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EXECUTIVE SUMMARY 
 
Armenia is committed to the principles of multiparty democracy, pluralism and 
market economics in accordance with the conditions outlined in Article 1 of the 
Agreement Establishing the Bank, although application of these principles in the 
previous Strategy period has been uneven. While the authorities have taken a number 
of positive steps to strengthen democratic institutions, further steps are necessary to 
create a robust democratic political environment, including reform of the police and 
the judiciary and the establishment of an open and pluralistic media environment. 
 
Post-crisis economic recovery has progressed at a moderate pace compared with the 
double-digit growth rates before the crisis. After declining by 14.1 per cent in 2009, 
output increased modestly by 2.2 per cent in 2010 and 4.7 per cent in 2011. Mining 
and manufacturing have driven the recovery, due to higher global prices for metals as 
well as government efforts to support the tradable sector. The financial sector has 
grown rapidly, relying to a large extent on sovereign and IFI loans intermediated by 
the central bank. Inflation has become an important policy challenge with annual 
consumer price inflation rising into double digits by spring 2011, although it has 
declined more recently, aided by tighter monetary policy, disciplined fiscal policy and 
lower global food prices. The authorities are pursuing fiscal consolidation with the 
2012 state budget targeting a deficit of 3 per cent. The current account deficit has 
narrowed due to recovering remittances and increasing mining exports, although it 
remains high at about 12 per cent of GDP. 
 
Armenia has made laudable progress in transition and the authorities have introduced 
a number of structural reforms in recent years: reducing formal and informal barriers 
to doing business, liberalising some sectors of the economy and attracting significant 
private participation in utilities. However, these reforms have yet to translate into 
decisive improvements in the investment climate and significant transition challenges 
remain across all main sectors. The financial sector remains fragmented, concentrated 
in urban areas and highly dollarised. Poor infrastructure increases the cost of doing 
business and limits regionally balanced development. The industrial base remains 
narrow and oriented towards low value-added mining. Agricultural output remains 
below potential. Weak competition, oligopolistic structures and corruption represent 
major constraints on Armenia’s development. 
 
Strategic directions 
 
In light of economic environment, the remaining transition challenges and EBRD’s 
ability to support the reform agenda in Armenia, the Bank has identified four main 
strategic priorities for the next strategy period: 
 
 Developing the financial sector and improving access to finance. The Bank 

will focus on providing its traditional SME and micro-finance lines targeting areas 
outside the capital city and facilitating access to credit for SMEs in the rural areas. 
In rural areas, the EBRD will launch agricultural credit lines in local currency and 
associated TC, in particular as the sector becomes more commercialised. The 
Bank, in cooperation with the IMF and World Bank, will engage in policy 
dialogue and provide TC to strengthen the central bank’s capacity to reduce 
inflation and dollarisation and develop local money and capital markets. 
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 Improving municipal and urban transport infrastructure. The Bank will 

support enhanced private sector participation in the water and waste water sectors 
to support the introduction of cost-reflective tariff structures, improve service 
availability and reduce losses. EBRD will support through its investments urban 
and municipal transport reforms including the introduction of integrated transport 
management and ticketing systems, better parking management and regulation of 
feeder bus and minibus services. Intensive policy dialogue will be required to 
support reforms at the central and local levels. To address affordability and debt 
capacity constraints, a high level of grant co-financing will be required along with 
gradual tariff increases toward cost recovery. 

 
 Developing agribusiness and high value-added, export-oriented industrial 

companies. EBRD will help to address challenges in the industrial sectors through 
support for improvements to the business environment, strengthening corporate 
governance and increasing access to finance for local micro, small and medium 
sized enterprises (MSMEs). The Bank will identify investments in industries with 
export potential, including in areas highlighted by the authorities’ recent 
programme of export promotion. EBRD will aim to support the agricultural sector 
by targeting investments along the whole value chain. Where possible, the Bank 
will aim to utilise local currency financing. The Bank will also enhance activities 
to support MSMEs in key sectors through provision of advisory services. 

 
 Improving the regulatory and institutional framework for sustainable energy 

and increasing value-added in the mining sector. The Bank will support 
investments in financially viable renewable energy projects and, through partner 
banks, continue to finance energy efficiency credit lines for industrial and 
residential users. The Bank will support power generation, particularly new 
entrants and non-state participants, and will consider participating in regional 
electricity infrastructure projects that strengthen competition in the regional 
electricity market. The Bank will support bankable mining operations with 
reputable investors who demonstrate high standards of environmental and social 
protection. 

