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LOAN/CREDIT AND PROGRAM SUMMARY  
REPUBLIC OF ARMENIA 

SECOND DEVELOPMENT POLICY OPERATION 

 
Borrower  Republic of Armenia 

Implementation Agency  Ministry of Finance 

Financing Data  IBRD loan of US$75 million  

Operation Type  Second in a series of three Development Policy Operations (DPOs). 

Main Policy Areas 

The measures supported by the DPO address:  

1. The business environment with inspection agencies reform, trade facilitation 
through introduction of a one-stop-shop border clearance concept and 
establishment of joint border controls with Georgia, transparency and competition 
in aviation through open skies and a new institutional structure for government 
oversight.  

2. Access to credit with enhanced credit reporting, an improved legal framework for 
secured transactions, bankruptcy and debt workouts.  

3. Efficiency and transparency of the public administration through civil service 
reform, and through a legal and regulatory framework for e-commerce and e-
governance. 

4. Expansion of social protection. 

5. Fiscal space and the management of public infrastructure and environmental 
resources through publishing the impact of tax expenditures and removing some 
of them, improving financial and technical sustainability of drinking water, 
irrigation, and roads, and introducing a new legal framework for environmental 
impact assessments in the mining sector. 

Program Development 
Objective(s)  

The series aims at: i) strengthening the business environment, ii) improving access to 
credit, iii) improving efficiency and transparency of the civil service, iv) expanding 
social protection, and v) improving fiscal space and the management of public 
infrastructure and environmental resources. 

Result Indicators 

Percentage of non-energy imports processed through 
single-window approach 

Baseline: 20 
Target: 45 

Number of credit reports on individuals issued. Baseline: 75,000 
Target: 150,000 

Number of airlines serving Yerevan airport. 
Baseline: 33 (summer 
2012), Current: 36 
(summer 2014), Target:40 

Number of international asset managers operating in 
Armenia. 

Baseline: 0 
Target: >1 

Time required for resolving insolvency in Doing 
Business Report 

Baseline: 1.9 years 
Target: 1.5 years 

Number of Water User Association setting fees 
according to their business plans. 

Baseline: 0 
Target: >5 

Number of consolidated social service access points. 
Baseline: 0 
Target: 30 

Overall risk rating  The overall risk of this operation is moderate.  

Operation ID  AM-P143040. 
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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 
 

PROGRAM DOCUMENT FOR A 
PROPOSED SECOND DEVELOPMENT POLICY OPERATION LOAN  

TO THE REPUBLIC OF ARMENIA 

I. INTRODUCTION AND COUNTRY CONTEXT  

1. This document describes the second of three Development Policy Operations (DPOs) in a 
programmatic series envisaged during 2013-15 to support the Government of Armenia’s reform 
program. The series is anchored in the reforms contained in the government’s Armenia Development 
Strategy (ADS) for 2013-25, which was approved in April 2014, and the new Country Partnership 
Strategy for Armenia, which was presented to the Board of Executive Directors in November 2013.  

2. The series aims to create jobs through supporting economic dynamism and sustainability to 
help Armenia reduce poverty and promote shared prosperity. It aims to achieve this through 
strengthening competitiveness and enhancing fiscal, social and environmental sustainability. The high-
growth period of 2003-08 was mostly driven by an expansion of construction and non-tradable services, a 
growth model that proved unsustainable and was highly vulnerable to shocks. Following 4 years of 
recovery from the global crisis of 2008-09, the growth momentum seems to have been lost by a stumbling 
rebalancing process, while the slack created in the labor market has still not been taken up fully by 
tradable sectors. The lagging employment numbers and large impact of the global economic and financial 
crisis suggest that a new growth model is needed to support more sustainable growth and employment 
creation and bring about lasting poverty reduction and shared prosperity. Reforms are needed to help the 
economy transition from unsustainable reliance on inflows and non-tradable sectors towards the tradable 
sectors and a higher rate of job creation. New growth drivers will come from a successful structural 
transformation of the economy towards the tradable sectors.  

3. Enhancing the economy’s ability to create jobs is a necessary condition for reducing poverty 
and promoting shared prosperity in Armenia. Persistently high unemployment and low labor force 
participation, especially among women, leave the employment-to-population ratio lower than in most 
European countries at 52 percent in 2012. Employment plays a key role in determining the poverty status 
of people. Compared to the better-off individuals, those in the bottom 40 percent of the consumption 
distribution are more likely to be unemployed or out of the labor force. Jobs are therefore important 
drivers of poverty reduction and for boosting the welfare of the bottom 40 percent. Breaking down the 
sources of poverty gains during 2004-10 shows that increases in wages, employment, and pension 
benefits were among the most important contributors to the overall reduction in poverty. Higher 
employment would also boost growth. 

4. The DPO series supports job creation through growth enhancing reforms.1 It supports 
private sector led growth by improving the business environment, strengthening governance, improving 
efficiency of government, and strengthening sustainability. Consistently high economic growth rates spur 
stronger job creation, which helps achieve the goals of poverty reduction and promoting shared 
prosperity. Lack of competition in Armenia’s markets, state regulation and government contracts creating 
barriers to entry for new firms, low connectivity between Armenia and the rest of the world, and low 
levels of human capital and infrastructure make the business environment challenging. Vulnerability to 
shocks, and concerns about sustainability reduce long-term investment. The DPO is aimed at promoting 
macroeconomic stability, implementing structural reforms to provide a conducive business environment, 
and enhancing the economy’s resilience to shocks through measures to improve sustainability (see also 

1 See also Box 1 on page 14. 
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Box 1 on p. 12). It supports measures grouped in two pillars: (i) strengthening competitiveness; and (ii) 
enhancing fiscal, social, and environmental sustainability. The measures are designed against the 
backdrop of a weak governance environment, and aim at strengthening institutions, alleviating distortions 
and reducing opportunities for rent seeking. The line of sight to their intended impacts is described below.  

II. MACROECONOMIC POLICY FRAMEWORK 

A. RECENT ECONOMIC DEVELOPMENTS 

5. Armenia’s economy grew by 3 percent per year on average since it gained independence in 
1991 and 2014, but the average masks large fluctuations. Armenia outperformed other lower middle 
income countries, but was hit harder than others by the global crisis in 2008-09. The growth can be 
distinguished in five phases:2 (i) the time after independence between 1990-93, in which the economy 
contracted by half; (ii) the transition phase during 1999-2003, in which growth was built on high 
productivity growth and exports; (iii) the construction boom period 2003-08, driven by the government’s 
campaign to actively encourage investments from Armenians living abroad into real estate in Armenia; 
(iv) the crisis related recession and recovery of 2009-12, when the construction sector stabilized, and a 
strong growth in exports contributed to an improving external balance – the average growth rate of 
merchandise exports was 45 percent in US dollar terms during 2010-11, while imports grew by only 14 
percent; and (v) the current new phase, where the growth momentum seems to have been lost by a 
stumbling rebalancing process, while the slack created in the labor market by the steep recession has still 
not been fully taken up by tradable sectors. 

6. Economic growth slowed in 2013 and 2014. Preliminary indicators show that Gross Domestic 
Product (GDP) growth slowed from 7.2 in 2012 to 3.5 percent in 2013, and is likely to settle at about 2.6 
percent in 2014 as a whole. Growth of agriculture remained strong, mainly because of expanding 
livestock production. However, metallic mining output declined, and the construction sector also 
continued to decline. The bright spot remains the service sector, where the highest contributors to growth 
were the financial sector, telecommunications, and real estate.  

7. Inflation continues to be volatile, rising in 2013 and falling to near-zero in 2014. Inflation had 
picked up significantly by mid-2013 largely due to gas and electricity price increases. However, twelve-
month inflation slowed to less than 1 percent in August of 2014, below the lower bound of the central 
bank’s 2.5-5.5 percent target range. The slowdown was mainly driven by deflation of food products. 
Prices of non-food products remained broadly stable during the first eight months of the year, and the 
12-month price index increased by only 1.1 percent for this category.  

8. Rebalancing reduced the current account balance to single digits. Despite the slowing of 
export and remittance growth, the expected level of the current account deficit is not expected to exceed 
10 percent of GDP in 2014. In the first half of 2014, merchandise exports growth was weak at 0.8 percent 
reflecting subdued demand by the main trading partners and a protracted decline of international copper 
prices. Growth of merchandise imports was stronger (1.1 percent) aided by remittances inflows, which 
grew by 3.1 percent. Growth of merchandise exports was attributed to food products, textiles and jewelry, 
while metallic mining had a negative impulse of 4.4 percentage points. Waiver of export duties on natural 
gas and oil products exported from Russia to Armenia contributed to an overall decline of import costs of 
mining products (mainly energy) by 8.9 percent.  

9. The Central Bank of Armenia lowered its policy rate and injected liquidity through open 
market operations in line with slowing inflation. In its monetary policy decision made on August 12, 
2014, the central bank lowered the policy rate by 25 basis points to 6.75 percent. This brought the policy 

2 This is discussed in more detail in ‘Accumulation, Competition and Connectivity’, World Bank 2013. 
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rate down from 8.5 percent in November 2013. The central bank also injected liquidity by buying foreign 
exchange in an amount of US$19.9 million in July 2014. However, it sold foreign exchange in an amount 
of US$5.6 million in the beginning of August 2014 to cool pressures on the exchange rate stemming from 
increased uncertainty due to military incidents in the Nagorno-Karabakh conflict zone.  

10. Armenia’s banking sector is well capitalized, but vulnerabilities are increasing. The 
Armenian economy is highly dollarized, with about 70 percent of deposits denominated in foreign 
currency. The system has ample liquidity, and rates of non-performing loans (NPLs) are manageable. 
Profitability has been declining in recent years with lower interest margins, but remains sound. Still, close 
monitoring is needed, given high dollarization and rapid credit growth in the past. The system may be 
vulnerable to foreign exchange liquidity shortages or risks from Russian banks, which could come under 
stress in the future. The non-bank financial sector is rudimentary, with a small stock market and 
negligible amounts of corporate bonds. 

11. Financial intermediation and access to financial services is limited. Private sector credit 
remains low at about 45.2 percent of GDP in 2013, compared to the Europe and Central Asia Region 
(ECA) median of 50.5 percent. Banks are the only licensed provider of deposit services in the country. At 
end-2013, the deposit-to-GDP ratio was 36.6 percent, compared to the ECA median of 48.8 percent. 
Deposits are held mostly in US dollars because of low confidence in the local currency.    

12. Fiscal policy has been marred by under-execution of the capital budget. Notwithstanding the 
slowdown in economic growth, fiscal policy has been contractionary in 2013 and the first half of 2014, 
when the fiscal surplus reached 1.3 percent of GDP. For 2014-15, tax administration was tightened to 
reduce the stock of accumulated tax credits. However, while this in itself would have an expansionary 
effect on domestic demand, at the same time the authorities closely followed nominal targets for tax 
revenues despite lower than expected growth in nominal GDP and under-execution of capital 
expenditures. Difficulties in executing the capital budget relate to procurement delays in a large 
infrastructure project, the North-South road corridor, which seem to have been resolved, allowing for a 
rapid ramp-up in spending on this important project. 

13. Despite the economic recovery, poverty incidence continues to be higher since the 2009 
economic crisis. In 2012, 32.4 percent of Armenians were living in poverty, little changed from 2009. In 
contrast, 27.6 percent of Armenians were considered poor in 2008. In 2012, rural and urban incidence of 
poverty were similar at about 32 percent. About 34 percent of female headed households were considered 
poor in 2012. 

14. The slow poverty reduction pace is related to the slack in the labor market created by the 
decline of the construction sector. Employment and earnings, more than pensions or safety nets, are 
important for staying out of poverty. Over the 2007-09 period, construction was the largest contributor to 
growth and employment creation. Over this same period, consumption growth of the bottom 40 percent of 
the distribution—an indicator of shared prosperity—outpaced consumption growth experienced by the 
population overall (4.3 percent vs. 3.5 percent). The 2009 crisis undid the gains delivered by construction-
driven growth and eroded the gains in consumption. The consumption of the bottom 40 percent contracted 
by 7.5 percent per year between 2009 and 2010 – a contraction larger than the 5.5 percent reduction 
experienced by the economy as a whole. The subsequent recovery between 2010 and 2012 and changed 
sectoral composition of employment led to positive consumption growth albeit from a lower base than in 
the pre-crisis period, and some poverty reduction. Overall, the recovery has benefited individuals across 
the distribution: on average, between 2007 and 2012, consumption of the bottom 40 percent grew at 1.4 
percent per year while consumption of the overall population registered an annual growth of 1.6 percent. 
The crisis has left the income distribution slightly more unequal than in 2007, and the poor have not 
benefited as much from the economic recovery. 
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15. A change in government led to delays in reform implementation. Prime Minister Tigran 
Sargsyan resigned in April 2014 after 6 years in office. A new prime minister was swiftly appointed, and 
a new government was formed and its program was approved by the parliament in June 2014. President 
Sargsyan called on the new government to “rebuild trust” in economic reforms, while indicating that the 
policy framework would remain unchanged. The new government confirmed its commitment to the 
measures envisaged in the DPO in early June 2014. However, the pension reform—which was the subject 
of large protests just prior to Prime Minister Sargsyan’s resignation—was significantly changed: while 
the mandatory nature was retained, it will now be phased in over three years, with only public sector 
workers included in 2014 and full implementation envisaged for 2017. Private sector workers can opt in 
early, but are unlikely to do so given the lack of public support for the reform. 

16. Armenia is likely to benefit from the anticipated accession to the Eurasian Economic Union 
(EEU). The government stated that it has met the requirements for signing the treaties for membership in 
the union of Russia, Kazakhstan, and Belarus. Armenia already benefits from a waiver of Russian export 
duties on natural gas, unpolished diamonds and oil products, which contributed to an overall decline of 
import costs. The savings on natural gas imports alone amount to about $100 million per year (1 percent 
of GDP). Further trade effects will depend on the outcome of negotiations of Armenia’s tariffs following 
entry into the union. At present, Armenia’s average tariff protection is about half that of the EEU, and the 
government aims at agreeing a transition schedule during which a large number of items would be exempt 
from the higher EEU tariffs. Trade diversion and price increases from higher tariffs would therefore not 
lead to significant welfare losses in Armenia, which is also cognizant of its obligations stemming from 
WTO membership. However, Armenia is likely to benefit from sizable customs revenue, which it will 
receive by formula from the EEU’s common pool. Armenia is also likely to benefit from an increase in 
FDI inflows from investors interested in the wider EEU market, because of Armenia’s relatively better 
business environment compared with other EEU members, despite logistics challenges. The membership 
in the EEU would also allow Armenia to strengthen trade with Kazakhstan, which is still an 
underexploited opportunity.  

17. On the negative side, Armenia will lose some of the benefits of trading with the market in 
Europe. The government is determined not to lose the anchor to its reform program, which was the EU’s 
neighborhood policy and preparations for a Deep and Comprehensive Free Trade Area (DCFTA) 
agreement with Armenia, and intends to continue actively pursuing cooperation with the EU.  

B. MACROECONOMIC OUTLOOK AND DEBT SUSTAINABILITY 

18. Real GDP growth in Armenia will crucially depend on external conditions and the 
implementation of the reform program in the medium term. GDP growth is projected to slow to 2.6 
percent in 2014, before gradually recovering to 4 percent per year by 2017. This growth projection is 
based on the assumption that the external environment will improve, especially with a recovery of growth 
in Russia, because Armenia is increasing its ties to the Russian economy with the upcoming membership 
in the Eurasian Union. A protracted recession in Russia could adversely affect growth. On the domestic 
side, higher growth would be predicated on stable private saving and investment, a slow increase in the 
share of the population that is active in the labor market, and trend growth in total factor productivity 
(TFP). With a modest outlook for construction and agriculture at least for 2014, growth drivers will have 
to come from industry and modern services. Manufacturing will be the major growth driver as the 
intended beneficiary of business climate reforms supported by this DPO series.  

19. The government’s job creation agenda requires a different growth model than the one 
followed before the global crisis. The government’s Armenia Development Strategy (ADS) for 2012-25 
gives highest priority to job creation. It emphasizes strong employment expansion in high-quality and 
decently paid jobs. The strategy rightly highlights the need to improve the business environment and 
investment climate, through strengthening financial intermediation, investment promotion, and 
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competition policy enforcement. The high economic growth rate before the global crisis failed to solve 
Armenia’s employment problem, and unsustainable macroeconomic imbalances were built up. The high 
growth was based on a foreign financed expansion of the construction sector and domestic services, while 
exports lagged behind.  

20. Reaching the government’s goals will require a combination of four factors. First, higher 
investment and better financial intermediation between savers and investors. Second, better utilization of 
the labor force, including the largely untapped resource of Armenians abroad. Third, stronger competitive 
pressures in the markets for goods and services, which will improve incentives for companies to innovate, 
adopt new technologies, and become more efficient. Fourth, enhanced connections of the landlocked 
Armenian economy with world markets, including through land, air, and through internet and 
communication technologies.3 
 

Table 1. Macroeconomic Trends and Projections 

(in percent of GDP unless otherwise specified) 

 

3 World Bank (2013), Accumulation, Competition, and Connectivity, Report No. 76827-AM, April, Washington 
DC. 

2011 2012 2013 2014 2015 2016 2017
Actual Projections

National income and prices
Real GDP (percent change) 4.7 7.2 3.5 2.6 3.3 3.7 4.1

Gross domestic product (in millions of U.S. dollars) 10,142 9,958 10,432 11,136 11,903 12,771 13,754

Gross national income per capita, Atlas method (in U.S. dollars) 3,430 3,710 3,830 3,830 4,120 4,390 4,660

Consumer price index (percent change) 7.7 2.6 5.8 2.6 3.9 4.0 4.0

Investment and saving
Investment 27.3 25.4 21.7 21.2 21.6 22.2 22.7

Public 4.7 3.3 3.0 2.2 2.0 2.3 2.5

Private 22.6 22.1 18.7 19.0 19.5 19.9 20.3

National savings 14.1 8.6 6.6 12.0 14.3 15.1 16.0

Domestic savings 3.4 -1.2 -2.9 0.3 1.1 2.5 4.6

Government operations
Revenue and grants 22.7 23.0 24.5 24.2 23.9 23.7 23.9

Of which: tax revenue 20.0 21.4 22.8 22.8 22.8 23.1 23.4

Grants 1.6 0.5 0.3 0.2 0.6 0.3 0.2

Expenditures 25.5 24.5 26.2 25.7 26.2 25.7 25.7

Current expenditures 20.9 21.3 23.2 23.5 24.2 23.5 23.3

Of which: interest payments 0.9 1.0 1.1 1.4 1.5 1.5 1.5

Capital expenditures 4.7 3.3 3.0 2.2 2.0 2.3 2.5

Overall balance -2.8 -1.5 -1.7 -1.5 -2.3 -2.0 -1.8

Primary balance -1.9 -0.5 -0.6 -0.1 -0.8 -0.5 -0.3

External sector
Exports of goods and services 24.3 25.7 26.2 25.4 25.2 25.0 25.4

Imports of goods and services -46.4 -48.3 -47.3 -46.3 -45.6 -44.6 -43.5

Net remittances 14.2 15.5 16.8 14.3 15.6 14.8 13.5

Current account -11.1 -11.1 -8.0 -9.2 -7.2 -7.1 -6.7

Foreign direct investments, net 4.3 4.7 3.4 4.6 3.5 3.5 3.5

Change in gross international reserves (in millions of US dollars) -67 133 -452 132 -12 -62 -80

Gross international reserves (in months of next year's imports) 4.8 4.4 5.2 4.7 4.5 4.4 4.4

Public debt 41.0 44.4 44.3 42.1 41.1 39.9 39.4

Sources : Armenian authorities and Bank staff calculations
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21. The current account balance is expected to improve as a result of structural shifts in the 
economy. Together with continuing growth in remittance inflows, this will support a stabilization of the 
current account deficit in themed-single digits. The macroeconomic framework also takes into account a 
gradual depreciation of the exchange rate to support an improvement in the current account balance.  

22. For 2014-15, the government intends to focus on tax administration efforts and a gradual 
reduction of the stock of tax credits. The large stock of accumulated tax credits imposes high costs on 
businesses, because they lock up working capital. The accumulation of tax credits, while addressing 
short-term pressures on the fiscal account, undermines fiscal sustainability in the longer run, as they have 
to be reduced eventually, in which case they will subtract from tax revenue in the future. In 2014-15, the 
government therefore aims to maintain the tax-to-GDP ratio constant while at the same time continuing to 
improve tax administration with a view to decreasing the stock of tax credits. 

23. Along with reduction of the tax credits, revenue mobilization remains a medium-term 
priority for fiscal policy. The Government implemented the conclusions of its review of tax exemptions 
and excise rates with the aim of raising revenue. Government submitted to parliament a draft legislative 
amendment to remove the exemption from VAT of financial brokerage services, while the 2015 State 
Budget includes an explanatory note that provides estimates of the revenue impacts of major tax 
expenditures. Overall the amendments to the tax legislation are meant to be conducive to growth. From 
January 1, 2014, the minimum payments system for the CIT has been abolished, and as of October 1, 
2014, the turnover tax rate for SMEs operating below the threshold of AMD58.35 million is lowered from 
3.5 percent to 1 percent. 

24. The government aims to increase implementation of its capital budget. During the previous 
DPO series (2009-12), some preliminary actions were taken to revisit the Public Investment Appraisal 
System (PIAS). The government developed an institutional structure for appraisal, selection and screening 
of public investments and defined roles of different stakeholders involved in the process. The government 
intends to develop the methodological and regulatory framework for the introduction of the new PIAS. It 
is also considering further extension of program budgeting principles through developing a system of 
non-financial output indicators to the allocations for capital spending.  

25. Recurrent spending should continue to support public service delivery while maintaining 
macroeconomic stability. The government increased the average size of the old-age pensions from 
January 2014 and increased public sector wages in July 2014 for the first time since 2008, together with 
reforms to wage scales and performance pay.  

26. The external environment poses substantial risks to growth. A possible worsening of 
economic conditions due to lower growth in Russia and a further depreciation of the ruble could 
negatively affect growth in Armenia through lower demand for Armenian exports and remittances. 
Adverse changes in global markets may weaken Armenia’s trade balance. In addition, about 90 percent of 
remittances originate in Russia, and a deteriorating macroeconomic outlook there could put pressure on 
Armenia’s current account balance and increase poverty. Armenia will benefit to some extent from trade 
diversion of foodstuffs from Europe. Possible shocks include zero growth in remittances, a 10 percent 
decline in FDI inflows, a 20 percent decline in oil prices, zero growth in the Russian economy, and 0.4 
percent economic contraction in the Euro area. Direct and second-round impacts of these shocks may 
push economic growth below 3 percent, as well as widen fiscal and current account deficits by 0.3-0.5 
percentage points each.  

27. The flaring of tensions in August 2014 over the Nagorno-Karabakh conflict also highlights 
fragility in the region. Military confrontations in the region raised the possibility of an escalation of 
hostilities. However, a meeting convened by Russia between the Presidents of Armenia and Azerbaijan 

6 
 



led to de-escalation and a renewed focus on the peace process led by the Minsk group of the Organization 
of Security and Cooperation in Europe (OSCE).  
 

Table 2. Fiscal Indicators 

(in percent of GDP unless otherwise specified) 

 
 

28. The policy response to another external shock in the near term would largely be confined to 
monetary policy. Incomplete rebuilding of fiscal buffers after the large-scale expansion in 2009 leaves 
little room for further fiscal stimulus in case of a deterioration of the Armenian economy. However, the 
CBA will be able to further ease monetary conditions with policy rates at 6.75 percent, still well above the 
‘zero bound’. In the medium term, fiscal deficits of less than 2 percent of GDP would allow the reduction 
of debt, and help rebuild fiscal buffers. 

29. Armenia’s gross public debt stabilized above 40 percent after the 2009 crisis. It stood at 44.4 
percent of GDP at the end of 2013 (Table 3). Against the background of sharply deteriorating economic 
conditions, debt accumulated quickly in 2009 by 24 percent of GDP, due to contraction of output, 
depreciation of the Armenian dram and new borrowing, including a $500 million loan from Russia. This 
loan was repaid with the proceeds from a $700 million Eurobond in 2013. Before 2009, debt was on a 
declining trend, falling from 40 percent of GDP in 2003 to 16 percent of GDP in 2008.   

2010 2011 2012 2013 2014 2015 2016 2017
Actuals Proj.

Overall Balance -5.0 -2.8 -1.5 -1.7 -1.5 -2.3 -2.0 -1.8
    Primary balance -4.1 -1.9 -0.5 -0.6 -0.1 -0.8 -0.5 -0.3
Total Revenues and grants 21.9 22.7 23.0 24.5 24.2 23.9 23.7 23.9
Tax revenues 19.5 20.0 21.4 22.8 22.8 22.8 23.1 23.4
    Taxes on goods and services 9.4 9.1 9.9 10.0 10.3 10.6 11.0 11.4
    Direct Taxes 4.4 4.7 5.3 8.9 8.7 8.7 8.7 8.7
    Social insurance contributions 3.0 3.3 3.2 0.4 0.0 0.0 0.0 0.0
    Taxes on international trade 0.8 1.0 1.1 1.1 1.0 1.0 1.0 0.9
    Other taxes 1.8 1.9 1.9 2.4 2.8 2.5 2.4 2.4
Non-tax revenues 1.5 1.2 1.2 1.3 1.2 0.5 0.4 0.3
Grants 0.9 1.6 0.5 0.3 0.2 0.6 0.3 0.2
Expenditures 26.9 25.5 24.5 26.2 25.7 26.2 25.7 25.7
Current expenditures 21.4 20.9 21.3 23.2 23.5 24.2 23.5 23.3
     Wages and compensation 2.3 2.2 2.2 2.4 2.6 2.4 2.4 2.4
      Goods and services 8.6 8.4 8.2 9.9 8.7 8.6 7.8 7.3
       Interest payments 0.9 0.9 1.0 1.1 1.4 1.5 1.5 1.5
       Current transfers 9.1 8.8 9.4 9.2 10.2 11.2 11.3 11.5
             Pensions 5.2 4.9 4.9 4.6 5.3 4.8 4.4 4.5
             Social assistance 3.9 3.9 4.5 4.6 4.9 6.4 6.8 6.9
Capital expenditures 5.5 4.7 3.3 3.0 2.2 2.0 2.3 2.5

General Government Deficit Financing 5.0 2.8 1.5 1.7 1.5 2.3 2.0 1.8
External (net) 1.9 1.1 1.4 1.9 -0.3 0.5 0.3 -0.3
Domestic (net) 3.1 1.7 0.1 -0.3 1.8 1.8 1.7 2.1

Fuctional classification
General services 3.5 3.5 3.4 3.8 4.4 3.6 2.5 2.5
Defence 4.3 3.9 3.8 4.3 4.3 4.1 4.2 4.2
Public order and safety 1.9 1.9 1.9 2.1 2.3 1.7 1.8 1.8
Economic affairs 3.2 2.2 1.8 3.0 2.4 2.7 3.2 3.2
Health 1.6 1.7 1.6 1.5 1.9 1.7 1.6 1.6
Education 2.8 2.8 2.6 2.4 2.8 2.6 2.7 2.7
Cultural, sports, recreational, religious 0.5 0.5 0.6 0.4 0.5 0.5 0.4 0.4
Social Protection 7.1 6.8 7.3 7.0 8.0 8.1 8.3 8.3
Sources : Armenian authorities and Bank staff calculations
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30. Macroeconomic assumptions reflect deteriorating external conditions, notably the low 
growth outlook for Russia, and weaker exports and remittances. The fiscal deficit in 2014 will most 
likely be below the budget target due to lower matching pension contributions and continuing under-
execution of the capital budget. The primary deficit is projected to remain broadly unchanged at 0.3–0.5 
percent of GDP in the medium term, well below the estimated debt-stabilizing level of 1.2 percent of 
GDP. Nominal gross public debt is expected to decline very gradually to 42 percent of GDP by 2019. 
Government’s gross financing needs remain moderate during the period under consideration as the 
Eurobond repayment does not occur until 2020.  

