Comtrade, Armstat; Note: mirror statistics; 5M 2024 does not include UAE

Emergence of new export destinations

»

»

»

2021: UK main importer of RUS gold

2022: shift due to sanctions; UAE and HKG
emerged as new destinations

— CHE continued to import from RUS
stocks in London (not sanctioned)

2023:
— Exports to HKG grew significantly

Shift in exports due to customs duties

»

»

2023: introduction of temporary customs
duties; ARM became new destination

— At the same time: less exports to UAE
—  Likely: re-exports through ARM
5M 2024:

— Exports to ARM grew significantly;
exports to other destinations declined

— UAE data now available, but likely
reflected in exports to ARM

Structure of RUS gold exports changed due
to sanctions and additional export duties
Armenia emerged as a major destination
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4. Business case behind the “gold rush”

Significant opportunities to save taxes
As RUS gold producers were interested in saving on customs duties, they started to
massively export gold to ARM
No need to pay customs duties on gold exports as ARM is a member of the EAEU
Moreover: ARM does not impose any export duties on gold itself
If RUS gold exports to the usual destinations continued, customs duties introduced in
Sep-23 could have generated around USD 734 m of tax revenues for the Russian budget
This number can be interpreted as potential profit losses for Russian gold producers
See Annex for more detailed calculations
Major incentive for Russian producers to re-route exports via Armenia

Role of Armenia companies
ARM companies started to import gold from RUS and either directly export it, or process

it into jewellery before re-exporting
Some ARM businesses imported gold (99% fineness), mixed it with silver, and thus reduced its
fineness to 96%. Others manufactured gold into large items (e.g. 30 kg) before exporting it

As such: we do not only look at gold but also the activity in the jewellery sector to
analyse the “gold rush” and its implications

Close connection between Armenian gold and jewellery exports
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5. ARM trade in gold: recent dynamics

ARM imports and exports of gold
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Source: Armstat; Note: goods exports; ARM has local gold production (Sotk gold mine),
which, however, has not been operating since April 2023 due to tensions with AZE

ARM imports of gold

2023: gold imports in ARM grew 7.7 times
yoy reaching nearly USD 1.8 bn

Especially: strong growth since Oct-23
Main category of gold imported in 2023

Non-monetary gold, unwrought (but
not powder); 99.7% of gold imports

5M 2024: USD 4.9 bn; already surpassed
total gold imports of 2023 by 2.8 times

Same categories imported as in 2023

Exports of gold from ARM

2023: USD 1.8 bn (21% of total exports);
gold exports from ARM grew 4.4 times yoy
Similar categories of gold exported as
imported (likely re-exports)
5M 2024: USD 3.9 bn; twice the total gold
exports asin 2023
Share in total exports increased to 55%
Less exports than imports by USD 1 bn;
likely due to build-up of inventories
Sharp increase in both imports and exports
of gold to and from ARM (“gold rush”)
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5. ARM trade in gold: geographical distribution
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ARM import of gold
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Geographic origin of gold imports
2023:

RUS: 98.2% of total gold imports to
ARM (2022: 89.3%)

UAE: down to 0.8% vs 7.5% in 2022

No imports from USA anymore; still
had a share of 3.1% in 2022

5M 2024: RUS accounted for 99.6% of
ARM gold imports

Main export destination of gold

2023:
UAE: 71.9% of total gold exports, 10pp
increase vs 2022
Hong Kong: 26.1%, emerged as a new
destination (no exports in 2022); 67%
of gold exports in Nov-Dec 2023

5M 2024: UAE (62%), Hong Kong (26.4%),

China (emerged as a significant importer

with 11.5% share vs 0.3% in 2023)

Shift of exports to similar destinations as
was the case for RUS
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5. ARM trade in jewelry: recent dynamics

ARM imports and exports of jewellery
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ARM exports of jewellery
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Background

Since Oct-23: “gold rush” accompanied by
a significant surge in jewellery exports

