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The attached set of Annexes covers sector-specific issues in more detail than the main
text. For a review of the agricultural sector, the reader is referred to the docment Armenia:
Introduction to the Agricultural Sector,published by Agricultur, Industry and Finance Division,
country department m, Europe and Central Asia Region, on June 23, 1992.
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AMNEXI

TRADE AND TRADE POLICY

1. This chapter examines questions related to trade and trade policy. The first section
explores the role of trade in the Anmenian economy, discussing the contribution of trade to domestic
output, the structure of exports and imports, and the relative importance of trading partners. The
second section describes the current trade regime and its institutional framework. The third section
discusses the issues facing the Armenian Government and the fourth presents some recommendations.

A. Role of Trade in the Economy

2. Armenia is a
small, relatively industrialized
county with a trade-dependent
economy and a highly-skilled
labor force. While the share of Economic Indicators
trade in GDP has been declining
since 1988 when it stood at over I 1989 1990 1991 1992
50%, Armenia is still an open
economy with imports and Cm million arrent rubles)
exports representing;n 1991 37% GDP 8054 9490 9692 15937 70138
and 24% of GDP, respectively Impors 5389 4898 4662 5809 10333/1
(55.7% and 38.7% of GDP for Expo 3813 3691 3523 3732 7184/1
the first two quars of 1992).
Current data show that the deciine (as % of GDP)
in trade (in real terms) in 1991 imports 66.9 51.6 48.1 36.4 55.7
was almost twice the contraction Exports 47.3 38.9 36.3 23.4 38.7
experienced by the economy at C cosa 90 ruble.)
large (see box). Severe GDP 9692 7957 3686
reductions in trade volumes are i 4662 2900
also projected for 1992, given a Exprt 3523 1863
combination of events with
adverse economic consequences. (% change in rea term)
Prominent among these are: the GDP -17.9 -52.0
disruptions in Armenia's trade Imports -38
routes through both Georgia and Expous -47
Azerbaijan; the virtual collapse of
the payment system for
interrepublican trade; and the 1L Fi half of 1992. No groth rtes have be projected for
demise of Vneshekonombank, the e sad imporbsfor 1992.
only financial institution with _

correspondent accounts abroad,
with the subsequent freezing (in December 1991) of all of Armenia's foreign exchange reserves.'/

.1/ Total claims (public and private) of Armenia on this bank are esimad at 53 million convertible rubles
and about US$ 12 million, including US$ 5 million in earthquake relief and US$ 7.2 million in deposits of the
Yerevan branch.
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Preliminary information on the first four months of 1992 indicates a more thn 50% contaion in
rail import volumes compared to the cormsponding petiod in 1991.

3. The former centralized system resulted in production and trade patterns among the
republics which were not always justified on the grounds of comparative advantage. Under this
system, Armenia was placed in the position of producing industa itermediate finished goods.
The o3untry is not well-endowed with raw materials and has not developed primary processing
facilities; as a result, it relies on imports of semi-finished goods as inputs into domestic indusby.
Armenia exports mainly light industrial goods, processed foodstuffs, machines and chemicis; thes
four categories of goods accounted for 85% of total exports in 1990 (see Table Alb) -1991 also - see
table A2. Imports are mainly energy, semi-finished products and foodstuffs; some 80% of imports in
1991 were classified as industrial goods.

4. Since the 1988 earthquake destroyed substnl producdve cpacity, Armenia has
consistently been running a trade deficit. This deficit extends to all sectors of activity with the
exception of light industry (and "other"). The biggest deficits ae on ener products and foodsbtf,
with the two sectors accounting for more than half the trade deficit in 1990. Furthr adjustmts in
the prices of imported fuel and gas to bring them in line with intnatioa prices would widen this
deficit. In the absence of unit values, it has not been possible to do a calcation of the impact of
changes in the tenm of trade on Armenian economy. However, it is qute liely that as a net
mporter of raw materials, Armenia has experienced and will coninue to be affcted by substa
erms of trade shocks.

5. important for
evaluating various options for fumre Trade l1sr
trade policy is the high level of
integration of the Armenian
economy into the FSU market. 199 199/
FSU trade dominates Armenia's (f mlhaz cw mbko)
trade flows, as shown in the box m miS3o9 4n 4662 S809 10333
table. The former Soviet Union Ite licaen 4531 3842 3S08 4428 10282
market constitudes practically the oreIgn 859 106 1154 1382 51
only destination for Armenian Export 3813 3691 3523 3732 7184
exports, accounting for about 97% Intepublican 3729 3598 3428 3613 7090
of total exports in the 1988-91 Forega 84 93 95 120 94
period. Interrepublican transactions
also account for more than 75% of (as % ol
total imports (FSU imports orts
accounted for 99.5% of total ipt 84.1 78.4 753 76.2 99.5
imports for the first 6 months of
1992). Foodstuffs and inputs xPo 97.8 97.5 97.3 96.8 98.6
destined for Armenia's light and 1/ Fust two quatws of 1992
food industries constitute the bulk of
foreign (non-FSU) imports. The
table also shows that the foreign
trade imbalance drives Armensia' trade defcit accnting for more than 90% of the total in 1990
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(60.7% in 1991 and there is a surplus of R 42.8 million on the foreign trade account for the first half
of 1992).

6. Detailed data obtained for production and trade in inTermediate industrial goods (for
78 product categories) show that more than 50% of tot domestic production (in value) in 1991 was
destined for the FSU market (see table). Eliminating from the database those goods which are
consumed totally by the domestic market shows that more than two-thirds of total production for the
remaining 57 products (1,361 million rubles) is exported to )ther republics. A sizeable segment of
the country's industrial sector appeas to have been designed to supply the former Soviet Union
market. Unless trade in these commodities reflects Armenia's comparative advantage (which seems
unlikely), these enterprises will have to be radically reduced in size or closed down once this market
is fully liberalized.

7. Within the FSU zone, two countries dominate Armenia's trade. Direction of trade
data show that Russia and the Ukraine accounted respectively for 60% and 20% of Armenia's
intermediate industrial goods exports to :he FSU in 1991. An additional 10% of such exports weft to
Kazakhstan, Georgia and Belarus. Information obtained from the 1991 Plan covering all trade
(intermediate and final goods) confirms this picture for exports. It also shows that Russia and the
Ukraine were expected to account for a similarly large share of imports, with Kazakhstan, Uzbekistan
and Turkmenistan assuming greater importance given their role as raw material and energy exporters.
(see table 3.6).

B. Cumnt Trade Reghu

8. Armenia's current trade policy is largely consistent with the Agreement on the
Principles of Customs Policy signed on March 13, 1992 by eight of the former Soviet republics.1
This Agreement aims to preserve and strengthen the common economic space of the FSU countries by
providing for the free movement of goods within the area and by conducting a coordinated customs
policy, including harmonized customs regulations and procedures, with respect to third countries. To
implement these goals, the Agreement calls for the creation of a Customs Union among the
contracting parties with a general customs tariff and duty-free intra-Union trade, and seeks uniform
domestic taxation of inrational trade. Accordingly, Armenia exempts from duty imports from FSU
counties (mcluding from non-signatory cnes) and applies the former Soviet Union tariff rates on
imports from third countries. However, Armenia mainuans licensing requirements for some exports,
including to Union countries, imposing in effect quanitative restrictions on such trade.

9. The etent to which other countries adhere to the Agreement at present is unclear.
While no information could be obtained on external tariff rates applied by other countries, authorities
confirmed that trade within the FSU was indeed conducted duty-free. This indicates the existence, for
the time being, of at least a free trade area and possibly of a customs union. This angement could,
however, be short-lived if Russia starts imposing duties also on imports from FSU countries as
heralded by its June declaration. No meanifl regional preferential trade arrangements can exist

v,1 Other signatories ame: Banis, Russia, Kazakhstmn, Kirgsin, Tjikdst, Turkmenistan and
Uzbekbstan.
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without Russian participation and the recent announcement reduces substantially the likelihood that the
March 13 Agreement will be upheld.

1. Insitutional Context

10. The main agency in charge of making and implementing trade policy in Armenia is
the Deparanent of Foreign Economic Relations of the Ministry of Economy. This Department has
two divisions responsible respectively for Inter-Republican Economic Relations and for Foreign
Trade. In addition, the Licensing Agency is in charge of delivering export and import licenses.
Projections of future trade flows and negotiations of trade arrangements with other countries are done
by the Department of Foreign Economic Relations while the State Committee on Statistics of the
Minisry of Economy is in charge of tabulating historical trade data.

11. The Customs Department has been set up only since January 1992 to take over the
responsibilities previously assumed by the centralized Soviet Customs agency. In the current
institutional set up, the Customs Department reports directly to Parliament through the Prime
Minister. It is, as a result, completely independent of the Ministry of Finance and the Ministry of
Economy; furthermore, the organizational structure does not provide for interfice with the Tax
Inspectorate (also headed by an official of Ministerial rank) at the level of the administration.

12. Procedures are still in the process of being put in place for customs clearance, transit
trade, and data collection. Some of these currently fall within the purview of the Customs Council,
established by Agreement on the Principles of Customs Policy. Two separate Agreements stipulate
rules governing transit trade. The first, signed by 11 FSU states on February 8, 1992, I/ sets the
gene-al conditions for the treatment of transit trade, exempting such goods: from customs duties,
taxes and customs clearing fees in the states of transit; from the need to obtain authorizations for
transit; and from customs ih .pection. The second, signed on April 2, 1992, establishes detailed
implementing regulations, iualuding documentation and reporting requirements and verification
procedures for transit and re-export trade.

13. The Customs Department has no historical data on international trade. It started
collecting data on trade with non-FSU countries in January 1992 when it was set up. However, intra-
FSU transactions have been recorded only since May 1992, when the obligation to fill out customs
declaration forms - waived until recently in view of exemption from customs duties - was also
extended to such trade. However, all customs clearing and data tabulation are done manually at
present, increasing the risks of errors and fraudulent reporting.

14. Armenia's trade links with the outside world are assured largely through two railroad
connections passing through Georgia and Azerbaijan. In the past, railways accounted for
approximately 70% of all international traffic. At present, links with Georgia are frequently
interrupted reflecting unstable political conditions in this country; also, recently the flow of supplies
from Russia appears to be affected by the. conflict between those two countries over ethnic minorities.
The trade route through Azerbaijan, which accounted for the bulk of Armenia's international freight

3/ Only Goga and the Baltic states arm not signaries.
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transport, remains almost completely disrupted given the intensification of conflicts over the enclave
of Nagorno-Karabakh. The authorities do not expect this situation to change any time soon. They
believe that the opening of the border with !ran (the reconstruction of a connecting bridge was
completed in May) provides the most realistic means of obtaining an alternative link to the outside
world as the conflict with Azerbaijan also appears to be inhibiting the establishment of normal trading
relations with Turkey Armenia has also reached agreement with Iran on the creation of Armenian
zones for transshipme.t of goods at two Iranian ports opening on to the Caspian Sea and the Persian
Gulf. Discussions are underway for obtaining similar treatment at the port of Poti in Georgia.

2. Inter-republican Trade

15. Current arrangements for inter-republican trade remain largely unchanged from those
prevailing under the Soviet regime. This is due to the authorities' desire to avoid disrupting
traditional trade links before new ones have been forged. In the absence of these conventional
markets and suppliers, the concern is that domestic production might come to a complete halt.

16. No duties are levied on imports originating from other FSU countries and Armenia's
exports benefit from reciprocal treatment. Inter-republican trade is dominated by the system of state
orders and bilateral trade protocols. No import licenses are required but exports are subject to
multiple restrictions (see below).

17. It appears that rules of origin are used to determine eligibility for preferential tariff
treatment. It is worth noting that a full-fledged customs union with a common external tariff vis-a-vis
third countries would not need rules of origin to regulate intra-Union trade. Under a customs union,
any good imported from another member country would be entitled to duty-free treatment under the
assumption that either the good is 100% domesdcally produced or that if it is imported or produced
using imported inputs, the imports in question have paid the common external tariff at !te point of
entry into the Union. By contrast, rules of origin are essential for determining eligibility for
preferential treatment in the context of a Free Trade Association where member countries practice
national tariff rates.

18. Inter-republican trade is governed by bilateral arrangements with each of the countries
in the former Soviet Union. These trade protocols specify Armenia's imports and exports by volume.
While price qiotations are included in some protocols (world prices are used to the extent possible,
especially for internationally traded commodities), these are only indicative; only volumes are
'binding." Enterp.ises have been given responsibility for negotiating prices, with the explicit
intention of increasing enterprise autonomy and moving increasingly towards market-oriented prices.
However, there is some inconsistency in these arrangements; prices cannot be freely negotiated if the
volumes are truly binding and volumes are not binding if the delivery fails to take place because no
mutual agreement is reached on prices. In practice, the implementation of the trade protocols appears
to be subject to discretionary control by the authorities depending on the nature of the goods in
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question, with the state resorting to dictating prices if necessary to secure the purchase of strategic
goods. 4/

19. Substantial decentralization has occurred in the execution of the bilateral greeme.
While in the past, all intra-Union trade was carried out by centralized trading institutiom organized
along product lines, enteprises are now responsible for the receipt and delivery of goods themselves.
As a result, some direct links appear to have been established among enterprises of the FSU, even
while inter-republican trade corlinues to be subject to planning within a highly centalized and
circumscribed framework.

20. The basis for the current trade protocols is provided by the bartet arrangements of
1990. These were based on an artificial division of production and trade imposed by the Soviet
authorities, requiring delivery of pre-set volumes without any reference to "market" values. As such,
the ttade protocols may yield significant trade imbalances between Armenia and its trading partners
when the terms of trade are evaluated with reference to market or world prices. Given the sharp
increases in the prices of raw material imports in particular, it is expected that Armenia will run a
large trade deficit on interrepublican trade in 1992 (R 3192 million for the first half of 1992). Even
though clearing arrangements have been signed with some countries (Russia, Ukraine, Turkmenistan),
the authorities had not yet determined how these trade imbalances would be settled.

21. While no import licenses are required for inter-republican trade, r -umber of
restrictions remains on exports. The most important are the obligatory deliveries of enterprise output
to the state; these represent in effect production and export quotas. The institutional arrangements in
this area differ only marginally from past practices.

22. On the basis of information provided through various sectoral ministries on the
Republic's "needs" and in view of the trade protocols signed with other republics, the Ministry of
&conomy determines the country's production priorities. It then stipulates to domestic enterprises the
Government's demand for output and engages in turn to furnish the necessary inputs. While in the
past Government demand accounted for 100 percent of local production, this figure has reportedly
now dedcined to 50-60 percent and vares depending on the product, ranging from 100 percent for
"sensitive" products, such as foodstffs and medication, to insignificant amounts for some consumer
goods. Once the enterprise has delivered to the Government the production required for the domestic
market (for distribution through the Government's wholesale and retail distribution network), has
shipped to other republics the amounts stipulated in trade agreements and met the requirements of the
stabilization fumd 5/, it is free to dispose of its remaining output as it sees fit. In principle, the
Goverment's undertaking to frnish inputs extends only to the output demanded, for any production

4/ The mission was advised, for examle, that an Armenian entrprise unwilling to deliver pumps to a
firm in Tajikian at the price proposed by the latter was instucted by the authorities to proCOeed with the
transaction so as not to jeopardize deliveries of cotton - a 'strateic' good - from another enteprise in the
same republic.

I/ Ihe stabilization fund represents Government claims on enterprist production (the percentages vary
across products) which can be used at a later date for bart tranctions. Ihe fund was set up for fuel, butter,
grain and sugar and slated for elimination at the end of the year.
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over and above that amount the entcrprise being lef. to its own devices to find suppliers and markets.
In the current circumstances, field visits revealed that entrprises were obliged to find their own
sources in view of the Government's inability to cany out its commitments.

23. In addition to the quantitative restric0tons on exports implicit in the arrangements
discussed above, a license is required for the export (both within and outside the FSU) of 56 product
categories. There appear to be two reasons for requiring licenses: V) to monitor that enterprises are
fulfilling their obligations to supply the domestic market; and ii) to ensure that Armenia is obtaining a
fair value for its strategic exports. Some of the goods which are subject to export license
requirements represent products for which Armenia was the sole centralized producer under the Soviet
regime. In light of this historical prolduction monopoly, the Government of Armenia wishes to ensure
that export contracts involving these products take full advantage of the premium these goods should
command within the FSU. As a result, in order to obtain an export license, an enterprise has to
present to tne, Licensing Agency of the Ministry of Economy a copy of the sales contract, including
the nature of goods imported as a counterpart to the export. The export license can be denied if local
demand has not been met or if the terms of the contract are unsatisfactory, including if the goods to
be imported are not considered a 'priority' for the country at the time.

24. While the boad framework for the conduct of inter-republican trade remains
unchanged, the system has undergone some transformation - in part involuntary and in part due to
explicit policy changes. The developments have been largely positive in that they are paving the way
for a transition to a more market-based approach. These include: i) the decline in the share of state
orders in total production; ii) enterprise-level negotiation of prices for trade specified in state
protocols; iii) enterprise responsibility for delivery of the barter goods to other FSU countries
although the Ministries and their agencies continue to handle domestic trade; iv) the breakdown of the
system of Government delivery/guarantee of raw materials and the consequent need for enterprises to
fend for themselves. All these encourage the development of enterprise to enterprise links and reduce
reliance on the state for supplies as well as markets.

25. While central control over trade transactions has weakened and factors such as inertia,
lack of competitiveness and the relative facility of transacting within the ruble zone are important
incentives for continuing to trade with the FSU zone, the system of state orders and the bilateral trade
agreements continue to bias trading decisions by acting as quantitative restrictions on exports outside
the ruble zone. They impose a very high implicit tax on imports since by discouraging exports,
Armenia deprives itself (or increases the cost) of the foreign currency which it needs to be able to
import. This results in significant protection for import competing industries despite a relatively
liberal system of imports.

3. Foreign Trade

26. Armenia applies the former USSR rates on imports from outside the FSU zone; these
rates range from 0 to 15%. Import duties are collected at the Armenian border and Armenian goods
transit through Russia and Georgia free of customs duties. Relations with Russia on transit matters
are conducted within the framework of the multilateral agreements mentioned earlier. The authorities
plan on negotiating a bilateral agreement with Georgia to provide a similar legal basis for current
practices. Import declaration forms, accompanied by supporting documentation, contain the necessary
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information to allow customs officials to distinguish between goods in transit and goods originating
from other republics. In addition, detailed and coordinated verification procedures are designed to
ensure proper follow through of goods in transit.

27. No import licenses are required except for health and safety reasons. A foreign
exchange tax on exports was eliminated early this year but export licenses continue to be required for
56 products (the same as for interrepublican exports). As already discussed, export licensing
requirements together with the state order system act as a disincentive to exports. At a time when
Armenian enterprises should be encouraged to seek alternative outlets for their products, these
restrictions are a particularly costly way of subsidizing domestic consumption. Export restrictions
also serve to perpeuate the foreign exchange shortage created by the freezing of Armenian accounts
in Vneshekonombank-Moscow (about $12 million and 53 million convertible rubles), thereby
contributing to a severe contraction in imports.

28. Foreign exchange unavailability rather than governmental regulations hamper
enterprises' ability to import. 100% retention of foreign exchange is allowed and on May 14, a new
law was adopted which extends the right to open foreign exchange accounts to all residents. While
some restrictions are applied on individuals (only for foreign travel etc), enterprises have legal access
to foreign exchange for their foreign trade transactions. However, in the absence of foreign exchange
in the banking system and a very limited unofficial market, enterprises which require imports are
obliged either to export or to procure foreign exchange in other countries of the ruble zone.

29. Institutional wealness reinforces the financial constraints on foreign trade transactions.
The severing of ties with the centralized trading organizations appears to have resulted in a loss of
expertise and of commercial ties with companies abroad. Local companies will require time and
assistance to establish such commercial links and to acquire marketing know-how. In addition,
arrangements for freight forwarding appear to be disrupted, further hampering the development of
international trade. In view of this institutional and financial hiatus, this year the Government decided
to engage in government to government trade arrangements with a number of countries outside the
PSU, including with Kuwait, Iran, Mongolia, Poland, Bulgaria, Hungary, Rumania and Cuba. All of
these agreements are based on barter. While the authorities indicated that there have been some
private imports and exports this year, they were unable to provide any data or details.

C. sue

30. The main issue that is examined in this section is the appropriate trade policy for a
land-locked, highly trade dependent country such as Armenia. In this context, special considerations
for the short-term are highlighted. The discussion of trade policy encompasses the tariff regime, the
state order system and other quantitative restrictions on trade, the institutional context and the taxation
of international trade.

31. The Armenian Govermnent is in the process of reexamining its foreign trade policy
and evaluating the merits of different courses of action. in making its assessment, the Government
will have to consider a number of factors over which it has litde control: i) the future of the ruble
zone; ii) the trade policies of other FSU countries; ard iii) the evolution of domestic prices and
exchange rate movement. Other features of Armenia's current economic and trading environment



ANNEX I 9

will also require special consideration. As already discussed in Section A, trade accounts for a large
share of gross national product and trade with FSU countries for an overwhelming share of total trade
and total production in some subsectors. The Armenian industrial structure is facing upheaval due to
a disruption in the system of state orders, a crisis in the financial system, a transport blockade, energy
shortages and high levels of inflation. The conjunction of a high level of dependence on intra-FSU
trade, lack of familiarity with alternative markets and suppliers, uncertainty about the ability of
Armenian industries to compete on international markets and a rapidly changing business environment
at home calls for caution in the design of trade policy. While an open trading economy based on low
import tariffs is an important medium-term objective, some transitional measures may be required in
an interim period to cushion the impact of reform on domestic industries. In particular, preferential
access to the FSU market is likely to be a primary consideration in this transition period, which
Armenian enterprises could use to prepare themselves for full competition on world markets.

1. Options for Trade Policy.

32, The trade policy options available to Armenia to manage the transition from the
current highly-regulated and rigid system to an open and fully liberal one are explored in the
following paragraphs. Decisions on trade policy are interlinked with the expected evolution in the
exchange rate and in the monetary union. While the current undervaluation of the currency (620
rubles:US$1 in February 1993) provides substandal protection to Armenian (and FSUJ) industry, this
situation can not be expected to continue. In view of other considerations which militate against
recommending the introduction of a national currency in the short term (see paras. 66-69 in Vol 1,
chapter II), the discussion below assumes that Armenia will stay in the ruble zone during the period
of transition (12 months), and that the ruble will become a convertible currency with a more realistic
rate of. -thange in the near future.

33. In the current circumstances, there are three possible options for trade policy:

L. completely independent trade policy - i.e. Armenia sets its own tariffs applicable to
all imports.

ii. Customs Union with FSU countries - i.e. a common external tariff with duty-free
trade among the Union members.

iii. Free Trade Association with FSU countries - i.e. country specific customs tariffs but
duty-free trade within the Free Trade Area.

34. The relative merits of the three options are examined below:

L. A decision to pursue an independent trade policy means that Armenia would face
positive tariff rates on its exports to the FSU countries. In light of the country's
dependence on FSU countries as export markets, the main issue for consideration is
whedter this would be the best course of action given on the one hand the importance
of mintning domestic production at the present diffkult time and on the other the
need to diversify trade partners. Would Armenia be able to compete with third
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countries in FSU markets without the befit of preferential access to those markets?
Would FSU trade losses be offset by increased trade with other countries in the &hort
run? This issue is particularly relevant in the present context of rapid change in the
economic environment where the ability of the enterprises to find new sources of
supply and new outlets for their producs is limited.

iH. Participation in a Customs Union implies an obligation to negotiate a conunon
external tariff. The risk here is that the tariff structure which emerges from
multilateral negotiations may not be to Armenia's liking - that is, the levels ana
variance of tariff rates may be too high. In this case, the Government will have to
evaluate the benefits of staying within the Customs Union which would permit duty-
free import of raw materials from the FSU countries and preferential access to the
Union markets for exports against the increased cost of raw materials and consumer
goods imported from outside the FSU and the absence of incentives for Armenian
industry to enhance efficiency so as to become competitive on world markets.

iii. A Free Trade Association (PTA) has a number of advantages over a Customs Union,
in particular for a small country which is unlikely to be able to influence the outcome
of negotiations on a common external tariff. An FTA would in principle allow
Armenia to set its own tariff rates and, by its nature, would incorporate an incentive
for member countries to competitively reduce externa tariffs so as to capture a larger
share of the region's foreign trade.' An FTA raises two central issues for Armenia -
i) to what extent would other republics be intrested in participating in such an
arrangement; and ii) to what extent can Armenia pursue a tariff policy which is
independent of Russia's given that the latter accounts for 60% of Armenia's trade with
the FSU? Assuming Armenia were to pitch its tariffs at a level lower than Russia's,
trade between the two countries would be expected to equalize prices across the two
countries. Given the relative sizes of the economies, the equalization would be likely
to occur at Russia's price levels rather than Armenia's. This would mean that
Armenian consumers would face higher prices despite the lower tariffs while the
Government would have forgone potential tariff revenues in favor of transferring them
to Armenian and Russian traders. The potential loss in Govermment revenues would
be offset to the extent that Armenia's lower tariffs induce a diversion of Russian
imports through Armenia.

2. Tariff rates.

35. Given that Armenia is a small, trade-ependent, enclave country, the medium term
objective should be low and relatively uniform tariffs. In the short-term, however, in the face of
urgent revenue requirements and the imperative of protecig the taxable base and preventing further
falls in output, there may be a need for moderate tariffs - in the region of 20-25% - to protect

£1 If the interest of some countries are undemined severy enough, tis might result in the breaking up
of the FrA.
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domestic/FSU industries from import competition in a transition period. This rate could be reduced
every year in a pre-announced manner to reach the ultimate goal of low, uniform tariffs.

36. In the absence of such a policy designed to moderate the impact of reforms on
domestic industry, the temptation would be extremely high to introduce selective quantitative
restrictions on imports - especially if the customs tariff is a common external tariff and car.not be
easily modified.

3. Intra-FSU trade arrangements.

37. While it is important to maintain the traditional links with the republics of the former
Soviet Union so as not to bring domestic production to a complete halt, it is counterproductive to do
so through the current system of state orders. The question then arises as to what transitional
measures are required before intra-FSU trade can be completely liberalized. Three approaches may
be considered:

-. reduce the share of state orders in enterprise production progressively down to zero -
e.g. starting 1993, 50% of 1992 levels and full liberalization in 1994. Under this
scenario, enterprises would continue expanding their commercial ties and be
responsible for negotiating prices and deliveries.

ii. eliminate trade protocols for all but a few strategic commodities - fuel and foodstuffs.
Government to government agreements would continue to apply for these
commodities, settled preferably in rubles (rubles being convertible by 1993).

iii. replace the current mechanisms for FSU trade which represent export quotas, and
provide protection to import-competing industries within the FSU zone, with a
moderately high common external tariff which provides some protection to the zone
industries and continued incentives to trade within the FSU thereby not disrupting
links. The idea here is similar to introducing a compensatory tariff when quantitative
restrictions on imports are eliminated. Analogously, the tariff "surcharget would be
temporary and reduced in accordance with a pre-announced schedule.

4. Indirect Tax Systm.

38. As currently designed, the valued added tax (VAT) and the excise tax are not neutral
with respect to industrial incentives. This is for two reasons. First, as these taxes are not levied on
imports from outside the FSU zone, domestic industry faces negative protection and intra-FSU trade
is discouraged. Second, exemptions from the VAT create a prefeence for imports from non-FSU
countries over domestic (or FSU) production. When final goods fall outside the VAT system,
producers of these commodities are unable to deduct taxes paid on inputs and the price of the final
good incorporates taxes paid in earlier stages of production. In contrast, competing imports arrive in
the country at a completely tax-free price. The extension of the coverage of the VAT to all goods
would increase prices to the consumer but would put imports and domestic production on an equal
footing as the price of the good in each case would reflect the locally-imposed VAT.
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39. An additional issue is the treatment of exports under the VAT. Currently exports are
exempt, which does not allow for the reimbursement of taxes paid on previous stages of production.
To the extent that exports are to other FSU countries, this does not pose a problem because FSU
countries have agreed to apply the VAT (at the same rate) on the basis of the origin principle - i.e.
the VAT is collected in the producing countries; it is not levied on imports, and taxes paid on inputs
are deductible even when paid in another FSU country. For intra-regional transactions, this is a
perfectly consistent treatment which avoids cascading. The problem arises when Armenian goods
(with a tax content) are exported to a country where they are also subject to indirect taxation and
where they compete with domestically-produced goods which benefit from deductibility and third
country goods which arrive at a tax-free price. As this would be the case in most non-FSU countries,
current policy discriminates against exports outside the FSU zone. The recommended treatment of
exports under the VAT is to apply a rate of zero which provides for reimbursement of previous taxes.
The application of the VAT on the origin principle creates complications, however, of both a financial
and institutional nature. First, Armenian exports which were produced with raw materials imported
from another FSU country will have a tax content which was not collected by Armenia and zero
rating of exports would result in a net outflow for the Armenian treasury. Second, institutional
safeguards will be required to ensure that the rebate is being provided only for exports abroad and not
also for exports to other FSU countries.
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5. Institutional Considerations.

40. The above discussion reveals inconsistencies between trade and fiscal policies.
Current trade policy exempts imports from FSU countries from customs duties while taxing other
imports, thereby providing an incentive for intra-regional trade. Tax policy, on the other hand,
exempts goods originating in non-FSU countries from indirect taxes while providing for the taxation
of goods produced in FSU countries, thereby creating an incentive for trade outside the region.
These inconsistencies in the incentive structure facing domestic enterprises exist in part for
institutional reasons. The independent status accorded to the Customs Department and the Tax
Inspectorate means that no single entity within the administration has the overview and authority
required to ensure consistency between trade and tax policies. More generally, this arrangement leads
to a divorce between revenue generation and expenditure policies and hampers the ability of the
country to manage its public finances effectively and create a rational incentive environment for
economic activity.

6. ExWort Incentives.

41. To the extent possible, the Government should ensure that trade and tax policies do
not place Armenian exports at a competitive disadvantage on international markets. This implies not
only elimination of export taxes and zero-rating under the VAT, but also a system of reimbursement
of customs duties paid on inputs. Given that duty drawback or temporary admission schemes are
relatively cumbersome to administer, the Government will have to decide whether the level of
customs duties justifies their introduction.

42. Given the lack of familiarity of Armenian exporters with foreign business practices,
market opportunities, quality requiements etc, there will be a need for the provision and
dissmation of information which would facilitate their entry into the international marketplace.
The issue here is whether the Government should assume any responsibility in promoting exports.

D. Recommendations

43. In the short term and to the extent that Armenia stays in the ruble zone, it is
recommended that the country seek an aangement for the establishment of a "common economic
space." The nature of this common economic space (Customs Union or Free Trade Association) and
its coverage (all FSU countries or some) remain to be negotiated. In these negotiations, Armenia
should aim for elimination of all quantitative restrictions and a moderate level for a common external
tariff (20-25%), which would provide a certain price advantage to Armenia on the FSU market vis-a-
vis non-Union countries while not overly sheltering Armenian enterprises from the rigors of
international competition or precluding the establishment of new links with external suppliers.
Armenia should also seek an agreement from the start for the phased reduction of the initial tariffs to
a low uniform rate in the medium term (5-10%). This would provide clear indications to enterprises
about the duration of the transition period and about the nature of the trade regime they could expect
to face at the end of this period. Additionally, it is recommended that all export licensing
requirements be eliminated immediately.
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44. The recommended tariff regime should provide sufficient price incentives for firms to
trade within the FSU zone so as to permit elimination of the current system of non-tariff barriers
through state orders. In view of their strategic importance, however, it may be necessary for the
Government to continue to be involved in the import of fuel and foodstuffs in 1993. As already
indicated, it would be advisable to settle any inter-Governmental trade protocols in currency rather
than through barter so as to eliminate altogether the system of state orders. Financing of these
imports should be considered under the Rehabilitation Loan for this reason. Even if Government
agencies are responsible for the procurement of these goods, it should be possible to privatize their
transport and distribution on the domestic market. In view of the reported preferences of some
exporting countries (e.g. Turkmenistan), Armenia may have to accept barter trade to secure certain
commodities in 1993. State orders would then be limited to products requested by these counicies in
exchange for fuel and foodstuffs. If this were to materialize, the Government should exploce means of
reducing the coverage of the state order system - possibly by limiting bartered goods to a few
commodities produced by enterprises which are to remain in the public portfolio - so as not to
jeopardize the privatization of a large segment of industrial activities.

45. Should diverging national interests undermine agreement on a Customs Union, it
would be in Armenia's interest to seek the establishment of a Free Trade Arrangement. This would
still guarantee preferential access to the FSU market for Armenian exporters, with the margin for this
preference being determined by the national tariff rates of each individual importing country. As
discussed above, assuming fluid and unrestricted product markets, Armenia's own external tariff
under this scenario would be influenced to a large extent by Russia's.

46. In the event that no multilateral agreement on the establishment of a common
economic space is possible or in the event of a collapse in the ruble zone, Armenia will have to
pursue an independent tariff policy. This will aggravate disruption of traditional trade and lead to a
precipitous decline in trade flows and production. Given the limited size of the domestic economy
and the importance of FSU trade for domestic industry, such disruption might be sufficiendy severe
as to curtail the Govermnent's ability to cushion the impact on enterprise output through a cautious
national tariff policy. In this case, it might be preferable for Armenia to adopt from the outset the
medium term objective of 5-10% and accelerate the economy's integration into international markets.

47. The indirect tax system should be revised so as to be neutral with respect to
production incentives. To this end, imports from outside the FSU zone should be subject to the
external tariff and exemptions from the VAT should be kept to a minimum. The mission understands
that it is the authorities' intention to limit such exemptions to a few socially-sensitive products,
comprising bread, milk, butter and babyfood.

48. The authorities should refrain from taxing exports. In addition, a system should be
put in place to reimburse to exporters, at a minimum, that portion of input taxes collected by the
Armenian treasury; if the budget permits, the rebate should be extended to all taxes paid on previous
stages of production. In addition, in view of its administrative costs, it is recommended that a duty
drawback scheme be introduced only if tariff rates exceed 10%. Regarding institutional support for
export promotion, it might be preferable for private industry associations to assume this role; the
absence of any expertise in the country (in either private or public sector) provides an opportumity to
build up such capacity within the private sector in a manner which is likely to be more responsive to
private sector needs.
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49. Important for rationalizing die incentive framework and enhancing coherent policy-
making will be the establishmen of a single Ministy with sufficient overview and authority over tax
and trade policies. In this contex, it is recommended t a single economic ministry be responsible
for customs and tax policy, even if responsibility for adminon remains in separate agencies.
ITis proposal is itended to provide the economic Ministy (whether a merged Ministry of Economy
and Finance or the Ministry of Finance) with control over resource mobilization policies which
critically influence spending decisions, thereby improving the Minitry's ability to execute its role in
economic magement. Irrespective of its institutional plaement, it wll be Important to strengthen
the Customs Department whose efficient operation will require development of appropriate
organizational strucures and procedures, establishment of inlormation management systems and
training of personne.
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Table Al(a). ARMWIA: Trade Flows
cm ullion Cuf rub m)

TotuIESP"" Fotgpo* 

im 1 U 1990 1 i8 im 199 "so no 1uO

Total Expors 3813 3692 3523 86 93 95 3?29 3399 3428
Idudtia Export 3792 3661 3492 84 93 94 3708 3568 3398
Eiergyproducts 31 12 6 31 12 6
Fertousa tallAUrgy 20 20 14 0 1 0 20 19 16
Non-frorus mtaliurgy 160 112 89 19 5 4 120 107 85
ChemicWaproducta 376 338 213 11 9 9 364 329 204
Machine bulding 857 861 828 13 34 56 S44 827 772

Wood and paper producs 20 18 9 20 18 9
Ehilding mteria 45 38 44 3 0 42 38 44
UIght iduatly 507 1427 1301 20 27 17 1457 1600 1483
Food Induskty 590 641 412 16 16 8 576 627 404
Otwr induaties 208 195 377 0 2 0 208 191 378
Agricultural exports IS 10 12 1 1 IS 9 11
Other 6 22 19 0 0 6 22 19

Total lmwtu WoraIp* Inipoetal M

- im l~~~I 196 199 19 96 99 19

Total Etports 5390 4898 4662 859 1036 IIS4 4532 3842 3508
hIdustral Export 5174 4692 4361 813 945 10OS 4361 3747 336
EneWr producs 456 435 304 456 435 304
Ferous metalluw 277 284 210 7 3 2 271 281 208
Non-faous maiuwgy 150 140 113 0 49 25 150 91 87
Chemiea products 386 326 370 73 74 75 317 312 293
Machinebuilding 1002 1005 975 51 87 125 951 918 850
Wood and pape producbt 163 136 173 35 48 74 129 88 100
Buildingmaterial 110 98 83 31 20 26 79 78 57
lUhtindustry 1400 1108 1166 359 309 277 1041 799 889
Food Industry 1007 945 754 257 350 387 57" S95 368

Other induties 219 156 213 0 6 IS 167 150 199
Agrcultralexports 212 200 290 45 111 148 3 89 142
Other 5 6 11 1 1 6 10

Total TradenbDaift Fad" Tea& an4e !nManin Fonp adeSael

. .8 -8 - PO ,,,, 18 1,,- 199

Total Eortb -1578 -1206 -1139 -775 -963 -1059 -803 -243 -80
Industriel Export -1382 -1032 -869 -729 -853 -911 -653 -179 42
Enegy products -426 -423 -298 0 0 0 -426 -423 -298
Ferrous mallurgy -257 -265 -196 -6 -3 -2 -251 -262 -194
Non-ferrous meallurgy -10 -29 -24 19 -45 -22 -30 16 -2
Chemical products -14 48 -IS7 -62 -65 -66 48 17 -91
Machine buding -145 -144 -147 -39 -53 -69 -107 -91 -78
Wood and paper products -144 -118 -165 -33 -48 -74 -109 -70 -91
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Buildia mateil 45 60 -39 -28 -20 -26 -37 40 -13
LUbidhuati y 107 320 333 -338 -232 -260 445 601 594
Food dWusty -417 -304 -342 -241 -336 -379 -176 32 37
Other induates -11 38 163 -0 -3 -16 -11 41 178
Agsricultual expQts -197 -190 -278 -45 -110 -147 -153 -80 -131
Other 1 16 8 -l 0 .0 33 16 9
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Table AM10). ARMNIA Stuctr of Trade
(i pae_ft)

To- -T EqW F10E_auisPOrb 
,,,~~ ,,6 199 w 1969s 199 18 1989 IW90

Tota BExotts 100 100 100 100 100 100 100 1O0 100
IndustrialExport 99 99 99 100 99 99 99 99 99
EneW products I 0 0 0 0 0 1 0 0
Farous nwallutgy I I 0 0 1 0 1 1 0
Non-fwrous metallurgy 4 3 3 23 S 4 3 3 2
Chemica producta 10 9 6 13 10 9 10 9 6
Machie,building 22 23 24 15 37 59 23 23 23
Wood adpapo producs 1 0 0 0 0 0 1 1 0
Buildirgmatei I 1 1 4 0 0 1 1 1
iht iustry 40 39 43 24 29 18 40 39 43
Food lduatwy 15 17 12 20 15 8 IS 17 12
Otherindulties 5 S 11 0 3 0 6 5 11

Agricultural export 0 0 0 0 1 1 0 0 0
Other 0 1 1 0 0 0 0 1 1

TotalE Eipos 100 100 100 100 100 100 100 100 100
Induaral Export 96 96 94 95 90 87 96 98 96
EneWrgproducts 8 9 7 0 0 0 10 11 9
Feowr mellury 5 6 5 1 0 0 6 7 6
Non-farms mehllu 3 3 2 0 5 2 3 2 2
Chacai products 7 8 8 8 7 7 7 8 8

Macbinebuldiztg 19 21 21 6 8 11 21 24 24
Wood and paper pducts 3 3 4 4 5 6 3 2 3
Building materl 2 2 2 4 2 2 2 2 2
Ught industry 26 23 25 42 29 24 23 21 25
Food Industry 19 19 16 30 33 34 17 IS 10
Other induaties 4 3 5 0 1 1 5 4 6

AgVicultutal expoms 4 4 6 5 10 13 6 2 4
Other 0 0 0 0 0 0 0 0 0

.9 -1 9 -. 198 19* 1ta.968 .96 19*

Totad Eport0 100 100 100 16 22 25 86 78 75
Industil Export 100 100 100 16 20 23 84 80 77
Enew product 100 100 10t 0 0 0 100 100 100
Patous nwtaliurgy 10o 1oo 100 2 1 1 98 99 99

Nonfeous metallurgy 100 100 100 0 35 22 100 65 78
Chnemical product 100 100 100 19 19 20 81 81 80

Macbine buldiag 100 100 100 5 9 13 95 91 87
Woodandpapernpoduct 100 100 100 21 35 42 79 6S 58
Buildig metwl 100 100 100 26 20 31 72 80 69
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Lishtindusuy 100 100 100 26 28 24 74 72 76
PFoodndustiy 100 100 lOU 26 37 St 74 63 49

Otdetidusr 100 100 100 0 4 7 100 6 93
- Asrohu1 .ota 100 1o0 100 21 5S Si 79 45 4Q

Other 100 100 100 30 0 5 70 100 95
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Tabl AS. ARMNIA Ps ad Traet ilk Gatetadeki o, 1991

Total Frdicdgo low trato al peV cels kPWt tEilCaau E9p*
Plaumed Acldh_f nned Actual I*t pow:, Aca % . PAd Actua %f. unid Acta IS 4f

I Cont&u pumps 100.0 100.0 13.6 185 86.4 J1.5 86.0 81.0 0.4 0.5

2TawnCuMvaorav IOO0 100.0 133 6.1 16.7 93.9 86.7 93.9 0.0 0.0

3 Tirales 100.0 tOO0 753 37.6 24.7 62.4 24.7 62.4 0.0 0.0

4 Cnadd mor.csd C1O.O 100.0 93.4 94A 6.6 1.6 6.6 1.6 0.0 0.0

SUEdMtimaIassbi 1110.0 100.0 6.8 8.7 95.2 913 932 913 0.0 0.0

6Umwe4, aisebdl63.55m 100.0 190.0 1.0 2.4 990 97.6 99* 97.6 OA0 0.0

7 Cbam fibm tOO.O 100.0 82.6 84.4 17.4 35.6 17.4 5.6 0.0 0.0

IPo prim 300.oo0 1OO. 8.5 .5 91.5 91.5 93.5 915 0.0 o0

9 NEn& eehg.pIb for AC77 l1oo. 1OO. 300.0 100.0 o0 O. o0 0. 0 0.0

10 an. epfia thl 1CO.0 100.0 1.tOO 100. 0.0 0.0 0.0 0.0 0.0 o0

I1 uemblal Iequl I IO 100.0 12.6 14.4 17.4 35.6 17.4 15.6 0.0 0.0

128 nhm mOeea_k 100.0 190.0 100* 390.0 0.0 0.0 0.0 0.0 0. 0.0

13Couput uOqu*aw andsPam 300.0 100.0 10 3.3 9o 96.7 90.0 96.7 0.0 o0

14 Cabe a 100. Io0 . 3.0 1.6 97. 98.4 96. 9S3 0.1 0.1

IS An5 *m1M 190.0 100. 73.9 73.6 26.1 26.4 26.1 26.4 0.0 o0

16Eq_h_e.la I ifpmmfor W benay too1 100.0 25.6 315 74.4 68.5 74.4 685 0.0 o0

17 1eietod leql*md 300.0 30. 3.0 3.0 99.0 99.0 99.0 99. 0.0 O0

o Lordh 1900. 100.0 S.7 5.7 943 943 943 943 0O o0

19Powert_bamoa nursobu a dounlt 190.0 100.0 2. 52 97.8 94.8 91.8 94.3 5.9 0.7

20 Cbsaisslue 100.0 190.0 39.1 18.1 60.9 83.9 36.1 s6. 24.9 25.9

21 Powercabbls, libl. 300.0 100.0 1.9 2.2 91.1 97.1 91.1 97. 0.0 0.0

222Meawaemadhie 300.0 100.0 5.0 5.7 95.0 943 88.8 89.5 6.1 4.7

23 Power e, bd A quaia 3OO0 IOO1 6.S 8.8 93.5 91.2 93.5 91.2 0.0 0.0

24 Emh_wlm,wmt h,d 30& IOD0 300. 51.3 54.5 41.7 45.5 463 40.9 2A 4.6

25Non Wre 100.0 100.0 21.1 18.1 71.9 81.9 71.9 81.9 o0 0.0

26 dreqyppmtt. 100.0 100.0 0.1 0.0 99.9 100.0 99.9 100.0 o0 0.0

27 C _mpOO. 190.0 100.0 33 13.3 16.7 86.7 86.7 86.7 0.0 0.0

2lToldeleneedngprod 100.0 100.0 4.5 2.4 9.5 97.6 95.5 97.1 0.1 05

290mailpelecaromcem 100.00 100.0 s5 5.9 95O 94.1 94.5 91.7 0.4 0.4

so E_doalc ail"e8in, 300.0 300.0 43 4.5 95.7 95.5 95.7 9S3 0.0 0.0

31 Ebcai hany 190.0 190.0 9.8 4.9 90.2 95. 902 91.5 0.0 3.6
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,, : '. Actu: .ut H.mfed A,tua iI flmm Actu. % t. NAmed l ' tOft. _immed A-a * g

32 bber a goods 100.0 2o0. 3.9 42 96.1 95.3 96.1 95.S O 0.0

33 iuenfr p*yeWr re

34 RadIA *equensye6sles 100.0 100.0 37.6 39.4 62.4 640.6 62.4 40.6 0.0 0

35 aflm emen t
36mm"epl ad apu 100.0 IOD 17.7 IS.6 823 84.4 32.3 34.4 0 0.0

37Oe_smmI dmtloo00kW 100.0 I200 03 0.2 99.7 ".3 ".7 9.3 0.0 0OO

38 1TrrefeInl 100.0 IO0 92 19.6 90.8 0.A 90.8 BOA 0D 0D

39 Tym bt am 100.0 IOOD 6.3 9.6 932 90.4 9"2 90A 0 0.0

40?Yrutcere riemadine 100.0 I00 0.4 0.6 99.6 99.4 99.6 99.4 0D OA

41 L1_er 100.0 100t 100.0 100.0 0.0 0° 0.0 0.0 0.0 0.0

42 Wood ped. bopds 100.0 100.0 10.0 100.0 0.0 0.0 0.0 0.0 0.0 0.0

43 Plywood IO. 100.0 100.0 100 0.0 0.0 0.0 0* 0.0 0*

44Matablecelllo, 100.0 100.0 100.0 100. 0* 0.0 0.0 0* 0.00

45 Pqa 100.0 100.0 40.9 32.0 S9.1 68.0 59.1 6.0 0* 0.0

46 Boed, 1t 100.0 100.0 33.6 36.2 61.4 64.8 61A 64.8 0A 0*0

47 *0ed, M _dmmtabe 100I 100.0 100.0 100.0 0.0 0.0 0.0 0.0 0.0 0.

483 lnt 100.0 I00.0 100.0 100.0 04 0.0 0.0 0.0 0.0 O0

49 Cenet 100*. 100.0 100.0 100.0 0.0 0.0 0.0 0.0 0.0 0.0

50 Ce_mlo ac8 IOsl 100QO 100.0 1I0.0 100.0 0* 0 0.0 0.0 0* 0

St Cimk inotpluma 100*Q 100.0 48.8 62.6 51.2 37.4 S12 37.6 00 0.0

52 sugbowhs b*Cal 200.0 100* 0.1 0.2 9.9 99.8 99.9 99.8 0.0 0.0

53 Coeaoel 100Q 100* 963 36.0 3.7 140 3.7 14.0 0.0 0

54 Laoqu _whg 1 matra 100*0 100.0 34.3 64.5 65.7 35. 65.7 35.S 0*0 0a

Ss WoIlc CIOE 1000 t00.0 51.$ 62.6 482 7.A 482 37.4 0* 0.0

56 8 fdkc 100.0 100* 43.4 63.0 51.6 35.0 S.6 35.0 0.0 0.0

S Alkebo 100* 100.0 100.0 100.0 0.0 0.0 0* 0A 0A 0*

58 $0fimer onl 100.0 100.0 100.9 t1O.O 0.0 0.0 0.0 0.0 O* 0.0

59 Wiba oclLk mta 100.0 100*. 200.0 100 t 0*. 0.0 0.0 0.0 00 0*

60 Wood coAalen 100.0 200.0 100.0 IOO* 0.0 0.0 0*0 0.0 0* .0

61 Dosd coalun 100*. 100.0 100*. 100I 0.0 0* 0. 0*0 0.0 0*

62aPoymeconti_ 100* 200.0 200.0 100.0 0.0 0.0 0.0 0.0 0.0 0S
63 8yibetdcnubbe 100.0 I00* 2A 21.5 97.6 38.5 97.6 U3S 0* O0



AMNEX I 23

TOW PotImn1 Delrerd bz AiiimI. Towa rxposls epows o Iu Counte Rild EqPOe
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64 Caul oda 100.0 IO. 0.0 0.0 0O0
65 Ahunium roWldock 100.0 100.0 14.1 35.5 15.9 14.5 15.9 14.5 O 0.0
66 LtnoOm 100.0 100.0 70.7 152 29.3 14.8 293 14.8 0.0. O
67 Coo= hbio 100.0 100.0 100.0 100.0 0.0 0.0 0.0 O 0.0 0.0
68 VoGue YAM 100.0 100.0 100.0 100.0 0.0 0.0 0.0 0.0 0.0 .O
69 at uew.r goo 100.0 200.0 100.0 100.0 0.0 0.0 0.0 o0 0.0 0.0
70 Wool ya 100.0 300.0 56.7 57.4 43.3 42.6 433 42. 0.0 0.0
71 Nqulpmw hla Aiz y 100.0 I00.0 0.0 0.0 100.0 100.0 I. 100.0 0.0 0.0
72 Lualag wkt 100.0 100.0 29.8 29.8 702 702 70.2 702 0.0 O0
73 momlool 100. 100.0 4.1 42 95.9 95.1 95.9 95.8 0.0 0.0
74CtyogmaIq 100. 100.0 1.5 1.7 98.5 913 9W5 9S3 0.0 0.0
75 O0Wm , 300.0 100.0 6.7 9.1 933 90.9 9S3 90.9 0.0 O0

76 ?ot tauudod 100.0 100.0 71.1 75.5 21.9 24.5 21.9 24.5 0.0 0.0
77n @al sd IO3D 100.0 25.4 31.8 74.6 61.2 74.5 6S2 0.0 0.0
ToTAL 100.0 1o00 42.4 47.0 57.6 53.0 56.S 52.2 1.1 0.O
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Tal A3. AwmEm: Trade la blrmsedlt Ja Cnoioods, V91
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; at _4nSe Letyla LAtin Karab Gooqit MAblv T11u e 1b0 Kmb*Z TS4k Kmk Odan" Rusa Uraine TowSa

1 CenuiapnwpF piee 0.3 0.1 0.4 0.0 3.0 .2 0.4 0.5 02 0.3 08 0.3 78.7 14.7 300.0
2 Tractor Cuivats pieces 0.0 0.0 0.0 o0 o.0 5.3 1.2 13.5 9.4 28.8 0.0 0.0 21.8 20.0 300.0
3 TtaUm piece 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 100.0 0.0 100.0
4 Crhd roe, ravel OOO'km O 0.0 0.0 OA 49.3 0.0 0.0 0.0 0.0 0.0 0.0 0.4 50.3 0.0 100.0
5 ElectrI Mcil, bis p_e 0.0 0.0 0.0 0.0 0.0 O 0.0 O 0.0 0.0 0.0 0.8 96.9 2.3 100.0
6 El ,axlei ht pIce 0.0 0.0 O 0.0 0.0 0.0 0.0 O 0.0 0.0 0.0 O 91.7 8.3 1O0.0

63-35
7 C?m1csI fib gmn 0.0 0.0 0.0 S4.0 9.4 0.0 0.0 0.0 0.0 0.0 0.0 36.6 t OO0.
S PwoqPMe" mbimn pIe 3.3 1.3 03 0.0 1.1 0.6 0.1 3.S 0h 0.7 2.6 3.9 63.2 18.9 100.0

9 _lsedna equp. Lw
A1F0

tO Ereldaneqlwp for
trade -m*

11 tmkd E
12 Su6 wa ewmaolcs pbees
13 _werupd 0.3 0.0 0.0 0.0 0.0 0.2 0.0 0.3 0.0 00 0.8 OA 97.2 I.0 100.0

14 C"Ai toob 0.1 0.6 0.8 0.0 0.8 1.2 0.0 0.7 0.4 0.6 2.7 9.8 59.1 23.2 100.0
IS AboaloarM Wme 0.1 0.1 0.1 0.0 1.7 0.7 0.0 4.0 0.1 0.0 0.4 0.6 86.3 6.9 100.0
16 sngneeda eqlptfor O 0.0 0.0 O0. 0.0 0.3 0.0 O 0.0 0 0.0 .O0 882 11.6 100.0

4p bnd
17 Merodsnsl euip 0.0 0.0 .O0 0.0 0.0 0.0 0.0 0.0 0. O 5.0 4.6 77.1 133.4 OD.

18 KAla." pee 2.4 1.7 4.0 0.1 3.2 2.6 t.0 2.4 13 O.S 4.4 6.5 56.4 15.7 100.0
19 Pmr o aws ub 000 O0 O 0.0 0.0 1.7 3.1 0.0 O 0.2 0.0 0.3 0.0 94.7 0.0 300.0

staio kw

20 Chaesu"leads mm 0.0 1.1 11.5 4.5 44.7 9.5 0.0 4.4 2.5 0.0 0.0 12.2 9.6 0.0 100.0
21 Pwe cabkles flbt 0001n 0.1 0.0 O.S 0.0 0.6 1.1 0.3 0.6 0.0 0.1 0.0 0.1 76A 20.2 100.0
22 Mdaislwmhtgmusdnn piecw 1.2 1.1 1.9 O 10 0.1 0.2 2.7 0.2 0.2 3.5 4.0 6.0 21.8 I00.0
23 Powue:oubI?befioml O0km 0.3 0.7 0.0 0.0 0.0 0.0 0.0 2.9 0.0 0.0 4.1 3.0 7'.S 13.5 100.