 
Armenia’s medium-term prospects depend to a large extent on the authorities’ ability 
to create conditions for investment and productivity improvements. In the coming 
years, the Bank will continue its policy dialogue with the authorities on improving the 
business environment in Armenia. Through the Bank-funded Business Support Office, 
the public-private dialogue will be strengthened and expanded to deal effectively with 
various issues that impede doing business in Armenia. Policy dialogue on sector 
reforms should promote the commercialisation of utility companies, deepen private 
sector participation and reduce the level of public subsidies. Reforms in the technical, 
regulatory and legal frameworks for sustainable energy should help Armenia deal 
with challenges in energy security, efficiency and affordability. 
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1. THE BANK'S PORTFOLIO 
 
1.1. Overview over Bank activities to date 
 
By end-January 2012 the Bank had signed 106 projects in Armenia accounting for a 
net cumulative business volume of €516 million (of which cumulative TFPs are €108 
million). During the 3 years since the last strategy (January 2009-January 2012), the 
Armenian portfolio increased by €14 million from €264 million at end 2009 to €278 
million at end January 2012. This modest overall increase was limited by the 
cancellation in 2010 of a €60 million regional Property and Tourism transaction. 
 
Operating assets increased by 80 per cent to €243 million and comprise operations in 
Financial Institutions (accounting for 47 per cent of total operating assets), Energy for 
18 per cent, Industry, Commerce and Agriculture for 17 per cent, and Infrastructure 
accounting for 16 per cent. Private sector accounts for 95 per cent of operating assets. 
 
Over the past 3 years the Bank signed on average 20 projects per year with a total of 
58 projects and €231 million in volume over the period with an average project size of 
€4 million. The Bank has continued to disburse commitments at approximately €50-
90 million per year. 
 
The current 5-year rolling private sector portfolio ratio is 96 per cent which is well 
above the Bank’s 60 per cent mandated minimum. 
 
Table 1: Portfolio Development in Armenia as at 31 January 2012 
 

SECTOR NET CUMULATIVE BUSINESS 
VOLUME 

CURRENT PORTFOLIO STOCK 

Amount in EUR million # 
projects 

Tot. 
Project 
Costs 

EBRD 
signed 

EBRD % 
of Total 

# 
projects 

Portfolio % of 
Portfolio 

Operating 
Assets 

% of 
Op. 

Assets 

Energy 6 170 103 20% 3 46 17% 46 18% 
Natural Resources 2 14 10 2% 1 7 3% 7 3% 
Power and Energy 4 156 92 18% 2 39 14% 39 15% 
Financial Institutions 54 286 237 45% 35 135 48% 115 47% 
Bank Equity 4 14 13 3% 3 12 4% 12 5% 
Bank Lending 27 153 142 27% 16 81 29% 64 25% 
Insurance & Fin. Services 2 7 7 1% 2 4 1% 4 2% 
Small Business Finance 21 111 74 14% 14 38 14% 36 15% 
Industry, Commerce & 
Agribusiness 

40 269 96 19% 18 46 17% 42 17% 

Agribusiness 19 77 50 10% 7 14 5% 13 5% 
Equity Funds 1 1 0 0% 0 0 0 0 0 
Manufacturing & Services 12 25 21 4% 6 10 4% 9 4% 
Property & Tourism 4 163 22 4% 3 20 7% 20 8% 
Telecom, Informatics, 
Media 

4 3 3 1% 2 2 1% 0.5 0% 

Infrastructure 6 247 81 16% 5 52 18% 40 16% 
Municipal & Env, Infra  3 47 19 4% 3 18 6% 11 5% 
Transport 3 200 62 12% 2 34 12% 29 11% 
TOTAL 106 971 516 100% 61 278 100% 243 100% 
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Table 2: Portfolio Development in Armenia 2009 – 2012 
 
Amount in EUR million 2009 2010 2011 Jan 

2012 
Development over 2009-12 
(3 years since last Strategy) 

     (end 2009 vs January 2012) 
Net Cumulative Business Volume 373 403 516 516 +38% (or +10% excl. TPFs) 

of which TFPs*:  2 47 106 108 n/a 
Cumulative Number of Operations 76 96 105 106 +40% 
Current Portfolio Stock 264 235 285 278 +5% 
Number of Operations 59 67 63 61 +3% 
Operating Assets 135 205 244 243 +80% 
% Undrawn 49% 11% 11% 9%  
     (cumulative 2009-12) 
Annual Business Volume 85 53 93 3 +€231m 
Number of Operations 11 25 21 1 +58 projects 
Gross Disbursements 48 94 74 7 +€223m 
Annual Cancellations 1 60 1 0 -€62m 
Active Pipeline Stock 286 297 250 255  
Private Sector Share (% Portfolio) 97% 95% 93% 93%  
Non Sovereign (% Portfolio) 98% 95% 93% 93%  
NOTE*: TFPs (change in accounting: whilst in previous periods TFPs were accounted on annual basis, in 2010 and beyond the 
amount is reported on a cumulative basis – this change only affects NCBV). 

 
1.2. Implementation of the previous country strategy 
 
The Country Strategy approved on 21 April 2009 set the following strategic priorities: 
 
 Enterprise sector: Continued financing for MSMEs, primarily through credit 

lines to local partner banks, but also directly through Direct Investment Facility 
(DIF) and Direct Lending Facility (DLF) as well as through co-financing and risk 
sharing with local banks under the Medium-Sized Co-financing Facility (MCFF). 
Selective financing of creditworthy large enterprises, especially where it supports 
FDI. Additional emphasis on expanding the Bank’s TAM/BAS services. 