At the same time: there were no
significant changes in jewellery imports
Linked to importers processing gold
before exporting it

Exports of jewellery

ARM does have own jewellery production,
but to a significantly lesser extent

2023: jewellery exports of nearly
USD 500 m; 4.6-fold growth yoy

5M 2024: USD 687 m, 22-fold increase yoy
Share in total exports of 9.7%

Main export destination

UAE: 82% of ARM jewellery export in 2023
and 90% share over 5M 2024

Other: HKG (2023: 0.5%; 5M 2024: 4.2%)
and RUS (2023: 10.2%; 5M 2024: 3.6%)

Export of gold was accompanied by a
significant surge in jewellery exports
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6. Quantifying the “gold rush”

Duration of the “gold rush”
Recent dynamics show that imports and exports of gold to and from Armenia dropped
significantly starting from May-24
Reason: RUS announced in Apr-24 that it would abolish the new export duty on gold
starting from Jun-24 as it did not generate the expected budget revenues
Also confirmed by a significant reduction of the margin in gold trade since Jun-24 (slide 17)

Business case for exporting gold via Armenia also ceases to exist when tax incentives end

How large were the exports associated with the “gold rush”?
Between Oct-23 and May-24: surge of ARM gold and jewellery exports can be attributed
to re-routing RUS gold through ARM
During that time: ARM gold and jewellery exports amounted in total to USD 6.7 bn

Economic implications
If the ARM exports associated with the “gold rush” had been taxed at the same rate as in
RUS, this would have generated tax revenues of USD 352 m
Can be interpreted as the “rent” gained by re-routing exports via ARM
See Annex for more detailed calculations
However: not clear how large of a share from this “rent” ARM companies could retain

Further analysis needed to analyse the economic implications
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7. Economic implications of the “gold rush”

Narrowing down the analysis to the jewellery sector

It is difficult to fully assess all firms that were engaged in the “gold rush”

Based on stakeholder interviews, third-party investigative research, and our own
assumptions (see Annex), we narrow down our analysis to the jewellery sector

Major players involved in the re-export of gold (and jewellery) were counted as
businesses with their main activity in the jewellery sector

Analysing economic implications

Based on firm-level data for the jewellery sector, we analyse the impact of the “gold
rush” on the following indicators:

Turnover
Employment
Taxes

Moreover, we estimate the margin (between imports and exports of gold). Based on
this, we try to approximate the “rent” that was likely generated from trade operations

Putting everything together, we assess the overall economic relevance of the “gold rush”
for the Armenian economy, as well as potential downsides of it
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7.1. Turnover

Net turnover in the jewelry business
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0
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Source: SRC, Note: for 2024, only businesses operating under VAT regime
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Source: SRC, Note: for 2024, only businesses operating under VAT regime (99% of
companies); turnover is also anonymised between the periods (i.e. “company 1” in 2023
does not have to be same business as “company 1” in 2M 2024

Turnover

Significant net turnover in the jewellery
business despite small share in
employment

2023: AMD 200 bn (USD 511 m);
increased by 6.6 times yoy

2M 2024: AMD 114 bn (USD 282 m),
already 3.7 times more than in 2022

Turnover by company

One company accounted for almost all net
turnover in the sector

2023: 87.5%; AMD 175 bn (USD 447 m)

2M 2024: 94.1%; (AMD 107 bn or USD
265 m) of total net turnover

Likely Yerevan Jewellery Factory, but
data is anonymised

Significant amount of turnover generated
by the “gold rush”
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Number of employed persons in the jewellery
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7.2. Employment

Jul-23

Sep-23

Nov-23

Jan-24

Mar-24

Companies

Business landscape is dominated by a few
large companies

Largest company in the sector:
Yerevan Jewellery Factory

ARM owners with alleged links to RUS
Otherwise: many individual entrepreneurs
Employment

Number of employees in the sector did
not change much during the “gold rush”

2022/2023: only 1,800 employees (approx.