24 Rmalmed wks wire o" O 6.0 0.1 O 21.0 0.0 0.0 1.4 0.0 0.0 O 5.3 40.5 75.0 100.0
sub

25 Hocawke ODOkn 0OA 1.4 3.4 0. 02 9.9 D0 1.7 0A OA OD0 0.9 7n2 9.9 100.0



ANNEU 25

;touds -4I~ aiA ; s* MmI Ms"s T k Ta4O ad Bb Uky Teal

26 Hydepa_t 000' 03 0.4 0.5 0.0 O.S 0.0 0.0 0.7 03 0.1 2.0 2* 71.4 20.9 1O00O
rib

27 _ p. 0. 03 1.8 0.0 03 0.7 0.1 O.S 0.5 0.5 6. 4.1 37.2 463 100.0
28 Twavlamga prod OW 0.6 .s 12 0.0 1.2 1.8 0.4 2.5 0.9 0.5 1.6 53 71.2 12.4 lo0o

ab
29 Sml pawn Pima 0.0 0.0 63 0.0 0.0 0.0 0.0 1.3 0.0 0.0 2.S S.9 53.5 30.6 100.0

d.ts. 
30 isin aglamdas 000 0.1 0.7 21.7 0.0 O.S 0.9 0.0 0.2 0.1 0.0 0.1 I15 523 22.0 100.0

33 1sdh IMP0'zub 0.1 0.6 0.4 0.0 2.0 03 0.9 2.4 5.0 0.6 5.6 A2 69.6 11.4 1OOO
t2 _e.ssoods 000 03 1.7 1.5 0.0 0.9 0.9 0.0 2.2 1.1 0.5 S.4 22 59.9 233 100.0

sb

33 t Dps in polymew nt OW

34 Ra_e myabk. ewkm 0.0 0.0 0. 0.0 0.0 9.5 133 3.4 6.8 4.4 2.8 5.7 64.0 2.3 NO00
35 Gas mapIp OD

nib

36 M.mquIlt NW o000 0.0 0.1 0 0.0 0.0 03 13 0.7 0.0 1.2 0.5 95.1 1.0 10.0

37 Gt_amuIa pl. 2.1 4.4A 0.0 0. 1.9 05 0.0 2.9 0.0 0.0 02 0.0 76.6 11.5 100.0
10 kw

33 TM nef Pk=a OS OS 1.1 0.0 6.4 1.5 03 03 1.2 03 10.1 32 S 43 202 3O0.
39 Tyms*w am pbe. 12 IA 2.0 0.0 3. 02 3.4 0.1 3.9 03 31.6 03 63.4 10.4 3O0.
40 Ty..taaO e pown 03 0.0 5.1 o0 1.9 2.1 0.0 0.0 0.4 2. 8.3 6S.4 13.7 100.0

41 L1_ GM
42 WoOdpsl hoad mm
43flwo tur
44 Mubsibboed7. Wm 0.0 0. 0.0 O0 0.0 0.0 0.0 0.0 0.0 0.0 300.0 0.0 0.0 0.0 300.0
45 PaI or 0.0 0.0 0.0 0.o 6.7 o0 2.9 0.0 0.0 S.2 0.0 0.0 27* S7.5 100.0
46 B11d01otsWm Om 6. 0. 0.0 0.0 o 9.9 0 o0 0.0 0.0 I. 0.0 723 o0 100.
47 Wod (m_ usabb) M

48~~~~~~~4

*0 Cuuut toM
so Cemairn!.faing d q.m
51 C __mloflopho ut.m o0 0.0 o 0.0 3S.S 0.0 0.0 0.0 0.0 0.0 0.0 0.0 64.5 0. 100.
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Evaeem lnivla LO Kb GeCrp& M a Tme Uxbek yrbpz TaO Kmkh Belm Russia IRwabe TOtaW

52 Eqlneedftlycee ton 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 100.0 0.0 100.0

53 CoAte OO'kw 0.0 0.0 0.0 0.0 34.5 0.0 0.0 552 0.0 0.0 0.0 0.0 1.3 0.0 100.0

54 Lacquepaint ton 0.0 0.0 0.0 0.0 2.8 4.9 S.1 8.7 32 4.7 3.2 3.2 63.3 1.0 100.0
sw

S5 Woolen dolh 000'm 0.0 0.0 2.3 2.9 19.5 0.8 0.8 9.9 0.9 0.0 0.0 3.9 0.7 SS.2 100.0

56 ilk *bdc O00'm 0.0 0.0 0.0 0.0 6.2 0.0 0.0 0.0 0.9 0.0 8.9 0.0 0.0 64.0 100.0

S7 Aleh OOO'dkl
58 8nnoe to

59 Wine sock mteil O00dkl
60 Wood coaulnA 000'

corn
61 Boad oontan 000'

cum

42 Polyme oar -
63 Synthoenb er sons 0.2 0.7 1.2 0.1 0.9 0.6 0.2 2.9 0.2 0.3 6.5 4.5 57.8 23.8 100.1

64 COausI soda tons 0.0 100.0 0.0 O 0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 100.0

65 _A oled stock wo 0.5 0.0 5.7 0.0 2.3 0.3 0.0 4.9 0.4 0.0 0.9 IA 70.6 13.1 £00.0

66 Linoleum sq. 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 100.0 0.0 100.0

67 Coa bics 000.m 0.0 0.0 0.0 0.0 5.3 0.0 0.0 0.0 0.0 0.0 38.4 0.0 14.2 42.0 100.0

68 Cot yan ton 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 100.0 100.0

69 CromergooXd 000'

70 Woolyrn ton 0.0 0.0 0.0 0.0 0.0 9.0 13 IIA 0.0 7.9 3.8 10.7 32.9 23.1 100.0

71 B _qIpmse h gs 000' 4.4 0.0 0.0 0.0 0.0 0.0 0.0 12.4 3.9 0.0 12.8 1O.4 S1. 4.3 100.0
indhus sub

72 LuengwIe 000p. O.S 0.8 0.3 0.0 3.1 0.2 0.0 2.3 0.0 0.0 7.7 2.8 56.5 2S.8 100.0

73 Dsa4 oob 000 0.2 0.7 1.8 0.0 13 0.3 0.0 1.0 0.3 0.4 1.3 S.2 74.1 13A 100.0
cuat

74 Cuyceuieqfamt 000 3.0 1.6 2.1 0.0 0.3 0.6 0.0 1.0 0.S 0.6 3.8 3.0 S2.9 .30.6 100.0
tub

75 Organccid, tons 0.0 0.0 13 0.0 0.0 0.0 1.9 0.0 0.0 0.0 1.5 0.0 56.8 38.6 100.0
mombmd

76 Not traslated 0.0 0.0 0.0 0.0 33 0.0 0.0 0.0 0.0 0.0 0.0 0.0 95.2 3.S 100.0

77 Notralatd 3.9 0.9 13 0.0 32 0.5 0.0 1.9 1.3 I.S S.4 4.0 SS.2 17.8 100.0

TOTAL 0.6 1.1 2.3 0.2 3.2 1.1 03 2.2 0.9 0.5 3.5 3.4 602 20.6 100.0
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Table M. ARMENA Trade wih FSXJ Counries, 1991 Pla
_____ (ha~~~~~~~~~~~~~O percentages)

WORTS EXPORTS

In1= Good Coasmc GoOads ito Goods Co_sCer Goods

TV*de TOTAL Eaeq rLad TechorTol Uiit Food M Totl Ewa L Thow Total g Foo M
FaxW. hh fed W. Sewiom_ & fed Pd $osi _

Rula 59.9 57.7 643 85.5 45.0 54.9 34.5 41.9 49.9 37.0 9.5 53.5 52.7 30.0 412
Uktn 19.0 0.0 16.4 0.0 24.9 4.7 49.8 25.2 11.6 30.4 0.0 15.5 14.7 1.8 24.9

Bduis 6.0 0.0 5.2 2.8 7.7 112 4.3 5.7 2.6 5.9 36.1 1.5 0.6 2.7 3.2

Molova 3.0 0.0 1.1 0.2 4.6 4.6 4.9 4.0 1.1 12 27.0 0.9 0.S 0.0 1.8

LItbhn 1.2 0.0 1.2 0.0 1.5 2.8 0.0 15 0.9 2.1 00 0.6 0.1 1.5 1.2

lAtv1a 1.5 0.0 0.4 0.0 2.4 4.0 0.0 3.0 1.1 3.4 0.0 1.0 0.4 1.0 2.5
Ebool 0.8 0.0 0.1 0.0 1.4 2.4 0.0 1.8 0.8 1.2 0.0 0.7 0.6 12 O.S
T4aia 0.9 0.0 1.2 0.0 1.0 1.7 0.0 1.0 1.6 0.6 0.0 1.8 2.1 0.6 1.3

Kyrjhzaa 0.9 0.0 0.5 0.5 1.3 2.7 0.0 0.2 1.9 0.6 0.0 2.2 3.0 0.5 1.1

Uibu&at 3.2 0.0 3.0 0.0 4.1 4.8 02 9.8 4.9 5.1 0.0 4.9 4.2 0A 9.2

Kahuamn 2.4 0.0 3.3 0.0 2.6 1.6 4.9 0.6 9.8 7.6 0.0 10.4 13.6 2.4 7.0

TU1me_oan 5.4 42.2 0.2 10.6 0.0 0.0 0.0 0.1 3.7 1.1 1.6 4.4 4.7 6.2 2.7

060sl 2.9 0.1 2.8 0.5 3.5 4.5 1.5 5.1 3.2 5.7 25.8 2A 2.5 1.4 2.9

TOTAL 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100. 100.0 100.1 100.3 100.1 100.1 100.0 100.0



ANVEXH

THE FINANCIAL SYSTEM IN ARAENIA

A. Overview of the Fbtandal Sector

50. The Armenian financial system includes the National Bank of Armenia, five banks formed
from the former Soviet specialized banks, 45 joint-stock, commercial, and cooperative banks started in
Armenia since 1988, and five branches of new Russian banks operating in Armenia! There is also a
state insurance company and several private insurance companies. The system is dominated by the five
state banks, but the market share of the new commercial banks has expanded rapidly to almost 20 percent
of enterprise credit and deposits by April 1992.

51. The Armenian financial system has evolved since independence within the framework set
by the 1988 Soviet banking reforms. Those reforms were designed to move from highly centralized
credit allocation to a decentralized public sector banking system with a small cooperative and private
sector fringe. The legal and regulatory framework ended the monopoly of the large banks with the entry
of other public sector banks and gave more management autonomy to state banks. Direct government
control over financial markets was further reduced after Armenian independence. However ending the
monopoly of the large banks and loosening direct centralized state control of financial institutions and
credit allocation was only the first step towards creating a base for financial sector development. The
inherited framework is suited to a public sector banking system in a primarily public economy with
accounting standards and regulations designed for control of output rather than financial and maaagement
information. During the transition, the financial institutions are still largely controlled by the public
sector and burdened with very weak inherited portfolios in a declining economy, credit is allocated
primarily to established public enterprises, new shareholders of the banks, and related enterprises, and
public confidence in the banking system has been destroyed by the unreconciled obligations left with the
demise of the Soviet Union.

52. The financial sector reform agenda must be to develop a legal, regulatory, and
institutional framework capable of supporting a commercia banking system with separation of banks and
their client enterprises, clear incentives and discipline of financial institutions, a strong role for the central
bank in monitoring the safety of the financial institutions, and a strategy to address ownership and
oversight of both the large and small banks and the allocation of credit. The government has started to
work on the legal, regulatory, information, and institutional infrastructure for a decentralized market
banking system. A new Banking Law was expected in late 1992. It will take several years to address
the medium-term objectives on the reform agenda: e.g., building a banking sector with incentives to
encourage financial savings, expanding financial services, reucuig the banks and reducing public
ownership of financial institutions.

53. It will be a challenging task to move to a market financial system with all financial
institutions operating under new rules, roles, and procedures. This transformation will be doubly difficult
because it must be undertaken within an economic environment where a significant amount of output and
employment is in firms incurrng losses under the blockade, economic and financial uncernt is
compounded by shifting relative prices, the loss of monopoly position, new competition, and the collapse

I/ Between June and Sept. 1992, this list was eqpanded with tbree new joint-sock coWmer bank, six new
bnches of Russian banks, and an Iranian bank registerd in June 1992.
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of the trade regime. It will be several years before firms are operating with less distorted incentives,
market signals become more reliable, and privatization can shift the majority of companies out of the
public sector. A difficult challenge during the economic transition will be balancing the objective of
subjecting the firms to financial discipline so as to speed restructuring and resource reallocation with the
desire to minimize declines in employment and output. It is not clear what role the banks will play in
financing high risk enterprises during the transition. It is desirable to minimize funding of operating
losses in the enterprise sector from the banks because this represents a future claim on the budget.
However there will undoubtedly be trade-offs on the difficult policy questions of funding high risk
ventures and loss-making firms awaiting privatization during the transition as well as critical economic
needs like importing wheat and oil during the blockade and the desire of the government to move to a
commercial banking system.

54 Armenia has remained in the ruble zone since Independence. This has provided a
frainework for monetary and exchange rate policy but there have been significant policy and operating
problems in the zone, including the question of distribution of seignorage, periodic shortages of cash,
the inefficiency of clearing inter-state transactions, the system of correspondent accounts and the size and
variability of the float. There is considerable uncertainty about the future viability or form of the ruble
zone.

55. During 1991 and the first part of 1992, the ruble zone arrangement limited monetary
discretion, with inflation in Armenia not differing much from the trends in the larger Republics.
However, deviations in inflation from the larger Republics are showing more variation over time with
the blockade, lower wage increases, and the growing budget deficit in Armenia. In recent months the
discretionary monetary policy instruments of the National Bank of Armenia have diverged from those of
neighboring Republics. Interest rates are substantially lower: the nominal rate on advances from the
National Bank of Armenia is 60%, extremely negative in real tems. The Government intends to move
rates to Russian levels, but argues that this must be done gradually as every increase in the rate at this
time increases the budget deficit since most new fumding is going directly or indirectly to the
Government. As the budget situation has become more precarious and the blockade tightens, the banking
system is financing the government both directly and indirectly. The government has shifted from net
creditor to net debtor to the banking system. By the fall of 1992, the state and commercial banks are
coming under increasing pressure to finance priority economic activities such as importing wheat and fuel.
There is very little credit available to support the new private sector or the state enterprises that could
profitably increase production. Since the blockade worsened, the Government has been directing credit
to activities necessary for survival (hospitals, bakeries) and key industries with export orders.

B. Fiaundal Institufions

The National Bank of Armenia

56. Gosbank-Armenia, a former branch of Gosbank-Moscow, became the National Bank of
Armenia and will take over the functions of a central bank.8 It appears that the NBA has made progress

I/ 'he accounts of the National Bank as weUl as the monetay suey are included in the CEM Appendix
Tables.
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in moving most commercial bank functions out of the central bank9 and establishing some of the
functions of the central bank. The new operations of the central bank need to be strengthened, including
establishing the regulatory framework and supervising the commercial banks, tightening the licensing
standards for commercial banks, improving the clearing and payments system, and establishing foreign
operations. Also, even though the independent role of the NBA in monetary policy is restricted in the
ruble zone arrangement, the central bank needs far more capacity to assemble basic economic, balance
of payments, monetary, and financial information. The National Bank of Armenia has been using
technical assistance from the IMF to work on many of these operational concerns and will need
continuing support.

The State Banks

57. Five specialized banks were created as part of the Soviet reforms in 1988. The former
state banks are now Republic banks known as the Agricultural Bank of Armenia (Agroprombank-
Armenia), the State Commercial Bank of Armenia (ACB), the Bank for Industry and Construction
(Promstroibank-Armenia), the State Savings Bank (Sperbank-Armenia) and the Export-Import Bank
(Vneshekonombank or VEB-Armenia). The three state lending banks, Promstroibank, Agroprombank,
and ACB, have converted to joint-stock banks and are expanding services to become universal banks.
The status of the Savings Bank and V.E.B. are uncertain because of unreconciled accounts left in the
break-up of the Soviet banking system. The state banks are poorly capitalized in relation to the size of
operations and the inherited loan portfolios are expected to deteriorate with changes in the economy and
interest rate increases. These banks are now privatized in the sense that they have sold shares to public
enterprises, Ministries, and the emerging private sector, but a majority of shares are held by public
institutions. Many of the new shareholders are borrowing from the banks, setting up an unhealthy system
of connected lending.

58. The Bank for Industry and Construction (Promstroibank-Armenia) was incorporated as
a joint-stock company on November 30, 1991, and took over the assets of liabilities of Promstroibank
of the USSR in Armenian territory. As of March 1992, Promstroibank had capital of R 260 million,
domestic credit of R 3.0 billion, deposits of R 1.14 billion and loans from the National Bank of Armenia
of R 1.04 billion. The Bank fer Industry and Construction accounts for about 25% of the credit in the
system, including small banks and about 33% of the lending from state banks. Of the 30,000 clients,
about 20,000 are public enterprises getting 90% of the credit and 10,000 are private enterprises getting
10% of the credit. The client base included heavy and military industries that are unlikely to be viable
in the future. The bank has already cut off credit to 10 to 15 large enterprises and has discontinued
lending to 15 - 20% of the medium clients.

59. The Agricultural Bank of Armenia (Agroprombank-Armenia) was incorporated on Nov.
30, 1991. As of March 1992, Agroprombank had capital of R 145 million, domestic credit of R 2.82
billion, deposits of R 1.19 billion and loans from the National Bank of Armenia of R 1.52 billion. Most
of the capital has been paid by enterprises and cooperatives, including clients of the bank. The bank has
1,122 shareholders of which 700 are enterprises. The lending portfolio is weighted heavily towards the
food and agricultural sector. The Agricultural Bank is reportedly in weak condition because of old long-

2>/ Although this progress is being eroded by NBA lending to commercial banks that are fiuding governent
activities.
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term loans covering state activities, accounts to cover price subsidies, land lending to weak parastatals
to cover salaries.

60. As of March 1992, the Armenia State Commercial Bank had capital of R 100 million,
deposits of R 1.134 billion, loans from the National Bank of Armenia of R 0.582 billion, domestic credit
of R 1.1 I billion with loans to enterprises of R 1.8 billion. The State Commercial Bank lends to medium
and small light industries. About 70% of loans are to public enterprises, 30% to joint-stock or private
companies, and less than 1% is to households. ACB has significant government deposits and handles
most cash transactions done by businesses. This leaves the bank vulnerable to the drawdown of local
government deposits as the local governments budget situation becomes tighter.

61. The State Savings Bank was left insolvent and illiquid by the break-up of the Soviet
system which funneled household savings through Sperbank-Moscow into the Soviet budget. The
Armenian Savings Bank bas R 8.5 billion in household obligations not backed by assets in Armenia.
These obligations were increased to R 11 billion in the price reforms in 1991 with the increase to remain
frozen until 1994. While inflation is eroding the real value of the household deposits, the obligation is
still significant in relation to the size of economic activity and therefore government ability to meet the
obligation. Household deposits of R 11 billion. through the Savings Bank can be compared with
estimated GDP for 1991 of R 15.9 billion. The government has not decided now to meet the liabilities
of the Savings Bank. Withdrawals have been limited to 500 rubles but recently there has not been enough
cash to allow even small withdrawals. The credit returned from Moscow since January 1991 and other
fimds under Savings Bank control are managed separately from the blocked deposits and the Savings Bank
has R 1.3 billion in one-year loans to 15 commercial banks.10

62. The trade bank, Vneshekonombank, was closed on December 17, 1991. In March 1992
the assets and liabilities of Vneshekonombank-Armenia were transferred to the Export-Import Bank
(V.E.B.-Armenia). The status of V.E.B.-Armenia has not been resolved since the bank was left with
uncovered liabilities for assets transferred to Moscow. All accounts in the Export-Import Bank are
frozen. This includes claims of the Armenian Government of 6 million convertible rubles and claims of
enterprises of 47 million convertible rubles (at US $ 1 =rub 1.8). The Export-Import Bank of Armenia
is selling shares to enterprises and as of May 1992 had raised R 62 million in capital from 45
shareholders with R 20 million from 10 joint-ventres, R 20 million from 12 state enterprises, and R 22
million from 23 private companies.

63. Domestic credit from the five former state banks was R 20.3 billion as of December 1,
199211 of which R 22.8 billion was claims on enterprises and R 0.15 billion in loans to households and
self-employed individuals. The state banks had R 6.4 billion in enterprise deposits and R 0.07 billion
in household deposits, in addition to R 3.9 billion in resident foreign currency deposits. The deposit
money banks had R 13.8 billion in loans from banks, including the outstanding advances from the head
offices of U.S.S.R. banks that were taken over by Gosbank-Armenia and appear as lending from the
NBA.

lO/ By Sept. 1992 the Savings Bank had additional fumds retured from Moscow and was lending 2.0 billions
in one-year unsecured loans to 40 state and commercial banks. Lending was at 30%, the same rate as advances
from NBA.

11/ Ihese figures are taken from the first attempt to calculate western monetlay statitics and will be sulbject to
correcons and revisions.
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64. The stae bans have the advantage of a branch network but with the exception of the
Savings Bank, branch coverage is sparse in many areas outside of Yerevan.

Bank Branches

YEREVAN RIIONS TOTAL

AgricUltural 3 37 40

Ind. & Const. 7 25 32

State Comm. Bank 8 9 17

Saving 9 39 48

NB: The Savings Bank has a network of 720 collection
offices associated with the 48 branches. There are
80 collection offices in Yerevan and 640 collection
offices in the regions.

65. The state banks inherited very weak financial positions with uncovered assets and
liabilities from the dissolution of the Soviet Union, long-erm loans issued to cover state activities like
schools and hospitals, and continuing pressure on the banks to lend for state priorities and to enteprises
fulfilling state trade orders. The quality of the portfolio will decline further as enterprises, especially
inefficient, heavy and military industries, adjust to the deteriorating economic situation and to radically
changing economic incenives. Ihere will be furither changes as the clients of the banks are privatized,
the banks will be forced to wrie-off loans, and the banks churn the client base. The banks are already
severely undercapitalized in relation to the size of operations and need to be restructured. In addition the
govement needs to establish operating guidelines for the state banks to control losses mounting in the
system with presure to lend for critical activities during the economic crisis.

The New Commercial Banks

66. In addition to the five state banks, 45 new banks have been licensed in Armenia and
there are five Russian banks with branches in Armenia.12 Some of the new Armenian banks have also
opened branches in Moscow. Ownership information on the new banks is sketchy but the following
summary is given as indicative, subject to later correction. The National Bank estimates that
approximately 65% of the shares in the new commercial banks are owned by state enterprises or

miistries. Most banks also have some smal private shareholders. lhere are four publicly owned new
banks, at least eight mixed banks with shares held by Ministries, 13 mixed bans partially owned by state
enterprises, eight small cooperative banks, and about 12 banks listed as predominaly private, although
there are no completely private banks.

Mixed banks (old state banks) 5 5

2IV By September 1992 the number of new commrcial joint-stk banks bad inaesed to 48 and there were 11
brnches of Rusan banks optig n Armia



33 ANNEX II

Branches of new Russian banks 5 5
New Banks Licensed in Armenia
Public 4 2

Mixed Banks (ministry shareholders) 8 8
Mixed (SOE shareholders) 13 8
Private 12 7
Cooperatives 8 8

TOTAL 55 44

67. Most new banks are tied to groups of enterprises directly or indirectly providing payment
clearing services and loans to owners and depositors. The lack of collatera and banking laws, as well
as very loose restrictions on loan concentration and lending to owners, means that many banks are dealing
primarily with related companies. The links between owner-enterprises and banks means that there is
no independent evaluation in credit allocation, increasing risk to the system.

68. There are significant short-term incentives in the system for groups of enterprises to get
banking licenses as a side activity to other commercial venatres. First, the new banks have access to
enterprise deposits and loans from other banks, the Savings Bank, and the National Bank of Armenia at
highly negative real interest rates.Y3 The funds are used to finance related enterprises. Second, there
are still logistic problems with the new payment clearing system so groups of companies establish banks
to provide internal clearing services. Third, the push for new banks led to loose licensing requirements
and lax enforcement of the paid-up capital standards. Licensing has been almost automatic and many
banks are operating with far less than 10 million rubles required capital.14 Many of the small financial
institutions are very weak and will not survive as interest rates rise, prudential standards are enforced and
macroeconomic distortions are reduced.

69. Partial financial information is available for 36 of the small banks as of April 1, 1992.
Those banks had loans outstanding of 2.2 billion rubles, R 0.7 billion in sight deposits, R 0.3 billion in
enterprise time deposits, R 0.01 billion in household deposits and R 1.3 billion in loans from the Savings
Bank and other banks, of which R 0.3 billion was from the National Bank of Armenia.-5 16

13/ Ihe NBA raised the lending rate to the commercid baDks from 20% to 22% in May 1992 and to 30%
in July 1992. The rate on loas from Sperbank was raised from 10% in 1991 to 20%, 22% and then 30% in
step with NBA in 1992. Ination in 1991 was estimated at 174% and the annuaized rate for the first half of
1992 was over 600%.

j4t In April 1992 there were at least 14 commercial banks operting with less than 10 million in paid-up
capital and all eight cooperatives banks have less than R 10 million in capital. Six of the eight have less than R
5 million in capital. There are banks operating in the system with capital as low as 500,000 rubles.

15/ As of April 1, 1992, the NBA had loans of R 3.3 billion to the state banks, including the outstnding
balances takle over from the head offices of the former Soviet banks. Therefore the new commercia banks
had about 8% of the funds outstanding from the NBA and a much higher percentage of new lending.
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70. The market share of the new commercial banks has risen to 18 percent of all credit,
including 19 percent of loans to enterprises, and 18 percent of enterprise deposits by April 1, 1992. The
new commercial banks have about 10.4 percent of total assets, and the share would rise to 17 percent if
V.E.B. and the Savings Bank were removed."' Loans to households and household deposits are very
small in all commercial and state banks, except the household deposits in the Savings Bank.

71. Some of the new commercial banks have already had liquidity problems, others are
insolvent and several will not be able to meet the minimum capital requirements. NBA on-and off-site
inspection capacity is very weak and the extent of the capital, credit and liquidity problems of the banks
is not known yet. The National Bank estimates that only 10-15 of the small banks are potentially viable.
In September 1992, the minimum capital requirement was raised to 40 million with banks given one year
to meet the new higher standard. The small banks were urged to arrange mergers with stronger partners.

C. Current Performance of the System

Declining Real Credit

72. The financial system is declining in real terms and declining in relation to GDP. Real
credit to enterprises fell sharply; for exanple, the ratio of enterprise deposits to GDP declined from 29%
at end-1991 to about 8% by end-June 1992. While credit to enterprises almost doubled in nominal terms
during 1991, inflation was estimated at 100.3%. In the first half of 1992 credit to enterprises rose 40%
in nominal terms but inflation was estimated at over 600% while recorded GDP in real terms was about
half of the recorded GDP by mid-1991. Real Some of the decline is due to the disruption in the traditional
role of the banks. Credit to state enterprises is no longer automatic and many enterprises are spending
deposits to pay wages. There are almost no new household deposits in the system and enterprise deposits
are not growing. Some of the decline is due to the fall in output and economic activity and strongly
negative real interest rates. Also enterprises were substituting inter-enterprise for bank credit."' The
decline is expected to continue. Banking sector liabilities of enterprises and households from the five
state banks were 72% of estimated GDP at the end of 1991, but were estimated to be less than 10% of
GDP by the end of 1992.

73. There was some easing in monetary conditions in August 1992 when Armenia followed
Russia with a major infusion of credit in an attempt to clear inter-enterprise arrears. The NBA issued
6.2 billion in credit through the state and commercial banks to clear arrears. As a result of this, by end-
September total arrears in the enterprise sector were reduced from a peak of R 20.6 billion in July 1992
to R 13.1 billion.

16/ Some of the new Armenian banks, as well as the stte bank ACB, have borrowed from Russian banks,
with estimates as hi&h as R 800 million, although new borrowing from Russian banks is less common now.

17/ Total assets may be a misleading indicator since the balance sheets of the former Soviet banks have not
been purged of unreconciled accounts.

I8/ There are no reliable estimates of the size of inter-enterprise credit. The only indicator available is that the
arrears in inter-enterprise credit for Armenian firms were R 7 billion by August 1992.
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Credit Allocation

74. Under high inflation, lending to enterprises from all banks is very short-term to finance
trade and working capital. Banks favor clients that can repay in cash. During the steep economic
downturn, the banks have been given considerable latitude to cut off unviable enterprises. Lending for
salaries or child allowances or operating costs for unviable firms seems to have been limited. Many
enterprises are not operating because of the shortage of imported inputs, others were forced to cover
salaries for the reduced scale of operations from deposits, while yet others are not paying wages and the
enterprises are building up inter-enterprise arrears.

75. By fall 1992, the economic situation had become so difficult that most new lending was
being directed to state priorities, e.g. importing energy and fuel. The lending portfolio of the state banks
is becoming more concentrated. With the continuing shut-down of firms, fewer enterprises are getting
credit but the average size of loan is increasing. The only credit available for new or private enterprises
are the small amounts allocated to enterprises that bought shares in the banks.

76. Most banks are reporting high profits, primarily fee income for clearing and payment
services. These profits are being distributed as dividends since there are no requirements that the banks
provision for expected problems in their portfolios. Repayment rates were fairly good in the first quarter
of 1992 with inflation eroding the value of outstanding debt, very negative real interest rates, and
enterprises accumulating inter-enterprise arrears to finance trade. Repayment performance will deteriorate
as relative prices adjust, interest rates rise, inter-enterprise credit is reduced, and the economy moves
deeper into restructuring. This trend was starting in the second quarter of 1992. The percent of
enterprise loans overdue rose from 4.6% at the end of 1991 to 6.3% by March 1992, and to 12.1% by
June 1992. These repayment problems are not just found in SOEs. The new small private sector is also
starting to show repayment problems.

Interest Rates

77. Interest rates in the economy are strongly negative in real terms. The nominal
adjustments in late 1991 and early 1992 did not cover inflation. The structure of interest rates in
Armenia is largely based on the lending rate from the NBA to commercial banks. The National Bank
of Armenia lends to banks at 30%. The commercial banks are restricted to a four percent spread when
on-lending these funds. This is over one-third of the funds in the banking system. All other interest rates
in the system are legally decontrolled but have not been adjusted to keep pace with rapid inflation.
Deposit rates are extremely low in nominal terms, lending rates are negative in real terms, and spreads
are large. A small sample taken in May 1992 found that the lending rate from the state banks was lower
than from the private banks. The Bank for Industry and Consution was lending to state enterprises at
3-4% per month and 5-8% for private enterprises. ACB was lending at 3% per month. A small sample
of the private banks found rates as low as 2.5 - 5% per month but monthly rates of 6-7% were more
common. By September 1992 the lending rates had increased in all banks and ranged from 5% to over
10% per month.

78. During the first quarter of 1992 the deposit rate at the Savings Bank was increased from
a range of 2-7% to 4- 11%. Most sight deposits at ACB were not paid interest, the annual deposit
rate for one year deposits was 20%, and 35% per year for deposits of over three years. There is wide
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variation in the deposit rates paid by small banks. Some were funded primarily by inter-bank and NBA
loans and paying only 3-5% per year on deposits. Another small bank, trying to develop a deposit base,
was paying 25-35% per year for deposits. However, public confidence in the small banks is low, and
those banks have not been actively competing for deposits with higher interest rates.

79. Spreads in the system are very high. The spread for on-lending NBA funds is limited
to 4%, but on other sources of funds it was common to find spreads of 30-50%. Part of the spread
covers reserve requirements of 10%, taxes of 45% on profits, and in the state banks, the implicit subsidy
on non-performing or long-term loans at very low interest rates. Another factor is the rising dividend
needed to attract new capital. One small bank reported that after paying taxes of 45%, expenses were
1.5%, the remainder of profits were paid in dividends. Most banks were paying dividends of 17 - 22%
in mid-1992, and the dividends had increased to 40-45% by Sept. 1992. One small private bank reported
a dividend of 200%.

80. In the short run the effect of negative real interest rates has been to erode the real value
of the stock of debt in the economy and therefore the size of the banks. Higher nominal and interest
rates are necessary to reduce the severe distortions caused in resource allocation and the shrinking
financial system and the present incentives for outlow of funds attracted by the higher interest rates in
Russia and some of the surrounding republics. The desired strategy of increasing real interest rates by
cuting inflation will not be sufficient in the current environment and nominal adjustments in the NBA
lending rate are needed in Armenia to complement anti-inflation policies. Higher interest rates will
provide more appropriate price signals to the economy, but will also lead to more repayment problems
and hence large future charges on the Government budget. Greater discipline on lending decisions and
better credit evaluation are therefore needed before interest rates are raised to any substantial degree.

ODerating Problems

81. The process of establishing operating procedures, policies, and systems for the financial
sector of the independent Republic of Armenia is underway. Many functions formerly performed through
Moscow are just being introduced to the banks and bankers in Armenia. Several operating problems have
been especially troublesome, such as establishing a system of inter-bank clearing and settlement of
payments within Armenia and with other parts of the FSU.

82. Foreign operations for the central and commercial banks including correspondent banking
and trade finance are also unfamiliar. The economy of Armenia is very dependent on foreign trade, both
with other parts of the FSU and to a growing extent outside the FSU. The banking system is just starting
to develop the technical skills and banking relationships needed to support foreign trade. Very few people
in the financial institutions have experience with trade finance or foreign currency operations. This is
a priority issue for training and technical assistance.

D. The Reform Agenda

83. Some of the most important issues on the reform agenda for the financial sector are
establishing a legal and regulatory framework for a stable commercial banking system, dealing with the
inherited institutions, the stock of bad loans, and unfunded obligations to households, fostering the
development of independent commercial financial practices and institutions, and rebuilding public
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confidence in the banking system. In addition to these financial sector reforms, the banks will face
transition issues on lending into a high-risk unstable economic environment and the radical shifts in
economic relationships as enterprises are privatized."' The speed and sequendng of the fiuancil sector
reform will have to be tailored to the macroeconomic and external poiti cat situation and the pivatization
program. Three scenarios follow.

84. If the political and economic situation continues to deteriorate and centralized government
control over the economy is reestablished, most financial sector reforms will have to be postponed. A
'commercial' banking systetn will not develop in a centrally controlled economy. Banks that are funding
enterprise losses or social objectives or are subject to state intervention on credit allocation can not meet
new prudential requirements, undertake extensive restructuring, or operate on commercial principles.
With further economic deterioration, most new banks will fail, compounding the already difficult task
of rebuilding confidence in the financial system.

85. Under an intermediate scenario, if the economy has weak economic performance, periodic
trade disruptions, and moderate reform efforts, the govermnent is going to have to continue to play a
major role in 'managing' the financial sector. A healthy growing private sector is needed to reduce state
and public enterprise ownership of the banks. Bank and enterprise restructuring and privatization
programs must be done in tandem. If a large portion of the economy remains under state ownership and
management, the state will also have to cover operating losses of public enterprises. While most of the
operating losses should be covered in the budget, there will be considerable pressure on the banks to
make very high risk loans to weak state enterprises. Until the enterprises are commercialized or
privatized, response to prict, and financial signals may be perverse. For example, the response to higher
interest rates may be for the parastatals to demand more credit to cover loan servicing obligations. The
financial conditions in the banks will deteriorate.

86. Under a more optimistic scenario, if the macroeconomic situation can be stabilized and
privatization moves forward, then complementary measures can be taken to move towards a commercial
banking system. In this situation, building financial ski1ls and expanding financial services, raising real
interest rates to improve resource allocation, restructuring the state banks in preparation for eventual
privatization, and developing instruments of monetary and fiscal control will be the relevant objectives.
By closely supervising the banks and enforcing prudential regulations, the government can help rebuild
confidence in the depository institutions. Under this more optimistic scenario, significant progress can
be made in the next five years to privatize public enterprises, develop markets, build the skills and
incentives needed for commercial banking and reduce public ownership of the financial institutions.

The Legal. Re,ulatory and Supervisory Framework

87. A new Banking Law is to go to Parliament in the second half of 1992 and will need to
be followed quickly by the regulations and directives set by the National Bank of Armenia to make the
law operational. Awaiting the new Banking Law, financial sector policies have been handled through
Presidential Decrees or directives from the National Bank. There is a Banking Board, with

191 'he details zf the Armenian privatization program are stll being worked out. However, it seems likely
that many new owners will not sssume responsibility of the old liabilities to banks. Ihis meas that bank
resrcuring and downsizing will have to complement enterprise privatizatiao
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representatives from the Supreme Council, the Ministry of Finance, the Ministry of the Economy, the
National Bank, one representative from a commercial bank, representatives from the five state banks, etc.
that meets weekly to advise on financial and banking policy. There are problems inherent in having
representatives of the state and commercial banks on the Banking Board and the Government should
consider a Monetary Board arrangement independent of the banks.

88. Armenia has moved away from the system of specialized banks. From April 1992, all
banks in Armenia are to be comprehensive banks, i.e. all banks can operate across sectors and take
household deposits. In addition to lending and deposit taking, banking licenses cover leasing services.
Banks can be brokers, but not dealers, to sell stocks and can sell insurance. Banks can't invest in
companies and banks are not supposed to undertake commercial activities. There is a separate licensing
requirement for foreign operations. There are no provisions for other types of financial institutions.

89. The NBA has been licensing banks to engage in foreign operations and a May 1992 law
has authorized foreign exchange accounts for residents. About 40% of the banks are licensed to
undertake foreign exchange transactions. The prudential standards to restrict foreign exchange exposure
are not in place yet and it may be premature to allow the inexperienced banks to undertake foreign
exchange transactions. Once the prudential standards are in place, the NBA should restrict licenses for
foreign operations to the banks with skill to manage these operations safely. Also the policy of permitting
foreign currency denominated deposits in the banking system should be reexamined. The question of
establishing a national currency and attempts to stabilize the ruble will leave any bank with foreign
currency deposits open to considerable risk unless properly managed.

90. Moving from a centralized directed banking system to a decentralized system makes bank
inspection and prudential regulation much more important and the National Bank of Armenia will have
to strengthen the capacity to implement and enforce new banking standards. The inspection department
in the NBA was established in 1990, has a staff of only six inspectors and one director and is just
beginning to establish on and off-site inspection procedures. With present capacity, the inspection
department of the NBA cannot examine more than ten banks per year. Since there are now about 48 new
commercial banks and five state banks, each bank can be inspected at most every five years. This falls
far short of the goal of inspecting each commercial bank every year. The NBA should increase the
number of inspectors and restrict licensing new banks until there is a realistic balance between the number
of financial institutions and the number of inspectors. The National Bank should not license more banks
than it can monitor and should not license more small weak financial institutions without banking skills.
It is going to take several years of intensive supervision and intervention by the Banking Supervision
Department to deal with the problems in the Lnking system caused by very lax entry standards since
1988.

91. The NBA needs to rapidly expand its role in supervising and controlling the commercial
banks and should focus inspection efforts on the areas of gretest prudential risk e.g. restrictions on loan
concentration, insider or connected lending, capital to asset requirements, liquidity management,
concentration of lending activities by sector, foreign operations, and foreign exchange exposure, and areas
where banks have no experience, such as extremely high inflation, interest rate and foreign exchange risk,
and the impact of price and exchange rate fluctuations on clients. The National Bank may also want to
give incentives to the banks to engage outside auditors as soon as possible by limiting certain activities,
e.g. borrowing from the National Bank or the Savings Bank, undertaking large foreign operations, taking
over failing banks, bidding for branches of the state banks when these are privatized, etc. to banks that
have external audits conducted by internationally recognized firms. In addition, the NBA will need to



39 AAEX H

merge or close the financial institutions that are already insolvent, require banks to maintain adequate
capital to protect against losses, and establish guidelines for restructuring and downsizing the banks with
loans to state enterprises. The NBA will need to develop procedures for banks to report and provision
on nonperforming loans. This attempt to provide a cushion against risk in the banks will not be very
effective during privatization when the banks may be forced to write off many loans, regardless of
repayment performance, as the public enterprises are privatized. However, the NBA may want to require
banks to establish loan loss reserves for private sector loans or for newer loans to public enterprises.

92. Adjustment of the capital requirements is essential for building a greater cushion against
risk during the transition. The Armenians plan to shift from the current standard of restricting the ratio
of deposits to capital to a standard that specifies the ratio of assets to capital. The international capital
standard is about eight percent in stable developed systems. The Armenians should use a higher capital
to asset ratio of at least 10 and perhaps as high as 15 while the economy is going through difficult
adjustment, banks are learning to evaluate and price risk in their portfolios, and the banking supennsion
department is being strengthened. During this period the banks are subject to considerable losses
depending on the terms for privatizing ;blic enterprises.

93. The minimum capital standards have been badly eroded by inflation. In September 1992
a Presidential decree increased the minimum capital requirement for existing banks to R 40 million
effective in one year. New entry requirements are capital of R 40 million; foreign banks need US $0.5
million; and branches of banks from the FSU have a capital requirement of 10 million rubles. The
adjustment from 10 to 40 million rubles for existing banks will require the closure or merger of many
of the smaller banks. After this initial adjustment the minimum capital standard requirement should be
increased in line with inflation.

94. Many of the new small financial institutions started since 1988 are already insolvent and
nmost will be undercapitalized once a capital to asset requirement is adopted. The large banks are all
badly undercapitalized. In a decentralized banking system, badly undercapitalized or insolvent banks have
incentives to finance high-risk projects with the potential for high returns. Since the capital of (public)
owners has already been lost, there is no incentive to pursue safe lending strategies. High-risk operations
of insolvent banks threaten the stability of the payments system, misallocate resources, and make the
problem of controlling inter-enterprise arrears more difficutt. Some undercapitalized financial institutions,
including the state banks, are paying dividends to owners rather than retaining earnings to build capital.
The NBA should consider sharply restricting the dividends paid by undercapitalized banks.20 in

addition some financial institutions will need to be closed. If some of the larger banks fail or run into
severe liquidity problems it could badly disrupt the system. Some of the smaller problem banks will
fail21. Some failures can be handled by the market. However, the NBA should monitor these failures
to guard against disruption in the payment system and further erosion of low public confidence in the
financial system. The market may not detect and force closure of all insolvent financial institutions so

20/ Most banks are showing paper profits now with vety large spreads and no requirement to provision for
nonperforming assets. These profits are fictitious and would be quickly wiped out if banks were setting aside
adequate loan loss reserves or write-off loans to enteprises that will be pnvatized. Ban should be required to
use retained earnings to build up capital rather dtan paying dividends to owners who are also getting loans.

U/ fhere have reportedly already been a few failures of small banks that were handled without incident by the
market.
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the NBA may have to close or arrange mergers for some badly undercapitalized banks. In the event of
bank failure, household deposits should be returned first and losses taken by shareholders from capital
and the deposits of shareholders. Some of these failing banks may be sold to the stronger banks rather
than liquidated. Only banks with experienced staff that are meeting prudential standards, have adequate
capital, and have external auditors should be allowed to take over failed banks.

Market Structure. Ownership. and Concentration

95. There are severe inherited problems with the financial institutions now operating in
Armenia. The state banks have operating practices developed for a controlled economy, all are severely
undercapitalized or insolvent, and most public enterprise clients are going to be privatized leaving the
payment of the outstanding loans uncertain. The new small financial institutions are owned and lend
primarily to public enterprises that will be privatized over the next few years and most do not have core
commercial banking skills yet. Armenia will face decisions on how to treat the large state financial
institutions, how to cut the link between the public enterprises and the captive small banks, whether any
of the existing public financial institutions can convert to commercial banks, and how to create an
environment to attract and foster commercial banks to serve as a base for future financial development.
There are no clear answers to these questions, and litde historical precedent to guide policy. Nonetheless,
financial sector reforms will have to be coordinated with the privatization program to move to a market
structure and ownership pattern for the banks more conducive to independent commercial banking. The
following strategy is recommended:

- strengthen banking supervision, emphasizing prudential standards in the areas of greatest risk,
for existing institutions and merge or close the weakest financial institutions;

- cut the links between public entprises and the captive small banks when the enterprises are
privatized by selling the bank separately from the owner enterprises;

- impose government and the NBA oversight to control the transitional losses in the state banks;

- reduce the size of the state banks sharply by writing off loans as the major clients are
privatized;

- eventually privatize the state banks.

96. The rapid proliferation of small weak banks establisihed to lend to related enterprises
needs to halted and reversed through a combination of the NBA intervention on licensing and prudential
standards and macroeconomic policy adjustments. First, the macroeconomic distortions that have
encouraged groups of enterprises to establish banks should be corrected, especiaiy the highly negative
real interest rates on advances from the Savings Bank and the National Bank. Second, the NBA should
adopt much more stringent licensing standards for new banks, requinng a complete evaluation of
management, quality of capital, banking skills, and business plans. Third, the regulations should cut the
close links between banks and the commercial enterprises that own shares. Establishing and strictly
enforcing limits on lending to related enterpdses and loan concentration will encourage banks to diversify
lending and make independent lending decisions. In addition to restricting connected lending, (for
instance, by prohibiting a bank from lending more dtan 15% of capital to an owner), all loans to owners
must be reported to the NBA, and the banks should be required to reduce total lending to related
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companies and owners. It is recommended that the NBA monitor total lending to related companies with
the absolute maximum not to exceed 75% of loans at the end of one year, 40% at the end of the second
year, and 25% at the end of the third year.'

97. In order to encourage banks to expand lending outside the group of related enterprises,
the government will have to provide a suitable legal framework through banking, collateral, bankruptcy,
and contract laws and a credible legal system. Under the current regulations, banks cannot take equity
positions in companies. This provision should be strictly enforced, and the NBA should also cut some
of the perverse indirect links. For example, very weak banks are paying high dividends to the parent
enterprises and these funds are used to expand the network of related enterprises. The NBA should
prohibit dividends during the first three to five years of bank operations and forbid dividend payments
from very weak financial institutions.

98. Public enterprises and Ministries have used management and investment autonomy to
become major shareholders in the banks. Moving to a banking system owned by public enterprises
decentralizes ownership but does not bring the improvement in efficiency and management that would
be expected if the banks were outside the public sector. The pattern of ownership by ministries and
public enterprises will cause problems as the public sector shrinks and the privatization program moves
forward. Armenia took the first step towards cutting this link by announcing a program in September
1992 to phase out ministry ownership of banks.

99. The privatization program for state enterprises can be used to cut the link between
enterprise owners and their banks. Cutting this link directly at the time of privatization will be more
effective than trying to use prudential regulations on connected lending and banking supervision. First,
the government should prohibit new investment by state enterprises in banks to avoid the problem of
cutting the link between the public sector and the banks later. Second, the government needs to develop
guidelines on how to deal with the shares of banks currently held by state enterprises during privatization.
The most direct way to deal with the enterprise shares is to write off enterprise loans against their share
capital. The shares of banks should be sold or distributed separately from the shares in the parent
enterprises to weaken the links and move towards a more autonomous banking system. The government
should also develop a phased program for enterprises that are to remain in the public sector to sell their
shares in banks over time.

100. As the current system of connected lending is interrupted, this leaves the difficult question
of funding the enterprises awaiting privatization. The government has not specified which enterprises
will be sold so that new owners assume responsibility for repayment of bank loans and which enterprises
will be cleared of bank loans before privatization. If the banks are guaranteed repayment of enterprise
loans at the time of privatization, this creates a moral hazard problem and banks will prefer to lend to
state enterprises over new private companies. On the other hand, banks will curtail all lending to public
enterprises if not compensated at the time of privatization. In the design of the privatization program,
the government will need to clarify the question of responsibility for repayment of new lending to

L2/ The state banks are now lending 20 - 30% of the portfolio to shareholders. This percentage should not be
allowed to increase.

22I Even before privatzaton, dividends on enterse shames should be used to reduce the loans instead of paid
to enterprises and new borrowing should be restricted.
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enterprises to balance the need for working credit for the enterprises while still putting in safeguard
against automatic credit.

Management of State Banks

101. Under early reforms the state banks became joint-stock banks and sold shares. Lending
is still heavily concentrated by sector to traditional clients and the new shareholders have large claims on
available credit resources. Portfolio performance is deteriorating with the economic crisis: the banks are
being asked to finance critical economic activities and will also be adversely affected by the privatization
program. The loan losses could become much worse and easily grow to undercut fiscal and monetary
control. Some interim measures are needed to control losses as well as measures to start reforms. It is
recommended that the government undertake diagnostic studies of the state banks to get the information
necessary to set performance guidelines to control lending losses, procedures for dealing with bank loans
as enterprises are privatized, and start institutional reforms to restructure and downsize the state banks.
The details of the reform program will have to be decided within the broader strategy to deal with loss-

making enterprises during the transition and the privatization program.

102. The first stage in reforms should be an evaluation of the current situation through baseline
diagnostic studies. At the same time, internal management practices in the state banks should be
strengthened to help control losses. While it is impossible to get a clear evaluation of the state banks
because the situation is in flux, work should be undertaken to establish basic portfolio information and
identify existing losses and unreconciled accounts. This exercise could also review the operating
procedures of the banks. implement the new accounting practices and standards, establish simple loan
classification procedures, strengthen internal audit capacity, and review the business plans for the bank.

103. There are several dimensions to the lending problem during the period of economic
upheaval and transition. These include directed credit by the government to meet emergency needs;
government pressure to lend to enterprises because of expected unemployment problems; the decision of
banks to continue lending to weak enterprises rather than acknowledging loan losses; and the problem
that most lending will be extremely risky in the current unstable economic environment.

104. During the first months of independence, the banks had considerable autonomy in lending
decisions. There has been more pressure by government to direct credit as the economic situation has
deteriorated. There is a recent initiative to coordinate and contain the growing pressure from Ministries
on the banks to allocate credit to critical import needs and to distressed enterprises by establishing a
clearing committee chaired by the National Bank with representatives of the Parliament. This may set
an undesirable precedent of involving Parliament in credit allocation. This temporary arangement has
obvious disadvantages in politicizing the credit allocation process and should be replaced quickly with
other mechanisms to guide credit allocation once economic and political conditions stabilize. It will
probably take Armenia several years to move to a clean distinction between putting enterprise subsidies
into the budget and leaving only commercial lending in the banks but as soon as political and economic
conditions permit, the government should move back in this direction.

105. The banks also face significant loan losses from general economic instability and
uncertainty and the sweeping economic reforms. In some financial sector reform programs. an effort has
been made to control loan losses by isolating high-risk or non-performing public enterprise loans into
separately managed units or consolidating the bad loans in a specia agency or in the weakest state bank
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that can later be liquidated. Any additional lending to public enterprises not able to service the debt
should be monitored closely by budgetary authorities. While separating the management of non-
performing from the performing loans may help cut the link between weak public enterprises and the state
banks, potential benefits of 'moving' non-performing loans to separate managenent units should examine
the administrative and staff costs carefully. It may be more cost effective to force the banks to stop
lending and write off the nonperforming loans. This makes any subsidies to loss-making enterprises the
obligation of the budget rather than the banks.

106. These options will have to be evaluated in light of the design and speed of the
privatization program for public enterprises. If the economy continues to deteriorate, and banks are
called on to do non-commercial lending, this should be moved to the budget as soon as possible or done
under specific repayment agreements with the govermment.

107. Another dimension of the credit allocation problem is that the distinction between viable
and unviable enterprises is far from clear early in the reform process, is clouded by the trade disruptions
and blockade, and is clouded furer by the pending problem of privatizing enterprises over the next few
years. The government will need to work out guidelines and risk sharing arrangements with the banks
for the transition to monitor and control firther repayment deterioration in the banks and potential claims
on the budget accumulating as losses in the banking system. The state banks should be under specific
management and performance agreements to contain loan losses and enforce accountability in lending
decisions. At least one dimension of this monitoring exercise should be to evaluate banks on commercial
criteria and profitability.

108. The government should halt some of the undesirable manifestatons of management
autonomy previously given to the state banks, especially the sale of shares in the state banks. The
Agricultural Bank, the State Commercial Bank, the Bank for Industry and Construction, and the Export-
Import Bank have been given a great deal of management autor imy, converted to joint-stock companies
and are selling shares to public enterprises and the private s Jtor. Giving management autonomy and
selling shares in extremely weak or insolvent financial institutions before a strategy is outlined for dealing
with these institutions, may increase the problems of restrucuring and downsizing these instituions later,
especially since the state banks are lending more than the capital contribution to the new shareholders.
The arguments for allowing the large state banks to sell shares in the near term, such as raising more

capital and getting more shareholders to provide management oversight, are outweighed by the problems
that develop when state banks sell shares to enterprises in exchange for access to loans. Investment in
state banks is extremely risky since all are badly undercapitalized and some are insolvent, so investment
must be motivated by the desire for preferential treatment and access to credit. Shareholders in insolvent
institons have incentives to decapitalize the already weak institution quickly. While it is highly
desirable to reduce public ownership in the banking system, it should be done with a managed rather than
an ad hot strategy because of the problems of privatizing insolvent banks. It is recommended that the
government halt the sale of shares in state banks until restructuring plans are developed.

109. Restructuring and reducing the size of the state banks will have to be done in conjunction
with restrucring and privatizing the state enterprises. High inflation and negative real interest rates are
eroding the burden of the stock of parastatal debt in the banks. The balance sheets of the state banks can
be further diminished by cancelling outstanding debts against deposits or capital contribution as
enterprises are privatized, consolidating some of the unreconciled liabilities and assets in the banking
system arising from the break-up of the Soviet Union with unreconciled government accounts, and writig
off bad loans and other accounts. Special provisions of the privatization program, rather than bankruptcy,
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may be used to deal with some state enterprise bad debt in the banking system. Setting the rules for
restructuring and downsizing early in the reforms will reduce the budgetary drain of dealing with the state
banks. Reducing the size of the state banks as the clients are privatized also has the advantage of making
it easier to privatize the state banks in the future.

110. Finaliy, the state institutions dominate financial markets, shape the competitive
environment, and allocate significant resources in the economy. These institutions should not be allowed
to use current market power and management autonomy to reassert dominance of the markets or
discourage the growth of private banks. A strat for financial sector reform should aim over the
medium term for a 'level playing field', with equal treatment in policies and regulations of all financial
institutions, removing any special privileges for the state banks, commercializing operations to the extent
possible, minimizing losses, shrinking these institutions through privatization of their clients, and
eventually privatizing the state banks.

The Savings Bank and Household Savinys

111. Armenia has an established tradition of significant household savings in the Savings Bank.
Savings Bank-Armenia has R 7.6 billion in uncovered liabilities to households in Armenia for funds

transferred to Sperbank-Moscow for general budgetary support. The unresolved status of blocked Savings
Bank deposits, as well as the sharp fall in household incomes, negative real deposit rates, and lack of
confidence in the financial institutions have stopped the flow of household savings into the banking
system. The new smaller banks have only R 11.4 million in household deposits and the state banks,
excluding Savings Bank, have R 21.9 million. Therefore household deposits outside of the Savings Bank
were only R 33.3 million as of April 1, 1992. It will not be possible to build an intermediation process
in the economy until households regain confidence and have incentives to deposit in the banking system.
Attracting and protecting household deposits as the base for developing a viable financial system should
be a priority. The Government is currendy preparing a program to index and unblock Savings Bank
deposits, which should encourage reintermediation. Prudential regulations to increase confidence in the
safety of depository facilities.

112. The government does not have the budgetary resources to honor deposits blocked in the
Savings Bank immediately and will have to spread this burden over time. The Government is currently
discussing issuing privatization vouchers for the Savings Bank deposits. Under this plan, households
would be allowed to trade or sell their vouchers. As it is likely that the resale value on privatization
vouchers issued for the Savings Bank deposits will be quite low, households should also have the option
of leaving the deposits in the Savings Bank in some type of term savings instrument.

113. The obligations that depositors do not want to swap for government debt or convert into
privatization vouchers will have to be covered by issuing government interest-bearing bonds to the
Savings Bank. It is highly unlikely that the government wil have the cash to make interst payments
to the Savings Bank in the near term to meet the liquidity needs of the bank. As long as withdrawals are
restricted, the government should consider targeting the cash available for withdrawals so that low-income
or unemployed households have first call on available cash. The interest rate on deposits should be
raised to positive real levels as soon as possible.

114. While all banks can now take household deposits, the Savings Bank has an extensive
branch network that may serve as the base for reestablishing basic financial services to households. A
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diagnostic study of the Savings Bank should be done within the next year to establish what options are
available for reorganizing and restructuring the bank until it can be privatized. The prospects for
privatizing the Savings Bank are limited for the next few years since none of the existing banks is strong
enough to bid on parts of the branch network.24 While the Savings Bank remains a public bank taking
household deposits, the lending options of the bank should be restricted. The Savings Bank should not
be allowed to continue on-lending to high risk banks,2 the incremental deposits in the Savings Bank
should be subject to the same reserve requirement as the other banks, and a significant portion of any new
Savings Bank deposits should be invested in safe government paper.

115. Easing the liquidity problems in the Savings Bank and allowing the public to exchange
blocked deposits for privatization vouchers will be a step in rebuilding credibility in the financial system.
But to build public confidence in the broader financial system, the government needs to take aggressive
action on the unsafe financial institutions in the system. The public correctly perceives new financial
institutions as very risky because of the ease of getting a banking license and the rapid proliferation of
banks. To restore any credibility to the system, the government will have to tighten the licensing and
prudential requirements for banks and force mergers or closure of the weaker institutions. This should
be done so that household deposits are covered first when banks are closed.

116. It is strongly recommended that the government focus on tight regulation of the banks to
rebuild the confidence in the system. However, if additional measures are needed to attact household
savings over the next few years to fund the budget deficit, these should be very limited and narrowly
targeted. Deposit insurance is not an option with the present budgetary situation2e. One option,
although it is acknowledged that there would be significant credibility problems, would be a small
denomination bond with government guarantees on the principle and positive real interest rates. These
could be sold and redeemed through the Savings Bank offices.'

117. Other factors needed to encourage voluntary savings are bank secrecy requirements and
weakening the link between the banks and tax collection. It is dearly recognized that Armenia needs to
speed development of an internal revenue service capable of collecting tax revenues based on declaration
of incomes and inspection. This will be important not only for the fiscal position, but to build confidence
in the banking system. As long as banking records are available to tax authorities, both public and
private enterprises will avoid using the banking system.

24/ When such a privatization effort is undertaken, the government will have to issue bonds to cover the
remaining obligations on household deposits. In other words, the government will need to compensate the new
owners to take over the deposit obligations not met with privatization vouchers.

25 At a minimum, only commercial banks with external auditors that meet prudential requirements should be
allowed to borrow from the Savings Bank.

2§I Even once the budgetary situaton improves, there are serious moral hazard ptoblems with introducing
deposit insutance.