 Financial sector: Strengthen financial intermediation in Armenia, including by 
encouraging consolidation in the banking sector. Increase support for local banks’ 
SME lending and trade financing as well as co-financing activities under MCFF, 
and seek to introduce new products such as energy efficiency loans. Continue to 
pursue equity participation in Armenia’s best banks, and seek to enhance the 
financial sector through provision of financing to creditworthy NBFIs. 

 Infrastructure: Support creditworthy renewable energy and energy efficiency 
projects and promote further development of Armenia’s energy sector by 
financing leading privately-owned power generation and distribution companies. 
Provide financing to private operators and concessionaires of public utilities and 
transport infrastructure companies. Pursue sovereign-backed projects, particularly 
those with a significant component of grant co-financing. 

 
During the previous strategy period Armenia was strongly affected by the global 
economic and financial crisis. Remittances, mining exports and FDI fell significantly 
during the crisis. The construction sector, the main driver of double-digit GDP growth 
in the past, suffered significant falls and has not fully recovered. As a result, GDP 
contracted by 14.1 per cent in 2009. The country then had to deal with a severe 
drought in 2010 which reduced agricultural output by 15.7 per cent, slowing down the 
recovery. As a result of the Armenian currency’s depreciation, dollarisation in the 
banking sector went from about 30 per cent to almost 75 per cent during the crisis, 
although it has gradually decreased since then. 
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Despite these setbacks, the Bank has achieved progress towards strategic priorities in 
a number of sectors. 
 
Enterprise sector: The Bank has significantly increased its direct support (including 
co-financing with local financial intermediaries) to the private corporate sector by 
making full use of the tools available under the ETC Initiative. This enabled the Bank 
to reach predominantly small, privately owned enterprises in Armenia. All projects in 
the corporate sector were structured using ETC instruments: DIF, DLF and MCFF. 
Financing to agribusiness companies represented the largest share both in terms of 
amount and number of projects. The Bank also supported the expansion and 
development of companies involved in food production, packaging and retail. In the 
information and communications technology (ICT) sector, the Bank continued its 
cooperation with the leading privately owned TV channel. Two existing clients in the 
manufacturing and services (M&S) sector – a pharmaceutical producer and a 
manufacturer of construction materials – received additional financing from EBRD. 
The Bank also transferred warrants and purchased new shares in a Toronto-listed gold 
mining company operating in Armenia. In the property sector, the Bank signed two 
transactions with the same sponsor, one in the residential segment and another in 
office space construction. 
 
The Small Business Support (SBS) team has also stepped up its activities in Armenia. 
Two existing EBRD clients have benefited from the Enterprise Growth Programme 
(EGP) Crisis Response facility to help them address additional challenges stemming 
from the crisis. Currently, 15 Armenian companies in the food manufacturing, 
pharmaceuticals, metal products, IT and services sectors are cooperating with EGP. 
BAS also implemented a large number of projects in Armenia, 70 per cent of them in 
rural areas. BAS has also successfully completed a regional ‘Women in Business’ 
programme to assist companies either owned or managed by women. 
 
Financial sector: During the previous strategy period the Bank expanded its 
engagement from 9 to 12 commercial banks (out of the 21 operating in Armenia). In 
the aftermath of the economic crisis, the EBRD increased its commitments to local 
banks in order to provide much needed long-term funding and reconfirm its ongoing 
support to its partner banks. The product range included traditional SME and MSE 
lines under the expanded the Armenia Multi-Bank Framework Facility (AMBFF) and 
trade finance lines as well as equity contributions in two out of four banks and one 
insurance company where EBRD is a shareholder. In addition, six partner banks have 
signed up to the MCFF framework while one bank received the first-ever energy 
efficiency credit line for industrial users. In addition, EBRD is working with one 
microfinancing institution, one leasing company and one insurance company. 
 
Following the depreciation of the local currency in March 2009, dollarisation has 
increased to around 70-80 per cent of loans and deposits in the banking sector. The 
EBRD together with other IFIs has engaged in policy dialogue with the central bank 
and the government on promoting lending in local currency. Armenia was among the 
first countries to benefit from the Bank’s Local Currency and Local Capital Market 
Initiative (LCY Initiative) to ETC countries approved in February 2011. Under this 
initiative, the Armenian authorities signed a Memorandum of Understanding drafted 
by EBRD, IMF and WB in April 2011 to create the policy conditions necessary to 
foster the development of local money and capital markets. About EUR 11.5 million 
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equivalent in local currency has been on-lent to Armenian banks and microfinancing 
institutions under the LCY Initiative. 
 
In 2010, the Bank committed USD 20 million for industrial energy efficiency and 
renewable energy financing facility in Armenia. One commercial bank is operating 
under this facility at the moment. 
 