Table 3. Debt and Economic Indicators 

(in percent of GDP)1/ 
  2003-11 2/   2012 2013   2014 2015 2016 2017 2018 2019 

 
Actual 

 
Projection 

Nominal gross public debt  30.1 
 

44.0 44.4 
 

44.9 44.8 44.6 44.0 44.3 42.3 
Public gross financing needs  5.1 

 
4.0 8.7 

 
3.5 4.3 8.4 2.4 3.5 2.6 

Net public debt  
  

34.5 35.5 
 

36.7 37.1 37.8 37.9 37.8 37.5 
Real GDP growth (in percent)  7.3 

 
7.1 3.5 

 
2.6 3.3 3.7 4.1 4.3 4.5 

Inflation (GDP deflator, in percent)  4.8 
 

-1.2 3.2 
 

3.3 4.0 4.0 4.0 4.0 4.0 
Nominal GDP growth (in percent)  12.4 

 
5.9 6.9 

 
6.0 7.5 7.8 8.3 8.5 8.7 

Effective interest rate (in percent) 4/  2   2.5 2.7   3.3 2.8 3.0 3.1 3.2 2.9 
Source: IMF staff. 
1/ Public sector is defined as general government. 
2/ Based on available data. 
3/ Bond spread over U.S. Bonds. 
4/ Defined as interest payments divided by debt stock at the end of previous year. 
 
 

Table 4. Contribution to Changes in Public Debt 

(in percent of GDP) 
  2003-11   2012 2013   2014 2015 2016 2017 2018 2019   Cumulative 

 
Actual 

 
Projection    

Change in gross public sector debt -0.6 
 

1.98 0.4 
 

0.5 -0.1 -0.1 -0.6 -0.7 -1.0 
 

-2.1 
Identified debt-creating flows -1.0 

 
1.75 1.5 

 
0.5 -0.1 -0.1 -0.6 -0.7 -1.0 

 
-2.1 

Primary deficit 2.7 
 

0.6 0.6 
 

0.1 0.8 0.5 0.4 0.3 0.3 
 

2.3 
Primary (noninterest) revenue and grants 19.0 

 
22.3 23.7 

 
23.6 23.7 23.9 24.1 24.3 24.4 

 
144.0 

Primary (noninterest) expenditure 21.7 
 

22.9 24.3 
 

23.7 24.6 24.4 24.5 24.6 24.6 
 

146.3 
Automatic debt dynamics 1/ -4.0 

 
0.3 -1.5 

 
0.2 0.1 -0.2 -1.0 -1.0 -2.0 

 
-3.9 

Interest rate/growth differential 2/ -3.0 
 

-1.3 -1.7 
 

-1.1 -1.9 -2.0 -2.1 -2.1 -2.3 
 

-11.7 
Of which: real interest rate  -0.9 

 
1.5 -0.3 

 
-0.1 -0.6 -0.5 -0.5 -0.4 -0.5 

 
-2.5 

Of which: real GDP growth -2.1 
 

-2.8 -1.4 
 

-1.1 -1.4 -1.5 -1.7 -1.7 -1.8 
 

-9.2 
Exchange rate depreciation 3/ -1.0 

 
1.6 0.2 

 
… … … … … …  … 

Other identified debt-creating flows 0.4 
 

0.9 2.4 
 

0.2 -1.0 -0.4 0.0 0.0 0.8 
 

0.5 
Domestic net lending, drawdown of 
government deposits (negative) 

0.0 

 

0.0 1.5 

 

-0.6 -1.9 -1.2 -0.7 -0.8 -0.1 
 

-5.3 

Contingent liabilities 0.0 
 

0.0 0.0 
 

0.0 0.0 0.0 0.0 0.0 0.0 
 

0.0 
External net lending to Nagorno-
Karabakh region, akin to a grant. 

0.4 

 

0.9 0.9 

 

0.8 0.9 0.7 0.7 0.8 0.9 
 

4.8 

Residual, including asset changes 4/ 0.4 
 

0.2 -1.1 
 

1.3 2.0 1.8 1.2 1.2 0.3 
 

7.7 
Source: IMF staff. 

1/ Derived as [(r - p(1+g) - g + ae(1+r)]/(1+g+p+gp)) times previous period debt ratio, with r = interest rate; p = growth rate of 
GDP deflator; g = real GDP growth rate;a = share of foreign-currency denominated debt; and e = nominal exchange rate 
depreciation (measured by increase in local currency value of U.S. dollar). 
2/ The real interest rate contribution is derived from the denominator in footnote 4 as r - π (1+g) and the real growth contribution 
as -g. 
3/ The exchange rate contribution is derived from the numerator in footnote 2/ as ae(1+r).  
4/ For projections, this line includes exchange rate changes during the projection period. 
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Figure 1: Debt Creating Flows 

(in percent of GDP) 

 
Source:  IMF Staff. 

 

 

Figure 2. Composition of Public Debt 

(in percent of GDP) 
 

 
Source:  IMF Staff. 

 
 

31. Alternative scenarios based on assumptions of a constant primary balance and key 
variables at their historical averages do not deviate much from the baseline. The dynamics of public 
debt and gross financing needs under the constant primary balance scenario closely mirror the baseline 
(Table 5). Under the historical scenario, financing needs increase over the medium term but do not exceed 
8 percent of GDP, and the debt ratio stays below 50 percent. Overall, the foregoing analysis confirms the 
conclusion in the previous DSA that Armenia’s public debt remains sustainable. Maintaining prudent 
fiscal policy in the future would allow reducing the level of debt over time and freeing up space for much 
needed investments in infrastructure and human capital. 
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Figure 3. Alternative Scenario 

(in percent of GDP) 
 

 
Source:  IMF Staff. 

 
 

 

Table 5. Underlying Assumptions 

(in percent of GDP) 
 

Baseline Scenario 2014 2015 2016 2017 2018 2019 
 

Historical Scenario 2014 2015 2016 2017 2018 2019 
Real GDP growth 2.6 3.3 3.7 4.1 4.3 4.5 

 
Real GDP growth 2.6 6.2 6.2 6.2 6.2 6.2 

Inflation 3.3 4.0 4.0 4.0 4.0 4.0 
 

Inflation 3.3 4.0 4.0 4.0 4.0 4.0 
Primary Balance -0.1 -0.8 -0.5 -0.4 -0.3 -0.3 

 
Primary Balance -0.1 -2.2 -2.2 -2.2 -2.2 -2.2 

Effective interest rate 3.3 2.8 3.0 3.1 3.2 2.9 
 

Effective interest rate 3.3 2.8 2.6 3.0 3.1 2.7 

               Constant Primary Balance Scenario 
           Real GDP growth 2.6 3.3 3.7 4.1 4.3 4.5 

        Inflation 3.3 4.0 4.0 4.0 4.0 4.0 
        Primary Balance -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 
        Effective interest rate 3.3 2.8 3.1 3.0 3.2 2.9 
        Source: IMF staff. 

32. Gross external financing is assumed to average just under 3 percent of GDP in line with the 
average in the decade prior to the crisis. Net external financing would be about 2 percent of GDP after 
amortization or 1 percent after amortization and Armenian external lending (Table 6). During the recent 
IDA-16 Mid-Term Review, Armenia graduated and is ineligible for concessional financing under IDA-
17.4 The DSA assumes that the government gradually begins to access loans on fully commercial terms 
from 2018 onwards, although official non-concessional financing is expected to make up the bulk of the 
borrowing until the late 2020s. 

 

  

4 IDA (2012), “IDA16 Mid-Term Review Graduation Paper”, Concessional Finance and Global Partnership (CFP), 
World Bank, September 2012. 
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Table 6. External financing requirements and sources, 2014-2017 

(in US$ millions unless otherwise specified) 

 

33. The overall assessment is that the macroeconomic framework is adequate for the purposes 
of this operation. The fiscal policy stance is in line with debt sustainability goals, while providing 
sufficient room for pro-poor spending. Monetary policy has adopted a neutral stance, and the CBA is 
following a flexible exchange rate policy. Low fiscal deficits and robust growth are expected to reduce 
public debt, and the risk of debt distress is low. 

C. IMF RELATIONS 

34. Armenia embarked on a new IMF program under the Extended Fund and Facility (EFF) in 
March 2014. The new arrangement provides access to SDR 82.21 million over a period of 38 months. 
Key objectives of the new program are to consolidate stability and buffers against possible external 
shocks and to support growth through further reforms in the transition towards a dynamic emerging 
market economy. The DPO preparation has been closely coordinated with the IMF. Coordination has 
focused in particular on the macroeconomic framework, debt sustainability analysis, fiscal consolidation, 
and reforms in the tax and public sector management areas. 

III. THE GOVERNMENT’S PROGRAM 

35. Armenia’s development vision, the Armenia Development Strategy (ADS) for 2013-25, was 
approved in April 2014. It focuses on employment creation as the key engine for improving living 
standards and reducing poverty. It envisages the creation of 350,000 new jobs in the non-agricultural 
sectors by 2025 with policies ensuring sustainable economic growth. Other priorities include 
enhancement of the country’s human capital, improvement of the social protection system and 
modernization of the governance system.  

36. The ADS is built on four pillars: creating jobs, developing human capital, strengthening the 
social protection system and modernizing public administration and governance. Different 
instruments of monetary, fiscal and social policies and structural reforms will be channeled to address the 
employment expansion objective. The following priorities are highlighted:  

 

  

2014 2015 2016 2017
Projections

Financing requirements (US$ million) 866 903 978 1,090
Current account deficit 797 819 861 980
LT&ST debt amortization (excluiding IMF) 133 15 10 14
Change in reserves (+ = increase) -64 69 107 95

Financing sources 791 853 943 1,074
FDI, portfolio and other investments, net 556 691 920 1,103
Capital grants 76 76 76 76
LT&ST debt disbursements (excluiding IMF) 114 -33 -120 -125
IMF credit, net 45 119 67 20

Financing gap 75 50 35 16
Gapfill: DPO New Series 75 50 35

Sources : Armenian authorities and Bank staff calculations
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(i) Employment expansion through high-productivity and decently paid jobs. The main policies 
to achieve this objective include: 

• Stepping up both productivity increases and employment growth, specifically in export-
oriented activities, as the main drivers of economic growth; 

• Increasing external competitiveness, by improving the business climate, ensuring fair 
competition, and economic diversification; 

• Improving access to credit, notably for SMEs, to diversify options for reducing 
unemployment; and 

• Ensuring macroeconomic stability through adequate fiscal revenue mobilization. 

(ii) Direct policies are aimed at various high-potential sectors (industry and export promotion, 
tourism, information technologies, agriculture). 

(iii) Investment in infrastructure and enhanced maintenance of existing assets (in drinking water, 
irrigation, transport, energy). 

(iv) Improvements in the effectiveness of the social protection system through maintaining pro-
poor spending and improving targeting of social assistance (Family Benefits program, other 
social assistance programs, pensions). 

(v) Strategic reallocations in the structure of public spending aimed at enhancing human capital 
creation and improving Armenia’s skills base, through improvements in health care, 
education, and the promotion of science and cultural activities. 

(vi) Better environmental protection, in particular in the mining sector.  

(vii) Strengthening and modernizing the public administration (e-governance, inspection reform, 
local governance, public financial management, civil service development, justice, public 
order and safety, and anti-corruption). 

37. The ADS was publicly discussed with target groups based on the experience gained with 
previous strategies (Poverty Reduction Strategy Paper in 2003 and Social Development Program 
formulation in 2008). The government produced the Strategy based on consultations with civil society 
and inputs received through the working group channel. Thematic Groups have been selected to represent 
the private sector, think tanks, academia and other segments of the civil society. Civil society 
organizations are adequately represented also in the ADS Steering Committee. The practice of reporting 
annually on the progress of program implementation will be revived. 

IV. THE PROPOSED OPERATION  

A. LINK TO GOVERNMENT PROGRAM AND OPERATION DESCRIPTION 

38. The reform measures supported by the DPO series are closely linked to the government’s 
Armenia Development Strategy. Preparation of the ADS, the new Country Partnership Strategy for 
Armenia, and the DPO series were fully aligned. The government’s main objective is to support job 
creation, which it aims to achieve with policies supporting sustainable economic growth. This has been 
taken up as main focus of the DPO. The DPO policy measures are contained in five out of the seven ADS 
priority areas (see Figure 4). The measures are realistic given current central and line ministry capacities, 
and are supported by extensive analytical and capacity building assistance.  
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Figure 4. Link between ADS and DPO Measures 

 ADS Priority Areas DPO Action Areas 

 
  Source: World Bank. 

39. The DPO series builds on a long-standing partnership between the Bank and the 
Government of Armenia. Specifically, it builds on the previous DPO series (2009-12) by supporting 
follow-up and complementary reforms. The previous DPO series supported measures aimed at mitigating 
the effects of the global crisis, including a widened fiscal stance and measures to strengthen social safety 
nets. It also aimed at structural reforms to lay the foundations for post-crisis growth. It addressed public 
financial management, public sector efficiency, critical infrastructure needs, and the regulatory 
environment to enhance the effectiveness of the public sector, and promoted the sustainable use of natural 
resources.  
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40. The DPO series continues the support extended under the previous DPO series, but shifts to 
a medium-term growth agenda. As the recovery from the global financial crisis is clearly underway, the 
focus shifts from mitigation against crisis vulnerability to a medium-term agenda for strengthening 
growth drivers. The policy stance is redirected towards rebuilding macroeconomic policy buffers, in 
particular through fiscal consolidation and debt reduction. Social sector policies are now aimed at 
broadening coverage within a sustainable fiscal envelope. Measures to improve competition, the business 
environment, and the financial sector aim at supporting a shift of economic activity to the tradable sectors 
to foster more resilient growth.  

Box 1. Links between Armenia’s Employment Challenge and the DPO Policies  

Armenia’s economy has been sluggish in producing jobs, even in the high-growth period in the 2000s. The 
rate of joblessness soared after the global crisis, and even after the improvements over three years of recovery, 
unemployment still affected 18 percent of the labor force in 2011. There are large geographic disparities in 
employment rates as well as the quality of employment. While unemployment is much higher in urban areas, 
most rural work tends to be seasonal, part-time, and low-paid. The 2007 Armenia labor market assessment found 
that only about two-thirds of employed workers have permanent jobs; the rest have temporary jobs or are 
engaged in seasonal work, mostly in the informal sector.  

Armenia’s labor market confronts challenges that affect demand (number of jobs), supply (number of 
workers) and matching of the two. The recent Country Economic Memorandum (CEM, ‘Armenia: 
Accumulation, Competition, and Connectivity’, April 2013) shows that given the low level of employment, the 
emphasis should fall squarely on demand. Job creation will respond to the removal of impediments to firm entry 
and business start-ups, because new firms are mostly more innovative and create more jobs than existing firms. 
However, Armenia lacks a critical mass of small, dynamic and job creating enterprises. Lack of competition in 
Armenia’s markets, state regulation and government contracts creating barriers to entry for new firms, low 
connectivity between Armenia and the rest of the world, and low levels of human capital and infrastructure make 
the business environment challenging. A good business environment is characterized by low costs of running a 
business, an area in which Armenia needs significant improvement, a high level of competition, good 
connectivity to global markets, high quality of human capital, and sustainability, without which businesses 
cannot plan for the future. As shown in the figure below, measures supported by the DPO aim at improving the 
business environment. 

Box Figure 1. Links between the Business Environment and DPO Measures 

 
Source: World Bank staff. 
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Table 7. DPO Objectives, Action Areas, and Analytical Underpinnings 

Objectives Action Areas Analytical Underpinnings 

Strengthening the business environment Inspection agencies reform. Tax Compliance Cost Survey (IFC, 
2011). 

 Introduction of a one-stop shop for management of cross-
border transactions; establishment of joint controls at 
border crossings with Georgia. 

Country Economic Memorandum; 
Armenia: Accumulation, 
Competition, and Connectivity 
(2013). 

 Measures to raise transparency and improve competition in 
aviation, adoption of a public air transport policy and 
delineation of responsible agencies with a clear indication 
of responsibilities for1) policy making, 2) execution of 
policies, and 3) controlling of implementation; capacity 
building for monitoring and regulating agreements in air 
transport, railways, and utilities. 

Country Economic Memorandum; 
Armenia: Accumulation, 
Competition, and Connectivity 
(2013). 

Improving access to credit Enhanced credit reporting and improved legal framework 
for bankruptcy and debt work-out. 

Country Economic Memorandum; 
Armenia: Accumulation, 
Competition, and Connectivity.  

Improving efficiency and transparency 
of Public Administration 

Legal and regulatory framework for e-commerce and e-
governance, including effective interoperability of e-
government databases (in particular Ethics Commission, 
SRC, property and business registers and State Cadaster). 

Country Economic Memorandum; 
Armenia: Accumulation, 
Competition, and Connectivity. 
(2013); CPIA 2013; Tax 
Compliance Cost Survey (IFC, 
2011). 

Changes in civil service legislation designed to enhance 
flexibility of recruitment and promotion of professional 
staff; instruments for staff motivation to supplement Civil 
Servants’ performance pay. 

Armenia Programmatic PER – 
Fiscal Consolidation and Growth 
Recovery (2012), Expanding the 
Fiscal Envelope (2014). 

Expanding social protection Increase in the number of beneficiaries of Family Benefits 
Program and Health Benefits; update of the proxy-means 
testing formula for households’ eligibility to FBP; 
consolidation of service delivery in a majority of access 
points. 

Armenia Poverty Updates (2011-
13). 

 

Improving fiscal space and the 
management of public infrastructure 
and of environmental resources 

Transparency of tax exemptions; finalization and 
submission to parliament of a new tax code harmonizing 
tax procedures, tax base and rates. 

Water sector reform Action Plan, including a vision for the 
structure of the sector (number of companies, form of 
management and operators) and issues a tender for 
transactions advisory for a new lease contract. 

Parliamentary adoption of a new Environmental Impact 
Assessment (EIA) law in line with good international 
practice; operationalization of a one-stop shop for mining 
rights in line with environmental and social guidelines, 
amendments to the Law on Waste to include regulation of 
all mining waste. 

Armenia Programmatic PER – 
Fiscal Consolidation and Growth 
Recovery (2012), Expanding the 
Fiscal Envelope (2014). 

Water Sector Note (2011). 
 
 
Armenia Country Environment 
Analysis (2011). 
Armenia Country Environmental 
Note (2014). 

B. PRIOR ACTIONS, RESULTS AND ANALYTICAL UNDERPINNINGS 

41. The preparation of the DPO program has been informed by analytical work carried out by 
the Bank, the government, and other donors. On the Bank's side, recent findings of analytical work 
have been taken into account, including the annual Country Policy and Institutional Assessment (CPIA), a 
country economic memorandum (CEM, ‘Armenia: Accumulation, Competition, and Connectivity’) 
focusing on barriers to growth completed in the Spring of 2013, a public expenditure review (PER) 
completed in the summer of 2012 and spring 2014, the joint IMF-Bank FSAP of May 2012, the Country 
Environment Analysis of 2011 and a Country Environmental Note in 2014, several technical notes to 
specific actions and the programmatic poverty work (see Box 1 and Table 7). The government values the 
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integrative role played by the DPO series as it enhances its ability to drive a broad, multi-sectoral reform 
program. It implemented important prior actions for the first operation, which was approved by the 
Executive Board on November 7, 2013. For DPO-2, the government is implementing next steps in the 
different reform areas, as outlined below.  

42. The change in government in April 2014 led to some delays in reform implementation, but 
the government’s commitment to the reform program remains strong. Some of the triggers for DPO-
2 envisaged in the DPO-1 program document were modified to accommodate the delays in reform 
implementation associated with the change in government. The changes do not alter the reform program, 
but postpone some parts of its implementation to become triggers for DPO-3. Meeting the triggers for 
DPO-3 thereby becomes somewhat more difficult than previously envisaged, and will require early and 
focused attention from the government.  

Objective I: Strengthening the Business Environment 

Inspections Reform 

43. Businesses identify an excessive level of inspections as a major burden on doing business in 
Armenia. The previous DPO series supported legislative amendments to introduce risk-based principles 
in the Law on Inspection and the government introduced risk-based inspection practices in a majority of 
agencies. With a view to reducing overlaps and rent-seeking opportunities, the government is now 
embarking on a program of strengthening the governance structure and independence of inspection 
agencies, and making their inspection schedules more transparent. It also envisages further consolidation 
of inspection agencies by disbanding some and merging others (there were 18 in 2012). A pilot merger 
was a prior action for DPO-1, and insights gained from that merger helped design the reform program 
adopted. 

44. As a prior action for DPO-1, the government merged two inspection agencies (Labor 
Inspectorate and Anti-Epidemiology Inspectorate). The Labor Inspectorate was dissolved, but health 
issues at the workplace (e.g. occupational health and safety) were fully transferred to the Anti-
Epidemiology Inspectorate. Firms will benefit from an elimination of overlaps in surveillance of 
occupational health and safety issues, which was done by the two state bodies previously. The pilot 
merger of inspection agencies has shown that a further reduction in the number of inspection agencies 
required legal changes. 

45. As a prior action for DPO-2, the government adopted a new reform strategy for 
optimization of its inspection agencies system, which will strengthen governance, make it more 
independent, and increase transparency of their inspection work programs. In line with this reform 
plan, the government approved and submitted a draft Law on Inspection Bodies to parliament. The 
new law provides inspection bodies with strengthened governing boards, which provide more 
independence from their respective ministries. The new structure will reduce rent seeking opportunities 
and bring inspections under better supervision.  

46. The proposed trigger for DPO-3 is the following: 

• The government streamlines inspections in line with the reform strategy and the new law. 

47. Result. The expected outcome of these policy actions is a reduction in the burden on businesses 
from the inspections. 
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Customs Reform 

48. Customs has implemented important reforms over recent years supported under the 
previous DPOs. Steady, sustained progress has been achieved and major international concepts have 
been internalised (in particular, streamlining of control and processes, computerisation, risk management, 
and effective post-release checks). To a large extent, immediate and automatic release of a majority of 
goods through the ‘green channel’ was obtained.  

49. The DPO series supports next steps of reforming the customs administration. These include 
improvements to the adoption of the risk-based approach to border compliance management through a 
system of authorized economic operators, which is globally recognized. Enhancements to the post-
clearance audit mechanism and upgrades of the risk management system support the policy of 
intervention by exception (default green channel). These reforms are integral to the proposed “single-
window” or one-stop shop approach to processing cross-border transactions. Mutual recognition of 
import/export declarations between Armenian and Georgian customs authorities will substantially reduce 
the time and cost required for processing transactions and will facilitate trade on this important transit 
route for Armenia. To further streamline customs operations, the government intends to move to an 
integrated border management model for regulatory agencies and implement joint border controls with 
Georgia. Introduction of the authorized economic operators will help create an enabling environment by 
allowing them to work under simplified customs procedures, get favorable payment terms, undergo 
customs control at their preferred location that would in turn contribute to facilitation of foreign trade and 
simplification of customs procedures. Introduction of a simplified customs clearance procedure and 
electronic recording system for international postal and courier service deliveries will provide an impetus 
for the development of electronic trade. 

50. As a prior action for DPO-2, the government adopted: (i) amendments approved by 
Parliament on May 20, 2014 to Article 128 of the Customs Code to allow electronic declaration as a 
valid mode of customs clearance to expedite processing; and (ii) implementation of the “single 
window approach” for of goods that require phyto-sanitary control through the initiation of the 
process for contracting special software and business process engineering that would facilitate 
customs clearance. The tender for developing a single-window software and business process 
engineering has been issued by the government. This follows the successful pilots of ‘single-window’ 
arrangements for the import of cars (a central customs house in Yerevan combines all required steps for 
customs, road worthiness, and tagging under one roof), and of pharmaceuticals (multiple regulatory 
agencies electronically receive customs clearance documents, and provide clearances electronically). The 
new system will link customs with sanitary/phyto-sanitary control agencies, and thereby enable more than 
three-quarters of imports (in value terms) to be cleared using a ‘single-window’ approach.  

51. The proposed trigger for DPO-3 is the following:  

• Government establishes joint controls at border crossings with Georgia. 

52. Results. The expected outcome of these policy actions is to increase the efficiency and 
transparency of customs operations.  

Air Connectivity  

53. Flying to and from Yerevan was relatively expensive until 2013, when options for routes 
and timings were limited. Higher prices were partially explained by the lack of competition between 
airlines. Estimates showed that a reduction in concentration—an indication of the market power that can 
be exerted by companies on a given route—by half, could lead to a drop in ticket prices in the range of 20 
to 30 percent.  
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54. As a prior action for DPO-1, the government took measures to raise transparency and 
improve competition in aviation. The government (a) adopted a decree declaring a new policy on 
aviation, (b) published on the General Department of Civil Aviation (GDCA) website air services 
agreements and respective amendments to raise transparency in the aviation sector,5 and (c) completed 
and published a study on policy options for the liberalization of the air transport sector.6 

55. Since then, the government went a significant step further: it declared ‘open skies’ 
liberalization of the sector. It no longer places any restrictions on foreign or domestic carriers’ 
operations, and invited partner countries to amend bilateral air service agreements with the aim of fully 
liberalizing aviation to Armenia. Amended agreements have been signed with Russia, the UAE, and 
Austria, among others.  

56. The liberalization contributed to a significant rise in air traffic in 2014. The number of 
airlines operating to and from Armenia reached 34, the highest in the last 10 years. Passenger arrivals and 
departures increased by 25 percent during the first half of 2014 compared with the same period in 2013. 
Passenger numbers had greatly increased over 2003-09, but stagnated at 1.6-1.7 million during 2010-13. 
Based on the first six months of 2014, passenger traffic is expected to reach 2.1 million in 2014. Despite 
some consolidation of destinations with the bankruptcy of the former national flag carrier, Armavia, 
which was operating many unprofitable routes, destinations have increased to 36 from 33 in early 2013. 
Anecdotal evidence points to lower prices after liberalization – complicated pricing practices in the 
aviation industry make a comparison difficult – which was an expected result because of the increase in 
airlines operating in the market. This early evidence indicates that the liberalization of aviation was 
successful. 

57. As a prior action for DPO-2, the government created a new institutional structure for its 
oversight of the aviation sector. Under the new structure, the Ministry of Economy is responsible for 
policy making and implementation in the civil aviation field, while certification and technical regulation 
functions are assigned to the GDCA. A multi-stakeholder council will be established to be responsible for 
providing decisions on submitted applications and their approval by the GDCA. The new structure will 
increase transparency and improve accountability in the civil aviation field. This is expected to improve 
the business environment in the sector by delinking the licensing of market participation (the operation of 
air routes) from the licensing of aircraft operation (air operator certificates given on technical grounds). It 
reduces conflicts of interest and rent seeking opportunities. 

58. The government proposed to make changes to the Law on Aviation with a view to putting a 
clear separation of responsibilities into the legal framework. The 2007 Law on Aviation specifies that 
an ‘authorized state body’ should be fully in charge of all areas of civil aviation. A change in the Law 
would be required more clearly to split responsibilities, and the government is working with support by 
USAID in reformulating the Law, with a target of changing it by mid-2015.  
 
59. The proposed trigger for DPO-3 is the following:  

• Parliament adopts a new Law on Aviation clearly delineating the responsibilities for regulating 
the aviation sector. 

5 http://www.aviation.am/index.php/en/legislation/serviseagreement. 
6 http://www.gov.am/am/announcements/. 
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60. Result. The expected outcome of these policy actions is to improve air connectivity through 
higher frequency of services, choice of carriers, and number of markets served by the end of the series.  