27/ The curent proposal to issue 2 billion in government bonds at negative real interest rates (24%), sold
at the time that wages are paid, may slow the process of reestablishing voluntaay household savings.
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The Medium-term Framework for Development of Financial Services

118. As the economic situation improves, Armenia will have to establish the incentives and
environment to attract credible commercial banks, other types of financial institutions, and expand
financial services. Economic conditions, the legal framework, and the skill level in the banking system
will determine the incentives and ability of the banks to expand financial services. The importance of
the legal framework for improving financial services should not be neglected. Armenia is rapidly
undertaking legal reforms but it will be some time before the framework for contractual obligations and
clear property rights are in place and supported by a functioning judicial system. The financial system
will be slow to introduce financial contracts in areas where laws are still weak, property rights have not
been clearly defined, and enforcement costs are high.

119. To expand the range of financial services, the banking system will need intensive training
programs for the central and commercial banks. Several donors have already visited Yerevan to discuss
assistance with training programs for both the central and commercial bankers in management of banking
institutions, international accounting standards, credit analysis, and foreign operations. While training
is being undertaken in the banking system, the fastest way to increase the range of financial services is
through entry of foreign or joint-venture banks to bring in new banking skills. The government is
interested in attracting foreign banks but there has only been one new entry, an Iranian bank in June
1992. More active interest will probably not be manifest until the banking law and regulations are in
place and the external political situation has stabilized.

120. Establishing a safe base for future financial sector development is a priority. Only
after that framework is in place can more atention be paid to the question of promoting competition.
Competition among financial institutions will be limited and is potentially destabilizing as long as most
institutions are very weak, owned by the public sector, and lending to related enterprises. Competition
is dependent on establishing independent financial institutions capable of arms-length credit evaluation.
Therefore in the short term, the priority should be policies that lead to greater separation between owner
enterprises and banks. The environment for competition will improve if banks are privatized separately
from enterprises. It will also improve the environment for future competition if the state banks are
reduced in size and not allowed to use market power to thwart market development.

121. The Government wishes to set up a Development Finance Corporation which would
supply medium-term financing, as this is a serious gap in the system at present. The aim is to interest
a reputable foreign bank in setting up an investment bank that would offer advice and evaluated business
plans, as well as lending; and would serve as a model of good financial practice.

B. Sequencing of Policy Reforms

122. The National Bank and the Commercial Banking Laws were expected late in 1992. Laws
on collateral and bankruptcy are also to be submitted to the October 1992 session of Parliament. The
legal framework must be supported quickly with the prudential regulations and supervisory powers of the
National Bank. While a longer phase-in period may be desirable for some regulations, the NBA should
enforce the prudential regulations that cover the areas of highest risk: credit risk, connected lending, loan
concentration, liquidity, and inflation risk. The NBA faces a daunting task in the near term with many
very weak and some insolvent and illiquid small banks as well as five large banks in an extremely
vulnerable financial condition. To keep the problems from getting worse the NBA should only license
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new banks if there are very strong applicants. In addition the NBA should be much more restrictive
about licensing commercial banks for foreign operations until the banks have training. It may be
premature to allow the banks to take foreign currency denominated deposits. The National Bank will
need- technical assistance in some new operations, such as implementing new accounting standards,
payment systems, foreign operations, reserve management, bank inspection and supervision, and
macroeconomic and monetary policy.

123. The pace of banking sector reforms will need to be adjusted to broader economic
conditions and reforms in other sectors, especially links among monetary and fiscal control, currency
reforms, foreign exchange availability, performance of the public sector economy and privatization.
Macroeconomic stability and lower inflation are obvious priorities for improving the performance of the
financial system. Also fiscal reforms are critical so that the government will not be so reliant on
financing from the banking system. Any setbacks in achieving macroeconomic stability or broader
economic reforms, or need for direct government intervention to deal with the shiarp decline in the
economy, will limit the options for moving towards a commercial banking system.

124. As a member of the ruble zone Armenia has limited discretion on monetary policy, but
Armenia has lagged far behind Russia in adjusting the rate on National Bank advances to the commercial
banks. The rate in Russia was recently raised from 50 to 80%. Ihe rate in Armenia was raised from
22 to 30% in July 1992, and to 60% in January 1993, leaving the rate both strongly negative in real
terms and less than in other ruble-zone countries. Since the commercial banks on-lend the funds with
spreads restricted to 4%, there is a very large subsidy to about one-third of bank borrowers that get these
cheap funds. In recent months this has primarily been the government. Strongly negative real interest
rates wipe out the incentives for financial savings. The deposit rate on the Savings Bank averages 6%
so households have incentives to stockpile goods rather than bold deposits. While it is realized that
raising the interest rates will not be sufficient to encourage a strong short-term response from depositors,
and that higher interest rates will increase repayment problems among borrowers and increase the interest
obligation in the government budget, these factors must be weighed against the distortions in resource
allocation caused by incorrect interest rate signals in the economy and in the financial system.

125. Public enterprise and banking reforms must move forward together. The speed with
which the banking system can begin operating on a commercial basis depends on cutting the direct and
indirect links between the banks and unviable public enterprise clients. The first step is to implement
restrictions on connected lending. Second, public enterprises should not be allowed to start captive
banks. Over time the link can be cut by separating the banks from the owner enterprises before
privatization.

126. The work program for the state banks should begin immediately with the intention of
reducing and restructuring the state banks as the public enterprise clients are privatized. Early steps in
developing this strategy could include basic diagnostic overviews of the financial position and reviews
of the operating pracices of the state banks. Guidelines should be established to control high-risk lending
and loan losses and the government should halt sale of shares in state banks. As the enterprise
privatization program moves forward this can be used to force restructuring and downsizing of the banks.
However this process is going to demand a great deal of management guidance by the government since
radical ownership changes and shifting economic incentives will disrupt financing patterns. Interim
financing plans will be needed.
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127. Rebuilding confidence in a banking system will take time and some of the steps are going
to be a drain on the budget. The government is prepared to offer privatization bonds in exchange for
household deposits in the Savings Bank. The plan should be put in place very soon to allow households
to take part in the small-scale privatization program. Also the government is planning to meet the
obligation of household and joint venture deposits frozen in the Export-Import Bank from the demise of
the V.E.B. Bank.28 Efforts should also be made in other areas that will help reverse the
disintermediation in the economy. A restructuring plan for the Savings Bank should establish sufficient
reserves so that new household deposits are guaranteed access to currency for withdrawals. As soon as
possible the link between bank records and tax collection should be cut. The government should also
avoid forcing involuntary savings on the population at very low nominal interest rates through new
government bonds.

28/ The govemment is consideing a proposal to repay household and joint-venture deposits blocked in the
Export-Import Bank early in 1993. Out of the US $45 million in deposits in the Bank, joint-venture deposits
ae about $800,000 and household deposits are $1.5 - 2 million.
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INDUSTRY: BETWEEN PLAN AND MAaLKFT

A. Armenian Industry and its Role in the USSR

128. In 1991 industry accounted for slightly less than half of Armenia's NMP9 (in 1992 it
accounted for 41% of NMP) and for about one fith of total employment, its share in the economy having
declined somewhat since 1988. In accord with general Soviet philosophy, Armenia's economy, and in
particular its industrial sector, was highly integrated with the economy of the USSR. It continues to be
highly integrated with and dependent on the states of the former Soviet Union (FSU). In 1990 for
example, exports to the USSR represented 35.4% of Armenian GDP, making Armenia one of the most
highly integrated of the Soviet republics.' Ninety-nine percent of those exports came from the
industrial sector.

129. In broad terms, Armenia's role in the industrial economy of the USSR was to process
intermediates and materials procured from other republics and to supply a wide range of consumer and
nonspecialized producer goods. As shown in Table 1, it therefore has substantial capacity in light
industry (22% of output), notably textiles, knitwear and shoes, and in food processing (27%). In the
Soviet context, these branches were considered as highly developed. It also has a sizeable heavy
industrial component in the machine building sector (22.5%). Armenia specialized in and exported
hosiery, knitted wear, shoes, and washing machines. It also exported processed and canned food. While
Armenia was not a net exporter of producer goods in general, it did export vehicle tires, caustic soda,
and a sizeable quantity of standardized electric motors and cables, and metalcutting machine tools. Its
production of electric motors represented 7.7% of Soviet output.

Table 1. ARMENIA: Production by Branch

STRCTUE O Q 7 CHANGES IN OUTPIIT 92:1 To 91*.1
92 as %of 911 as % of 91 as % 92:1 as % Deflator

BRANCH Total 92 Tota 92: of 90 of 91:1 91:1 a 10

All industry 100.0 100.0 90.4 50.7 800.0
Electric energy 11.8 12.7 93.3 73.6 1201.1

Fwous metalurgy 0.2 0.1 80.4 51.3 211.8
Non-ferous metallurgy 3.2 16.5 90.7 65.8 1193.5
Chenicals and oil procesWng 7.8 13.4 109.7 95.2 1439.9
Machine Building and

meta working 27.2 20.9 89.4 31.8 1002.1
Wood, finiture and paper 0.8 0.7 99.2 32.5 523.7
Building matias 2.9 1.1 90.9 13.7 791.2
Light industhy 12.9 13.6 94.1 62.4 471.3
Food procesing including

grain m iling and
animd feed 14.4 18.4 84.2 54.2 995.1

Other branches 2.6 93.1 29.7 907.7

Sauze: Stka Dcpsit of Sltat. Ouput mead ti comparabk prics.

29/ IMP SM92/43 TI

2Q/ IMP memorandum: External Trade of the Republic of Armenia.
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130. On the other hand, Annenian industry has been a net importer of energy and agricultural
inputs, chemical inputs and products, wood and paper, and other intermediate goods. It thus depends on
imports for a high proportion of its intermediate inputs, and has already been shown to be exceptionally
vulnerable to the disruption of intra-FSU trade.'

131. Large manufacuring plants were distributed over the Union with little regard for
comparative advantage. As a result, Armenia has a number of large enterprises that are undoubtedly
white elephants in the face of any rational pricing structure. One example is an aluminum plant,
requiring imported materials and costly electric power. Another is a synthetic rubber plant, constructed
despite scarce energy and hydrocarbon resources.

132. During the Soviet period, Armenia was accorded a disproportionate share of the military-
industrial complex and was a net exporter of military goods. Unfortunately for these enterprises, the
political developments of 1991 have drastically - and permanently - reduced the demand for output from
this sector. According to some estimates, military production has decreased from 10% of industrial
output in 1990 to 5% in 1991. Some of the military plants have been partially converted to the
production of consumer goods such as television sets, and to producing construction equipment. Many
of the enterprises, however, have not yet been retooled.

133. With a strong human resource base in mathematics, Armenia's military sector became
a center for computing (imcluding the construction of supercomputers), and this has left the country with
a good skills base in computing and related software areas.

134. Industrial reform and restructuring will therefbre require major shifts within Armenia's
industry towards sectors which better exploit its natural comparative advantages. These include:

- a relatively well-trained and educated labor force, including skills in certain high-
technology areas,

- agricultural resources for possible "niche" products such as specialty processed fruits,
brandy and wine, and

- a range of nonferrous ores such as copper, molybdenum and zinc and various other
earthen ores that may turn out to be of extractable value when mining operations are
evaluated at world prices.

- Armenia's position at the intersection of natural trading routes may also prove to favor
light industrial activities as well as services once conmmunications with neighboring
countries are normalized.

135. Interrepublican Trade Balances. Armenia's interrepublican trade deficit in 1990 was 80.3
million current rubles which represented only 2.3% of its imports from the FSU area.' Analyses of
the impact of converting to world prices suggest that the revalued deficit would have been considerably

31 / This vulnerability was evident in te second half of the 1980s, as Armenia's exports declined from R
5.5 billion in 1986 to R 3.5 billion in 1990. The main factor responsible was a drastic fail in exports of
machines and metals which, in turn, was largely due to difficulties in obtaining inputs from other republics.
IMP SM92/43 . In May 1992 the food procsing industry was operating at one third of capacity, largely
because of the unavailability of imported inputs.

32 IM, External Trade of the Republic of Armenia.
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larger, mainly because of Armenia's resource-dependence.33 In the first half of 1992, the deficit had
risen to 3,131 rubles, or 30% of its imports from the FSU.

136. Trade Outside the FSU. Armenia's foreign trade outside the Soviet Union, was very
small, and trade continues to be small outside of the FSU. In 1990 Armenian exports outside the USSR
comprised only 1 % of GDP. Foreign imports, on the other hand, have been in the range of 25% of
GDP, so that Armenia ran a significant foreign trade deficit. 34 In the absence of Union financingin
1992, foreign imports dropped dramatically to less than 1% of GDP.

137. Armenia's imports from foreign countries have mostly been light industrial products,
processed foods and agricultural products, but it is also a net importer of non-ferrous metals, chemical
products, and machine-building and metalworking sector products. Armenia switched from being a net
exporter of non-ferrous metals in 1987 and 1988, when non-ferrous metals made up around 25% of
Armenia's foreign exports, to being a net importer of non-ferrous metals in 1989 and 1990. Imports
of foreign machines and metalworking equipment also rose sharply. Considering specific product
groups, pharmaceuticals made up one third of imports of foreign chemical products and 2.5% of total
foreign imports. Automobiles and parts, radio electronics, and machinery and equipment for the light
industries were important imports. In 1990, Armenia imported 20.8 million current rubles worth of such
machinery, which represented 16.7% of its machinery imports and half of its total imports of these
products.' While this indicates a considerable dependence on foreign imports for light industry, it also
suggests that Armenian light industry now possesses some up-to-date equipment that may facilitate foreign
exporting.36 Ninety two percent of Armenia's imports of furniture came from foreign sources in 1990,
while foreign imports of such light industrial products as hosiery and knitwear, sewn goods, and leather
represented around 50% or more of total imports. Finally, over half of Armenia's imports of agricultural
products came from outside the FSU.

3/ An analysis of Soviet interrepublic trade done by Brown and Boindas shows that while domestic
prices overvalued both Armenan exports and imports, exports were more overvalued so that the terms of trade
shift from a move to world market prices is negative. For 1989, Armenian interpublic and foreign trade
balance in domestic prices was 1210 million rubles and in world prices was 1400 million rubles. PlanEcon
reports that in 1988, Armenia's intermpublican trade deficit was 1120 million mbles in domestic prices and
1400 million rubles in world prices.

4/ For 1991, the foreign trade deficit in domestic prices was 610 million rubles and in world prices was
254 million rumles: IMP, External Trade of the Republic of Annenia.

35I Department of Statistics. According to the Ministry of Light Industry, in 1990 and 1991 enterprises in
this branch imported $200 million in equipment from outside the CIS.

3/ Because of reduced production levels, much of this equipment appears to be still unpacked and not
installed.
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B. Oversight of the bidustrial Sector

138. Industrial production in Armenia falls under the oversight of several ministries and
departments. The ministries include the Ministry of Heavy Industry, the Ministry of Light Industry, the
Ministry of Food Industry, the Ministry of Forest Products and the Ministry of Energy. The departments
are not on the same governmental level as the ministries, but they are separate entities and do not fall
under the purview of the ministries. Two departments relating to the industrial sector are the Department
of Building Materials and the Department of Local Industries. Some enterprises fall under the oversight
of both a ministry and a separate department.

139. The Ministry of Light Industry controls 72 large enterprises and 280 smaller ones with
total employment of 110,000. The most developed branches include shoes, textiles, garments and
knitwear,and carpets. The exports of these firms in 1991 amounted to $15 million, and were mainly
handmade rugs and knitwear. Most of the plants producing consumer goods are being severely squeezed
by the sharp decline in nonfood household demand that has accompanied soaring prices and falling real
wages. Short time is common, and firms are working at low levels of capacity.

140. The Ministr of Hem Industry was established only in February, 1992, to preside over
the former All-Union plants bequeathed to Armenia. It controls 400 large industrial enterprises. These
are organized in several departments, including chemicals and drugs, metal products, machinebuilding,
and jewelry and diamonds. Many enterprises have considerable monopoly power within the FSU.

141. The largest department of the Ministry is that of Machine Building, which supervises 231
enterprises with 145,000 employees. These fall into three branches: equipment and auto machinebuilding
(61 factories and 30,000 employees); electrotechnical industry (70 factories and 40,000 employees); and
radio electronics (100 factories and 75,000 employees). The first branch produces general-purpose
machines for forming metal parts, as well as pumps and motors. The second is highly developed in the
Soviet context, being the third or fourth largest Soviet complex in areas such as electric motors,
generators, gauges, electric cables etc. The third represents the former All-Union defence industry
enterprises. It is believed to include the best quality equipment and most highly skilled employees in
Armenia.

142. The current situation of these branches is quite differentiated. Some of the factories,
particularly in the electrotechnical branch, have adequate orders, including those through the state system,
and are operating at moderately high levels of capacity. Many of the firms have the advantage of
producing relatively unspecialized products, that might find quite broad export interest, particularly in
middle-income countries. The financial situation of the third branch is the most serious. About 10%
of the employees have left in the last year, some having been recruited by the private sector.37
Although this represents an informal process of conversion, the government is concerned that critical
mass will be lost in some areas of expertise, and that this will seriously reduce the value of the
enterprises.

22/ In the opimon of the Ministry, those who have left represeat the best sOcod rskn of enginer and
tecncins.
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143. Particularly in this branch of ex-military industries, it is urgent to start classifying
enterprises according to their potential for survival and export potential, and to involve foreign expertise
in the assessment.

C. Concentration and Monopoly

144. Although not as large as enterprises in the bigger states of the FSU, Armenia's enterprises
are large, especially considering the size of its economy. In 1987, 89.6% of all workers were in
enterprises with over 300 workers and 74.9% of these were in enterprises with over 1000 workers.
Average firm size in the industrial sector was 445 workers. Table 2 lists average firm size by branch.
The largest firms were in the branches of machine building and metal working (1693 average), and light
industry (1023 average). Vertical and horizontal integration contributes to the size of enterprises. While
the statistical office reports 605 firms, the relevant ministries report much greater numbers. For example
the statistical office receives data from 76 light industrial firms, but the Ministry of Light Industry claims
control over 352 enterprises. This discrepancy arises because the statistical office counts conglomerates,
while the ministries often count their various factories separately.

Table 2. ARMENIMA: rm Size

BRANCH NUMBER OF NUMBER OF AVE. WORKER
FMS WORKER PER FRM
1991 1"9l

All inusay 605 269466 445
Electric energy 7 6038 863
Black mallugy 3 681 227
Colored meaLurg 14 6254 447
Chenmials and oil processing 16 10618 664
Machine uilding and

meta working 66 111737 1693
Wood, furniue and paper 18 5565 309
Builing marials 94 16483 175
Light industy 73 74704 1023
Food processing inclhdin
grain miig and
animal feed 121 19514 161

Other branches 193 17872 93

Souc: Sot Dbpzmc -of Satiics. Ou cawI in compuabk pris.
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Table 3. ARMENIA: Conceoraton of Industrlul Production within Anmenia

PRODUCT NUMBER OF OUTPUT SHAR OUTPUT SHARE
PRODUCERS

19m0 19890 1991

Power stations I 100 100.0
Electromotors 1 98 98.5
Electric lamps 1 100 100.0
Power cables 1 100 100.0
Metal-cutting machines 2 65 67.8
Tcwks 1 100 100.0
Synthetic rubber 1 100 100.0
Tires 1 100 100.0
Chemical fibers I 100 100.0
Cement 2 100 100.0
Flagstne 100 N/A
Carpets 2 85 93.9
Textile 3 45 N/A
Leather shoes 3 65 54.8
Garment 3 45 55.5
Knitwear 2 65 28.5
cotton fabics 2 60 86.7
Woolen fabrics 2 85 N/A
Silk fabriCs 1 80 97.2
Caned food 3 48 52.3
Wines 3 86 94.5
Conc 1 90 81.9
Mineal waer 1 90 95.1

Sace: St Dq,asttz cf Sta6diui.

145. As a result of the Soviet industrial strategy, production in Armenia is highly concentrated
among a few large firms. Table 3 shows the shares of the largest producers as percentages of total
Armenian output of certin products. This degree of concention would limit the action of domestic
competitve forces even if state orders were no longer a factor.

146. 'Me degree of monopoly and concentration within Armenia points to the need for Armenia
to implement an open trade policy. It also signals the need to encourage the dissolution of industrial
groups. Such a policy appears to have some potential for increasing the number of firms and the level
of competition in the economy.

D. Performance in 1991 d 1992

147. 'Me performance of Armenia's industry has been strongly affected by a combination of
FSU-wide developments outside the direct control of Armenia and factors specific to Anmenia, only some
of which are under the direct control of the government. The former include the powerful
macroeconomic pressures and regional export restrictions that have caused a progressive breakdown of
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the centralized trading arrangements leading to shortages and the disruption of trading links. The crisis
of Vneshekonombank effectively confiscated foreign exchange deposits held by many Armenian
enterprises. Tightened credit resulted from the shrinking of deposits in real terms, because of highly
negative interest rates and a loss of confidence in the financial system due to Pavlov's abortive
confiscatory reforms in 1991. In Armenia, the freezing of Sperbank deposits has further undermined
confidence in financial institutions and contributed to reduce the availability of credit.

148. Another FSU-wide development that has seriously affected Armenia's enterprises is the
deterioration in the clearing system, particularly for interrepublican payments. With suppliers unwilling
to ship intermediate inputs until payment has been credited to their accounts, Armenia's enterprises face
lengthy periods of closedown even when willing and able to purchase supplies. Finally, the fcash
shortage' impacts on Armenia's sales, as it does in other parts of the FSU, squeezing demand for
consumer goods and contributing to the buildup of stocks of final products.'

149. Factors specific to Armenia include the earthquake of 1988, which damaged some
industrial plant severely, disrupting production chains. Some of these plants have not been rebuilt. Most
seriously, the economic blockade by Azerbaijan and Turkey and disruption of trade through Georgia have
curtailed critical imports to Armenia, especially imports of vital fuels. The resulting energy crisis forced
the Government to restrict operation of schools and government offices as well as to completely close
down many enterprises from November 1991. The blockade also curtailed exports out of Armenia,
constraining effective demand. In addition, Armenia has shown a trend towards lower pay settlements
than Russia. This has shrunk nonfood consumer demand even more sharply, and further contributed to
the buildup of stocks of such finished goods as clothes and shoes. Competitive pressures seem to be
insufficient for this to be reflected rapidly in price-cutting.

150. Faced with this combination of events, it is not surprising that Armenia's industrial output
has fallen sharply and that its performance in 1990 and 1991 was among the worst of the former Soviet
republics, although macroeconomic estimates are subject to considerable uncertainty."

151. Output Developments in 1991. Armenia's industrial growth slowed in the 1980s and
production declined from 1988. Table 1 shows the changes in output by branch from 1990 to 1991 and
between the first quarter of 1991 and the first quarter of 1992. 40 Production fell about 10% in 1991.
This drop was fairly evenly spread across branches with the exception of ferrous metallurgy and food

processing which contracted more sharply, and chemicals and oil processing on the other hand, which
actually rose.

&I For an analysis of the 'cash shortage' in Russia, see Richard Iayard, 'Prices, Incomes and Hardship",
paper presented at Stockholm Institute of Soviet and East European Studies, June 15-16, 1992. The cash
shortge affects especialy private businesses. At least one in Armenia has opened a casino in order to secure a
supply of cash rubles.

39/ The declines in NMP produced were 13.2% in 1990 and 11% in 1991 (Planecon March 27, 1992 T6).
The declines in NMP used were 10.7% and 14.1% respectively. The use of output as between consumption and
investment demand has apparently flucuated violently in Armenia in 1990-1992.

40/ It is prefre to measure the first quarter of 1992 against the same quater of 1991 since Armnnia's
industry is affected by strong sanal &ctors.
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152. vUt= Developments in 1992. The impact of the winter 1992 energy crisis is reflected
by the change in output volumes for the first quarter of 1992. Industrial output was only 51 % of
production in the same quarter of 1991, but performance varied greatly across branches. While chemicals
and oil processing output remained near its 1991 level, building materials output fell to only 13.7% of
the 1991 level. Because of the energy crisis and severe budgetary constraints, the government froze most
of its construction projects, severely reducing the demand for building materials. Machine building and
metal working also experienced a major contraction - of 68% - because of imploding investment and
military demand. Many enterprises simply did not operate during the first quarter - in January 1992, only
206 industrial enterprises, or 33.6% of the total, were operating at all. By March, 403, or 65.7%, were
operating at some level of capacity. By April, 514 or 83.6% of the industrial enterprises were operating,
and production rose from March to April by 18.5%.4'

153. In the first quarter of 1992, output proportions therefore changed significantly, in ways
which largely reflected the priorities of the government. For example, electricity production was a
priority sector for fuel allocation, so that first quarter electricity production in 1992 represented between
65% and 70% of corresponding production in 1990. Households also were accorded high priority in
access to electricity. Another factor responsible for changing output proportions across industrial
branches has been the changing response to environmental concerns. Before 1990 the government had
closed a number of enterprises, especially in the chemical sector but some, such as a synthetic rubber
plant outside Yerevan, have subsequently reopened despite some protests.

154. Despite the dismal output picture, only 8.6% of the operating firns failed to fulfil their
state orders, and the value of non-delivered goods was only R 729.1 million or 5.2% of industrial
production for the four month period. This suggests that state orders have been continuously revised to
take into account changing production possibilities, as well as used to influence the pattern of output.

E. Employment, Wages and Pfices

155. Table 4 shows shares of industrial employment by branch. Together the branches of
machine building and metal working and light industry account for almost 70% of industrial employment.
Total employment in the industrial sector decreased from around 326,000 in 1990 to around 269,000 in
1991, a fall of 17.5%. This represents a considerable fall in industry's share of overall employment,
from 20.0% in 1990 to 16.6% in 1991. Employment rose only in electric energy, falling in all other
sectors. Indeed, in all cases except metallurgy, the decreases in employment apparently exceeded those
of output.

41/ information for April comes from the May Summaty of Economic Developments. The increase in
production from March-April 1992 was the same as in the coreponding period in 1991, and was below the
27.5% increase in the number of opeating firms.
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Tabl 4. ARMENIA: Employment

BRANCH 90 %of 91%0f 99t91 90to 91
90 tt 91 total % hange % change

in worker In output

All industry 100.0 100.0 -17.3 -9.6
Electric energy 1.6 2.2 13.1 -6.7
Black metallurgy 0.2 0.3 -3.5 -19.6
Colored metalurgy 2.0 2.3 -4.0 -9.3
Chemicals and oil processing 3.7 3.9 -12.7 9.7
Machine Building and

metal worling 40.7 41.5 -15.7 -10.6
Wood, fitue and paper 2.6 2.1 -33.4 -0.8
Building materials 5.9 6.1 -14.3 -9.1
Light inustzy 28.0 27.7 -18.0 -5.9
Food processing including

grain milling and
animal feed 7.7 7.2 -22.4 -15.8

Other branches 7.6 6.6 -27.4 -6.9

Sore: SW. D.atmt of SatIsi.

156. This phenomenon seemed to reverse itself in 1992, as employment remained relatively
stable through the fall in output. Many firms did implement temporary layoffs and paid employees only
a proportion of their full wages, but the economy did not experience mass unemployment. Firms seemed
to be trying to maintain employment during the recessionary period.

157. Wages increased in all branches from 1990 to 1991 as shown in Table 5. The increase
in average 1991 wages over average 1990 wages for the whole sector was 38.8%. With retail price
inflation in 1991 of 142.3%', wage inflation lagged far behind price inflation. It may be significant
that the branches with the highest average wages in 1991 - electric energy, non-ferrous metallurgy,
chemicals and oil processing and building materials - are all included in heavy industry. The firms in
heavy industry also reported proportionally smaller decreases in the number of workers from 1990 to
1991, as shown in Table 4. The two branches with the greatest wage increases, electric energy and
chemicals and oil processing, are also both monopolies. We have very little information on the evolution
of the wage structure in 1992.

158. As wages fell behind prices, wage payments fell relative to output. In 1991, wage
payments represented about 10% of total industrial output, a substantal decrease from around 15% in
1990. The share of wages in outpt value is shown by branch in Table 6. The decrease in the wage bill
as a percentage of output is fairly uniform across branches.

159. Across branches in 1990, electric energy and chemicals and oil processing were relatively
capital intensive. Together they controlled 25.5% of the capital stock in the industrial sector while they
only employed 5.3% of the industrial labor force: see Table 7. Light industry was relatively labor
intensive, employing 28% of the industrial labor force with only 12.9% of the capital stock. Average
wages in light industry were relatively low in both 1990 and 1991.

42 IMF. mission rort, May, 1992.
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Table S. ARMENIA: Wages

BRAN^lCH men"hl Monthly 90 to 91 90 to 91
Ave. Wage Av. Wage % cuage % chage

1990 1991 In ave. wage in vwrkers

UI industry 259 359 138.8 -17.3
Electic energy 258 545 211.4 13.1
Black metallurgy 296 386 130.2 -3.5
Colored metalurgy 310 457 147.5 -4.0
Chemicals and oil pacessing 220 419 190.3 -12.7
Machine Buiding and

mewal working 270 362 134.2 -15.7
Wood, furnitne and paper 245 346 141.2 -33.4
Building materials 339 444 130.8 -14.3
Ligh industy 238 316 132.8 -18.0
Food processing including

m inaing ad
anial Dfeed 217 308 142.0 -22.4

Odher branches 267 371 138.8 -27.4

Scu.: S9at Deatmoa oStfiaos.

160. According to the April economic summary of the Department of Statistics, industrial price
inflation has accounted for a large part of overall inflation from April 1991 to April 1992. The composite
index of prices from April to April increased 501.2%. However, inflation in many industrial branches
was much higher. The summary lists the following examples of price increases: oil-chemical prices-27.2
times, electric energy-26. 1 times, chemicals-17.2 times, non-ferrous metallurgy-l5.7 times, cellulose
paper-19.3 times, processed meat and dairy products-14.3 times, and machine building and building
materials-more than 10 times. This pattern is consistent with that found for other FSU states, including
Russia, where price liberalization has resulted in a substantial terms of trade movement in favor of
industry.

161. Can the large decline in employment in 1991 be considered as an indication of
restrucuing? Probably not. From Figure 1, the employment changes were uncorrelated with output
changes across branches. As shown in the figure, part of the reason may be that the changed values of
output reflected far more the effect of relative Ei£ changes than relative volme changes. Except for
food processing and the small residual "other" sector, employment and wage bills are positively
associated with output values and prices.O If anything, the pattern of labor and wage adjustment
therefore seemed to be driven by the different abilities of the branches to raise prices, with labor
absorbing part of the resulting quasi-rents.

43/ Changes in fiod processing output may reflect changes in input costs as mnuh as widened nargins.
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Table 6. ARMENIA: Cost Structur, Wages

BRANCH 1990 11"0
wag bill as we bill as

%of %of
9output outp

Al industry 14.4 93
Electric energ 6.6 7.1
Black metallurgy 15.1 16.1
Colored melurg 11.0 8.2
Chenicals and ol processing 11.2 9.0
Machine Building nd

metal woriog 18.6 16.6
Wood, fiture and paper 17.5 11.8
Building maedals 263 17.9
light industy 14.5 103
Pood procesing includig

grain mlig and
ainuim feed 6.1 25

Odher branches 13.5 5.0

Bows: Stas Dqurmn of SWW&s.

162. Although not conclusive, 1991 patterns of wage, price and output movements across
branches suggest that monopoly power (for those branches with continued demand) has been quite an
important factor affecing price and wage increases and the ability to avoid layoffs. This points to the
need for some type of incomes policy as a transitory measure until competitive forces are better
established and ownership rights are clarified and substantially privatized.

Table 7. ARMENIA: Equipment and Labor

BRANCH 90 upV 9 labor 90 equIp
as % of as %of as % o9o

toMal equip tow labor prod. f

Al industry 100.0 100.0 42.9
Electic enewr 14.2 1.6 323
Black metlurgy 03 0.2 33.7
Colored metallurw 4.1 2.0 25.9
Chemicals and ofl processing 113 3.7 51.2
Machine Building and

meal working 37.2 40.7 51.3
Woo, fiture and paper 1.5 2.6 38.6
Bilding mateis 7.1 5.9 35.5
Light industry 12.9 28.0 52.5
Fo od - including

grin mning and
animda fed 8.1 7.7 37.0

Other brancles 3.3 7.6 44.6

Sow: St& Dqum ef 5tamce
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F. The Fial Position of Enterprises

163. The available data do not permit an evaluation of balance sheet of the enterprises. In any
event, this largely reflects transient factors. High inflation has greatly eroded past debts. Profit markups
have continued to be high - 30% appears tO be a common level - and this has provided many enterprises
with adequate cash flow to meet their immediate needs, even with sharply lower levels of output. The
highly monopolized structure of industry, and the assurance of markets at negotiated prices through the
state order system have helped to preserve markets in the face of generalized contraction. In addition,
inflation has conferred large capital gains from the revaluation of inventories.

164. On the other hand, the ruble financial assets of the enterprise sector have been grealy
eroded, and their foreign assets with the Vneshekonombank have been frozen. But in the first half of
1992, many enterprises still claimed to be in net financial surplus, with their assets in banks considerably
exceeding their claimed liabilities.

165. Further, as is common in socialist countries, output is considered as income by the
enterprises rather than sales. Banks have routinely advanced funds against output inventories, which are
usually certified as existing by the enterprise's supervising ministry.4 ' Credit is also often directed to
help ailing firms, sometimes at the insistence of the supervising ministry, at least to enable them to pay
wages.

166. A further cushion for the enterprises has been interfirm credit, which tends to grow
sharply in transitional economies when bank credit is constrained and which has exploded in the FSU.
Interfirm arrears almost tripled in the first four months of the year; see Table 8, reaching the equivalent
of 65% of outstanding bank loans.

Table 8. ARMENIA: Bank Debt and Enterprise Aears
(Milions of Rubles)
Outstanding Loans

ToMal Short Term Long TeOm Entprise

End 1991 9463 7443 2021 2643
End First
Quarter, 1992 10203 8909 1294 6340

Scuics: Depatmet of Staistics

167. This picture is broadly consistent with the experience of enterprises in Eastern European
countries, such as Poland, Bulgaria and Romania, that have initiated stabilization cum reform programs
from initial situations of severe macroeconomic disequilibrium. The combination of such cushions as
those above, falls in the real (product) wage and the insulation from foreign competition conferred by
sharp devaluations provide a period of respite for the enterprises. In Eastern Europe, this has sometimes
lasted for over one year. The next stage of reform for such countries involves a hardening of the budget

44/ For the first four months of 1992, one third of the outu of gH industry remained unsod.
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constraint on enterprises, assuming that tight monetary policy continues and that interenterprise arrears
are contained.-

168. Indeed, it is becoming increasingly difficult for Armenian enterprises to get access to the
banking system. If this situation continues and arrears are contained, the financial status of enterprises
will increasingly reflect simply cash flow. This in turn will depend on whether an enterprise has a ready
market for its products and access to inputs. Many enterprises, particularly those in the former military-
industrial complex, are reaching the end of their financial tether. Without continued subsidies, closures
are expected to increase particularly in this branch in the next few months. In the absence of an operative
bankruptcy process, however, there is no exit mechanism for firms, and no process exists for liquidating
them and privatizing their assets.

169. Stabilization and a return to growth will require a shift in monetary policy, towards
reconstituting financial savings and exoanding credit volumes but at a far higher real interest rate. It is
important to set in place an adequate monitoring system so that the worst enterprises do not get a large
share of re-expanding credit volumes, so causing the bad debt problem to worsen.

170. Compounding the problem, it is also clear that the recent financial performance of
enterprises does not provide a good guide to the longer-run potential of individual branches and
enterprises under normalized trading conditions. This should be born in mind when formulating an
enterprise reform strategy and a restructuring policy.

G. Between Plan and Mlrcet

171. In terms of their:

i) ownership and supervisory arrangements,
ii) relationships with financial institutions, and
iii) input and output transactions,

Armenia's enterprise sector is in limbo between plan and market, with predictable results: industry
functions largely as before, though with less formalized controls. Limbo gives enterprise managers
excessive freedom in some respects, because neither plan nor market exerts adequate discipline on the
enterprise. On the other hand there is still an important component of state intervention, in particular
through the use of state orders tosupply other FSU states and export quotas to assure domestic supplies.
While such interventions remain pervasive and the stucture of control is basically unchanged, full
privatization and enterprise autonomy is problematic and competition is inhibited.

172. Corporate Control: Ministries. Managers and Workers. Ministries appoint the managers
of all but the largest enterprises; the later are appointed directly by the government. The Ministries
monitor managers (for example, the Ministry of Heavy Industry recently evaluated 50 of its managers,

4S/ Monotay policy in the ruble zoe has not ben tight in the sens of iposing high re interest rates
but the sharp contraction in real ruble deposits has resulted in an extremely tight credit rationing policy partdy
offset by the rise in areas.
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shifting one or two as a result) but this appears to be a loose process. The financial information that
managers are obliged to give to their ministries is neither adequate nor suffciently timely to permit a
close watch on their operations. The statistical office requires at least three months to begin to analyze
information received from the enterprises.0 Ministries are developing systems of management contracts
for their firms and may lease out enterprises, but only with the agreement of the workforce. Ministries
distribute state orders among their enterprises. They also coordinate the state trading arrangements
between Armenian enterprises and their clients in other republics. They act as intermediaries between
government and the enterprises, and sometimes intervene in enterprise dealings with banks or request the
government to assist ailing flms. Some have technical institutes, such as the Ministry of Light Industry
which also provides information on new fashions to its texffile and garment enterprises.

173. All Ministries, it appears, have founded banks, in association with their enterprises, or
are in the process of doing so. Some have other commercial interests, including shops and nascent
insurance companies. Once an administrative arm of government, the Ministries are setting themselves
up to become holding companies or independent concerns as privatization proceeds. Many factories are
organized into conglomerates or associations, which either are horizontal (for example, the shoe
conglomerate Masys) or vertically integrate a production chain. Some large conglomerates include
factories producing a wide range of unrelated products (for example, Armelekroappratus). It is
common for such conglomerates to be headed by supervising ministries. The rate of entry of new state
firms is very low, only some 27 having been established in the whole of the 1980s.

174. Even with an open trade policy, this structure of industrial organization, inherited from
the previous regime of partly-planned communism, is not conducive to competition and easy enty. The
concentration of regulatory, financial, service and ownership roles within individual ministries is
problematic. Elsewhere, ministries have opposed privatization, recognizing it as undermining their role,
or have sought to preserve their status in various ways that inhibit sectoral adjustment and competition.
A strong ministerial strcture will also inhibit new entry (imcluding tbrough "closed shop' banking) and
it may also inhibit the process of exit needed for dynamic reconstruction. The process of industrial
reform should therefore involve a substantial weakening of the conglomerates and associations, as well
as a change in the role of the ministries, to create an enterprise sector that is more dynamic, flexible and
capable of responding to market pressures.

175. However, some of the financial, service and marketing functions performed by ministries
and associations are normally internalized within firms in market economies. It will take time for
Armenian firms to acquire these skills, and this will need to be taken into account when designing the
delinking process.

176. It is important to begin separating out the several roles now played by the ministries and
associations. Some of their functions (marketing expertise and procurement of inputs) could be provided
to firms on a contractual basis. Others (such as financial management) should be strengthened at the level
of the enterprise and removed from ministerial control. Proper arrangements need to be made for the
oversight of enterprise managers for those enterprises not yet privatized. This should involve a
supervisory board and well-structured management contracts. And, as in market economies, the function
of industrial regulation should be performed by budgetary units of the government.

4I/ For comion, the information lag in Poland for key variables is about two weeks.
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177. The demise of works councils and the end of the experiment of worker-elected
management have drawn a sharper line between managers and their workers. The latter still exert
considerable influence through trade union organizations. Except for the need to fulfill state orders,
managers have considerable autonomy. They can set prices and pay levels and decide on the use of after-
tax profits. They can initiate new investment projects (which at present would have to be fimded mostly
out of retained earnings). They are free to seek new markets. At least some of the firms have familiarity
with world market conditiors, and are exploring opportunities abroad.

178. Enterprise visits suggest that pay differentials have widened in 1992, within individual
firms and, to a greater extent, between firms according to their capital intensity, their degree of monopoly
power and the price they can obtain for their output. Employees in some firms receive on average up
to R 10,000 per month if not working short-time; in others, R 1,000 is more typical. Pay in the
enterprise sector appears to have risen considerably relative to that in the government sector, and those
depending on the budget for income, such as pensioners who receive R 350 per month, and teachers
(about R 600 per month) fare worst of all. To some extent, higher pay in some enterprises can be (and
is) attributed to difficult or environmentaly dangerous working conditions, but jobs in such firms are
reported to be in excess demand. Even within the state sector, there therefore appears to have been a
widening of differentials according to the ability to capture rents. This represents a continuation and
deepening of the process identified above as prevailing in 1991, and raises the prospect of destructive
rounds of catch-up wage bargaining.'

179. Markets versus State Orders. State orders presendy account for up to 90% of the output
of certain enterprises and for over half of output for many others. They appear to be lower in light
industry. The overall share of state orders in industrial output may be on the order of 50%. In principle,
state orders set quantities not prices. However it is clear that in the case of goods being bartered for
strategic supplies (for example, electric motors for gas from Turkmenistan) the producing enterprise
cannot refuse to fulfil the order and may do so at a price that is somewhat lower than that which could
be obtained on the free market.

180. By law, ministries are obliged to supply enterprises with inputs needed to complete state
orders. In practice, however, they have been unable to do so, and the enterprises have been forced to
do their own sourcing. Although state orders represent an assured market for the enterprises, ministries
have also not always been able to guarantee payments from the purchasers to the producing firm, and
some firms have experienced losses on this account.

181. Because of the liberalization of input procurement and the possibility of negotiated prices,
the state order system is less of a barrier to market relationships than it appears at first sight. However,
the system will seriously impede fiuther progress to the market economy. To the extent that state orders
substitute for enterprises" own efforts to develop markets, they reduce the incentive to develop markedng
skills and upgrade product quality. This is especially serious considering the desperate need to expand
exports outside the FSU. Many Armenian enterprises appear to have export potential, but they will not

4j/ Miners' pay levels (as of mid-1992 as high as R 30,000 in Russia) were sometimes mnoned by
manags as justifying higher wages in Armenian finms.
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be able to develop this if most of their output is subject to compulsory state orders.4 Another problem
is that the monopolistic enterprises that produce strategic commodities which must be bartered for
essential food and fuel (according to the desires of Armenia's trading partners) cannot be privatized.
Indeed, they cannot be given managerial autonomy, since they would then be able to hold the government
hostage.

182. It is therefore important that the system of compulsory state orders be phased out as
rapidly as is consistent with Armenia's economic security and be changed towards a system of voluntary
long-term contractual arrangements.

H. Enterprise Refonn: Policy Recomeftons

(i) Promote Competition. At present, there is little competition within Armenian
industry. This reflects several factors, including the continued role of state orders, the large size of
enterprises and the inclusion of many factories within large vertical or horizontal conglomerates or
associations, frequently headed by a supervisory ministry. Increasing competition is a vital part of
enterprise reform. State orders should be reduced as fast as compatible with the country's economic
security and trade policy be as open as possible taking into account the constraints posed by membership
in the ruble zone. In this regard, the liberalization of foreign exchange retention from exporting sends
an important signal to the enterprise sector.

(ii) Take Stock of Industrial Assets. Current financial performance is not likely to
provide a good guide to the future potential of enterprises, and this situation will not change until the
economic environment is regularized. In the meantime, the government will be faced with difficult
decisions, both for social reasons and because it may be desirable to preserve a limited set of enterprises
that appear particularly valuable as future going concerns but that otherwise would be liquidated. To help
allocate its very scarce resources, government will need to develop a framework for setting priorities for
its social and industrial policies and to classify enterprises into several groups: strategic, open for foreign
participation, enterprises that should be temporarily "mothballed" but not liquidated and problem
enterprises with little prospect of longer-run viability. For such an exercise to be useful, it will have to
take into account the tight limits on investment that will prevail for some time. The process of taking
stock of industrial assets could be linked to the preparation of enterprise prospectuses, that would be used
to help attract foreign partners.

(iii) Corporatize the Enterprises. Enterprises should be transformed into joint stock
companies with boards of directors including, where appropriate, representatives from outside government
(and in some cases from outside the country). The composition of the board would change with
privatization, to reflect the new balance of ownership. Clear objectives, performance standards and
management contracts would be needed to monitor the managers of enterprises not yet privatized. As
far as possible, the process of corporatization should be managed so as to increase the number of separate
enterprises, breaking up the large horizontally and vertically integrated conglomerates.

!/ Enterprises report that their exhibitions at trade fairs, for example, in Iran, have generated considerable
interest in Armemian products in areas such s light industrial products, electical machinety and components.
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(iv) Clarify the Roles of the Ministries. The government has a crucial role to play
in the process of industrial transformation and the Ministries are important institutions through which this
must be effected. Their role should shift towards setting the regulatory framework for industrial activities
and monitoring industrial performance. Ministries should not directy own banks or shops or shares in
enterprises or head associations or concerns. They should be encouraged to shift their advisory and
service functions onto a contractual basis and to spin them off into independent commercial ventures.

(v) Restructure the Ministries to Strengthen their Oversight Role. Accounting
practices should be reviewed to enable useful information to be provided on a timely basis by the
enterprises. Capacity to analyze this information should be strengthened within the oversight ministry.
It would be desirable to consolidate the industrial ministries.

(vi) Encourage Foreign Investment. Foreign investment will have to play a key role
in the regeneration of Armenia's industry and its refocussing towards non- FSU markets. Foreign
investors bring far more than finance. Their main contribution wIll be the design, management and
marketing skills needed to complement the existing production and research strengths of Armenia. There
is no other way to rapidly acquire these vital skills. Despite the advantage of having a large Armenian
diaspora,4 the home market of a small country like Armenia offers little attraction to foreign investors.
Foreign investment must therefore be seen as part of an export-oriented recovery strategy, targeting both
FSU and other markets.

49/ The advantage of a diaspora is suggested by the experience of China, whece the "open door" policy has
led to a rapid growth in exports partly due to a dramatic rise in expor-oriented foreign investment,
overwhelminy made by foreign Chinese investors.
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PRIVATE SECTOR DEVELOPMENT

A. The Enabling Environment

183. The Govermnent of Armenia has taken a number of steps to foster a favorable business
environment for private enterprises. Noteworthy measures include:

o Passage of a commercial code which allows private enterprises to determine freely their
activities in any business not forbidden by law, make contracts with foreign or domestic
workers, buyers and suppliers, receive and sell foreign currency, and bring suit against
citizens, enterprises and state bodies. The law guarantees the protection of property
against illegal seizure and the non-interference by state, local or other government or
private bodies except as specified by law. It also allows for legal liquidation of
enterprises by the owners, or, in the case of finms deemed bankrupt under the bankruptcy
law (still pending), by a bankruptcy commission.

3 equal treatment of public and private enterprises in retail trade, banking, importing and
exporting.

O Removal of all legal restrictions on private entry and competitioh in wholesale trade, and
prohibition of wholesalers discriminating against private parties.

In addition the Government has developed regulations which oudaw or restrict private
entry in only a few areas and require licenses for a limited range of activities, leaving most of the
economy free for private activity." The licensed activities are those that are usually controlled or
licensed in most market economies, with some exceptions (quarrying or glue production, for example).5

184. Furthermore, Armenian private enterprises are free of some constraints that have proved
to be important barriers to private entry in other countries. For example, access to commercial space
is not a severe problem since the Government allows SOEs to lease space and, since many state
enterprises are operating at very low capacity right now, ample space for production is available. (Office
space, hotel space and storefronts are in shorter supply.) Moreover, discrimination and crowding out by
state enterprises is less of an issue in Armenia than in other FSU republics. This is partly thanks to the
Government's efforts to create a level playing field, but also because the problems of transport, scarcity
and lack of bank liquidity have hit public and private sectors equally - but private enterprises have
proved more creative in finding ways around these problems. For example, a software manufacr runs

SOI Activities involving endangered species, illegal drugs, prostitution, pornography, or racist popaganda
are outlawed. Some areas are reserved for government (such as production and trade in guns, narcotics and
explosives and radioactive materials, the operadon of jails, and the like).

5II The licensed activities are: air trnsport, railway tansport, telecommunication, TV and radio, water
reservoirs, mining, quanying, production of goods from precious and semi precious metals and stones,
hydroelectric power stations, production of chemical products, secwities and exchange, lotteies, gambling
establishments, insurance and auditing, banking, use of explosives, private police and security forces, medicines
and medical facilities, production of cosmetics, production of food, cigarettes and alcohol.
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a shop and a spaghetti and toy maker runs a casino to raise cash for their other businesses. Private
producers reported buying airplanes and ships and establishing trade links through Iran and Georgia to
get around the transport problems that have stopped sales by state enterprises. Thu., a public shoe
manufacture that used to get its inputs and market its output entirely through state channels now relies
on private traders to procure 85% of its raw materials and sell most of its production.

Constraints on Private Sector Development

185. Despite the Government's many and important measures to establish an enabling
environment for the private sector, constraints still exist. Some of these constraints apply to all
enterprises - the blockade and other transport problems, inflation, the breakdown in the banking system,
the erosion of purchasing power in the domestic market, the poor state of infrastructure, rising prices of
raw materials and energy. But others are particularly burdensome on the private sector:

186. Licensing. It makes sense to license or at least certify most of the activities being
licensed in Armenia. But the Government may wish to rely more on certification than presently planned,
since certificates tend to be restricted to the main reason for a public interest in the activity and don't
imply the limits on entry than licenses do. Thus, where the interest is public health (restaurants, food
processing, cosmetics), environmental protection (minerals mining, quarrying), taxation and substance
control (alcohol, cigarettes), a specific certificate makes more sense than a license. Where entry is
necessary limited (air traffic, radio or TV), auctioning a license mames more sense. The administration
of licenses is a serious problem in Armenia since it has become a total barrier to new entry. This is
because most of the 20 ministries which issue licenses are themselves producers or are heavily influenced
by their public enterprises, and prefer not to permit private competition. Thus, the Ministry of Air
Transport operates the airport and the airline, and has been unwilling to license new airlines or award
landing rights to foreign airlines. The answer is not to centralize licensing, since this could slow the
process even further by creating a monstrous bureaucracy, but to shift from licensing to certification
wherever possible and to separate the licensing or certifying agency from the producers. This will
eventually happen through privatization, but in the meanwhile the Government may wish to transform
those parts of the ministries which are responsible for issuing licenses or setting and certifying standards
into autonomous agencies which are instructed to treat public and private enterprises equally.

187. Tax Administration. Neither the enterprises nor the tax administrators know the system
well, and there is little information on the new rules. This is particularly problematic for small private
enterprises, where the owner/entrepreneur must take time away from running his or her business to
comply. The system of having the taxpaying businessman meet with one or several tax inspectors every
year is not only cumbersome, it creates opportunities for corruption and will become very costly as the
number of businesses in Armenia begin to mushroom. High taxes and cumbersome adminisvation tend
w encourage evasion; in contrast, countries such as Colombia have found that broadening the tax base,
relying more on compliance than compulsion and stressing cross checking information rather than
inspection can raise taxes and reduce the cost of tax administration. The Government is seeking expert
advice on how to improve its tax administration, particularly the VAT.

188. Rgaistaion. The registration of new businesses is much improved; it used to take 6 to
7 months, now it takes I to 3 (although it is supposed to take no more than one). Nor is it a barrier to
entry. In Armenia, as in the rest of the world, many private businesses may choose to operate
informally. Nevertheless, the registration process is an anomaly in Armenia's liberal enabling
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environment. Limited liability or joint stock companies must present their agreement or board decision
to form a company, and evidence of a minimum capital subscription of R 50,000 to the municipality.
The municipality decides whether to approve the activity and permit the company to operate. The
municipalities are presently approving all legal businesses, but this could change, and the process seems
inappropriate in a country which guarantees the right of businesses to operate in all areas not explicitly
forbidden to them. It could be abused later and become a source of corruption. Instead, businesses
should simply submit their documentation for information purposes to the municipality and, unless
notified otherwise in 30 days, be considered certified to operate. It makes sense for the municipality to
focus on full disclosure and evidence of fraud or criminal activity, not on the desirability of, for example,
banks versus cafes.52

189. Access to Municipal Space. Although access to commercial space is not a binding
constraint now, this may change as production in state enterprises returns to more normal levels and as
the private sector in Armenia continues to grow and mature. And for those who want to operate larger
shops or hotels, good space is hard to find, especially in the urban centers. Even though the law
determining what is municipal and what is central government property has not yet been passed, the
municipalities are preventing private businesses from leasing prime urban commercial space. They also
discriminate in favor of some kinds of business for no apparent good reason; for example, a bank can
lease space in the center of the capital for a tiny fraction Oess than 5% according to one report) of the
rent charged a cafe. This problem will eventuly be solved by the privatization process but in the
interim government may wish to require municipalities to list any property with a potential commercial
use as available for lease or for privatization, unless they can show good cause. They should also be
subject to arbitration or civil suit if their rents are deemed unreasonable by private parties.

B. Privatization

190. The Government of Armenia is rightly intent on moving quickly on privatization in a way
that will promote competition, expand investment, enhance productivity and create a sound basis for a
market economy. Accordingly, 90% of agricultural land has already been privatized and a law was
approved on privatization of small and large enterprises and unfinished construction sites by Parliament
on July 29, 1992, while a law on privatization of housing is being prepared. The institutional stmcture
for privatization is already in place with the establishment of the Privatization Commission, which will
oversee the process, and the Privatization Board, which will implement it.

The Privatization Law.

191. The law on enterprise privatization covers Armenia's 10,000 small units not already sold
under the presidential decree mentioned above, most of its 700 larger firms (defined as those with more
than 25 employees in trade or 50 employees in manufacturing), and 4000 unfnished construction sites.
The law caHls for a program to be developed every year, spelling out which enterprises will be privatized
or "de-statized" Oeases, management contracts or joint ventures) and how the proceeds will be used. It

52t It is app ate to control decisions about the location of commercial, industral and co l
activities through zoning laws, an area where Armenias municipalities may need some tehnical asistance.



AAWEXIV 69

places no restrictions on foreign investors (although quick enactment of the draft law on foreign
investment is needed if Armenia is to attract foreign buyers).

192. The law is a sound one, but it could be strengthened in several important ways:

o Use of Vouchers: although the first draft law does not call for vouchers, the Govermnent
is planning to introduce them in response to strong political pressures. Vouchers can be
a useful way to distribute shares widely where savings are thin, as in Armenia, but the
experience of eastern Europe shows that vouchers schemes can be complex, costly and
delay privatization. Equally important, widely distributed shares do not provide the
strong stakeholder interests - what Janos Kornei calls a "living breathing investor'
needed to turn around troubled companies. To guard against these risks, the Government
may wish to begin privatization at once, and not delay sales until the voucher scheme is
put in place. Limiting vouchers to no more than one third the value of the privatization
program will help protect revenues and make it more likely that a managing stakeholder
can emerge. A good way to allow shares to concentrate in the hands of those who are
most interested in buying and managing companies, is to give the vouchers a moderate
face value (say 500 or 1000 rubles) and allow them to be freely traded as soon as they
are issued. If vouchers are accepted for all privatization transactions, not just large
enterprises, it will reduce the risk that the demand for vouchers is low and add to the
pressure for rapid sales.

= Privatization Bonds and Accounts: Privaization bonds are another way to encourage
participation in the sale and can be used to liberate the purchasing power of blocked
savings account in the savings bank. If the State Bank also allows people to open
privatization accounts with their vouchers or bonds, this would ease trading and assure
that the ruble shortage does not become a barrier to bond purchase.