Infrastructure: The Bank’s investments in this sector took the form of private as well 
as sovereign transactions. In 2009 the Bank signed its largest standalone private sector 
transaction in Armenia, a EUR 42 million loan to Electric Networks of Armenia to 
upgrade and modernise the obsolete low voltage infrastructure. EBRD also committed 
EUR 30.1 million to the privately-managed Yerevan International Airport for the 
completion of a new passenger terminal, for which ADB and DEG provided parallel 
financing. In the MEI sector, the Bank signed a EUR 5 million sovereign transaction 
for Yerevan Metro to improve the safety and sustainability of the underground urban 
transport system and improve energy efficiency. 
 
Together with the WB, EBRD played an important role in maintaining the reform 
momentum in the water sector to improve service delivery and operational 
sustainability. The Small Municipalities Water project has received EUR 6.5 million 
financing from EBRD to improve the water supply in 17 settlements and sanitation in 
two cities. Both projects were co-financed with EIB and EU NIF. The Bank also 
initiated technical, operational and financial studies on Yerevan’s largest landfill site, 
which will help the Bank to structure an investment project to address solid waste 
collection and landfill issues. The environmental and social aspects of this project will 
be further investigated. The Bank also implemented a feasibility study, technical 
assessment and environmental and social assessment for a solid waste collection and 
landfill in Kotayk region of Armenia. If successful, this project could be replicated in 
other regions of the country. 
 
Policy dialogue: The Bank was actively involved in a number of policy dialogue 
initiatives at project and sector level as well as on broader economy-wide issues. 
Particular attention was paid to improving the investment climate and governance in 
the corporate and banking sector. Together with the IFC, the Bank continued its 
engagement with the government to introduce the EU risk-based approach to 
enterprise inspections. As a result, amendments to the law on state inspections were 
approved and since 1 January 2012 all state inspections are risk-based. The 
government has also resolved to limit the number of corporate tax payers subject to 
inspections to no more than two per cent in 2012. This is a major step forward in 
improving the business environment. Following its successful assistance on inspection 
reform, the Bank was invited to join the recently established SME Development 
Council chaired by the Prime Minister. Although this Council had only two meetings 
in 2011, it has established itself as a platform where SMEs can voice concerns and 
propose solutions directly to the Prime Minister and other senior government officials, 
bypassing Armenia’s rigid and sometimes obstructive bureaucracy. 
 
The Bank continued its dialogue with the Ministry of Economy, Central Bank and the 
Stock Exchange operator on rolling out the EBRD-led corporate governance code. 
The Bank helped the authorities prepare the checklists and implementation guidelines. 
Several pilot projects have been conducted among EBRD banking clients. The Stock 
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Exchange listing rules have been amended so that all listed companies must report on 
their compliance with the code. More detailed implementation guidelines need to be 
prepared in 2012 for state-owned and private companies. 
 
Armenia is one of several countries benefiting from the EBRD-led joint IFI local 
currency initiative. The first round of the local capital market diagnostics took place 
in December 2010, and a regional seminar on inflation targeting, co-hosted by the 
central bank, IMF and EBRD, took place in Armenia in April 2011. 
 
The Bank also undertook policy dialogue with the authorities relating to urban 
transport, energy efficiency and the power sector and provided technical assistance to 
the telecom sector regulator. The first phase introduced and trained the regulator’s 
staff on modern EU practices on fixed and mobile telephony and internet regulation. 
This long-term assistance is expected to strengthen competition in the sector and 
attract foreign and local investments. 
 
1.3. Transition impact of the Bank's portfolio 
 
Since the adoption of the previous Strategy in 2009, all new projects in Armenia were 
ex ante rated “Good” which is above the institution-wide target of 80 per cent of 
projects to be assessed “Good” or better. There were no operations signed in Armenia 
that were assessed Excellent or Satisfactory transition potential during this period. 
Around two thirds of projects in Armenia since 2009 were extended to financial 
intermediaries. 
 
The transition objectives of projects signed since 2009 reflect the Bank’s response to 
the financial crisis. Key transition objectives have included supporting market 
expansion, in particular through an increase in lending by financial institutions that 
were significantly affected by the crisis (Figure 1). About two thirds of all projects 
signed in Armenia since 2009 addressed this objective. Around 30 per cent of 
operations targeted improved business standards as their transition objectives. 
 
Figure 1. Targeted transition objectives (share of projects), 2009 - present 
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As of end-2011, 95 per cent (20 of 21) of active operations under implementation 
(i.e., at least 6 months since signing and monitored for their transition impact at least 
once) have a rank from 1 to 6 according to the Bank’s Transition Impact and 
Monitoring System.1 The average of Armenia’s active TIMS portfolio stood at 4.10, 
which is better than the Bank’s target for 2011 and is also better than the target for the 
EEC region team. An analysis of the portfolio shows that 13 projects (62 per cent) are 
on track and seven, or about one third of the portfolio, have mostly achieved their 
desired transition impact. Only one operation in the active TIMS portfolio has not 
achieved its envisaged transition impact objectives. 
 