Objective II: Improving Access to Credit 

Credit Reporting, Collateral, and Bankruptcy Law Reform 

61. Improving efficiency of credit reports, a clearer legal framework for collateral, and an 
updated bankruptcy framework are aimed at improving access to finance. The CBA has adopted a 
medium-term roadmap for a major overhaul of the credit registry, and started its implementation. The aim 
is to create a modern, stand-alone credit registry capable of delivering services to creditors and debtors in 
an efficient manner. Ministry of Justice and Ministry of Economy are jointly working on secured 
transactions reform and the new bankruptcy framework.   

62. As a prior action for DPO-1, the CBA implemented a series of measures to enhance the 
operation of the credit registry and reporting systems in line with its medium-term roadmap. They 
included: (i) issuance of specific requirements regarding consumer credits notified to all banks and credit 
organizations in Armenia; (ii) amendments to the Charter of Financial System Stability and Development 
Consumer Protection Unit clarifying the role of said unit in relation to appeals relating to credit reports; 
(iii) the limitation of the CBA’s credit register functions starting in January 1, 2014; and (iv) improving 
the efficiency of credit reporting systems oversight.  

63. As a prior action for DPO-2, the government approved and submitted to parliament a series 
of legislative changes to create a modern framework for secure transactions, allowing the use of 
moveable assets as collateral for better access to credit, aiming to benefit small and medium sized 
companies. A total of 14 legal texts were prepared (including revisions to the Civil Code of Armenia, 
new draft law on registration of secured transactions and amendments to other respective laws).7 The new 
legal framework allows companies access to credit by collateralizing moveable assets, such as cars, 
furniture, etc., which is expected to benefit small and medium enterprises. Next steps to making the 
secured transaction registry operational are the procurement and installation of software by January 2015, 
preparation of needed connectors and adaptations in January-March 2015, preparation of the respective 
implementation regulations, training of users (banks, other lenders and users), and data transfer and 
consolidation from other registries by June 2015. The government will further review the draft legal texts 
during deliberations in parliament to make sure the envisaged registry is efficient and allows the easiest 
possible access especially to small and medium enterprises and individuals. 

  

7 a) Law on Registration of Rights in Movable Assets, b) Law on Amendments to Civil Code, c) Law on 
Amendments to Criminal Code, d) Law on Amendments to the Law on Registration of Legal Entities, e) Law on 
Amendments to the Law on Judicial Enforcement, f) Law on Amendments to the Law on State Property Rights, g) 
Law on Amendments on Banks and Banking, h) Law on Amendments on Insurance, i) Law on Amendments on 
Limited Companies, j) Law on Amendments on Mining Code, k) Law on Amendments on Law on trademarks, l) 
Law on Amendments on Law on Aviation, m) Law on Amendments on Tax Law, n) Law on Amendments on State 
Duty 
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64. The proposed trigger for DPO-3 is the following: 

• Government amends the law on secured transactions in the deliberative process in parliament 
with a view to: (i) include more movable assets, including bank accounts, securities and 
accounts receivables; (ii) make the registry accessible to all in the easiest, least costly manner 
and therefore not require the use of notaries and official service centers; and (iii) clarify the 
identification requirements for use of the registry. 

• Government amends insolvency legislation to enable out-of-court arbitration, corporate and 
debt restructuring, and enterprise refinancing. 

65. Result. The expected outcome of these policy actions is to improve the efficiency and 
transparency of the collateral regime and bankruptcy framework for a better access to credit, which will 
most likely benefit especially micro, small and medium enterprises (MSMEs) by the end of the series. 

Financial Sector Development 

66. The government’s 2009 decision to create a fully-funded, defined-contribution pension 
scheme based on individual accounts creates opportunities for financial sector development, 
although the impact will be reduced by the phased introduction. The pension reform was made 
effective in the beginning of 2014, but large scale protests erupted against some provisions, in particular 
the mandatory nature of the new pension contributions to employees in all sectors. Armenia’s highest 
court declared some provisions of the law unconstitutional in April 2014. Amendments to the pension law 
were adopted by parliament in June 2014, which change important provisions. Most importantly, they 
allow for a gradual implementation of the reform, with only public sector workers covered in 2014, while 
the private sector is slated to join in later. While pension funds are expected to provide stimulus to 
financial market development, the phased implementation reduces the reform’s impact.  

67. As a prior action for DPO-1, the government submitted to parliament a draft Law on 
Amendments to the Law on Funded Pensions and the Central Bank issued clarifications to some 
aspects of pension fund asset management. The amendments to the Law on Funded Pension System 
allow the CBA to determine the procedure for the distribution of pension accounts between licensed asset 
managers. Two international asset managers were appointed, which is a major achievement for a small 
market. However, the phased introduction of the pension scheme significantly reduces their expected 
volume of business at least in the initial years. 
 
68. The proposed trigger for DPO-3 is the following: 

• Parliament adopts the legal framework for consolidated supervision and full disclosure of real 
ownership of financial institutions and groups. 

69. Results. The expected outcome of these policy actions is a better foundation for financial sector 
development and stability. The pension funds provide much-needed long-term funding to banks and 
businesses, while a sound regulatory framework for pension asset management has attracted two reputed 
international asset management companies.  

Objective III: Improving Efficiency and Transparency of Public Administration 

Civil Service Reform 

70. Maintaining the professionalism and effectiveness of the Armenian civil service is hampered 
by the low level of public pay and cumbersome procedures. Both affect the capacity of the civil 
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service for policy formulation and support to government systems. Low pay and stringent requirements in 
terms of professional experience discourage applications from many qualified candidates for specialized 
professional positions (e.g. lawyers, economists, IT specialists). A centralized human resources 
management system further reduces the flexibility with which open positions can be filled (except for 
decentralized recruitment of Junior Staff). Regular mandatory attestations, which bear little relation with 
actual job requirements, further contribute to low staff morale and are not in line with modern 
performance assessment systems.  

71. On June 21, 2014, parliament passed amendments to the Law on Civil Service to enhance 
the flexibility of recruitment, promotion of professional staff, and to discontinue the mandatory 
periodical attestations.8 An effective system of staff training and professional development should 
ensure more balanced promotions, benefiting both men and women. The system of periodical attestation 
of civil servants will be replaced with the development of a modern performance evaluation system. 
Attestations will therefore be discontinued for staff achieving a high performance rating.  

72. As a prior action for DPO-2, the Civil Service Council, which is the authorized body for 
Armenia’s civil service policy, strengthened its performance evaluation system by adopting a 
comprehensive and mandatory job description catalogue specifying administrative and professional 
requirements and competencies for about fifty occupations in the Civil Service. The job descriptions 
specify professional requirements and competencies, and reporting relationships, which will be the basis 
for strengthened performance evaluation and screening job applicants in line with the changes in the Law 
on Civil Service adopted in DPO-1.  

73. The proposed trigger for DPO-3 is the following: 

• The government links pay awards to civil servants performance using the strengthened 
performance appraisal system. 

74. Result. The expected outcome of these policy actions is to increase the attractiveness of the Civil 
Service for professional staff, enhance performance evaluation, and thereby contribute to enhanced 
effectiveness of the public administration. 

e-Governance  

75. Moving from physical to electronic transactions can greatly increase efficiency in the public 
sector. This contributes to an improvement in the investment climate, and reduces opportunities for rent 
seeking and conflict of interest. The new electronic business model needs secure access to electronic 
services and interoperability of systems, which enables validating of information by allowing effective 
cross checks with third-party information available from different public databases.  

76. As a prior action for DPO-2, the government adopted a Strategy and an Action Plan for 
creating e-government applications (including further requirements for e-signatures, electronic 
administrative registries, information access, and interoperability of databases), and initiated the 
Strategy’s implementation with the submission to Parliament of a draft “Law on Personal Data 
Protection” and a draft “Law on Amendments to the Law on e-Signature and e-Documentation”. 
While the latter sets the technical requirements for digital connection with other public agencies and 
potential private users (businesses and citizens), the draft Law on Personal Data Protection sets the rules 
of processing and exchange of the collected individual data. Together, the two laws create a basis for 
interoperability of public databases and further enhancement of e-government solutions, including e-

8 Submission to parliament of the amendments was prior actions for DPO-1. 
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signatures, electronic administrative registries, electronic service delivery and information access. The 
government’s E-Governance Strategy Program outlines the principles and directions for further 
development of electronic governance in Armenia, which is also supported by ongoing World Bank 
investment projects.  

77. The proposed trigger for DPO-3 is the following: 

• The government makes effective the interoperability and automated cross check mechanisms 
between public e-government databases (in particular Ethics Commission, State Revenue 
Committee, property and business registers and State Cadaster). 

78. Result. The expected outcome of these policy actions is to improve the efficiency and 
transparency of the public administration through a wider and secure application of e-government systems 
by the end of the series. 

Objective IV: Expanding Social Assistance 

79. Armenia’s flagship social assistance program, the Family Benefits Program (FBP), is an 
important instrument to reduce poverty. The targeting accuracy of the program is good, but coverage 
of the poor is low, and has decreased in recent years along with the total number of beneficiaries despite 
the increase in poverty incidence after the crisis. Since 2011, measures have been taken to expand the 
overall number of beneficiaries.  

80. As a prior action for DPO-1, the government improved the coverage of the Family Benefits 
Program through improvements in the targeting formula. The group of FBP beneficiaries has grown 
from 86,138 households at the end of 2011 to about 100,000 households at end-2012; this expansion was 
achieved by adjusting the eligibility formula in response to the increase in poverty. The budget envelope 
expanded to cover up to 104,000 beneficiary families in 2014.  

81. Given the multiplicity of social protection services offered, the government aims to provide 
integrated delivery of services by public employment, pension and social assistance agencies. The 
government has begun piloting integrated access points for social service delivery. By 2015, a majority of 
access points are expected to be integrated. 

82. As a prior action for DPO-2, the government extended the coverage of the health benefits 
(waiver of co-payments) to the same group of households covered by the Family Benefits Program.  

83. The proposed trigger for DPO-3 is the following: 

• Government consolidates social service delivery in a majority of access points. 

84. Result. These measures are expected to streamline social welfare provision, increase more 
equitable coverage, and use resources more efficiently to address the needs of poor and vulnerable 
families.  

Objective V: Improving Fiscal Space and the Management of Environmental Resources 

Tax Revenue Mobilization 

85. Armenia’s tax revenue is low by international comparison. Revenue mobilization in Armenia 
is significantly lower than in Georgia, Moldova, and FYR Macedonia, which have similar levels of per 
capita income (however, it is higher than that in Thailand and El Salvador). Low tax revenue constrains 
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the government’s ability to provide social protection, invest in human and physical capital and support 
high growth. 

86. The government envisages a substantial increase in tax mobilization over the long term. 
Through a combination of tax policy and tax administration, the tax-to-GDP ratio is envisaged to increase 
to 27-28 percent of GDP by 2025 from 21.4 percent in 2012. In line with this long-term plan, the 
government has taken measures from 2011, including the introduction of a turnover tax on businesses 
which fall below the threshold at which Value Added Tax (VAT) is levied. Tax revenue has increased to 
23 percent of GDP in 2012-13, partly because of these measures.  

87. As a prior action for DPO-1, the government adopted ‘Guidelines on Strategic Principles 
for Review of Tax and Customs Legislation’, and approved a medium-term strategy on 
amendments to the tax and customs legislation. The paper envisaged legislative changes to introduce a 
unified system of real estate taxation and to update the tax base for property and land taxes, to regulate 
retail trade by physical persons through the postal service, and to eliminate tax exemption on non-interest 
income earned by financial institutions. However, in view of the important increase in the tax-to-GDP 
ratio since 2011, and the economic slowdown in 2014, the government decided to postpone some changes 
in tax policy, but eliminated a VAT tax exemption related to financial services which is likely to only 
have a small impact on revenue.  

88. As a prior action for DPO-2, the government improved tax mobilization through submitting 
to Parliament a draft “Law on Amendments to the Law on Value Added Tax”, which discontinues the 
exemption from VAT of financial brokerage services, and approved the package for the draft 2015 
State Budget, including a “Report on Tax Exemptions” in its Explanatory Note, which explains and 
provides revenue impact estimates of major tax expenditures, to be transmitted to Parliament on 
October 1, 2014. The greater transparency of tax exemptions will allow an informed debate about their 
merits in the future. A fundamental review with the aim of reducing tax expenditures will be conducted in 
the process of developing a new, unified tax code. 

89. The proposed trigger for DPO-3 is the following: 

• Government finalizes and submits to parliament a new tax code harmonizing tax procedures, 
tax base and tax rates. 

90. Result. The expected outcome of these policy actions is to improve revenue collection and reduce 
distortions from unequal application of taxes by the end of the series. 

Sustainability of Public Infrastructure  

91. The government faces challenges in increasing or maintaining the service level of 
infrastructure (roads, irrigation canals) and utilities (drinking water) despite significant progress 
through public-private partnerships. One of the main constraints to an improved road network remains 
the limited budget allocation and poor asset management of existing roads. Insufficient maintenance 
results in a vicious cycle of quick deterioration and costly rehabilitation. A road financing study will be 
prepared to define a workable plan for a phased implementation of sustainable financing for road 
maintenance and rehabilitation expenditures. Over the past decade, the country has made major strides to 
improve access, reliability and quality of drinking water with increased use of public-private partnerships 
(PPPs). Private sector participation is increasingly seen as a key component of sector reform strategies, 
and has yielded good results. Armenia is one of the pioneer countries in the region with such a successful 
PPP experience. The level of irrigation services has greatly improved over recent years, and management 
of most of the sector has been transferred to water user associations. However, water user associations are 
currently not recovering costs of maintenance. The World Bank will estimate costs and cost-recovery 
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tariffs to inform policy decisions through AAA. It will also provide detailed estimates of poverty and 
social impacts of cost recovery measures in these sectors in the program document for DPO-3.  

92. As a prior action for DPO-2, the government adopted an Action Plan on Drinking Water 
Sector Reforms, including the decision to create a new, nation-wide lease contract through the 
approval of Government Decree No. N883-N dated August 14, 2014, and (ii) has started the Action 
Plan’s implementation by issuing the tender for the transactions advisory for a new lease contract. 
The decision on the structure of the sector is a pre-condition for a successful tender, which in turn is a 
pre-condition for new PPP contracts for managing the drinking water infrastructure throughout Armenia, 
with current management contracts and leases running out.  

93. The proposed trigger for DPO-3 is the following: 

• The government adopts sector reform strategies for irrigation and roads with a view to 
implementing cost recovery tariffs and fees. 

94. Result. The expected outcome of these policy actions is to improve the financial sustainability of 
the road, water and irrigation sector by the end of the series. 

Mainstream Environmental Sustainability in the Mining Sector9 

95. Effective and transparent use of EIA tools for implementation, monitoring and enforcement 
remains a challenge. The new Mining Law developed under the previous DPO series mandates 
environmental and impact assessments (EIA). Modern standards of environmental care in natural resource 
industries have increased the compliance pressure on industries. Recognition of environmental issues has 
become a matter of great public concern. Therefore, the government aims at improving the impact 
assessment legislation and practices to align them with international conventions and to strengthen 
environmental governance, including through better coordination between authorities, greater 
transparency and public access to environmental information. The process of registration of companies 
whose activities have negative impacts on the environment was launched and some steps were taken 
regarding the legislation on integrated environmental permitting. However, there is an ongoing public 
concern over the weak institutional framework (in the Ministry of Nature Protection, MNP, and the 
Ministry of Energy and Natural Resources, MENR) and a lack of transparency in using mining resources 
and addressing environmental and social issues in the mining sector.  

96. Improved management of mine tailings and residues is also required. The mining industry is 
a major producer of residues resulting in loss and lock of fertile land, disorder of natural drainage 
patterns, erosion and water pollution. An amendment of the Law on Waste is needed to regulate the 
management of residues from the mining industry. The development impact of such action will result in 
significant avoidance of pollution and legacy costs.  

97. As a prior action for DPO-1, the government developed and adopted a new draft Law on 
Environmental Impact Assessment, which was passed by parliament in June 2014 alongside 
amendments to the Mining Law for better alignment. The new law was developed by a working group 
under the Ministry of Environment with civil society participation and following extensive consultations.  

98. As a prior action for DPO-2, the government strengthened its management of natural 
resources through: (i) Parliament approval of the Law on Environmental Impact Assessment on 
June 21, 2014 and necessary amendments to the same law on September 11, 2014 (ii) the approval 

9 The mining sector accounted for 3 percent of GDP in 2012, but provided less than 1 percent of employment. It has 
the potential to grow faster than real GDP over the medium term. 
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of the “one-stop-shop (OSS)” for mining rights in line with environmental and social guidelines. It 
now allows for an orderly processing of mining applications in line with the new legal framework with 
minimum hassle for project developers and arms-length transactions between developers and government 
approvers.  

99. The proposed trigger for DPO-3 is the following: 

• Government submits to parliament an amendment to the Law on Waste to include regulation 
of all mining waste. 

100. Result. The expected outcome of these policy actions is to ensure an effective implementation of 
the new Mining Code and EIA law by the end of the series, which should improve the environmental 
sustainability of mining and other investments. 

C. LINK TO CPS AND OTHER BANK OPERATIONS 

101. The DPO series is fully aligned with the Country Partnership Strategy (CPS). The CPS for 
FY 2014-17 was discussed by the Bank’s Board in November 2013. Discussions with various 
stakeholders during the preparation of the DPO series and the CPS were held in parallel.  

102. The measures supported by the DPO series form the backbone of implementation of the 
CPS. As the main policy-based lending instrument of the Bank, the DPO is aligned with and directed at 
providing support for the implementation of the government’s Armenia Development Strategy. The 
overall share of the DPO will be about 30 percent of the portfolio with a broad cross-sectoral content and 
leveraging of budget support operations from other partners, such as the Asian Development Bank (ADB) 
or the EU.  

103. The complementary efforts of programmatic support under the DPOs and investment 
lending will support reforms, institutional change and investments. The DPO-supported reforms in 
the areas of social protection, public administration, access to finance and others create a better policy 
environment for the implementation of investment projects under the CPS. An Institutional Development 
Fund (IDF) grant has been approved to enhance the capacity of Armenian institutions and key 
stakeholders to improve environmental governance, inclusion and transparency in the use of the country's 
mineral resources. A number of grant funded activities in the financial sector are being implemented or 
launched to follow up on the results of 2012 Financial Sector Assessment Program (FSAP), including in 
the areas of capital markets development and pension reform, access to finance and secured transactions, 
consumer protection and financial capability, enterprise accounting and audit reform. 

104. The International Finance Corporation (IFC) investment activities and advisory services in 
the country are supporting the strengthening of the business environment under the DPO series. 
IFC intends to continue its focus on the financial sector, as this is the most effective way for IFC to reach 
a large number of smaller businesses in the economy. To support its client banks, IFC will continue to 
provide short and medium-term finance and support recapitalization with equity or quasi-equity. During 
this period, SME finance and microfinance will remain key priorities. In the medium term, enduring 
priorities such as energy efficiency and housing finance are likely to again take precedence. IFC will also 
explore opportunities to reach key sectors, such as agriculture and mining, either directly or through 
financial intermediaries. IFC will collaborate closely with IDA/IBRD in these areas, many of which are 
included in the DPO series. Selected PPP advisory opportunities in healthcare and infrastructure may be 
considered depending on role the IFC can play. 
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D. CONSULTATIONS, COLLABORATION WITH IFIS AND OTHER DEVELOPMENT PARTNERS 

105. The government has well-established mechanisms for public consultations for major policy 
directions. The Armenia Development Strategy has gone through a substantial consultation process, 
including a two-day workshop with donors and civil society in July 2013. The main policy reforms in the 
DPO series are mirrored in the ADS, and were also discussed during consultations on the new CPS in 
June 2013. In addition, the team held meetings with civil society during appraisal.  

106. The ADB has a growing portfolio in Armenia. In addition to large-scale infrastructure projects, 
the ADB portfolio includes also budget support operations. The current cycle of policy-based operations 
of the Bank and ADB provides an opportunity for coordination and cross-support. 

107. The EBRD’s portfolio in Armenia is largely geared to supporting the private sector 
development agenda. Thus, DPO measures addressing improvements in business environment, 
innovation and competitiveness and other important components of the second generation reforms 
provides solid grounds to ensuring complementarities and better outcomes.  

108. In 2013, the EU was expanding its program in Armenia to support the implementation of 
the Eastern Neighborhood Partnership (ENP) Action Plan and a Deep and Comprehensive Free 
Trade Agreement (DCFTA). All seven rounds of DCFTA negotiations were successfully concluded in 
preparation of an Association Agreement between the EU and Armenia. The process will obviously 
evolve in a different direction in light of Armenia’s decision to join the Eurasian Economic Union, and 
the EU is currently reviewing its assistance strategy. Under this DPO series, the EU/Bank teams 
collaborated closely in some areas, while aiming to avoid overlap. 

V. OTHER DESIGN AND APPRAISAL ISSUES 

A. POVERTY, SOCIAL AND GENDER IMPACTS 

109. The team analyzed the potential distributional and gender effects of the policy measures. 
The objectives of the DPO program support the poor and bottom 40 percent of the population either 
indirectly by supporting job creation from the demand side (via improved business environment, and 
access to credit), better service provision (through improved public administration and fiscal space), or 
directly through transfers to the less well off (through expansion of targeted social assistance). 
Programmatic reforms supported under improved public administration are potentially beneficial for 
gender equity in civil services; expansion of Family Benefits Program could also have positive gender 
impacts. The direct distributional and gender effects of DPO-2 prior actions are expected to be either 
positive or neutral in the short term; water sector reforms could have spatial implications as well given the 
variability of drinking water services outside Yerevan (see Table 8).   

110. Reform in the recruitment and promotion of civil servants is expected to have a positive 
gender impact. Women represent about 58 percent of public employees. Although the majority of them 
are employed in the education and health sectors, women also constitute a large share of civil servants. 
Women employed in public administration and defense earn on average 70.8 percent of the average male 
salary in the same sector. The gender wage gap affects all sectors of economic activity and is 
symptomatic of broader labor market issues. In the civil service, like in most other fields, Armenia 
witnesses feminization of lower level jobs (i.e. junior positions) and limited representation of women in 
high and managerial roles. Targeted actions might be needed to ensure that human resources reforms 
within the civil service sector contribute to enhance the professional development and promotion of 
qualified women. 
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Table 8. Summary of Poverty, Social, and Gender Impacts 

DPO-2 Prior Actions 
Expected distribution, 
social, and gender 
impacts of reform 

1. Government adopts a Concept Note and submits to parliament a new law on 
inspection bodies clarifying governance structure and independence of inspection 
agencies  

2. Government adopts enhancements to the legal and regulatory framework for 
secured transactions, including an internet-accessible electronic register for 
movable collateral. 

Distribution neutral 

3. Civil Service Council develops a job description catalogue (with about 50 generic 
job descriptions) specifying administrative and professional requirements and 
competencies to form the basis for strengthened performance evaluation and 
screening job applicants. 

Potentially positive 
gender impact 

4. Government adopts enhancements to the legal and regulatory framework for secure 
utilization of e-commerce and e-government, including e-signatures, electronic 
administrative registries, information access, and interoperability requirements. 

Distribution neutral 

5. Government issues a tender for the development of a National Single Window 
(including software and business process engineering) for facilitating customs 
clearance of goods that require sanitary / phyto-sanitary control through the one-
stop-shop approach. 

Distribution neutral 

6. Government submits to parliament draft legislative amendment to remove the 
exemption from VAT of financial brokerage services and submits with the 2015 
State Budget an explanatory note which provides estimates of the revenue impacts 
of major tax expenditures. 

Distribution neutral 

7. Government adopts a decree outlining a new institutional structure for its oversight 
of the aviation sector with a clear distinction between 1) policy making, 2) 
execution of policies, and 3) control of implementation. 

Distribution neutral 

8. Government enhances the coverage of the health benefits (waiver of co-payments) 
to the same group of households covered by the Family Benefits Program. 

Positive impact on the 
less well off 

9. The government adopts a drinking water sector reform Action Plan, including a 
vision for the structure of the sector (number of companies, form of management 
and operators) and issues a tender for transactions advisory for a new lease 
contract. 

Distribution impact 
depends on measures 
implemented. Existing 
efforts to preserve 
affordability are 
regressive and service 
delivery outside 
Yerevan is poor 

10. Government operationalizes the one-stop-shop for mining rights in line with the 
new EIA law and E&S guidelines adopted by the MENR in agreement with MNP. 

Distribution neutral 

Source: World Bank staff. 
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111. The expansion of the health benefits to Family Benefit Program (FBP) recipients is expected 
to have positive distributional impacts. High and informal out-of-pocket payments for basic health 
services have discouraged utilization of health services by the less well off in Armenia while the 
provision of the subsidized health benefits (Basic Benefit Package) has been found to be effective in 
raising utilization of health care.10,11 The effect of high out-of-pocket payments for treatment and 
medicines is evident in the pattern of health budget shares across the distribution. In 2012, despite similar 
proportion reporting bad or very bad health condition (9 percent of the bottom quintile and 12 percent of 
the top quintile), the health budget share of the poorest quintile was only 2 percent compared to 8 percent 
for the richest quintile. International evidence suggests that the poor are more sensitive than the rich to 
health care utilization costs; reducing the out-of-pocket payments made by the poor should therefore 
stimulate health services utilization. The government offers a Basic Benefit Package to vulnerable 
families that provides highly subsidized or free health care services to those who are eligible. This 
program is modest in size and the DPO2 prior action to support a poverty-targeted expansion in program 
coverage will help reduce out-of-pocket payments for a larger proportion of the poor. The health benefits 
program identifies beneficiaries through the same complex scoring formula used to identify Family 
Benefit Program (FBP) beneficiaries. From January 1, 2015, the score at which households are eligible 
for the health benefits will become equal to that used to qualify FBP recipients. Calculations suggest that 
this move will expand the health benefit to cover about 425,000 individuals with an estimated cost of 
AMD 4 billion (US$11 million) per year, or about 5 percent of the annual health budget.12 

112. Drinking water reforms can potentially have distributional as well as spatial impacts given 
the existing patterns of share spent on drinking water by rich and poor households and the quality 
of service delivery especially outside Yerevan. On average, in 2011, households spent 1.3 percent of 
monthly household expenditures on drinking water. This low average share is below the notional 
thresholds (ranging from 2 percent to 4 percent of household expenditures) above which spending on 
water is considered unaffordable. However, the average share of expenditure on water reflects notable 
distributional and spatial features. First, share spent on drinking water decreases from 1.7 percent among 
the bottom 20 in the population to 1.1 percent for richest 20 percent of the population. Any support to 
keeping tariffs low for all disproportionately benefits the better off households as they consume more 
water than the less well-off do. Second, households’ budget share of drinking water is higher in Yerevan 
and other urban areas (about 1.4 percent) as compared to rural areas (1.1 percent). Among those in the 
bottom 20, residents of Yerevan spend a larger share of their budget on water (2 percent) as compared to 
those living in other urban areas (1.6 percent) or rural areas (1.4 percent). If an affordability threshold of 4 
percent of household expenditure is applied, a small proportion of households would be faced with 
unaffordable water costs (2 percent of poor households at the national level in 2011, Table 9). If the 2 
percent affordability threshold is used, a larger share of households would be affected (16 percent of poor 
households in 2011). This proportion reaches 27 percent of poor households in Yerevan, and only 9 
percent in rural areas (30 percent and 18 percent of poor households respectively when only households 
with positive water and sanitation expenditures are considered). 