O Preferences to Employees: The law contemplates giving employees of privatizing
enterprises the right to buy shares at a 30% discount on the initial asking price. There
are several drawbacks to this idea: (a) the initial valuation may be far removed from the
market value (giving some employees a windfall and leaving others disgruntled): (b)
combined with vouchers the discount will further reduce government revenues from the
sale; (c) the preference is unfair to employees in low value firms and those who are not
employed in enterprises (teachers, doctors, etc); and (d) the preference makes it harder
for shares to concentrate in the hands of stakeholders with a management interest. The
Government is now considering an amendment to the law whereby existing managers and
workers would be given 10%, 20% or 30% of the shares, depending on criteria for
different types of firm. This will help preserve incentives to look after and increase the
value of the assets.

o Leasing: The draft law allows ministries freely to lease enterprises for a vreasonablen
rent with an option to buy, and gives the right of first refusal to employees. Leasing can
be an important way of putting a lot of assets under private management quickly, which
could help stop further mismanagement and erosion of asset value. But leasing does not
bring the revenues and investment that come after sales. And, although the law states
that "leasing should not stand in the way of privadzation", there is a strong danger that
ministries will use leases to give preferences to themselves, friends or enterprise
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managers and staff, or will rush into leases to avoid sales or 'de-statization'. Many
ministries fredy voice their opposition to the privatization of most of their enterprises.
One way to prevent leasing from obstructing privaization is to require ministries - and
municipalities (see below) - to present a total inventory of their firms and pinpoint which
wil1 be leased, sold, de-statized, or kept. It also makes sense for any lease with an
option to buy or for more than two years to be approved by the Privatization
Commission, since such leases have an impact on the privatization program. To prevent
sweetheart deals or the demands for exorbitant rents as a way to prevent leasing, any
party (private applicants for leases, employees, Government) should be able to complain
about the rents charged. The Privatization Board, which is responsible for valuation,
could then be empowered to adjudicate whether the rent was in fact 'reasonable.'

o Role of the Privatization Commission: The law creates a Special Joint Commission of
on which half the members are nominated by Parliament (but are not in general
Parliamentarians) and half by the Government, and which reports to the Government.
The Commission endorses the yearly program and oversees the process. Presently this
Commission is an added bureaucratic layer, since its major decisions are not final, and
it could become a bottleneck. In particular, it should not be empowered to determine
privatization issues relating to specific enterprises. Rather, it should lay down general
principles and could - and should - play a very important facilitating and monitoring
role, if the law is revised to:

(a) give the Commission the final word on the privatization program, which would
then be submitted to the Goverment. (Currfeny the program must be approved
by Parliament. Instead Parliament should approve a negative list of enterprises
which will not be privatized, and leave the decisions about when and how to the
Commission.);

(b) place a limit on the time of its deliberations. Ihe Privatization Board would then
be responsible for implementg the privatization program.

O Role of Local Govenment: he law calls for local governments to have their own yearly
local programs approved by local legislatures. In Armenia, as in most socialist countries
in transition, some of the local governments are resistant to reform and oppose
privazation. Added to this, the draft law on the division of property between the central
and local governments was rejected by Parliament, and it may be some time befbre the
dispute over who owns what is resolved. Although the central authorites think that the
amount owned by local govaerments may represent only I to 3% of the total assets in
small privadzation, the final proportion may end up being much higher. Moreover, the
properties controlled by local govermeets are especially important for private sector
development, since they include center city store fronts and other very desirable
commercial sites. Delay and opposition at the local level could thus be a major barrier
to change.

Given the small size and homogeneity of Armenia, the most sensible way to avoid these
risks would be to privatize all property through a centralized process and reserve an
ample amount of the proceeds for distribution to the local governments once the law on
heir property rights is passed. If this solution proves politically infeasible, a second best
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alternative is for the law to empower the Privaization Commission to review progress
at the local level and centralize the process if it is slower then planned. Local authorities
could then be required to submit an inventory of the property they plan to lease or
privatize (and show cause for the property they intend to retain) and a timetable for
completion of all privatizations to the Privatization Commission. By publishing the
inventory and timetable, the Government would increase public pressure on recalcitrant
local authorities.

o Role of Ministries: Sector Ministries everywhere tend to be unwilling participants in
privatization. The privatization law requires Ministries to present yearly lists of
enterprises for privatization and prepare the enterprises. To avoid the problems of
recalcitrance experienced in other countries, the Ministries' lists should be subject to
careful scrutiny. Enterprises should be asked to prepare their own financial and
privatization plans. The Government may wish to develop its own inventory of
enterprises with the help of foreign expertise if needed. It may also want to develop
strict timetables to assure that the preparation process does not become a delaying tactic.
Large investments to modernize and upgrade enterprises before sale should be viewed
askance since, judging from experience in other countries, the cost of these investments
are seldom recovered in the sale's price. This is not surprising: governments usually
don't make the same choice as the market. Furthermore, these investments fly in the
face of an important reason to privatize in the first place: to mobilize private capital for
investment. Finally, since the purpose is to shrink the size of the public sector,
ministries should not be allowed to buy shares in enterprises.

O Role of BaDks: The law allows the Government to sell 'on the installment plan', giving
buyers up to 4 years to pay. ITis means that it is both unnecessary and ill advised for
banks to extend credit for the purchase of privatizing property. Bank loans in
combination with debt to Government could lead to sales where buyers put in very little
of their own funds. Such highly leveraged purchases are risky, and Armenia's banking
system is presently ill equipped to assess risk. More importantly, they defeat a major
objective of privatization - the creation of private stakeholders who care about enterprise
performance because they have their own equity at risk. In particular, banks should be
forbidden to accept shares of enterprises being purchased as collateral for loans.
Privatizations financed by a lot of Government and bank debt could inflate share values
(which in turn inflates the amount that can be borrowed against share purchases, feeding
further share prices increases, and so on). If the new owners default and the share values
collapse, banks could end up holding a lot of virtually worthless shares.

o Ihe Role of Debt: Sales on the installment plan will help the Government quickly
privatize to a population currently short of cash, especially given the state of the banking
system (see Annex 2). But it does leave the Government tied to the enterprises until the
debt is paid. This has created problems for some countries when the indebted owners
have used the threat of non-payment to try to influence Government policy to favor their
enterprise, or when massive defaults went unpunished. To guard against these risks,
Armenia would need to minimize the debt extended (buyers should not be automatically
entided to credit); administer the debt through a financial institution (one of the banks
strengthened by technical assistance or partnership with a foreign bank might be able to
handle this); and make provisions for default (assets have to be repossessed in cases of
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non-payment or all buyers will begin to assume that they can default with impunity). To
assure that the budget is not held hostage to privatization debtors seeking policy favors,
it is prudent to separate the proceeds from general revenues and not to build up a
dependency on these funds in the budget (see below).

Implementation

193. The Yearly Program. Implementation will be determined by a yearly program which
specifies which enterprises will or will not be sold, how they will be sold (which will be marketed
through international bidding, auction, sold as open shareholding companies, 'de-statized" or otherwise
privatized), and how each year's proceeds will be used. Any enterprises not sold in one year can be
moved to the next year's program; offers for enterprises not in the program (or on the negative list) can
be freely considered; and the Government can move from one method of sale to another without approval
of Parliament.

194. Choice of Enterprises. Under the privatization program as currently drafted, the process
will begin with the rapid sale of small enterprises, trading organizations, transport enterprises, unfinished
construction sites and the smaller and medium sized firms in agro and light industry. They will then
proceed to larger firms in these sectors and only then to heavy industry. Although the list has not yet
been defined, the enterprises which the Government is likely not to sell in the short term are those 20 -
30 SOEs which are monopolies in the FSU and which have to fulfill state orders if Armenia is to receive
critical inputs such as food and fuel, as well as infrastructure enterprises and some military suppliers and
high technology producers. The Government has not ruled out the eventual privatization of these
enterprises and has created the legal opportunity for new private enterprises to invest in activities that are
presently state monopolies (note the decision to license hydroelectricity, rail transport and
telecommunications). By assuring that this legal opportunity is a real one (see section on licensing above)
the Government can put competitive pressure on some of these firms.

195. Regardless of the Government's decision about whether or when to privatize enterprises
important for inter-republic trade, there are valuable assets that should be spun off from these firms.
Many state enterprises control real estate, stockpiles of unused new equipment and assets unrelated to
their main product that could be broken off and sold without harming the enterprises ability to fulfll its
state order. (For example, one textile plant has stacks of uncrated new German equipment sitting in its
yard and plans to turn part of its ample grounds into a fish pond to help feed its workers.) Often these
assets are more valuable if sold separately. There are also large conglomerates and oversized concerns,
some of which make little economic sense, which could function as or more efficiently - and be more
easily privatized - as independent enterprises working through subcontracts. (For example, a new, only
pardy completed factory making programmable logic controllers will be the largest of its kind in the
world, and, in the view of the foreign contractor, may be too large to sell. Several of its units, that
making printed circuit boards, for example, could easily operate and be sold independendy.) Right now
there is a tendency for giant concerns to proliferate in the hopes of increasing barter, cross subsidizing
troubled firms and avoiding privatization. Thus, the Ministry of Light Industry plans to turn the entire
sector into a "concern". Such efforts to escape market realities may provide some short term relief for
the enterprises, but they will eventually prove futile and may be quite costly to undo. A quick move to
break up these giants will make them more amenable to privatization and send a signal to would be
conglomerates that such moves are not the right way to proceed to a market economy.
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196. ForeiQgnry Buy . Foreign investment can play a key role in bringing not only capital, but
also access to markets, new ideas and new technology and management skills. The sale of enterprises
for foreign exchange could also help Armenia build up foreign exchange reserves as a hedge against the
possible need to introduce its own currency should the ruble zone collapse -- as long as the Government
can avoid spending these reserves. But there is strong competition for foreign investment in today's
world market, and the experience of Eastern Europe and other countries shows that, far from the risk that
foreigners will buy up the national assets, as some in Armenia fear, there is a strong risk that foreign
investment will fall well below expectations. The uncertainties of Armenia's present business
environment may harm its chances in the heavy competition for foreign investors. Working in Armenia's
favor are its commitment to privatization, its equal treatment of the foreign investor, its legislative
protection of property rights and - an important plus - its willingness to privatize land. Moreover,
Armenia has companies that should be attractive to many foreign investors, such as the brandy factory
or some of the high technology industries. Foreign experts can help the Government identify and market
those enterprises that are best suited for international sales.

197. Stemming Brain Drain. One important competitive advantage of Armenia's industry is
its strong research and technical skills. But many of its research institutes are attached to defense
industries dependent on the USSR market that are not operating or barely operating. Most research
institutes are reported to have shut down completely and their staff appear not to be receiving pay, or
even unemployment insurance Qecause they refuse to accept the lower skilled jobs offered by the
unemployment agency). Some have argued that the uncertain future of the defense industries if they are
put into the privatization program may prompt many technicians to leave Armenia. It is important to try
to create circumstances that reduce the risk of such a brain drain, but the answer is not to exempt the high
tech industries from privatization. It is market circumstances, not ownership, that is responsible for that
sector's problems. Private owners may eventually help these industries adapt to new markets, but in the
meantime the siuation argues for delinking these institutes from thte fate of one enterprise, and helping
the employees of the research institutes to privatize themselves int professional partnerships that can
market their services abroad as well as domestically. (Other professionals (such as architects, computer
software specialists, technicians) should also be encouraged to break off from enterprises and form their
own firms.) These professional associations will need some support in learning marketing, accounting,
and finance if they are to operate as freestanding entities.

198. The Use of the Proceeds. The proceeds from privatization may be well below
expectations and, judging from the budget, may already be over committed for the first year. One reason
why expectaions may be wrong is that they haven't taken into account the fact that vouchers and
preferential treatment of employees will reduce proceeds, while sales for debt will reduce cash in hand.
Expectations also tend to be optimistic about the value of assets. The experience of other countries shows
that the market value may be well below book value or even accounting values which try to take into
account the enterprise's condition and prospects. For example, an aluminum plant in Costa Rica was put
up for sale at its book value of $52 million. There were no takers at that price so the company was
revalued on the basis of a comparable company in Venezuela at $7 million; still there were no buyers and
the plant finally sold for a token price. There are ways to maximize the proceeds of the sales (such as
selling monopolies with protection against competition or giving special concessions and tax treant),
but many of these are at the expense of economic efficiency and may reduce what the Government gets
in the long run in tax revenues.

199. The proceeds from privatizing an asset are one time revenues. Many countries have
found themselves in budget difficulties when they used these proceeds to launch programs with recurrent
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costs that they could not fund once the proceeds were gone. For that reason Armenia would be better
advised to use the funds to repay government debt, in particular the debt owed to depositors of the
Savings Bank. Since the Bank has over 3 million small blocked savings accounts (see Annex 2) this debt
repayment would help add to the social safety net, as well as restoring people's confidence in the banking
system. Foreign exchange earned through privatization could be saved as reserves against the eventuality
of any change in currency. To ensure that privatization revenues do not jack up expenditures beyond
what the Government can afford in the long run, proceeds should be kept in a property fund rather then
treated as general revenues.

200. Institutional Strengthening: The design of the yearly program is the duty of the
Government and the Privatization Commission, while the Privatization Board is responsible for valuation.
Once the yearly program is decided, its implementation is the responsibility of the Privatization Agency.
The Board has some 77 staff who are already experienced in selling small firms. Nevertheless, the Board
will face a monumental task in selling Armenia's larger firms even if the process takes (as the Board's
staff predict) 8 to 10 years. All of the institutional actors need expert assistance: the Govermment and
Commission in categorizing enterprises and selection sales methods, the Board in valuation of the high
value properties, in designing and implementing major sales as well as the voucher and bond procedures,
and in monitoring completed sales. Workshops and seminars with participants from the Privatization
Agency, Parliament, Government, sector ministries, eterprise managers and the press would help
increase understanding of the issues and how other countries have dealt with some of the problems
Armenia now faces.

C. The Voucher Scheme

Vouchers and Repayment of Public Debt in the Privatization Program

201. This note suggests a procedure for operating a voucher scheme for selling state property,
partly for vouchers, and integrating this with paying off public debt through the issue of special
Certificates to deposit holders in Sperbank. By the end of 1991 blocked Sperbank deposits will represent
on the order of 10% of GDP.

202. Cet s Blocked accounts are separated from any other, new, savings accounts.
State and commercial banks are authorized to open a new type of account, the Privatization Account, to
enable companies and individuals to deposit large numbers of certificates and vouchers. These may be
opened by individuals or by registered companies.

203. Each six months savings bank depositors may use their blocked funds to purchase a
Privatization Certificate from their blocked accounts, for some specified value. These may be freely sold
and transferred, and deposited in the Privatization Accounts, with an initial minimum deposit of, say, 500
Certificates. The Certificates can be valid for, say, one year. Certificates and Privatization Account
balances are valid only for buying privatized assets.

204. Yumkb:n Each Sperbank office can also issue privatization vouchers on the presentaion
of a national identity document which is then stamped to prevent re-issue of vouchers. The vouchers
have a face value, are freely transferable, and are valid for one year. They are therePore very milch like
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the privatization Certificates. They should be issued in modest amounts. They can also trade on private
markets and also be deposited in Privatization Accounts, with an initial minimum deposit.

205. Substantial consolidation of vouchers and certificates would be expected (most families would
prefer to receive money), and the Privatization Accounts are designed to facilitate this. So is the issuing
of Certificates and vouchers with a face value, rather than with some number of points. Naturally, they
will not trade at face value on the secondary market, but if they are not over-issued and if the
Government puts attractive properties on the market, they should be an useful asset for those interested
in properties to buy, and they could trade on the new exchanges that are beginning to appear. (The
alternative of a "points" voucher is appealing because of the danger that over-issue of the vouchers could
cause secondary market prices to decline - no-one knows exactly the value of property to be sold, but this
would complicate resale and bidding).

206. Payment for privatized properties can be made in money (cash and bank deposits),
vouchers, certificates and privatization account balances. Privatization account balances may also be
transferred between accounts to aid further consolidation.

207. For several reasons this procedure seems to be preferable to selling properties for
vouchers and money and using the proceeds to repay depositors in Sperbank.

1) It keeps receipts out of the hands of the Government's hands and so reduces the opportunity
to divert them to other purposes.
2) It boosts the buying power of the population and so will result in higher prices and more
competitive auctions.
3) It will liquify the blocked funds more quickdy, and give depositors more choice.
4) It offers an important role for Sperbank, which must be rebuilt into a viable savings bank.
5) It makes clearer the tradeoff between issuing vouchers in large quantities and repaying
Sperbank depositors rapidly: about 80% of households have Sperbank accounts and the overissue
of vouchers will cause the secondary market price of vouchers and certificates to fall. This may
blunt the political pressure for the issue of large amounts of vouchers: in a sense, vouchers and
certificates are substitutes and the more there is of one the less there can be of the other (the
property can either be "given to the people" or it can be "sold to pay off Sperbank depositors").
Indeed, if the government really intends to give priority to repaying Sperbank depositors. it
would be better to have this constitute the first phase of the voucher scheme. It will also increase
pressure on the government to sell desirable properties rapidly, if people see that their vouchers
and certificates are worthless on the secondary market.

208. One issue that arises with vouchers and certificates is their inflationary impact: they may
circulate as money and the process of consolidation may raise the average propensity to consume because
the sellers of the vouchers are poorer than the buyers. However, while Armenia is in the ruble zone,
any inflationary impact from the temporary monetization of the certificates and vouchers should be small.
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LEGAI FRAMEWORK IN THE REPUBLIC OF ARENIA

A. Introduction

209. The Government of Armenia is moving rapidly to promote the growth of an efficient
market economy and the private sector. One of the major tasks it faces is the development of a legal
framework that can replace previous administrative controls and steer the private market in an efficient
direction. This annex describes the current legal framework in Armenia in several areas - including
constitutional, property, company, anti-monopoly, bankruptcy, foreign investment, and contract law.
Some aspects of the institutional framework are also addressed.

210. Armenia inherited the same problems as other former Soviet republics, after the
disintegration of the Soviet Union. The federal structure of the Soviet Union over the past 70 years has
given limited lawmaking powers to the individual republics and the issue of federal-republic legal
relations had always been central. In order to deal efficiently with the numerous legal problems that the
transition to a market economy involves, Armenia has to develop substantial skills and experience rather
quickly. In this respect, the Government of the Republic of Armenia needs assistance in strengthening
its capacities to perform the tremendous task of creating a new legal framework for the market economy.

B. Consitutional Law

211. The governing constitution of the Republic of Armenia is the Constitution of 1978 as
amended in 1990 and 1991. The most recent changes have been made in 1991 through the adoption of
the Constitutional Law of the Republic of Armenia, dated September 25, 1991, and the Law of the
Supreme Soviet, dated November 15, 1991.

'he Preside.

212. The Constitutional Law of 1991 introduced the presidency. The President is elected by
popular vote for a five year term. The President is the head of the executive branch and represents the
Republic of Armenia outside the country. The President appoints the senior echelons of the Government,
including the positions of Prime Minister, Deputy Prime Minister, Ministers and Heads of major
Departments, by decree, subject, in the most senior cases, to ratification by the Supreme Soviet of the
Republic of Armenia.

213. The President is subject to impeachment by a two-thirds majority vote. The activities of
any other member of the executive may be reviewed by the Supreme Soviet and, unless the President
personally intervenes in support of retaining the individual (in which case a two-thirds majority vote of
the Supreme Soviet is required), this official may be removed from office by a simple majority vote of
the Supreme Soviet. In the event of the President's or Vice-president's inability to exercise their powers,
the Chairman of the Supreme Soviet will replace them.

214. The President formally introduces legislative proposals to the Supreme Soviet on behalf
of the executive branch of Government. The President issues decrees and adopts ordinances. The
Supreme Soviet enjoys the right to appeal to the Constitutional Court and, subsequently, to annul
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presidential decrees or ordinances which contradict to the Constitution or laws of the Republic of
Armenia. The President's decisions to use the armed forces, to proclaim a state of war or a state of
emergency are subject to the ratification by the Parliament within 24 hours.

215. The President submits annual reports to the Supreme Soviet on political and economic
policy. The Supreme Soviet also has a right to call for special sessions to hear the President's reports
on particular subjects.

The Supreme Soviet.

216. This is the senior legislative body in Armenia. The Supreme Soviet is a standing body,
holding its sessions twice yearly - from the beginning of February to the end of July and from early
September to the end of December. Members, called 'deputies", are elected by popular vote on a
regional basis for a five year term.

217. The right of legislative initiative in the Supreme Soviet belongs to the Presidium and the
Standing Committees of the Supreme Soviet, the deputies, the President, the Constitutional Court, the
Supreme Court, the General Prosecutor and the State Arbiter of the Republic of Armenia. Although not
members of the Supreme Soviet, the President and his most senior officials have the right to appear
before the Supreme Soviet to present the executive's legislative proposals. All legislative proposals from
the President (i.e. the executive) first enter the appropriate Standing Committee for what is termed 'first
reading". If the bill is passed by the Committee, it is then printed and sent to the floor of the Supreme
Soviet to be debated in accordance with the agenda the Presidium of the Supreme Soviet establishes at
the outset of each legislative st. sion and which it may amend from time to time.

218. Votes are taken by simple majority and bills passed by the Supreme Soviet are to be
signed into law by the President within two weeks. The President may exercise his right of veto by
sending the bill back to the Supreme Soviet. The Supreme Soviet can then overcome the presidential veto
by a two-thirds majority vote in which case the President or, failing him, the Chairman of the Presidium
of the Supreme Soviet signs the bill in question into law within five days.

219. According to the Law on Supreme Soviet, the Supreme Soviet shall ratify and denounce
international treaties of the Republic of Armenia in cases provided by law, as well as exercise control
over conclusion of international loan agreements.

The oemnent.

220. While the idea of a need for a "separation of powers" has been widely accepted and
incorporated into the Constitutional Law, only the first steps toward defining and implementing such a
separation have been made. The continuing lack of clear boundaries between the powers of various
bodies may give rise to substantial uncertainty and problems even in the absence of serious political
urmoil.

221. The Government consists of: the Council of Ministers, sectoral ministries and committees
and other departments. Recently the Department of Economic Reform and the Privatization Board have
been created within the Government. The Department of Economic Reform is enust with the
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formulation and drafting of all important legislative reform proposals in the macro-economic field,
including proposals regarding private sector development and privatization. It reports directly to the
Minister of the Economy.

C. Judicial Institutions

Court .

222. The judicial system of the Republic of Armenia has a pyramid structure which culminates
at the republican Supreme Court. The low6r courts are arranged according to administrative units: since
Armenia does not have autonomous regions or oblasts, the lower courts exist at the level of cities and
districts.

223. The district or city court is a court of general jurisdiction, which hears both civil and
criminal cases, although the case load within the court may be divided among divisions which specialize
in cases of particular types (family law cases, housing disputes, etc.). Judges of the district and city
courts are elected by citizens of the corresponding district or city.

224. The Supreme Court exercises general supervision over all the other courts through the
exercise of its appellate and supervisory jurisdictions. In some instances, the Supreme Court also acts
as a court of first instance. The Court is divided into a civil chamber, a criminal chamber and a
presidium. In both civil and criminal appeals from local courts, the Supreme Court may: reverse the
decision at first instance; confirm the decision at first instance, with or without amendment; or send the
matter back to the court of frst instane to be re-tried, in whole or in part. The local courts are also
supervised by the Ministry of Justice.

225. In criminal matters, in the event of acquittal at trial, the prosecutor has an automatic right
of appeal to the Supreme Court. If, however, a conviction is recorded at trial, the defense is without any
such automatic right. If the acqutal of the accused is confirmed by the Supreme Court, the prosecution,
but not the accused, has an automatic right of appeal to the presidium as the fnal court of appeal.

226. The Chairman of the Supreme Court is elected by the Supreme Soviet for a ten year term,
as are the other members of the Court.

227. The jurisdiction of courts in Armenia with respect to commercial matters has traditionally
been rather limited. The civil court has had jurisdiction over economic matters involving individuals,
those involving koUlho.es (collective farms), and cases involving very small sums of money. The large
bulk of commercial cases - disputes between enterprises, organizations and other juridical persons
involving a planned or compulsory element - have been under compulsory jurisdiction of the state
arbitration court (arbitrazh) rather than the courts. Thus, the civil courts have very limited experience
of commercial disputes, and almost no experience with the resolution of complex business matters.
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State Arbitration Court.

228. Until recently, the arbitration courts functioned as a separate dispute resolution and
general oversight system with exclusive jurisdiction over most economic disputes between most
enterprises, organizations and institutions.

229. From the standpoint of their jurisdiction, there are two types of arbitration courts
(arbltrnzh): the state arbitrazh and the 'departmental' arbitrazh. Departmental arbitrazh takes care of
disputes that arise between entities which are both under subordination to the same administrative body
(ministry or State Committee), while state arbitrazh covers the remaining disputes under arbitrazh
jurisdiction. Although there are two branches the system is a unitary one, with state arbitrazh carrying
responsibilities for overseeing the activities of departmental arbitrazh. Like the regular courts of
arbitration culminate in one supreme court, i.e. the State Arbitrazh of the Republic of Armenia.

230. Arbiters are required to be aware of and to remedy legal violations which may be
occurring in enterprises with which they have contact, regardless of whether those violations are related
to the subject of the dispute, and arbitration proceedings may be instituted by arbitration court authorities
sua sponte if an arbiter believes that violations of law are occwr n1ig. The Arbitrazh has a right to issue
notifications t,) enterprises or to state enforcement authoritic-s concerning violations of law. These
notifications must be returned within a stated period of time with a description of remedial measures
taken. Arbiters also have the power to issue specific binding instructions to economic actors concerning
the elimination of violations of law. Finally, arbitrazh organs are expected to draft normative acts which
elaborate on the procedures that enterprises are required to follow in economic activities which have a
mandatory nature, and to issue interpretations of economic law to ministries and departments. As for the
arbitration procedure, there are strict time limits placed on the presentation of responses and documentary
evidence, and the rules of procedure are simplified and actual proceedings informal in order to facilitate
efficient resolution of disputes.

231. The role to be played by state arbitrazh in the new market economy is not entirely clear.
As mentioned above, general civil code provisions give jurisdiction over disputes not involving mandatory
elements to either/both arbitrazh and the courts. Yet the traditions and procedures of these bodies are
quite different and the treatment of a single dispute is likely to vary substantially between the two bodies.
Arbitrazh bodies traditionally examined disputes in which the actions of the parties are heavily determined
by legal requirements, with a primary goal being the enforcement of these requirements. It is not clear
that this body can be quickly or easily transformed into an "economic court" which will serve simply to
examine and resolve disputes presented to it by essentially free economic actors. On the other hand,
arbitrazh bodies are the only bodies that have any experience at all with large commercial disputes and
any knowledge about the types of conditions and the traditional contractual and economic relationships
that have existed in Soviet industry.

D. Propeuy Law

232. As in other former Soviet Republics, ownership law in Armenia was until recently,
strictly divided between socialist ownership and personal ownership. Socialist ownership, in turn,
included state ownership and collective ownership (of cooperatives and collective farms).
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233. Under personal ownership, a separate category included primarily the personal and
household belongings of individuals which were to be derived principally from the labor savings of
individuals and were not to serve as the basis for any business or economic (profitable) activities.

234. The Property Law enacted in 1991 has introduced the concept of private property,
although the term "private" was intentionally replaced by "collective". The law recognizes three forms
of property: state property, "collective" and personal property (of individuals). Each of these varieties
of ownership enjoys equal protection by the law. The law states that all formns of property will be equally
protected - a substantial step in terms of the history of Soviet jurisprudence - and provides generally for
the right of both owner and legitimate users to protection of their property or use rights. The law does
not, however, mention any requirement of, or case for, regisaion of property ownership.

235. 'CoUlective ownership" - is a category of ownership defined neither in the existing civil
code nor in the law itself. A number of the types of ownership placed in this new category are the
ownership rights of new kinds of business entities.

236. While the lack of a general civil law definition of collective property does not prevent
the use of owned property by the relevant business entities, it does cause substantial uncertainty
concerning the precise boundaries of their ownership rights and the rights of individuals and organizations
who are, in turn, the owners of the business entities and the managers of their property. This uncertainly
is particularly acute with respect to those types of business entity which have not been defined in other
laws.

237. At the present time, liens on property or pledges are regulated by civil code provisions.
Such provisions generally allow the pledge of property only if it is owned outright or is in the operative
management of the party making the pledge. The restrictions are placed on the pledge of productive
(fixed) assets owned by the state. A draft law on lien, however, is currently being considered, which
redefines the conditions of an enforceable lien or pledge, the types of property rights that may be the
subject of a pledge, and the procedures for affecting a foreclosure.

238. In order for property to be used effectively as security, whether under the old or new
provisions of the law, technical means must be provided by which legal requirements can be met and
rights sustained. Particular difficulty will be caused by the absence of a coherent system for registration
of property ownership and of liens and encumbrances on property.

Land Law.

239. The land has always been owned by the state. Economic enterprises and agricultural
cooperatives were to be given access to land for "social u " only. Moreover, land, particularly
agricultural land, could only be used for the purpose for which it was given. Land could not be the
subject of transactions such as conveyance, rent, or mortgage. The only transaction allowed by law was
exchange with other lands, subject to the permission of state authorities.

240. Tbe Land Law, passed in February 1991, defines various categories of land and gives
broad outlines for their disposition.
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241. The Law recognizes three forms of ownership of land: (i) ownership by citizens of the
Republic of Armenia; (ii) collective ownership; and (iii) state ownership. The land can be granted to
citizens of the Republic of Armenia exclusively for the purposes of: (i) operating peasant and collective-
peasant farms; and (ii) construction of a residential building. Collective ownership of land may arise
through the voluntary combination of the plots of land of individual owners or by land being granted for
collective ownership.

242. The Law does not put limits on land holdings of individuals. It does place, however, two
important limitations on land ownership: first, the Land Law puts strict controls on the conversion of
agricultural land to other uses; and second, it provides that the owner can realize his right to sell the plots
of land only hfree years after he pays off the total cost of the land.

243. Local authorities bear the primary responsibility for granting of land for ownership and
use. The right to ownership and permanent use of land is certified by an appropriate state deed, which
is issued by the executive committee of the appropriate local soviet of people's deputies. The state deed
indicates the owner, the purpose and conditions of the grant and use of the land, the name, locadon,
dimensions, and boundaries of the plot of land, its register assessment, and other information. The Law
provides for creating the State Land Register, although not specifying the details. The procedures for
keeping the State Land Register are to be established by the Government of the Republic of Armenia.

244. Disposition of urban and other categories of land is also covered in the law.

E. Company Law

245. Before fundamental economic reforms started, state-owned enterprises ("socialist
enterprises") constituted the dominant type of economic organization. The other forms included
cooperatives, collective farms (kolkhozes) and state farms (sovkhozes).

246. Socialist enterprises were based on state property and their production activities were
strictly determined by state plans. Each enterprise was managed by a director appointed by the
governmental authorities who was responsible, among other things, for the fulfillment of the planned tasks
of the enterprise.

247. A new Law on Enterprises and Entrepreneurial Activity was adopted on March 14, 1992.
The law is designed to create substantial new business opporunities for different types of economic
organization. The law defines the basic principles of legal regime for entrepreneurial activity, while
specific legislation concerning the formation and activities of particular types of enterprises (e.g.joint-
stock companies) will govern the activities of these enterprises.

248. In the meantime, temporary regulations issued by the Armenian Govermment are
applicable to joint-stock companies and economic partnership.

249. The new Law provides enterprises with a broad scope of rights, which include the right
to manage their property; to operate financial assets; to borrow funds, to obtain bank and commercial
credits in the Republic of Armenia and other sttes including credits in foreign currency; to plan their
business activity independently; to set prices of products, services rendered, and jobs performed; to
conduct import-export operations, and to protect their rights in the court or arbitration court.
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250. The Law also guarantees that an enterprise's rights shall be properly secured by the
Government, particularly, from unauthorized intervention of governmental bodies in the enterprise's
activity. The latter has the right to seek for compensation from the governmental body which caused the
damage.

251. Although the law provides a radical step toward liberalization of the rules and planning
claims that had hindered enterprise initiative, it still contains a number of requirements and restrictions
that may hamper the movement of enterprises toward more independent and efficient behavior. Thus,
enterprises of all legal organizational categories are required to establish reserve funds at the rate
determined by the Government. Enterprises also have to follow the procedures established by state
administrative agencies for conducting accounting operations; for calculating depreciation, production
cost, and its elements funds which may be committed to remuneration of labor and other calculations.

252. Some provisions regarding state orders," the enterprise control committee, and state
inspections of the legality of an enterprise's activity, can also be considered restrictive and may cause
unjustified interference of governmental authorities with an enterprise's activity, unless the powers of
governmentl agencies are determined more carefully.

253. These restrictions, however, should be viewed in the context of the transition period and
should be relaxed as the appropriate market institutions are developed.

254. All enterprises operafing within the territory of the Republic ef Armenia are subject to
state registration. The law does not specify what governmental body shall be in charge of registration.
The authorized governmental agency must register an enterprise within 30 days after application and
foundation documents have been submitted. Some types of business activity are also subject to licensing.

255. Certain types of activities considered to be subject to state monopoly are: any activity
connected to the military complex or national defense; production, transportation or utlization of
explosive, radioactive or poisonous materials; narcotics; certain kinds of medical services; all operations
with precious metals; and special communication services.

256. Permission to be involved in economic activity which is considered to be a state monopoly
can be granted only by the Government of the Republic of Armenia.

257. State licensing of business enterprises or individual ventures involved in development of
naural resources or other activities may, in exceptional cases, be conducted through competitive bidding.

258. Licensing of businesses engaged in making certain products (e.g., food and beverages,
cigarettes, prescription drugs, cosmetics and perfumes) requires that certain quality assurance procedures
be in place reladng to experimentation, testing, and so on. In such cases a preliminary and limited
license may be issued for the purpose of allowing a limited production sample for testing purposes. A

2/ Although the law states that the stae order is set down in a contract concluded between the authwized state
administive agency and the enterise, state enteprises may be obliged to accept state orders, but without
consent of the enteprise it may not extend to all the products, jobs, and services of the enterprise aside from
the strictly limied list.
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license to engage in continuing activity shall be granted only after successful completion of any
investigation and successful conclusion of the preliminary licensing period.

259. The law basically provides for all the types of company organization typical of a
continental legal system. These include sole proprietorship, general partnership, the limited partership,
the limited liability company and joint-stock company. The law also covers previously developed
business organizations, such as: cooperatives, collective peasant farms, state enterprises, economic
associations, etc.

260. The law also defines the legal status of: small enterprises; "enterprises which operate with
management contract"; lease-holding enterprises; "public service enterprises" which are not considered
to be specific organizational-legal forms but have some additional characteristics.

261. The ioint stock compnay is an important company form in all market economies and is
likely to become important in Armenia in the future as state-owned enterprises are privatized. At present,
however, the form is hardly used and almost all companies to date have been established as partnership
or limited liability companies.

262. At least two founders are required to set up a joint-stock company. The law does not
specify a minimum capital requirement for setting up a company (this is supposed to be addressed by the
legislation governing different types of companies). A joint-stock company is referred to as open if the
stock is distributed in the form of a public subscription and closed if the stock is distributed only among
the founders.

263. Economic partnerships (general or limited) do not enjoy the status of legal entities. A
general partner bears personal property liability to third persons for the obligations of the partnership,
while, for a limited partner, liability is limited by the amount of his contribution to the capital of the
partnership. In a limited partnership, there must be at least one general partner.

264. Cooperatives differ from companies and partnerships primarily in two ways: (i) personal
labor participation is required from all members of the cooperative; and CiH) distribution of profits depends
on labor participation rather than the property contribution of the members.

F. Anti-Monopoly Law

265. Anti-monopoly and/or fair competition, although not an initial focus of reform efforts,
has been reeiving an increasing amount of attention from legislators and policy makers in many former
Soviet Republics. While drafts of anti-monopoly laws have been produced, there is still substantial
confusion over the proper direction of policy and the precise nature of the functions to be fulfilled by the
anti-monopoly enforcement body.

266. In Armenia, the draft Anti-Monopoly Law was prepared by the Department of Economic
Reform. The abuse of dominant provision, cartel agreements, unfair competition, discrimination, and
anti-competitive mergers are all prohibited under the Law. The Law also spells out the powers and
functions of the Anti-Monopoly Agency (AMA).
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267. The Law contains a broad definition of monopoly activities which covers:

i. abuse of advantageous (dominant) positions by investors (such as creating inflation or
causing an artificial deficit, the act of withdrawing merchandise from the market);
ii. entering into agreements between investors upon activities which might limit
competition or jeopardize the interest of the consumer;
iii. prohibiting activities of Government agencies, which have a potential of limiting
competition.

268. For the purposes of organizing the goods market, prevention and limitation of the
monopoly activities, and eliminating unfair competition in the marketplace, the Anti-Monopoly Agency
shall be set up. This Agency is granted the right to give mandatory instructions to investors as well as
to governmental bodies to observe the law in the area of anti-monopoly, the right to abolish agreements
which jeopardize the interests of the consumer, impose penalties on investors and their employees,
penalize investors who have illegal incomes, and appeal to the courts or arbitration courts of the Republic
of Armenia.

269. The actions of the Anti-Monopoly Agency can be appealed to the court or to the
arbitration colr.

270. The Law does not focus on merger control. Enteprises which have been broken up
might seek to merge in order to strengthen their economic viability. The AMA needs to develop
procedures for reviewing the mergers that will arise. In particular, criteria need to be developed to define
the mergers which will need to be cleared by the AMA.

271. The Law should also specify more clearly how the AMA will be set up and its
relationship with the executive.

G. Banknitcy Law

272. In all likelihood, many Armenian enterprises will fail and have to be closed as the
economy moves toward a free market. A well-functioning system of bankruptcy law and practice is
therefore a critical part of the legal framework.

273. The liquidation and reorganization procedures are contained in the new Law on
Enterprises and Entrepreneurial Activity and in the Civil Code.

274. The government has prepared a new modern Bankruptcy Law. ITe new draft is
comprehensive and well-organized. It covers not only bankmptcy per se, but also reorganization under
bankruptcy protection as well as the mutual agreement procedure.

275. Bankruptcy is defined as the steady inability of a debtor to satisfy claims imposed on him
by creditors, which is associated with shortage of funds for ree months from the start of an established
period.
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276. The Law does not specify within the jurisdiction of what courts bankruptcy cases shall
be resolved. It refers to the "court of arbitration" or "special court". It is also unclear whether the parties
(debtor and creditors) have a discretion to choose the court.

277. In terms of procedural regulations the draft Bankruptcy Law basically follows the Western
model of bankruptcy codes. The bankruptcy proceedings consist of several stages:

i. commencing a bankruptcy action - a bankruptcy petition may be filed by both
creditor and debtor (voluntary bankruptcy petition);
ii. preliminary proceedings - investigation of all submitted petitions, documents and
evidences by court;
iii. bankruptcy proceedings - acknowledging the debtor to be a bankrupt and starting
sale of his property;
iv. liquidation or reorganization of the debtor.

278. From the instant the court renders a decision about declaring an enterprise a bankrupt and
opening bankruptcy proceedings, the debtor is not permitted to transfer his property or cancel his
obligations and all claims of a property or financial nature can be declared to the debtor from this time
only within the framework of the bankruptcy proceedings.

279. The Law provides the debtor with some possibilities to prevent the bankruptcy
proceedings in the preliminary stage: the debtor can submit a petition to terminate the bankruptcy action
and to carry out rehabilitation within one month of the date on which the acton was accepted for
proceedings. The debtor can also appeal to creditors with a proposal for an amicable settlement which
grants the debtor a deferment of payments and installment payments and deductions from debts. In both
cases, it falls within the discretion of the court to decide whether to approve the settlement and terminate
the bankruptcy proceedings.

280. The draft Law defines the status and powers of the Official Receiver, Meeting of
Creditors, and Committee of Creditors.

281. Special provisions are established for bankruptcy actions involving state enterprises. In
such cases participation of state agencies authorized by the state to manage the property of the debtor is
required. When stock is sold in state enterprises as a process of reorganization or liquidation, the
Committee on Administration of State Property (or its agencies) receives special powers from the
Government for combining the role of representative of the owner and official receiver.

EL Foreign Investments

282. The opening up of foreign investment and trade possibilities are a vital component of the
Armenian Government's economic reform program, both because of the importance of imported goods
and equipment to the growth of competition in the market and because of the need for substantial amounts
of investment funds.

283. The draft Law on Foreign Investment has been prepared by the Government and
submitted to the Supreme Soviet for consideration. The draft law appears to provide foreign investors
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with a favorable legal regime, and thus generally sends the right signal - that private investment with
foreign participation is desired and welcome.

284. The draft law applies very broadly to any participation by a foreigner in the Armenian
economy. Foreigners are allowed to set up branches or wholly-owned subsidiaries, as well as joint
ventures with Armenian partners. These types of foreign investments are subject to the general rules and
corporate forms set out in the Law on Enterprises and Entrepreneurial Activity, as discussed above. The
other types of foreign investment activities may include purchase of share stock in enterprises, acquisition
of property or property rights (e.g. to use land and other natural resources), granting of licenses or
property rights (including intellectual property rights).

285. According to the draft law, foreign investors on the territory of Armenia enjoy the
privileges accorded by either party to those of the most favored nations, provided, however, that
Armenian investors are granted the same type of treatment in the respective countries. The exceptions
from the principle of the "most favored nation" may be made by the Govermnent in the following areas:
air and railway transportation, banking and insurance activities, energy industry, customs activities, real
estate, communications, use of land and other natural resources, exploitation of mineral resources, and
operations with securities.

286. Enterprises with foreign investments are required to be registered with the "authorized
state body" (the draft does not specify what governmental agency is responsible for registration). The
registration procedure is similar to that established for newly created domestic enterprises. Enterprises
whose volume of foreign investments exceeds one million US dollars (or an equivalent in other
convertible currency) have to obtain a special permission for their activities.

287. While profits in convertible currency can always be repatriated by foreign investors
without limit, the draft law limits the repatriation of investment proceeds by one year. The draft law does
not specify a particular tax regime or special tax incentives for foreign investment.' The law, however,
provides that property brought into the Republic of Armenia as the contribution of the foreign investor,
or for production purposes, or by foreign workers at enterprise with foreign investments for their own
needs is exempt from the imposition of customs duties.

288. The draft law also contains the standard provisions concerning guarantees provided to
foreign investors against compulsory removal of their property and adequate compensation and indemnity
for losses in case of nationalization or confiscation.

I. Contract IAw

289. The legal framework for contracts is contained primarily in the Civil Code of the
Republic of Armenia, adopted in 1964. The Civil Codes of the various former Soviet republics were

54/ Pumsuant to the new law on Tax on Profits adopted an January 24, 1992, taes imposed on enteprise with
foreign investment exceeding 50 percent of stty asse shall be reduced by the amount of 50 percent of total
profit tax, and if the shar of the for paticipant is between 30 and SD pet of stutor aset, profit
taxes shall be reduced by 30 percent. In addition, aU newly established enterprises enjoy a tax holiday for the
first two ye= of profitable opeations.
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based on the federal (All-Union) civil law provisions named USSR Fundamentals of the Civil Legislation.
The basic principles of contract law were drawn from pre-Soviet European Civil Codes, and many of the
principles are not inconsistent with a market economy. Thus these provisions include the principles
governing offer and acceptance, joint and several liability, third party rights and obligations, rules on
time and place of performance, consequences of non-performance or delayed performance, remedies
including specific performance and/or damages, and termination.

290. However, the broad general principles have never applied directly to contracts between
enterprises involved in the planning process. Thus, the principle of contracual freedom was in practice
subordinated to the needs of the central plan which had the force of law. As a matter of fact, contracts
among socialist enterprises (including collective farms) were treated differently from contracts among
individuals and other parties. State enterprises, besides the rules of the Civil Code, were also subject
to special legislation governing some types of contracts. For instance, contracts of sales (or supply) and
transportation transactions were regulated primarily by the federal regulations setting up specific
contractual terms for these types of transactions which essentially differed from the Civil Code provisions
(choice of contractors prescribed by a state plan, fixed prices, strict liability for non-fulfillment, specific
remedies, etc.). These regulations, and also the model contracts and planning orders, have served as a
means of specific prescription of contract form and terms for most enterprises, essentially eliminating the
need for the development of a more generalized contract law and practice that would guide the free
formation of complex commercial relationships.

291. The Civil Code also covers quite a wide range of contracts, including sale, barter,
construction, transportation (cargo and passengers), lease, loans, donations, manufacture and repair,
insurance agency and the others.

292. At present time, although central planning has been abolished and a variety of ownership
has emerged, no radical changes have been made in the Civil Code in order to reflect these new realities.
The Civil Code still formally distinguishes between contracts among individuals and contracts among
socialist enterprises, but all current transactions are regulated by the general provisions applicable to
individuals.

293. The Civil Code is currently being revised in order to create a comprehensive legal
framework regulating commercial activity.

J. Conclusions and Recommendations

294. The transition in Armenia from a command to a market economy will require substantial
changes in the legal and institutional framework governing economic activities in the republic.
Sustainable development and, in particular, increased private sector development can only be achieved
if an appropriate legal system is put in place. Such a system has to be based on objective rules, which
are actually applied, and on functioning institutions, which ensure the proper application of such rules.
The elements of objective rules and functioning institutions form the basic requirements for a stable
business environment, indeed a modern state. Without them, any economic reform measures
contemplated by Armenia are doomed to fail, private investments will not materialize and the transition
towards a market economy will be in jeopardy.
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295. The challenge for Armenia is to review and analyze the existing legal and institutional
framework and to reform and adjust it in parallel to the political and economic reform measures already
implemented or planned by the Government. Prioritizing and phasing in the necessary legal reforms
would depend on the speed of the economic reforms; however, there are certain areas which should be
addressed immediately since they are essential for any subsequent reform undertakings. These areas are
noted below.

296. The instability of the constitutional situation which has led to a precarious balance of
power among the various branches of government - legislative, executive, judiciary - as well as between
the central government and the local administrative bodies should be remedied by adopting the new
Constitution.

297. The proet re_gime should be improved by establishing a general right of natural and
juridical persons (including state entities) to own all types of property, with the exception of those
specifically forbidden by law. This reformulation might eliminate the aeed to identify a special category
of ownership - such as "collective ownership". If, however, the current characterization as "collective
ownership' is to be retained, content will need to be given to the category immediately so that the
property rights of those entities are clear. In this respect, certain adjustments in the Property Law will
be required.

298. In the area of real estate, the creation of registration offices and corresponding procedures
for identifying the legal titles of owners will be of great importance, as re-allocation of land and other
property is still continuing in Armenia and numerous disputes might arise in the nearest future.

299. Some fairly immediate development of cntra Lw will be needed in order to regulate
normal market relations among a wide variety of economic actors. It is obvious that the wholesale
revision of the Civil Code will require a substantW amount of time. In the meantime, quick actions in
this sphere are required now. In this respect, current civil law provisions should be adapted to the new
types of business relations. The provision of model contracts might also be of use in educating new
business participants about the necessary form of content of an enforceable contract.

300. Investors, both domestic and foreign, need confidence in the enforceability of agreements.
Armenia could enact the most modern commercial laws and regulations, but they will be of little practical
value if there are no means of enforcing their provisions, or of efficiently and predictably resolving
disputes about their meaning.

301. One important step would be the clarification of the relationship between state arbitration
courts and civil (regular) courts in terms of solving property and commercial disputes. The Civil
Procedure Code and other procedural regulations should be revised accordingly in order to provide
certainty with respect to jurisdiction to decide a particular dispute, to the legal standards under which a
body will decide, to the point at which a resolution has reached finality, and to enforceability of the
resulting resolution.

302. In addition, substantial steps should be undertaken to provide training to judges and
arbiters on the handling of complex commercial cases. The training activities can be carried out with the
assistance of legal consultants and may include on-the-job training, overseas training and tuition, as well
as conferences and seminars.
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303. In the area of mnM law, the Law on Entprises and Entrepreneurial Activity should
be supported by regulations for various types of companies - joint stock companies, partnerships,
econmic associations, etc.

304. Ile supporting regulations should be also Issued which would specifically deal with some
administive procedures, such as registon of new enteprises with state authorities, obtaining of
licenses and permissions required for cerain types of activities, etc. The lack of clarity about the criteria,
time limits and other procedural rules for obtaining registration certificates, licenses or permissions by
enterprises may be a serious barrier to new entry Into a market.

305. The legal base is also needed for the development of a stock market.

306. One of the critical elements of an overall legal reform program should be institutional
divehopmmt. Enacting of a new legislation must be followed by successful implementation. Support
must be forthcoming not only for short-term agencies like privatization agencies but for longer lasting
entities such as company registration offices, bankruptcy courts, anti-monopoly agencies, securities and
banking regulation offices, land offices and legal departments in government offices. Strengtening of
implementation capabilities of functioning regulatory Institons should involve: (i) review of the whole
adminirive set-up and undertaking of certain administrative reform measures, and (ii) training officials
in legal aspects of economic reforms, including regulatory aspects.

307. in addition, it will be necessary to stengthen the functioning of the judicial system to
enforce conatrt and other obligations and enable effective protection of individual and company rights.
Tbis will need to be preceded with a definition of the relative roles and responsibilities of courts and
arbitrazh.
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TIIE LABOR MARKT

308. Labor market reform is essential for the success of the current transition of the Armenian
economy. First, due to numerous, severe rigidities of the labor market under the L' wviet regime, the labor
market has functioned extremely inefficienuly. Hence labor market reform should yield large productivity
increases. Second, labor market policies should also contribute to sustainability of overall reforms, by
alleviating the costs connected with labor reallocation that wIll be the ultimately required in the Armenian
economy.

309. The primary goal of Armenian labor market policies during the transition must be to
facilitate the needed adjustment both by encouraging the efficient reallocation of labor and spreading the
costs equitably among the different segments of population. Current labor market policies represent the
first, but decisive, step in that direction. Their orientation - leaving primary responsibility for finding
a job to the individual, and letting the state provide a social safety net and a conducive environment for
generation of jobs - is commendable. Some tangible progress has been achieved, such as the
introduction of unemployment benefits and flexible layoffs, freeing of wages, and easing the pressure on
enterprises to hire. At the same time, the Government wishes to establish an active labor market policy,
promoting adjustment through proactive employment services, training and retraining.

310. But the adjustment of the Armenian labor market is still in a very early stage. Although
enterprises have significanty reduced their employment in 1992, it seems that they have done so
primarily through the shedding of pensioners, while the more painfil process of displacement has not yet
started. Among other things, the adjustment is hindered by the present inconsistent labor market policies.
These policies are in some areas too liberal, and in others persist"t,?y interventionist. This annex sets
out the characteristics of the Armenian labor market, reviews its rtcent trends, describes current labor
market policies and practices, and offers recommendations for improvements in wage policies,
employment policies, and employment services.

A. Characteristics of the Armenian lAbor Market

311. Under central planning, the labor market exhibited numerous rigidities. The chief ones
were: job security; administrative job assignments and informal pressures to hire; the obligation to work;
the non-existence of a legal private sector; rigid working hours; constrained geographic mobility; and a
centrally imposed, egalitarian wage structure.

312. The following major characteristics of the Armenian labor market - many of them
produced by the above rigidities - can be identified: predominance of state sector employment; recent
expansion of non-state employment; hidden unemployment; nascent open unemployment; concentration
of employment in industry; non-existent part-time work; pay egalitariasm and distorted interindustry
wage structure; divergent trends in productivity and real earnings; relatively high labor turnover and low
geographical mobility; high female labor force partcipation; good formal education of the labor force,
and moderation of the population growth. Moreover, as the result of a political conflict with neighboring
Azerbaijan, there has been a large net inflow of immigrants since 1988.

313. Predominance of state sector employment. A feature of socialist economies that has
profoundly influenced their operation is the predominance of stae sector employment - the sector that
has always been preferred by the authorities in sociist countries. This goal was originally achieved by
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nationalizing most of the means of production, leaving limited scope for the private sector. The private
sector was kept insignificant by legal limitations, discriminatory taxation, and limited access to and
unfavorable terms for credit.

314. In 1991, the Armenian state sector provided jobs to 1,217 thousand workers - more than
three quarters of all employed workers (Table 1; see also Table Al in appendix).55 But since its peak
in 1987, state employment has been steadily declining, particularly strongly in 1991, when it shrunk by
nine percentage points.

Table 1: ARMENIA: Labor Force Summary

1980 15 1991

State Sector Employment 1218 1388 1217
Cooperatives - 120
Kolkhozi 79.8 74.1 12
Private Agricult. 78.9 83.4 264
Private Non-Agriculture 0.8 0.9 6
Total Employment 1377.5 1546.4 1619
Unemployed - 65
Total Labor Force 1377.5 1546.4 1684
Memorandum items:
(percentage)
Share of State Employment

(including kolkhozi) 94.2 94.5 75.9
Unemployment rate -- - 3.9
Participation rate 76.2 79.0 82.6
Part. rate - women 70.8 75.8 78.2
Part. rate - men 81.9 82.4 87.2

Soure_: See Appendix, Table .

Noces: See Appendix, Table 1.

315. Recent expansion of non-state employment. The decline of state sector employment was
largely due to the official sanctioning of non-state employment in cooperatives and private fams.
Cooperatives emerged in 1987 and their employment expanded very dynamically during 1988-1990 (Table
Al). Though their employment declined in 1991, that year they stili employed 120,000 workers (7.1
percent of the labor force).' Private fanning was strongly boosted by the 1990/91 privatization of land;
new private farmers were recruited not only from former state and cooperative farmers, but also from
workers who had previously worked in the state sectr outside agriculture.

S/ Non-text tables peraining to this section are given in the statiscal appendix to this chapter.

S11 Total employment in cooperatives was 143,000, implying that 23,000 workers worked both in state
aterptista and in cooperatives (sovinostytely'); se the discussion of cooperatives under the industty section.
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316. Hidden unemployment. Together with the other socialist economies, Armenia has
suffered considerable hidden unemployment (overstaffing). The estimates of the rate of hidden
unemployment given by government officials and enterprise managers ranged from 20 to 30 percent.
(According to some reports, underuse of work time - a proxy for hidden unemployment -- in Eastern
European countries has ranged from 10 to 30 percent).57

317. The following factors contributed to hidden unemployment. First, under a soft budget
constraint, firms hoarded labor so as to improve their ability to (over)fulfill the production targets set by
the center. Second, once employed, workers had no fear of losing their jobs - they could be dismissed
only for seriously breaching work discipline (with unexcused absences, for example, or drunkenness on
the job). Such job security reduced the ability of the firm to adjust its workforce effectively. Third,
firms were forced to hire workers through both administrative job assignments, as well as informal
pressures by Party officials.

318. Nascent open unemployment. As in other socialist economies, open unemployment was
officially not recognized under the Soviet regime - which is not to say that it did not exist. Of course,
in the lack of official statistics, one could only rely on estimates of unemployment. The estimates of
Armenian unemployment since the mid-1980s are based on surveys conducted by village soviets (in rural
areas) and district police (in urban areas), and thus seem to be more than just "educated guesses."
According to these estimates, the unemployment rate peaked in 1991, reaching a rather modest 4 percent
(Table Al).' (See below the predictions of The Ministry of Labor on unemployment in 1992.)

319. Concentration of employment in industrY. Armenia's employment composition is similar
to that of other socialist economies. Employment is concentrated in industry: in 1990, industry absorbed
43 percent of workers; 18 percent of workers were farmers; and only 39 percent of workers were
employed in services (Table A2). Moreover, contrary to the long-term trends in developed market
economies, the share of employment in industry increased during the latter half of the 1980s (Table A3).
High-income OECD countries have had much larger service sectors. Armenia's underdeveloped service
sector thus provides ample opportunities for future expansion (in areas such as financial services, catering
and tourism, insurance, consulting, etc).

320. Non-existent part-time work. Due to rigid employment policies, employment is virtually
exclusively full-time. According to the estimate of the Ministry of Labor of Armenia, fewer than 0.5
percent of workers - mainly retired people and those taking second jobs - work part-time. Even though
legislation under the Soviet regime allowed part-time work, employers were encouraged to employ on
a full-time basis.

321. Pay egalitarianism and distorted interindustry waNe structure. Drawing from the writings
of Marx, socialist economies have pursued the principle 'to everyone according to his work" by using
a tariff system. Under the tariff system, jobs were classified (based on such factors as required

5I/ Enterpises could afford hidden unemployment because they faced soft budget constraints (see M.
Vodopivec, "The Persistence of Job Security in Reforming Socialist Economies," Soviet Studies 1991, No. 6,
pp. 1011-1025).

58/ S. Oxenstierna, "Trends in Employment and Unemployment in the USSR," Stockholm Institute of
Soviet and East European Economics, June 1991, reports unemployment rate of 3-6 percent for the whole USSR
in 1989.
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education, physical strain, and working conditions) into different skill grades - the "skill-exertion
matrices -- to which economy wide wage rates were centrally assigned (they were modified by "regional
coefficients" to account for differences in climate). To stimulate productivity, various bonus schemes
were superimposed on base wages tying rewards either to individual productivity (piece rate) or to
collective productivity (profit-sharing schemes).