2. OPERATIONAL ENVIRONMENT 
 
2.1. Political Context 
 
Armenia has entered a new electoral cycle with parliamentary elections held on 6 May 
and presidential elections scheduled for February 2013. The parliamentary elections 
delivered a strong vote of confidence in the Republican Party of Armenia, headed by 
President Serzh Sargsyan, which won 69 seats in the 131-seat legislature. The second 
party in the pre-election governing coalition – Prosperous Armenia – gained 36 seats. 
Opposition parties all lost support, with the Armenian National Congress headed by 
Levon Ter-Petrossian narrowly crossing the seven per cent threshold for electoral 
blocs with 7.1 per cent of the vote, which translates into seven parliamentary 
mandates. Three other opposition parties – Armenian Revolutionary Federation, 
Heritage Party and Orinats Yerkir (Rule of Law) – narrowly crossed the five per cent 
threshold for parties to enter parliament. 
 
This year’s elections are the first since presidential election in February 2008 and its 
aftermath created significant political tensions in Armenia. Ten people lost their lives 
in clashes between police and protesters, who alleged voting irregularities, and a 
number of activists were arrested.  
 
The Armenian authorities have taken a number of steps to stabilise the political 
environment and lay the foundations for more transparent and fair elections. The 
amnesty for opposition activists and announcement of a new inquiry were praised by 
the Parliamentary Assembly of the Council of Europe (PACE) in an October 2011 
resolution. The PACE resolution concluded that on the basis of these steps “the 
chapter on the March 2008 events can finally be considered closed.” However, a 
number of Armenian and international human rights organisations have disputed this 
conclusion. 
 
In the months leading up to the parliamentary elections, President Sargsyan and the 
government have initiated a number of domestic reforms aimed at boosting public 
support for the government on the eve of the elections. These include anti-corruption 

                                                 
1 Rank is a combination of the relevant rating for transition impact potential and risks to transition impact. 
Expected transition of operations is usually monitored once a year and is ranked numerically from 1 to 8, with 1 to 
3 indicating the mostly realised impact, 3 to 6 – generally on track to achieve transition objectives, and 7 to 8 – 
minimum transition impact or excessive risks. 
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measures and attempts to reduce the influence of powerful business interests over 
Armenia’s political institutions, including through the adoption of amendments to the 
law on Civil Servants which requires full disclosure of assets, income and links to 
businesses by the 500 most senior public officials. However, the Armenian 
authorities’ record on democratic governance remains mixed, with deficiencies in 
assuring the independence of the judiciary, media pluralism, and police reform. 
 
Following the parliamentary elections, the OSCE ODIHR election observers issued a 
statement of preliminary findings and conclusions in which they noted that 
“parliamentary elections in the Republic of Armenia were characterised by a 
competitive, vibrant and largely peaceful campaign.” However, OSCE also 
highlighted the “unequal playing field due to violations of campaign provisions and 
cases of pressure on voters, as well as deficiencies in the complaints and appeals 
process.” These concerns were also noted by a number of domestic observers, NGOs 
and opposition groups. 
 
See Annex 1 for a more detailed assessment of the political environment. 
 
2.2. Macroeconomic context 
 
Armenia was one of the Bank’s countries of operation most affected by the 2008-9 
crisis. In 2009, output contracted by 14.1 per cent of GDP due to a collapse of 
remittance-financed construction and lower commodity prices which affected the 
copper and other metal sectors. The government responded by loosening the deficit 
target and the central bank allowed the dram to depreciate. Dollarisation ratios 
increased significantly after the depreciation. Despite a large exchange rate 
adjustment, the current account deficit remained high, and was financed through 
donor assistance and foreign direct investment. 
 
Post-crisis economic recovery has progressed at a moderate pace. Real GDP increased 
by 2.2 per cent in 2010 and 4.7 per cent in 2011. Mining and manufacturing have been 
the main drivers of growth, largely due to higher global prices for metals as well as 
official policy support for the tradable sector. The largely unreformed agricultural 
sector, which suffered from drought in 2010, also recovered. The construction sector, 
an important engine of growth before the crisis, remains subdued. Domestic demand 
remains stable, supported by rapid credit growth, rising real incomes and remittances. 
Following double digit growth in the first three months of 2011, consumer price 
inflation has been decelerating as the central bank increased policy rates, fiscal 
spending moderated and food price pressures receded. The current account deficit 
narrowed due to recovering remittances and increasing mining exports, although it 
remains high at around 12 per cent of GDP in 2011. 
 
The authorities are pursuing post-crisis stabilisation policies. The fiscal deficit was 
reduced from 7.7 per cent in 2009 to around 2.7 per cent of GDP in 2011. Following a 
period of monetary tightening in early 2011, the central bank reduced its policy rate in 
September as inflation fell within the target band of 4 +/-1.5 per cent. The authorities’ 
stabilisation and reform efforts continue to be supported by a medium-term 
arrangement with the IMF, under which the authorities have pledged to continue fiscal 
consolidation, pursue prudent monetary policy including greater exchange rate 
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flexibility, and structural reforms to improve the business environment and create 
conditions for sustainable growth, reducing poverty and unemployment. 
 