0.2% of total employment)

Jan-24: number of employed persons
declined to 1,328

Big companies reduced workforce;
many ind. entrep. ceased operations

Despite a significant turnover, no positive
impact of the “gold rush” on employment
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7.3. Taxes paid

Taxes paid by the jewellery business

B Customs payments (excl. VAT) B Income tax M Profittax B VAT Other

8
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7
I
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4
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3 —
2
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1 I
0 .
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Source: SRC, Note: The 2024 paid taxes represent only those taxes paid by entities
operating under the VAT regime. This figure also includes amounts refunded to taxpayers

Amount of taxes paid

Rather small amount of taxes paid
2022: AMD 3.4 bn (USD 7.8 m)
2023: AMD 7.1 bn (USD 18.1 m)
Q1 2024: AMD 1.2 bn or USD 3.0 m (only
entities operating under VAT regime)
Very small share of approx. 0.2% of total
tax revenues
Compared to its role in exports, the amount
of taxes paid by the sector is very low
However: main activity took place in 2024;
full data for 2024 might provide a more
comprehensive picture

Types of taxes paid

Customs payments (excl. VAT) dominate

2023/Q1 2024: approx. 82%; share
increased from 64% in 2022

As there is no export tax, those are likely
import duties for materials/equipment

Income tax and profit tax together
amounted for only approx. 14%

Amount of taxes generated is rather small
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7.4. Economic implications

Margin for ARM gold trade Fiscal perspective
» Tax revenues so far rather low
90 USD per t % 4.5 « ”
w10 price e Export price ——Margin (e » What happened to the “rent” of USD 352 m?
- o - Average margin in gold trade (Oct-23 and
May-24) was around 3.3%
70 35 - Accounting for the size of the “gold rush”,
this would amount to approx. USD 180 m
60 3.0 - Thus: close to half of the “rent” could
have remained on the ARM side
20 25 - However: not yet reflected in an increase
in the profit of ARM companies
0 20 - Data for the whole fiscal year 2024 is
needed to further monitor this issue
’ o Economic perspective
. o > No value chain (see Annex for comparison to
vehicle re-exports)
10 os » No positive impact on employment
» At the same time: significant reputational
0 0.0 risks may arise
A R A A 4 A R | SNy

Source: UN Comtrade, own calculations; Note: significant drop in the margin since Jun-24 > Overa”' the Armenlan economy dld nOt
confirms the end of the business model (see slide 12) benefit from the ”gold rush”
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7.5. Further problems: GDP revision

Initial and revised economic growth in ARM

M Initial GDP growth rate

10 % yoy
9
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Q4 2023 2023 Q12024

Source: Armstat

M Revised GDP growth rate

Background

»

»

Sep-24: Armstat reclassified the economic

activity for one enterprise (likely Yerevan

Jewellery Factory) from C32.1 to C24.4

Accordingly, GDP growth for Q4 2023, 2023

and Q1 2024 was revised downward

- Reason: jewellery production has a
higher output/input share than metals

Economic growth revision

»

GDP growth rates were revised downward
- Q4 2023: from 7.7% to 6.4%

- 2023: from 8.7% to 8.3%, accordingly
- Q12024: from 9.2% to 6.6%

In terms of nominal values

- Q4 2023: downward adjustment by
AMD 52 bn (approx. USD 129 m)

- Q12024: AMD 48.3 bn (USD 120 m)

As sector gained momentum in early 2024,
revisions was especially strong for Q1 2024

GDP revision will likely negatively impact the
budget planning of the government

18
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8. Policy discussion

From an aggregated macroeconomic perspective, it looks like there were no actual
benefits from the “gold rush” for the Armenian economy

On the other hand: potential reputational risks and additional uncertainty for budgeting
and economic growth projections arose

In this context: the revision of GDP, which was especially strong for Q1 2024, will likely
negatively impact the overall budget planning for 2024