322. Such wage determination produced two major negative effects. First, the pay structure
was compressed thus dampening work incentives. For example, the 1986 tariff rates called only for a
4.27 range between the highest and the lowest basic tariff rate. Second, the sectoral structure of wages
has been biased in favor of blue collar workers - for example, workers in manufacturing are better paid
than workers in education and culture (rable 2). (Sectoral wage structure has been fairly stable since
1980 - with the exception of administration and particularly financial services, which improved their
relative wages since 1986.)

Table 2: ARMENA: Interindustry Wage Struc *

(percentage of the national average)

1980 1986 991w"

Armenia (rubles) 163 185 318
Manufacturing and mining 112 115 111
Agriculture 78 83 86
Construction 145 155 154
Transport 117 114 96
Communications 85 83 95
Trade, catering and tourism 80 72 67
Housing and public utilities 69 68 72
Financial services 94 95 199
Education and culture 84 79 76
Public health and social welfare 83 65 74
Administration 92 88 106

Source: Statistical Office of Armenia.
* State sector only.
** Average of the first nine months.

323. Divergent trends of real earnings and productivity. The latter half of the 1980s witnessed
a widening gap between productivity and real wages - even though productivity was falling, real wages
were growing, thereby changing the structure of final demand in favor of consumption (Table A4).
While increasing up to 1985, productivity (measured as output per worker) has been faling since then
(except in 1989, when there was an increase in economic activities following the December 1988
earthquake). In contrast, real earnings per worker steadily grew in the 1980s and in 1990, rising 56
percent above their 1980 level by 1990. (In 1991, both productivity and real earnings sharply decreased,
the former falling five percent below its 1980 level, and the latter barely exceeding it.)

324. Relatively high labor turnover and low geographical mobility. Due to an overheated labor
demand fueled by a soft budget constraint, the labor turnover (ob changing) rate in Armenia has been
quite high, that is, comparable to that in most OECD countries (see Table AS). In contrast, geographic
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mobility has been notoriously low in socialist economies. The propiska system (see para. 235 below) and
the lack of a functioning housing market have been major impediments.

325. High female labor force panricipation. While the male laoor force participation rate in
Armenia has been comparable to that in most OECD countries, the female paricipation rate has been
much higher. In 1989, the female participation rate was 78.2 percent, similar to that in Scandinavia and
Eastern European countries (except Yugoslavia), and higher than the one in Soviet Union (Table A6).

326. Good formal education of the labor force. Like the labor forces of the Eastern European
economies, the Armenian labor force is formally well educated (rable A7). The Armenian labor force
averages 11.3 years of education, which is only slightly less than the highest ranked socialist economy,
Czechoslovakia (11.5 years), and is even above the average for the developed market economies (10
years). Of course, it is another matter how functional the education of Armenian labor force is,
particularly from the point of the forthcoming transition to a market economy.

327. Moderation of population growtl. Due both to the decreasing trend in fertflity and
increasing trend in mortality (the latter particularly since 1989 - not counting the earthquake year 1988),
population growth has been slowing down since 1984 (fable A8).

328. Net inflow of immigrants. Starting with February 1988, as a result of a political conflict
with the neighboring Azerbaijan, there has been a continual inflow of Armenians from Azerbaijan, and
outflow of Azerbaijanis from Armenia. In total, it is estimated that about 250,000 Armenians immigrated
from Azerbaijan, and that about 170,000 of Azerbaijanis emigrated from Armenia (in 1991, the
corresponding numbers are 32,000 and 600, indicating that these migration flows have slowed down).

B. Recent Trends: the Beg_ing of Labor Reallocation

329. While some of the labor reallocation during the transition may take place smoothly - that
is, as voluntary job changing that does not result in unemployment, reallocation in the present crisis is
bound to call for extensive lay-offs and to produce, massive unemployment. That has not yet happened.
Although enterprises have reduced their employment in 1992, it seems that they have done so primarily
through much less painful shedding of pensioners, while being quite reluctant to lay off other workers.59
This can be concluded (aside from anecdotal evidence from enterprises visited) from the low number of
registered unemployed, particularly those that have been laid off (see below).

330. Faced with a difficult economic situaton, Armenian enterprises adjusted their demand
for labor in two ways. First, they cut back their workforces. Compared to the last quarter of 1991, at
the end of the first quarter of 1992 the state sector (outside agriculture) reduced employment by 106,000
workers (9.4 percent of the total).60 About 60,000 jobs were cut in the non-material sphere (education

59/ At the end of 1991, 150,000 pensioners (out of 580,000) were working.

60/ lhere was also a cutback in state agricultural employment of 38,000 workers, but that predominandy
reflected ownership trnsformation, that is, the drop in state employment was matched by an increase in private
employment in agriculture.
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and culture, and public health), and 46,000 jobs were cut in the material sphere; among the latter,
manufacturing and construction both shed 15,000 workers, and trade and catering 11,000 workers.
Second, enterprises let workers keep their jobs, but forced them to take leave without pay amounting to
only two thirds of their base pay - 336,000 workers were on such forced leave during November 1991
and March 1992. In parallel with these employment adjustments, wage differentials have widened.

331. In the two months after unemployment benefits were introduced in March 1992,
employment offices registered 11,775 job seekers. About 2000 of them had been laid off, 1500 were
first-time job seekers, over 5000 were labor market re-entrants, and over 3,000 had quit their jobs. By
the end of April 1992, 6105 job seekers qualified for unemployment compensation, and 65 of them were
also enrolled in training.

332. Government projections of unemployment for 1992 anticipated an inflow of 80,000
persons into unemployment in 1992 (or about 4.8 percent of the labor force). In the event, 60,000 were
officially unemployed at the beginning of 1993. According to the same projections, 16,000 unemployed
would be re-employed; 24,000 unemployed would enter professional training, and the remaining 40,000
would be supported by unemployment compensation. The whole program, together with the costs of
running of employment offices, would cost 325 million rubles (in projections dated April 1992), out of
which training costs would account for 154 million rubles, and unemployment compensation for 156
million rubles. At the current one percent payroll contribution rate, the Employment Fund would
generate a substantial deficit; to close the gap, the contribution rate would have to be raised to about 3.5
percent.61

C. Current Labor Market Policies and Practices

333. Labor market rigidities under central planning produced two types of inefficiencies.
First, labor allocation was inefficient because (1) both hiring and dismissal were divorced from economic
criteria, (2) labor turnover did not necessarily enhance efficiency, due to a wedge between the wage and
the value marginal product created by employment subsidies, and (3) internal labor markets were
ineffective, because of ideological criteria in hiring and career advancement. Second, job security
negatively affected work incentives -- directly, by the absence of the stick in the form of the threat of
dismissal, and indirectly, through the weakening of profit-sharing as a device for boosting motivation.

334. As mentioned earlier, current labor market policies and practices have introduced greater
flexibility, but problems remain, including: constrained geographic mobility; generous fringe benefits;
counterproductive setting of intra-firm earnings differentials; administrative job assignments; and
unnecessary administrative interventions in lay-offs. These practices are explained below:

Constrained geographic mobility (the propiska system)

335. The Employment Law defines the "appropriate job" (podhodyashchaya rabota), among
others, by the distance from the permanent residence fpropiska) of the worker; in Armenia, this distance
is not to exceed 60-70 km. Since a worker may only be employed in an "appropriate job," this in

61! The forecasts for re-employment and entry into professional training, are most unlikely to be realized,
but the net effect on the total cost forecast would be small.
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principle preclules many rural residents from taking jobs in, and moving to, the cities (above all,
Yerevan). To this extent that this system is actually working (which is not clear), it is unjust, and is also
inefficient -- it precludes selection from the larger pool of candidates and thus hinders competition.

Generous fringe benefits.

336. The present system offers many types of fringe benefits. Workers are entitled to
pension, paid vacation, and paid maternity and sick leave. These are normal social insurance benefits
in a market economy.

337. There are, however, other types of fringe benefits which are typically not found in a
market economy. They are financed from the so-called social development funds of the enterprises and
include provision of housing, payment of mortgage and consumer credits, obtaining lots for building a
"dacha," paid excursions and traveling, and free meals. These benefits introduce inefficiency into wage
setting. First, enterprises may prefer in-kind benefits because they are taxed less than the wage fund;
once the tax status is equalized, workers are likely to prefer cash paymert. Second, many of the in-kind
bc,efits are provided to workers in the same quantities - Jue to different tastes, many workers would
prefer cash payments and the freedom to decide for themselves what to buy.

Counterproductive setting of intra-firm wage differentials.

338. New regulations in this area are under preparation. As the mission has been told, the
regulations will determine ranges of relative wages for 15 categories of workers, with the largest overall
wage range of 1:15. The regulations will apply to government workers, but may also be recommended
for state and other enterprises. It is appropriate for the Government to utilize such wage regulations
(possibly revising them temporarily to ensure competitiveness). But applying such regulations - even
only as a recommendation - to state enterprises, let alone private ones, would be counterproductive.
Even if the norms were only recommended, they would raise expectations both on the part of workers
and employers, and thus distort the prevailing wage structure. Possible effects include reduced mobility
of labor, inhibition of employment, and the reduction of overall productivity (the latter caused by the
lowered morale of the more productive workers, if the regulations tilted the distribution toward
egalitarianism). However, it is understood that the Government has now decided to apply a tax-based
incomes policy rather than recommend a tariff.

Administrative job assignments

339. The Employment Law enacted in February 1992 stipulates that the government
guarantees work for some groups of workers (single mothers, one of the spouses if both are lnemployed,
handicapped, and released prisoners and persons cured of alcoholism and drug abuse). This guarantee
is achieved by assigning such workers to both state and other enterprises (the number of assigned workers
cannot exceed five percent of the work force per year). If enterprises do not want to accept these
workers, they must pay a fine equivalent to the yearly pay of the refused workers.

340. The above job guarantee program may seem, from a humane point of view, a just and
reasonable one. But it does not make sense from the economic point of view. As the experience of
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successful, socially-conscious countries (for example, Western European ones) shows, government must
help certain groups of the population (for example, the poor and disabled). Such a help, however, does
not and should not consist of job assignments, but rather of income support and investment in training
and re-habilitation.

Unnecessary administrative interventions in lay-offs.

341. The Employment Law introduces quite flexible redundancy regulations, but it allows
the Employment Office to delay mass layoffs. The law stipulates that an employer must give an
employee at least two months advance notice for dismissal and provide severance pay equal to one
monthly wage to the laid-off worker and the same amount to the Employment Fund. In case of a mass
lay-off (defined as one exceeding five percent of the work force), the employer also has to give two
month's notification to the Employment Office.

342. While the above regulations are similar to redundancy legislation in developed market
economies, Armenian law deviates by allowing the Employment Office to delay lay-offs for a month, if
it encounters difficulties in placing workers to be laid off. The employer may be partly compensated for
such a delay from the Employment Fund. Such government interference in layoffs not only postpones
the needed adjustment, but also induces rent-seeking behavior on the part of enterprises, as well as
requires complex analyses to determine what losses, if any, were imposed by the delay of the layoffs.

D. Recommendations on Wage and Employment Policies

343. In addition to the shortcomings of current labor market practices discussed above, there
is a need for the government to re-introduce an incomes policy and to encourage some labor shedding
by state enterprises. In the formation of wages, the pendulum has swung too far in the direction of
complete freedom in setting the wage bill. Current regulations have removed the incomes policy
introduced in 1987, defining a ceiling on the annual increase in the wage bill of enterprises. Even state
enterprises can freely set their wages; and, in the absence of any constraints on wage payments, state
enterprises may increase their wages well above inreases in productivity, thereby contributing to
inflationary pressures. Also, collective bargaining is in a rudimentary stage of developmenit, so there is
only a weak institutional framework to support wage moderation.Y2

344. The lack of an incomes policy complicates the task of orderly and rational labor shedding.
A major task for policy makers - and perhaps the most challenging one - is to preserve jobs that are
economically meaningful, while simultaneously encouraging labor shedding in those industries and in
those enterprises that suffer from hidden unemployment or are economically non-viable. For Armenia
this task is particularly complex, since short term financial indicators may not signal long term viability.
On the one hand, the structural problem of hidden unemployment requires labor shedding; on the other

6/ Presetly, there are two trade unions: the old, "official" trade union, whose leadership is unchanged
from the Soviet times, and a new trade union 'Miabantun (in trnslation "Spiritual Unity"). T The two have
fonmed a loose confederation. Miabanutun is much smaller; it has 35,000 members, mostly from the technical
intelligentsia. The rest of the workers are members of the old trade union. As under the fonner Soviet Union,
virtually all workers are members of one of the trade unions.
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hand, the temporary problem of insufficient supply of energy and inputs due to the economic blockade
requires preserving employment.

345. To assist the government in thinking about appropriate policies and programs to manage
the transition to a market economy, this section offers recommendations on wage and employment
policies. Proactive employment programs are discussed in the following section, and the design of the
unemployment benefits program is discussed below in Chapter IV, along with Armenia's other cash
benefits programs.

Wage Policy

346. The following actions (in the following order of priority) require immediate attention:

To assure a minimum income for workers, the government should set and maintain the
minimum wage slightly above the poverty line, and adjust minimum wage in the future
by discretionary action.

In the current unstable environment, an incomes policy is necessary. To be effective, the
tax-based incomes policy needs to operate in the context of effective credit restraints on
enterprises. (To take into account productivity gains, the increase in the enterprise wage
bill could be tied to the increase in enterprise value-added, and any excess wage
payments progressively taxed. A similar system was in place until January 1992.)

The provision of excessive fringe benefits should be discouraged by equalizing the tax
status of fringe benefits and cash earnings. Moreover, the provision of social benefits
(for example, housing) should not be linked to employment.

Employment Policy

347. To build support for the market-oriented reforms, the government may want to take
explicit measures to build suoport for the reforms:

- Establish a National Conciliation Council (with a tripartite structure - the government,
trade unions and employers) to discuss future polices and legislation.

- Launch a public relations campaign to demonstrate (i) unavoidability of the reforms (as
a price to be paid for the long-lasting wrong policies of the past), and (ii) its commitment
to facilitate the needed adjustment by both encouraging efficient reallocation and
spreading costs equitably among different segments of population. Moreover, to
counterbalance the perceived negative developments (mcreased unemployment), the
govermment should emphasize successes (such as people obtaining regular employment
after finishing training or public employment programs).

348. As unappealing and painful as layoffs are, the costs of perpetuating the status quo are
often much higher. Thus, controlled labor shedding by state enterprises plays an essential role in
managing the transition; government must encourage firms to shed surplus labor and also shut down firms
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with the poorest performance and prospects. However, in order to smooth out the reform cycle, and
promote the sustainability of reforms, the government should tighten the budget constraint and induce
more intense labor shedding at lower rates of unemploymen and offer concessions (for example, tax
waivers) at higher rates of unemployment. Concession should themselves be part of industrial policies-
for example, to bolster strategic industries or support selected enterprises hurt by the blockade in the short
run but considered viable in the long run.

349. To prevent not only costs imposed on employers by delaying mass layoffs, but also
administrative costs to the govermment, the possiblityto delay mass layoffs, when there will be difficulty
in placing the redundant workers, should be reconsidered.

350. For the sake of efficienc) and to prevent undue costs imposed on employers, the
government may want to reconsider current job gun for certain categories of workers, possibly
replacing them with employment subsidies (particular attention showuld be paid to invalids, due to their
abnormally high rate of participation in the labor force as the consequence of the 1988 earthquake).

351. An important medium term task of the government is fostering gwZWhic mobil of
labtr by removing the "propiska' (permanent residence) considerations from the criteria for job eligibility
and provision of medical services. Government may want to consider such a move in conjunction with
privatization of housing, which will improve the efficiency of the housing market.

E. Proactive Employment Programs

352. The transition to a market economy will entail a fimdamental transformation in Armenia's
labor market. The annual volume of labor turnover will increase substantially and open unemployment
will arise and persist as firms and entire industries undergo restructuring. Labor market policies can
assist the transition. In addition to unemployment insurance cash benefits which will be important in
helping maintain the income of the unemployed, proactive labor market policies will be needed to
facilitate job changing, skill acquisition and the provision of temporary jobs in certain circumstances.
Proactive employment programs-including the employment service, training, and job creation-will be
discussed in this section.

The Employment Service

353. A prominent feature of the labor market in market economies is the frequent turnover of
workers in jobs. If efficiency gains and increased worker satisfaction are to be obtained, public policy
should help remove barriers to labor turnover and assist job matching. Matching workers with available
jobs is an area of proactive labor market policy traditionally undertaken by an employment service.

354. Armenia is developing and employment service and already has a number of employment
offices. Currently, there are 41 offices: four in the largest four cities, and one in each of the 37 rayons'
Qocal jurisdictions), with 451 staff employed in them. In addition to earlier job matching functions, these
offices now recommend training for some job seekers and make determinations about eligibility for
unemployment insurance benefits. Employers have a statutory obligation to list vacancies with these
offices, but most vacancies are filled without formal contact between emaployers and the local employment
office. Employers are not obligated to hire workers referred by the er. ployment office. Staff time seems
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to be excessively devoted to filling out intake forms and the numbers of placements are low. In April
the Yerevan office made 70 placements while the Gumri office made 25 placements.

355. The employment service should have as its primary mission the matching of workers to
jobs. To ensure that effective job matches are made, services such as counselling, assessment, and testing
are needed as well as surveys of employer needs and referrals to employers with vacancies. These
functions can be most effectively performed if there is physical space present in the local offices for
individualized meetings with job applicants. The offices visited in Yerevan and Gumri were small and
crowded.

356. Although limited information has been gathered about the structure and functioning of the
local employment service offices, some areas for change can be suggested. (1) 'To increase its
effectiveness, employment service office space needs to be enlarged, and at least in Yerevan there is a
need for additional offices in order to be closer to the applicant pool. At present a single downtown
office serves the entire metropolitan area of 1.2 million people. (2) Staff effectiveness could be enhanced
by use of computers to record job applicant information at intake and information on job listings. (3)
Employment service staff should be cross-trained so that individual staff members can perform intake,
counselling and benefit determination functions as the mix of office activities change on a seasonal and
cyclical basis. Use of computers and cross training wUI both increase staff productivity. Also, (4)
employment offices could simplify and streamline registrationprocedures for the unemployed, by advising
applicants about vacancies before registering them, so as to avoid unnecessary registrations, and letting
them fill in their own registration forms.

357. If the employment service is to become a more important part of the job matching
process, employers need to have confidence in the skills of workers referred to them. To make the
employment service more effective in meeting employer needs, two steps are important. First, accurately
assess worker preferences and skills to ensure that referrals provide workers appropriate to employer
needs. Second, consider instituting a system of open listings of vacancies in the employment offices.
Currently listings are reserved for the unemployed. If listings were more widely accessible, i.e., open
listings accessible to the employed as well as the unemployed, there would be a bigger pool of workers
responding to the listings. This would give employers access to more qualified applicants. With an
improved quality of referrals, employer willingness to use the employment service would be enhanced.
The placement statistics noted above suggest that at present employers do not rely on the employment
service to an important extent in filling job openings.

Worker Training

358. The majority of vocational training that currently occurs in Arnenia is directed towards
teenagers m the final years of the secondary school and young adults in technical colleges and
universities. Students attend secondary schools through grade 11. However, many secondary school
students enter vocational training programs after completing grade 8 while others enter after grade 10.
The focus of this training is the acquisition of entry level qualifications for various (often lower skill)
occupations. Technical colleges have a similar focus but directed towards entry into more highly skilled
professions. The vocational training programs are intended for persons with little or no previous werk
experience.
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359. Armenia has a large number of vocational training institutions and many students enrolled
in their courses. The organization of vocational training is quite decentralized. In addition to the
Ministry of Education there are vocational training programs administered under the aegis of the
Ministries of Health, Transportation, Light Industry and Heavy Industry.

360. Questions have been raised regarding the content of the vocational training currently being
offered. Enrollment has been falling, and an alleged reason is that the skills being taught are often for
jobs that no longer exist or exist in much lower numbers than in the past. A national review of the level
of resource commitment and the content vocational training is needed.

361. An emerging area of need is training for displaced workers. As enterprises close and/or
restructure, workers with several years of past employment experience but lacking up-to-date
qualifications and skills will lose jobs. Many will need to undergo retraining if they are to become
successfully reemployed. The local employment offices of the Ministry of Labor are the obvious point
of contact for such workers with labor market adjustment services. The range of services to secure
reemployment include job referrals and matching, counseling, testing and skills assessment. For many
the best path to reemployment will involve participation in a formal retraining course and the acquisition
of an up-to-date qualification certificate. Where mass layoffs are anticipated, employment services should
be offered at the workplace before displacement occurs.

362. Armenia has started to develop a system for retraining displaced workers. Job applicants
at lc-al employment offices can request training. Tripartite agreements among the training provider, the
prospective employer and the employment office specify a course of training, a stipend to the worker
during training and payment to the training provider if the person successfully completes training. (See
Annex B for more discussion of the arrangement.) The current capacity of training instiutions to accept
unemployed workers is quite significant. There are two types of schools that are suitable for training of
displaced workers: around 80 professional schools (the so-called PTUs), which can train about 15,000
of the unemployed per year; and training centers, run directly by various ministries or large enterprises
and used for training of employed workers, which could also train up to 15,000 trainees per year for blue
collar jobs (in 23 training centers), and up to 10,000 per year for white collar workers (in 16 training
centers).

363. Ministry of Labor projections indicated that 24,000 workers were to undergo training in
1992 at a cost of 153.6 million rubles. (See Table 3 of Annex B.) This projection is widely at variance
with actual enrolments through May 1992. In mid May there were 67 job seekers in training in Yerevan
and 21 in Gumri. The information system does not yet connect data from all local offices into national
aggregates, but these two cities represent about 40 percent of Armenia's total population. Thus even if
the nationwide number in training in mid May fell into the 200-300 range, it is incredible that 24,000 will
undergo training this year.

364. Armenia seems certain to undergo sharply increased unemployment during the remander
of 1992. One consequence will be a limited number of new job openings available to training and
retraining graduates. This situation, typical of economies in periods of rising unemployment, severely
limits the ability of training to reduce joblessness in the short run. Even if training graduates are placed,
the extent of net job creation from training is vitiated by displacement effects, i.e., loss of jobs by other
workers at the same enterprises that hire training graduates. Studies of training outcomes in market
economies consistently show that low unemployment is a strong correlate of high placement rates of
training graduates.
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365. Despite this macro labor market consideration that limits the short term effectiveness of
training in raising employment, it is clear that a large scale training program is needed during the
economic transition. Two guiding considerations relevant to Armenia are the following. (1) Try to
ensure that the content of training is approp.;ate with the skill requirements of newly-emerging jobs.
Instituting a national survey of skill requirements and a system of occupational employment projections
would help in planning future directions for training programs. (2) Increase the relative share of training
resources devoted to retraining displaced workers. This probably implies that the level of resources
currently devoted to vocational training of secondary school students should be reduced. In addition the
government may want to consider training for potential small-business entrepreneurs, focusing on the
organization, marketing, and financing of small businesses and drawing on the experience of ILO with
modular training; and special training for re-setting refugees.

366. To assist re-employment of workers which have particular difficulties in finding a job,
government may want to directly create jobs through public service employment programs (in areas such
as assistance to elderly, child care, environmental clean-up). Such programs should use labor intensive
techniques, yield only temporary jobs, and pay wages only slightly above the minimum wage.

Job Creation

367. For the foreseeable future Armenia will face a situation where the number of job seekers
will exceed the number of jobs available, resulting in open unemployment. Although training can
improve worker skills and help to reduce unemployment, other proactive measures may be useful. The
creation of temporary jobs in the public sector can help to reduce open unemployment. Such jobs may
be particularly appropriate for new entrants or re-entrants to the labor force, particularly if they lose their
eligibilityfor unemployment benefits as recommended here (see Section B of Chapter IV). Well-qualified
people could be used to help organize and direct programs for less skilled workers. National service for
school leavers and college graduates may also be appropriate. Current labor legislation does not foresee
a major role for 1,ublic service employment programs. Such programs exist under the authority of a
special presidential decree, but they are kept at a rather modest level (3,000 participants in 1991).

368. Temporary public sector jobs include public service employmezti and public works
employment. The former refers to the provision of services by persons hired for temporary periods to
perform services that otherwise would not be performed. Repair, clean-up and beautification of public
areas in cities, and care of the elderly and handicapped (which may also save on institutional care
expenses) are examples of public service employment activities. Such work requires minimal amounts
of capital equipment and may be reserved for the unemployed. Public works employment refers to public
projects like road construction and repair and building construction and repair. This employment also
can be temporary. Unlike public service employment, however, public works employment entails
substantial inputs of capital equipment and materials. Thus it produces more visible and long lasting
products and services but is more expensive. Both types of public sector jobs require organization and
supervision; if programs are not well run, they could lose public confidence.

369. During this period of economic transition and restructuring, Armenia needs to consider
using temporary public jobs as one element of its proactive labor market policies. At present there is no
statutory basis for a temporary job creation program. There was a provision for temporary public jobs
in an early draft of the Employment law passed in February 1992. The provision would have targeted
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jobs in the public and agricultural sectors and would have been administered by the municipalities.
However, the parliament removed this proposed section from the law.

370. Following the 1988 earthquake there were temporary public works projects in the
earthquake zone. Materials, equipment and technicians were supplied by the Soviet Union to help rebuild
infrastructure and buildings. This assistance has been terminated, but a continuing need for
reconstruction in the earthquake zone was apparent when World Bank mission members visited Gumri
in May 1992.

371. Some caveats can be advanced regarding temporary job creation programs. Potentially
they can compete with private sector activities and inhibit the growth of the private sector. Thus it is
absolutely essential that any actions that create such employment have built in safeguards to ensure that
the employment is indeed temporary. If eligibility for temporary jobs is restricted to the unemployed,
the net labor cost of the jobs will be reduced to the extent that temporary salaries replace unemployment
insurance cash benefits. To the extent the temporary jobs are of the public works variety, there will be
a need for materials and capital equipment. These may not be available from sources within Armenia,
but such programs may be able to attract funding from foreign donors-emphasizing their emergency and
temporary character.

372. In view of the devastation in the earthquake zone and the continuing need for residential
and other structures, it would seem that a temporary jobs arrangement to put unemployed human
resources to work in alleviating the earthquake's effects could be helpful. Armenia should consider
temporary job creation targeted on this problem as well as other public needs.

373. Job training and temporary job creation programs both can be important elements of
active labor market policy. In periods of robust labor market demand it is much easier to place training
graduates because many new job slots are present. At the same time the need for temporary job creation
measures is reduced because the private market will generate sufficient jobs openings for most job
seekers. Conversely, in recessions job training measures are less effective and the need for temporary
job creation increases. Thus a different mix of resources between these two active measures is
appropriate in different labor market situations. To facilitate resource reallocations at different stages of
the business cycle, both types of labor market measures should fall under the authority of a single
administrative agency whose budget can be reallocated as appropriace.

Recommendations

374. To summarize the recommendations made above, the government should:

- Authorize a temporary jobs program and place it under the same agency that administers
the job training program for displaced workers (the Ministry of Labor).

- Like the program to earthquake relief and environmental clean-up and seek externa
financing for it;

- Supply management training for agency managers and training for operating staff in
counselling, computer literacy, knowledge of the labor market, intake and UI benefit
determination;
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- Market services to both employers and job seekers generally, and post . stings of job
vacancies submitted by employers to the Employment Service so that all job applicants
(not only the unemployed) can have access to potential jobs;

- Streamline procedures including, in particular, the intake process for applicants for
unemployment benefits.
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Table Al. ARMENIA: Labor Force, 19804991 (per 10

980 19S t 198 198"8 190 1990 1991

State Sector
Employment-Tota 1,218.0 1,388.0 1,403.0 1,417.0 1,406.0 1,350.0 1,330.0 1,217.0
Women 546.0 651.0 659.0 675.0 670.0 648.0 646.0 590.0
Pecent of womea 44.8 46.9 47.0 47.6 47.7 48.0 48.6 48.5

Cooperatves 0 0 0 1.7 41.6 82.5 127.4 120.0
Women 0 0 0 0.5 17.4 36.4 48.9 45.0
Percn of women - - 29A 41.8 44.1 38.4 37.5

Kolkhoui 79.8 74.1 73.1 69.9 57.4 54.1 53.6 12.0
Women 36.7 32.5 31.9 29.9 26.7 24.8 23.9 5.0
Percent of women 46.0 43.9 43.6 42.8 46.5 45.8 44.6 41.7

Private AgrkulL 78.9 83.4 92.1 923 102.5 101.8 114.0 264.0
Women 69.5 72.5 80.4 80.7 85.4 81.4 87.6 161.0

Percent of women 88.1 86.9 87.3 86.5 83.3 80.0 76.8 61.0
Prvate
Non-Agricultr 0.8 0.9 1.2 1.3 5.1 3.6 5.6 6.0

Women 0.3 0.3 OA 0.4 2.1 1.0 1.3 2.4
Percent of women 37.5 33.3 33.3 30.8 41.2 27.8 23.2 40.0

Total Employment 1,377.5 1,S46.4 1,569.4 1,583.2 1,612.6 1,592 1,630.6 1,619.0
Women 652.5 7S6.3 771.7 786.5 801.6 791.6 807.7 803.4
Percent of Women 47.4 48.9 483 48.6 49.1 49.7 49.S 49.6

Unemployed - - 2.5 3.1 1.8 60.0 60.0 65.0
Women 1,807.0 1,9573 1,979A 1,998.8 2,001.2 9.0 9.0 9.7
Perent of women 921.6 99.2 1,099.5 1,019.4 1,020.6 15.0 15.0 15.0

Total Labor Force 1,377.S 1,546A 1,609.4 1,633.2 1,642.6 1,652.0 1,690.6 1,684.0
Women 652.5 756.3 777.7 794.0 806.1 800.6 816.7 813.1
Percent of women 47.4 48.9 483 48.6 49.1 48.5 48.3 483

Memorandum tem:
Unemployment rate - - 2.5 3.1 1.8 3.6 3.5 3.9
Woring age popul. 1,807.0 1,957.4 1,979.4 1,98.8 2,001.2 2,008.1 2,021.1 2,039.0
Women 921.6 987.0 1,010.8 1,024.0 1,030.0 1,024.1 1,030.8 1,039.9
Percent of women

Par1cpts rate 76.2 79.0 81.3 81.7 82.1 823 83.6 Z2.6
Part rate - women 70.8 75.8 77.0 77.9 79.0 78.2 79.2 78.2
Part rate - men 81.9 82A 85.8 85.7 8S.3 86.5 88.2 87.2

Sources: Stistc Office of Armena; Minstry of Labor of Armeia (unemployment estates).

Notes: Unemployment rate is defined as tho percentge of unemployed in the labor force. Pwaciao rate
is defined as the percnt of fhe labor force in he populain of the wodring age. Under pivate agriture,
persons officialy labelled 'employed in auxiliay acves are also included. In 1991, there was an ince
of private farmers due to the privatation of land.
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Tak A2. ARMENIA: Comparlsoi ef Eopf oyret Compeskn, 190

Armia (1990) 18.2 43.0 38.8
Soist countries
EBat Germany 10.3 45.4 44.4
Czecosova 11.7 47.1 41.1
Bulfia (1988) 193 463 34.4
Sovid Union (1988) 20.2 35.2 44.6
Hunguy (198S) 21.1 38.6 40.3
Yugosavia 25.0 36.0 39.0
Poland 29.9 39.7 30.4

Sedetd OECD countre
Austia 8.0 37.0 55.1
Prance 6.4 30.1 63.5
G5Jmny 3.7 39.8 56.5
Iay 9.3 32.4 58.2
Spain 13.0 32.9 54.0
Poruga 19.0 35.3 45.7
Sweden 3.6 29S 67.0
United Kngdom 2.1 29.4 68.4
Unitd St 2.9 26.7 70.S

Souroes: Statsical Office of AJmeia; Stata Yeadook of Yugosavia, variu ues; OECD, Quatery
Labour Pore Stisc, No. 4,1990, IMP, IBRD, OECD, EBRD, Th. Economy of USSR, 1990;
L Riveros, Wage and Employmeat Poloies in Cechovakia, M E, Wodd Bank, 1991,
procesed; C. Burda, Labor and Product Makeb in Czechoslva and the ex-GDR: A Twin
Study, INSEAD, 199l, procecod; L. Fox, Labor Markt in Bulgara Policies, Inttuto, and
Reuls, EM4HR, World Bank, 1991, processd;World Bank, Poland: EmploymentProtion and
Services for a Mard Economy, 1990.

Nos: Agiue compr ISIC Major divison 1: agricut, hutig Ibrety, an flshinm, Idtby
co ise MSIC Major divisons 6-9 plu 0: wholesde and reta tade, res n and hoaels;
trnpot storage and communictio; finacing, hinance, rea estat and busins servies;
community, socl and pesonal sevices; and actvie not adequately defined.
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Table A3. ARMaIA: Str e of Euplyait by Sect

Mufactuiand nmining 30.2 29.9 31.8
Agriculture 22.0 203 18.2
Consuction 8.6 8.6 11.2
Tnortation and Communaos 6.9 6.9 5.6
Trde, coatrg and touim 6.5 6.6 6.5
Crib, houing, pubL;o udtliy 3.7 3.9 4.4
Fancal Services 0.7 0.8 0.9
Educatin and culue 15.1 15.1 16.4
Publc bea aod social welfe 4.4 5.3 6.1
Admin n 1.9 1.8 1.8

Sourto: Staical Office of Armenia, 1992.

Table A4. ARMSNA. Productivty and arning, 1V04191

1980 100 161 100
1981 106 166 101
1982 107 170 100
1983 109 172 101
1984 113 176 104
1985 118 180 107
1986 118 18S 108
1987 117 191 111
1988 113 199 115
1989P 124 254 146
1990 109 291 156
1991 98 380 105

Source: Stisticd Office of Arnnenca
Notes:
1/ Prductivity rla to the socue maei spher (soca
savic ar cluded. Eaming refer to sta and coopeatie

V Deflaed by index of rea prics.
31 Incudes activitis fboowuig the Decmber 1988 eathquake.
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abl AS. ARMENI: Labor nIwm, 1 195I
(Anul numbw of _sPaMa per 1P .pbyIs)

Amg." - 17.9 13.1 193
Sociaist countries
Yugoslvia 14.6 14.3 12.6 11.3
Poland 21.7 183 17.9 19.8
HlUfuy - - - 24.4
Czechodovaki - - 17.9 19.6
Bugar - - - 21.0
Soviet union " - - - 21.2

Seleted OECD counties
Fnce - 17 18" -

mny 25 30 - _
hay u 14 15 - -
JaPa 16 14 142 -

Sweden 21 20 17" -
United Vingdom u0 25 21" -

UnitedStates" 0s 48 - -

Sources: Ststical Office of A_menia; Statsticl Yeabook of Yugoadl; Statsticl Yealbook of
cholaki Sttitc Yeatbook of Poland; Stditical Yeatbook of Hungar, World Bank,

Blaria: Crse and Trnition to a Marktl Boony (Repost No. 9046-BU, 1991 L), 1991; DMP,
Woodd Bank, OECD, BDM , A Study of the Soviet Economy, 1991; OECD, Fexibility in the
LAbor Markt CM Cuet Debat), 186.

Notes: u Manufatuing ony.
2' 1984.
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Table A6. ARMENIA- COMPaien a labor Foroe PsrfiSPatlu Rate, 1989

Anusnma 82.3 78.2 86.5
Sceafa econon_e
Czhoslovakaa 87.3 84.6 89.8
FoLlad 80.2 77.2 82.9
Romnu 84.2 80.6 87.3
Soviet Union 78.0 72.0 84.0
Yugoslavia 645 55.6 73.3

Selected OECD countrie
Auutrb 67.2 54.3 80.4
Prance 65.6 55.7 75.4
Grmnany 68.2 54.5 82.8
Grmece 59.8 43.4 75.6
IaY 60.7 44.0 77.8
Japan 73.4 59.3 87.2
Spain 58.6 39.9 77.4
Sweden 83.3 81.0 85.6
United Kingdom 76.0 65.2 86.8
United Stoats 76.8 67.9 85.9

Sources: Tablo 1; OECI) Empoynumn Ouook, OECD, Pais, July 1990; IMP, IBRD, OECD, and EBED,
Me Ecnomy of USSR, 1990; Statistical Yeabook of Czehosovakia, 1990; Staoial Yeabook
of Poland, 1990; World Bank, Romania: Accleating the Transion: Human ResoureStSateges
for the 1990s (Report No. 9577-RO). May 1991.

Nolts: Participaton rate is defined as the percoent of the labor force in the popuation of working age.
The ltter refes to ae 1S-64, ecwept for Yugoslavia and Sloveaia (15-59 for women, 1564 for
men); Czecosovakia (1S for women, 15-60 for men); Plolnd (1859 foi women, 18-64 for
men), and Romania (16-S5 for women, 16-59 for men). Bcoaunse of the differences in the
definitions of worig age popuation, partiipati rates for socilst counties tend to be biased
upward. For France, Gennany, and Greece, women's and men's patticipation rates reer to 1988.
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Table A7. ARMENIA: Educaioal Composition of the Labor Force
(Pcentage of the labor force)

COUNTRY No primary Sery jigIer mew
education Education Education Edc-tio 

(amleted (Completd or
uncompleted uncompetd

Armenia 1.0 56.2 23.6 19.2 11.3
Sociast counties-verage 2.2 39.4 52.4 5.9 9.5
Yugoslavia (1981) 7.4 52.5 35.9 4.2 5.6
Bulgaria (1975) 4.0 67.6 22.5 5.9 8.7
Czechoslovalia (1980 0.0 37.5 55.7 6.8 11.5
Hungay (1980) 0.7 28.2 62.7 8.4 10.4
Poland (1978) 1.3 8.6 84.7 5.4 10.7
Romania (1977) 0.0 42.1 53.0 4.9 9.8

Developed maket couries 0.4 27.1 56.1 16.3 10.0
Southern Euopean contries 12.5 59.1 20.6 7.8 5.9
Middle East and North Africa 50.2 29.8 15.9 3.6 3.4
East Asia and the Pacific 16.1 45.0 33.0 5.8 6.4

Sources: Stascal Office of Armenia; G. Psacharopoulos and A.M. Ariagada, Mm Educational
Composition of Labor Foe: Intemafional Labour Review, Vol. 125, No. 5, 1986.

Notes: The data refer to fornal education. Armeia's unusually high percentage of worers with bigh
educafionis at leat partly attributable to diffeences in the system of education - In Armenia, only
15 years of schooling s reqred for a higher school degree. In the group of developed maiet
conomehere are: Austria, Belgium, Canada, Denmark, Pinland, Prace, West Gemay, Japan,

The Ned _rlands, New Zealand, Norway, Swizerland and the Unied States (thei data are from
1975-82). In the group of Souther European counies there are: Greece, Portugad, Spain, and
Turky (dhir daft are from 1980-1). In the group of Middle and North AfSica countries there are:
Afghanistan algera, Bahbrain, Egypt, Iran, Jordan, Kuwait, Lebanon, Morocco, Qatar, Syria,
Tunis, United Arab Emirate, and Yemen (their data are from 1970-81). In the East Asia and tie
Pacific countis ere are: China, Taiwan, Fiji, Hong Kong, Indonesia, Korea, Malaysia, New
Caledonia, Philipines, Singapore, Thailand, and Tonga (their data are fim 1974483).
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Table AS. ARMENIA: Demographic indicators

YEAR Ibpultion Natul Ferlg Mortalt
(tbouads) growth (per 10') (per 10)

rate (pw 10

1950 1347 23.6 32.1 8.5
1961 1905 30.8 37.2 6.4
1971 2548 17.7 22.6 4.9
1980 3074 17.2 22.7 5.5
1981 3119 18.1 23.4 53
1982 3169 17.7 23.2 5.5
1983 3218 17.9 23.6 5.7
1984 3267 18.4 24.2 5.8
1985 3317 18.2 24.1 5.9
1986 3362 18.3 24.0 5.7
1987 3412 17.2 22.9 5.7
1988 3457 11.3 21.6 10.3
1989 3449 15.6 21.6 6.0
1990 351S 16.3 22.5 6.2
19912 3575 15.2 21.6 6.4

Source: Sttiical Office of Armenia.
Notes:
1/ An increase in moralt is due to the December 1988 earhuae.
2/ Prelinina data.
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PROTECTING THE NEDY - THE SOCIAL SAFETY NET

375. This annex discusses the Armenian Government's program to provide social protection
to population groups which may be unable to provide for themselves (the old, the very young, and the
unemployed). The main objectives of such programs are good coverage of the target population, efficient
delivery, and effective outcomes (e.g. re-employment for the unemployed). The constraints are the very
limited budgetary resources now available and the Goverment's capacity at this time for design and
administration of new programs. It is expected that the programs together will provde a social safety
net for the poor, allowing them to maintin a minimum standard of living despite adversity. The social
safety net is an important feature of market economies, where relatively few basic necessities (e.g.
housing) are provided, or even subsidized, by the Government; and there is no guaranteed employment.

376. The annex starts out with the social safety net objective in mind and explains the need
for identifying who the poor are and defining a realistic minimum standard of living. It continues by
describing in turn the Government's programs for cash benefits, social assistance, health, and housing-
and offers some recommendations for imprwving the design and implem on of these programs.

A. Who are the Needy and How Much Protect0n?

377. In order to establish an effective social safety net, it is first necessry to identify the poor
and then to define a realistic minimum standard of living, or "poverty line", which the Government will
atempt to provide to each citizen who has no alternative means of support. Depending on the resources
of the Government, the poverty line might represent bare surviv or it might permit a more acceptable
or decent standard of living with some ameniies. Unforunately, only the former is appropriate to
Armenia in its current ci'cumstances. But the logic of having defined a survival, or subsistence, income
is that its real value should be mantned over time; and the minimum wage, as well as mii
pensions and unemployment benefits, should be set equal to, or in excess of, the poverty line. The
following discussion sum izes the information presently available on who the poor are in Armenia and
what an appropriate poverty line might be.

Identifying the Poor

378. There are a number of problems in identifjing the poor in Armenia. For example,
although information on public sector wages and cash transfers of individuals is available, there is no
information on how these correlate with other income sources. Also, although a household survey is
available and now undertaken on a quaerly basis, the geographic coverage and stratification by activiy
need to be improved. Nevertheless, some idea of who the poor are and where they live can be deduced
from these sources plus general knowledge.

379. Clearly, the earthquake victims and many of the refugees from neighboring Azerbaijan
are among the poor, in terms of both income and assets. Also, the household survey shows a strong
negative correlation between per capita family income and family size (pwviing a strong argpment for
child allowances), and many people say that elderly people living alone in urban areas are in special need
of assistance. Wage data show that medical workers and teachers have the lowest wage incomes, and
they are believed to have little outside hicome on average. In gerl, however, both wage data and
household income data show that there is relatively little disparity in incomes for the vast myority of the
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population. In the past two years average real incomes, the minimum wage and pensions have all
declined dramatically in real terms. With the decline, the income distribution has become more
compressed. However, disparities are likely to increase with the transition to a market economy, which
is characterized by wage decompression. Meanwhile, savings have been enormcusly eroded by inflation,
where not actually frozen in the banking system. This suggests that the Governmuent needs to be
particularly careful to provide a minimally adequate income to vulnerable nopulation groups, since there
is little wealth to cushion real income declines.

Setting a Poverty Line

380. There is no magic formula for setting a minimum income, or poverty line, below which
an individual or household would suffer severe hardship if no other resources are available. The upper
limit is determined by affordability and political will; the lower limit must be determined by the bare
necessities for surviva.. Where the lower limit is applicable, the concept implies that the minimum
income should be maintted in real terms-unlike other incomes and benefits in the economy, which
should not be formally indexed, since pervasive indexation can prevent macroeconomic stabilization.
Attachment I to this Annex describes the current efforts of the Ministry of Economy to establish such
a poverty line for Armenia.

381. As shown in Attachment 1, even a downward adjustment in the Ministry of Economy's
current estimate of the povert line would leave the current minimum wage and minimum pension of R
600 per month below the poverty line. This means that many people will need to rely on the informl
social safety net of family, friends, and neighbors. It also argues the need for social assistance, as
discussed below.

Recomendation

382. The Government should establish a poverty line based on a subsistence consumption
basket including only bare necessities; link minimum unemployment benefits, minimum pensions, and
any social assistance benefits to the poverty line; and adjust the poverty line to maintain benefits constant
in real terms. The minimum wage should also be greater than or equal to the poverty line.
Consideration should be given to adjusting the poverty line for family size and for urban/rural cost
differentials.

B. Arnenia's Cash Benfits Pograms

383. Armenia has an extensive set of programs that pay cash benefits for old age, invalidity
(permanent disability), unemployment, short term sickness, pregnancy, death, children's allowances and
sudent stipends. (A more detailed description of the individual programs is given in Atachment 2)
Combined benefits from these progrms exceeded 1.2 billion rubles in 1991 or 8 percent of Gross
Domestic Product. The old-age-invalidity program, the largest of the cash benefits programs, paid a total
of 771 million rubles in 1991. However, payments in excess of 50 million rubles were also made for
temporary disabilitY and sick leave, maternity leave and infant allowances, children's allowanoes and
student stipends.
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384. The old-age-invalidity program replaces 50 percent of earnings in the past year or the
average of the highest five of the past ten years (whichever is higher) but subject to a benefit maximum
and minimum. Retiremnent ages are 60 for men, 55 for women but younger for persons employed in
certain hazardous occupations. To be eligible for old age benefits men must work for at least 25 years
while women must work for at least 20 years. Persons who work more years than these minimum
thresholds receive higher monthly benefits. Starting in 1992 workers can receive full benefits regardless
of current earnings.

385. Invalidity benefits are awarded to those with permanent disabilities whose conditions are
certified by medical panels. Disability is divided into three severity categories with highest payments
(100 percent of previous earnings) going to those determined to have permanent and total disabilities.

386. Armenia has an unemployment insurance (UI) program newly created in 1992. It is
administered through local offices of the Ministry of Labor which combine job matching and training
services with the payment of UI cash benefits. Benefits generally replace 50 percent of previous earnings
except for job losers who receive 75 percent wage loss replacement during the first 8 weeks of
unemployment. Unemployed new entrants into the labor force and re-entrants are eligible for benefits
as well as job losers and job leavers.

387. Temporary disability and sick leave payments replace from 60 percent to 100 percent of
previous earnings depending on worker seniority (100 percent for workers with at least 8 years of
seniority). A current proposal would liberalize both the level of these payments and the measurement
of seniority needed to receive higher wage loss replacement.

388. Armenia pays full wage continuation benefits for 140 days to women expecting children.
The 140 day period is divided evenly between 70 days of benefits before childbirth and 70 days after
childbirth. These time intervals were both increased from 50 days during the Soviet period.

389. Children's allowances and student stipends are also important parts of the cash benefits
system. Children's allowances up to age 6 are paid out of the old-age-invalidity fund. Allowances for
children aged 7-18 and student stipends are explicitly included in government budgets.

Policy Recommendations: Estimated Savings and Administrative Changes

390. Armenia's cash benefits programs are not designed for the poor alone (e.g. child
allowances are given in support of all children), so the issue of affordability arises. Given the current
very severe budgetary constraints, possibilities for saving through better targeting need to be identified.
Of course, the gain from potential saving with increased targeting needs to be weighed against the loss
from political support or from increased administrative costs.

391. The following is based on the "mistc scenario (see Volume 1, chapter 1) and on a
decision (now under review) by the Government to continue to establish a traditional European social
insurance system. In the event that macroeconomic outcomes are worse, or a different approach to social
protection is taken, - both of which seem likely - a more radical approach to resructring entitlements
will be warranted. In the near term, it will not be possible to pay more tham a basc minim whatever
the structre of entidements and the savings listed below should be implemen_td in any case. Here,
esdmates are provided of saving from improved targeting on the basis of the present system which should
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be both administratively and politically feasible. These esimates are indicated below and described in
more detail in Attachment 3 to this annex.

Old-aMe-invalidity program

- Raise the retirement age in stages to 62 for men and 60 for women by 1997.6

- Reimpose an earnings offset that reduces benefits to recipients with high earnings.

- Eliminate longevity premiums paid to workers with years of earnings that exceed the
requirement of 25 years for men and 20 years for women.

Estimated savings (in 1991 rubles): 1993 - 35.1 million rubles, 1995 - 63.2 million rubles, 1997 -
77.2 million rubles. (For details of the estimates see Attachment 3).

Sickness-maternitv pro.ram

Do not institute liberalized sick leave payments under consideration for enactment in
1992.

Reduce length of paid maternity leave from the current 140 days to 100 days, to be
divided as wished.

Estimated savings (in 1991 rubles): 28 million rubles per year (Attachment 3).

Unemployment insurance

- Lower the replacement rate on benefits paid to job losers during the first 8 weeks of
unemployment from 75 percent to 50 perct

- Eliminate from UI eligibility new entrants into the labor force and re-etras. (See
discussion in Section E of Chapter m on national service and temporary public sector job
creation for possible alternative programs.)

- Reduce the maximum UI benefit from 3 times the m_mmm benefit to 1.5 times the
minimum benefit. (A flat rate benefit could also be introduced, resulting in even greater
savings; a two-tier system, relating supplementary benefits to supplementary
contributons, could be inroduced once the cument economic situation has normalized.)

§21 The Govemment may subsquently wish to rae the redrmet ag. of women to equa ta of men, and
wse both to 65 yeas.
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Estimated savings (in 1991 rubles): 8.9 million rubles per year with 80,000 new unemployment
occurrences, 17.8 million rubles per year with 160,000 new unemployment occurrences per year
(Attachment 3)*64

Children's allowances and student stipends

- Institute a children's allowance offset for 17-18 years old with student stipends.

- Reduce student stipends by 25 percent.

Esdmated savings (in 1991 rubles): 35.0 million rubles per year (Attachment 3).

392. There are also several important administrative tasks which are essential if the
Govermment is to carry out these programs:

Establish a national archive for earnings records

To ensure that determinations of eligibility and payment levels are accurate for retirement
and invalidity pension applicants establish a national archive as a repository for past
earnings histories of workers, which are currently m ained at the firm level.
(Atachment 2).

Computerize the uneAmloyment beneflt information shm

- To enable employment offices to deal with potentially large numbers of unemployed
persons, a computerized infWomation system handling both applications and vacancies will
be needed. (improvemets in organizaional aspects of employment services are further
discussed in Section E of Chapter HI above.)

C. Social Assstane

393. Armenia does not now have a comprehensive social assistance program. Ihe Ministry
of Labor and Social Welfare has a network of 69 Social Protection Agencies, which maintain a list of the
most needy persons in their district and have limited funds to provide assistance. Also, the
unemployment benefits program has some social assistance featues in that it covers now eotrants and re-
entrants to the labor force, and the long-term unemployed can receive extended, reduced benefits by being
reclassified as re-entrants. With the deteriorating economy, a few loca groups have taken initives to

The 1992 Employment I xw specfies tat unemployment cop_ation not be il thn the minimm
wage, implying a replement rafe of 100 percent for an unemployed wo*ke previoudy receiving the mimum
wae. If the minimu wage were above die poverty line (see Scdion A above), this specificatio may be too
resticive. It dsuld be sfficient for the minimum unemploymt benefit to be above tho poverty lin; any
savn might be used for extended benefits, employment services, traiming, and job creatioL
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help the poor by establishing soup kitchens or visiting the elderly. Finally, many people are reportedly
living off previous savings and receiving assistnce through the informal social safety net of family and
friends.

394. In the past, consumer subsidies have helped to maintain the affordability of a wide variety
of consumer items, including essential foods (especially bread and milk products), education, hospital
services and pharmaceuticals, utilities, housing rents, and transportation. Gradually, however, these
subsidies are being, and need to be, cut. The general subsidy on milk and yogurt has recently been
eliminated, and the bread subsidy is being reduced. Given the need to make sure that the most severe
cases of poverty are addressed, a comprehensive social assistance program should be introduced in the
future. Until then, however, a reduced but continuing bread subsidy provides an effective means of
income targeting, since family budget studies show higher bread consumption by the poor and a shift to
bread from other products as incomes decline. The proposed coupons for free or highly subsidized milk
or bread, to be given to the most needy persons, would also provide them some protection for the
inevitable price increases for these essential products in the future.

395. Starting in January of this year, government employees began to receive a flat-rate salary
supplement of R 150 a month to compensate them for price increases. It is not clear whether other wage
employees receive this supplemental payment, but those in most need-pensioners, the disabled, the
unemployed and large families-would not be benefitted by a wage supplement. As pointed out in
Attachment 1 on the Poverty Line, it will be important for the government to define a subsistence basket
of food and non-food essentials, to track the cost of these items, and to raise minimum incomes to cover
the cost of these essentials. This approach is advocated as an exception to the general policy of non-
indexation of expenditures-including the minimum wage, as long as it remains above the poverty line.
Non-indexation is important if the Government is to retain control over its fiscal policy, but adequate
expenditures on subsistence incomes are essential for maintaining the social safety net, especialy in
communities where the informal social safety net has weakened.

396. A comprehensive social assistance program would provide means-tested income support
to households not receiving adequate income from employment or other programs. It could be
administered by the Ministry of Labor and Social Welfare with its network of Social Protection Agencies
but would require three measures: (i) improved targeting of the existing cash benefit programs (see
recommendations in Section B above) to release funds for socW assistance and contain the payroll tax;
(i) identification of the poor by agreed criteria (for example, adjustments in the poverty line for
geographic location if relevant and household composition); and (iii) structurii; of benefits and
organization of assistance to encourage self-help.

Recommendation

397. The Government's highest priority should be to develop a social asiance program to
provide a safety net for low-income people not eligible for pensions or unemployment compensation
Widespread malnutrition makes this an urgent need. In this connection, the Government should improve
the information system on who the poor are. This can be done through improved staitical surveys and
local iformation channels developed by the Social Protection Agencies with the help of district and
village govern_.
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398. As a social assistance program is introduced, the unemployment insurance program should
be redesigned. If the economy develops along the lines of the medium and pessimistic scenarios, It will
be necessary to pare entitlements down to the level of the minimum social assistance benefit, while
retaining records of work history so that people are in a position to claim their entitlements once a
supplementary income-related system of protection is introduced. Before that happens, however, the
Government will want to have completely redesigned the system so that it avoids the pitfalls of job-related
social insurance, including barriers to labor market flexibility and high non-wage labor costs for
employers. Government thinking favors the establishment of an independent agency which could
administer benefits but which would not tie worker entitlements to the performance of particular jobs or
industries, many of which may disappear in the course of restructuring.

D. Health

399. Armenia's health indicators are comparable to, or beter than, those in other parts of the
former Soviet Union. Life expectancy in 1991 was an estimated 70 years, although it has declined
slightly from 1989, and the infant mortality rate was 17. Until recently, preventive services and control
of communicable diseases have been good, helping to explain the low infant mortality rate. Exceptions
are insufficient attention to improved diets and reduced smoking-which are associated with rapidly rising
rates of cardiovascular disease and cancers, especially lung cancer-and insufficient provision of a broad
range of birth control methods. (he abortion rate is high-about one for every three live births-and
many are performed outside hospitals.) Since the beginning of 1992, health services have deteriorated
dramatically. Immunizations were disrupted at the beginning of the year due to lack of vaccines, and
stocks of other drugs and medical supplies had also become depleted.0 The lack of adequate housing
for many households (see Section E below) contributes to the health risk under such adverse
circumstances.

400. The system of health services consists of about 176 hospitals anu more than 200
polyclinics. Urban areas are well served, and some public enterprises run their own polyclinics. Thirty-
seven polyclinics serve the total rural population. Salaries of doctors are low, but the ratio of doctors
and hospital beds to people is high by international standards, suggesting a system ruled by quantity rather
than quality. Curative care is widely reported to be of low quality; doctors are allegedly poorly trained
and equipment outdated. The whole system is highly centralized in management and Government
financed; but most doctors, particularly in city hospitals, are given extra payments by patients. Less than
3 percent of GNP is spent in the sector, excluding these private payments.

Reonmendations

401. Reform of the health system poses a major challenge. The Government should place
a high priority on seeking technical assistance for health system organization and health financing, as well
as humanitarian assistance for vaccines, drugs and medical supplies.

6S/ See 'Armenia: Report of a UNICEF Mission", mimeo, March 1992.
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402. The Government wishes to retain universal access to health care and does not want to
institute a medical insurance system. Within these broad lines, however, a great deal will need to be
resolved concerning health system reorganization and financing. Based on preliminary discussions, the
following elements of reform will be important:

-Decentralization of the management of the public system of health services, providing to
municipalities and hospital directors more discretion (within specified clinical guidelines) in use
of their budgets, which might be initially allocated on the basis of population size.