  

10 World Bank. 2011. Armenia Demographic Change: Implications for Social Policy and Poverty. Report 63154-
AM.  
11 Angel-Urdinola, Diego F. and Shweta Jain. 2006. Do subsidized health programs in Armenia 
increase utilization among the poor? World Bank Policy Research Paper No. 4017. 
12 World Bank. 2011. Fiscal Consolidation and Recovery in Armenia: Impact of the Global Crisis on a Small Open 
Economy. 
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Table 9. Percentage of households spending above the water affordability threshold, 2011 

 
above 2% threshold  above 4% threshold 

 
Armenia Yerevan Other Urban Rural  Armenia Yerevan Other Urban Rural 

All Households 
    

 
    Poor 16.17 27.09 15.28 9.08  2.13 4.00 2.35 0.46 

non poor 8.57 12.18 10.54 2.86  0.96 1.34 1.33 0.22 

FB beneficiaries 9.30 17.37 10.68 3.80  1.42 3.86 1.56 0.03 

non beneficiaries 10.88 15.23 12.42 4.75  1.28 1.79 1.71 0.32 

All 10.73 15.35 12.23 4.65  1.29 1.91 1.69 0.29 

Households with positive water and sanitation expenditures 
 

    Poor 22.39 29.86 19.41 17.93  2.94 4.41 2.98 0.92 

non poor 11.07 13.00 11.80 5.84  1.24 1.43 1.49 0.44 

FB beneficiaries 13.81 20.18 12.58 9.39  2.11 4.48 1.84 0.07 

non beneficiaries 14.16 16.29 14.51 9.39  1.66 1.92 1.99 0.63 

All 14.13 16.50 14.29 9.39  1.70 2.05 1.98 0.58 
 

113. The drinking water expenditure share patterns reflect a combination of service quality 
(supply duration) as well as non-payment. Although the duration of water supply service has 
significantly increased between 2008 and 2011, the improvement has mainly occurred in Yerevan, where 
households supplied continuously with water increased from 40 to 74 percent of indoor tap owners and 
the average supply duration increased from 14 to 20 hours per day. In other urban areas, water service 
remained insufficient for most households: only 34 percent of indoor tap owners were supplied with water 
for more than 20 hours per day in 2011 (the average duration is about 12 hours per day) which is even 
less than in rural areas where 49 percent of the indoor tap owner are supplied with continuous service (the 
average duration of water supply is about 16 hours per day for these households). In addition, the richer 
the households enjoy marginally longer supply duration (18 hours per day for the poorest households and 
20 hours per day for the richest households). Households equipped with indoor taps reporting no 
expenditures for water and sanitation services dropped from 31 percent in 2008 to 17 percent in 2011. 
This drop in non-reporting of expenditures is the sharpest in Yerevan going from 16 percent in 2008 to 7 
percent in 2011. In other urban areas and more importantly in rural areas, the non-expenditure for water 
service among indoor tap owner remains high (14 percent and 41 percent respectively). 

B. ENVIRONMENTAL ASPECTS 

114. The DPO does not support policies that will impact negatively natural resources and the 
environment.  It is expected that the policy measures supported by the DPO will improve specific 
policies for the management of the environment and natural resources. They will support the development 
of a legal and regulatory environment conducive to sustainable development. The DPO design also builds 
on the analytical framework of the Armenia Country Environment Analysis (CEA, FY10) and the 
Armenia Environmental Sector Notes (FY2014). The DPO aims to address specific policy shortcomings 
identified in the analysis. Specifically, this includes strengthening the national Environmental Impact 
Analysis legislation and tools for enhancing the implementation of the regulatory provisions concerning 
environmental and social issues in the mining sector.  

115. Special attention was given to ensuring that the new EIA law includes good practice 
requirements for environmental stewardship. Improvements to the 1995 EIA law will address specific 
issues related to the mining sector such as proper handling of waste, protection of water courses from 
industrial residue, prevention of land erosion and polluted floods in order to improve the livelihoods of 
mining communities in the medium term.  
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C. FIDUCIARY, DISBURSEMENT AND AUDITING ASPECTS 

116. The overall foreign exchange and public financial management risks are acceptable for this 
operation. The government’s PEFA self-assessment was conducted in 2013 (published in 2014) with 
support from the EU and GIZ. As per the PEFA report, the PFM system performance has remained strong 
(scores of at least B) for 16 out of the 28 performance indicators (PIs). The PEFA ratings have improved 
for nine PIs (including cash management, internal audit, accounting and financial reporting, external audit 
[Supreme Audit Institution], etc.) reflecting progress in implementing PFM reforms since 2008, however 
some of those critical PFM elements still remain weak. There was little improvement (still rated D+ or 
below) in a few areas/indicators such as Oversight of Aggregate Fiscal Risk (PI-9), Effectiveness in 
Collection in Tax Payments (PI-15), Effectiveness of Payroll Controls (PI-18), Quality and Timeliness of 
Annual Financial Statements (PI-25), Legislative Scrutiny of External Audit Reports (PI-28). More 
specifically (i) the extent of central government monitoring of autonomous government agencies and 
public enterprises is still not adequate (PI-9); (ii) tax arrears have ranged between 13-17 percent of annual 
tax collections (PI-15); (iii) integrity of the payroll is significantly undermined by lack of reconciliation 
between the establishment list, personnel record and the payroll (PI-18); (iv) annual budget execution 
reports are not consistent with IPSAS or national accounting standards consistent with IPSAS (PI-25); 
and (v) no recommendations are being issued by the legislature and hence implemented by the 
government on the basis of the annual report of the Chamber of Control (the Supreme Audit Institution) 
as no such procedures are defined by the Constitution.  

117. The previous DPO supported adoption of an integrated PFM reform strategy. The 
government, with the technical support of the EU, plans to update the 2011-2020 Strategy for Reforming 
the PFM System and its Action Plan, which would also address the above shortcomings of the PFM 
system. Government budgets are published on the Ministry of Finance’s website. The treasury has a 
robust system in place and all Bank-financed project accounts were transferred into the treasury in 
December 2010 and have been satisfactorily maintained. 

118. The government is continuing to improve its PFM system. A Law on Internal Audit has been 
adopted and a modern internal audit system with internal audit standards and detailed manuals has been 
established. The government has developed Armenian Public Sector Accounting Standards (APSAS) 
based on International Public Sector Accounting Standards (IPSAS), chart of accounts, and draft law on 
public sector accounting with the Bank support. The law was recently adopted by the parliament. The 
APSAS have been successfully piloted and are now planned to be rolled out by the government. 
Moreover, a comprehensive fiduciary control framework over non-commercial organizations (NCOs) has 
been designed to help manage the fiscal risk posed by NCOs as well as improve the quality of service 
delivery by these state organizations. The Chamber of Control (Armenian supreme audit institution, 
COC) has been made independent from parliament and a new law enhancing its mandate was enacted as a 
result of amendments in the constitution in 2005. The Bank assists the COC in strengthening its capacity 
to conduct financial and compliance audits in line with International Standards of Supreme Audit 
Institutions (ISSAI).  

119. The CBA’s foreign exchange management is transparent and subject to adequate 
operational controls, and the CBA maintains safeguards in its financial reporting practices, the 
external audit mechanism, and the internal audit function. This was reconfirmed in the latest central 
bank safeguards assessment by the IMF in 2014. The CBA adopted the International Accounting 
Standards (now International Financial Reporting Standards, IFRS) in 1996 and has been audited by 
internationally recognized auditing firms. Independent auditors have issued unqualified opinions on 
recent CBA financial statements including for FY 2013. As a result, CBA safeguards, the PFM system 
and the government’s commitment to reform, taken together, are adequate to support the operation with 
the fiduciary risk for the operation assessed as moderate. 
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120. Borrower and credit amount: The Borrower will be the Republic of Armenia. Upon 
effectiveness of the Financing Agreement, expected in December 2014, the proposed single-tranche 
IBRD loan of US$75 million will be made to the Republic of Armenia, represented by the Ministry of 
Finance (MoF). The effectiveness provision will be a legal opinion by Armenia that it has followed its 
laws and procedures for the ratification of the credit agreement. The proposed IBRD loan will have a 
maturity of 25 years including a 14.5-year grace period. 

121. Disbursement: The Bank will disburse the Loan in US dollars in the MoF’s US dollar deposit 
account in the Central Bank of Armenia. The Borrower shall ensure that upon deposit of the proceeds of 
the Loan into the said account, an equivalent amount will be credited in the Borrower’s budget 
management system, in a manner acceptable to the Bank, that is: the MoF’s budget account will be 
credited with the Armenian dram equivalent at the official exchange rate within 30 days of disbursement. 
The foreign exchange proceeds of the proposed DPO-2 will be sold by the CBA or held in reserves, in 
accordance with the objectives of monetary policy. The MoF will be responsible for the operation’s 
administration and for preparing the withdrawal application, maintaining the deposit account at the CBA, 
as required. The MoF, with the assistance of the CBA, will maintain records of all transactions under the 
DPO-2 in accordance with sound accounting practices. 

122. Reporting, auditing and closing date: Considering the Bank’s knowledge of the public finance 
management systems and the ongoing improvements of these systems, the positive assessment of the 
CBA made by IMF, previous unmodified audits of deposit account under Poverty Reduction and Support 
Credits (PRSCs), and unmodified opinions issued by the CBA’s auditor on the recent years financial 
statements, no additional fiduciary arrangements including audit will be required for the deposit account. 
The closing date of the proposed loan will be March 31, 2015. 

123. Confirmation and eligible expenditure: The Borrower will provide to IBRD a confirmation that 
the amount of the DPO-2 has been credited to the account that is available to finance budget expenditures 
within 30 days from the date of receipt of the amount (the format of the confirmation letter should be 
acceptable to IBRD). The administration of the loan will be the responsibility of the MoF.  

D. MONITORING AND EVALUATION 

124. The government has designated the Ministry of Finance as the main counterpart for the 
DPO program. The Deputy Minister is responsible for policy coordination and overall project 
implementation, relying on assigned officials in the different government agencies. The same deputy 
minister is responsible also for donor coordination and macroeconomic policies in the Ministry of 
Finance, and is thus well placed to implement the DPO. 

125. The proposed operation is aligned with the goals specified in the government’s strategic 
policy documents, with a detailed matrix of expected outcomes and monitoring indicators. The 
government monitors the implementation progress in line with procedure stipulated by the Prime-
Minister’s Decree # 803-N approved on September 24, 2009. The Decree sets standards and requirements 
for preparation, discussion and monitoring of the government’s action plans and strategic development 
programs. Besides setting generic requirements for strategic program preparation, the decree defines also 
a procedure for organizing discussions, addressing received comments and settling disputes. The Decree 
defines the basic framework for monitoring and reporting, including time frames for each reporting 
category and responsible officials’ follow up actions. Attachments of the Decree specify reporting 
formats, including basic requirements on the presented information - the program/reform action, expected 
outcomes, the main responsible public agency, co-responsible agencies, deadlines, financing requirements 
and a reference to the government’s legal and/or policy documents. 
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126. The government has sufficient institutional capacity for program monitoring. As the 
experience of the last few years shows, the above described framework of policy preparation, discussion 
and monitoring has been institutionalized in Armenia. Amendments made in 2011 introduced new 
requirements pertaining to prioritization of policies and program actions and streamlining deadlines for 
different submissions. Armenia subscribed to the IMF’s General Data Dissemination System in 2002 and 
is a compliant country. The overall data quality, availability, and timeliness of released statistics are in 
line with international standards (www.armstat.am). 

VI. SUMMARY OF RISKS AND MITIGATION 

127. The operation is subject to several risks of domestic and external origin. Such risks include:  

(i) Political and governance risks:  

• Vested interests could undermine program implementation. To mitigate this risk and 
to secure passage of key program-supported legislation through parliament, the 
authorities have increased outreach efforts to broaden the political support for the 
reforms, particularly among beneficiaries (i.e., the poor and the middle class). The Bank 
is supporting the authorities in these outreach efforts. The team had extensive meetings 
with CSOs in the context of the new mining law during the last DPO series, and has 
continued consultations for the new EIA law. Findings of the Public Expenditure 
Review (PER) and the CEM were presented in public forums. The team has also sought 
inputs from business leaders on the strategy. It will continue outreach efforts, possibly 
also with parliamentarians, as it has done in the past.  

• Geopolitical tensions are high in the region, most specifically with regard to the 
Nagorno-Karabakh conflict. The Government of Armenia is engaged with the Minsk 
Group of countries under the Organization for Security and Co-operation in Europe 
(OSCE) in their efforts to assist the parties in finding a peaceful solution to the Nagorno-
Karabakh conflict.  

(ii) Macroeconomic risks: 

• The Armenian economy could be strongly affected by deteriorating external 
conditions. Spill-overs to Armenia of a recession in Russia would follow trade, finance, 
and investment channels. A disorderly external adjustment remains a risk, given the still-
large external current account deficit and dependence on remittances, largely from 
Russia (the IMF highlights concerns with what it considers continuing overvaluation of 
the dram in this context). With regard to the trade channel, a global slowdown would 
probably lead to moderation in global non-food commodity prices. This would benefit 
Armenia on the import side through a lower fuel import bill, however, it would also 
harm Armenia’s earnings from exports of minerals and metals.  

• The government’s sound policy framework and official support are likely to 
mitigate impacts of external shocks. The government is rebuilding macroeconomic 
buffers to be able to cushion the economy against any possible external shocks. It has 
reduced the fiscal deficit significantly since the global financial crisis, and its medium 
term expenditure framework envisages reducing the public debt-to-GDP ratio over time. 
The central bank’s flexible inflation targeting regime, as well as a flexible exchange rate, 
are well suited to respond to external shocks, and the level of foreign exchange reserves 
will be kept at a comfortable level. 
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(iii) Operational design, implementation, and sustainability: 

• The government’s implementation capacity is low, particularly at the mid-levels of 
the civil service and weak capacity for implementation and enforcement could 
diminish the positive effect of policy improvements. The government has set up a 
steering committee for the DPO program chaired by the Minister of Finance. The Bank 
and IFC advisory services are supporting the government’s efforts by selectively 
providing technical assistance in key areas, such as social protection, customs, aviation, 
competition framework, pension and capital markets reform, business environment, 
irrigation and road sector policy. Furthermore, several Bank investment projects or 
donor-supported programs are expected to continue to provide institution-building in key 
policy areas covered by the DPO. The Bank is complementing the DPO support with an 
IDF grant for capacity development for environmental governance, inclusion and 
transparency in the mining sector.  

128. To manage risks, the DPO team is holding frequent consultations with the government on 
the evolving policy environment. The team has also intensified its macroeconomic monitoring, and 
discussions with the Ministry of Finance and the IMF. The strong relationship between the government 
and the Bank helps ensure frank and clear policy discussions at the highest levels.  
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Annex 1. Policy And Results Matrix 

Medium Term 
Objectives 

Policy Actions 

Expected Outcome Result Indicators 

Result Indicator 
Values (Baseline 

2012, Target 
2016, unless 

otherwise 
indicated) 

DPO-1 Prior Actions DPO-2 Prior Actions DPO-3 Triggers 

Strengthening 
the Business 
Environment  

The government has merged 
two inspection agencies (Labor 
Inspectorate and Anti-
Epidemiology Inspectorate) 
aiming to reduce the burden of 
inspections on businesses 
pursuant Government Decree 
No. 857 dated July 25th, 2013.  

The Borrower has: (a) adopted a new reform 
strategy for optimization of its inspection 
agencies system through Protocol Decree No. 
40-59 of September 25, 2014, and (b) submitted 
to Parliament a draft “Law on Inspection 
Bodies” establishing greater independence, 
oversight, and transparency of inspections as 
evidenced by the Prime Minister’s transmittal 
letter 01/23.18/16012-14 dated September 26, 
2014.  

Government streamlines 
inspections in line with the 
reform strategy and the new 
law. 

Reduction of the burden of 
inspections on businesses. 

Management boards 
functioning for all 
inspection agencies 

Baseline: 0 
Target: 
management 
boards 
functioning  

 The Borrower has implemented measures to 
strengthen its management of cross border 
transactions, including through: (i) amendments 
approved by Parliament on May 20, 2014 to 
Article 128 of the Customs Code to allow 
electronic declaration as a valid mode of 
customs clearance to expedite processing; (ii) 
implementation of the “single window 
approach” for of goods that require phyto-
sanitary control through the initiation of the 
process for contracting special software and 
business process engineering that would 
facilitate customs clearance through 
Government Order No. 02/23.18/13691-14, 
dated August 29, 2014.  

Government establishes 
joint controls at border 
crossings with Georgia. 

Increase the efficiency and 
transparency of customs 
operations. 

Percentage of non-
energy imports 
processed through 
“single window 
approach”. 

Baseline: 20  
Target: 45 
 

The government (a) through 
Government Protocol Decree 
No. 22 dated June 6th 2013 has 
adopted a new policy on 
aviation (b) has published in 
the General Department of 
Civil Aviation (GDCA) 
website air services agreements 
and respective amendments 
aiming to raise transparency in 
the aviation sector, and (c) has 
completed and published a 
study on policy options for the 
liberalization of the air 
transport sector. 

The Borrower has created a new institutional 
structure for its oversight of the aviation sector, 
which separates the responsibility for policy 
making and implementation, now to be handled 
by the Ministry of Economy, from certification 
and technical regulation, to be handled by the 
General Department of Civil Aviation (GDCA); 
a multi-stakeholder council will be in charge of 
licensing decisions and instructing the GDCA 
on approvals of applications for air services to 
increase transparency and accountability as 
evidenced by Government Decrees No. 856-N 
and No.859-N introducing changes to the 
Charters of the Ministry of Economy and of the 
GDCA, respectively, passed on August 14, 
2014; and Government Decree No. 1022-N 
dated September 25, 2014. 

Parliament adopts a new 
Law on Aviation clearly 
delineating the 
responsibilities for 
regulating the aviation 
sector. 

Improve air connectivity. 
 
 

Number of airlines 
serving Yerevan 
airport. 
 
 

July-September 
average 
Baseline: 33 
2014: 36 
Target: 40 
 

Improving 
Access to Credit 

The Central Bank has 
implemented a series of 
measures to enhance the 
operation of the credit registry 
and reporting systems, 

The Borrower has adopted a series of legislative 
changes to create a modern regulatory 
framework for secure transactions, allowing the 
use of moveable assets as collateral for better 
access to credit, aiming to benefit small and 

Government aims to amend 
the law on secured 
transactions in the 
deliberative process in 
parliament with a view to (i) 

Efficiency and 
transparency of collateral 
regime is improved for 
better access to finance. 
 

Number of credit 
reports on individuals 
issued. 
 
 

Baseline: 75,000 
Target: 150,000 
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Medium Term 
Objectives 

Policy Actions 

Expected Outcome Result Indicators 

Result Indicator 
Values (Baseline 

2012, Target 
2016, unless 

otherwise 
indicated) 

DPO-1 Prior Actions DPO-2 Prior Actions DPO-3 Triggers 

including (i) issuance of 
specific requirements regarding 
consumer credits notified to all 
banks and credit organizations 
in Armenia, (ii) amendments to 
the Charter of Financial 
System Stability and 
Development Consumer 
Protection Unit clarifying the 
role of said unit in relation to 
credit report matters; (iii) the 
limitation of the CBA’s credit 
register functions starting in 
January 1, 2014; (iv) clarifying 
and consolidating the 
responsibility for credit 
reporting systems oversight by 
(a) amending the charters of 
Supervision, Legal, and 
Financial Stability 
Departments, (b) defining the 
role of the Consumer Rights 
Protection Unit, and (c) 
establishing the responsibility 
for unified oversight and 
enforcement for all financial 
institutions in the “Licensing 
and Supervision Committee”; 
as evidenced by CBA’s 
Chairman Decisions No 
1/599A dated July 16, 2013 
and No 1/710L dated August 
08, 2013; and CBA Circular 
dated July 4th, 2013.  

medium sized companies; and submitted said 
legislative draft changes to Parliament in 
September 2014, which include: a) Law on 
Registration of Rights in Movable Assets, b) 
Law on Amendments to Civil Code, c) Law on 
Amendments to Criminal Code, d) Law on 
Amendments to the Law on Registration of 
Legal Entities, e) Law on Amendments to the 
Law on Judicial Enforcement, f) Law on 
Amendments to the Law on State Property 
Rights, g) Law on Amendments on Banks and 
Banking, h) Law on Amendments on Insurance, 
i) Law on Amendments on Limited Companies, 
j) Law on Amendments on Mining Code, k) 
Law on Amendments on Law on trademarks, l) 
Law on Amendments on Law on Aviation, m) 
Law on Amendments on Tax Law, n) Law on 
Amendments on State Duty; as evidenced by 
Prime Minister’s transmittal letter No. 
01/23.18/14616-14 of September 5, 2014 and 
attachments. 

include more movable 
assets; (ii) make the registry 
accessible to all in the 
easiest, least costly manner; 
and (iii) clarify the 
identification requirements 
for use of the registry. 
 
Government amends 
insolvency legislation to 
enable out-of-court 
arbitration, corporate and 
debt restructuring, and 
enterprise refinancing. 

Improved business 
environment for entry and 
growth of firms. 

Time required for 
resolving insolvency in 
Doing Business 
Report.  

Baseline: 1.9 
years 
Target: 1.5 years 

 The government in the 
government session of August 
22, 2013, has adopted a draft 
Law on Amendments to the 
Law on Funded Pensions and 
submitted it to Parliament for 
approval on August 28th 2013; 
and the Central Bank, through 
its Governing Board meeting 
held on September 9, 2013 has 
issued clarifications to some of 
the provisions of Article 44 of 
said law to enhance pension 
fund asset management. 

 Government/CBA adopt the 
legal and regulatory 
framework for consolidated 
supervision and full 
disclosure of real ownership 
of financial institutions and 
groups.  

Promote financial sector 
development. 
 

Number of 
international asset 
managers operating in 
Armenia. 

Baseline: 0 
Target: >1 

Improving The government in the The Borrower through the Civil Service Council Government links pay Link wages with Share of eligible Baseline: None 
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Medium Term 
Objectives 

Policy Actions 

Expected Outcome Result Indicators 

Result Indicator 
Values (Baseline 

2012, Target 
2016, unless 

otherwise 
indicated) 

DPO-1 Prior Actions DPO-2 Prior Actions DPO-3 Triggers 

Efficiency and 
Transparency of 
the Civil Service 

government session of July 25, 
2013, has adopted a draft Law 
on Amendments to the Civil 
Service Law designed to 
enhance the flexibility of 
recruitment, promotion of 
professional staff, and 
discontinue the mandatory 
periodical attestations, and 
submitted it to Parliament for 
approval on August 2nd 2013 

Decree No. 833-A dated September 23, 2014, 
has strengthened its performance evaluation 
system, by adopting a comprehensive and 
mandatory job description catalogue specifying 
administrative and professional requirements 
and competencies for about fifty occupations in 
the Civil Service. 

awards to Civil Servants’ 
performance using the 
strengthened performance 
appraisal system.  
 

productivity, create 
workable incentive 
schemes.  
 
The Civil Service becomes 
more attractive for 
professional staff and the 
number of external 
applicants increases. 

external applicants 
during competitions 
for non-junior 
(professional) civil 
service positions.  

Target: >10% 
 

 The Borrower has: (i) adopted through Protocol 
Decree No 14  dated April 10, 2014 a Strategy 
and an Action Plan for creating e-government 
applications (including further requirements for 
e-signatures, electronic administrative registries, 
information access, and interoperability 
requirements for databases, etc.), and (ii) 
initiated the Strategy’s implementation with the 
submission to Parliament of a draft “Law on 
Personal Data Protection” and a draft “Law on 
Amendments to the Law on e-Signature and e-
Documentation” as evidenced by the Prime 
Minister’s transmittal letter dated September 5, 
2014, No. 01/23.18/14668-14 and its respective 
attachments. 

Government makes effective 
the interoperability and 
automated cross check 
mechanisms between public 
e-government databases (in 
particular Ethics 
Commission, SRC, property 
and business registers and 
State Cadaster) in line with 
the Electronic Transactions 
Act provisions. 

Public administration 
efficiency and 
transparency is improved 
through wider and secure 
application of e-
government systems. 

Number of electronic 
IDs and certificates 
issued.  
 
 

Baseline: 26,000 
Target: 250,000 
 
 
 

Expanding 
Social 
Assistance 

The government through 
Government Decree No. 1859 
–N, dated December 29, 2011, 
has improved the targeting 
accuracy and coverage of the 
Family Benefits Program 
through improvements in the 
targeting formula.  

The Borrower has extended the coverage of the 
health benefits (waiver of co-payments) to the 
same group of households covered by the 
Family Benefits Program through the Law on 
2014 State Budget.  
 

Government consolidates 
social service delivery in a 
majority of access points. 

The coverage of FBP and 
health benefits increases. 
 
Efficiency gains from 
consolidation. 
 
 

Number of households 
covered by the Family 
benefit Program. 
 
 
Number of 
consolidated social 
service access points. 

Baseline: 86,138 
(Dec. 2011) 
Target:104,000 
in December 
2015 
 
Baseline: 0 
Target:30 

Improving 
Fiscal Space and 
the Management 
of Public 
Infrastructure 
and 
Environmental 
Resources 

The government through 
Government Protocol Decree 
No.29, Item 33 dated July 25th 
2013, has adopted “Guidelines 
on Strategic Principles for 
Review of Tax and Customs 
Legislation”, including the 
review of tax exemptions and 
excise rates with the aim of 
identifying areas for improving 
revenue collection, and 
approved a medium-term 
strategy on amendments to the 
tax and customs legislation.  

The Borrower has: (i) improved tax 
mobilization through submitting to Parliament a 
draft “Law on Amendments to the Law on Value 
Added Tax”, which discontinues the exemption 
from VAT of financial brokerage services as 
evidenced by the Prime Minister’s transmittal 
letter dated September 19, 2014, No. 
01/23.18/15551-14, and (ii) approved the 
package for the draft 2015 State Budget, in 
Government Session of September 25, 2014, 
including a “Report on Tax Expenditures”  in its 
Explanatory Note, which explains and provides 
revenue impact estimates of major tax 
expenditures, transmitted to Parliament on 
October 2, 2014. 

Government finalizes and 
submits to parliament a new 
tax code harmonizing tax 
procedures, tax base and tax 
rates. 

Transparency of revenue 
impact of tax expenditures, 
clearer, streamlined tax 
system. 

Information on tax 
expenditures publicly 
available. 
 
 
 
 

Baseline: not 
available 
Target: anual 
detailed report on 
tax expenditures 
available 
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Medium Term 
Objectives 

Policy Actions 

Expected Outcome Result Indicators 

Result Indicator 
Values (Baseline 

2012, Target 
2016, unless 

otherwise 
indicated) 

DPO-1 Prior Actions DPO-2 Prior Actions DPO-3 Triggers 

 
 The Borrower has: (i) adopted an Action Plan 

on Drinking Water Sector Reforms, including 
the decision to create a new, nation-wide lease 
contract through the approval of Government 
Decree No. N883-N dated August 14, 2014, and 
(ii) has started the Action Plan’s implementation 
by issuing the tender for the transactions 
advisory for a new lease contract, as evidenced 
by the announcement published on: 
www.scws.am, www.procurement.am, and  in 
the government’s official newsletter dated 
September 11, 2014. 

Government adopts road and 
irrigation sector reform 
strategies. 

Financial sustainability and 
enhanced asset 
management. 

Percentage of road 
network which is 
routinely maintained.  
 
Number of WUAs 
setting fees according 
to their business plans. 
 

Baseline: 0 
Target: >60 

 
Baseline: 0 
Target: >5 

The government has developed 
and adopted a new draft Law 
on Environmental Impact 
Assessment in line with good 
international practices and it 
submitted to Parliament for 
approval on August 2nd, 2013. 

The Borrower has strengthened its management 
of natural resources through: (i) Parliament 
approval of the Law on Environmental Impact 
Assessment on June 21, 2014 and necessary 
amendments to the same law on September 11, 
2014 (ii) the approval of the “one-stop-shop 
(OSS)” for mining rights in line with 
environmental and social guidelines, as 
evidenced by Government Protocol Decree No. 
29.6/209727-14(37) of September 4, 2014.  

Government submits to 
parliament amendments to 
the Law on Waste to include 
regulation of all mining 
waste. 

The new Mining Code and 
EIA law are fully 
implemented. 
Improved environmental 
governance in the mining 
sector; effective 
implementation of the 
provisions of the mining 
code with regard to 
environmental and social 
considerations. 

License applications 
issued through the 
OSS. 
 