Despite recent improvements, Armenia’s economy remains vulnerable to external 
shocks that may be amplified in the difficult business and political environment. 
Specific vulnerabilities include a large current account deficit financed to a large 
extent by IFI assistance, an undiversified export sector and limited access to foreign 
markets, dependence on large and volatile remittances, and a highly dollarised 
financial sector. Armenia’s growth prospects are also clouded by the uncertain 
external environment. Growth is likely to decelerate to 4 per cent in 2012 assuming 
that recovery in the country’s main investment and trade partners continues, leading to 
continued inflow of remittances and capital, and that external demand and global 
prices for Armenia’s main export commodities remain stable. Inflation is expected to 
remain in the target range (4+/-1.5 per cent) in 2012. The return to a floating 
exchange rate regime and the subsequent depreciation eliminated the exchange rate 
misalignment and should over time support export competitiveness in sectors other 
than mining. 
 
Maintaining growth over the longer term would be helped by the ongoing structural 
reforms and a relatively benign external environment. Armenia’s relatively 
monopolised economy remains overly dependent on low value-added commodity 
exports, which makes it vulnerable to negative shocks suffered by its trading partners. 
The medium-term prospects depend to a large extent on the authorities’ ability to 
create conditions for investment and productivity improvements. The much-needed 
broadening of the economic and export bases would help reduce the current account 
deficit over time and make the economy less vulnerable to external shocks. 
 
See Annex 7 for a table with Selected Economic Indicators. 
 
2.3. Structural reform context 
 
Armenia made substantial progress in structural reforms over recent years. On some 
important transition indicators Armenia is on a par with the EU candidate countries of 
south-eastern Europe, reflecting substantial progress in privatisation and price 
liberalisation and some progress in competition policy. A number of actions have 
been taken to improve the business climate including the introduction of legal 
restrictions on public officials from engaging in commercial activities, the 
strengthening of the competition commission, and further reductions in barriers to 
entry for new businesses. A number of reforms are planned under the umbrella of the 
recently-launched negotiations on an Association Agreement and accompanying Deep 
and Comprehensive Free Trade Agreement (DCFTA) with the EU. 
 
The government continues to make progress in reforming tax administration. Tax 
reporting procedures have been made less onerous and payments less frequent. By 
mid-2011, the e-filing system was extended to over 4,000 taxpayers, and electronic 
processing of tax returns and automated invoice processing became operational at the 
end of 2011. In addition, actions have been undertaken to develop and improve risk 
management of VAT refunds, audit manuals, large taxpayer auditing and cash register 
surveillance. To date, however, broad tax reform efforts have brought less revenue to 
the government than expected. 
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The Central Bank of Armenia (CBA) continues to reduce incentives for dollarisation 
and strengthen the monetary transmission mechanism. The CBA has continued to 
raise the proportion of dram-denominated reserves required to support foreign 
currency liabilities, in order to enlarge the spread in interest rates between local and 
foreign currency deposits. Although this has helped to decrease deposit dollarisation, 
foreign currency loans continue to expand. 
 
For a detailed assessment of the remaining sector transition challenges see Annex 2. 
 
Figure 2. EBRD transition indicators for Armenia 
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2.4. Business environment 
 
Armenia has increased the pace of reforms to the business environment in recent 
years. A new electronic business registration system and single window registration 
procedures were introduced in 2010. The number of licences required for various 
business activities has been reduced substantially, from 169 to 96, and the time 
required to obtain construction permits has declined from 137 to 27 days. Risk-based 
approaches to selecting enterprises for audit are being introduced in the tax and 
customs bodies and the labour inspectorate, and the authorities have eased the 
certification of origin requirements and simplified import procedures, which should 
reduce the cost of cross-border trade. A small and medium-sized enterprises council 
was established in July 2011 to address policy issues pertaining to this sector. In 
cooperation with the EU, the authorities are working to reform customs and are 
targeting better governance, compliance, and speeding up clearance. The authorities 
are also taking steps to stimulate competition. The amendments to the Law on 
Protection of Economic Competition introduced in April 2011 should help strengthen 
the Competition Commission through improved methodologies, increased penalties 
for monopolistic behaviours and strengthened inspections. As a result of these 
measures, Armenia moved up six places in the World Bank’s 2012 Doing Business 
rankings, to 55th out of 183 countries. 
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However, the business environment remains challenging, with continued problems in 
tax and customs administration, and corruption. The last Business Environment and 
Enterprise Performance Survey (BEEPS) conducted in 2009 identified access to 
credit, anti-competitive practices, particularly in the informal sector, and taxes as key 
impediments to the development of SMEs. Excessive regulations remain an obstacle 
to investment with over 25,000 legal norms in effect at the national level. Although 
many of these legal norms are well designed, there are inconsistencies, contradictions 
and complexities in the legal framework that are burdensome for citizens and 
businesses. A regulatory guillotine, announced by the government in June 2011, 
should help reduce obstacles to doing business and further improve the business 
environment. 
 