-Development of programs to attack the causes of rising adult mortality, including smoking, and
to increase dramatically the availability of contraceptive methods and sterilization.

-Introduction of user fees in the public system, to provide incentives for improved efficiency as
well as to contribute to the overall financing. Fees should be restricted to particular types of
services (excluding immunizations and other preventive care) and to those able to pay. Patients
should pay for private rooms, meals, and ancillary services.

-After the immediate needs listed above have been addressed, Armenia will need to consider how
to define the role of the private sector in health care. It will be important to safeguard against
cost inflation and the tendency to take spending decisions without regard to available funding
capacity. It should also avoid the use of public resources and funds for services that are provided
in the private sector.'

E. Housing

403. Adequate housing is an important part of the social safety net, and many Armenians do
not now have adequate housing. The December 1988 earthquake near Gumri (formerly Leninakan) left
more than 500,000 people homeless, many of whom are still living in temporary shelters. In addition,
an estimated 260,000 of the 350,000 Armenian refugees from Azerbaijian have come to Armenia, starting
in 1988. Of these, over 100,000 are still homeless. Special programs have been undertaken by the
Armenian Government and some international assistance has been received from foreign governments and
from NGOs, but additional help is needed.

404. The Parliament is considering options for rapid privatization of existing government
housing as a way to increase the resources available to house the homeless. Currently, about 45 percent
of the housing stock in Armenia is public and the rest is private, with the latter particularly prevalent in
the rural areas. Of the public housing, the majority is owned by the government-in principle, the local
authortes-and smaller shares are owned by state enterprises and worker unions. A law on privatization
of state housing was passed in 1989; however, relatively few apartments have been privadzed to date.
All city housing has basic services, but housing everywhere shows the effects of deferred maintenance.'7

66/ The latter is an invitation to uncontrolled spending and cost increamss in the private sector-financed by
the taxpayer.

67/ See note by Jerold S. KEyden (USAID11CMA/PADCO), "Housing Sector in Armenia: Selected
Information, May 1992.
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405. Privatization of housing has merit in itself, but the Parliament favors an emergency
program that would quickly reduce housing subsidies, releasing funds for use in new construction. The
privatization program under consideration would transfer existing housing to the current occupants. In
Yerevan alone, where approximately 50 percent of all housing, or 186,000 units, belongs to the public
sector, the government would save budgetary resources in 1991 prices on the order of R 270 million (R
180 million in current expenditures and R 90 million in capital repairs) by transferring these costs to the
new owners.0' Tenants currently pay approximately R 100 per sq. meter to buy their apartment, and
there is a proposal to either tax or sell the "extra space"-that is, the space additional to the normal
allotment of 10 square meters per person. Approximately 15 percent of the Yerevan apartments have
extra space. A relatively high transactions tax on housing sales is also being proposed.

406. The broad thrust of the program is attractive for a number of reasons. First, the
privatization program would involve relatively little initial dislocation of households. Second, as most
flats are approximately the same size, the program is relatively equitable. If special charges were made
for extra space, one major source of inequity would be addressed. (To minimize the disruption caused
by such charges, they could be indexed and deducted from the sale price received by the owner when the
property first changes hands.) The remaining inequities, in terms of future property values, would lie
in the initial condition and location of the housing, with apartments in better condition and near the center
of town claiming a premium. The advantages of a relatively quick, convenient, and transparent
privatization program would seem to outweigh the shortcomings associated with these remaining
inequities, however. And rapid privatization would have advantages by supporting a broader and more
flexible labor market (currently restricted by residency requirements), providing people with a potentially
valuable asset and pride of ownership, and developing a housing market for new as well as existing flats.

Recommendations

407. Despite the many advantages of a privatization program, it will nevertheless be important
to develop a comprehensive framework for the housing sector; and the government should do this,
possibly with some external assistance, before proceeding further. Such a framework would need to
include: an overall financial plan that looks at how to finance new housing as well as how to finance
current housing; a legal framework; a privatization plan that takes into account individual behavior and
the feasibiity of implementaton; and implications of the financial and privatization plans for government
revenue and expenditure on housing for the homeless. These elements are discussed briefly below:

Overall financial plan. An overall financial plan is required to look at (i) how the maintenance
of the current housing stock and the communally provided utilities are currently financed; (ii)
how they will be financed in the future; and (iii) how the construction of new housing will be
financed. Regarding current financing, budgetary expenditures by cental and local authorities
on housing maintenance and subsidies for communal services need to be clearly identified.9
Additional housing services are currently provided by public enterprises; but will need to be

68/ Figures provided by Ms. Hranush Hakopian, Deputy Chairman, Parliamentaty Committee on Social
Quesons.

§2/ Evidence available from other socialist economics in Eastern Euope and China suggests that budget
subsidies for housing in the Former Soviet Union may be oan the order of 3% to 6% of GNP (see Bertrand
Rnaud, "Public Lectre presented at the Fannie Mae University Colloquium Series, World Bank, 1992).
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financed by other means in the future7 In market economies, most households finance their
own housing."' Therefore, rents in Armenia should be raised at least to cover the cost of
government outlays on maintenance and capital repair. Cost recovery on publicly financed
cc-nimunal services will also be necessary if the government is to reduce the fiscal deficit, provide
housing for the homeless, and finance other aspects of the social safety net. But a switch in
financing of this magnitude from the public to the private sector will not be easy to accomplish,
since wages and cash benefits in Armenia have been kept lower than in other countries still in
the ruble area. Cost recovery on cash outlays for housing by government and enterprises-not
to mention cost recovery on the economic value of housing as indicated by its replacement cost-
will clearly require adjustments in wages, pensions, and other cash benefits.

Once full cost recovery for the existing stock of housing has been achieved and a satisfactory
legal framework (see below) has been established, the stage is set for the development of a
housing market where people can rent or sell their apartments. The housing market will require
supporting financial services (construction finance, mortgages, and insurance), but it should lead
to a positive real rate of return on new housing, as excess demand for existing housing bids up
its rental value and sales price. The government will still need to take continuing responsibility
for implementing a program to address the need for new housing for the homeless, however,
since these families will not have the effective demand to rent or purchase living space on their
own. In addition to housing subsidies, the government may want to consider the possibilities of
public works (see Chapter on the labor market) and "sweat equity" or other forms of participatory
construction plus ownership.

L&g" framnework. The new Law on Ownership, which was not yet signed in May 1992, will
provide clear ownership rights to different types of assets by level of government and thereby
open the road to privatization. Local authorities are expected to receive title to housing and
communal services, as well as to shops, some enterprises, and education and health facilities.
In addition, however, the building and land ownership status for specific housing properties will
need to be defined, distinguishing the areas subject to privatization and the rights of easement.
For property subject to privatization, provision should be made for condominium and co-
ownership laws, a rental statute with sample contracts, sample maintenance contracts, insurance
laws, and mortgage security and foreclosure rules. For land remaining in the public sector,
provision should be made for different types of leasehold contracu.

Privatization program. Local authorities should clearly explain the housing privatization
program in the media so that the process becomes transparent and the advantages of ownership
and a housing market are understood. Consensus at the national level on the model and
preconditions for a privatization program will facilitate and speed up the process at the local
level. Cost recovery through more realistic rents (discussed above) and the formation of a
cooperative, with by-laws and a governing body, should both be pre-conditions for privatization.
Majority rules governing choice of manager and decisions on maintenance and major repairs will

JQ/ In 1991, approximately R 300 million was spent by enterprises in Armenia on social development; a
large share of this expenditure was for the maintenance and new constuction of worker housing.

Z1/ The share of housing, including utilities, in total household expenditure in the Soviet Union during the
late 1980s has been estimatd at about 3 percent, or less than the share for tobacco and alcohol (Renaud M.
i). In developed countries, housing excluding utilities is about 20 perment of household income.
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be needed in buildings that are either partially or totally privatized, and provisions for
contributions to maintenance by the poor will need to be considered (for example, through
provision of cash benefits linked to a subsistence basket covering minimal housing costs, as
discussed above). At the same time, sanctions for non-payment of cooperative fees will need to
be specified. Government maintenance and construction teams have reportedly already formed
themselves into cooperatives, which could provide maintenance services in a competitive
environment.

Implications for government revenues and expenditures on new public housing. The
establishment of private housing would provide a wider base for property taxes, which are
normally assigned to local government. Local authorities may also want to raise additional
revenues through the sale of city property to private investors and to levy a small transactions tax
on real estate sales (not more than 4 percent, not to discourage the new housing market) to help
finance their expenditures. Revenues from such sources could be expected to grow over time as
the real estate market develops. In addition, budgetary saving on maintenance and communal
services subsidies would provide substantial resources that could be earmarked over a period of
say 5 years to provide housing for the homeless. Alternative private-public arrangements for
construction could be explored, and some provision for the expression of consumer preferences
could be introduced in apartment designs. As discussed above, public works to provide new
housing in the earthquake zone should be explored as one way to provide employment in a
socially useful way. Equity would require that the new apartments be made available to the
homeless on terms similar to those made available to households already occupying public
housing.
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AT7TACHMENT I 70 ANMEX VII

A POVERTY LINE FOR ARNIENIA

408. The Government of Armenia has an official "minimum consumption basket" which covers
three categories of household consumption: food, non-food products, and services. It was derived in
three stages: (i) The basket was first drawn up to reflect average per capita consumption in Armenia for
the period 1985-90. (ii) The food items in this basket were subsequently adjusted to reflect the food
consumption of a family with average per capita income of R 100 in 1989-90, as shown by the annual
household expenditure survey of 1100 families. (Families with per capita income of R 100 or less made
up an estimated 20 percent of the population at that time.) (iii) The food items were then adjusted upward
to reflect a higher calorie norm of 3,200 per capita, established by the Ministry of Health/Institute of
Food in the former Soviet Union. The estimated monthly per capita expenditure requirements to purchase
this consumption basket was R 138 at end-1990, R 414 in the fourth quarter of 1991, and an estimated
R 2,200 in the first quarter of 1992.

409. This "minimum consumption basket" is clearly too generous to be of any practical use
in defining a poverty line to which a minimum pension, unemployment compensation or social assistance
could be linked. As an example of its irrelevance for this purpose, only 14 percent of all families would
have been above the poverty line in the fourth quarter of 1991, and only 10 percent in the first quarter
of 1992.

410. In order to develop a more realistic poverty line with policy relevance for the current
crisis, the Ministry of Economy has drawn up a reduced "subsistence food basket" with 10 expenditure
categories, shown in the table below. This table also indicates the assumed annual consumption per
capita, the average price in the first quarter of 1992 (taken from the household expenditure survey), and
the annualized cost. The estimated daily calories (2900) and protein (95 grams) provided by the food
basket are satisfactory. The estimated monthly cost is R 495 per person, and the government estimates
that additional necessities would bring the poverty line to about R 700.

411. The Ministry of Economy estimates that approximately 60 percent of the population was
under this poverty line of R 700 for the first quarter of 1992, If the food basket is reduced by 20 percent
to a more Spartan level, the cost would be R 400 per person. Making allowances for other monthly
expenditures on bare necessities-rent (R 15), utilities (R 30), transportation (R 40), medicines (R 25),
and soaps (R 10)-would bring this to R 520 a month in the first quarter.' With average inflation of
90 percent between the first and second quarters of 1992, it would have taken about R 1,000 to maintain
the same standard of living in the second quarter, compared to an adjusted minimum wage and minimum
pension of R 600 as of June 1, 1992. A recent increase in the official price of bread to 12 rubles a kilo
is a four-fold increase over the price in March and would alone raise the monthly income requirement
by another 110 rubles to R 630. With other non-food price increases anticipate, it will be extremely
inportant for the government to extend its poverty line calculation to cover essential non-food goods and
services and to adjust minimum incomes to cover these expenses on a regular basis. When the poverty

72/ These amotmts are taken from data an monthly expenditures per person on these items at the begining
of the quarter, and hence imply a reduction in real trms.
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line is defined as strictly as in Armenia now, the Govemment will have to somehow raise revemnes to
finance these essential expenditures.

Table 1. ARMENIEA: n9Subste Food Basket for Calatn Pover Lbe"

Item Amad Quant Avage Prie A_al Cost
(KPg) In W QuarI

Bread 200 4.14 828
Macaroni 6 17.85 107
Cereals 14 6.3 88
Milk 160 7.05 1,128
Eggs 100
Fish 10 20.82 208
Vegetables 45 15.05 677
Potatoes 90 19.59 1,763
Veg. oil 12 27.66 332
Sugar 10 54.04 540
TOTAL 5,936
TOTAL per month 495

Source: Ministry of Economy
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ATTACCHMENT 2 70 ANNEX VI

412. This annex summarizes Armenia's social insurance programs as of May 1992. ibese
programs bear a strong resemblance to those of other republics formerly in the Soviet Union. However,
since achieving independence Armenia has enacted legislative changes, and additional changes are under
consideration.

413. Social insurance as the term will be used here refers to programs financed by payroll
taxes whose receipts are directed into off-budget tmst funds: the old-age-invalidity program, the
unemployment-training program and the sickness-maternity program. All three progrms fall under the
purview of the Ministry of Labor. The activities of the first two programs are financed through a single
trust fund while a separate trust fund exists for the sickness-maternity program.

414. These programs are supported by payroll tax contributions levied at rates that sum to 31
percent, 30 percent for employers and 1 percent for employees. The approximate uses of the taxes are:
3 percent for the sickness-maternity program, 3 percent for the unemployment-taining program and the
remaining 25 percent for the old-age-invalidity program.

A. The Old-Age-Invalidity Program

415. Old age, survivor and invalidity (permanent disability) benefits are based on a
computation formula that uses the last year of pre-retirement earnings or the highest-five consecutive
years (out of the last ten years) with drop-out periods of differing lengths for invalidity pensioners. To
be eligible for old age pensions men must have worked at least 25 years and women at least 20 years.
The minimum ages for receipt of old age cash benefits are 60 years for men and 55 years for women with
earlier retirement ages allowed for persons employed in hazardous occupations. There are also longevity
premiums which increase benefits for persons who work more than 25 years before retiring, 1 percent
for each year above 25 yeas. In early 1992 there were about 620,000 old-age and imvalidity pension
recipients.

416. The basic replacement rate is 50 percent but subject to a minimum and a maximum
monthly payment. Information on past earnings is obtained directly from enterprises or from tegional
or national archives. With the rapid changes in enterprise continuity likely to occur in the nex few years,
an important problem that may emerge is the loss of information on past earnings needed to calculate
eligibility and the level of benefits.

417. Between 1987 and 1991 the percentage of recipients paid the minimum pension benefit
ranged from 14 to 18 percent of recipients. Those paid maximum benefits increased from 16 percent in
1987 to 34 percent in 1991. With the rapid inflation since November 1991, the percentage collecting the
minimum pension (340 rubles per month in May 1992) has increased to more than 75 percent of all
pensioners.n

71/ The percentages of beneficiaries at the minimum and maximum from 1987 through 1991 appar in
Table Vl. 1 of an IMP Report an Amenia dated May 14, 1992. An interview with a pensin fund speciaist
during the World Bank mission of May 1992 provides the basis for the esfimate that over 7S peret an
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418. Survivors are the second major category of beneficiaries. They represent about 13
percent of the beneficiary population and receive about the same percentage of cash benefits from the old-
age-invalidity program.

419. Invalidity pmnsioners constitute the third major category of recipients. They represent
about 12 percent of beneficiaries but receive about 9 percent of payments. Invalidity pensioners fall into
thiee disability severity categories. Category I refers to those with a rating of 70 percent or more of
permanent and total disability. Category 2 refers to persons with limited ability to work but not in their
main occupation. Category 3 refers to persons with minor disabilities. A local committee of doctors
makev 'isability determinations. The pension fund estimates that the three groups constitute 10 percent,
20 percent and 70 percent of recipients respectively. The invalidity beneficiary population has a heavy
concentration of persons aged 45 to 59. Redeterminations of continuing disability occur annually, except
that, after five years, those in category 1 no longer have their disability status reviewed.

420. The payment levels for all three groups of invalidity pensioners are related to high-five
previous annual earnings (assuming that the person worked long enough to have 15 years of earnings).
In principle payments to the three groups are 100 percent, 60 percent and 30 percent of previous earnings
respectively. Persons in all three categories can have earnings without limit. Given the composition of
beneficiaries and the payment formulas it appears that the annual payout to persons in categories 1 and
2 are roughly equal (each about one quarter of all invalidity payouts) while payments to those in category
3 represent about half of the total.

421. The Armenian government has a new policy of administrative job assignments where
target groups are the handicapped, ex-prisoners, single mothers and families where both adults are
unemployed. Enterprises employing 200 or more persons are required to employ at least 5 percent of
these target groups or pay a fine equal to an annual average salary for each shortfall in meeting this
minimum target. Administrative job assignments and possible benefit offsets (of invalidity benefits
against the earnings of the disabled for those with "substantial' employment) should be taken into account
in considering policy recommendations affecting the disabled in Armenia.

422. Old-age, survivor and invalidity pensions to non-agricultural recipients represented 70.6
percent of spending from the old-age-invalidity fund during calendar year 1991. The next largest
category of payments from the fund are old age, survivor and invalidity pensions for those who formerly
worked on collective farms. These payments have become a smaller percentage of overall fund outlays
in recent years. Combined with regular old-age, survivor and invalidity pensions, the two groups of
recipients represented about 83 percent of total fund outlays in 1991. The third major spending category
is children's allowances paid to children up to age 6. This monthly stipend increased sharply in April
1991 when the basic payment rose from 4 rubles to 65 rubles. It subsequently increased to 110 rubles
in January 1992 and then to 140 rubles in April 1992. Children's allowances represented 6.8 percent of
old-age-invalidity fund spending in 1991. Military allowances for old age and invalidity are the fourth
large category of expenditures, 4.6 percent of the total in 1991.

423. The Ministry of Labor supplied detail for 1989, 1990 and 1991 for eleven categories of
spending from this fund, as shown in Table 1. The other seven categories combined, of which postal fees

curently receiving the minimum pension.
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for the delivery of benefit payments to recipients not attached to enterprises are the largest category,
summed to only 5.4 percent of 1991 outlays.

B. The Sickness-Maternity Progmm

424. This program and its associated fund is administered separately from the old-age-invalidity
program, and until recently was administrated by the unions. It derives revenues from the same payroll
tax source as the pension fund.'4 This tax is to become a formal payroll tax (as opposed to an employer
contribution) in legislation being considered in 1992.

425. The largest expenditure category is payments for sickness and temporary disability. The
present payment formula replaces 60 percent of previous earnings for a worker continuously employed
at an enterprise for less than 5 years, 80 percent for enterprise seniority of from 5 to 8 years and 100
percent for seniority of 8 years plus.

426. A law under consideration in 1992 would make substantial changes in cash sickness
payments. It would substitute years of work experience (from all previous employers combined) for years
of enterprise seniority in the computation of seniority, and it would replace 80 percent of past earnings
(measured over the past two months) for those with work experience of up to 7 years and 100 percent
for persons with 7 years or more of work experience. These proposed changes represent a liberalization
of cash sickness benefits in three ways: a higher initial replacement rate, faster achievement of eligibility
for 100 percent wage loss replacement and use of total previous work experience rather than enterprise-
specific seniority to measure employment tenure. These developments are of some concern at a time
when funding is inadequate to maintain the existing structure of benefits.

427. At present economy-wide average usage is 8 days of temporary disability sick leave per
worker per year. In 1991 41 percent of sickness-maternity fund expenditures were for this category of
cash benefits.

428. Maternity leave can be received for up to 140 days per birth: 70 days during the last part
of the pregnancy and 70 days after the birth. Longer periods of eligibility are possible for difficult births
and multiple births. The current duration of pre- and post-birth maternity leave in Armenia represents
a substantial increase from 50 days allowed for each (or a total of 100 days) during the Soviet period.
Beneficiaries are paid 100 percent of their previous wage. Additionally there is a birth allowance of 250
rubles per child (up from 110 rubles) and a monthly allowance of 140 rubles for young children paid until
they reach age 2.7 The birth allowance is well below the Russian level of 750 rubles. Maternity leave,
birth allowances and infant allowances combined accounted for 33 percent of sickness-maternity fund
outlays in 1991.

74/ in addition to a 3 percent payroll tax there are other less important sources: a 3.3 percent tax on the
annual profits of farmers, a 5.5 percent license fee on smal businesses plus interest eanings on fund balanos.

71 lTere are also children's allowances which are also paid at a rate of 140 mbles per month from birth
until age 18. Allowances for children up to age 6 are an expenditure of the old-age-invalidity fund but then an
on-budget expenditure (of regional budgets) for children aged 7 through 18.
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429. Death benefits are currently 100 rubles and the Government is considering raising the
benefit to three times the minimum wage, or 1092 rubles, this year.

430. Toere is also an important catchall category termed 14-to-18 percent expenditures
encompassing a host of employee fringe benefits and specialized medical expenditures. Examples include
sanitorium expenses, vacation expenses, pioneer camps, dietetic food, certain summer camp expenses,
sports schools for pre-school children and part of expenses for post-operative costs associated with serious
diseases like heart disease. In 1991 this category accounted for 18.1 percent of sickness-matrnity fund
outays.

431. All other categories of spending from the sickness and maternity fund accounted for 7.0
percent of the total in 1991. Table 2 shows annual expenditures for eight separate categories during
1989-1991.

432. This fund is much smaller than the pension fund in its total outlays. In 1991, for
example, its expenditures totaled 178 million rubles compared to 877 million rubles from the pension
fund. From the previous description, however, it is clear that payment formulas for sickness-maternity
fund beneficiaries have been liberalized since Armenia became an independent republic.

C. Unemplyment 1umirnce-Employment Se-vices

433. Armenia eed legislation creating an unemployment insurance program in February
1992. Expenditures for unemployment insurance cash benefits, training benefits and job matching
services are financed out of the same trust fund that traditionally has paid old-age-invalidity benefits.
However, these expenditures are distinguished from other outlays from that fund.

434. Unemployment insurance has been grafted onto the existing administrative structure of
the loca labor exchange offices that predated Armenia's independence. Offices with responsibility for
overseeing job matching, training and benefit payments are present in each region. The World Bank
mission visited the offices in Yerevan and Gumri (the country's second largest city which is in the
earthquake zone). Since this is the newest component of social insurance in the country, more details
of its procedures wil be provided than for the existing programs described in the previous two sections.

435. The unemployment benefit payment provisions are as follows.

Res= for Rcplae t M3 Bet
U _e"ky"Nt Raft D-u - -)

Job Loser 75% 8 weeks 32 plus longevity
Job Leaver 50% 24 weeks
Reentant 50% 24
New Entrant 50% 12

436. These provisions are standard in many respects except for two: the replacement rate for
the fist 8 weeks of 75 percent is high and the provision of beneits for new entrats is not common. It
is not clear how much extra costs these provisions will eventually entail for the Ul program but they
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could be eliminated.'6 Since no one had recived any Ul benefits as of May 15, 1992, changing these
provisions immediately would not entail a loss of benefits.

437. Three other aspects of benefit paymes are worth noting. There are minima and
maxima. Curentdy the minimum is 340 rubles per month. The maximum is set at three times the
minimum or 1020 rubles." The 50 percent replacemen rate can be halved when the job termination
is for cause, and in these cases the payment can be less than the minimum. A maximum duration bonus
adds two weeks of potential eligibility for each fiveyears of added seniority (above 10 years) for persons
with 15 and more years of seniority. For exhoaustees there is a possible 8 added weeks of eligibility
provided at the discretion of the local employment office at a payment level of 336 rubles per month.
For exhaustees there is also the potental to collect as a re-nant for 24 weeks in the next year.

438. The preceding conveys the impression of a standard unemployment hsurance program
which if anything is generous by intnational standards. In fact, the program is structured in a very
bureaucratic way with elaborate employment office application procedures, undue paperwork and an
orientadion that inhibits paying benefits to unemployed persons. If unemployment in Armenia increases
substantially later in 1992, the caseload of applicants will overwhelm the administrative apparatus of the
program as curmey structured.

439. One way to see the problem is to review caseload and staffing information provided by
the Yerevan and Gumri offices. The respective target staff sizes in the two cities are 90 and 30. These
numbers are to serve urban areas with populations of about 1.3 million and 0.2 million with a single
office in each city.

440. In Yevan there were 1847 regsrd job seekers in the week of May 12. Their
breakdown was as follows: 1000 with incomplete UI application documents, 600 eligible for UI, 67 in
training, 70 reemployed, and 65 on notice but stfill working.

441. The office also provided data on the characteristics of 240 registrants. Selected
characteristics were as follows: 173 or 72 percent were female, 181 or 75 percent had higher education
(technical college certificate or academic college degree) and 181 or 75 percent had 10 or more years of
seniority. The typical registrant is female, quite highly educated and experienced.

2/ The Ministry of Labor has made etiamt of aticipated s g for the unemployment inance and
job tining i 1992. These which apper bedow in Table 3 will be disussed presedtly.

lZ/ Given the inflation and wag distibution comression that has taken place in 1991 and 1992 the
minimum benefit will domina the mmum benfi as a detant of UI benefit outlays for the immediate
futr Table VII.3 of the IMF report dated May 14, 1992 shows a projeded wagp distribution for 1992 with 90
peret of workers in state enterpie eariig less than 300 prcent of the minimum wage. Ihus rougly 90
peet of Ul recients would be expected to have a benefit level no hisher than 150 percent of the minimum
wage.

1 ThM employoe is required to give two months notice beoe a maso layoff which is defined as 3 percent
of the woe orce or 10 Or more wors in larw plats. 1i employment agency can further delay a ms
layoff for an additiond month, and it has alredy exercised this option.



ANNEX VII 131

442. In Gumri 2000 have registered including a group of 1000 in mid April. The office
director indicated that most registrants do not have proper documents so that their applications are not
complete. Of the remainder, 200 are eligible for UI benefits, 25 have been placed in employment and
21 are in training. The number of job placements is small compared to 2000 registered as job seekers
and to the 429 listings of job vacancies supplied by Gumri employers. Of the 1000 mid-April registrants
about 800 had incomplete documents.

443. To help understand these employment office statistics it will be useful to describe the
intake procedures which were similar in the two offices. There are several intake forms to be filled out
by employment office staff. A successful application for UI cash benefits will have at least 5 and
probably more forms.'9 For each application a stack of forms is generated and filed in open shelves
according to an intake number.

444. The first step in the intake process is registration as a job seeker with an associated form
filled out by employment office staff. The job seeker is required to provide documentation at this stage.
Three important documents are the internal passport (propiska), the certificate of graduation (to verify
occupational status) and a work passbook (showing previous jobs held). The worker then indicates what
types of jobs she or he desires. The employment office indicates which jobs the person is qualified for,
given their qualification (from the graduation certificate). The worker is shown a list of available jobs
from the employer listing. One job can be refused without losing UI eligibility, but a second refusal
results in a disqualification.

445. Armenia requires employers to list all job openings with the employment offices, but this
is not vigorously enforced. Reporting job openings is probably more complete among state enterprises
than among newly emerging private enterprises. The total number of job listings is not large, e.g., 429
in May 1992 for Gumri a city of 200,000 with 2000 registered job seekers. Listings are more common
for jobs with low educational requirements. Employers can refuse to hire workers referred by the
employment office.

446. Up to this point, the intake process parallels the job matching process as traditionally
performed by a public labor exchange program. This is a well established process in Armenia, a direct
carryover from the Soviet period. The majority of the job listings are for jobs with low educational
credentials (and probably low pay), and workers refuse them. Thus many or most job seekers with low
or modest educational credentials face a substantial risk of disqualification even though their numbers may
exceed the number of job listings by a factor of 5 (as in Gumri in May), 10 or even more. In terms of
UI intake data, persons who refues a second job offer have incomplete applications because they never
get beyond this step in the intake process. Effectively the job listings act to prevent workers from being
deemed eligible for UI benefits. When unemployment becomes prevalent, many will still be kept out of
benefit status even when the unemploymenttjob vacancy ratio rises to a very high level. The mind set
that governs current intake procedures seems to presume that the applicant really does not want to work.

79/ The numbering sequence and titles of the intake forms are as follows: Form I - Personal Data of the
Citizen Seeldng Employment, I - Job-Related Requrments, mH - Suitable Work Offered by the Employment
Office, IV - Professional Training Suggested by the Employment Office, V - Award, Suspension, Decrease
Temination and Payment of Unemployment Benefits, VI - Finac Assistace Permission (Coupon) Isued,
VII - Amount of Time in Unemployed Status.
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447. The third step in the application process is to offer training to workers if suitable work
cannot be offered. Workers are not required to accept training if it is recommended. For a job seeker
who participates in training, the contract is a three party agreement among the employer who is willing
to take the worker, the training provider and the employment office. Workers receive a training stipend
(50 percent replacement of prior wages received during the past three months), and the training provider
is reimbursed for the costs of training if the trainee passes the qualification test administered at the end
of training.

448. The fourth step in the process is the determination of Ul benefit eligibility and the level
of benefits. Here there are a number of additional application documents to be provided including a
document from the employer showing earnings for the past three months (used to determine the payment
level). Placing this function at the end of the intake process provides a key indication of the priorities
of the employment office. In Gumri, the employment office previously employed 10 people. It now has
15 employees (mostly from the previous employment office) of whom one is an unemployment payment
specialist. When the office is fully staffed, it will have 30 people of whom 4 will be Ul payment
specialists.

449. The steps of the intake process all have associated forms to be filled out by employment
office staff. At least S different pieces of paper must be completed for each successful application for
UT benefits. The office allows 30 minutes of staff time per application. All the records are paper
records.

450. There seems to be a fundamental conflict between the objectives of unemployed workers
and the employment offices. The workers go to the employment offices to apply for and receive Ul
tenefits following a job termination. The employment office greets them with intake procedures
appropriate for a full employment labor market of the previous socialist period. When workers are told
in effect to take a job from the listing of job vacancies they stop participating in the process. They are
unemployed but do not get to the stage of collecting UT benefits. The employment office is left with
incomplete applications in these instances. The incomplete applications include completed paperwork for
three or more intake forms 'rom the first two steps of the intake process previously described.

451. If the employment office continues to insist on controlling the job matching function as
well as the UI payment function a change of intake procedures is needed. There is no obvious need to
impose the job registration process on everyone who walks in the door. Under a system of open job
listingsw the employment office merely has to post the job listings in a public area, and keep the listing
up to date by removing openings that have been filled (upon notification ftom the employers). Employers
would prefer a system with open listings because it would give them access to a wider pool of applicants.
Employment offices often prefer closed listings so that the unemployed are given an advantage in securing
employment and to help assess UI applicants' availabilityfor work. For persons who have losttheir jobs

801 Employment offices that provide job matching services differ in granting access to listins of job
vacancies supplied by employers. Open sngs can be scned by a worker retrdless of employment status
(cumrny employed, unemployed or out of the labor force) and without control by employment office staff.
Closed listings are controlled by employment office staff who assess worker qualifications and then match
workers to listed vacancies. Closed listigs can be made accessible to employed workers, but often ystems with
closed listngs reserve access to unemployment iswrance applicants. This is the situation in Armenia where
refusal of more than one listed opening deemed Wsuita" cause the employment office to conclude the worker
is not really available for work hence not really unemployed and thus ineligible for 1I benefits.
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through a layoff, plant closing or other reason, the intake process needs to be stremined. Either intake
procedures should be modified to reach the refusal of suitable work part of the intake process more
rapidly or to downplay the suitable work part of the process. In a situation of high unemployment the
latter option is preferable because it allows processing a larger volume of claims with a given
administrative staff.

452. The UT program is new in 1992 and thus does not have a historic record of program
outlays. Anticipated outlays for 1992 as projected by the Ministry of Labor are about 300 million rubles.
This is roughly evenly split between U! benefit payments and the costs of training (stipends plus training
costs). Table 3 displays a breakdown of anticipated expenditures for 1992. For UI benefits there is detail
on beneficiaries by reason for unemployment. Training expenditures distinguish training costs from
training stipends. Total anticipated outlays are 325 million rubles. This is broken down as follows: Ul
cash benefits - 155.5 millon rubles, training costs - 96 million rubles, training stipends - 57.6 million
rubles, and employment office staff compensation - 16 million rubles. Based on epienc in the
Yerevan and Gumri offices through mid-May the projected numbers of both UT recipients (40,000) and
unemployed trainees (24,000) seem high. It seems unlikely that the levels of projected expenditures will
actually occur in 1992.

453. The current UT program needs to be modified to handle mass applications for benefits.
Since there is only limited administrtive capacity at the employment offices as presently struetured, a
major change is needed. Some possible directions (not mutually exclusive) include adding a new office
within the employment agency (focused just on Ul benefit payment administrton); modifying the worker
employment passbooks to record earnings in previous jobs; and reasons for leaving previous jobs,
computerize employer earnings records so the agency can make faer de ions of appropriate
payment levels; or creating a new agency whose main function is the payment of UI benefits.

454. These suggestions are offered to indicate some possible fuure directions. Further
considerations of the options could have been underakn with Bank support. It seems clear that the
employment offices as presently structured do not perceive or appreciate market economy labor market
phenomena such as substantial voluntary labor turnover and involuntary unemployment. Combining job
matching with Ul benefit payments and training functions within a singie adminstrative agency (as they
have done) is a theoretically sound approach. However, the implemention of this approach in Armenia,
through the administrative structure currently in place, gives short chage to the Ul benefits payment side
of these funcdons.
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ATTACHMENT 3 70 ANNEX VII

IMOVED TARGETING OF CASH BENEFITS

455. In the transition to a market economy Armenia will experience increased public
expenditures for infrastructure, income maintenance, worker training and other functions that will
contribute to chronic budget deficits. It will be important to limit the size of these deficits. Since large
scale cash benefit programs are already in place, the potential budgetary savings from making program
modifications need to be explored.

456. This section identifies areas for making cutbacks in cash benefits and provides quantitative
estimates of the size of the savings. A guiding principle behind the analysis is to target the cutbacks so
as to hold harmless the lowest income segments of Armenian =,iety.

457. The analysis focuses on expenditures in fbur broad areas: the old-age-invalidity program,
the sickness-maternity program, the unemployment insurance-training program and cash payments of
children's allowances and student stipends. Combined expenditures across these four areas will total
more than 8 percent of Armenian GDP during 1992. The summation of the cutbacks to be suggested
represents more than 10 percent of total spending in these areas by 1997. The largest portion of the
cutbacks would affect the old-age-invalidity program, the program where cash benefit outlays are the
largest.

458. Because Armenia's economy is entering a period of rapid transition, the estimates of
expenditure reductions have more than the usual number of uncertainties. At the outset it will be useful
to identify three of the most important sources for these uncertainties. First, there is widespread
uncertainty surrounding the level of real economic activity to be expected in 1992 and subsequent years.
The blockade of Armenia's borders with Azerbaijan and Turkey is an additional factor besides the
uncertainties faced in common with other new republics of the former Soviet Union. If real output
follows a low path, open unemployment will grow substantially and increase the associated level of
unemployment insurance benefit payments. Second, the pace of future price inflation is not known. The
price level rose by about 500 percent between November 1991 and May 1992. To the extent that
inflation proceeds at a high pace and that cash benefit payments are fully indexed to inflation, outlays in
all four areas will be substantially higher. Third, since unemployment insurance (UI) is a new program,
there is no basis of experience to judge accurately how Ul payments will respond to higher levels of open
unemployment. All three types of uncertainties are substantial in 1992 and they are even larger for years
futher in the future.

459. The estimate below represent a minimum of savings that should be achieved on the basis
of an optimistic economic scenario, that is assuming the blockade is lifted by mid-1993 and that
stabilization of the FSU economies and trade payment systems is taking place in a medium or pessimistic
scenario. More radical restructuring of the benefit systems would have to take place so as to reduce
expenditures while continuing to provide minimum payments to those most in need. The Bank could
assist with design and implementation of such resgtuctuing.

460. To estimate savings, the methodology adopted relies heavily on information on actu
expenditures in 1991. Expenditures for the old-age-invalidity program and the sickness-maternity
program in 1991 have already been displayed in Tables 1 and 2 respectively. Information on 1991
expenditures for children's allowances and student stipends is also available. For unemployment
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insurance, however, there was no program in 1991. Here, the 1992 estimates shown in Table 3 provide
the point of departure. The estimates of 1992 expenditures shown in that table have been deflated to 1991
levels using a deflation factor of 500 percent, i.e., the 325 million rubles of Table 3 have reduced to 65
million 1991 rubles. The approach places all spending reductions into the time frame of the single year
1991.

461. Table 4 summarizes the estimates. Since the recommendations involve children's
allowances paid to those aged 17-18 and student stipends, both of which are categories for on-budget
spending, the totals at the bottom distinguish on-budget from off-budget savings. Savings are shown for
the years 1993, 1995 and 1997. This reflects the phasing-in of recommendations to raise the retirement
age gradually for men to 62 (from 60) and for women to 58 (from 55). Total savings for 1997 are
estimated to be 170.0 million rubles which represent 13.1 percent of outlays in these four areas in the
absence of the recommended changes. Most of the estimated savings are off-budget. The 35.0 million
rubles of on-budget savings reflect reductions in children's allowances and student stipends.

462. Altogether eleven suggested changes in cash benefit provisions are summarized in Table
4. For each recommended change three data items are shown: estimated spending in 1991, the percentage
saving to be realized by implementing the recommendation and the amount of savings expressed in 1991
rubles. The details underlying these estimates are given in the following paragraphs.

A. Old-Age-Invalidity Program

Raise the retirement age to 62 for men and 58 for women by 1997.

463. Combined expenditures on old-age and invalidity benefits in 1991 for nonagricultural
workers, collective fams and the military totaled 771 million rubles (Table 1). From other data on
numbers of recipients and average benefits it is estimated that 91 percent (702 of the 771 million) was
paid to old age and survivor beneficiaries and the remaining 9 percent (69 million) to invalidity
beneficiaries.

464. Assuming that average remaining life expectancy for men at 60 and women at 55 averages
20 years implies that raising the retirement age for both by one year would save 5 percent on outlays to
them over their remaining lifetimes. This is a rough approximation which would be modified if the life
expectancy esdmate is not accurate. The estimated percentage savings of 9 percent in 1995 and 1I
percent in 1997 were derived in a similar manner. Savings are estimated to be 77.2 million (1991) rubles
in 1997.

Reimpose benefit offsets for old-age-invalidity beneficiaries with substantial earnings.

465. Starting in January 1992 beneficiaries could receive fill benefits regardless of earnings.
About one quarter of beneficiaries have some earnings, and in 1991 one quarter of all old-age-invalidity
cash benefits totaled 193 million rubles. However, for most recipients earnings are derived from part
time work and are quite modest, e.g., less than full time work at the minimum wage. If a benefit offset
of 50 percent for substantial earnings were reimposed, certain recipients would contiue to work and
receive reduced cash benefits while others would forgo benefits altogether. The estimated 5 percent
reduction in benefits to those with earnings is a crude guess as to the amount of savings to be realized.



136 ANNEX WII

Eliminate longevity premiums for beneficiaries who men work more than 25 years and women who work
more than 20 years prior to retirement.

466. These premiums add to the basic benefit 1 percent for each year beyond 25 of pre-
retirement work experience. The premiums effectively raise retirement benefits above the maximum.
Eliminating the premiums would reduce benefits to the high income segment of the retirement beneficiary
population. The estimate of a 3 percent saving is a rough estimate based on data showing that 12-14
percent receive longevity premiums.

B. Sickness-Matenity Prognam

Retain current replacement rates and longevity thresholds for sick leave but change the measurement of
seniority from firm-specific experience to all years of work experience.

467. This would avoid much of the added cost of a 1992 proposal to liberalize sick leave
payments. The estimate of the associated savings is 10 percent of what would have been paid in 1991
had the more liberal payment provisions been in place.

Reduce length of paid maternity leave from 140 days to 100 days per birth. Further, improved leave
could be provided.

468. Actual 1991 payments of 48 million rubles reflected earlier provision of 100 days per
birth. This would have totaled 68 million rubles had the provision of 140 days been in effect in 1991.
Reducing 140 days to 100 represents a 29 percent reduction in maternity leave payments per birth.

Raise death benefits from the current level of 100 rubles to 500 rubles.

469. This increase is much smaller than an increase to 1092 rubles which is under
consideration. In 1991 death benefits totaled 0.088 million but would have totaled close to 1 million with
payments of 1092 rubles per case. Reducing payments to 500 rubles per case represents a 50 percent
reduction.

C. Unemployment Inshrance and Trining

Lower the replacement for the first 8 weeks on UI benefits from 75 percent to 50 percent.

470. Under estimates prepared by the Ministry of Labor for 1992, average monthly benefits
for job losers are projected to be 700 rubles and benefits are to be received for an average of 9 months
(Table 3). Since the first two months of benefits have a 75 percent replacement rate while the remaining
7 have a 50 percent replacement rate, the implied average level of monthly payments for the two periods
are 945 rubles and 630 rubles respectively. If 630 rubles were paid for all 9 months there would be a
10 percent savings in payments. The 1992 projt.tion of 94.5 million rubles (Fable 3) has been converted
to 18.9 million 1991 rubles using a deflation factor of 5.0.
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Eliminate from UI benefit eligibility unemployed workers who are new entrants and re-entrants into the
labor force.

471. The Ministry of Labor estimates payments to new entrants and re-entrants will total 9
million rubles and 24 million rubles respectively in 1992. The total of 33 million rubles has been deflated
to 6.6 million 1991 rubles using a deflator of 5.0.

Reduce the maximum UI monthly benefit from 3.0 times the minimum benefit to 1.5 times the minimum
benefit.

472. This change will affect workers earning more than three times the minimum wage. In
1992 it is estimated that 10 percent of workers in state enterprises will earn at least three times the
minimum wage. Thus the percentage savings associated with reducing their benefit to 1.5 times the
minimum benefit is modest. An estimate of 2.0 percent has been used.

D. Children's AUowanoes and Student Stipends

Institute an offset of children's allowances for 17-18 year old who also receive student stipends.

473. Allowances for children aged 1-6 cost 60 million rubles in 1991 (rable 1). An estimate
of allowances for 7-18 year old would be 120 million rubles, twice as much since they cover twice as
many single years of age, i.e., 12 as opposed to 6. This also implies that 20 million rubles of children's
allowances are paid to 17-18 year old. The 40 percent savings in Table 4 is an estimate of the percentage
of 17-18 year old who currently receive both payments at the same time.

Reduce student stipends by 25 percent.

474. This change is estimated to save 27 million rubles on a base of 108 million rubles paid
to students in 1991.
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Tabe 1. by the Old-Age-Invaidity Fnd 1989991

1989 1990 1991 1991
Pct

Family Allowances 0.3 0.4 3.1 0.4

Children's Allowances 1.4 1.5 59.7 6.8

Single Mothers 2.2 2.0 10.5 1.2

Age and Invalidity 257.3 327.4 618.9 70.6
Benefits

Collecive Farms: Age 59.6 71.4 112.5 12.8
and Invalidity Benefits

Military: Age and 13.2 14.3 40.0 4.6
Invalidity Benefits

Specia Awards to CCCP 4.1 2.9 0.0 0.0
Members-a

Divorced Families-b 0.0 0.0 0.0 0.0

Local Budget Social 3.1 2.8 10.2 1.2
Assistance

Subsidies to War 1.6 2.0 2.6 0.3
Vetans

Postl Fees 7.2 10.3 19.7 2.2

Total Expenditures 349.7 435.0 877.2 100.0

Source: Data from the Armenian Ministry of Labor. Expenditures measured in millions of rubles.
a - Discontinued in 1990
b - Less than 0.1 million rubles
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Table 2. Expenditus by the Sklness-Matei Fund, 1969-1991

1989 1996 1991 1991
Pct

Temporary Disability 57.8 62.8 73.6 41.4
and Sickness

Maternity Leave 31.1 37.1 48.2 27.1

BirthandInfant 4.1 4.2 11.1 6.3
Allowances

Funeral Expenses-a 0.0 0.0 0.1 0.0

14-18 Percent Fund 9.6 15.4 32.2 18.1

Capital Construction 2.0 2.1 4.0 2.2

Staff Salaries 0.7 0.8 1.5 0.8

All Other 0.0 0.0 7.0 3.9

Total Expenditures 105.4 122.4 177.7 100.0

Source: Data from the Armenian Ministry of Labor. Expenditures measured in millions of rubles.
a - less than 0.1 million rubles in 1989 and 1990



140 AM VEX VII

Table 3. Projected Expendi for the Unemployed, 1992

Unemployment Compensation

Reason for Number Averge Benefit Total
Unemployment of Ben Monthy Duration Outlays

(OOOs) Benfi (montks) (millions)

Layoffs 15.0 700 9.0 94.5

Quits 10.0 400 7.0 28.0

Re-entrants 10.0 600 4.0 24.0

New Entrants 5.0 600 3.0 9.0

All Reasons 40.0 155.5

Unemployed in Training

Training Costs 24.0 96.0

Stipends 24.0 57.6

Total 24.0 153.6

Employment Office 16.0

Staff Compensation

All Expenditures 325.1

Source: Armenian Ministry of Labor. Data in millions of rubles.
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Table 4. Estnated Savings from Seled Reducdm in C_sb mfts

1991 Pent Sahi
Beens SedviP (m

(m

Old-Age-Invalidity Progm

Raise reirement age:
1993 Men 61, Women 56 702 5 35.1
1995 Men62, Women57 702 9 63.2
1997 Men 62, Women 58 702 11 772

Reim benefit offses for 193 S 9.7
rec-pnts wh eamiop

Eliminat longevity premium 702 3 21.1

Sicknes-Matenity Program

Reduce replaceme rawes for 81 10 8.1
sick leave to 1991 leveMs

Reduce length of paid mteity 68 29 19.7
leave from 140 to 100 days

Rase deat benefit from IOOR 1 SO 0.5
to SOOR, no to 1020R

Unemloyment Insuranoe-Tvaining-e,b

Lower UI rplacment rate frm 75 18.9 101.9
to 50 perct in first 8 weeks (94.5)

Eiminate benefits for reentrn 6.6 100 6.6
and new entran (3.0)

Reduce Ul maxdmum benefit from 18.9 2 0.4
3 to 1.5 mes minimum benefit (94.5)

Children's Allowances-Stuent Stiponsb

Iste child allow oflfet for 20 40 8.0
17-18 year old with stipends

Reduce stuen stiends 25 pct 108 25 27.0

Totl Savings by Year Off Budget On Budet All SaviW

1993 103.1 35.0 138.1
1"S 131.2 35.0 166.2
1997 145.2 35.0 180.2

a - 1992 esimates (shown in parentes) expressed in 1991 mbles
b - Estimated savinp basod an 80,000 new _ ees.

Expendtures and savings double with 160,000 ocurenoes.



ANNEX WII

ENERGY SECTOR

A. Inbfrducon

475. This annex concerning the issues and strategy in the energy sector first presents an
analysis of the past and present situation in the sector, then goes on to outline projected energy
requirements based on the macro economic growth scenarios described in chapter U, discusses issues in
each of the subsectors, (a) electric power and district heating, (b) petroleum, and (c) natural gas, LPG,
and coal, and concludes with recommendations for a stey to cope with the transition from the current
situaton to a restructured, less erergy intensive economy.

D. Sitational Analysis and EieU Sector Issues

Curent Sitao

476. The energy sector is currenty caught up in the vicious circle of economic decline. By
then end of May 1992, gas supplies from both Azerbaijan and Georgia were cut off and all stocks
depleted. Transportation fuels, although available (legally) through the private sector, were in short
supply and prices reflected their scarcity selling for about two and a half dmes the government controlled
price to state enterprises. Due to a rail transport strike in Georgia, heavy fuel oil (mazout) supplies were
insufficient to meet even a reduced daily requirement for electricity generation and stocks had been drawn
down to the point that only about a day's supply remained. As a result, Government was compelled to
order further load shedding in the industria sector as well as to order full utilization of all available hydro
plants which would then result in a further draw-down of Lake Sevan.u1

477. The entire energy sector is physically deteriorating due to a lack of maintenance and
repair. The power sector is being rapidly decapitalized not only because of a lack of maintenance but
also due to damage to generators and distribution networks caused by over-loading. Most of the damage
sustned during the 1991/92 winter has not yet been repaired because spare parts and materials
imventories have been exhausted. The district heatng systems, very inefficient even when built, suffer
heat losses up to 60% due to low combustion efficiency, inadequate water treatment, lack of insulation,
steam and water leasl among many other factors.

478. Government has increased prices for both electricity and district heatng in the face of
increased energy supply costs. C.i.f. petroleum and gas prices for official supplies have gone up to an
amount 20-30 tima the average 1991 level due to price incrases by Russia and are now about two-thirds
of world prices. Fuels supplied by the private sector sell at about world price levels. At the same time,
Government has also attempted to maintain a high degree of ross-subsidizaton to household consumers
from industries as real household incomes continue to fall with inflation and unemployment. The overall
level of cost recovery is inadequate and an additional squeeze has been put on maintenance budgets
leading to yet further deterioration in the quality of service beyond the load shedding caused by fuel
shortages.

P.L Governmt has been yinfg to restict the use of hydro energy in order to rse the level of Lake
Sevan to revrs the ecological damage that has occurred from the draw-down prior to 1976.
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Institutions

479. Following independence, the Government of Armenia consolidated responsibility for
energy sector policy and operations under the direct responsibility and/or supervision of the Ministry of
Energy and Fuel (MEF). The Minister of Energy and Fuel in turn reports to the State Minister for
Energy and Fuel, Industry, Telecommunications, and Mining. MEF functions as a holding company for
tho operating entities within the sector including ARMGAZPROM (gas transmission and pipelines),
ARMGAS (gas distribution), ARMOIL Products (petroleum products), ARMENERGO (electric power
and district heating), the nuclear power plant, and seven research and technical institutions which
formerly reported to organizations outside Armenia.

Energy and the Environment

480. Concern for the environment is strong in Armenia and environmental legislation has
already been passed by Parliament. As Armenia has no indigenous production of fuels, combustion of
fuels is the main source of environmental problems. As natural gas is a clean burning fuel it is non-
polluting.' Temperature inversions in Yerevan combined with the high sulfur (3-5%) mazout used by
power piunts and industrial boilers (all in need of combustion and emissions controls), low quality diesel
oil and gasoline used by badly tuned vehicles result in highly visible and severe atmospheric pollution
which causes respiratory illness. The extent to which fuel handling and storage cause environmental
problems has not been determined, however, the impact would be localized. The main risk is
contamination of soils and groundwater.

481. The draw-down of Lake Sevan by 18 m from its original level in the period 1936 to 1976
was stopped because the ecology of the lake was noticeably changing with increasing water temperatures
as the lake became shallower. The government has been attempting to raise the level by 4 m; however,
fuel shortages have forced a further draw-down for power generation. Fuel requirements (and costs) in
the future will be greater than otherwise would be the case to permit reduced hydro generation from the
Sevan-Hrazdan cascade thereby raising the level of Lake Sevan.

Nuclear Power Plant

482. The nuclear power plant (NPP) has been shut down since March 1989 following the 1988
earthquake.t' According to the assessment of the IAEA mission!", there are no apparent

§/ Leakage of natural gas, however, is an important source of green house gas emissions since methane
(the main natural gas component) is about 30 times more potent as C02.

83/ Ihe nuclear plant is a Soviet built VVER 440, model 230 in two units (2x440 MW). This model (not
the Chemnobyl design) has serious design flaws which could be economically rectified according to previous
IAEA studies. No damage was sustained during the earthquake in part due to seismic upgrade work that had
previously been carried out.

_4/ A joint mission of the Bank and IAEA visited Armenia in May/June 1992. The Bank mission carried
out an Energy Sector Review while the IAEA assessed the condition of the plant and the requirements for safety
upgrades should recommissioning be warranted.
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insurmountable conditions that would preclude further consideration of the option to recommission the
plant. The government is not pressing for the nuclear option but is considering it only as a matter of
necessity to gain some degree of energy security.Y5

483. Recommissioning the NPP would pose increased environmental risk as recognized by the
people of Armenia. Indeed, under a resolution of Parliament, a public referendum is required before any
decision to recommission the plant could be taken and, according to polls, over half the population is
opposed.

484. Furthermore, the plant does not meet international standards of safety. At their July 1992
conference, the G-7 First Ministers organizations have recommended a phaseout as soon as practical of
all unsafe nuclear plants of Soviet design including the VVER 440/230, the model in Armenia. The cost
of recommissioning the plant including safety upgrades to permit about five additional years of operation
would be in the order of US$60-100 million. Use of funds elsewhere, notably in energy efficiency
improvements and generating plant rehabilitation, would yield higher returns. In any event, the demand
projections (paras. 484-485) indicate that the nuclear capacity would not be required to meet Armenia's
own requirements for electricity provided that (i) the 300 MW Hrazdan 5 conventional thermal plant is
completed in 1994 and (ii) a reliable supply of gas and mazout can be assured.

C. Energy Supply and Demand

485. Armenia's total energy supply
requirement peaked in 1988 at about 10,100 ARMENIA ENERGY SUPPLY

ktoe (thousand tones oil equivalent) as shown
in Figure 1 and Table 1. While Armenia -
imports 100% of fossil fuel requirements, it
exported about 2900 Gwh or 20% of total
electricity generation up to 1989 when the i
nuclear plant was shut down. By 1991, s
Armenia became a net importer of electricity 4.0000

(1500 Gwh/yr or about 17% of domestic
generation) as gas supplies via Azerbaijan
were restricted. Intenal production (hydro .,
plus nuclear when operating) accounted for O
about 15% of Armenia's total energy
requirements. Figue 1 Historical Energy Supply

85/ MEF has requested technical assistance from the Commission of the European Community to cany out
an inspection of the primay circuit of the NPP; however. much more inspection and preparatoay work would
be required. In addition costs indicatively estimated at US$SO560 milion would be needed for upgading plant
safety, rehabilitating existing equipment, refuelling, and recommissioning the plant.
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Table I
Aneal Emu Supply

1. TOTAL ENERGY SUPtLY 1985 1966 1987 1968 1969 1990 1991
-_--------------- ... ..... .... .... .... .... ....

A. IMPORTS (thouand tnms olt equivalent)
Oil Products

LPG 35 34 32 30 27 26 21
gasoifne 48? 726 720 90 964 971 99
diesel 414 385 36 39 731 660 516
kerosene 9 11 9 11 11 13 13
Jet 157 165 196 200 196 209 230
nazout 236? 2651 2400 2221 1872 198 2261
other (bitu.mn, fuel oil) 155 163 175 21? 296 305 320

sub total 3824 4134 3919 39 4099 416 4355

Gas (net iq2orts) 3462 3845 3955 439 4764 3551 3072

Coal 213 221 212 324 316 274 169

totat incorts 7499 8200 8086 8726 9178 7968 n596
S. DOIESTIC PROOUCTION
Nuclear 1122 643 1011 1026 0 0 0
Hydroelectricity 378 315 342 358 268 363 361

C. ELECTRICITY TRADE
Net exports 682 593 682 680 77 -214 *366

TOTAL NET FOR CONSUNPTION 6318 8564 8756 9430 9370 6565 8323

2. ELECTRICtTY SUPPLY
'.thouand toe)

Generation
maout 1738 2166 201S 1624 1392 1987 1700
as 036 1040 903 129? 170 m 829
nuclear 1122 643 1011 1026 0 0 0
hydro 378 315 342 358 266 363 361
Total 4073 4164 4270 4303 3367 3122 2890

Electricity supptled by: GUh
thermal generation 8007 101so 6999 8947 9693 86W 7970
mactear 4808 2753 4331 4394 1177 0 0
hydro 1619 1349 1464 1534 1149 1555 1546

Total generation 14434 14Z25 14794 14875 12019 10362 9516

Imports 0 0 0 0 0 920 1572
"xports 2925 2547 2928 2918 330 0 0

Net electricity supply (G0 11509 11705 11866 11957 11669 11262 11068

Note: Therntl equivalent of hydro, maclear, and ixpots/exports - 1 G u 233 toe

Souree: Ministry of Energy and Fuel
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EnMgyU a of dfie EC

486. As with
other FSU and Es
Europea coutres, r
the nergy Intifty
of the economy
(koe/000 US$ of
GDP) has been
severai times that of
coutries with higher "-
income per capita.
When compared with
countries at the same WS --

or higher level of i; 's
GDP/capita, -

however, Armenia ,
compam5 fabv oybl
as shown in
Figure 2. Mn MO ti ab u

GI/CAFfrA (1990 usS)
487. In 1990,
twal primay enemr
consumption was rem 2: tinataml Comaio of Er b qity
2,666 koe/capita
which is similar to
reld (2,6S3 ke/cap) and he form Yugosl (2,409). Energ Intensity in Armena was 1,244
koe/00 US$ GDP", lose to ta of Hungay (1,034 koOO US$ GDP) and Czechoslovia (1,795
koe/OOOUSS GDP). In 1992, bowevet, oner Itnsity re dsply becase of the decline In economic
actii witbout a sponding drop In energ use.