Mining licenses issued 
in accordance with the 
new law on waste. 
 

Baseline: 0 
Target: >1 

Baseline: 0 
Target: >1 
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Annex 2. Letter of Development Policy 
  
   October 6, 2014 

 
 

Letter of Development Policies 
Republic of Armenia 

 
 

 
To Mr. Jim Yong Kim,  
President of the World Bank 
Washington D.C., USA 

 

Dear Mr. Kim, 

I avail myself to the opportunity to extend the assurance of my highest consideration on behalf of 
the Republic of Armenia. 

In this Letter we would like to present an overview of the economic developments and the 
anticipated trends for the current reforms in the Republic of Armenia. 

Armenia’s post-crisis production output levels recovered and consistent growth indicators were 
observed in the Armenian economy over the last years. This happens in a situation where global 
economic growth forecasts are consistently adjusted downwards for two subsequent quarters testifying to 
a reducing external demand, as well as the imminence of deterioration of the economic situation 
associated with geo-political risks – particularly, the ones associated with the Russian economy - is still 
substantial. Under these conditions, Armenia’s economic developments are the result of the policy for 
triggering gross supply adopted by the Government of the Republic of Armenia which has led to 
qualitative shifts in the economic growth structure of Armenia in favor of the exportable sector. 
Progressive growths were observed during the post-crisis period in the exportable sectors of the economy 
which are more productive compared to the non-exportable ones. In this aspect, as a result of the recent 
economic developments, the exportable industrial sub-sectors have taken the role of leading sectors of the 
economy contributing to the economic growth.  

Government Program  

Following the 2013 presidential elections and formation of a new government in April, 2014, the 
newly appointed government confirmed through its activity program that over the next four years the 
economic growth of Armenia should be ensured based on such a development which relies on internal 
resources of the economy, as well as the industrial policy for increasing exports implemented through a 
coordinated and efficient use of internal resources. Through the implementation of its program, the 
Government of the Republic of Armenia aims to ensure during 2014-2017 progressive economic growth 
rates compared to developed countries by achieving in the medium term a GDP growth by 5.3 percent, a 
gradual increase of the minimum salary up to the level of AMD 65.000 and a poverty level reduced by 9 
percentage points. In order to meet the above targets, the Armenian Government has envisioned in its 
program: (i) to pursue a policy that fosters economic growth and (ii) to continue and strengthen its pro-
poor social policy. 

 (a) The possibilities of the Armenian Government and the Central Bank for implementing the 
fiscal and monetary policies are more limited to the targets of debt sustainability and hence, price and 
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financial stability. Under these conditions the main priority of the policy for fostering the economic 
growth is to trigger gross supply for which an attractive business environment will be created and 
exporting opportunities will be expanded. In order to create preconditions for economic development, the 
Armenian Government has undertaken actions to ensure the sustainability of export-based industrial 
policy.  

(b) Consistent implementation of the pro-poor social policy is crucial for the country because the 
2009 economic crisis fairly deepened the poverty level. The economic and social policies ran by the 
Armenian Government aim to ensure decent jobs and well-being for the population. Consistent job-
creating policy aimed to achieve the mentioned objective and thereby ensure fair compensation will 
supersede the pursued structural and sectoral policy objectives.  

While the existing and emerging uncertainties persist in the global economy, under its new 
program the Government will also accomplish its long-term targets and policies which are now postponed 
due to high crisis-driven uncertainties but still remain relevant. In the meantime, the Armenian 
Government will strengthen the capacities for identifying and neutralizing potential risks of failure 
accomplish them, seeking to ensure the performance of long-term targets and to secure possible realistic 
outcome. The Government considers that the pursuit of long-term targets in a post-crisis environment is a 
higher imperative for the efficient functioning of our economy, and the strengthening of triggers and 
bases for economic growth – whose weakness was revealed by the crisis – is recognized as a top priority.  

The RA Government initiated and through its Decree No. 442-N of March 27, 2014 validated the 
RA Government 2014-2025 Long-term Development Strategic Program (LDP). The LDP represents 
the revised version of the Sustainable Development Program which, because of the crisis, remained 
unimplemented. The LDP identifies the overall set of national social-economic development priorities, 
objectives, main development impediments and constraints, key reforms and policy tools necessary for 
accomplishing the priority objectives. Furthermore, in view of the peculiarities of the country’s current 
stage of development, expanding employment through creation of quality and highly productive jobs is 
promulgated as the main goal of the Program which, in turn, is based on the below three priorities: 

1) Economic policy aimed to ensure sustainable and rapid economic growth rate; 

2) Active social and income policy targeting vulnerable groups of population (including the poor);  

3) Modernization of the country’s administration system, including increasing the efficiency of 
public administration and ensuring progressive growth of the available resource package. 

As opposed to the previous phases of economic development where economic growth was 
ensured primarily thanks to increased labor productivity, it is expected that through actions which will be 
implemented under the LDP, during 2014-2025 labor productivity will account for at least 80 percent of 
each percentage point of economic growth in the non-agriculture sector of the economy while the rest will 
be ensured through expansion of employment. In addition, in the industry sector which will be a key 
sector for expansion of employment, the respective contribution to the growth will be 75 and 25 percent. 
Having identified increased employment as the main goal of socio-economic development for the coming 
years, the actions and measures of the income policy will be designed based on the logic that the growth 
of wages should not exceed the productivity growth which, in turn, will prevent the increase of the unit 
labor cost index. At the same time, the number of employed poor individuals will sharply drop through 
the implementation of the policy for increasing the minimum salary. The above ongoing reforms are 
implemented by the Armenian Government with the invaluable support of donor organizations. The 
World Bank assistance has a key role in the economic recovery and future sustainable growth. The 
proposed new Development Policy Operation will support strengthening of necessary conditions for the 
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essential elements of sustainable growth which is the prerequisite for establishing a stable macroeconomic 
state.  

Post-crisis Macroeconomic Situation 

Despite some slowdown in rates, economic recovery continued in 2013, leading to further 
improvement of the macroeconomic situation. In general, in 2012-2013 the economic growth was 7.2 and 
3.5 percent respectively:  Furthermore, in 2013 the economic growth was mainly driven by the expansion 
of the exportable sector thus testifying to the effectiveness of the new economic policy. Compared to the 
previous year, in 2014 the economic activity rate (EAR) demonstrated a 3.4 percent growth during the 
period from January through June. Nonetheless, due to some increase in domestic demand (increased 
wages), as well as based on wider opportunities for exporting mining and raw material products  
(primarily resulting from the operation of a new mine)  the Government will exert efforts to reach around 
4 percent economic growth in 2014 along with ensuring the macro-economic equilibrium. Developments 
in 2014 demonstrate that downward risks of 5.2 percent real GDP growth projected under the budget 
program have materialized. This is primarily explained by reduced external demand in domestic goods, 
low level of investments and slower inflow of remittances. The reduction of external demand is mainly 
influenced by the downtrend in Russia’s economic growth.  

The lower than expected level of investments during the previous year which was mainly due to a 
significant drop of DFIs has its impact on lower GDP growth compared to its forecast for 2014. This is 
expressed in low growth rates for construction. However, it should be stated that according to the data for 
Quarter 1, 2014, investments are growing, and this will serve as a basis for further economic growth.   

Economic recovery was largely triggered by the Export-Oriented Industrial Policy Strategy of the 
Republic of Armenia. Thus, in 2013 the export volumes in real monetary terms exceeded the highest pre-
crisis (2007) indicator by around 42.4 percent. And according to the results for the first five months of 
2014, growth was observed mainly in the area of exports of ‘non-mineral goods’: the volumes of exported 
luxury and semi-luxury goods, textile items, as well as tobacco increased.  

The weight of exported goods and services in the GDP has grown: in 2013 it was 26.2 percent 
which is around 11 percentage points higher compared to the pre-crisis (2007) level. Compared to its 17.6 
percent level during the crisis (2009), the current account deficit improved at least twice and in 2013 it 
accounted for 8 percent of GDP. The Government expects that the current account deficit will continue 
improving in the medium term. However, the existing global development challenges, geo-political 
threats and their related potential external risks should not be disregarded. Under these conditions, slower 
demand in partner countries, particularly Russia, as well as the instability of stock exchange commodity 
prices in international markets can adversely affect the Armenian economy and thereby lead to lower 
export growth rates. 

Nonetheless, the actual results show that the macro-economic policy implemented since 2009 has 
been reasonable in terms of absorbing external shocks and ensuring macro-economic stability.   

The hike of energy prices during the second half of 2013 caused inflationary pressures which, 
however, were mitigated by the slightly contractionary macro-economic environment, and inflation was at 
the upper limit of its target, i.e., 5.6 percent. It is projected that during 2014-2017 inflation will be within 
the targeted band of 4 (+/-1.5) percent. The risks of deviation of inflation rate from its projected level 
both in the short and medium term are estimated to be balanced. Furthermore, external sector risks are 
associated with prospects of slow economic developments in developing countries, still unstable 
geopolitical situation while risks originating from the domestic economy are linked to internal demand 
developments.  
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During the second quarter of 2014 mainly weak inflationary developments were observed in 
international markets for main raw materials and food products. The 2014 slow global economic recovery 
rates will persist, and under these conditions no significant inflationary pressures are expected from 
international markets for main raw materials and food products. And in the domestic economy the wage 
increase resulting from an upward wage adjustment in the second half of 2014 will lead to weak 
inflationary pressures in the consumer market which will be neutralized in 2015. Although potential risks 
of an increase of inflation above its lower margin can arise in the second half of 2014 due to 
augmentation of electricity tariffs (especially due to its secondary effect on inflation), stabilization of the 
inflationary environment in the lower part of its permissible band is forecast while in the medium run it 
will be close to its target thanks to the coordinated implementation of the fiscal and monetary policies.   

Macroeconomic and Fiscal Framework  

According to the MTEF forecasts, in 2015-2017 Armenia’s economic growth will steadily fall 
within the range of around 5.3 percent annually which will be mainly explained by growth in the industry 
and services sectors, accompanied by global economic developments, including those in Europe and 
Russia, and the uncertainties coming from Russia are fairly strong. In addition, around 4.5 percent of 
potential annual growth of real GDP is projected, and as a result of the RA Government structural reforms 
and particularly the enhanced business environment it will be about 5.3 percent annually. At the same 
time, the implementation of reforms in the country, particularly in the industry and agriculture sectors 
should send a positive signal about our will to improve the investment environment in Armenia.   

In order to ensure fiscal and macroeconomic stability, the Government pursues the policy of 
gradual reduction of budget deficit so that the country does not encounter any debt sustainability 
problems. In the context of the macroeconomic policy adopted by the Government, the current account 
deficit fell by 3.1 percentage points of GDP under the conditions of 1.7 percent budget deficit compared 
to GDP. 

Having expanded its debt management tools, for the first time the Armenian Government entered 
the international capital market in 2013 by issuing seven-year Eurobonds at US$ 700 million with a 
coupon yield of 6.0 percent and semi-annual coupon payment frequency.    

Having in mind the macroeconomic, namely, public debt sustainability considerations, the RA 
Government pays major attention to the issue of debt sustainability. According to the results of fiscal 
stability analysis which was conducted by using internationally applied models, the characteristic debt 
sustainability indicators for Armenia are at the manageable level. Under the baseline scenarios used in the 
analysis, the need for pursuing a moderate policy for debt attraction during the next few years was 
identified, and the shock tests performed under the main scenario show that the Armenian public debt 
sustainability is more sensitive to low GDP growth, and then – to exchange rate devaluation. In light of 
projected macroeconomic developments and identified fiscal policy areas, in the long run the debt 
amortization risks will remain low.   

Pursuant to the 2015-2017 Government Debt Management Strategic Program, the public 
debt/GDP ratio will not exceed the threshold stipulated in the RA Law on Public Debt, and the risky debt 
limit for developing countries. For comparison, in 2013 the public debt to GDP ratio was 46.5 percent: an 
improvement of this indicator in 2017 up to 41.7 percent is projected. At the same time, for achieving 
flexibility in the external debt management and making the external capital market accessible for the 
private sector of the Armenian economy, the Government attaches importance to placement of foreign 
exchange bonds with a focus on debt sustainability in the medium term.  

Under these conditions, achieving high economic growth and accelerating the tax and customs 
policy and administration reforms for ensuring fiscal stability is important. Based on the foregoing, the 
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fiscal policy covering the period of 2014-2017 will be anchored on the principles that the improved 
portion of the tax/GDP ratio for the next year will be used to reduce tax credits thereby boosting an 
additional economic growth potential and an improvement by 0.3-0.4 percentage points for the coming 
years. 

 Several measures are consistently implemented towards ensuring improved tax revenues. The 
more important ones are presented below:   

From January 1, 2014 the taxation of imported and domestically manufactured tobacco products 
has been brought to the general taxation regime along with establishing that excise tax on imported and 
manufactured tobacco products is assessed at uniform flat rates, and for VAT – based on the highest retail 
price for tobacco products. The introduction of the new taxation system will allow to increase tax 
revenues in the State budget given that the tax burden for most tobacco products has increased as a result 
of introducing the new taxation system.  

Pursuant to an amendment to the RA Excise Tax Law (effective from January 1, 2013), the rates 
of excise tax on commodities classified under FEA CC coding 2208 20 (liquors: brandy), 2208 30 
(whisky), 2208 40 (rum and other liquors) were raised. In particular, the legislative amendment envisions 
that the excise tax rate for the mentioned products depends on their degree of maturation which directly 
affects their market prices.  

Pursuant to the RA Law on Personal Income Tax effective from January 1, 2013, monetary 
incomes of military servants were excluded from the list of deductible incomes for taxation purposes and 
they are now taxed by personal income tax under the general statutory regime. 

1. With a view to keep track of real sales volumes of some products of mass consumption and to 
reduce shadow turnovers, a system of mandatory stamping of certain products was put in place in July 1, 
2013. Initially, the system of mandatory stamping covered three categories: beer, waters and juices. Given 
that the introduction of the mandatory stamping system resulted in a significant increase in the declared 
sales and imports of the above products, and the respective taxes paid to the State budget, at the initiative 
of the RA Government the list of products subject to mandatory stamping was expanded during 2014 by 
adding other products of mass consumption. It is expected that the expansion of the list of goods subject 
to mandatory stamping will lead to higher tax revenues contributed by producers and importers of these 
goods.   

2. In June, 2014 the RA National Assembly passed the draft legislative package developed by 
the RA Government which – among other key objectives – aims to improve the level of documentation of 
sale of goods by taxpayers (particularly the larger ones) which will allow to increase the efficiency of 
efforts against shadow turnovers and to ensure additional tax revenues in the State budget.  

In addition, as a result of measures carried out by the tax authority towards revealing shadow 
turnovers, the number of issued electronic tax invoices consistently increases. 

3. The process of introducing new generation cash registers started in 2013, and it is planned to 
complete it by January 1, 2015. The new-generation cash registers will allow the tax authority to establish 
more expeditious and effective control over taxpayer sales turnovers. 

4. The draft RA Law on Transfer Pricing was developed and later approved at the first reading 
by the RA National Assembly. Presently the draft undergoes further amendments, and it is planned to 
continue its discussions at the RA National Assembly during its fall session. The set of administrative 
tools proposed in the draft legislation aim to increase the efficiency of tax administration, especially in 
respect of large taxpayers, thereby leading to augmentation of tax revenues contributed to the State 
budget. 
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5. It is planned to increase the rates of the natural resources use fee for non-metal minerals 
starting January 1, 2015.  

6. At the same time, the RA Government continues its efforts to improve the business 
environment which will allow in improve the economic activity rate in the country. 

As part of the policy for continuous improvement of the business environment, in order to ensure 
the involvement of private sector and sectoral professional / non-governmental organizations in the 
ongoing reforms in the tax system, as well as to establish a platform for constructive dialogue between the 
tax authority and business representatives, a Tax Council has been created under the Order of the RA 
Minister of Finance which also comprises representatives from several professional NGOs and 
associations representing the interests of business circles. The Tax Council has already convened its first 
meeting where a number of proposals on improving the business environment and the tax legislation were 
discussed.  

Besides, for the purpose of simplifying, clarifying and consolidating the tax legislation, as well as 
ensuring the consistent predictability of the tax system, the RA Ministry of Finance has started activities 
on developing the draft tax code. For the coordinated implementation of the mentioned activities, a 
working group for developing the draft tax code has been set up under the order of the RA Minister of 
Finance.  

Social Risk Management and Human Capital Development  

The government policy for mitigating social risks for the coming years focuses on ensuring the 
envisaged key social transfers and investments, but we will manage the allocations carefully taking into 
account the budget tension. At the same time, in light of the potential increase of social vulnerability 
under the conditions of crisis, as well as the poverty level in 2012 (32.4percent)  we also plan to 
maximize the number of needy beneficiaries through improving the targeting of social transfers and the 
overall efficiency of our programs.   

In line with the objectives of the Long-term Strategic Development Program and based on the 
economic and social policy, the Government plans to reduce the poverty level to 23.5 percent in 2017. 
The main poverty reducing factors will be the augmentation of employment incomes of the population 
based on economic growth, as well as the increase of public spending on social insurance and social 
assistance and its improved targeting. 

Social Safety Nets: (RA Ministry of Labor and Social Affairs) 

Over the last few years our interventions have been focusing on improving the targeting of the 
key program in combating poverty, i.e., the Family Benefit Program, and other social security programs. 
During the crisis, as well as the post-crisis period, supported by the DPO, the Government preserved the 
weight of priority social expenditure programs in the budget with its primary focus directed to those that 
targeted the poor and vulnerable population (including the social safety nets), and the priority programs in 
the areas of pensions, health and education.  At present the Government considers that the coordinated 
execution of social expenditures as planned under the annual budget and the MTEF is important. In 
particular, during 2012-2014 the level of State budget financing for family benefits was around AMD 
37.1 billion annually against AMD 35.5 billion in 32011: furthermore, the average monthly benefit level 
was AMD 29 350, and the average number of beneficiary families was 96 309, 102570 in 2012 and 2013 
accordingly compared to 86 138 in 2011.  

The Government increases the coverage of the Family Benefit Program together with improving 
its targeting. Our priority in relation to one of the constituents of the social assistance area and a key 
factor for reducing poverty is to increase public financing of the benefit system, as well as to ensure more 
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targeted and effective use of resources for improving the livelihood of the poor segment of the population 
and thus, to mitigate poverty and inequality in the country. In this area we aim to achieve a gradual 
increase of the average family benefit level and improved targeting of the system, as well as to maximize 
the inclusion of the poor segment of the population in the system. For June, 2014 the number of 
beneficiary families was around 103 thousand. Until July, 2014 inclusive, the average benefit level was 
AMD 29350, and from August it will be AMD 30350. 

The Government has also focused on strengthening the management and monitoring of social 
safety net programs in order to improve the efficiency of targeting. 

For the purpose of introducing mechanisms for on-line access to information on state benefits, 
from 2011 a number of legal acts were elaborated and enacted, in particular, the RA Law on Amending 
the RA Law on State Benefits was promulgated in June, 2011.  

From January, 2012, the effect of family income on its poverty scoring has been lowered in the 
family means-testing formula (RA Government Decree 1859-N of December 29, 2011). This allows poor 
families with low salaries to become eligible for a family benefit (a passive social program for 
economically inactive population). At the same time, efforts are being taken towards delivering targeted 
employment programs countrywide which means that active employment programs will be organized for 
economically active members of poor families (not eligible for a family benefit) thereby increasing the 
level of involvement of poor population in programs against poverty. 

Efforts to confirm several data provided by beneficiary families registered in the family benefit 
system continued through cross-checking of these data with the ones available in the databases of other 
RA ministries, agencies.  

The RA Law on State Benefits was passed by the RA National Assembly on December 12, 2013 
(effective from January 1, 2014), envisioning a fundamental revision of the family benefit which is now 
called the livelihood improving benefit in the main decrees specifying eligibility for such a benefit (RA 
Government Decrees 65-N and 145-N of January 30, 2014), as well as organizational work was carried 
out, and all these efforts resulted in improved quality of on-line issuance of certificates. 

On December 11, 2013 the RA Law on Employment was adopted (effective from January 1, 
2014) which establishes new mechanisms for labor market government regulation and introduces 
programs focusing on employment, including organization of vocational training for unemployed persons 
and job seekers at risk of losing their jobs, payment of partial reimbursement to employers for hiring 
persons who are not competitive in the labor market and payment of reimbursement against compensation 
paid to the attendants of employees with disabilities, assistance to unemployed persons in obtaining work 
experience in their profession, organization of job fairs, organization of labor market surveys, assistance 
in new placement of unemployed persons, payment of one-off reimbursement to employers for hiring 
persons who are not competitive in the labor market, payment of unemployment benefit, provision of 
methodology for the  professional orientation system and staff training, public awareness, provision of 
assistance to persons who are not competitive in the labor market for starting their small business, 
provision of support to farmers through fostering seasonal employment, provision of support for 
accessing services of non-public employment services. 

The Government has approved the Program for Implementing the Integrated Social Services 
System (RA Government Decree 952-N of July 26, 2012) which stipulates that the integrated social 
services project will be piloted in 4 centers in Ararat Marz and later rolled out in all other centers which 
will be renovated and equipped. In February, 2013 the mentioned 4 centers became functional, and their 
number grew by 15. As of May, 2013 the number of integrated social services was 19 (including the 
above 4 centers in Ararat Marz). 
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The draft RA Law on Social Assistance which establishes the legal basis for the delivery of 
integrated social services has been submitted to the RA National Assembly (it is being revised 
completely). 

Activities are carried out to improve the IT infrastructure in the pension security area. In 
particular, the information required by the pension system which is available in the state population 
registry has been obtained and applied in the automated regime. Work on developing the appropriate 
software is underway. The procedures for accessing the data of the electronic border management system 
(EBMS) and using them in the pension system are being clarified.  

We expect that as a result of the above efforts, corruption risks and the likelihood of errors will be 
reduced. In the near future the procedures for obtaining data from information systems and the internal 
management systems will be fully automated. 

The government has reformed this area not only by improving the existing state pension system 
but also by establishing the legal bases for implementing the funded pension system which is directly 
linked to salaries and relies on personal responsibility of its beneficiaries.   

It is anticipated that during the period of 2014-2016 the social package for addressing health, 
educational and other needs of employees of government agencies, as well as organizations in the areas of 
education, culture, social protection, and their immediate family members will be over AMD 20.2 billion 
annually. 

Health: (RA Ministry of Health)  

The Government plans to increase the health sector financing which, however, should take place 
parallel to the introduction of efficiency improvement measures. The Government has completed the 
development of the patient co-payment approach aimed to increase compensation against hospital 
services, to introduce patient co-payments (or often formalize them) and to ensure a lower level of total 
out-of-pocket costs for the poorest households.  

The RA Government will exert efforts to mitigate the potential impact of the patient co-payment 
policy in the health sector on the poor given that their coverage is not adequate yet. In this regard, 
potential improvement mechanisms will be considered, including the issue of equating the eligibility 
threshold for the concerned program to the Family Benefit eligibility score (DPO-2 trigger). The 
increased cost of revising the vulnerability score from 36 to 30 for beneficiaries of the poverty family 
benefit system who are included in the socially vulnerable and individual (special) groups of population 
eligible for health benefits guaranteed by the State in 2014 as part of the budget process will be AMD 
2,870.5 million, and in relation to the costs and increased quantity of vaccines purchased under the 
National Immune-Preventive Program, it will be AMD 256.2 million. 

Additional steps will also be taken by the Government to revise gradually the costs of health 
benefits for individuals included in the socially vulnerable groups. 

The Government will continue the reforms implemented in the sector, aiming to improve the 
population health status indicators through increasing the availability, accessibility and quality of health 
services.  

Improving the Business Environment: (RA Ministry of Economy, RA Central Bank) 

Creation of an enabling environment for high business activity and attraction of stable investment 
flows by the RA Government is regarded as a prerequisite for economic progress in the country. In this 
aspect the Government has a comprehensive policy agenda which is also covered to some extent in the 
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new DPO package. We also use the mentioned package as a framework for enforcing or monitoring some 
measures in the business reform area.  

Today the efforts to improve the business environment encompass the following areas: 
minimizing the administrative barriers for attracting investments and doing business, continuously 
improving the system for assessing regulatory impacts on the business environment, establishing the 
institution of feedback for ensuring an effective government-private sector dialogue and identifying 
business barriers, significantly reducing the list of permits and licenses for certain types of activities.  

The positive effects of the consistent actions taken by the Government to improve the business 
environment are reflected also in the ‘Doing Business’ rating reports published by the World Bank thus 
demonstrating the country’s improved position. According to the 2014 Doing Business Report, Armenia 
is the 37th among 189 countries. Armenia’s position has improved by 26 percent (Doing Business, 2011, 
2012, and 2013). It should be noted that according to the report, the business environment in Armenia is 
the best among the CIS countries and the second best in the region after Georgia. 

Access to Lending: (RA Ministry of Justice, RA Central Bank) 

The Armenian Government considers access to lending for small and medium enterprises (SME) 
important.  

In this area the Central Bank of Armenia has implemented a series of measures towards 
improving the operation of the Credit Registry and reporting systems through defining specific 
requirements for consumer loan data communicated to all banks and credit institutions in Armenia, 
amending the charters of the appropriate units, restricting the functions of the CBA Credit Registry, and 
clarifying and consolidating the responsibility for credit reporting systems oversight.  

The RA Government continues, in conjunction with the CBA, its efforts to address the existing 
SME problems associated with provision of collateral against bank lending, by enhancing the norms and 
rules, as well as infrastructure for registration and expansion of movable collateral, including the use of 
on-line collateral registry. As part of the activities carried out in this regard, the draft laws on Registration 
of Movable Property Rights, Amending the Civil Code of the Republic of Armenia and several others 
have been developed and appropriate steps are being taken to enact them. It should be mentioned that they 
regulate the relationships arising in the area of registration of secured rights to movable property along 
with defining the scope of powers of the body responsible for registration of movable property.   

In addition, the RA Government makes enhancements to the legal and regulatory framework for 
secured transactions, including the electronic register for movable and immovable collateral with on-line 
accessibility. The RA Ministry of Justice, in collaboration with the World Bank and the Central Bank of 
Armenia, has elaborated and submitted to the RA Government the draft Law on Registration of Rights to 
Movable Property which has received the Government approval. The mentioned law envisions 
establishment of an on-line registry for effective enforcement of secure transactions which will ensure 
public awareness on these transactions and registration of preemptive rights to property which is the 
subject of the concerned transactions. In turn, this will increase the security of such transactions and 
reduce their related risks. It is planned to launch the above registry by July, 2015.  

The Government also plans to amend the insolvency legislation (DPO-3 trigger) to enable out-of-
court arbitration, corporate and debt restructuring, and enterprise refinancing. 

Improving the Financial Sector (RA Ministry of Justice, Central Bank of Armenia) 

 For the purpose of increasing the transparency of efforts to trigger the development of the 
financial sector and strengthening its stability, the Government carries out appropriate work to enhance 
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the legal framework in terms of consolidated supervision of financial groups (DPO-3 trigger). This will 
require identification of the scope of persons controlling financial groups, as well as definition of the 
appropriate requirements for disclosure of these persons (DPO-3 trigger) which will make the supervision 
of the financial sector of the Republic of Armenia more consistent with the requirements of EU directives 
and the Basle Committee Core Principles for Banking Supervision. 

Improving the Aviation Sector: (RA Ministry of Economy, General Civil Aviation 
Directorate at the RA Government) 

In 2013 the RA Government embarked on core reforms in the civil aviation area which plays a 
significant role for the economic growth and development of land-locked Armenia, and is a crucial reform 
in the context of DPO series. 

On October 23, 2013 the Government promulgated the Decree on the Program for Delivery of 
Competitive and Sustainable Air Transportation Services and the Program Implementation Measures 
(Program) under which Armenia’s open sky policy was declared in the area of civil aviation and air 
communications.  The Program implementation is ensured by the working group established per the 
Prime Minister decree. 