Overall the competitiveness of the Armenian economy remains weak. The country 
was ranked 92nd among 142 economies by the World Economic Forum’s 2011-12 
Global Competitiveness Index. Widespread corruption and inefficient taxation are 
identified among the most problematic areas. Ineffective government bureaucracy is 
another major obstacle to doing business as well as difficult access to bank financing. 
On the other hand, Armenia enjoys rather flexible labour practices when it comes to 
redundancy costs, employment rules and salaries. Infrastructure development is still 
lacking as is technological development, though capacity for innovation remains 
satisfactory. Another constraint to business development is the country’s low 
competitiveness in the goods market, cumbersome customs procedures and ineffective 
anti-monopoly policies. 
 
Transparency International’s Corruption Perceptions Index confirms that corruption 
remains a problem in Armenia. The country’s position deteriorated recently, slipping 
six positions to rank 129th. Last year’s score remained unchanged at 2.6 out of a 
possible 10, with the score of 1 assigned to countries perceived to have the highest 
corruption level. 
 
2.5. Social context 
 
Prior to the financial crisis of 2008-9, Armenia’s population benefited from rapid 
economic growth as private and public sector wages increased and unemployment 
declined. According to World Bank data, the share of population below the poverty 
line fell from 34.6 per cent in 2004 to 11.1 per cent in 2008. Inequality also declined 
as average monthly income of the two poorest deciles of the population increased by 
2.4 times and that of the two richest deciles by 1.8 times. The income of the richest 20 
per cent of the population was higher than the income of the poorest 20 per cent by 
10.6 times in 2004 and this declined to 7.8 times in 2008. 
 
However, poverty and inequality increased during the crisis. As compared with 2008, 
poverty and extreme poverty in secondary cities grew by 7.2 and 4.2 per cent 
respectively in 2009, and the Gini coefficient increased slightly to 0.35 in 2009. The 
EBRD’s Life in Transition Survey (LiTS), conducted in late-2010, found that only 
about one-fifth of respondents were satisfied with life, ranking Armenia near the 
bottom of the transition country scale in this respect. It also found that the crisis had 
impacted the livelihoods of many Armenians, with the impact felt most among 
middle-aged people and lower socio-economic classes. As before the crisis, there was 
substantial regional variation in income levels and large gaps between the urban and 
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rural areas. Rural areas tend to have higher levels of poverty, and the rich are 
concentrated in the urban areas and Yerevan in particular. 
 
Remittances continue to play an important role in financing poverty reduction. 
Armenia is one of the biggest labour exporters in the world. The country’s largely 
skilled emigrants have contributed between 10-20 per cent of GDP in recent years. 
Family ties are important but the commitment of the Armenian diaspora extends 
beyond the immediate family and reaches a relatively wide range of distant relatives 
and friends. While the country is the biggest labour exporter, the 2009 BEEPS does 
not report lack of skilled labour as a major obstacle for doing business. While the high 
skilled Armenian diaspora is less affected than low skilled immigrants from other 
countries, the decline of remittances had a major impact on growth and poverty during 
the crisis. 
 
In 2008 the government revised the Poverty Reduction Strategy Programme (PRSP) 
for the period of 2008-2012 with the main themes including promotion of sustainable 
economic growth through macroeconomic stability and private sector development, 
improving public infrastructure, enhancing human development and improving social 
safety nets, implementing prudent fiscal policies and reforming the tax system, and 
improving core public sector functions. After the three-year Poverty Reduction and 
Growth Facility (PRGF) program with the IMF was completed in 2008, the 
authorities requested a further three-year extension focussing on generating additional 
domestic resources to finance poverty-reducing and growth-enhancing expenditures. 
 
2.6. Legal context 
 
Over the last decade, the Armenian authorities have made considerable efforts to 
upgrade commercial, tax and financial legislation to improve the business 
environment. Measures to reduce unnecessary regulation and burdensome tax 
inspections on companies are under way. However, significant gaps in the legal and 
regulatory framework remain. In addition, as is often the case in early transition 
countries, implementation of the law by courts and officials remains an issue. 
 
Company law was reformed in 2001. In 2010 a corporate governance code was 
prepared with the assistance of EBRD. The code now needs to find a wider user basis. 
The law on secured transactions was improved in relation to immovable assets with 
the introduction of an effective registration system (yet to be digitalised), but requires 
improvement in the area of movable assets. The insolvency law was improved in 
certain areas (e.g., commencement of insolvency proceedings, treatment of creditors, 
reorganisation and liquidation proceedings), but remains weak in other areas (e.g., 
financing of reorganisation or avoidance of pre-insolvency transactions). 
 
Despite the recent introduction of a law on electronic communications, key aspects of 
best sector practice appear largely absent, particularly in such areas as number 
portability, local loop unbundling and wholesale broadband. EBRD is currently 
working with the Armenian authorities to assist in resolving some of these issues. In 
the energy sector the effective implementation of efficiency measures requires a 
review of the legal and institutional environment. The Armenian government has 
sought EBRD assistance on this issue in relation to the housing sector. PPPs and 
concessions are not specifically regulated and the absence of a clear legal and 
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regulatory framework is an obstacle to the funding of projects. Finally, whereas 
Armenia adopted a law on procurement in 2010, its effective implementation will 
require further efforts to increase capacity among procurement officials. 
 