QMonXo of Demnd

488. Ile composition of end- conmon Is difficult to esmate becaus of varying
deinion of end-use caWory as mported by diert Oaniao. Table 2 does, however, indicate
the reative importnce of each energy sour In end-use coumptio In the Ai situation of
1990.

IW GDP esimte in US$ i bos atid of PlaEs GNP ad CEM misio esimte of GDP in
Rubs tin nd k Ban's eadimat of ONP in US$ GDP is ead to be about 90% of ONr.
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Table 2. ARMEIA: Composidon of End-Use Coasumpto by Eery Source (199)

-5 I.t'I ;-. 4*0 lP.tm'

Inihstry 1011 3 591 245 1850 29

Poputwtfon 1121 21 333 S29 2247 35
Households

Comusrcet/ 646 2 36? 95 1o 1I
emicipat

Official 0 0 461 33 494 8
transport

Agriculture 0 458 151 S89 9

Constructian/ 0 0 19 76 95 2
Other

Total 2706 31 1631 776 S143 100

$ource: NEf and mfsion letiUt.

D. Faue Energy Scenarios and Demand Projeclions

489. Energy demand projections bave
been prepared on the basis of the medium
economic scenario oudined In Volume I and
illustated in Figure 3. With the drop in economic
output and the high fixed component of energy u /
use, especially for heating, energy intensity has I
doubled compared with the 1990 level but is Zil
projected to retn to the 1990 level by about lc
2000. Ilis reduction could arise with the rebtu f
to economic growth, the begnning of 6 \
restuuring and with vigorous efforts to improve
eaergy efficiency as a key component of the
Goverment's energy sector strategy. W S ui

Fgue 7 GDP and Emuy Dnand I'hwjecll
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490. Assuming that there would be no
supply constraint from mid 1993 onward, overall
energy consumption Is projected to decline to we
ab)ut 68% of its 1990 level of 8.9 million TOE F. N
by 1995/96 and then begin tD rise reaching thre-
qarers of the 1990 level by 2000. The
composition of demand by fuel type and total 4=-

energy demand in TOE is indicated in Figure 8. u
With the lifting of the blockade, gas consumption 1"
could displace oil products particular in power o -

generation, heating and industrial use. Large
boilers in Armenia are equipped for dual tiring
with gas and mazout so that there is considerable I
flexibility for fuel substitution depending on
availability and cost. F4me 8 Composition of Energy Deand and Supply

Imported Ener= Prices

4.91. As Armenia imports all fossil fuel requiremen, it must pay the price demanded (or
negotated) with etera suppliers. Russia is expected to be the price leader on fuels supplied from
within FSU. The pricing of fuels to be supplied in the future from Iran (mazout under a barter deal) and
natural gas is also to be based on world prices.

492. While Russia's pricing policy condues to evolve, it is possible that hydrocabon prices
will rise to the world price in 1994. Such price increases will dearly have a strong Impact on the balance
of payments and will have to be passed on to consumers as part of the price reform policy. In the
demand projections, the price effects are taken Into account in the assumptions concerning the drop in
energy intensity of the economy due to restructuring in the economy and energy conservation efforts.
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Energ Refoorces

493. Reviews in early 1993 of earlier
Soviet exploration data indicate sufficient (about _lois
8-10 years) reserves of oil and gas to warrant
immediate fiuther development. Other indigenous
energy resources which may be economic to I \
develop are limited to hydro, peat, and coal. The
Government is also interested in developing 4
renewable sources of energy including solar, 4 \
windpower, and geothermal; however, it is
unlikely that in the near term these sources could .
be economic or conibute substantially to energy ..
independence. _k _ _ _ _ 

494. New hydro plants have been
studied to varying degrees at about 40 sites. Some e S
of these plants appear to be economic but others
require further examinaon. Altogether the plants could provide about 700 MW of capacity and 2200
Gwhlyr to bring total hydro production to about 30-33% electricity requiremens at the historical 1985-91
level.

495. Indigenous lignite and coal are available with total verified reserves of about S million
tones. Open pit mining of lignite would be required, while hard coal would be mined underground. The
economic viability of coal development requires fiurher investigation. Peat is also availale and could
be used without much development as a household fuel mainly in single family dwellings. Enimnta
problems are evident in connection with the development of either peat or coal.

496. In the near to medium term energy conservation presents the one of the most viable
opporunities to increase effective energy supply at a cost much less thn the cost of supply.
Conservation and energy efficiency improvement opporbtues are evident in swpply (heat and power
production and distribution) and in end-use. These possibilities are frther discussed in the sections
dealing with the subsectors.

E. Electric Power and District Heating Subsector

IntroducioUn

497. By early June 1992, fuel shortages reduced thermal electric power output to 700 MW
out of an effective installed thermal capacity of about 2030 MW (Table 3). Maximum yeary demand
occurs in December due to additional heating and lighting reirement and was about 2100 MW in 1990.
Even if fuel were available, however, unconstrained demand would be below 1990 levels due to the
decline in economic activity. In the past, nuclear and existng hydro plants could supply about 50% of

J/ Plunts ais to from one at 138 MW to any at MW.
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Armenia's own electricity requirements (Table 1); however, with the nuclear plant shut down, existing
hydro supplied only 14% of requirements in 1990/91.

Subect or C )r giz atio n

498. ARMENERGO was the entity responsible for both electric power and district heating
troughout the country until March 1992. At that time responsibility for the distribution of electricity
and for the operation of district heating systems in Yerevan was transferred to the Municipality of
Yerevan. MEF functions effectively as a holding company for the power and district heating subsectors
in as much as the state is the owner of the assets and a Board of Directors within MEF is responsible for
major decisions and budget control.

499. Ihe government would like to privatize ARMENERGO and has instituted a program of
contract plans with the management and staff of 25 power stations and other major transmission and
distribution facilities in the operating regions. While the ultimate objective under consideration is to
replace the contract plans with privatization of the same facilities, neither the details or implications of
such a scheme have been fully considered by the government. Until a degree of economic stability with
the country can be achieved and power sector operations can reach a more normal steady state condition,
particularly with regard to financial performance, it is unlikely that any significant degree of privatization
could be achieved. Efforts would be more effective in strengthening ARMENERGO to become a viable
state-owned enterprize.

DisatdHeaing

500. Centralized district heating supplies the majority of heating for apartments and houses
in Armenia as well as for greenhouses in the agricultural sector. The systems operate as isolated
networks supplied by individual boilers or in conjunction with thermal power plants thereby increasing
their overall thermal efficiency to as much as 85%. Losses in the heat transmission and distribution
networks are estimated, however, at 40%-60%. Tle shortages of fuel during the winter 1991/92
necessitated the complete shut down and draining of the Yerevan and other district heating systems in mid
January 1992. A large portion of the population had no alternative means of heating except to use
electric heaters. The increased use of electric heaters caused overloads on many distribution lines with
the result that 300 distribution transformers in Yerevan alone were blown out and lines were damaged
at an estimted cost of R 500 million (US$ 5 million). This damage has not yet been repaired due to a
lack of spares and funds for replacement equipment.

501. Heat consumption is metered for large consumers such as industries; however,
consumption by the population (apartments, houses, government offices) is not. There are no controls
on radiators or room thermostats, hence no means of regulating temperature. If the temperature is too
high (often the case for dwellings closest to the boiler house) the only control is to open a window.
Because the systems are not properly balanced, about oneuarter of the most distant households do not
receive enough heat. Households are charged at a flat rate per square meter per year at rates which are
considerably below the cost of supply.

502. In the short run it will be necessary to reduce losses in the district heating systems and
improve the overall operating efficiency. In the longer term, a feasibility study is needed to assess the
economic merits of replacing the district systems with gas or light heating oil-fired boilers in apartment
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buildings and houses. District heating based on heat recovery from power stions, however, will likely
remain economic given the large investment in the distribution network.

Existing Power System Facilities

503. Gention. ARMENERGO Is operates and maintains all generating facilities except
the nuclear power plant (NPP) (815 MW). Total nominl installed capacity is 2700 MW excluding the
NPP which has been shut down since 1989. Derating due to age and operating constraints brings the
effective insalled capacity to about 2030 MW. With allowance for maintenance and forced outages plus
the non-availability of the Sevan-Hrazdan Cascade during the winter, the firm capacity to meet the amnal
maximum demand is about 1650 MW as shown in Table 3.

Table 3. ARMENIA: Installed Geneating Capadty

Hrazdan 4 (1971-74) 1100 1080 860
Y,erevan 6 (1963-67) SS0 480 370
Karovokan 2 (1964-76) 96 41 22

Sub total 1746 1601 1250

Hwydro
S4van-Hrazdan Cascade 6 st4 (1936-61) 127 0 0
Yorotan C6scade 4 do (19763 94) 402 402 382
OdierHydro 2 st (1932) 24 24 23

Sub total 953 426 405

Nucklr 2 (1971-76) 81S 0 (shut down) 0

Totdal 35151 2030E 1650t

Note. 1. Rounded

504. The thermal power stations can bun either mawout or gas and provide steam and hot
water for industrial use and district heating in addition to electricity. Many of the plants are more than
thirty years old and in Yerevan are near the end of their service lives. Furthermore, the civil works of
Yerevan plant are in poor condition and no seismic design standards were incorpoated in the plant
design. Although life extension at this plant is possible, and indeed work is underway to replace
turbine/alternator sets, the general condition of the plant is such that it is likely to be more economic to
retire it rather and replace it with a new plant. Construction of the Hrazdan 5 and 6 units (2 x 300 MW)
began in 1988 and approximately US$60 million would required to complete unit 5 which is 60%
complete." Civil works for units 6&8 are partilly complete (10-20%). A further review of the need for

88/ Put of the boiler, tubin and giensoar an on site and ordw bave buen placed with CIS firms for
the remang equipment Tlb US$60 million would cover equipment, costuction, IDC, and co_nst cie.
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and tming of the Hrazdan 6 to 8 units is needed to compare with the benefits of life extension of existing
plant in view of the overall financing constraint.

505. Limitations on the operating regime of the installed hydro capacity in the Sevan-Hrazdan
cascade and the lack of seasonal storage capacity greatly restricts the use of these plants. Water release
from Lake Sevan is geared to the irrigation needs and operadion of the hydro plants is minimal with the
result that no firm capacity is available to meet the annual system peak during the winter. It is likely,
however, that greater benefit from the hydro resource can be obtained through more efficient water
management. ht may also be found that, given the increased fuel costs, and hence opportunity cost of
water, that water is more valuable at the margin for hydro generation than for irrigation.

506. Lead Shedding. Because of the lack of fuel and non-availability of a number of thermal
units, about 600 MW tota load was being shed in May 1992 (out of a normal (1990) load of 1400 MW)
by both six hour rotational cuts and under-frequency operation.s9

507. TransmissIon Networlk The transmission network was designed as part of the
InterCaucasus Power Pool which in reality is no longer functioning due to regional conflicts and power
shortages. As a result, the load carrying capacity of the Armenian network is more than adequate for
projected loads. Indeed, the maximum load in the peak winter season did not exceed 70% of line load
capability. Interconnectors exist between Armenia and (a) Georgia (220 kV, 250 MW), Azerbaijan (330
Kv, 400 MW; 110 Kv, 50 MW), and Turkey (220 Kv, 300 MW, not in service). In addition there is a
110 Kv line to Karabakh and 2 x 220 Kv, 500 MW line to Nakhichivan for wheeling power from
Azerbaijan. As a result of the conflict with Azerbaijan, no exchange or wheeling is taking place.
Although there is an existing contract with Russia to send 60 GWh (about 10 MW on a continuous basis)
via Georgia, it is expected that not more than 500 GWh will eventually arrive in Armenia because of the
shortages in both Georgia and Russia.

508. Distribution. Total low voltage line length in Armenia is about 40,000 km with about
9000 transformers of average size of 322 kVA. Transformers and cables are manufactured in Armenia;
however, both are constructed with aluminum wire which causes increased technical losses. In fact many
fires in residences have been cause by faulty connections of aluminum cables.

509. The Yerevan Municipal system, which became an autonomous body in March 1992, is
the largest distribution network. Power is supplied in bulk by ARMENERGO and distributed by the
Municipal Corporation. Technical losses were estimated at 13% of supply to the network while a further
10% was unaccounted for.

S5O. Transformers are generally oversized; however, during the winter of 1991/92 the
Yerevan distribution system was 200 to 300% overloaded with the result that some 320 transformers and
300 km of underground cable are now severely damaged or, in many cases, beyond repair. About two-
thirds of the transformers are yet to be repaired or replaced. Overloading occurred because of the
increased use of electric heaters given the lack of district heating or gas for space heating and will recur
if adequate fuel supplies are not available during the next winter.

89/ Normal frequecy is 50 Hz but a frquency drop to 48 Hz with a reduction in load supplied of about
200 - 300 MW. Under frequency load shedding is being accepted as an altemative to physcaly dis c
even more load
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511. Metering and Billing. All connections are metered for electricity consumed (kWh) but
maximum demand (OW) meters are not used even for large industial consumers. Maximum demand
meters should be installed as part of the much needed tariff reform. Residential consumers are
responsible for reading their own meters each month and msking payment to the local bank. If the bills
are not paid on time, the banlk can then collect the esfimated bill from the customer's account. In view
of this practice, many consumers do not keep deposit accounts with banks.

512. Prior to the sharp increases in electricity tariffs ARMENERGC's accounts receivable
averaged about two months' billing. Receivables have grown considerably and about 60% of household
consumers did not pay their bills during the past winter.

Investmnent Requirements

513. Based on the demand projections outlined above additions in new capacity would not be
required before the end of the decade. Indeed, expenditure in the power sector should be directed
towards avoiding expenditure for new capacity through energy efficiency improvements on both the
supply and demand side, rehabilitation and life extension of existing plant. As indicated above, it may
be more cost effective to retire the Yerevan plant or some of the units and complete the Hrazdan S and
6 units. Minor rehabilitation of existing plants could defer the need for Hrazdan 5; however, fuel
efficiency improvements, improved reliability, and avoidance of unexpected repair costs through operation
of a new plant may justify its early completion.

514. A minimum of some US$60 million/yr is needed for normal maintenance of the
Armenian power system and it is evident that much less than this amount has been spent. As a result,
a back-log of maintenance exists and expenditures in the order of US$ 200 million are needed over the
next five years including an immediate need of US$25 million for critical spare parts and repair materis
to maintain even the present level of service. Priorities are greatest for generating plant and distribution
networks. Minor amounts are needed for the transmission network.

F. Petroleum Subsector

1n1rdcion

515. Armenia has no oil refining capacity and imports all of its petroleum products from
refineries in the Russian Republic. There are no petroleum pipelines and all products are shipped via rail
with the occasional small shipments by tank-tuck. In 1990 total consumption of refined product was
1.8 million tones plus an equal quantity of mazout.

Subsector Oranization

516. Armoil Products Company is the government owned oil products impordng, storage, and
distribution organization for Armenia. There are 1500 employees in 12 departments in the central
administration which cover all areas relating to product procurement, quality control, distribution,
maintenance and capital investment. Armoil operates 18 major storage facilities throughout the country,
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and other smaller facilities including about 250 service stations. Tese stations are under the supervision
of the managers of the storage termis which supply them or, in the case of 24 distributions to special
enterprises in Yerevan, the ce adminion.

517. After 1990, ARMOIL began buying oil products directly from the individual FSU
republics. General contract terms are still negotiated between the governments of the republics. The
contracts specify amnu quantities to be delivered, current prices, and payment terms. Quantities can be
renegotiated by the parties during the course of the year as conditions change. Renegotiations may be
done at the operating levels, subject to government approvals.

518. Prices are set according to the seller's price list at the time of contract agreement. he
seller may change the price at any time without notice to the buyer. A contract buyer, however, has the
right to buy up to 20% more than his contract quantity at "free' prices, which will be higher than the
original contract prices. These "free" prices appear to resemble spot prices, and are generally set by
market forces within the FSU. Despite their rapid rise over the past year, they are still generally below
world market prices for most petroleum products.

519. Payment terms are on delivery, with the buyer's bank in Armenia paying the seller's bank
in Russia upon receipt of documents tt the products have been shipped in good condition. The refineries
do not haindle these arrangements themselves, but rely on the Russian oil sales organization Rus Neftzi
Productzi (RNP), which is directed from Moscow, and has regional sales offices where the refineries are
located. The regional office of RNP will handle all aspects of the shipping (usually by rail) to the buyers
specified destinations. Armoil is in constant communication with the RNP office located near the Grozni
refinery, based on a month to month plan of shipments and receipts which is continuously in flux due to
changing rail schedules, refinery operating problems, payment issues, and delays caused by political or
other distubances.

Petroleum Product Pricinf

520. In general, the Finance Ministry sets fuel prices for official sales based on costs. In the
present crisis, however, events seem to have overtaken any attempt to rationalize pricing policies. Since
Jamnary 1992, the price of gasoline has risen to more than 9300 rubles per ton, with transportation costs
now at 360 rubles per ton. Armoil then sells it for 12,000 to 13,000 rubles per ton to priority customers
designated by the government ministries. These customers include critical transport, municipal services,
agriculture, and priority Industries, (probably including the military, although not explicitly stated). Since
all of these customers are government entities, the pricing to each of them appears to be based simply
on ad hoc decisions. The average Armoil markup on these sales is about 30%.

521. Armoll's gross margin (termed "profit") of around 3000 rubles per ton is first taxed at
28%, or around 800 rubles per ton, leaving a profit of 2200 rubles per ton before depreciation. Armoil
is allowed to deduct 10% of its acquisition costs for capital recovery, or around 900 rubles per ton,
leaving 1300 rubles per ton as net profit. Armoil then pays another 25% tax, or 300 rubles per ton,
leaving the company with 1000 rubles per ton in after tax profit, or 1900 rubles per ton in net cash flow
(profit plus depreciation).

522. Since Jaiuary 1992, Anmoil has stopped selling gasoline to the public who must buy from
the private sector dealers. These dealers purchase the gasoline themselves in Russia, Georgia, or even
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Azerbaijan, bring it in by truck to Armenia, and distribute it either through Armoi service stations or
directly on the street with small takwagon trucks.

523. By May, 1992 retail prices for gasoline sold by the private sector had risem to 25-30
rubles per liter (30,000-36,000 rubles per ton) from 0.35-0.40 rubles/liter two years ago. Becase of
scarcity, private sector vendors receive a gross margin of 0.12-0.27 rubles/liter before distribution costs.
Taxes of 28% on the gross margin are supposed to be paid to the government but in reality there is little
way to monitor prices or volumes.

524. Mazout for industry and the power sector and aviation fiel are also imported by Armoil.
Markups on c.i.f. cost varies frm 5-10% depending on the customer with industry paying the highest
rates.

Peroleum Sector Privao

525. The government is planning to privatize Armoil in the near future. The government will
retain some ownership, possibly as much as 50%, while the balance will be sold first to employees and
second to the public at large, including foreigners. The share price has not yet been determined. The
prvatized Armoil will be required to sell petroleum products to government owned enterprises at
controlled prices, but all petroleum product sales to the private sector will be at market determined prices.
Armoil will not have a monopoly on petroleum product imports or sales, but will compete with others
who wish to ener the business in Armenia. Armoil will operate independently with no control by the
Energy Minstry.

526. The Armoil organization and facilities appear reasonably well positioned to be a
successful private company although the monopsony position of the government for a major portion of
ARMOIL's sales at controlled prices could reduce ARMOL's profitability. A major problem which will
arise will be continuing access to foreign exchange and the value of the ruble. As long as Armoil buys
petroleum products from Russia in rubles, then no foreign exchange problem will arise. To the extent,
however, that Armoil may choose to buy from other suppliers in the futre, when Russian oil prices reach
world market levels, hard currecy will be required.

527. Armoil has virtually no experience with petroleum product procurement outside of
Russia. If, in the longer nm, Armoil seeks to purchase outside of Russia using the Black Sea port of
Batumii or via rail links with Iran, then technical assistance regarding international oil contract
negotiations, lifting of cargoes, and oil trading will be needed.

Investment mieqiment

528. Relatively few investments in new facilities are needed in the petroleum sector compared
with the power and gas sectors. As with these sectors, however, there is a need to catch up on the back-
log of routine manteace and repairs to ensure the achievement of full service life from the plant.
Constuction of a petroleum refinery is under consideration; however, it would confer no significant
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secuity of supply and, given its high cost, would not be economicaly justified." A petroleum product
pipeline from Baumi might be justified as an alternative to rail transport; however, a feasibility study
of this option would be required.

G. Natural Gas Subsector

Inroduin

529. With no gas resources of Its own, Armenia is totally dependent on imports from
Turkmestan through pipelines enterig via Azebaijan and Georgia. Throughout the eighties, gas
consumption continued to rise, and in 1989 reached its peak of 5.87 Bcm/yr (51% of toa primary
supply) with about one third used for power generation, and the remainder consumed by the industrial,
commercial and the residential sectors. lhe widespread availability throughout Armenihas resulted in
high dependence by the population (63% of whom have access), particularly for residental heating.
Piped natural gas supply is augmented by road transport distribution of bottled LPG and coal.

530. As with other fuels, gas prces before independence were well below world prices
leading to excessive demand. In part as a result, Armenia is now faced with a number of key issues and
investment decisions in the gas subsector including the need to:

(I) diversify gas imports to improve national security of supplies;
(ii) improve natura gas storage capability within the country as an insurance against

external supply interruptions.
(ill) restrucre consumer prices and install meters on all residenti connections.
(iv) repair or replace much of the transmission and distribution infrastructure which

suffered considerable damage in the 1988 earthquake; and
(v) reform and restructure the gas subsector insttutions.

531. The most pressing need of all, however, is to resume gas deliveries via Georgia and
Azerbaijan. Clearly resolution of this matter is not entirely within the control of Armenia. Gas subsector
operations are currently showing considerable inefficiencies becse of overstaffing, lack of gas resulting
in reduced revenues, lack of plant maintenance, lack of foreign exchange for spare parts and lack of
capital for modization and rehabilitadon.

Gas Subsector [rI

532. Gas subsector operations are carried out through the Armenian Gas Production
Corporation (ARMGAZPROM) and the Armenia Gas Corporation (ARMGAZ), both of which are fully
owned by the state and report to the Ministry of Energy and Fuel. ARMGAZPROM has primary
responsibility for the import, storage and high pressure transmission of natural gas. The Trans-Caucasian
Constrction Trust (MCCT) is a division within ARMGAZPROM and has considerable experience and

2Q/ The cost of the rfinery is mughly estimted at US$500-600 million for a capcity of 6 milion tones
of crude per year. An additial US$250 milliho would be required for a crude oil pipeie. A prducts pipn
would have a simiar cost.
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capabflity In consruction of pipelines and relae caies at hore and abroad. TCCr b Wears to be
a good candidate for privatization especialy if linkd with the i_ttute for desig and sevice
in the gas sector, formerly a branch of a Soviet organization with headquates In Kiev.

533. The main responsibilities of ARMGAZ ar the distributon of gs to the end user and the
mainteance, repair and developmen of the low pressure disiution networks. In addition to
distribution of piped gas, ARMGAZ is responsible for the distributon of botted LPG to end usrs, wIch
is purchased from ARMGAZ. The Office of Solid Fud was also irpoated ARMGAZ in 1991
and is responsible for importing and ditibuting about 0.5m tons of coal an ly.

534. The subsector employs some 10,500 wokers seving about 600,000 consumers, which
include the natural gas, LPG, coal disbuon and constion opero. This staffng result in an
overall consumer to employee ratio of about 60:1 compared with a ratio of 200 to 300:1 for gas industries
in Western Europe, suggesting that the sector iS onsiderably overtffed even allowing for the smaller
size of system.

Naufral Gas CnuSo

535. Past Co p . patte of natl gas and LG consumption In rect years
is shown in Annex 2. Until 1989, there were no supply constrain and total conmpton of natural gas
reached its peak of 5.87 Bcm/yr. Natural gas is of particular importane for power gencration, where
it is used to generate power and heat in the Hrazdan, Yerevan, and Kirovak power stations. Together
these have a nominal instaled capacity of 1750 MW, or 65% of Armes tot installed capacity
excluding the nuclear.

536. ITe shortages of natwal gas have resulted In a decline In industral consumption from
1.7 Bcm/yr in 1988 to 1.0 Bcm/yr In 1991. Of this, about 0.13 Bcm has been lost from fertlizer
industry where natura gas use as feedstock has ceased.

537. Within Armenia, there are about 710,000 Individua household units of which about
450,000 (63%) receive piped natural gas and a further 170,000 (/4%) receive LPG. Household units
consuming LPG have declined by 20% since 1986, but numbers bave been largey replaced by cnsume
receiving piped gas. Consuption of LPG declined steadiy from 32,000 t/yr in 1986 to 21,000 t/yr in
1991.

538. Natural gas consumption by the bousehold and population categories (which includes
official and municipal consumers) together accnted for a further 2.1 Bcm/yr in 1989, which declined
to 1.7 Bcm/yr in 1991. Household consumers are given high prity for the available supplies of natural
gas, particularly in the winter heating period, since their flexibility to switch te altrnative fels is
limited. Average consumption of naa gas per capita In households using gas for all fuel needs is
estmated at about 1,570 m3/yr. Broad estimates suggest that per capita gas consumption in Armenia could
be reduced by at least 25% and possibly bstntily more through efective pricing reforms and enery
conservaion measures.
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Ntra G Sul a Pe fgr Dirsi,fation

539. Armenia has a 10-year purchase agreement for 5.2 Bcmlyr natural ga fom
Turkmenistan, and separate tansit arrangements with Kazakhsn, Azerbaijan, Georgia and Dagestan.
Under normal ckimstances, 70% of supplies are delivered through Azerbaijan, and 30% through Norh
Ossetia and Georgia. However, cessation of supplies from Azerbaijan in March 1991 resultod in
complete reliance on deliveries from Georgia. Volumes delivered have beeo Irregular and given low
priority to Georgia's own needs, typically reaching 7 mcm/d in summer and 3-4mcmld in wier
compared with requirements of at least 22mcmld in winter and about 10mcm/d in summer.

540. The project to increase the deliverability of supplies from Georgia Ibvolves the
construction of 22 km transmission line and the completion of a compressor station on Georgian teriory.
About 1,220 million rubles of the total costs would fal on Armenia. The project is stalled becae of
a lack of finance and disruption of construction because of civil unrest in Georgia.

541. In view of the difficulties with existing suppliers, the government wishes to diversify gas
supplies through a pipeline with Iran to supply roughly 50% of Armenia's needs (the remainder to be
supplied via Georgia). To this end iner-governmental negotiations are underway. The ealiest that this
line could be in service would be early 1995. With a large section of the line located in Iran, participation
of Iranian authorities would be required in addition to the negotiation of a long term gas supply conact

542. In the mediumterm, Armenia appears well positioned to take advantage of large
multinational gas supply schemes for transport of Iranian supplies to Ukraine, Easter and Western
Europe. The driving force behind the scheme is Ukraine's great desire to achieve both physical and
commercial diversification from the FSU, from which it imports 80 Bcm/yr as sole supplier, coupled with
Iran's desire to further utilize its huge gas reserves. Ihe pipeline route would pass through eiher
Armenia or Azerbaijan, Georgia, and Russia.

Naura Gas hiftastructure

543. Transmission. ARMGAZPROM operates about 1600 km of high pressure tansmission
lines. Tbree trunkline systems enter along the esern border with Azerbaijan. There cpacity is 45 mcmfd
(when operated at maximum operating pressure of 55 bar) while current requrements are about 22
mcmld. Close to half the pipelines have been in operation for more than 20 years and much of the system
is believed to be in need of replacement. Although the full extent of the problem is not yet determined,
many of the pipelines are operated well below their design pressure in order to minimize the risk of
pipeline failure.

544. Distribudon. ARMGAZ Is responsible for the distrbution of piped natural gas to about
500,000 end-use consumers hough about 11,000 km of low pressure steel mains. The 1988 earhquake
caused serious damage to the distribution networks resulting in the loss of about 40,000 residental
connections and destruction or damage to about 1300 km distribution mains. The avege age of the
distribution networks is about 15 years, and 1000 km are considered to be in need of replacement due
to age and corrosion caused by aggressive soils.

545. Storage. Armenia requires natural gas storage for both operational and strategic reons
Gas demand is seasonal (summer demand is about half that of winter) and fluctuates on a daily and
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weekly basis. Salt cavities near Yerevan provide nawtal underground capacity sufficient to store about
210 MCM or about 10 days of wtertim demand. To make fill use of the available capacity,
compressors must be instled (total cost USS 3.5 million).

546. Construction of an LNG plant begun in 1981 was suspended in 1987 due to
environmental concerns.'1 Given the availability of the salt cavity storage and the projected reduction
in demand, the LNG facility woud not be required for operationa storage and would provide litle
additional strategic storage. Under these circumstances further expenditure on the plant woud not be
warranted.

Consumer Metering and BiIline

547. Large industrial and commercial consumers of natural gas are metered; however,
household consumers are not. They are instead charged a flat rate depending on the number of persons
in the household and whether gas is used for water heating, cooking and/or space heating. The installation
of meters is essential to encourage efficient resource allocation through the pricing mechanism. Based
on field trials, ARMGAZ estimates that insllation of individual consumer meters could result in a
reduction of 25% within the residential sector even at current gas prices. With an appropriate pricing
policy, savings could be substantially higher.

548. A joint venture has been established between ARMGAZ and Hirana (CSFR) to
manufacture industrial and residentW consumer meters at a factory near Yerevan. Ihe meters are of high
quality offering export potental to Eastern Europe, FSU countries and possibly Iran. With additional
working capital (about 500 million rubles) to purchase meter components and calibraion units, production
could reach 200,000 units per year by 1995.

21/ Tle natuwe of thee. concenis is not clar.
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Fuel Supply Costs and Pricv

549. Ihe structre of gas, LPG, and coal cost is shuwn In Table 4.

Table 4. ANMNIA: Cost Stnucture of Natural Gas, LG, and Coal
. . : .- i ..; .~~. .. . ... ;. ... i. 

Natural Gas (Rs./000 m3
Border price 18 36 1,625
Residential

- cooking 50 40 300
-heating 20 40 300

Commerciallofficial 12 61 2,668
Power 30 61 2,688
Non-essential industries 30 71 5,120

Coal (Rs.Aton)'
Border price 3040 380-450 2,140-3,195
Residential 9.5 550650 3,1204,122

LPG
Border price N/A N/A 2,220
Residential 6,182

a. Range is for large lump and small lump.

lInvestment Rgie

550. Three projects have been identified by the Government as the priority means of increasing
and diversifying supply: (i) The completion of one compressor station and 22 km of gas pipeline on
Georgian territory (estimated to cost 720 million rubles), (ii) Increase in the utilization of the
underground salt cavity storage facility at Yerevan tirough the addition of booster compressors (US$ 3.5
million) at the facility, or completion of the compressor station at Irom (US$ 5.0 million); (iii) The
construction of a 2;50 km, 750 mm gas pipeline from Tabriz to Goris (tiated cost 7.0 billion rubles
or US$ 73 milliont to increase and diversify supply. A further 500 million rubles are also needed to
restore or replace up to 1000 km of corroded transmission and distribution pipelines to improve safety
and reduce losses.

technical Assisnce Reuirements

551. It is also recommended that grant aid shoud be sougt for tecical assistance to carry
out an Integraed Gas Development Plan (US$ 0.5 million) to mess in detail natural gas demnd taing
into account projected ecownmic growth and reductions in enery intensity, to determine both level and
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sltucture of as prices to ensure both the rational use of gas and fidl cost recovery. Tecial Assistnc
Is also needed wit0 regard to !isttutional and regulay sues, including assistance with (a) the
formnlatibn of an international natural gas purchase contract with Iran (EsL US$50,000) and (b) a nal
gas subseer restuctring study (Est. US $250,000) to help In thke orporatization of sect entitWes.

IL Priorties in the Ehergy Sector

552. It is clear that the crent situation of blockade is not sustainable for either th8 energy
sector or the rest of the economy. Energy supplies are inadequate even for the summer period of reduced
demand let alone for the winter. Senior government officials in all sectors regard energy supply as
critial not only for survival but also as an essentWal input to permk increased economic production.

1nem Secor Inmet Proun

553. Beyond the Immediate need for critical spares and material, the investment requiements
in the energy sector over the next five years are very roughly esmated at US$ 200-300 million.r
Given the magntde of the investment requirements, careful attention also required concening the debt
serce and macroeoonomic Impacts of such a program. Cofinancing will required and the Energy Sector
Review could serve as a basic document for organizing a donors conference.

ED= Sector Strte= and Priorkite

554. Based on the analysis and projections presented above, the energy sector
s-tty and prioites for the use of scarce funds focus on the need to:

(a) increase and diversify energy supply;
(b) improve the efficiency of use of available energ supplies and bydro resources;
(c) ensur continued service from existng plant and equipment;
(d) provide new capacity to replace old equipment which is not economic to

rehabilitate.

555. Concurently there is a need to address policy issues in order to:

(a) improve sector financial viability;
(b) provide a social safety net for low income grups; and
(c) strengthen and/or restrucure existing Insdtutions.

22 At present procmn wMin FSU would likely ret in lower cos; howver, Siv uncrtinty
of price and excha e taes, non-FSU ptorent has been assumed i ewer to provide a tb basis for
Pl-Mig



TABLE 1-1: ARMENIA: POPULATIOU AND ENPLOIMEET - SUIUARTY TABLE (in thousands)

1979 1989 1990 1991 1992
...... ...... .... ...... ...... ... ...... ..... ......... ...

Totat Population 3031 3288 3515 3575 3645

Nales 1475 1627 1740 1734 1768
Females 1SS6 1660 1775 1841 1877

Urban 1991 2265 2436 2484 2511
Rural 1040 1022 1079 1090 1134

Below Working Ages .. 1036 1138 1155 1170

Working-Age Population a/ 1933 1949 1971 2005

Above working Ages 245 319 428 448 470

Total Labor Resources 2011 2031 2054 2065

Total Employed Population .. 1592 1630 1672 1550
State Sector .. 1350 1330 1174 973

Collective Farms .. 54 54 12 2

Cooperatives .. 83 127 153.1 180

Individual Labor Activities .. 4 6 10 15

Private Stbsidiary Agriculture .. .. .. 262 330

Private Agriculture .. 102 117 60 50

Students .. .. .. 68 66

............................................. ........................................................................... ... ......

41 Working age includes wenon aged 16-54 an

Source: Dept. of Statistfcs (Armoena)



TABLE 1-2: ARMENIA: EMPLOYMENT BY SECTOR, ANNUAL AVERAGE (in thousands)

1980 1985 1986 1987 1988 1989 1990 1991 1992
...... ...... ...... ...... ...... …...... ...... .....…. _.-_

Material Sphere 992 1101 Ills 1115 1135 1113 1150 1203 1100

Agriculture ircluding forestry 303 313 318 308 296 279 289 389 404
Agriculture ex4luding forestry 297 308 313 303 292 275 284 385 400
Forestry 6 5 5 5 5 4 S 4 4

Industry, total 520 597 602 615 634 653 679 635 510
Industry, other 403 467 474 483 502 482 495 458 360
Construction 117 130 128 133 132 170 184 177 150

Other, material sphere 169 191 195 192 205 181 182 179 186
Transportation of goods and
CoTmUnication servicing material production 54 62 63 62 63 49 49 45 40
Retail Trade and catering 88 100 100 101 108 98 101 97 110
Material Supply 3 4 6 6 6 5 4 3 4
Other branches of material production 24 25 25 23 28 28 28 33 32

Nonmaterial Sphere 386 446 454 469 479 479 481 469 450
Transportation and Communication 39 44 44 43 43 36 36 35 30
Housing, public utilities and personal services 51 59 60 62 68 66 66 70 70
Health care, social security,
physical culture and sports 60 80 81 88 87 93 94 88 85

Education, culture and art 154 172 176 181 189 795 196 193 190
Science and scientific services 50 58 57 58 55 54 53 50 45
credit and insurance 7 7 7 7 7 8 8 8 8
General administration, private norprofit
institutions serving households 26 27 29 30 29 27 28 25 22

other, material and nornmterial spheres 555 637 649 660 683 660 662 647 636

Total Employment 1378 1547 1569 1583 1614 1592 1630 1672 1550

…- .-..-.-.--.-.-.-.--...----..-.-..-..-..------.--..--.-..-.-.-.-.....-....-...----.......--- _--.... .-...----.-.......
Source: Dept. of Statistics (Armenia)

23-Mar
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TABLE 1-2A: ARNENIA:PERCENTAGE DISTRIBUTION OF EMPLOYMENT BY SECTOR (in percent)

1980 1985 1986 1987 1988 1989 1990 1991 1992
._ _ .. ....... ---- .. ..... ...... ...... ------... ------ ......... -----

Material Sphere 72.0% 71.1% 71.0X 70.4X 70.3S 69.9X 70.5X 72.0% 71.0%

Agriculture including forestry 22.0% 20.2X 20.2X 19.4% 18.4X 17.5% 17.7X 23.3X 26.1X
Agriculture excluding forestry 21.6X 19.9K 19.9% 19.1t 18.1X 17.3X 17.4% 23.0% 25.8X
Forestry 0.4X 0.3% 0.3K 0.3X 0.3X 0.2K 0.3% 0.3X 0.3X

Industry, total 37.7X 38.6% 38.4% 38.9K 39.3K 41.0K 41.6% 38.0X 32.9%
Industry, other 29.2% 30.2K 30.2K 30.5K 31.1K 30.3K 30.4% 27.4% 23.2K
Construction 8.5K 8.4% 8.2X 8.4K 8.1K 10.7K 11.3K 10.6K 9.7K

other, material sphere 12.3K 12.3X 12.4% 12.1K 12.7K 11.4K 11.1K 10.7X 12.0%
Transportation of goods and
Communication servicing material production 3.9X 4.0X 4.0X 3.9X 3.9% 3.1K 3.0K 2.7X 2.6K
Retail Trade and catering 6.4% 6.5% 6.4K 6.4K 6.7% 6.2K 6.2% 5.8K 7.1K
Material Supply 0.2X 0.3X 0.4K 0.4K 0.4K 0.3K 0.3X 0.2X 0.3K
Other branches of material production 1.8K 1.6K 1.6K 1.4K 1.7K 1.8K 1.7K 2.0X 2.1%

Nonuaterial Sphere 28.0K 28.9X 29.0X 29.6K 29.7K 30.1K 29.5X 28.0X 29.0X
Transportation and Communication 2.8X 2.8X 2.8X 2.7K 2.7X 2.3X 2.2% 2.1K 1.9K
Housing, public utilities and personal services 3.7X 3.8K 3.8K 3.9X 4.2X 4.2X 4.0% 4.2K 4.5%
Health care, social security,

physical culture and sports 4.3X 5.2X 5.1K 5.5K 5.4K 5.8X 5.8K 5.2X 5.5K
Education, culture and art 11.2X 11.1K 11.2X 11.5K 11.7K 12.2% 12.0X 11.5X 12.3X
Science and scientific services 3.6K 3.7% 3.7X 3.7% 3.4K 3.4K 3.3K 3.0% 2.9X
Credit and insurance 0.5X 0.5K 0.5K 0.5K 0.5K 0.5K 0.5K 0.5% 0.5%
General administration, private nonprofit 0.0% 0.0K 0.0O 0.0K 0.0 0.0K 0.0O 0.0 0.0
;nstitutions serving households 1.9X 1.8X 1.9X 1.9X 1.8K 1.7K 1.7K 1.5% 1.4K

other, material and normaterial spheres 40.3X 41.2X 41.4K 41.7X 42.3X 41.4% 40.6X 38.7% 41.0%

Total Employment 100.0X 100.0% 100.0X 100.0% 100.0X 100.0X 100.0X 100.0K 100.0X

Source: Table 1-2
23-Mar

10:42 PM



TABLE 1-3 ARMENIA: LABOR FORCE PARTICIPATION RATE /a

........ .................. . ... ........ ............ .... ............... ... ..... ............ .......................... .....

1980 1985 1986 1987 1988 1989 1990 1991 1992

Total Employment 1377 1S46 1569 1583 1612 1592 1630 1672 1550

Unemployment 406 379 368 370 351 359 319 299 457
Unemployment Rate 29.5X 24.5X 23.4X 23.4X 21.8X 22.6X 19.6X 17.9X 29.5X

Working Age Population 1783 1925 1937 1953 1963 1933 1949 1971 2005
Participation Rate 77.2% 80.3X 81.0X 81.1X 82.1% 82.4% 83.6% 84.8% 77.3%

Women 70.8% 75.8% 77.0% 77.9% 79.0% 78.2% 79.2% 78.2%
Nen 81.9% 82.4% 8S.8% 85.7% 85.3% 86.5% 88.2% 87.2%

................. ........................................ . . . .. ........ .......... . . . ... .. .... ....... ..

/a defined as the percent of peopte employed in the working age population tage 15-69)



TAMLE 2-1 AIRNtIA: OR058 OCiESTIC PR=OCT AT CURRENT PRICES
(In ditt10n of rubles)

......................................... ............................................................ I................

196S 1986 1987 1988 1989 1990 11 1992

Net N-ter- -Produet 6144.0 6081.0 6065.0 5779.0 6915.0 6976.0 12253.0 57018.0

LOss: amouterfal Coats of Onterfal Sphere 1/ 220 233 247 235 261 305 312

Plus: Dpr efation 708.0 819.0 8S3.0 920.0 876.0 893.0 861.0

Lesst Loses on stookls, 22.0 27.0 31.0 464.0 272.0 281.0 410.0

* GOP In Nterfal Sphere 6610.0 6640.0 6640.0 6020.0 7258.0 7273.0 12412.0

Ptus: Value-added of _materifl Sphere 1491.0 1S59.0 1652.0 2034.0 2233.0 2419.0 3525.0

* Total Gross Domestic Product 8101.0 919.0 8292.0 8054.0 9491.0 9692.0 15937.0 70138.0

no rsmAw Item:
..................

Amnal Groth of VWP (C omidnal) --1.041 *0.261 -4.95X 16.431 0.871 43.07t 78.51X

rmtal Growth of GOP ( Nominalt) 1.20O 1.12X -2.96t 15.14X 2.07X 39.19X 77.28X
............. ....................... ,_______._................................................_ _ _................

1/ inltudes trawel ospenses, research & developmnt, .id cuttural services provided to emp(oyees
2f Nostly scpped construction

Source: Dept. of Statistfes (Arnen)



7.5H Table 2-2 ARYENIA: NATIONAL INCOXE AND GROSS DOMESTIC PRCOUCT

........... ................... ._.........._..... _ ..........................

1980 1985 1986 1987 1988 1989 1990 1991 1992

NATIONAL ACCOUNTS (SNA)
(At current prices, millions of rubles)

Gross Domestic Product (GDP) 6,499 8,101 8,199 8,292 8,0S4 9.490 9,692 15,937 tO138

NATIONAL ACCOJNTS (HPS)
(At current priees, mitlion of rubles)

National Irnwme Produced (NVP) 5,148 6,144 6,082 6,064 5,t79 6,91S 6,976 12,253 57018
Industry 29Sf4 3356 3386 3363 3157 3473 3165 5291 23620
Agriculture 775 1115 1099 1108 1071 993 1205 3946 25987
Construetion 513 769 686 682 622 1463 1773 1760 2700
Transport end Coaunications 120 1 7 185 199 239 243 287 313 841
Trade and Caterfng 577 499 485 467 207 443 226 331 1788
other Branches of Material Sphere 207 228 241 243 483 300 320 612 2081

Nationat Income Expended 3590 5387 5392 S647 580 6912 6977 13389 56797
Cosuwption 3316 4070 4243 4334 4470 4810 5495 10714 480.0

Private Consuaption 2937 3575 3708 3798 3908 4240 4862 99S4 44244
Pubtic Institution Expenses 294 380 405 414 430 429 454 550 3796
Science *nd Management Expenses 85 115 130 122 132 141 179 210

AccuzAutation 1035 1696 1452 1474 575 2708 2260 3678 13157
AccumuLation of Fixed Assets 508 799 180 540 899 1636 1488 3202 7389
Changes in Stocks 527 897 1272 934 -324 1072 m 476 5768

Trade Balnce (781) (408) (342) (199) (797) (962) (1,084) (1,460) (4,400)*
Losses on Fixed Capitat and Works 20 29 39 38 1532 356 306 457

* Trade batance net of tosses an fixed capital

Source: Dept. of Statistics (Armenia) and IMF staff estimetes



TABLE 2-3 AR"IUIA: NET NETERIAL PRODUCT AT CRT PRICES (in ndlm cns of rubles)

...................... ..... ............. ................. ................................. ............... ............................. ..........

1980 1985 1986 1987 1988 1989 1990 1991 1992
.. ...... ........ .. ................ .. ..... ........ .......... ... .... ....... .

1W Prociwed Total 5148.0 6144.0 6082.0 6064.0 5779.0 6915.0 6976.0 12253.0 57018.0

By Origin:
IndIstry 2954.0 3356.0 3386.0 3365.0 3157.0 3473.0 3165.0 5291.2 23620.2
Agricultre 775.0 1115.0 1099.0 1108.0 1071.0 993.0 1205.0 3945.6 2597.0
Contruetian 515.0 769.0 686.0 682.0 622.0 1463.0 1713.0 1760.2 2700.2
Tra fpertatian & camunicatian 120.0 177.0 185.0 199.0 239.0 243.0 287.0 312.7 841.2
Other Naterial Services 577.0 499.0 485.0 467.0 207.0 443.0 226.0 331.4 1788.3

Domastic trade 207.0 228.0 241 243.0 483.0 300.0 320.0 611.9 2081.1

By Finat Use:
NW Used Dtuustically 3590.0 5387.0 5w92.O 5647.0 5780.0 6912.0 6976.8 12150.2 56797.0

Cosuipti on 3316.0 4070.0 4243.0 4334.0 4470.0 4810.0 5494.8 10714.2 48040.0
Personal crswuptifn 2957.0 3575.0 37Q8.0 3798.0 3908.0 4240.0 4862.2 9954.2 44244.0
Social co.uaxption 379.0 495.0 535.0 536.0 562.0 570.0 632.6 760.0 3796.0

Invwstment (Accutlaticr) 1035.0 16%6.0 1452.0 1474.0 575.0 2708.0 2260.0 3678.0 13157.0
Net Fixed IhWesbint 508.0 799.0 180.0 540.0 899.0 1636.0 1488.0 3202.0 7389.0
Oters (wl thamp in Stock) 527.0 897.0 1272.0 934.0 (324.0) 1072.0 m.0 476.0 5768.0

Met Exports and Losses (761.0) (379.0) (303.0) (161.0) 735.0 (606.0) (778.0)(2,242.0)C4,400.0)

As % of N1P
NIP ProdrA Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

By Origin:
Industry 57.4 54.6 55.7 55.5 54.6 50.2 45.4 43.2 41.4
Agriculture 15.1 18.1 18.1 18.3 18.5 14.4 17.3 32.2 45.6
Construction 10.0 12.5 11.3 11.2 10.8 21.2 25.4 14.4 4.7
Transprtation & ccuicaticn 2.3 2.9 3.0 3.3 4.1 3.5 4.1 2.6 1.5
Other Naterial Services 11.2 8.1 8.0 7.7 3.6 6.4 3.2 2.7 3.1

Daetic trade 4.0 3.7 4.0 4.0 8.4 4.3 4.6 5.0 3.6

By Final Use:
NW Used Danmstically 69.7 87.7 88.7 93.1 100.0 100.0 100.0 99.2 99.6

Caswmption 64.4 66.2 69.8 71.5 77.3 69.6 78.8 87.4 84.3
Personal ca!wqion 57.1 58.2 61.0 62.6 67.6 61.3 69.7 81.2 77.6
Social cowuiption 7.4 8.1 8.8 8.8 9.7 8.2 9.1 6.2 6.7

lnwstnt (Accioulation) 20.1 27.6 23.9 24.3 9.9 39.2 32.4 30.0 23.1
Net Fixed Investment 9.9 13.0 3.0 8.9 15.6 23.7 21.3 26.1 13.0
Others (wl Cham in Stock) 10.2 14.6 20.9 15.4 (5.6) 15.5 11.1 3.9 10.1

Net Exports and Losses (14.8) (6.2) (5.0) (2.7) 12.7 (8.8) (11.2) (18.3) (7.7)
.............................................................................................................. .......

Sourc: Dept. of Statistics (Annenia) and Bank and IMF staff estimates



TABLE 2-4: ARMENIA: NET MATERIAL PRMDUCT AT CCNSTANT PRICES (Millions of 1983 rtbles)

1985 1986 1987 1968 1989 1990 1991 1992
.. ......... ......... ............... ;; ..... ...........................................

N# Prodaced Total 5962.0 6084.0 6055.0 5898.0 6735.0 6161.0 5437.0 272m.0

By Origin:

Indstry 3382.0 3540.0 3611.0 3553.) 3636.0 3654.0 3343.0 1607.0
Agriculture 908.0 931.0 849.0 783.0 566.0 491.0 566.0 401.0
Construction 782.0 726.0 704.0 618.0 1457.0 1081.0 722.0 119.0
Transportation & conmaicatf on 176.0 184.0 199.0 239.0 243.0 205.0 187.0 54.0
Trade an Caterin3 232.0 242.0 241.0 217.0 311.0 331.0 253.0 93.0
Other Material Services 502.0 461.0 451.0 483.0 522.0 399.0 366.0 210.0

Annual Growth Rate in X
NSP Prodceed Total 1.7 (0.5) (2.6) 14.2 (8.5) (11.8) (49.9)

BRy Origin

Idustry 4.7 2.0 (1.6) 2.3 0.5 (8.5) (51.9)
Agriclture 2.5 (8.8) (7.8) (27.7) (13.3) 15.3 (29.2)
Castruction (7.2) (3.0) (12.2) 135.8 (25.8) (33.2) (83.5)
Irem*prtatfin & cuu.nication 4.5 8.2 20.1 1.7 (15.6) (8.8) (71.1)
Tradb and Caterir 4.3 (0.4) (10.0) 43.3 6.4 (23.6) (63.2)
other Material Services (8.2) (2.2) 8.2 7.0 (23.6) (8.3) (42.6)

Source: Dept. of Statistics (Arumnis), Bm* awd IMF staff estinmtes



TABLE 2-5: ARMENIA: GROSS SOCIAL PRCOUCT AND MET MATERIAL PRCUCT AT CURRENT PRICES

(in million rubles)
_.......... . ..... ....... ............. ......... ................ . . ..........................

1985 1986 1987 1988 1989 1990 1991 1992
….....-------.-.----.-..--.----.--.---.-.--.-.-..-.---....-....--.-.....-.- ----...--..-- -.-..... . ..

Gross Social Product 13,284.0 13,517.0 13,833.0 13,551.0 14,913.0 15,009.0 27,397.0
Industry 8,91S.0 9,189.0 9,440.0 9,188.0 8,764.0 8,741.0 15392
Agriculture 1,679.0 1,695.0 1,702.0 1,716.0 1,570.0 1,792.0 6875
Construction 1,490.0 1,410.0 1,648.0 1,319.0 3,203.0 3,248.0 3127
Transport & comAmication 342.0 371.0 390.0 431.0 445.0 498.0 477
Trade & Other Material Services 858.0 852.0 853.0 897.0 931.0 730.0 1526

Net NateriaL Product (NMP) 6,141.0 6,079.0 6,064.0 5,777.0 6,915.0 6,976.0 12,253.0 57,018.0
Industry 3,355.0 3386 3365 3,156.0 3,473.0 3,165.0 5291.2 23620.2
Agriculture 1,114.0 1,098.0 1,108.0 1,071.0 993.0 1,205.0 3945.6 25987
Construction 769.0 686.0 682.0 621.0 1,463.0 1,773.0 1760.2 2700.2
Transport & coursnication 176.0 184.0 199.0 239.0 243.0 287.0 312.7 841.2
Trade & Other Material Services 727.0 725.0 710.0 690.0 743.0 546.0 943.3 3869.4

NMP as X of Gross Social Product 46.2 45.0 43.8 42.6 46.4 46.5 44.7
Industry 37.6 36.8 35.6 34.3 39.6 36.2 34.4
Agriculture 66.3 6;.8 65.1 62.4 63.2 67.2 57.4
Construction 51.6 48.7 47.1 47.1 45.7 54.6 56.3
Transport & communication 51.5 49.6 51.0 55.5 54.6 57.6 65.6
Trade & Other Material Services 84.7 85.1 83.2 76.9 79.8 74.8 61.8

Source: Statisticat Yearbook of Armnisa 1990



TABLE 3-1: BALANCE OF PAYMENTS SUMMARY AT CURRENT PRICES
(millions of U.S. dollars)

1990 1991 1992
... .. .... ........

Exports of Goods and Services
(including Workers, Remittances) 6050 4751 366

Exports of Goods and Nonfactor Services 5825 4639 366
Merchandise (FOB) 4404 3732 354
Non-factor services 1421 907 12
Shipment
Travel 469 325 2
Other 953 582 10

Imports of Goods and Nonfactor Services 7575 6077 465
Merchandise (FOB) 5828 4768 422
Non-factor services 1748 1308 44
Shipment 301 278 24
Travel 1446 1031 20
Other

Resource balance -1750 -1438 -100

Net factor income 0 0 0
Factor receipts
Factor payments 0 0 0
Total interest DUE
Other Factor Payments & discrepancy

Net current transfers 797 519 2
Current Receipts 797 519 2
Workers remittarces 225 112 1
Other current transfers 572 407 2

Current Payments

Current Account Balance before Official Grants -954 -919 -98
Official Capital Grants

Current Account Balance after Official Grants -954 -919 -98

Long Term Capital Inflows 0 0 9
Direct investment
Net Long Term Borro!.ng 0 0 9

disbursements .. .. 9
repayments DUE

Other Long Term Inflows (net) .. .. ..

Adjustment to Scheduled Debt Service 0 0 3
1. Debt Service Not Paid 0 0 0

a. Interest Not Paid .. .. ..

b. Principal Not Paid .. .

2. Arrears Reductions/Prepayments(-) .. . 3

Total Other items (Net) 954 919 64
Net short-term capital .. .. 7
Capital flows n.e.i. .. .. .

Errors and omissions 954 919 56

Changes in net reserves 0 0 22
Net credit from IMF
Reserve changes ne.. .. .. 22
Escrow Account

Gross Reserves (excluding Gold) .. . .
Gross Reserves (including Gold) ..