The open sky policy covers targeted measures in several key areas, including building of a new 
institutional structure for regulating the sector. The latter aims to ensure a division of the functions for 
policy making, accident investigation, technical regulation and safety control which is also identified as a 
prior action for the DPO-2 series. 

In order to establish a new institutional structure for government oversight of the aviation sector 
consistent with international standards, the RA Government passed a decree which identifies that the RA 
Ministry of Economy is the authorized government agency responsible for developing the economic 
policy in the civil aviation sector. The appropriate powers of the Ministry have been specified in its 
charter with regard to negotiating and signing international air communication agreements, developing 
the requirements and procedures for issuance of the necessary specifications and permits, participating in 
the appeals review process, assessing the sector policy impact, maintaining the administrative statistical 
registry for financial and economic indicators. The Department for Civil Aviation Policy and Economic 
Regulation has been created within the Ministry. 

The governments of partner states have been informed about Armenia’s declared open sky policy 
as early as in December, 2013. The RA Ministry of Economy has ensured the appropriate notification of 
the International Civil Aviation Organization (ICAO) through which the aviation authorities of its 
member states were directly informed about the new civil aviation policy of the Armenian Government. 
Proposals are being received from member states concerning the revision of the existing agreements or 
signing new ones. 

Intensive work is carried out with regard to negotiations conducted with the aviation authorities 
of existing and potential partner states as part of the open sky policy in the air communication area, 
namely, revision of the existing inter-governmental air communication agreements (removal of existing 
restrictions on regular and non-regular flights, liberalization of the sector) and development of new drafts 
of bilateral agreements. Negotiations around the agreement on EU-RA common aviation zone are in 
process. 

With a view to implement the adopted reforms in the aviation sector, we cooperate with partner 
international organizations which support us in our ongoing efforts in several areas, including negotiating, 
design of the legislative framework, institutional regulation, licensing, public relations and promotion, 
recruitment of highly qualified experts and consultants. 
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We expect positive results from the implemented reforms for a large scope of beneficiaries. In 
particular, it is anticipated that in the tourism area the number of inward tourists will grow and its 
geography will be expanded, in the aviation sector the business environment predictability will improve, 
and from the perspective of business circles more convenient business communication conditions (timing, 
costs) and broader opportunities will be provided. 

The positive effects of liberalizing the sector are already visible. Over the last few months a 
consistent increase in the number of passengers, flights, servicing air companies is observed. Thus, in the 
first half of 2014 the passenger flow at Zvartnots International Airport grew by 25.1 percent compared to 
the same period in 2013, the flight frequency improved by 28.7 percent while air ticket prices fell by 15.5 
percent. 14 new air companies have entered the Armenian market. 

Tax and Customs Reforms: (RA Ministry of Finance)  

As part of the ongoing efforts to improve the business environment, the below main activities 
have been completed. In particular: 

1) The scope of taxpayers filing returns electronically and issuing tax invoices has expanded, 

2) Taxpayers are given the opportunity to pay taxes electronically, as well as a series of public 
awareness measures were implemented about the advantages of electronic tax payment system, 

3) For the purpose of reducing the taxpayer - tax inspector contacts and automating the provision 
of information on taxpayer liabilities by the tax authority, a package of the appropriate legislative drafts 
was developed, and it will be approved by the RA Government in the near future. Under the mentioned 
package it is anticipated to allow taxpayers to file electronically with the tax authority their requests for 
offsetting their tax liabilities against their existing tax credits and their tax refund claims, as well as 
inquiries on receiving information about tax credits; 

4) With a view to raise taxpayer awareness about the tax legislation, as well as to increase the 
accessibility of services delivered by the tax and customs authorities, free taxpayer training courses were 
administered, as well as the network of taxpayer service desks in ‘Haypost’ was expanded; 

5) Pursuant to the RA Law HO-46-N on Amending the Customs Code of the Republic of Armenia 
as adopted by the RA National Assembly on May 20, 2014 (the mentioned law became effective from 
July 5, 2014):  

 a. The institution of Authorized Economic Operators was introduced for compliant taxpayers 
engaged in foreign economic activities along with establishing that businesses with the status of an 
authorized economic operator shall use simplified customs procedures and flexible customs fee payment 
mechanisms; 

 b. An Advanced Rulings procedure for the customs authorities has been envisioned along with 
establishing that such rulings can be used for assessing the fees payable upon export or import, and for 
determining the required non-tariff measures for customs clearance purposes. The establishment of the 
mentioned procedures aim to minimize inaccuracies and flaws during the declaration process for imported 
or exported goods by using the mandatory information provided by customs authorities;  

6) For the purpose of implementing customs procedures at state border crossings consistent with 
the best European integrated border management practices, the draft 2015-2017 Government Action Plan 
for Introducing One-Stop-Shop Principle in Procedures Applied by Public Administration Bodies at State 
Border Crossings was developed. As a result of implementing the Plan, there will be a single service 
delivery point for the services provided by different public administration bodies which will allow to 
increase the quality of services delivered to foreign economic activity participants, and to gain savings in 
time and costs of delivery of such services for the State.  
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Business Audit Reforms: (RA Ministry of Economy) 

The mentioned reforms, as a key guarantee for strengthening the trust of business community in 
the State, are within the logic of building new economic and legal relationships for further improving the 
investment and business environment. In this area the RA Government has undertaken certain steps by 
adopting the concept note of the inspection reforms since 2009. The latter aims to improve the existing 
inspection system by eliminating frequent and undue inspections, non-transparent inspection processes, 
administrative corruption and duplication of functions in the inspection process through making a 
transition to risk assessment-based audit system. In order to implement the provisions of the concept note, 
appropriate legislative amendments were made in 2011. As a result of the reform, several key provisions 
were established and all inspection bodies started working towards implementing a risk-based audit 
system. 

At present, we have achieved several outcomes in the area of the inspection system reforms. The 
application of the risk-based audit methodologies and the availability of checklists has become a 
mandatory requirement for inspection bodies. It has been established that inspection bodies, according to 
their developed methodology approved by the RA Government, should classify businesses into three risk 
groups: high, medium and low, and focus their audits on higher risk areas and objects of inspection. 
Besides, it has been established that public inspection bodies must approve and publish in their websites 
in advance their annual audit plans. Subsequently, we can state that these changes have helped eliminate 
frequent, undue and non-transparent audits in the inspection processes.  Presently, the risk-based audit 
system is implemented in virtually all inspectorates, other than the State Language Inspectorate. 

To reduce administrative corruption, to eliminate duplication of functions in the inspection 
process, as well as to use resources more efficiently, the Government has undertaken the implementation 
of the inspection system optimization program. For accomplishing the above objectives, the draft 
Government Decree on Approving the Concept Paper of Optimization of the Inspection System in the 
Republic of Armenia and the Summary Action Plan for Optimization of the Inspection System in the 
Republic of Armenia, and the RA draft legislative package on Inspection Bodies were developed. It is 
planned to present the mentioned package in the near future to the RA National Assembly for approval 
which will be followed by the start of the optimization process itself. The first pilot step towards 
optimization was taken before the passage of the new legislative regulation by the RA National Assembly 
through the amalgamation of the State Labor and the Hygiene Anti-Epidemic Inspectorates. The new law 
stipulates a new and effective system of inspection bodies and regulates the legal status of inspection 
bodies, the principles and specifics of their establishment, governance, organization of activities, and 
other pertinent legal relations.  

Improving Public Administration: (RA Government Staff, RA Ministry of Finance, RA Ministry of 
Economy) 

Improvement of public administration is the main priority for the Government. Reforms in this 
area will allow to attain considerable fiscal and economic benefits in terms of both the efficiency of 
public revenues and expenditures, and improved conditions for competition and doing business. These are 
highly required resources for ensuring post-crisis growth. We keep our immediate focus on strengthening 
of the legislative basis in the key sectors of the Armenian economy (mining, nature protection, aviation) 
and improving the behavior of government officials. By introducing transparency and clarifying the role 
and responsibilities of the public and private sectors, we expect to increase private investments and 
employment opportunities in the areas of telecommunication and mining which are two key sectors in our 
economy.  

For the purposes of rapid and safe delivery of services by the State, and ensuring the transparency 
of interactions with State agencies, the Government prioritizes the use of digital e-signatures during the 
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delivery of e-services by central and local government bodies. To this end, the Armenian legal framework 
should regulate the ensuring of uniformity, security and interaction of technical systems necessary for the 
electronic delivery of services by the Armenian government agencies and the use of e-signatures during 
the mentioned process. Besides, for the technical support of the e-services system, the Government plans 
to establish an electronic system operator which will ensure the technical support and coordination of the 
electronic system. In this regard, the RA Government has developed amendments to the respective 
legislative regulation. 

Enhancement of the legal framework on e-commerce is a key element of public administration 
reforms. In this regard, for regulation of legal relationships in e-commerce and electronic conclusion of 
transactions, a series of legislative amendments were drafted. They should contribute to the development 
of e-society services in Armenia, the use of opportunities provided by e-commerce, and foster closer 
relations between local and foreign businesses along with triggering innovative investments by 
companies.  

The launching of www.e-gov.am e-governance portal by the RA Government back in 2010 was 
an important step towards modernizing public administration and ensuring its transparency. The 
mentioned portal brings together all e-governance tools and databases of government agencies and 
provides a convenient environment for their use. A number of e-services are delivered in the portal, 
including in the areas of e-acceptance of licensing applications, e-registration of organizations, e-filing of 
tax returns, acceptance of e-visa applications, electronic information searches  and requests filed with the 
Intellectual Property Agency, receipt of e-signatures, interactive public notices, single source 
procurements, interactive budget, judicial information system, etc.  

Presently steps are taken to introduce new e-services and to improve the RA e-governance 
system. In particular, the World Bank Public Sector Modernization Project-III is being negotiated which 
envisions creation of a single administration and support center for e-governance systems, development 
and implementation of technical e-governance standards and rules for the purpose of secure on-line data 
sharing between the government information systems, creation of the e-gov.am portal and its applications 
for achieving accessibility of interactive and on-line government-citizen services for the Apple and 
Android executive cellular software packages. 

Civil Service Policy: (RA Civil Service Council)  

The policy role of the civil service gains a particular importance in the post-crisis development 
phase of the economy, and for its sustainable development we should be able to recruit and retain 
inexpensive and quality human capital. This will improve communication between the public and private 
sectors, and the competitiveness of the Armenian economic system can be fostered - rather than impeded 
- through enhancing government regulations. While the formulation of the competitive remuneration and 
compensation policy is a long-term objective which largely depends on our fiscal opportunities, we have 
decided to improve in the near future one of its tools, i.e., the performance-based civil service 
remuneration.  

In order to improve the social status of public employees, as well as to increase the attractiveness 
of employment in the system, in 2012 the social package was introduced which allows its beneficiaries 
(civil servants, other public employees, as well as employees of public organizations in the areas of 
education, culture and social protection) and their family members to use certain social services, including 
health insurance (health package for 2014), repayment of mortgage loans, tuition fee, recreation. This is a 
socially-oriented package which is primarily beneficial for low-income civil servants because the package 
has a uniform proportionate coverage. 
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After the implementation of the performance appriasal system in the Civil Service, the system of 
periodic attestations will be aboloshed, as well as the Civil Sercvice is moving towards decentralization 
which started with improved flexibility for hiring younger staff. 

For staff motivation purposes the Government will increase the performance-based compensation 
supplements to civil servants (DPO-3 trigger). Measures to increase performance-based supplement 
payments aim to improve the public sector capacity to recruit and retain appropriately skilled employees. 
The Bank will support the prior action through an expert assessment of deficiencies of the existing 
system.  

Public Financial Management: (RA Ministry of Finance) 

As regards the public financial management, we would like to continue strengthening the key 
processes of the PFM system, namely, in the area of deepening the focus on budget performance along 
with reinforcing the management accountability and revenue administration. For the purpose of creating 
the bases for monitoring the efficiency of the RA public financial management system, a Public 
Expenditure and Financial Accountability assessment was conducted in 2013 in order to gain a 
comprehensive understanding of the quality of the existing RA public financial management system. As a 
result, the strengths and weaknesses of the Armenian public financial management system, the progress 
made since the 2008 PEFA assessment, the implemented and expected reforms were identified. The 
report was reviewed by the Public Expenditure and Financial Accountability Secretariat in terms of its 
consistency with internationally accepted requirements and received a ‘PEFA CHECK’ quality sign. This 
evidences that in Armenia consistent efforts are taken to align the public financial management system to 
international standards and public requirements.  

As part of the PFM reform, the Government will continue the activities of implementing the 
Government Financial Management Information System (GFMIS) which will allow to automate the 
management of information flows between RA public administration bodies.  

The Government will also continue implementing the procurement system reform along with 
ensuring the electronic organization of all competitive procurement procedures which will reduce 
corruption risks in the procurement system. 

The Government will also consistently implement the program budgeting reform, and the necessary 
preconditions will be created for a full migration to program budgeting starting 2018.  
 
As regards the legislative reforms in the area of environmental impact assessment and mining (RA 
Ministry of Nature Protection, RA Ministry of Energy and Natural Resources), during 2013-2014 the 
Government revised its legislative framework on mining. In this aspect it should be noted that the RA 
National Assembly has ratified the RA Law on Environmental Impact Assessment and Expertise 
which became effective on August 9, 2014. 
 
Infrastructures: (RA MTA, State Water Committee) 
 

A consistent policy will be implemented in the infrastructure area which will aim to ensure the 
sustainable development of portable water and irrigation systems and roads under the condition of 
increased efficiency of public spending which implies both government-financed routine repair and 
maintenance and public capital expenditures for creating new infrastructures. 

In the portable water supply and removal sector, there are five water supply and waste water 
removal service providers . 
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The improvement and financial stability of the portable water supply and removal sector  rely on 
ensuring sustainability of reforms in this sector, implementation of new investment projects, and 
effective management of water systems through a broader private sector involvement. 

The Government will strive to increase the breakeven level of existing companies in the country and 
the quality of delivered services through the use of various tools and principles, including public-
private partnership cooperation and lending investment policy. 

For the purpose of ensuring the sustainability of the portable water supply and removal sector, a 
series of measures and projects have been implemented over the recent years which are ongoing by 
nature. These measures and projects aim to improve the recording systems, to ensure reliable, orderly 
and safe water supply and water removal, to increase the service delivery quality, and to develop the 
professional skills of the support staff. Water supply and water removal improvement programs 
financed from the State budget, as well as investment and credit proceeds aim to address these 
objectives. 

In the irrigation sector, 2 irrigation companies and 42 water user associations are functional which 
supply irrigation water to end-users. 

Over the last few years activities towards improving, reconstructing the existing systems and 
constructing new ones were implemented through WB, MCA and several other projects. As a result, 
internal irrigation networks, main channels and pump stations were rebuilt and constructed. Maralik 
Reservoir was reconstructed. 

In the irrigation sector, construction of new reservoirs, modernization of the existing infrastructures, 
deepening of institutional reforms, strengthening of participatory governance, introduction of 
maximally transparent and new-level water user relations are anticipated. 

Transport sector: (RA Ministry of Transport and Communication) 

In this sector the Government has made significant investments in the area of road rehabilitation and 
modernization over the last few years financed from the RA State budget, the WB and ADB. The 
road sector development will again be in the priority list of the Armenian Government over the next 
years.   

With a view to lay a solid basis for road infrastructure expenditures, a road financing review will be 
conducted, and based on its recommendations, the RA Government will approve the road sector 
reform program. In order to increase the efficiency of road asset management, the system of road 
asset management will be introduced and operated which will support the decision-making in the 
area of road infrastructure financing.   

Based on best international practices, a uniform bid package and contract for procuring performance-
based road rehabilitation and maintenance works will be developed and piloted. As a result, 
sustainable financing of the rehabilitation, maintenance and operation of the RA inter-state and 
lifeline roads, more effective asset management and routine maintenance and operation of 60 percent 
of roads will be ensured.  

Proportionate Territorial Development: 

Proportionate territorial development is among the key tasks of the Armenian Government for the 
coming years. To this end, an assessment of relative marz advantages will be conducted and based on this 
assessment, development programs will be implemented.  

Besides, major importance is attached not only to attracting capital investments for the 
proportionate development of territories, but also increasing the efficiency of their use. In this context it is 
planned to establish a methodology which will allow to assess the efficiency of anticipated capital 
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investments in the context of reducing poverty in the concerned region. 

With the assistance of the World Bank, building on the previous years’ performance outcomes 
and the experience of the Armenian Social Investment Fund, it is planned to create a Territorial 
Development Fund, and its tools will be used for assessing the aptitude of envisioned projects in terms of 
addressing the objectives of ensuring the above mentioned development and proportionality, as well as 
the efficiency of capital investments. It is anticipated that the Fund will become functional from January 
1, 2015. 

Administrative-territorial reforms: 

For the purposes of ensuring the effective and coordinated implementation of the policy for 
strengthening local democracy, development of the local self-governance system and decentralization of 
power in Armenia, in particular, administrative-territorial reforms have an important role.  

It is planned to apply proportionately the international experience in the area of local self-
governance, particularly by using the possibility for deepening decentralization of power through 
analyzing, adapting and applying such experience. As a result of the reform, the key objectives of the 
policy for developing the local self-governance system and decentralization of power will be 
accomplished, i.e., preconditions for financial decentralization, strengthening of capacities of local self-
governance bodies and development of local democracy will be ensured, the transparency and 
accountability of operations of local self-governance bodies, and the financial independence and 
autonomy of communities will significantly increase. Besides, as a result of amalgamation of 
communities, the proportional election system will be gradually implemented.  

The goal of the reform is to strengthen the community capacities which will increase the 
efficiency of community spending and contribute to improving the quality of service delivery to the 
population at the local government level. 

     

Program Monitoring and Evaluation 

The RA Ministry of Finance is the key counterpart in implementing the LDP series.  

The RA Ministry of Finance will also collect on a regular basis the main monitoring and 
evaluation indicators on the reform outcomes as anticipated under the LDPs. 

 

 

Hovik Abrahamyan, 

Prime Minister of the Republic of Armenia
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Annex 3. Fund Relations  

 

Republic of Armenia—Assessment Letter to the World Bank 

October 15, 2014 

 

This letter updates the assessment included in the most recent IMF staff report on Armenia discussed by 
the IMF Executive Board, the March 2014 report on the Request for an Arrangement Under the Extended 
Fund Facility (IMF Country Report 14/89). The IMF staff met with the authorities during September 17–
30, 2014 to conduct the First Review under the EFF Arrangement and the 2014 Article IV Consultation 
Discussions. A staff report for the First Review and the Article IV Consultation Discussions is expected to 
be considered by the IMF Board in December. 

Recent Economic Developments, Outlook, and Risks 

Growth has slowed in 2014, due to both external and domestic factors. Growth has decelerated by 
about 1 percentage point from the 3.5 percent recorded in 2013, as the sharp downturn in Russia and 
sluggish growth in the EU have impacted exports and remittances. Consolidation of the external current 
account deficit will slow this year. Continued fiscal underspending, mainly on capital projects, has 
weighed on demand and growth. The underlying fiscal deficit (excluding a one-time debt-equity swap) 
was 0.2 percent of GDP 

in 2013, compared with 2.6 percent of GDP in last year’s budget; this year’s deficit is expected to be 
around 1½ percent of GDP, nearly 1 percentage point of GDP lower than budgeted (2.3 percent of GDP). 
Inflation has decelerated and is expected to close the year near the low end of the Central Bank of 
Armenia’s (CBA) target range of 4 ± 1.5 percent. Credit growth has slowed and nonperforming loans 
have increased. Banking sector profitability has declined moderately, although the sector remains well 
capitalized. Deposit growth has remained strong, particularly in domestic currency. 

Growth is expected to pick up in 2015, but prospects for a deepening of the slowdown in Armenia’s 
largest trading partners—the EU and especially Russia—are downside risks. Domestic policies 
should support a moderate pick-up of growth and inflation, projected at 

3.3 and 3.6 percent respectively next year. The outlook is subject to a high degree of uncertainty, 
however, as intensification of regional geopolitical tensions could cause further negative spillovers on 
Armenia’s economy. 

Armenia’s accession to the Eurasian Economic Union (EEU) could be concluded soon, with 
membership from the beginning of 2015. Armenia’s economy may benefit from closer integration with 
the EEU, but there will also be costs and risks. In connection with EEU membership, Armenia has 
secured favorable terms for gas imports from Russia, renewed security assurances, and a favorable share 
of the EEU’s common customs revenue pool. The authorities are also discussing a concessional financing 
package to extend the life of the Metsamor nuclear power station. As Armenia already has a free trade 
agreement with EEU member countries, membership could provide an impulse by reducing non-tariff 
barriers and facilitating travel and work arrangements for Armenians in EEU countries. However, higher 
common external tariffs for many goods could lead to trade diversion and higher costs, although the 
authorities negotiated 1-to-8 year transition periods for higher tariffs for approximately 750 goods, and 
the EEU common tariff will decline over time. Consistency with Armenia’s commitments to the World 
Trade Organization (WTO) will need to be confirmed or assured through discussions and agreements with 
WTO members. A risk is that the Armenian economy may become even more closely linked under EEU 
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membership with the Russian economy, which is expected to grow slowly, unless significant structural 
reforms are implemented. 

Relations with the Fund and Program Status 

A 38-month extended arrangement, with access equivalent to SDR 82.21 million (89.4 percent of 
quota), was approved by the IMF Executive Board in March 2014. The new Fund-supported program 
follows a 2010–13 program supported by arrangements under the Extended Fund Facility and Extended 
Credit Facility and draws on lessons from an Ex Post Assessment of Longer-Term Program Engagement, 
completed in 2012. Performance under the previous program was sound, with growth restored, large 
fiscal and external imbalances reduced, and buffers rebuilt. However, challenges remain particularly in 
addressing volatile growth and inflation, mitigating vulnerabilities (e.g., a still relatively large external 
current account deficit and high dollarization), and strengthening medium-term growth dynamics. The 
new program aims to address these challenges and pave the way for exit from Fund support. 

During the September 2014 mission, the Fund staff found that the authorities’ program is broadly 
on track. All continuous and quantitative performance criteria (PCs) and most indicative targets (ITs) for 
end-June and end-September 2014 were met. There has also been progress implementing the program’s 
structural benchmarks (SBs). Financial sector reforms are advancing, the “open skies” framework for civil 
aviation is in place and delivering increased flights at lower costs, and preparatory work for overhauling 
bankruptcy processes is in motion. Competition and regulatory reforms advanced at a slower-than-
expected pace, reflecting mainly personnel changes with the new government, which came into office in 
May, rather than changes in policies. 

During the recent mission, the Fund staff also confirmed the program’s objectives— sustaining 
stability and establishing the basis for strong, inclusive growth—and reached understandings on 
targets and reform measures for the rest of 2014 and 2015. For the near term, the focus remains on 
supporting growth while consolidating stability, as well as on maintaining strong buffers against possible 
external shocks and alleviating poverty. More broadly, the program aims at implementing far-reaching 
reforms to support Armenia’s transition towards a dynamic emerging market economy, particularly via 
greater openness and domestic competition, improved business environment, and enhanced 
competitiveness and regional integration. On the basis of understandings reached with the Fund staff, the 
authorities have requested completion of the First Review, and a meeting of the IMF Executive Board is 
planned for December.  

Program Policies 

Going forward, fiscal policy aims to provide a moderate impulse to support activity in 2015 and to 
return to consolidation in 2016–17. The overall budget deficit will increase relative to the projected 
outcome for 2014 by 0.8 percentage points to 2.3 percent of GDP. This moderately expansionary stance 
reflects that GDP growth is expected to remain below potential, which staff estimates at around 4½ 
percent, while inflationary pressures are low and public debt levels are moderate. As growth picks up and 
the output gap closes, the authorities will undertake a gradual fiscal consolidation to reduce the deficit 
below the debt- stabilizing level of 2 percent of GDP. The authorities are taking measures to address 
underspending, including frequent monitoring of project implementation and identification of key 
obstacles. To avoid that legally-mandated current spending and interest outlays crowd out investment and 
other key spending (e.g., health and education)—indeed, to increase these expenditures to support 
inclusive growth—the authorities’ will take tax policy and revenue administration measures to create the 
necessary fiscal space. 

The authorities are determined to continue with the implementation of the flagship pension 
reforms, launched in January 2014. The reforms aim to address several key issues, including 
unfavorable population dynamics, old-age poverty, and lack of long-term funding in local currency. 
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Following a Constitutional Court decision in March that declared some reform provisions 
unconstitutional, the authorities made changes, most notably phasing introduction of the second pillar 
over a three-year period, through mid-2017. Efforts are now focused on increasing public awareness of 
the pension reform and encouraging voluntary participation in the interim period. 

The program does not yet incorporate possible flows from EEU membership. As a result of joining 
the EEU, Armenia is expected to receive 1.13 percent of the common customs pool (approximately $23 
billion annually), which could mean additional revenues of about 1½ percent of GDP (net of the current 
level of customs revenue collections). Staff has urged that the additional revenues be saved, pending 
identification of well-designed investment and social spending, although with membership yet to be 
concluded, the authorities and staff will revisit these revenues in early 2015. 

Monetary and exchange rate policies will continue to aim at maintaining price stability and 
supporting the external adjustment. The CBA initiated an easing cycle in November 2013 in 
anticipation of weakening demand conditions and low inflationary pressures. The policy rate has since 
been reduced by nearly 2 percentage points to 6.75 percent, and the CBA may pursue further easing if 
conditions warrant. The flexible exchange rate regime, with CBA interventions in the foreign exchange 
market limited and focused on mitigating sharp pressures, will continue to complement the central bank’s 
inflation targeting framework and support the external adjustment. While the Fund-supported program 
continues to be anchored on targeting of monetary aggregates, the program’s monetary framework is 
expected to gradually move towards directly monitoring inflation outcomes. The program will continue to 
target strong foreign exchange reserve coverage, in light of vulnerabilities and high dollarization. 

Financial sector reforms aim to bolster banking sector buffers and ease constraints on 
intermediation. Reforms will continue to align the prudential framework with Basel III 
recommendations, and after making progress on minimum capital requirements and identification of 
domestic systemically important banking institutions, the emphasis will now be more on liquidity 
conditions and requirements. In addition, the authorities will continue to work on improving the 
legislative framework for registration and execution of collateral to foster financial sector development 
and deepening. 

The authorities’ program also supports structural reforms needed to further Armenia’s transition 
towards a dynamic emerging market. These reforms, as laid out in the government’s Armenia 
Development Strategy 2014–25, aim to help diversify the economy and make growth less volatile and 
more inclusive. To support implementation, the program targets measures to improve the business 
climate, enhance connectivity and competition, and tackle key risks, notably in the energy sector. These 
efforts are expected to lead to higher investment and exports and contribute to further adjustment of the 
external current account deficit, thereby reducing vulnerability. 

Structural reforms for 2015 will focus on the financial sector and the business environment. 

Measures aim to streamline inspections, foster deregulation, enhance competition, and modernize the 
collateral and bankruptcy frameworks. Reforms will also focus on the energy sector, aiming to mitigate 
risks, plan for the end of the current 5-year gas agreement and for costly new generation and transmission 
facilities with greater private investment, and ease tariff impacts on the poor. Fund staff consulted closely 
with World Bank staff in designing the reform package under the program, in order to complement efforts 
and leverage expertise from both institutions.
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1 The Executive Board takes decisions under its lapse of time procedure when it is agreed by the Board that 
a proposal can be considered without convening formal discussions. 

2009 2010 2011 2015 2016
Act. Act. Act. Act. Act. CR/14/89 Prel. Proj. Proj.