The revisions done by Armstat are a positive step. However, as it was based on the
input/output ratios for 2022, it still might not correctly reflect the actual GDP (likely
some underestimation)

It would be advisable to update the industrial survey to correctly adjust GDP

Similar to the discussions arising after the vehicle re-export boom, the government
might want to think about how to improve tax collection in such cases

It was no major surprise that the tax incentive on the side of Russian producers would
lead to a business opportunity resulting in a shift of exports. Monitoring and
analysing the impact of such changes is crucial

It is not yet clear if any profits were retrained by firms in Armenia. Should they not be
reflected in 2024 financial statements, it should be investigated “why”
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Annex: RUS taxation of gold and its implications

Sep-23: Russia introduced flexible export duties linked to the ruble exchange rate
(Government Resolution No. 1538 of 21 September 2023)

USD/RUB Export duty rate

Covers a broad range of goods such as precious (gold) exchange rate (% of customs value)
and non-precious metals, fertilizer, food, chemicals, etc. 8525 2
Duties are linked to RUB/USD exchange rate 33:32 :E
Initially planned to be in place until Dec-24 >95 7

With gold exports at around USD 14 bn (2023) and an export duty rate of approx. 5.3%

(based on average RUB/USD rate Oct-23 to May-24), additional budget revenues of

USD 734 m could have been expected from gold exports

However: a major part of the gold exports was re-routed through ARM (USD 6.7 bn

between Oct-23 and May-24); taxed at the same rate, this would amount to USD 352 m
This number can be also interpreted as the “potential rent” of re-routing exports via ARM

RUS decided to abolish the new export duty on gold starting from Jun-24 as it did not

generate the expected budget revenues

Instead: switch to a mineral extraction tax (MET) of approx. USD 850 per kg gold for the

period between Jun-24 and Dec-24

RUS MoF expects additional tax revenues of approx. USD 160 m through this measure; switch to
MET also imposed for other goods (mainly diamonds and metals)

Part of bigger transition from export duties to MET, which will likely continue in 2025
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Annex: comparison to vehicle re-exports

Comparison of economic relevance
GET previously conducted an analysis of the economic relevance of the Armenian vehicle re-export
business ( )
Despite different time horizons, results can still be partly compared to the “gold rush”

USD 6.9 bn Gold and jewellery exports played a much larger
USD 0.8 bn . . . .
(including jewellery) role in total Armenian exports
Sl 12,437 persons 1,328 persons Howev§r: 'tr'\e firms involved |n.gold re-exports
had a significantly lower share in employment
Albeit being quite significant, the turnover of
firms involved in gold re-exports was lower in
USD 0.8 bn . . .
Turnover USD 2.1 bn comparison. Moreover, the business was highly
(2023-2M2024) . .
concentrated on one firm, while a whole value
chain was involved in the vehicle re-export
Accordingly, the tax revenues generated in 2023
USD 437 m USD 21 m were also much'lower. However, accounting
(2023-Q1 2024) data for 2024 might show a more
comprehensive picture
As there was no value generated by the gold re-
Estimation of the export business in Armenia (in contrast to the
. USD 1.1 bn . . . -
overall economic Unclear, but likely very low | vehicle re-export business) and the taxes paid in
(ca. 6.4% of GDP) . .
relevance 2023 were rather insignificant, the sector is
likely to have a very low economic relevance

Source: GET calculations; Note: if not further specified, data for “vehicle re-export business” accumulated from 2022 and 8M 2023, while data for “gold re-
export business” is for 2023 and 5M 2024
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Annex: methodology (1/4)

Data sources
RA Statistical Committee (Armstat)
Monthly export and import transactions at 10-digit level for products under the
HS 71 code between ARM and other countries from Jan-23 to May-24
RA State Revenue Committee

Information regarding activities conducted by entities operating in the manufacture
of jewelry, bijouterie, and related articles (NACE Rev. 2 C32.1): turnover, declared
taxes and duties by type, number of employees, the amount of VAT refund to
taxpayers, transactions taxed at the VAT zero rate (exported), the value of goods and
services acquired by the taxpayers on monthly bases, tax regimes the taxpayers
operate in, etc.