Exchange Rate (Annual average) (rubles/US$) 0.80 1.70 188.00
.............................................................................
Sources: IMF Estimates



TABLE 3-2: AR?SOIA: TRADE BY aM9IWTY (RQP
(in millicrm of current rubies)

1987 1988 :1989 1990
Exports Iqfports Balance: Exports laports Btalane: Exports Impots Balance: Export Imports Balance:

Totat Trade 4114.0 4250.0 -136.0 3767.0 4878.0 -1111.0 3691.0 4898.0 -1207.0 3531.0 4591.9 '1060.9
Foreign 66.0 789.0 -723.0 84.0 859.0 -775.0 93.0 1056.0 -963.0 103 877.0 ;-774.0
interr-ept.bl I 4048.0 3461.0 587.0 3683.0 4019.0 -336.0 3598.0 3842.0 -244.0 3428.0 3714.9 i-26.9

Energy Prodects 36.8 373.0 -336.2 30.5 456.0 -425.5 12.2 436.0 -423.8 6.0 304.0 -298.0
Foreign . 0.0 . . 0.0 . . 0.0 .. 0.0
Jnterreptbl Ic 36.8 373.0 -336.2 30.5 456.0 -425.5 12.2 436.0 -423.8 6.0 304.0 -298.0

Stack~ Metatllurg 19.0 251.0 -232.0 20.0 277.0 -257.0 20.0 284.0 -264.0 14.0 210.0 -196.0
Foreign .. 6.0 -6.0 .. 7.0 -7.0 1.0 3.0 -2.0 .. 2.0 -2.0
Interreptbt ic 19.0 245.0 -226.0 20.0 270.0 -250.0 19.0 281.0 -262.0 14.0 208.0 -194.0

Colored Metatlurgy 121.0 127.0 -6.0 120.0 150.0 -30.0 112.0 140.0 -28.0 89.0 112.0 -23.0
Foreign 18.0 .. 18.0 19.0 .. 19.0 5.0 49.0 -44.0 4.0 25.0 -21.0
InvterrepMbic 103.0 127.0 -24.0 101.0 150.0 -49.0 107.0 91.0 16.0 85.0 87.0 -2.0

Chemical Prodckts 421.0 364.0 57.0 375.0 362.0 13.0 338.0 386.0 -48.0 213.0 370.0 -157.0
Foreign .. 67.0 -67.0 11.0 73.0 -62.0 9.0 74.0 -65.0 9.0 75.0 -66.0
interrept.btic 421.0 297.0 124.0 364.0 289.0 75.0 329.0 312.0 17.0 204.0 295.0 -91.0

Machfne Buldtdrg & Metat 1027.0 929.0 98.0 845.0 1002.0 -157.0 861.0 1005.0 -144.0 828.0 975.0 -147.0
Foreign 10.0 43.0 -33.0 13.0 51.0 -38.0 34.0 87.0 -53.0 56.0 125.0 -69.0
Interreptic 1017.0 886.0 131.0 832.0 951.0 -119.0 827.0 918.0 -91.0 772.0 850.0 -78.0

Wood & Paper podu.fts 19.0 27.0 -8.0 20.0 150.0 -130.0 18.0 161.0 -143.0 9.0 174.0 -165.0
Foreign .. 27.0 -27.0 .. 35.0 -35.0 .. 48.0 -48.0 .. 74.0 -74.0
!nterrep.btic 19.0 .. 19.0 20.0 115.0 -95.0 18.0 113.0 -95.0 9.0 100.0 -91.0

Bu1tdirg Material 42.0 80.0 -38.0 42.0 87.0 -45.0 38.0 98.0 -60.0 44.0 83.0 -39.0
Foreign 1.0 18.0 -17.0 3.0 31.0 -28.0 0.0 20.0 -20.0 .. 26.0 -26.0
Interrep.btic 41.0 62.0 -21.0 39.0 56.0 -17.0 38.0 78.0 -40.0 44.0 57.0 -13.0

Light Industry 1550.0 1066.0 484.0 1501.0 1118.0 383.0 1427.0 1108.0 319.0 150.0 1166.0 334.0
Foreign 30.0 295.0 -265.0 20.0 359.0 -339.0 27.0 309.0 -282.0 17.0 277.0 -260.0
Interrepbl is 152D.0 771.0 749.0 1481.0 759.0 722.0 1400.0 799.0 601.0 1483.0 889.0 594.0

Food Industry 572.0 546.0 26.0 584.0 843.0 -259.0 641.0 945.0 -304.0 412.0 755.0 -170.0
Foreign 7.0 226.0 -219.0 16.0 257.0 -241.0 14.0 350.0 -336.0 8.0 387.0 -360.0
interrep.btic 565.0 320.0 245.0 568.0 586.0 -18.0 627.0 595.0 32.0 404.0 368.0 190.0

0th. trdjstry 287.0 221.0 66.0 208.0 219.0 -11.0 193.0 156.0 37.0 376.0 214.0 162.0
Foreign .. 7.0 -7.0 . 0.0 2.0 6.0 -4.0 .. 15.0 -15.0
interreptbl fc 257.0 214.0 73.0 208.0 219.0 -11.0 191.0 150.0 41.0 376.0 199.0 177.0

Agricultural Produece 15.0 145.0 -130.0 15.0 212.0 -197.0 10.0 200.0 -190.0 12.0 290.0 -278.0
Foreign -- 97.0 -97.0 .. 45.0 -45.0 1.0 111.0 -110.0 1.0 148.0 -147.0
Interrep.btic 15.0 48.0 -33.0 15.0 167.0 -152.0 9.0 89.0 -80.0 11.0 142.0 -131.0

Other Branches 6.0 5.0 1.0 6.0 4.0 2.0 22.0 6.0 16.0 19.0 217.9 -198.9
Foreign .. 2.0 -2.0 .. 1.0 -1.0 . . 0.0 .. 1.0 -1.0
interrephbici 6.0 3.0 3.0 6.0 3.0 3.0 22.0 6.0 16.0 19.0 216.9 -197.9

Memoran,iu Items:

Share of Total Exports and limports MX
Foreign 0.79% 9.43% 0.97% 9.94% 1.08% 12.29% 1.27% 10.80%
Interrepl tic 48.40% 41.38% 42.60% 46.49% 41.89% 44.73% 42.20% 45.7r*

a/ Alt foreign trade is valued in demestic prices
Soure: Bo* staff estimutes



TAKE 3-3: AWflIAs REI.IC TRAE IN OTIC AID W PRICES IN 1990
(In ml it Io ntles) pop 1

Interrep.btic Trah ExtrarOFlic Trade Total Trak
Daestic Prices Uotd Prices kOmetic Prices Word Pricem Dmstic Prices lorid Pricas
Export lxport Export lpoort Export Iqot EVot Eqtoprt mport E*ot Imprt

i1u1I 3397.6 355.5 42 1963.9 2833.5 -870 94.2 1005.2 -911 64.1 429.5 -365.4 3491.0 4360.7 -868.9 2M28 323 -1235
PMR 6 17.9 -12 9 26.9 -18 0 0 0 0 0 0 6 17.9 -11.9 9 26.9 -17.9
OIL AM GU 0 m.9 -273 0 623.2 -3 0 0 0 0 0 0 0 272.9 -272.9 0 623.2 -63.2
Oil Prcuts 0 0 0 0 0 0 0 0 0 0 0 0 0 a 0 0 0 0
Refineries 0 2t6.6 -20? 0 460.1 -460 0 0 0 0 0 0 0 206.6 -206.6 0 460.1 -460.1
an prec.ts 0 66.3 -66 0 163.1 -163 0 0 0 0 0 0 0 66.3 -66.3 0 16.1 -1`3.1
OAL 0 13.2 -13 0 12.3 -12 0 0 0 0 0 0 0 13.2 -13.2 0 12.3 -12.3

ONM FUELS 0 0.1 0 0 0.1 0 0 0 0 0 0 0 0 0.1 -0.1 0 0.1 -0.1
castible Shatles 0 0.1 0 0 0.1 0 0 0 0 0 0 0 0 0.1 -0.1 0 0.1 -0.1
Peat 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 a 0
fEROUS 13.8 207.9 -194 17.4 248.6 -231 0.1 2.2 -2.1 0.2 3 -2.8 13.9 210.1 -196.2 17.6 251.6 -234
Femre ores 0 0.5 -1 0 0.5 -1 0 0 0 0 0 0 0 0.5 -0.5 0 0.S -0.5
Ferr8m latals 9.7 15.6 -174 12 226.2 -214 0.1 1.8 -1.7 0.2 2.4 -2.2 9.8 1U.4 -175.6 12.2 223.6 -216.4
Cakifr Prcdets 0 3.3 -3 0 4.9 -5 0 0.3 -0.3 0 0.4 -0.4 0 3.6 -3.6 0 5.3 -5.3
Fire Resistnt 2.1 2.1 0 4 4 0 0 0.1 -0.1 0 0.2 -0.2 2.1 2.2 -0.1 4 4.2 -0.2

Mtal Prodgs 2 18.4 -16 1.4 13 -12 0 0 0 0 0 0 2 18.4 -16.4 1.4 13 -11.6
* fERR. as.1 87.2 -2 136.5 143.4 -7 3.5 25.3 -21.8 5.5 1.S 13 88.6 112.5 -23.9 142 161.9 -19.9
NIn-fesrow ores 51.9 20.7 31 81 32.3 49 3.S 0 3.5 5.5 0 5.5 55.4 20.7 34.7 86.5 32.3 54.2
Nan-ferr. Metals 332 66.5 -33 55.S 111.1 -56 0 25.3 -25.3 0 18.5 -18.5 33.2 91.8 -58.6 SS. 129.6 -74.1
CUSUCALS 204.4 294.9 -90 175.2 238.6 -63 8.9 75.1 -66.2 6.4 53.2 -46.8 213.3 370 -56.7 t18.6 291.8 -110.2
NnereiO nmstry 0 0.1 0 0 0.1 0 0 0 0 0 0 0 0 0.1 -0.1 0 0.1 -0.1
Basic Ouicals 7.2 35.2 -23 5.2 25.4 -20 1 2.2 -1.2 0.7 1.7 -1 8.2 37.4 -29.2 S.9 27.1 -21.2
Chudcat Fibers 21.5 53.6 -32 15.3 38.2 -23 7 10.2 -3.2 S 6.7 -1.7 28.5 63.8 -35.3 20.3 44.9 -26
Sthetic lesires 8.2 38.5 -30 6.3 29.5 -23 0 11.4 -11.4 0 9 -9 8.2 49.9 -41.7 6.3 3S.5 -32.2
Plastfc Preets 31.6 18.9 13 25.2 1S.1 10 0 1.3 -1.3 0 0.9 -0.9 31.6 20.2 11.4 25.2 16 9.2
Paints Loers 10.5 15.4 S5 7.9 11.6 -4 0 1.3 -1.3 0 1.2 -1.2 10.5 16.7 -6.2 7.9 12.8 -4.9
Sw7dtetic Paints 2.1 12.6 -11 1.8 10.7 -9 0 2.3 -2.3 0 1.7 -1.7 2.1 1.9 -12.8 1.8 12.4 -10.6
SYnthtfc er 5.8 21.1 -15 4.3 15.6 -11 0.2 2.2 -2 0.1 1.3 -1.2 6 23.3 -17.3 4.4 16.9 -12.5
Organic OIecals 28.5 23.6 0 25.3 25.4 0 0.1 0.8 -0.7 0.1 O.S -0.4 23.6 29.4 -0.8 25.4 25.9 -0.5
Tfres 4 29.7 16 4S.1 29.1 16 0 0.1 -0.1 0 0.1 -0.1 46 29.8 16.2 45.1 29.2 15.9
R1er AStos 16.4 7.1 9 14.1 6.1 8 0 4.6 -4.6 0 2.4 -2.4 16.4 11.7 4.7 14.1 8.5 5.6
oter ProdJcts 7.3 10.8 -4 7.2 10.7 -3 0 13.2 -13.2 0 5.6 -5.6 7.3 24 -16.7 7.2 16.3 -9.1
Pbae_ ceuticals 19.3 23.3 -4 17.S 21.1 -4 0.6 25.5 -24.9 0.5 22.1 -21.6 19.9 48.8 -23.9 18 43.2 -25.2
wxolfr m.1 8K9.7 .7B 790 842.9 -53 55.9 124.8 -68.9 41.6 91.1 -49.S S2 974.5 -146.5 81.6 934 -102.4
Enesgy & pae 7.1 10.8 -4 6.5 9.8 -3 0.1 0.1 0 0.1 0.1 0 7.2 10.9 -3.7 6.6 9.9 -3.3
Tealotg 0 1.3 *1 0 1.3 *1 0 0 0 0 0 0 0 1.3 -1.3 0 1.3 -1.3
Ninirg 0 7.1 -7 0 11.1 -11 0 0 0 0 0 0 0 7.1 -7.1 0 11.1 -11.1
Trawp~tian 17.3 16.1 1 23.5 21.8 2 0 1.7 -1.7 0 1.7 -1.7 173 17.8 -0.5 23.5 23.5 0
Rai tmy fApint 0 7.6 -8 0 5.5 -6 0 0 0 0 0 0 0 7.6 -7.6 0 5.5 -5.5
Electro- cal 180.2 69.8 110 165.2 64 101 3.9 5.1 -1.2 3.6 4.2 -0.6 18K.1 74.9 109.2 168.8 68.2 100.6
Cables 39.8 14.9 25 39.8 14.9 25 0.1 0.2 -0.1 0.1 0.2 -0.1 39.9 15.1 24.8 39.9 15.1 24.8



Armnia: Rqeplih Trade In Domestic and lftwd Prices in 1990
CalUien niAes) Page 2ed terrnie lc Trade Extarqaire c Trade Total Trade

Daustic Prices Iorld Prices DSustic Prices Ulrid Prices Oaestic Prikes Urld Prices
Epwrt Itort E5port Isport Esort sport Ewort Isport Eqwt tIpt Eqrt tpowtPLps 37.S 45.9 -8 42.9 52.5 -10 1.1 2.9 -1.8 1.3 2.S -1.2 38.6 48.8 -10.2 44.2 55 -10.8

Machine Tods 40.8 25.4 15 46.6 29 18 5.9 7.1 -1.2 6.7 6.4 0.3 46.7 32.5 14.2 53.3 35.4 17.9rorgijreSiiw 3.8 9.1 -5 3.3 7.9 -5 0 6.4 -6.4 0 5.8 -5.8 3.8 15.5 -11.7 3.3 13.7 -10.4casting i ipamt 0 1.4 -1 0 1.5 -2 0 0 0 0 0 0 0 1.4 -1.4 0 1.5 -1.5Precision instr. 7.8 14.6 -7 4.7 8.9 -4 0 0 0 0 0 0 7.8 14.6 -6.8 4.7 8.9 -4.2Sp*thetic Dlaaon 33 6 27 31.6 5.7 26 0 0 0 0 0 0 33 6 27 31.6 5.7 25.9Toots w Dies 15.9 88.6 97 149.6 75.8 74 35.6 5.5 30.1 19.5 S 14.5 221.5 94.1 127.4 169.1 E0.8 88.3Autos & Parts 44.S 141 -97 75.2 126.5 -51 0.2 12.9 -12.7 0.1 12.8 -12.7 44.7 153.9 -109.2 75.3 139.3 -6ffleerings 0 8.2 -8 0 6.4 -6 0 0 0 0 0 0 0 8.2 -8.2 0 6.4 -6.4Tractors & Arl.Eq. 0.7 29.2 -29 0.9 39.5 -39 0 3.5 -3.5 0 3.5 -3.5 0.7 32.7 .32 0.9 43 -42.1oomrustic NHE 2.4 20.4 -18 3.4 28.7 -25 0 0.3 -0.3 0 0.3 -0.3 2.4 20.7 -18.3 3.4 29 -25.6COuaia We 0 6.5 *7 0 8.7 -9 0 0.1 -0.1 0 0.1 -0.1 0 6.6 -6.6 0 8.8 -8.8Lisht trd. II 0.1 21.4 -21 0.1 24.5 -24 0 20.8 -20.8 0 16.1 -16.1 0.1 42.2 -42.1 0.1 40.6 -40.5Food HE 0.1 9.5 -9 0.1 12.4 -12 0 6.6 -6.6 0 5 -5 0.1 16.1 -16 0.1 17.4 17.3Tra* Imu 0.5 6.2 -6 0.7 9.1 -8 0 0.5 -0.5 0 0.5 -0.5 0.5 6.7 -6.2 0.7 9.6 -8.9Printing E 0 0.9 -1 0 0.7 -1 0 4.4 -4.4 0 3.9 -3.9 0 5.3 -5.3 0 4.6 -4.6A~liares 9.8 27 -17 6.3 10.1 4 0.2 7 -6.8 0.1 2.2 -2.1 10 34 -24 6.4 12.3 -5.9Smnitary 5g. 1.6 9.5 -8 0.9 5.1 -4 0 5.3 -5.3 0 4.9 -4.9 1.6 14.8 -13.2 0.9 10 -9.1Era uildise 0 2.9 -3 0 3.4 -3 0 0 0 0 0 0 0 2.9 -2.9 0 3.4 -3.4Radio Electrmnics 111 159.1 -48 115.8 137.3 -22 7.9 20.1 -12.2 9.2 10.2 -1 118.9 119.2 -60.3 125 147.5 -22.5Other InL HE 30.8 41.8 -11 58.6 79.5 -21 0.2 0.2 0 0.4 0.3 0.1 31 42 -11 59 79.8 -20.8Metal Costructfon 1.6 3.5 -2 1.7 3.7 -2 0 0 0 0 0 0 1.6 3.5 -1.9 1.7 3.7 -2Metal Prts 14.6 37 -22 11.4 29 -18 0.7 10.6 -9.9 0.5 2.3 -1.8 15.3 47.6 -32.3 11.9 31.3 19.4WE Rpenr 0 1.4 -1 0 2.9 -3 0 0 0 0 0 0 0 1.4 -1.4 0 2.9 -2.9Medical Euiment 1.2 5.6 -4 1.2 5.7 -S 0 3.5 -3.5 0 3.1 -3.1 1.2 9.1 -7.9 1.2 8.8 -7.6wOo 8 PAM 8.8 99.9 -91 5.8 72.1 -6 0 73.5 -73.5 0 40.6 -40.6 8.8 173.4 -'46 5.8 112.7 106.9Logging 0 8.3 -8 0 5.3 -S 0 0.2 -0.2 0 0.1 -0.1 0 8.5 -8.5 0 5.4 -5.4SadI 0.7 31.5 -31 0.5 23.7 -23 0 1.1 -1.1 0 0.7 -0.7 0.7 32.6 -31.9 O.S 244 -23.9PlyWood 0 9.4 -9 0 7.6 -8 0 0.6 -0.6 0 0.4 -O 0 10 -10 0 8 -8Fumitwe 3.3 5.6 *2 1.4 2.5 -1 0 67.9 -67.9 0 36.6 -36.6 3.3 73.5 -70.2 IA 39.1 -3?.?Paper & Pulp 4.8 39.2 -34 3.9 31.9 -28 0 3.6 -3.6 0 2.7 -2.7 4.8 42.8 -38 3.9 34.6 30.7amstry Prod. 0 5.9 -6 0 1.1 .1 0 0.1 -0.1 0 0.1 -0.1 0 6 -6 0 1.2 -1.2NST3R. PT. 43.8 56.8 -13 47 48.7 -2 0 25.8 -25.8 0 7.8 -7.8 43.8 82.6 -38.8 47 56.S -9.5cament 13.2 0 13 10.6 0 11 0 0 0 0 0 0 13.2 0 13.2 10.6 0 10.6Asbestos Proits 1 0.7 0 1.4 0.9 1 0 0 0 0 0 0 1 0.7 0.3 1.4 0.9 0.5Roofing 0 2.5 -3 0 2.7 -3 0 0 0 0 0 0 0 2.5 -2.S 0 2.7 -2.7Precast Concrete 0.8 1.S -t 0.9 1.6 .1 0 0 0 0 0 0 0.8 1.5 -0.7 0.9 1.6 -0.7IallM ete-ls 0 0.6 -1 0 0.2 0 0 0 0 0 0 0 0 0.6 -0.6 0 0.2 -0.2CerAsce 1.4 1.3 0 1.2 1.1 0 0 0.9 -0.9 0 0.6 -0.6 1.4 2.2 -0.8 1.2 1.7 0O.SCarstr. Proits 0.6 5.3 S 0.4 3.5 -3 0 1 -1 0 0.7 -0.7 0.6 6.3 -5.7 0.4 4.2 -3.8Otbr 14.3 6.4 8 18.5 8.3 10 0 0 0 0 0 0 14.3 6.4 7.9 18.S 8.3 10.2Glass & Poreelain 12.5 37.1 .23 14 29 -15 0 23.8 -23.8 0 6.4 -6.4 12.S 60.9 -48.4 14 35.4 -21.4Medical Prodsts 0 1.4 -1 0 1.4 -1 0 0.1 -0.1 0 0.1 -0.1 0 1.5 -1.5 0. 1.5 -1.5



Anias: ReAbtlIe trde in Datic wxd Wwtd Prices In 1990
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InterrepSlc Trade Extrarq2flc Trade Total Teade
DOmstic Prices World Prices Doestic Prices Ib td Prices Daestic Prices World Prices
Epot lgport Expot ivrt Expt luport EVort Iqiprt Exp Ilport f;ot prt

LI61T IloLr 143.3 8M8.9 594 484.4 274.8 210 17.4 277.1 -259.7 6.7 73.5 -66.8 1500.7 1166 334.7 491.1 348.3 142.8Cottan Prodcts 56.2 326.1 -270 17.2 110.9 -94 0.9 53.8 -52.9 0.3 20.7 -20.4 57.1 379.9 .322.8 17.5 131.6 -114.1flex Procts 0 14.9 -15 0 6.2 -6 0 0.2 -0.2 0 0.2 -0.2 0 15.1 -15.1 0 6.4 -6.4
Wool Pr-dcts 72.8 173.5 -101 20.5 40.3 -20 3.6 14.2 -10.6 2 3 -1 76.4 187.7 -111.3 22. 43.3 -20.8
Stlk Predcts 9f.1 166.S -71 16.5 28.8 -12 0.2 12.5 -12.3 0.1 3.4 -3.3 95.3 179 -83.7 16.6 32.2 -15.6IbleryjI0ituew 488.2 67.2 421 165.5 22.8 143 0.3 51.1 -50.8 0.2 9 -8.8 488.5 118.3 370.2 165.7 31.8 133.9Othr Textiles 18.3 47.8 -30 11.4 29 -18 0 7.2 -7.2 0 1.2 -1.2 18.3 55 -36.7 11.4 30.2 -18.8Sean GS 507.2 19.2 488 165.3 6.3 159 12.2 54.3 -42.1 4 12.6 -8.6 519.4 73.5 445.9 169.3 18.9 150.4Leather 245.5 73.7 172 88.4 30.5 58 0.2 83.8 -83.6 0.1 23.4 -23.3 245.7 157.5 88.2 88.5 53.9 34.6KCD PRt. 404.2 367.5 37 68.2 167.8 -100 8 386.7 -378.7 3.4 137.4 -134 412.2 754.2 -342 71.6 305.2 -233.6suar 0 96.1 -. 6 0 37.9 -38 0 0.1 -0.1 0 0.1 -0.1 0 96.2 96.2 0 38 -38Bread Predts 0 0.8 -1 0 O.S -1 0 0.3 -0.3 0 0.2 -0.2 0 1.1 -1.1 0 0.7 -0.7cofectias 17.1 1.1 16 7.8 0.5 7 0.1 4.5 -44 0.1 1.1 -1 17.2 5.6 11.6 7.9 1.6 6.3Vegeae Ofls 3.5 9.5 -6 1.2 4.3 -3 0 6.2 -6.2 0 2.7 -2.7 3.5 15.7 -12.2 1.2 7 -5.8Perfume Oils 1.1 21 -20 0.7 14.9 -14 0 38.1 -38.1 0 13.5 -13.5 1.1 59.1 -58 0.7 28.4 -27.7Distilleries 59.8 1.2 59 5.1 0.1 5 0 0 0 0 0 0 59.8 1.2 58.6 5.1 0.1 5Wines 216.8 1.8 215 27.5 0.2 27 3 0 3 1.4 0 1.4 219.8 1.8 218 28.9 0.2 28.7trsuit/Vgtbltes 51.7 0.8 51 12 0.3 12 0 8 -8 0 5.2 -5.2 51.7 8.8 42.9 12 S.5 6.5Tabaecco 4.5 36.S 12 12.3 12.8 -1 0 5.8 -5.8 0 1.8 -1.8 48.5 42.3 6.2 12.3 14.6 -2.3other Feed 5.7 33.4 -28 1.6 14.5 -13 2.5 84.9 -82.4 0.9 11.4 -10.5 8.2 118.3 -110.1 2.5 25.9 -23.4Nest Prodics 0 30.4 -30 0 14.6 -15 2.4 106 -103.6 1 55.9 -54.9 2.4 136.4 -134 1 70.5 -69.5Dairy PrFets 0 101.6 -105 0 54.2 -54 0 121.3 -121.3 0 40.8 -40.8 0 225.9 -225.9 0 95 -9F1dh Precs 0 18.4 -18 0 7.6 -8 0 0.5 -0.5 0 0.3 -0.3 0 18.9 -18.9 0 7.9 -7.9Flax- & Ceresls 0 11.9 -12 0 5.4 -5 0 11 -11 0 4.4 -4.4 0 22.9 -22.9 0 9.8 -. 8OT IIID. 376.1 198.6 178 230 134.1 96 0.4 14.7 -14.3 0.3 4.4 -4.1 376.5 213.3 163.2 230.3 138.5 91.8NicrbhIotogy 2.6 12.1 -10 2.2 10.1 -8 0 0 0 0 0 0 2.6 12.1 -9.5 2.2 10.1 -7.9AniP Feed 0 28.4 -28 0 24.4 -24 0 0 0 0 0 0 0 28.4 -28.4 0 24.4 -24.4Other Prdcts 373.5 158.1 215 227.8 99.6 128 0.4 14.7 -14.3 0.3 4.4 -4.1 373.9 172.8 201.1 228.1 101 124.1AUJJLTuSE 11.3 142.3 -131 4 74.1 -70 0.6 147.8 -147.2 0.2 70.2 -70 11.9 290.1 -278.2 4.2 144.3 -140.1
Crqm 8.2 127. -119 3 70.8 -68 0.1 147.6 -147.5 0.1 70.1 -70 8.3 274.7 -266.4 3.1 140.9 -137.8Animl Hubdy 3.1 15.2 -12 1 3.3 -2 0.5 0.2 0.3 0.1 0.1 0 3.6 15.4 -11.8 1.1 3.4 -2.3OTIr Fe. 18.9 217.1 -198 20.9 246.9 -226 0.1 0.5 -0.4 0.1 0.4 -0.3 19 217.6 -198.6 21 217.3 -226.3Info. Servfces 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0Other Services 3.7 3.6 0 3.6 3.5 0 0.1 0.5 -0.4 0.1 0.4 -0.3 3.8 4.1 -0.3 3.7 3.9 -0.2Trewt Exposes 15.2 213.5 -198 17.3 243.4 -226 0 0 0 0 0 0 15.2 213.5 -198.3 17.3 243.4 -226.1TOTAL 3427.6 3714.9 -287 1988.8 3154.5 -1166 94.9 1153.5 -1058.6 64.4 500.1 -435.7 3522.7 4M8.4 -1345.7 2053.2 3654.6 -1401.4



TillE 3-4: AllAs fIGN TME U tWRY IN DRIA PRICES (1989)

Ovl OerMll Otall Overall Overall Overall Inter-repInter-repinter-repinter-rqVInter-repIntw-repExtra-repExt-repExtra-reFExtra-repExtra-rqefxtra-rep
ENxrts Iqorts KX-N Exports loprts X-N Exports lmpwts X-N Exports porpwortX-N Exots pt X-N EXpOrtB Imports X-N
PrPd Prad Prqd Pr Pod Prad Prad Prod Prod Prod Pr=d Pr=d Pr=d Prdd Prd Prud Pr=d Pr=d

FMS 12 13 (1) 18 20 (2) 12 13 (1) 18 20 (2) 0 0 0 0 0 0

OIL AD G0S O 407 (401) 0 715 (715) 0 407 (407) 0 715 (715) 0 0 0 0 0 0

COAL 0 IS (1S) 0 14 (14) 0 15 (15) 0 14 (14) 0 0 0 0 0 0

OI RtL 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0

fEII IETAUALt 19 284 (265) 23 326 (303) 19 281 (262) 22 322 (300) 1 3 (2) 1 4 (3)

NON-EROWS ETALLIT 112 141 (29) 126 16 (30) 112 91 21 126 156 (30) 5 49 (44) 7 35 (28)
0 0 0 0 0

CHUICAL & PETmLEI 338 385 (47) 267 269 (2) 329 312 17 262 221 41 9 74 (65) 6 48 (42)

WAII Y AM IDETAL UIS 861 10D5 (144) 978 1049 (71) 827 918 (91) 940 982 (42) 34 87 (53) 39 67 (28)

UIILL 8 U_ tlSlRY 18 136 (118) 10 84 (74) 18 Be (70) 10 55 (45) 0 48 (48) 0 29 (29)

IUlDIN NAhhLIMS 38 98 (60) 44 77 (33) 38 78 (40) 44 71 (27) 0 20 (20) 0 6 (6)

LIIINWTRY 1427 1107 320 533 315 218 1400 799 401 522 237 285 27 309 (282) 11 78 (67)

MM PIUI Tlow 641 946 (305) 147 393 (246) 627 595 32 140 261 (121) 14 350 (336) 6 132 (Ia)

or IlDUSlRIES 193 156 37 192 139 53 191 150 41 190 136 54 2 6 (4) 3 3 0

UIOJILUE 10 200 (190) 3 131 (128) 9 89 (80) 3 51 (48) 1 111 (110) 0 80 (80)

oflmRINUAL P UU tION 23 6 17 24 7 17 22 6 16 24 7 17 0 0 0 0 0 0

OAR" 3,6M2 4,899 (1,207) 2,365 3,69S (1,330) 3,6% 3,842 (238) 2,301 3,248 (947) 93 1,057 (964) 73 482 (409)

Soue: IaI Trak Daft



TM1E 3-6: A_MIA: FPIGN TRMaE BT GEOGHIC aRGiM (1990)

EIprts % Total Imoit % Total
Gen_v 10.1 10.7% 139.0 15.8X
ihited KI,vies 2.8 2.9% 10.0 1.1X
Frawre 2.8 2.9% 27.0 3.1X
ItaLty 3.7 3.92 20.0 2.3X
bolgIuw 1.8 1.9X 4.0 0.5%
Dma* 0.0 O.X 0.0 0.0
Sm~n 0.0 OO.X 6.0 0.7X
F1nlwd 2.8 2.9% 22.0 2.5X
Sdtzerlaud 0.4 0.42 10.0 1.12
United States 0.9 1.0% 32.0 3.6X
Jqm 0.9 1.0X 33.0 3.8X

0.0 0.0
Potard 6.5 6.X 84.0 9.6%
hwarVY 5.5 5.8X 49.0 5.6X
Cmedtoslovakfa 8.3 8.7% 80.0 9.12
Butgaria 11.1 11.72 67.0 7.6%
Roma 3.7 3.9% 20.0 2.32
2Lhe 5.5 5.82 51.0 5.82

others 28.2 29.7X 223.0 25.4%

T OT A L 95.0 100.02 877.0 100.02

Source: Dept. of Statietics (Anmnia) aud Goskmstat
a/ Excltuis'r Inter-ReLxticu¶ Trach.



TABLE 3-7 ARNEN IA; SWIIAY BALANCE OF TRADE BETWEEN
ARMENIA AND OTNER INDEPENDENT REPUBLICS

... ................... ................................................. ......................................

1990
......................................................................

Repubtifs Imports Exports Balanc |

.... _.....................................................................

TOTAL for alt republics 3,508.0 3,427.8 (80.2)
of widch:

Russia 1,777.0 1,851.2 74.2
in X 50.7% 54.0%
Belarus 261.9 132.0 (129.9)
In X 7.5% 3.9%
NoldOVa 98.3 39.8 (58.5)
InX 2.8X 1.2X
Kazakhstan . 234.7 170.2
fnK 1.8% 6.8%

Uzbekistan 81 5 156.4 74.9
In X 2.3% 4.6X
Kyrgbyzstan 37.6 57.5 19.9
In X 1.1% 1.7%
TaJikistan 18.9 37.6 18.7
In K 0.5% 1.1%
Turkbenistan 31.4 78.3 46.9
In X 0.9% 2.3%
AterbeiJan 327.7 81.5 (246.2)
1n X 9.3% 2.4%

Ukraine 659.9 543.9 (116.0)
In K 18.8% 15.9%

Georgia 195.4 123.1 (72.3)
inX S.6 3.6%
Latvia 57.0 31.2 (25.8)
fn X 1.6 0.9%

Lithuania 54.8 42.2 (12.6)
In X 1.6% 1M2%

Estonia 49.0 18.4 (30.6)
in K 1.4% 0.5X

.... ..... ...... ........... ................................................
Source: Goskomstat for IMb data



TABLE 5-1: ARMENIA: CENTRAL GOVERNMENT EUDGET (millions of current rubles)

~~~~~~~~~~~~~. . . _*_. .. .. ... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

1989 1990 1991 1992

1. Central Government Budget

TOTAL REVENUE 4947.2 4141.0 4564.0 12533.9

Tax Revenue collected in Armenia 1800.1 2171.0 3383.0 11641.7
Enterprise income tax/transfers 320.6 412.2 510.0 4029.2
Cooperatives 26.7 81.8 172.0 362.7
Turnover tax 1256.8 1464.0 1076.0
Sates tax .. .. 145.0
VAT .. .. .. 4097.9
Excises .. .. .. 892.9
Individual income tax 196.0 213.0 529.0 1395.0
Taxes on international trade ..

Valuta tax
Other 2/ .. .. 9510 864.0

Wen Tax Revenue 3147.1 1970.0 1181.0 892.2
Fees and charges 18.1 33.8 ..
Union Budget Transfer 2285.0 617.6 781.0
Premium Bonds 66.0 73.8
Unspent outlays of previous budget 257.0 199.8 .. 620.1
Other nontax revenue 3/ 521.0 1045.0 400.0

TOTAL EXPENDITURE 4680.3 3453.5 4466.0 22581.0

Expenditure in Armenia 4680.3 3453.5 4466.0 22581.0
National Economy 2176.0 1850.0 1599.0 7010.9
Defense ..

Education 617.9 706.0
Science 47.2 43.0 43.0 555.1
Health Care 241.8 273.0 .. 1967.0
Physical Culture 4/ 11.0 14.0 1747.0 8103.7
Social Security 300.0 377.0
Allowance for mothers & children 3.7 3.7 .. 1652.4
Police and State Authorities 31.7 52.0 113.0 2394.0
Reserve
Other 1251.0 134.8 964.0 .897.9

Surplus/deficit C-) 266.9 687.5 98 (10,047)

........................................................................................
Source: Ministry of Finance (Armenia) and Bank estimates

1/ Excludes Armenian share of total external interest payments en foreign obligations of the former
USSR, estimated to exceed 2 mIllion rubles. as well as revenues from Armenian share of USSR assets

2/ in 1992. includes 130 million rubles in local tax receipts
3/ Largely rsources from Union budget. In the first 11 months of 1991, it includes 380 million rubles In

earthquake relief from the union, 300 million rubte subsidy to cover the deficit and 120 million rubles from
the surpluses of local governments.

4/ In 1991, includes social and cultural expenditure, inc. child allowance



TABLE 5-2: ARMENIA: CENTRAL GOVERNMENT BUDGET (Percentage Shares to GDP)

. .... .... .... ...... .. ...... ........... ................................

1989 1990 1991 1/ 1992

--------------- - I...... ......... .... .... .... ........................

I. State Budget

TOTAL REVENUE 52.13X 42.73X 29.13X 17.90X

Tax Revenue collected In Armenia 18.97X 22.40X 21.59X 16.601
Enterprise income tax/transfers 3.38% 4.25% 3.25X 5.70X
Cooperatives 0.28X 0.84X 1.10X 0.501
Turnover tax 13.24X 15.111 6.87X
Sates tax .. .. 0.93X
VAT .. .. .. 5.80X
Excises .. .. .. 1.30X
Individual income tax 2.07X 2.20X 3.381 2.001
Taxes on internationat rade
Valuta tax
Other .. .. 6.07X 1.201

Non Tax Revenue 33.16X 20.331 7.54X 1.30X
Fees and charges 0.191 0.35X
Union Budget Transfer 24.081 6.371 4.981
Premium Bonds 0.701 0.76X
Unspent outlays of previous budget 2.711 2.06X .. 0.901
Other nontax revenue 3/ 5.491 10.781 2.551

TOTAL EXPENDITURE 49.321 35.64X 28.50X 32.201

Expenditure in Armenia 49.321 35.64X 28.501 32.20%
Nationat Economy 22.931 19.091 10.201 10.00X
Defense
Education 6.51X 7.29X
Science 0.501 0.44X 0.27X 0.801
Health Care 2.55X 2.82X .. 2.80X
Physical Culture 1/ 0.12X 0.14% 11.151 11.601
Social Security 3.161 3.89X
Allowance for mothers & children 0.04X 0.04X .. 2.40X
Police and State Authorities 0.331 0.54X 0.721 3.401
Reserve
other 13.18X 1.39i 6.i51 1.301

Surplus/deficit (-) 2.811 7.09X 0.631 -14.30X

............................................................................... _........... ........ ................ .........

Source: Table 5-1

1/ For 1991, includes social and cultural expenditure, inc. child allowance.



TABLE 6-1: ARNEIA: NOETARt SURVEY (In ofillifm of current rtbles)

....................................................................................................................................... ............................................................................ ...................

1987 1988 1989 1990 1991 1992 1 I 1987 198 1989 1990 1991 1992 1/
..................................................................................................................................... ......................................

NoETMARY LIUBILITIES As X of Total Liabilities

Lfiabiities to foraer USSR
specialized banks 2472.7 2371.5 1669.2 2133.6 .. .. 36.9X 33.4X 18.7X 20.6X O.OX 0.OX

LiabiUtites to Gosbenk-USSR .. .. .. .. 2540.0 2540 0.02 0.02 0.02 0.02 14.12 9.6X

Currency notes lippted by mnewtary 0.0X 0.0X 0.02 0.0X 0.02 0.0O
itborftles In Noscom

Liabilities to the rest of the
financial system 175.4 141.8 .. .. .. .. 2.6X 2.0X 0.02 0.0 0.02 0.OX

Liabilities to enterprises and households 4052.7 4583.2 7259.0 8201.4 11394.0 23960.3 60.5X 64.6% 81.32 79.42 63.t1 90.42
Sight Deposits 876.2 1089.0 1932.9 1937.8 3456.9 17114.9 13.1X 15.32 21.62 18.72 19.22 64.62
Tfie and Savfns DeposIts 3176.2 3493.7 5316.8 6182.0 7901.6 6845.4 47.42 49.22 59.62 59.82 43.82 25.8X
Other Deposits 0.3 0.5 9.3 33.7 35.5 0.02 0.02 0.12 0.32 0.22 0.02
Prlvate Capital .. .. .. 47.9 .. 0.OX 0.0 0.02 0.5X 0.02 O.OX

Other ites (net) 4116.6 22.8% 0.02

Total monetary Liabilities 6700.8 7096.5 8928.2 10335.0 18050.6 26500.3 100.02 100.02 100.02 100.02 100.02 100.02

MoNETARY ASSETS As X of Total Assets

Net International Reserves 3.7 1.5 3.2 3.5 37.8 4907.8 0.12 0.02 0.02 0.02 0.22 18.52

Deposfts with the rest of the
financiaL sstem 2/ 1.9 .. 407.3 401.3 426.0 231.1 0.02 0.02 4.62 3.92 2.4X 0.92

Total domnestic bank credit 3589.5 37.4 3542.4 4664.1 9779.2 21316.6 53.62 53.22 39.7X 45.12 54.2X 80.42
Credit to govenment -232.7 -1065.1 -1006.2 -591.9 316.2 6m.7 -3.5X -15.02 -11.32 -5.7X 1.8X 25.6X

Central Govermeent -178.7 -917.8 -841.8 -401.5 209.7 7519.1 -2.72 -12.92 -9.42 -3.9X 1.2X 28.4X
Other Goverrnent -54.0 .147.3 -164.4 -190.4 106.5 -741.4 -0.82 -2.1X -1.82 -1.82 0.62 -2.82

Credit to the economy 4672.8 4297.1 4009.8 5067.0 9463.0 10056.1 69.72 60.62 44.92 49.02 52.42 37.92
Official Capital and Reserves .. .. .. .. .. -15245.1 0.02 0.02 0.02 0.02 0.02 -57.52
Long-term 4672.8 4297.1 4009.8 5067.0 9463.0 25301.2 69.72 60.62 44.92 49.0X 52.42 95.5X

Enterprlses 4629.8 4187.8 3M.6 4427.0 8613.2 23598.8 69.12 59.02 42.32 42.8X 47.7X 89.12
Nouseholds 6.7 109.3 236.2 580.0 849.8 122.4 0.12 1.52 2.62 5.6X 4.7X 0.52
Interbank float 36.3 60 0.62 0.02 0.02
Pension Funds 1580 6.02

Net claims on former USSR Savins Sank 3105.7 3317.6 4975.3 5266.1 7807.6 44.8 46.32 46.72 55.72 51.02 43.3X 0.2X

Other item (net) -850.6 545.4 538.8 189.0 .. 4482.8 -12.7X 7.7X 6.02 1.82 0.02 16.9X

Total wnetary assets 6700.8 7096.5 8928.2 10335.0 18050.6 26500.3 100.02 100.02 100.02 100.02 100.02 100.02

........................................................................................................................................................

1/Figures for end of perfid Novewber 1992
2/ The ffnancial syptem includes the banking system nd other nonba.* financial fnstitutions

Surces National Bnk of Aronia



TABLE 6-2: ANEIA: TOTAL DOESTIC CREDIT (in millions of current rubtls)

........................................................................................

1987 1988 1989 1990 1991 1992 1/ j
.......................................... I.............................................................................................

Total Domestic Credit 3589.5 37m7.4 3542.4 4664.1 9779.2 21316.6
of which:
flnk credit to househotds 6.7 109.3 236.2 580.0 849.8 122.4
Sank Credit to Enterprise 4629.8 4187.8 37M7.6 4427.0 8613.2 23598.8
Bank credft to gowvervent -232.7 -1065.1 -1006.2 *591.9 316.2 67m7.7
of which:
Repubic -iT8.7 -917.8 -841.8 -401.5 209.7 7519.1
Locat -S4.0 -147.3 -164.4 -190.4 106.5 -741.4

Official Cepital and Reserves .. .. .. . .. -15245.1
Interbank Ftost 36.3 60
Pension Funds 1580
Unctlssified Assets -850.6 545.4 538.8 189.0 .. 4482.8

........................................................................................

1/ Figures for end of period Movemb r 1992

Source: National Bank of Armenia



TABLE 7-1: ARMENIA: AGRICULTURAL PRODUCTION IN CONSTANT 1983 PRICES

................... ........... .....................................................

1968 1989 1990 1991 1/ 1992
... ... . ............................... ...... ........... ............

Total gross agricultural
production 2662.5 2045.4 1792.0 2135.0 2163.4
Crop production 1363.8 900.7 811.2 1088.8 1253.2

of which:
Grains 47.2 22.3 31.3 37.6
Geraniums 17.6 12.8 5.3 7.8
Potatos 68.1 50.9 40.6 60.4
Vegetables 932.4 659.0 576.7 805.0
Fruits 1/ 293.9 154.0 156.4 176.8
Tobacco 4.6 1.7 0.9 1.2

Livestock production 1298.7 l144.7 980.8 1046.2 910.2
of which:
Livestock 684.7 622.5 541.8 5S3.1
Cattle 684.7 622.5 541.8 553.1
Pigs .. .. ..
Sheep and goats .. ..
Poultry .. .. .. ..

Meat 306.0 244.0 196.0 265.0
Milk 210.0 196.0 169.0 159.6
Eggs 64.0 54.0 49.6 48.2
moot 34.0 28.2 24.4 20.3

Agriculturat services .. ..

Material inputs .. ..
of which:
Crop production .. ..
Animal production .. ..
Agricultural services .. ..

Net material product 5901.0 6736.9 6164.0 5439.0 2725
of which: ..
Crop production 23.1% 13.4% 13.2% 20.0X 46.0%
Animal production 22.0% 17.0% 15.9% 19.2% 33.4%
Agricultural services .. .. ..

... . ... ... .... . ... .. .. .. .. ........ .... ..

Source: Dept. of Statistics (Armenia) and Bank estimates

I/ Includifn grapes and berries



TABLE 7-2 : ARMENIA: PRODUCTION OF MAJOR AGRICULTURAL CROPS (tons)

1988 1989 1990 1991 1992

Grains 373 ,500 192,100 271,000 310,000 309500
Geraniums 19,300 28,000 6,500 8,500
Potatoes Z07,300 266,300 212,000 316,000 324800
Vegetables 567,000 485,000 389,700 457,000 481000
Fruits 455,100 288,300 299,100 320,000 307900
Tobacco 8,800 3,000 1,700 2,200

Source: Dept. of Statistics (Armenia)

TABLE 7-3 : ARMENIA: AVERAGE YIELD PER HECTARE

1981-85 1986-90 1990 1991

Grains 19.8 21.6 19.6 20.0
Potatoes 146.0 120.4 95.0 121.0
VegetabLes 286.0 279.2 211.0 197.0
Fruits 52.8 51.8 42.6 46.7
Tobacco 27.4 26.1 22.4 22.5
Food (Melon) 130.0 132.9 65.2 80.1

Source: Dept. of Statistics (Armenia)



TABLE 7-4: ARMENIA: MAIN AGORE6ATES OF ANIMAL HUSBANDRY

1986 1990 1991 1992

Livestock inventory (thousand heads) 3108 2311 2137 1814

Cattle 861 690 640 56?
of Which: Cows 319 260 251 251

Pigs 344 329 311 224

Sheep 1873 12"7 1172 1006

Goats 30 1S 14 17

Animal husbandry products

Meat (thousand tons)

Milk (thousand tons) .. 375 412

Eggs (millions) .. 485 243

Wool (tans) .. 2419 2015

. .. ............................................ . ........... ...................
Source: Dept. of Statfstics (Amenia)



TABLE 8-1 ARMENIA: INDUSTRIAL PRODUCTIO4 BY SECTOR
(miLLions of current rubles)

1988 1989 1990 1991
.. ......... .................. ............... _........

All Industry 1640.0 1536.0 1306.0 1351.0

Heavy Industry 747.0 643.0 499.0 398.0
Fuel-Energy Industry - 296.0 258.0 225.0 0.0
Electricity 296.0 258.0 225.0
Fuel Industry 0.0 0.0 0.0 0.0

Electricity Equipment 107.0 103.0 81.0 36.0
NetalLurgy 0.0 0.0 0.0 0.0
Machine-bui tding 94.0 75.0 87.0 100.0
Pulp and Paper Industry 0.0 0.0 0.0 0.0
Petrochemical Industry 0.0 0.0 0.0 0.0
Forestry/Uood Products 0.0 0.0 0.0 0.0
Construction Materials 39.0 40.0 39.0 96.0
Rubber/Rubber Products 156.0 130.0 33.0 139.0
ChemicaL Knits 55.0 37.0 34.0 27.0

Light Industry 625.0 594.0 617.0 953.0
Textiles 349.0 309.0 282.0 522.0
Carpets 50.0 42.0 38.0
Leather and Shoe 226.0 243.0 297.0 431.0

Agric./food-processing 268.0 299.0 190.0 0.0
Food processing 108.0 132.0 91.0
Nat and dairy products 0.0 0.0 0.0 0.0
Fish 0.0 0.0 0.0 0.0
Severages 160 167.0 99.0

Other Industry

Source: Dept. of Statistics (Armenia) and Bank staff estimates



TABLE 8-2 ARNENIA: ELECTRICITY PRODUCTION AND CONSUMPTION

(In thousand tonmes oil equivalent)
... .. . ............ .__. ,....................... _.................. ... .. . _.. ............

1985 1986 1987 1988 1989 1990 1991
_. ... .. ................ _.. _.. ..... ... ........ ... .... ..... .. .. . ... ..

Production 4074.0 4164.0 4271.0 4305.0 3367.0 3123.0 2890.0

Of which:

Gas 836.0 1040.0 903.0 1297.0 1707.0 773.0 829.0

Mazout 1738 2166 2015 1624 1392 1987 1700
Hydro 378.0 315.0 342.0 358.0 268.0 363.0 361.0

Nuclear 1122.0 643.0 1011.0 1026.0 0.0 0.0 0.0

Imports 0.0 0.0 0.0 0.0 0.0 214.4 366.2

Of which: inter-republic .. .. .. ..

Total supply 4074.0 4164.0 4271.0 4305.0 3367.0 3337.4 3256.2

Of which: Production in X 100.0 100.0 100.0 100.0 100.0 93.6 88.8

Import in X 0.0 0.0 0.0 0.0 0.0 6.4 11.2

Annual Gr.wth of Total Supply in X .. 2.2 2.6 0.8 (21.8) (7.2) (7.5)

Domestic consumption 0.0 0.0 0.0 0.0 0.0 0.0 775.0

Of which:

Industry and construction 321.0

Agriculture 151.0

Transport 33.0

Other sectors 94.0

Households 176.0

Losses

Exports 682.0 593.0 682.0 680.0 77.0 0.0 0.0

Of which: inter-republic

Total uses 682.0 593.0 682.0 680.0 77.0 0.0 775.0

Net Export 682 593 682 680 77 -214.4 -366.2

Annual Change in X ,, (13.0) 15.0 (0.3) (88.7) (378.4) 70.8

Source: Ministry of Energy and Fuel



TABLE 8-3 ARMENIA: PRODUCTION OF MAJOR ENERGY PRODUCTS, 1987-1991

1987 1988 1989 1990 1991

Crude petroleum (in millions
of tons; fncluding gas
condensate) 0.0 0.0 0.0 0.0 0.0

Natural gas (in billions of
cubic meters) 0.0 0.0 0.0 0.0 0.0

Coal (in millions of tons) 0.0 0.0 0.0 0.0 0.0

Electricity (in billions
of kilowatts) 281.5 297.2 295.3 296.5 279.0

Source: Armenian authorities and Bank staff estimates



TABLE 9-1: ARMENIA: ACTUAL WAGES BY SECTOR (in mitlions of current rubles)

....... .............. *,...................... ...................................................... *....

1985 1986 1987 1988 1989 1990
.... .......*....................................................... ..............................................................

AVERAGE 180.3 184.5 191.0 196.8 219.8 241.0

Naterfal Sectors
Industry 209.1 212.9 218.9 222.4 249.2 264.1
Construction 288.1 298.9 308.4 312.6 366.6 420.9
Agriculture 147.0 152.9 153.0 159.6 173.3 190.7
Transport 204.0 209.5 218.0 229.7 237.1 247.8
Corunicatfons 275.3 286.5 297.8 306.0 363.3 410.7
Trade (Retatl and Wholesale) 135.7 133.6 134.6 137.9 146.9 169.9
Other Naterial Production 140.3 144.1 149.1 149.3 177.3 194.9

Non*Naterlal Sectors
Nunicipal Services 122.7 124.9 129.9 140.1 156.8 180.5
Scfence, Research & Development 177.0 181.3 188.1 205.1 246.1 262.1
Education 138.7 143.6 155.8 159.7 158.5 165.5
Culture 99.8 103.1 105.0 111.1 110.3 134.1
Arts 139.0 127.2 133.0 135.6 141.2 162.4
Health Care, Social Insurance,Sports 116.9 120.5 132.1 134.7 139.2 154.4
State Social Security 171.9 176.3 188.1 166.8 204.3 304.2
Government 157.2 163.0 167.7 171.3 203.9 295.8

.Sc ... Sta. ti..... a .. of Ari.a.,,,.,,,,,,,,,,,,,,,,,,,.,

Source:t Statisticat Yearbook of ArwMna



TABLE 9-2: ARMENIA: DISTRIBUTIO OF WAES, OSCEWIER 1992
(Current rules)

.....-- -NATERIAL SPHE.E.........

Avera" lig go. of Wrkers Size of Vage
(rubtes) (thous nds) (M. rubles)

Industry 3073 360 1106
Agriculture 1566 400 M26
Forestry 1107 4 4
Transport 2200 40 8U
Comumications 3485 .. 0
Construction 3255 150 488
Retail trade and catering 1713 110 188
Naterial Suppty 2354 4 9
Other branches 2038 32 65

0
Total haterial Sphere 2505 1100 2756

* -, -,-.NOHNNATERIAL SPHUM.RE----

Average Wage No. of Workers S12e of Wage
(nMbtes) (thousands) (on. rubles)

Housing, pubtic utilities 2000 70 140
and personal services

Health care, physical
culture and sports 2074 as 176

Education * 2410 190 398
Culture and art 1776
scence 2174 45 98
Credit and insurance 713 8 62
General administration 3378 22 74

Total Nomaterial Sphere** 2382 420 1000

,,,, ,.,,................................ , _ ............... *...

* No. of workers for education, culture and *rt
** Excluding transport and coumfnication
Source: Dept. of Statistics (Armoela)



TABLE 10-1 ARMENIA: HOUSEHOLD INCOMES, EXPENDITURES AND SAVINGS

(In millions of current rubles)
....................... .................................................... .. __.... ..... _......... ...

1987 1988 1989 1990 1991

(+) Income 4674.0 5303.0 8451.0 7958.0 14304.5

Wages and salaries 3657.0 3919.0 4856.0 5666.0
Wages 3255.0 3369.0 3938.0 4392.0
Wages from cooperatives 0.0 98.0 476.0 758.0
Other wages 94.0 109.0 137.0 172.0
Income from collective farms 154.0 142.0 121.0 141.0

Receipts from sales of
agricultural products 155.0 201.0 183.0 202.0

Pensions and allounces 538.0 641.0 2487.0 852.0

Receipts from financiat
system 222.0 316.0 788.0 693.0

Other income 257.0 428.0 320.0 748.0

*-) Taxes and duties 550.0 599.0 711.0 844.0

(in) Disposable income 4124.0 4704.0 7740.0 7114.0

(-) Total expenditure 3648.0 3784.0 4346.0 4982.0 11843.4

Expenditure on goods 3258.0 3366.0 3890.0 4495.0

Expenditure on services 390.0 418.0 457.0 488.0

Other expenditure 0.0 0.0 0.0 0.0

(a) Saving 476.0 920.0 3394.0 2132.0 2461.1

Cash accumulation .. ..

Accumulation of savings
deposits with Savings Bank 313.0 460.0 2038.0 1040.0

Other financial asset
accumulation (net) 8.0 11.0 0.0 0.0

Nemorandum item:
Savings as percentage
of disposable income 11.5X 19.6X 43.9X 30.0X 21.9X

Source: Dept. of Statistics (Armenia) and Bank estimates



Table 11-1: ARNENIA: GROSS FIXED INVESTMENT AT CURRENT PRICES

(in millions of rubles)
.......... .............................. ................................................................

1985 1986 1987 1988 1989 1990

Total 19710.0 21228.0 22277.0 21914.0 23517.0 24843.0

Material sphere 12499.0 13598.0 14212.0 14006.0 15324.0 16048.0
Industry 6116.0 6609.0 6863.0 6669.0 7594.0 7890.0
Agriculture 2725.0 2866.0 2984.0 2946.0 3033.0 3102.0
Construction 691.0 738 772 m 869 1047
Transport & communficatfon 2222.0 2588.0 2722.0 2803.0 2981 ) 3119.0
Trade & other material serv. 745 797.0 871.0 811.0 847.u 890.0

Non-matetfal sphere 7211.0 7630.0 8065.0 7908.0 8193.0 8795.0
Housing 3826.0 3998.0 4207.0 4013.0 4252.0 4488.0
Comuunity services 1347 1479 1573 1666 1746 1947
Health Care & Education 1142 1192 1292 1273 1251 1352
Science, Culture & Other

Non-material services 896.0 961.0 993.0 956.0 944.0 1008.0

As X of Total
Total 100.0 100.0 100.0 100.0 100.0 100.0

Material sphere 63.4 64.1 63.8 63.9 65.2 64.6
tndustry 31.0 31.1 30.8 30.4 32.3 31.8
Agriculture 13.8 13.5 13.4 13.4 12.9 12.5
Construction 3.5 3.5 3.5 3.5 3.7 4.2
Transport & communication 11.3 12.2 12.2 12.8 12.7 12.6
Trade & other material serv. 3.8 3.8 3.9 3.7 3.6 3.6

Non-material sphere 36.6 35.9 36.2 36.1 34.8 35.4
Housing 19.4 18.8 18.9 18.3 18.1 18.1
Community services 6.8 7.0 7.1 7.6 7.4 7.8
Health Care & Education 5.8 5.6 5.8 5.8 5.3 5.4
Science, Culture & Other 0.0 0.0 0.0 0.0 0.0 0.0

Non-material services 4.5 4.5 4.5 4.4 4.0 4.1
......... ...........................................................................
Source: statistical Yearbook of Armenia 1990



TABLE 11.2: AMENIAs CAPITAL IUVESIIUMT BY IEDUSTRY AND TYE Of ACTIVITY

1992

Ptne Actuat

Energy Sector (et. gas) 572 563.5
oas 103 132.6

Agriculture including tor stry 554 514.3

Industry, total 443 287
Netallurgy 8 0
Construction 7 1.8
Chemicale 199 34.3
Nachine Building 82 95
Light Industry 112 55.9
Flour 3S 100

Other, materiat sphere 275 347
Transportation of goods 83 68.8
Naintenanco of roads 133 241.6
Coumication servicing material productfcn 29 17.4
Retail trade ond catering 30 18.8

Nonmeterial Spee 4008 3533
gousing 2130 2062.5
Publc utilities nd personal services 1397 896.4
Nealth care 124 191
Education 351.2 377.8
Scienfe and scientifie sevices 5 5.5

other, raterial and nm iateriel sphere 4S 58.6

Total Capital Inestent 6527 5941

.............................................. .................................................................. 

Soures Dept. of Statistics (ArUmla)
24-Nar

08:12 AN