National income and prices:
Real GDP (percent change) -14.1 2.2 4.7 7.1 3.5 4.3 2.6 3.3 3.7
Gross domestic product (in billions of drams) 3,142 3,460 3,778 4,001 4,273 4,714 4,528 4,867 5,248
Gross domestic product (in millions of U.S. dollars) 8,648 9,260 10,142 9,958 10,431 11,216 10,969 11,278 11,559
Gross domestic product per capita (in U.S. dollars) 2,912 3,128 3,426 3,353 3,500 3,405 3,674 3,771 3,865
CPI (period average; percent change) 3.5 7.3 7.7 2.5 5.8 5.0 2.3 3.8 4.0
CPI (end of period; percent change) 6.7 8.5 4.7 3.2 5.6 4.0 2.9 3.6 4.0
GDP deflator (percent change) 2.6 7.8 4.3 -1.2 3.2 5.4 3.3 4.0 4.0
Poverty rate (in percent) 34.1 35.8 35.0 32.4 ... ... ... ... ...

Investment and saving (in percent of GDP)
Investment 33.8 29.4 27.0 23.4 21.8 24.4 22.0 22.6 23.1
National savings 16.2 15.2 15.9 12.4 13.7 17.3 12.6 15.3 16.1

Money and credit (end of period)
Reserve money (percent change) 13.8 -0.8 32.3 1.9 29.9 9.0 2.3 8.5 ...
Broad money (percent change) 16.4 10.6 23.6 19.6 15.2 11.3 13.2 10.5 ...
Velocity of broad money (end of period) 3.8 3.8 3.4 3.0 2.8 ... ... ... ...
Commercial banks' 3-month lending rate (in percent)  19.1 17.7 20.7 18.5 18.8 ... ... ... ...

Central government operations (in percent of GDP)
Revenue and grants 20.9 21.2 22.1 22.3 23.7 23.5 23.6 23.7 23.9

Of which : tax revenue 1/ 16.1 16.4 16.7 18.1 22.8 22.7 22.4 22.3 22.6
Expenditure 2/ 28.6 26.2 25.0 23.9 25.4 25.9 25.1 26.1 25.9
Overall balance on a cash basis -7.9 -4.6 -2.8 -1.5 -1.1 -2.3 -1.5 -2.3 -2.0
Public and publicly-guaranteed debt (in percent of GDP) 40.2 39.7 42.0 44.0 44.4 45.2 44.9 44.8 44.6

Share of foreign currency debt (in percent) 88.9 87.4 86.8 85.9 85.5 84.4 85.6 86.5 88.4

External sector
Exports of goods and services (in millions of U.S. dollars) 1,366 1,976 2,468 2,554 2,734 2,757 2,881 3,052 3,205
Imports of goods and services (in millions of U.S. dollars) -3,827 -4,359 -4,708 -4,814 -4,938 -5,155 -5,050 -5,199 -5,388
Exports of goods and services (percent change) -22.4 44.6 24.9 3.5 7.0 6.8 5.4 6.0 5.0
Imports of goods and services (percent change) -23.1 13.9 8.0 2.2 2.6 2.6 2.3 3.0 3.6
Current account balance (in percent of GDP) 3/ -17.6 -14.2 -11.1 -11.1 -8.0 -7.2 -9.4 -7.2 -7.0
FDI (net, in millions of U.S. dollars) 3/ 710 521 437 473 352 413 516 372 406
External debt (in percent of GDP) 56.4 66.4 71.5 74.9 82.9 77.0 81.0 81.5 83.1

o.w. public debt (in percent of GDP) 4/ 35.7 34.7 36.4 37.7 38.0 38.1 38.4 38.7 39.4
Debt service ratio (in percent of exports of goods and services) 4/ 5.3 4.6 4.1 9.4 32.3 10.4 9.9 6.0 6.5
Gross international reserves (in millions of U.S. dollars) 2,004 1,866 1,869 1,799 2,253 2,193 2,078 1,978 2,072
Import cover 5/ 5.5 4.8 4.7 4.4 5.4 4.9 4.8 4.4 4.4
Nominal effective exchange rate (percent change) 6/ -8.4 -2.6 -2.8 -7.3 … … … … …
Real effective exchange rate (percent change) 6/ -7.5 1.3 0.0 -6.1 … … … … …

End-of-period exchange rate (dram per U.S. dollar) 378 363 386 403.6 405.6 … … … …
Average exchange rate (dram per U.S. dollar) 363 374 373 401.8 409.6 … … … …

Memorandum item:
Population (in millions) 3.0 3.0 3.0 3.0 … … … … …

Sources: Armenian authorities; and Fund staff estimates and projections.

1/ From 2013, tax revenue includes social contribution.
2/ In 2013 includes 1.5 percent of GDP related to the acquisition by Gazprom from the government of 20 percent of the shares of ArmRusGazprom, and the transfer
(expenditure) of the same amount from the government to ArmRusGazprom to liquidate liabilities.
A surplus of 0.6 percent of GDP is obtained when this transaction is excluded.
3/ In 2014, a debit for $155 million is registered under primary income (current account) to reflect the government transfer to ArmRusGazprom,
with an offseting entry under reinvested earnings (FDI) in the financial account.
4/ Based on public and publicly-guaranteed debt.
5/ Gross international reserves in months of next year's imports of goods and services, including the SDR holdings.
6/ A positive sign denotes appreciation.

 Table 1. Armenia: Selected Economic and Financial Indicators, 2009–16

2012 2013 2014
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	43. Businesses identify an excessive level of inspections as a major burden on doing business in Armenia. The previous DPO series supported legislative amendments to introduce risk-based principles in the Law on Inspection and the government introduce...
	44. As a prior action for DPO-1, the government merged two inspection agencies (Labor Inspectorate and Anti-Epidemiology Inspectorate). The Labor Inspectorate was dissolved, but health issues at the workplace (e.g. occupational health and safety) were...
	45. As a prior action for DPO-2, the government adopted a new reform strategy for optimization of its inspection agencies system, which will strengthen governance, make it more independent, and increase transparency of their inspection work programs. ...
	46. The proposed trigger for DPO-3 is the following:
	 The government streamlines inspections in line with the reform strategy and the new law.
	47. Result. The expected outcome of these policy actions is a reduction in the burden on businesses from the inspections.
	Customs Reform

	48. Customs has implemented important reforms over recent years supported under the previous DPOs. Steady, sustained progress has been achieved and major international concepts have been internalised (in particular, streamlining of control and process...
	49. The DPO series supports next steps of reforming the customs administration. These include improvements to the adoption of the risk-based approach to border compliance management through a system of authorized economic operators, which is globally ...
	50. As a prior action for DPO-2, the government adopted: (i) amendments approved by Parliament on May 20, 2014 to Article 128 of the Customs Code to allow electronic declaration as a valid mode of customs clearance to expedite processing; and (ii) imp...
	51. The proposed trigger for DPO-3 is the following:
	 Government establishes joint controls at border crossings with Georgia.
	52. Results. The expected outcome of these policy actions is to increase the efficiency and transparency of customs operations.
	Air Connectivity

	53. Flying to and from Yerevan was relatively expensive until 2013, when options for routes and timings were limited. Higher prices were partially explained by the lack of competition between airlines. Estimates showed that a reduction in concentratio...
	54. As a prior action for DPO-1, the government took measures to raise transparency and improve competition in aviation. The government (a) adopted a decree declaring a new policy on aviation, (b) published on the General Department of Civil Aviation ...
	55. Since then, the government went a significant step further: it declared ‘open skies’ liberalization of the sector. It no longer places any restrictions on foreign or domestic carriers’ operations, and invited partner countries to amend bilateral a...
	56. The liberalization contributed to a significant rise in air traffic in 2014. The number of airlines operating to and from Armenia reached 34, the highest in the last 10 years. Passenger arrivals and departures increased by 25 percent during the fi...
	57. As a prior action for DPO-2, the government created a new institutional structure for its oversight of the aviation sector. Under the new structure, the Ministry of Economy is responsible for policy making and implementation in the civil aviation ...
	58. The government proposed to make changes to the Law on Aviation with a view to putting a clear separation of responsibilities into the legal framework. The 2007 Law on Aviation specifies that an ‘authorized state body’ should be fully in charge of ...
	59. The proposed trigger for DPO-3 is the following:
	 Parliament adopts a new Law on Aviation clearly delineating the responsibilities for regulating the aviation sector.
	60. Result. The expected outcome of these policy actions is to improve air connectivity through higher frequency of services, choice of carriers, and number of markets served by the end of the series.
	Objective II: Improving Access to Credit
	Credit Reporting, Collateral, and Bankruptcy Law Reform


	61. Improving efficiency of credit reports, a clearer legal framework for collateral, and an updated bankruptcy framework are aimed at improving access to finance. The CBA has adopted a medium-term roadmap for a major overhaul of the credit registry, ...
	62. As a prior action for DPO-1, the CBA implemented a series of measures to enhance the operation of the credit registry and reporting systems in line with its medium-term roadmap. They included: (i) issuance of specific requirements regarding consum...
	63. As a prior action for DPO-2, the government approved and submitted to parliament a series of legislative changes to create a modern framework for secure transactions, allowing the use of moveable assets as collateral for better access to credit, a...
	64. The proposed trigger for DPO-3 is the following:
	 Government amends the law on secured transactions in the deliberative process in parliament with a view to: (i) include more movable assets, including bank accounts, securities and accounts receivables; (ii) make the registry accessible to all in th...
	 Government amends insolvency legislation to enable out-of-court arbitration, corporate and debt restructuring, and enterprise refinancing.
	65. Result. The expected outcome of these policy actions is to improve the efficiency and transparency of the collateral regime and bankruptcy framework for a better access to credit, which will most likely benefit especially micro, small and medium e...
	Financial Sector Development

	66. The government’s 2009 decision to create a fully-funded, defined-contribution pension scheme based on individual accounts creates opportunities for financial sector development, although the impact will be reduced by the phased introduction. The p...
	67. As a prior action for DPO-1, the government submitted to parliament a draft Law on Amendments to the Law on Funded Pensions and the Central Bank issued clarifications to some aspects of pension fund asset management. The amendments to the Law on F...
	68. The proposed trigger for DPO-3 is the following:
	 Parliament adopts the legal framework for consolidated supervision and full disclosure of real ownership of financial institutions and groups.
	69. Results. The expected outcome of these policy actions is a better foundation for financial sector development and stability. The pension funds provide much-needed long-term funding to banks and businesses, while a sound regulatory framework for pe...
	Objective III: Improving Efficiency and Transparency of Public Administration
	Civil Service Reform


	70. Maintaining the professionalism and effectiveness of the Armenian civil service is hampered by the low level of public pay and cumbersome procedures. Both affect the capacity of the civil service for policy formulation and support to government sy...
	71. On June 21, 2014, parliament passed amendments to the Law on Civil Service to enhance the flexibility of recruitment, promotion of professional staff, and to discontinue the mandatory periodical attestations.7F  An effective system of staff traini...
	72. As a prior action for DPO-2, the Civil Service Council, which is the authorized body for Armenia’s civil service policy, strengthened its performance evaluation system by adopting a comprehensive and mandatory job description catalogue specifying ...
	73. The proposed trigger for DPO-3 is the following:
	 The government links pay awards to civil servants performance using the strengthened performance appraisal system.
	74. Result. The expected outcome of these policy actions is to increase the attractiveness of the Civil Service for professional staff, enhance performance evaluation, and thereby contribute to enhanced effectiveness of the public administration.
	e-Governance
	75. Moving from physical to electronic transactions can greatly increase efficiency in the public sector. This contributes to an improvement in the investment climate, and reduces opportunities for rent seeking and conflict of interest. The new electr...
	76. As a prior action for DPO-2, the government adopted a Strategy and an Action Plan for creating e-government applications (including further requirements for e-signatures, electronic administrative registries, information access, and interoperabili...
	77. The proposed trigger for DPO-3 is the following:
	 The government makes effective the interoperability and automated cross check mechanisms between public e-government databases (in particular Ethics Commission, State Revenue Committee, property and business registers and State Cadaster).
	78. Result. The expected outcome of these policy actions is to improve the efficiency and transparency of the public administration through a wider and secure application of e-government systems by the end of the series.
	Objective IV: Expanding Social Assistance

	79. Armenia’s flagship social assistance program, the Family Benefits Program (FBP), is an important instrument to reduce poverty. The targeting accuracy of the program is good, but coverage of the poor is low, and has decreased in recent years along ...
	80. As a prior action for DPO-1, the government improved the coverage of the Family Benefits Program through improvements in the targeting formula. The group of FBP beneficiaries has grown from 86,138 households at the end of 2011 to about 100,000 hou...
	81. Given the multiplicity of social protection services offered, the government aims to provide integrated delivery of services by public employment, pension and social assistance agencies. The government has begun piloting integrated access points f...
	82. As a prior action for DPO-2, the government extended the coverage of the health benefits (waiver of co-payments) to the same group of households covered by the Family Benefits Program.
	83. The proposed trigger for DPO-3 is the following:
	 Government consolidates social service delivery in a majority of access points.
	84. Result. These measures are expected to streamline social welfare provision, increase more equitable coverage, and use resources more efficiently to address the needs of poor and vulnerable families.
	Objective V: Improving Fiscal Space and the Management of Environmental Resources
	Tax Revenue Mobilization


	85. Armenia’s tax revenue is low by international comparison. Revenue mobilization in Armenia is significantly lower than in Georgia, Moldova, and Macedonia, which have similar levels of per capita income (however, it is higher than that in Thailand a...
	86. The government envisages a substantial increase in tax mobilization over the long term. Through a combination of tax policy and tax administration, the tax-to-GDP ratio is envisaged to increase to 27-28 percent of GDP by 2025 from 21.4 percent in ...
	87. As a prior action for DPO-1, the government adopted ‘Guidelines on Strategic Principles for Review of Tax and Customs Legislation’, and approved a medium-term strategy on amendments to the tax and customs legislation. The paper envisaged legislati...
	88. As a prior action for DPO-2, the government improved tax mobilization through submitting to Parliament a draft “Law on Amendments to the Law on Value Added Tax”, which discontinues the exemption from VAT of financial brokerage services, and approv...
	89. The proposed trigger for DPO-3 is the following:
	 Government finalizes and submits to parliament a new tax code harmonizing tax procedures, tax base and tax rates.
	90. Result. The expected outcome of these policy actions is to improve revenue collection and reduce distortions from unequal application of taxes by the end of the series.
	Sustainability of Public Infrastructure

	91. The government faces challenges in increasing or maintaining the service level of infrastructure (roads, irrigation canals) and utilities (drinking water) despite significant progress through public-private partnerships. One of the main constraint...
	92. As a prior action for DPO-2, the government adopted an Action Plan on Drinking Water Sector Reforms, including the decision to create a new, nation-wide lease contract through the approval of Government Decree No. N883-N dated August 14, 2014, and...
	93. The proposed trigger for DPO-3 is the following:
	 The government adopts sector reform strategies for irrigation and roads with a view to implementing cost recovery tariffs and fees.
	94. Result. The expected outcome of these policy actions is to improve the financial sustainability of the road, water and irrigation sector by the end of the series.
	Mainstream Environmental Sustainability in the Mining Sector8F

	95. Effective and transparent use of EIA tools for implementation, monitoring and enforcement remains a challenge. The new Mining Law developed under the previous DPO series mandates environmental and impact assessments (EIA). Modern standards of envi...
	96. Improved management of mine tailings and residues is also required. The mining industry is a major producer of residues resulting in loss and lock of fertile land, disorder of natural drainage patterns, erosion and water pollution. An amendment of...
	97. As a prior action for DPO-1, the government developed and adopted a new draft Law on Environmental Impact Assessment, which was passed by parliament in June 2014 alongside amendments to the Mining Law for better alignment. The new law was develope...
	98. As a prior action for DPO-2, the government strengthened its management of natural resources through: (i) Parliament approval of the Law on Environmental Impact Assessment on June 21, 2014 and necessary amendments to the same law on September 11, ...
	99. The proposed trigger for DPO-3 is the following:
	 Government submits to parliament an amendment to the Law on Waste to include regulation of all mining waste.
	100. Result. The expected outcome of these policy actions is to ensure an effective implementation of the new Mining Code and EIA law by the end of the series, which should improve the environmental sustainability of mining and other investments.
	C. Link to CPS and Other Bank Operations
	101. The DPO series is fully aligned with the Country Partnership Strategy (CPS). The CPS for FY 2014-17 was discussed by the Bank’s Board in November 2013. Discussions with various stakeholders during the preparation of the DPO series and the CPS wer...
	102. The measures supported by the DPO series form the backbone of implementation of the CPS. As the main policy-based lending instrument of the Bank, the DPO is aligned with and directed at providing support for the implementation of the government’s...
	103. The complementary efforts of programmatic support under the DPOs and investment lending will support reforms, institutional change and investments. The DPO-supported reforms in the areas of social protection, public administration, access to fina...
	104. The International Finance Corporation (IFC) investment activities and advisory services in the country are supporting the strengthening of the business environment under the DPO series. IFC intends to continue its focus on the financial sector, a...
	D. Consultations, Collaboration with IFIs and Other Development Partners
	105. The government has well-established mechanisms for public consultations for major policy directions. The Armenia Development Strategy has gone through a substantial consultation process, including a two-day workshop with donors and civil society ...
	106. The ADB has a growing portfolio in Armenia. In addition to large-scale infrastructure projects, the ADB portfolio includes also budget support operations. The current cycle of policy-based operations of the Bank and ADB provides an opportunity fo...
	107. The EBRD’s portfolio in Armenia is largely geared to supporting the private sector development agenda. Thus, DPO measures addressing improvements in business environment, innovation and competitiveness and other important components of the second...
	108. In 2013, the EU was expanding its program in Armenia to support the implementation of the Eastern Neighborhood Partnership (ENP) Action Plan and a Deep and Comprehensive Free Trade Agreement (DCFTA). All seven rounds of DCFTA negotiations were su...

	Armenia’s economy has been sluggish in producing jobs, even in the high-growth period in the 2000s. The rate of joblessness soared after the global crisis, and even after the improvements over three years of recovery, unemployment still affected 18 pe...
	Armenia’s labor market confronts challenges that affect demand (number of jobs), supply (number of workers) and matching of the two. The recent Country Economic Memorandum (CEM, ‘Armenia: Accumulation, Competition, and Connectivity’, April 2013) shows...
	Box Figure 1. Links between the Business Environment and DPO Measures
	Source: World Bank staff.
	V. OTHER DESIGN AND APPRAISAL ISSUES
	A. Poverty, Social and Gender Impacts
	109. The team analyzed the potential distributional and gender effects of the policy measures. The objectives of the DPO program support the poor and bottom 40 percent of the population either indirectly by supporting job creation from the demand side...
	110. Reform in the recruitment and promotion of civil servants is expected to have a positive gender impact. Women represent about 58 percent of public employees. Although the majority of them are employed in the education and health sectors, women al...
	111. The expansion of the health benefits to Family Benefit Program (FBP) recipients is expected to have positive distributional impacts. High and informal out-of-pocket payments for basic health services have discouraged utilization of health service...
	112. Drinking water reforms can potentially have distributional as well as spatial impacts given the existing patterns of share spent on drinking water by rich and poor households and the quality of service delivery especially outside Yerevan. On aver...
	113. The drinking water expenditure share patterns reflect a combination of service quality (supply duration) as well as non-payment. Although the duration of water supply service has significantly increased between 2008 and 2011, the improvement has ...
	B. Environmental Aspects
	114. The DPO does not support policies that will impact negatively natural resources and the environment.  It is expected that the policy measures supported by the DPO will improve specific policies for the management of the environment and natural re...
	115. Special attention was given to ensuring that the new EIA law includes good practice requirements for environmental stewardship. Improvements to the 1995 EIA law will address specific issues related to the mining sector such as proper handling of ...
	C. Fiduciary, Disbursement and Auditing Aspects
	116. The overall foreign exchange and public financial management risks are acceptable for this operation. The government’s PEFA self-assessment was conducted in 2013 (published in 2014) with support from the EU and GIZ. As per the PEFA report, the PF...
	117. The previous DPO supported adoption of an integrated PFM reform strategy. The government, with the technical support of the EU, plans to update the 2011-2020 Strategy for Reforming the PFM System and its Action Plan, which would also address the ...
	118. The government is continuing to improve its PFM system. A Law on Internal Audit has been adopted and a modern internal audit system with internal audit standards and detailed manuals has been established. The government has developed Armenian Pub...
	119. The CBA’s foreign exchange management is transparent and subject to adequate operational controls, and the CBA maintains safeguards in its financial reporting practices, the external audit mechanism, and the internal audit function. This was reco...
	120. Borrower and credit amount: The Borrower will be the Republic of Armenia. Upon effectiveness of the Financing Agreement, expected in December 2014, the proposed single-tranche IBRD loan of US$75 million will be made to the Republic of Armenia, re...
	121. Disbursement: The Bank will disburse the Loan in US dollars in the MoF’s US dollar deposit account in the Central Bank of Armenia. The Borrower shall ensure that upon deposit of the proceeds of the Loan into the said account, an equivalent amount...
	122. Reporting, auditing and closing date: Considering the Bank’s knowledge of the public finance management systems and the ongoing improvements of these systems, the positive assessment of the CBA made by IMF, previous unmodified audits of deposit a...
	123. Confirmation and eligible expenditure: The Borrower will provide to IBRD a confirmation that the amount of the DPO-2 has been credited to the account that is available to finance budget expenditures within 30 days from the date of receipt of the ...
	D. Monitoring and Evaluation
	124. The government has designated the Ministry of Finance as the main counterpart for the DPO program. The Deputy Minister is responsible for policy coordination and overall project implementation, relying on assigned officials in the different gover...
	125. The proposed operation is aligned with the goals specified in the government’s strategic policy documents, with a detailed matrix of expected outcomes and monitoring indicators. The government monitors the implementation progress in line with pro...
	126. The government has sufficient institutional capacity for program monitoring. As the experience of the last few years shows, the above described framework of policy preparation, discussion and monitoring has been institutionalized in Armenia. Amen...

	VI. SUMMARY OF RISKS AND MITIGATION
	127. The operation is subject to several risks of domestic and external origin. Such risks include:
	(i) Political and governance risks:
	 Vested interests could undermine program implementation. To mitigate this risk and to secure passage of key program-supported legislation through parliament, the authorities have increased outreach efforts to broaden the political support for the re...
	 Geopolitical tensions are high in the region, most specifically with regard to the Nagorno-Karabakh conflict. The Government of Armenia is engaged with the Minsk Group of countries under the Organization for Security and Co-operation in Europe (OSCE...
	(ii) Macroeconomic risks:
	 The Armenian economy could be strongly affected by deteriorating external conditions. Spill-overs to Armenia of a recession in Russia would follow trade, finance, and investment channels. A disorderly external adjustment remains a risk, given the st...
	 The government’s sound policy framework and official support are likely to mitigate impacts of external shocks. The government is rebuilding macroeconomic buffers to be able to cushion the economy against any possible external shocks. It has reduced...
	(iii) Operational design, implementation, and sustainability:
	 The government’s implementation capacity is low, particularly at the mid-levels of the civil service and weak capacity for implementation and enforcement could diminish the positive effect of policy improvements. The government has set up a steering...
	128. To manage risks, the DPO team is holding frequent consultations with the government on the evolving policy environment. The team has also intensified its macroeconomic monitoring, and discussions with the Ministry of Finance and the IMF. The stro...
	The Government will also consistently implement the program budgeting reform, and the necessary preconditions will be created for a full migration to program budgeting starting 2018.
	As regards the legislative reforms in the area of environmental impact assessment and mining (RA Ministry of Nature Protection, RA Ministry of Energy and Natural Resources), during 2013-2014 the Government revised its legislative framework on mining. ...
	Infrastructures: (RA MTA, State Water Committee)
	A consistent policy will be implemented in the infrastructure area which will aim to ensure the sustainable development of portable water and irrigation systems and roads under the condition of increased efficiency of public spending which implies bot...
	In the portable water supply and removal sector, there are five water supply and waste water removal service providers .
	The improvement and financial stability of the portable water supply and removal sector  rely on ensuring sustainability of reforms in this sector, implementation of new investment projects, and effective management of water systems through a broader ...
	The Government will strive to increase the breakeven level of existing companies in the country and the quality of delivered services through the use of various tools and principles, including public-private partnership cooperation and lending investm...
	For the purpose of ensuring the sustainability of the portable water supply and removal sector, a series of measures and projects have been implemented over the recent years which are ongoing by nature. These measures and projects aim to improve the r...
	In the irrigation sector, 2 irrigation companies and 42 water user associations are functional which supply irrigation water to end-users.
	Over the last few years activities towards improving, reconstructing the existing systems and constructing new ones were implemented through WB, MCA and several other projects. As a result, internal irrigation networks, main channels and pump stations...
	In the irrigation sector, construction of new reservoirs, modernization of the existing infrastructures, deepening of institutional reforms, strengthening of participatory governance, introduction of maximally transparent and new-level water user rela...
	Transport sector: (RA Ministry of Transport and Communication)
	In this sector the Government has made significant investments in the area of road rehabilitation and modernization over the last few years financed from the RA State budget, the WB and ADB. The road sector development will again be in the priority li...
	With a view to lay a solid basis for road infrastructure expenditures, a road financing review will be conducted, and based on its recommendations, the RA Government will approve the road sector reform program. In order to increase the efficiency of r...
	Based on best international practices, a uniform bid package and contract for procuring performance-based road rehabilitation and maintenance works will be developed and piloted. As a result, sustainable financing of the rehabilitation, maintenance an...
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	I. INTRODUCTION AND COUNTRY CONTEXT
	1. This document describes the second of three Development Policy Operations (DPOs) in a programmatic series envisaged during 2013-15 to support the Government of Armenia’s reform program. The series is anchored in the reforms contained in the governm...
	2. The series aims to create jobs through supporting economic dynamism and sustainability to help Armenia reduce poverty and promote shared prosperity. It aims to achieve this through strengthening competitiveness and enhancing fiscal, social and envi...
	3. Enhancing the economy’s ability to create jobs is a necessary condition for reducing poverty and promoting shared prosperity in Armenia. Persistently high unemployment and low labor force participation, especially among women, leave the employment-...
	4. The DPO series supports job creation through growth enhancing reforms.0F  It supports private sector led growth by improving the business environment, strengthening governance, improving efficiency of government, and strengthening sustainability. C...