UN Comtrade
Data on the imports of gold at 4-digit level (under HS7108) from RUS by countries
between Jan 2022-May 2024

Data for calculating the margin for ARM gold trade (volume and quantity)

Primary data collection (in-depth interviews)
5 micro and small enterprises involved in gold exports and jewelry production

Representatives of SRC and Armstat
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Annex: methodology (2/4)

Methodological approach
ARM gold export and import
In Apr-24, the SRC of ARM revised its database, reclassifying part of the exports from
Jewelry (HS 7113) to Gold (HS 7108)
Revised data from Armstat was used for presenting the exports and imports of gold,
jewelry, and other precious metals and stones between Jan-23 and May-24

Data from Armstat and UN Comtrade coincide for the selected sample / period

RUS export of gold
Since Russia stopped reporting its export and import data in 2022, the team used
mirrored data to represent Russia's gold exports.
Jan-Mar 2024 data has some limitations. There is no data available on import by UAE
of RUS gold. Similarly, there is no data on China (excluding Hong Kong)

Estimation of turnover in the jewelry business
Grouping of economic activities of enterprises by NACE Rev. 2 at 5-digit level
Determination of the main activity of the entities considering the turnover in the
largest type of activity in the total turnover of the company in the reporting period
Determination of coefficient (share of the turnover in the main activity in the total
turnover of the enterprise) and application of this share to determine the turnover in
the economic activity under NACE Rev. 2 C32.12.3 (Manufacture of jewelry)
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Annex: methodology (3/4)

Sectors involved in the “gold rush”
It is not possible to cleanly identify firms that are engaged in the re-export of gold
However, based on stakeholder interviews and third-party investigative research we get
to the following conclusions:
Jewellery producers (NACE code C32.12) were the main players in the “gold rush”
As it looks, gold producers (C24.41) were not engaged in the re-export of gold
Nor did enterprises from other sectors play a major role in gold re-exports

Plausibility check: enterprises from other sector involved in gold re-exports?
Was their any significant activity of gold (HS 7108) or jewellery (HS 7113) re-export in
sectors other than C24.4 and C32.1 (e.g., trade)?
Based on data from the State Revenue Committee (SRC), 60 small enterprises/
entrepreneurs exported gold or jewellery products, of which 40 started their export
activity in 2023/24 (i.e., were not exporting in 2022)
However, these enterprises had only very insignificant business activity and are unlikely
to have had a noticeable impact on the state budget or the overall economy

For example, generated tax revenues amounted to only AMD 330 m (USD 0.8 m) in 2023 and
AMD 36 m (USD 0.1 m) in Q1 2024

Thus: we assume that enterprises from other sectors did not play a major role
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Annex: methodology (4/4)

Data revisions
Due to the close link between the re-export of gold and jewellery production, there were
several data revisions, further complicating the analysis
Trade data: revised data from Armstat was used for presenting the exports and imports
of gold and jewellery between Jan-23 and May-24
Tax and employment data: only non-revised data was available from the SRC. As such,
the re-export of gold is still reflected in the activity of the jewellery sector

The largest company in the jewellery sector, Yerevan Jewellery Factory LLC, was
reclassified from C32.1 to C24.4. As a result, GDP data had to be adjusted (see 4.5.)

Estimation of the economic relevance
Based on our main assumptions, we use data for all firms engaged in C32.1
(manufacture of jewellery) to assess the economic relevance of the “gold rush”
This is our best approximation to assess the economic impact (employment, taxes) of
the gold re-export business (i.e., jewellery business)
Limitations

On the one hand: some additional economic impact is likely reflected in the data due to other
dynamics related to precious stones and metals (e.g., diamonds)

On the other hand: slight underestimation due to firms outside of C32.1 being left out
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