	II. MACROECONOMIC POLICY FRAMEWORK
	A. Recent Economic Developments
	5. Armenia’s economy grew by 3 percent per year on average since it gained independence in 1991 and 2014, but the average masks large fluctuations. Armenia outperformed other lower middle income countries, but was hit harder than others by the global ...
	6. Economic growth slowed in 2013 and 2014. Preliminary indicators show that Gross Domestic Product (GDP) growth slowed from 7.2 in 2012 to 3.5 percent in 2013, and is likely to settle at about 2.6 percent in 2014 as a whole. Growth of agriculture rem...
	7. Inflation continues to be volatile, rising in 2013 and falling to near-zero in 2014. Inflation had picked up significantly by mid-2013 largely due to gas and electricity price increases. However, twelve-month inflation slowed to less than 1 percent...
	8. Rebalancing reduced the current account balance to single digits. Despite the slowing of export and remittance growth, the expected level of the current account deficit is not expected to exceed 10 percent of GDP in 2014. In the first half of 2014,...
	9. The Central Bank of Armenia lowered its policy rate and injected liquidity through open market operations in line with slowing inflation. In its monetary policy decision made on August 12, 2014, the central bank lowered the policy rate by 25 basis ...
	10. Armenia’s banking sector is well capitalized, but vulnerabilities are increasing. The Armenian economy is highly dollarized, with about 70 percent of deposits denominated in foreign currency. The system has ample liquidity, and rates of non-perfor...
	11. Financial intermediation and access to financial services is limited. Private sector credit remains low at about 45.2 percent of GDP in 2013, compared to the Europe and Central Asia Region (ECA) median of 50.5 percent. Banks are the only licensed ...
	12. Fiscal policy has been marred by under-execution of the capital budget. Notwithstanding the slowdown in economic growth, fiscal policy has been contractionary in 2013 and the first half of 2014, when the fiscal surplus reached 1.3 percent of GDP. ...
	13. Despite the economic recovery, poverty incidence continues to be higher since the 2009 economic crisis. In 2012, 32.4 percent of Armenians were living in poverty, little changed from 2009. In contrast, 27.6 percent of Armenians were considered poo...
	14. The slow poverty reduction pace is related to the slack in the labor market created by the decline of the construction sector. Employment and earnings, more than pensions or safety nets, are important for staying out of poverty. Over the 2007-09 p...
	15. A change in government led to delays in reform implementation. Prime Minister Tigran Sargsyan resigned in April 2014 after 6 years in office. A new prime minister was swiftly appointed, and a new government was formed and its program was approved ...
	16. Armenia is likely to benefit from the anticipated accession to the Eurasian Economic Union (EEU). The government stated that it has met the requirements for signing the treaties for membership in the union of Russia, Kazakhstan, and Belarus. Armen...
	17. On the negative side, Armenia will lose some of the benefits of trading with the market in Europe. The government is determined not to lose the anchor to its reform program, which was the EU’s neighborhood policy and preparations for a Deep and Co...
	B. Macroeconomic Outlook and Debt Sustainability
	18. Real GDP growth in Armenia will crucially depend on external conditions and the implementation of the reform program in the medium term. GDP growth is projected to slow to 2.6 percent in 2014, before gradually recovering to 4 percent per year by 2...
	19. The government’s job creation agenda requires a different growth model than the one followed before the global crisis. The government’s Armenia Development Strategy (ADS) for 2012-25 gives highest priority to job creation. It emphasizes strong emp...
	20. Reaching the government’s goals will require a combination of four factors. First, higher investment and better financial intermediation between savers and investors. Second, better utilization of the labor force, including the largely untapped re...
	21. The current account balance is expected to improve as a result of structural shifts in the economy. Together with continuing growth in remittance inflows, this will support a stabilization of the current account deficit in themed-single digits. Th...
	22. For 2014-15, the government intends to focus on tax administration efforts and a gradual reduction of the stock of tax credits. The large stock of accumulated tax credits imposes high costs on businesses, because they lock up working capital. The ...
	23. Along with reduction of the tax credits, revenue mobilization remains a medium-term priority for fiscal policy. The Government implemented the conclusions of its review of tax exemptions and excise rates with the aim of raising revenue. Government...
	24. The government aims to increase implementation of its capital budget. During the previous DPO series (2009-12), some preliminary actions were taken to revisit the Public Investment Appraisal System (PIAS). The government developed an institutional...
	25. Recurrent spending should continue to support public service delivery while maintaining macroeconomic stability. The government increased the average size of the old-age pensions from January 2014 and increased public sector wages in July 2014 for...
	26. The external environment poses substantial risks to growth. A possible worsening of economic conditions due to lower growth in Russia and a further depreciation of the ruble could negatively affect growth in Armenia through lower demand for Armeni...
	27. The flaring of tensions in August 2014 over the Nagorno-Karabakh conflict also highlights fragility in the region. Military confrontations in the region raised the possibility of an escalation of hostilities. However, a meeting convened by Russia ...
	(in percent of GDP unless otherwise specified)
	28. The policy response to another external shock in the near term would largely be confined to monetary policy. Incomplete rebuilding of fiscal buffers after the large-scale expansion in 2009 leaves little room for further fiscal stimulus in case of ...
	29. Armenia’s gross public debt stabilized above 40 percent after the 2009 crisis. It stood at 44.4 percent of GDP at the end of 2013 (Table 3). Against the background of sharply deteriorating economic conditions, debt accumulated quickly in 2009 by 2...
	30. Macroeconomic assumptions reflect deteriorating external conditions, notably the low growth outlook for Russia, and weaker exports and remittances. The fiscal deficit in 2014 will most likely be below the budget target due to lower matching pensio...
	31. Alternative scenarios based on assumptions of a constant primary balance and key variables at their historical averages do not deviate much from the baseline. The dynamics of public debt and gross financing needs under the constant primary balance...
	Source: IMF staff.
	32. Gross external financing is assumed to average just under 3 percent of GDP in line with the average in the decade prior to the crisis. Net external financing would be about 2 percent of GDP after amortization or 1 percent after amortization and Ar...
	(in US$ millions unless otherwise specified)
	33. The overall assessment is that the macroeconomic framework is adequate for the purposes of this operation. The fiscal policy stance is in line with debt sustainability goals, while providing sufficient room for pro-poor spending. Monetary policy h...
	C. IMF Relations
	34. Armenia embarked on a new IMF program under the Extended Fund and Facility (EFF) in March 2014. The new arrangement provides access to SDR 82.21 million over a period of 38 months. Key objectives of the new program are to consolidate stability and...

	III. THE GOVERNMENT’S PROGRAM
	35. Armenia’s development vision, the Armenia Development Strategy (ADS) for 2013-25, was approved in April 2014. It focuses on employment creation as the key engine for improving living standards and reducing poverty. It envisages the creation of 350...
	36. The ADS is built on four pillars: creating jobs, developing human capital, strengthening the social protection system and modernizing public administration and governance. Different instruments of monetary, fiscal and social policies and structura...
	(i) Employment expansion through high-productivity and decently paid jobs. The main policies to achieve this objective include:
	 Stepping up both productivity increases and employment growth, specifically in export-oriented activities, as the main drivers of economic growth;
	 Increasing external competitiveness, by improving the business climate, ensuring fair competition, and economic diversification;
	 Improving access to credit, notably for SMEs, to diversify options for reducing unemployment; and
	 Ensuring macroeconomic stability through adequate fiscal revenue mobilization.
	(ii) Direct policies are aimed at various high-potential sectors (industry and export promotion, tourism, information technologies, agriculture).
	(iii) Investment in infrastructure and enhanced maintenance of existing assets (in drinking water, irrigation, transport, energy).
	(iv) Improvements in the effectiveness of the social protection system through maintaining pro-poor spending and improving targeting of social assistance (Family Benefits program, other social assistance programs, pensions).
	(v) Strategic reallocations in the structure of public spending aimed at enhancing human capital creation and improving Armenia’s skills base, through improvements in health care, education, and the promotion of science and cultural activities.
	(vi) Better environmental protection, in particular in the mining sector.
	(vii) Strengthening and modernizing the public administration (e-governance, inspection reform, local governance, public financial management, civil service development, justice, public order and safety, and anti-corruption).
	37. The ADS was publicly discussed with target groups based on the experience gained with previous strategies (Poverty Reduction Strategy Paper in 2003 and Social Development Program formulation in 2008). The government produced the Strategy based on ...

	IV. THE PROPOSED OPERATION
	A. Link to Government Program and Operation Description
	38. The reform measures supported by the DPO series are closely linked to the government’s Armenia Development Strategy. Preparation of the ADS, the new Country Partnership Strategy for Armenia, and the DPO series were fully aligned. The government’s ...
	ADS Priority Areas DPO Action Areas
	39. The DPO series builds on a long-standing partnership between the Bank and the Government of Armenia. Specifically, it builds on the previous DPO series (2009-12) by supporting follow-up and complementary reforms. The previous DPO series supported ...
	40. The DPO series continues the support extended under the previous DPO series, but shifts to a medium-term growth agenda. As the recovery from the global financial crisis is clearly underway, the focus shifts from mitigation against crisis vulnerabi...
	B. Prior Actions, Results and Analytical Underpinnings
	41. The preparation of the DPO program has been informed by analytical work carried out by the Bank, the government, and other donors. On the Bank's side, recent findings of analytical work have been taken into account, including the annual Country Po...
	42. The change in government in April 2014 led to some delays in reform implementation, but the government’s commitment to the reform program remains strong. Some of the triggers for DPO-2 envisaged in the DPO-1 program document were modified to accom...
	Objective I: Strengthening the Business Environment
	Inspections Reform


	43. Businesses identify an excessive level of inspections as a major burden on doing business in Armenia. The previous DPO series supported legislative amendments to introduce risk-based principles in the Law on Inspection and the government introduce...
	44. As a prior action for DPO-1, the government merged two inspection agencies (Labor Inspectorate and Anti-Epidemiology Inspectorate). The Labor Inspectorate was dissolved, but health issues at the workplace (e.g. occupational health and safety) were...
	45. As a prior action for DPO-2, the government adopted a new reform strategy for optimization of its inspection agencies system, which will strengthen governance, make it more independent, and increase transparency of their inspection work programs. ...
	46. The proposed trigger for DPO-3 is the following:
	 The government streamlines inspections in line with the reform strategy and the new law.
	47. Result. The expected outcome of these policy actions is a reduction in the burden on businesses from the inspections.
	Customs Reform

	48. Customs has implemented important reforms over recent years supported under the previous DPOs. Steady, sustained progress has been achieved and major international concepts have been internalised (in particular, streamlining of control and process...
	49. The DPO series supports next steps of reforming the customs administration. These include improvements to the adoption of the risk-based approach to border compliance management through a system of authorized economic operators, which is globally ...
	50. As a prior action for DPO-2, the government adopted: (i) amendments approved by Parliament on May 20, 2014 to Article 128 of the Customs Code to allow electronic declaration as a valid mode of customs clearance to expedite processing; and (ii) imp...
	51. The proposed trigger for DPO-3 is the following:
	 Government establishes joint controls at border crossings with Georgia.
	52. Results. The expected outcome of these policy actions is to increase the efficiency and transparency of customs operations.
	Air Connectivity

	53. Flying to and from Yerevan was relatively expensive until 2013, when options for routes and timings were limited. Higher prices were partially explained by the lack of competition between airlines. Estimates showed that a reduction in concentratio...
	54. As a prior action for DPO-1, the government took measures to raise transparency and improve competition in aviation. The government (a) adopted a decree declaring a new policy on aviation, (b) published on the General Department of Civil Aviation ...
	55. Since then, the government went a significant step further: it declared ‘open skies’ liberalization of the sector. It no longer places any restrictions on foreign or domestic carriers’ operations, and invited partner countries to amend bilateral a...
	56. The liberalization contributed to a significant rise in air traffic in 2014. The number of airlines operating to and from Armenia reached 34, the highest in the last 10 years. Passenger arrivals and departures increased by 25 percent during the fi...
	57. As a prior action for DPO-2, the government created a new institutional structure for its oversight of the aviation sector. Under the new structure, the Ministry of Economy is responsible for policy making and implementation in the civil aviation ...
	58. The government proposed to make changes to the Law on Aviation with a view to putting a clear separation of responsibilities into the legal framework. The 2007 Law on Aviation specifies that an ‘authorized state body’ should be fully in charge of ...
	59. The proposed trigger for DPO-3 is the following:
	 Parliament adopts a new Law on Aviation clearly delineating the responsibilities for regulating the aviation sector.
	60. Result. The expected outcome of these policy actions is to improve air connectivity through higher frequency of services, choice of carriers, and number of markets served by the end of the series.
	Objective II: Improving Access to Credit
	Credit Reporting, Collateral, and Bankruptcy Law Reform


	61. Improving efficiency of credit reports, a clearer legal framework for collateral, and an updated bankruptcy framework are aimed at improving access to finance. The CBA has adopted a medium-term roadmap for a major overhaul of the credit registry, ...
	62. As a prior action for DPO-1, the CBA implemented a series of measures to enhance the operation of the credit registry and reporting systems in line with its medium-term roadmap. They included: (i) issuance of specific requirements regarding consum...
	63. As a prior action for DPO-2, the government approved and submitted to parliament a series of legislative changes to create a modern framework for secure transactions, allowing the use of moveable assets as collateral for better access to credit, a...
	64. The proposed trigger for DPO-3 is the following:
	 Government amends the law on secured transactions in the deliberative process in parliament with a view to: (i) include more movable assets, including bank accounts, securities and accounts receivables; (ii) make the registry accessible to all in th...
	 Government amends insolvency legislation to enable out-of-court arbitration, corporate and debt restructuring, and enterprise refinancing.
	65. Result. The expected outcome of these policy actions is to improve the efficiency and transparency of the collateral regime and bankruptcy framework for a better access to credit, which will most likely benefit especially micro, small and medium e...
	Financial Sector Development

	66. The government’s 2009 decision to create a fully-funded, defined-contribution pension scheme based on individual accounts creates opportunities for financial sector development, although the impact will be reduced by the phased introduction. The p...
	67. As a prior action for DPO-1, the government submitted to parliament a draft Law on Amendments to the Law on Funded Pensions and the Central Bank issued clarifications to some aspects of pension fund asset management. The amendments to the Law on F...
	68. The proposed trigger for DPO-3 is the following:
	 Parliament adopts the legal framework for consolidated supervision and full disclosure of real ownership of financial institutions and groups.
	69. Results. The expected outcome of these policy actions is a better foundation for financial sector development and stability. The pension funds provide much-needed long-term funding to banks and businesses, while a sound regulatory framework for pe...
	Objective III: Improving Efficiency and Transparency of Public Administration
	Civil Service Reform


	70. Maintaining the professionalism and effectiveness of the Armenian civil service is hampered by the low level of public pay and cumbersome procedures. Both affect the capacity of the civil service for policy formulation and support to government sy...
	71. On June 21, 2014, parliament passed amendments to the Law on Civil Service to enhance the flexibility of recruitment, promotion of professional staff, and to discontinue the mandatory periodical attestations.7F  An effective system of staff traini...
	72. As a prior action for DPO-2, the Civil Service Council, which is the authorized body for Armenia’s civil service policy, strengthened its performance evaluation system by adopting a comprehensive and mandatory job description catalogue specifying ...
	73. The proposed trigger for DPO-3 is the following:
	 The government links pay awards to civil servants performance using the strengthened performance appraisal system.
	74. Result. The expected outcome of these policy actions is to increase the attractiveness of the Civil Service for professional staff, enhance performance evaluation, and thereby contribute to enhanced effectiveness of the public administration.
	e-Governance
	75. Moving from physical to electronic transactions can greatly increase efficiency in the public sector. This contributes to an improvement in the investment climate, and reduces opportunities for rent seeking and conflict of interest. The new electr...
	76. As a prior action for DPO-2, the government adopted a Strategy and an Action Plan for creating e-government applications (including further requirements for e-signatures, electronic administrative registries, information access, and interoperabili...
	77. The proposed trigger for DPO-3 is the following:
	 The government makes effective the interoperability and automated cross check mechanisms between public e-government databases (in particular Ethics Commission, State Revenue Committee, property and business registers and State Cadaster).
	78. Result. The expected outcome of these policy actions is to improve the efficiency and transparency of the public administration through a wider and secure application of e-government systems by the end of the series.
	Objective IV: Expanding Social Assistance

	79. Armenia’s flagship social assistance program, the Family Benefits Program (FBP), is an important instrument to reduce poverty. The targeting accuracy of the program is good, but coverage of the poor is low, and has decreased in recent years along ...
	80. As a prior action for DPO-1, the government improved the coverage of the Family Benefits Program through improvements in the targeting formula. The group of FBP beneficiaries has grown from 86,138 households at the end of 2011 to about 100,000 hou...
	81. Given the multiplicity of social protection services offered, the government aims to provide integrated delivery of services by public employment, pension and social assistance agencies. The government has begun piloting integrated access points f...
	82. As a prior action for DPO-2, the government extended the coverage of the health benefits (waiver of co-payments) to the same group of households covered by the Family Benefits Program.
	83. The proposed trigger for DPO-3 is the following:
	 Government consolidates social service delivery in a majority of access points.
	84. Result. These measures are expected to streamline social welfare provision, increase more equitable coverage, and use resources more efficiently to address the needs of poor and vulnerable families.
	Objective V: Improving Fiscal Space and the Management of Environmental Resources
	Tax Revenue Mobilization


	85. Armenia’s tax revenue is low by international comparison. Revenue mobilization in Armenia is significantly lower than in Georgia, Moldova, and FYR Macedonia, which have similar levels of per capita income (however, it is higher than that in Thaila...
	86. The government envisages a substantial increase in tax mobilization over the long term. Through a combination of tax policy and tax administration, the tax-to-GDP ratio is envisaged to increase to 27-28 percent of GDP by 2025 from 21.4 percent in ...
	87. As a prior action for DPO-1, the government adopted ‘Guidelines on Strategic Principles for Review of Tax and Customs Legislation’, and approved a medium-term strategy on amendments to the tax and customs legislation. The paper envisaged legislati...
	88. As a prior action for DPO-2, the government improved tax mobilization through submitting to Parliament a draft “Law on Amendments to the Law on Value Added Tax”, which discontinues the exemption from VAT of financial brokerage services, and approv...
	89. The proposed trigger for DPO-3 is the following:
	 Government finalizes and submits to parliament a new tax code harmonizing tax procedures, tax base and tax rates.
	90. Result. The expected outcome of these policy actions is to improve revenue collection and reduce distortions from unequal application of taxes by the end of the series.
	Sustainability of Public Infrastructure

	91. The government faces challenges in increasing or maintaining the service level of infrastructure (roads, irrigation canals) and utilities (drinking water) despite significant progress through public-private partnerships. One of the main constraint...
	92. As a prior action for DPO-2, the government adopted an Action Plan on Drinking Water Sector Reforms, including the decision to create a new, nation-wide lease contract through the approval of Government Decree No. N883-N dated August 14, 2014, and...
	93. The proposed trigger for DPO-3 is the following:
	 The government adopts sector reform strategies for irrigation and roads with a view to implementing cost recovery tariffs and fees.
	94. Result. The expected outcome of these policy actions is to improve the financial sustainability of the road, water and irrigation sector by the end of the series.
	Mainstream Environmental Sustainability in the Mining Sector8F

	95. Effective and transparent use of EIA tools for implementation, monitoring and enforcement remains a challenge. The new Mining Law developed under the previous DPO series mandates environmental and impact assessments (EIA). Modern standards of envi...
	96. Improved management of mine tailings and residues is also required. The mining industry is a major producer of residues resulting in loss and lock of fertile land, disorder of natural drainage patterns, erosion and water pollution. An amendment of...
	97. As a prior action for DPO-1, the government developed and adopted a new draft Law on Environmental Impact Assessment, which was passed by parliament in June 2014 alongside amendments to the Mining Law for better alignment. The new law was develope...
	98. As a prior action for DPO-2, the government strengthened its management of natural resources through: (i) Parliament approval of the Law on Environmental Impact Assessment on June 21, 2014 and necessary amendments to the same law on September 11, ...
	99. The proposed trigger for DPO-3 is the following:
	 Government submits to parliament an amendment to the Law on Waste to include regulation of all mining waste.
	100. Result. The expected outcome of these policy actions is to ensure an effective implementation of the new Mining Code and EIA law by the end of the series, which should improve the environmental sustainability of mining and other investments.
	C. Link to CPS and Other Bank Operations
	101. The DPO series is fully aligned with the Country Partnership Strategy (CPS). The CPS for FY 2014-17 was discussed by the Bank’s Board in November 2013. Discussions with various stakeholders during the preparation of the DPO series and the CPS wer...
	102. The measures supported by the DPO series form the backbone of implementation of the CPS. As the main policy-based lending instrument of the Bank, the DPO is aligned with and directed at providing support for the implementation of the government’s...
	103. The complementary efforts of programmatic support under the DPOs and investment lending will support reforms, institutional change and investments. The DPO-supported reforms in the areas of social protection, public administration, access to fina...
	104. The International Finance Corporation (IFC) investment activities and advisory services in the country are supporting the strengthening of the business environment under the DPO series. IFC intends to continue its focus on the financial sector, a...
	D. Consultations, Collaboration with IFIs and Other Development Partners
	105. The government has well-established mechanisms for public consultations for major policy directions. The Armenia Development Strategy has gone through a substantial consultation process, including a two-day workshop with donors and civil society ...
	106. The ADB has a growing portfolio in Armenia. In addition to large-scale infrastructure projects, the ADB portfolio includes also budget support operations. The current cycle of policy-based operations of the Bank and ADB provides an opportunity fo...
	107. The EBRD’s portfolio in Armenia is largely geared to supporting the private sector development agenda. Thus, DPO measures addressing improvements in business environment, innovation and competitiveness and other important components of the second...
	108. In 2013, the EU was expanding its program in Armenia to support the implementation of the Eastern Neighborhood Partnership (ENP) Action Plan and a Deep and Comprehensive Free Trade Agreement (DCFTA). All seven rounds of DCFTA negotiations were su...

	Armenia’s economy has been sluggish in producing jobs, even in the high-growth period in the 2000s. The rate of joblessness soared after the global crisis, and even after the improvements over three years of recovery, unemployment still affected 18 pe...
	Armenia’s labor market confronts challenges that affect demand (number of jobs), supply (number of workers) and matching of the two. The recent Country Economic Memorandum (CEM, ‘Armenia: Accumulation, Competition, and Connectivity’, April 2013) shows...
	Box Figure 1. Links between the Business Environment and DPO Measures
	Source: World Bank staff.
	V. OTHER DESIGN AND APPRAISAL ISSUES
	A. Poverty, Social and Gender Impacts
	109. The team analyzed the potential distributional and gender effects of the policy measures. The objectives of the DPO program support the poor and bottom 40 percent of the population either indirectly by supporting job creation from the demand side...
	110. Reform in the recruitment and promotion of civil servants is expected to have a positive gender impact. Women represent about 58 percent of public employees. Although the majority of them are employed in the education and health sectors, women al...
	111. The expansion of the health benefits to Family Benefit Program (FBP) recipients is expected to have positive distributional impacts. High and informal out-of-pocket payments for basic health services have discouraged utilization of health service...
	112. Drinking water reforms can potentially have distributional as well as spatial impacts given the existing patterns of share spent on drinking water by rich and poor households and the quality of service delivery especially outside Yerevan. On aver...
	113. The drinking water expenditure share patterns reflect a combination of service quality (supply duration) as well as non-payment. Although the duration of water supply service has significantly increased between 2008 and 2011, the improvement has ...
	B. Environmental Aspects
	114. The DPO does not support policies that will impact negatively natural resources and the environment.  It is expected that the policy measures supported by the DPO will improve specific policies for the management of the environment and natural re...
	115. Special attention was given to ensuring that the new EIA law includes good practice requirements for environmental stewardship. Improvements to the 1995 EIA law will address specific issues related to the mining sector such as proper handling of ...
	C. Fiduciary, Disbursement and Auditing Aspects
	116. The overall foreign exchange and public financial management risks are acceptable for this operation. The government’s PEFA self-assessment was conducted in 2013 (published in 2014) with support from the EU and GIZ. As per the PEFA report, the PF...
	117. The previous DPO supported adoption of an integrated PFM reform strategy. The government, with the technical support of the EU, plans to update the 2011-2020 Strategy for Reforming the PFM System and its Action Plan, which would also address the ...
	118. The government is continuing to improve its PFM system. A Law on Internal Audit has been adopted and a modern internal audit system with internal audit standards and detailed manuals has been established. The government has developed Armenian Pub...
	119. The CBA’s foreign exchange management is transparent and subject to adequate operational controls, and the CBA maintains safeguards in its financial reporting practices, the external audit mechanism, and the internal audit function. This was reco...
	120. Borrower and credit amount: The Borrower will be the Republic of Armenia. Upon effectiveness of the Financing Agreement, expected in December 2014, the proposed single-tranche IBRD loan of US$75 million will be made to the Republic of Armenia, re...
	121. Disbursement: The Bank will disburse the Loan in US dollars in the MoF’s US dollar deposit account in the Central Bank of Armenia. The Borrower shall ensure that upon deposit of the proceeds of the Loan into the said account, an equivalent amount...
	122. Reporting, auditing and closing date: Considering the Bank’s knowledge of the public finance management systems and the ongoing improvements of these systems, the positive assessment of the CBA made by IMF, previous unmodified audits of deposit a...
	123. Confirmation and eligible expenditure: The Borrower will provide to IBRD a confirmation that the amount of the DPO-2 has been credited to the account that is available to finance budget expenditures within 30 days from the date of receipt of the ...
	D. Monitoring and Evaluation
	124. The government has designated the Ministry of Finance as the main counterpart for the DPO program. The Deputy Minister is responsible for policy coordination and overall project implementation, relying on assigned officials in the different gover...
	125. The proposed operation is aligned with the goals specified in the government’s strategic policy documents, with a detailed matrix of expected outcomes and monitoring indicators. The government monitors the implementation progress in line with pro...
	126. The government has sufficient institutional capacity for program monitoring. As the experience of the last few years shows, the above described framework of policy preparation, discussion and monitoring has been institutionalized in Armenia. Amen...

	VI. SUMMARY OF RISKS AND MITIGATION
	127. The operation is subject to several risks of domestic and external origin. Such risks include:
	(i) Political and governance risks:
	 Vested interests could undermine program implementation. To mitigate this risk and to secure passage of key program-supported legislation through parliament, the authorities have increased outreach efforts to broaden the political support for the re...
	 Geopolitical tensions are high in the region, most specifically with regard to the Nagorno-Karabakh conflict. The Government of Armenia is engaged with the Minsk Group of countries under the Organization for Security and Co-operation in Europe (OSCE...
	(ii) Macroeconomic risks:
	 The Armenian economy could be strongly affected by deteriorating external conditions. Spill-overs to Armenia of a recession in Russia would follow trade, finance, and investment channels. A disorderly external adjustment remains a risk, given the st...
	 The government’s sound policy framework and official support are likely to mitigate impacts of external shocks. The government is rebuilding macroeconomic buffers to be able to cushion the economy against any possible external shocks. It has reduced...
	(iii) Operational design, implementation, and sustainability:
	 The government’s implementation capacity is low, particularly at the mid-levels of the civil service and weak capacity for implementation and enforcement could diminish the positive effect of policy improvements. The government has set up a steering...
	128. To manage risks, the DPO team is holding frequent consultations with the government on the evolving policy environment. The team has also intensified its macroeconomic monitoring, and discussions with the Ministry of Finance and the IMF. The stro...
	The Government will also consistently implement the program budgeting reform, and the necessary preconditions will be created for a full migration to program budgeting starting 2018.
	As regards the legislative reforms in the area of environmental impact assessment and mining (RA Ministry of Nature Protection, RA Ministry of Energy and Natural Resources), during 2013-2014 the Government revised its legislative framework on mining. ...
	Infrastructures: (RA MTA, State Water Committee)
	A consistent policy will be implemented in the infrastructure area which will aim to ensure the sustainable development of portable water and irrigation systems and roads under the condition of increased efficiency of public spending which implies bot...
	In the portable water supply and removal sector, there are five water supply and waste water removal service providers .
	The improvement and financial stability of the portable water supply and removal sector  rely on ensuring sustainability of reforms in this sector, implementation of new investment projects, and effective management of water systems through a broader ...
	The Government will strive to increase the breakeven level of existing companies in the country and the quality of delivered services through the use of various tools and principles, including public-private partnership cooperation and lending investm...
	For the purpose of ensuring the sustainability of the portable water supply and removal sector, a series of measures and projects have been implemented over the recent years which are ongoing by nature. These measures and projects aim to improve the r...
	In the irrigation sector, 2 irrigation companies and 42 water user associations are functional which supply irrigation water to end-users.
	Over the last few years activities towards improving, reconstructing the existing systems and constructing new ones were implemented through WB, MCA and several other projects. As a result, internal irrigation networks, main channels and pump stations...
	In the irrigation sector, construction of new reservoirs, modernization of the existing infrastructures, deepening of institutional reforms, strengthening of participatory governance, introduction of maximally transparent and new-level water user rela...
	Transport sector: (RA Ministry of Transport and Communication)
	In this sector the Government has made significant investments in the area of road rehabilitation and modernization over the last few years financed from the RA State budget, the WB and ADB. The road sector development will again be in the priority li...
	With a view to lay a solid basis for road infrastructure expenditures, a road financing review will be conducted, and based on its recommendations, the RA Government will approve the road sector reform program. In order to increase the efficiency of r...
	Based on best international practices, a uniform bid package and contract for procuring performance-based road rehabilitation and maintenance works will be developed and piloted. As a result, sustainable financing of the rehabilitation, maintenance an...