See Annex 3 for a more detailed assessment of the legal environment. 
 
2.7. Energy efficiency and climate change context 
 
As Armenia has no indigenous reserves of natural gas, oil or coal, the country is 
dependent on the import of hydrocarbons. This heavy reliance on imported fuels and 
weak regional interconnections put Armenia at risk of supply interruptions, price 
fluctuations and possible outages. Further active policy action on energy efficiency 
and renewable energy expansion will reduce demand for energy and lead to 
significant savings in terms of investments in power generation and energy imports. 
 
Energy intensity in Armenia is relatively low compared to other EBRD countries of 
operation, roughly in line with the OECD average. The residential sector is one of the 
largest energy end-users in Armenia, using about 44 per cent of electricity and 37 per 
cent of heat total final consumption in 2008, while 40 per cent of emissions are related 
to the residential sector. For this reason, the residential sector is among the most 
important sectors to reduce energy use and GHG emissions. 
 
Armenia has recently introduced a number of positive measures including feed-in 
tariff mechanisms designed to support small hydro and other renewable 
developments, while the energy law mandates that the power distribution grid buy 
electricity generated by small hydro power stations for 15 years after they become 
operational. As a result, the market for small hydropower stations has developed well 
in Armenia and the government has created incentives for investment. With the right 
policies the contribution of the renewable electricity in Armenia may increase by 
fivefold in 2020 in comparison to the present energy production from renewables. 
However, the sector’s potential is limited by persistent market barriers including 
shortcomings in the existing legal framework, especially concerning energy efficiency 
regulation. 
 
3. STRATEGIC ORIENTATIONS 
 
3.1. Transition challenges 
 
Armenia has made laudable progress in transition and has introduced many structural 
reforms in recent years. However, Armenia remains an early transition country with 
challenges across many sectors. The financial sector remains fragmented, 
concentrated in urban areas and highly dollarised. Poor infrastructure raises the cost of 
doing business in Armenia and limits the regionally balanced development of the 
country. The industrial base remains narrow and oriented towards low value-added 
mining, while agricultural output remains below potential thus reducing the country’s 
food security. Armenia also remains one of the more energy dependent economies, 
relying on imports of hydrocarbons from Russia and nuclear production of electricity 
in a seismically sensitive area. 
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The government has recently approved an export-oriented industrial policy in order to 
provide impetus to the country’s industrial development and strengthen the export 
potential. The new mining code approved at end-2011 should foster investment into 
the sector, increase taxation of mining operations and improve the sector’s 
environmental footprint. The authorities announced commitment to further improve 
the business environment by strengthening competition, reducing corruption and 
developing an efficient public-private dialogue. 
 
The Bank has identified the following as the main challenges to be addressed during 
the next strategy period: 
 
 Develop the financial sector and improve access to finance. Armenia’s 

financial sector remains small, fragmented, and dollarised. Despite policy efforts 
to strengthen the regulatory environment for the non-banking financial sector, it 
remains very small. Access to finance in rural areas and by SMEs remains limited. 
In the years ahead, the main sectoral challenges to be addressed are deepening 
financial intermediation and broadening access to underserved areas and sectors, 
and reducing dollarisation and developing local money and capital markets. 

 Improve municipal and urban transport infrastructure. The municipal water 
sector underwent significant reforms recently, but private sector participation is 
limited and tariffs are yet to be adjusted to cost recovery level. A coherent 
framework for modern solid waste management, including involvement of the 
private sector in waste collection, is yet to be established. Tariff methodologies 
aiming at full cost recovery are yet to be implemented in virtually all municipal 
sectors. Therefore, in the coming years priorities will include completing reforms 
in the municipal water supply, sanitation and solid waste sectors, and improving 
the safety, quality and availability of public urban transport infrastructure. 

 Develop agribusiness and high value-added industrial companies. Addressing 
challenges in the industrial sector requires improving the business environment, 
strengthening corporate governance and increasing access to finance for local 
MSMEs. Simplifying tax policies and improving tax administration are of 
paramount importance to incentivise firms in the real economy to become more 
transparent. The government should also deliver under its anti-corruption 
framework, cut red tape, strengthen competition, implement the conflict of interest 
legislation and sever the opaque ties between business and politics. Improving 
hygiene standards, developing privately-owned processing, logistics and 
distribution systems and removing institutional barriers to financing agribusiness 
companies should improve the competitiveness of Armenian agriculture. 

 Improve the regulatory and institutional framework for sustainable energy. 
Armenia is committed to decommission the Metzamor Nuclear Power Plant, 
which currently generates about 40 per cent of consumed electricity, by 2017. The 
country could make up some of the deficit in power generation by facilitating 
investments in renewable energy (hydro, biomass or wind) and energy efficiency. 
The electricity infrastructure needs to be expanded and modernised to improve the 
availability and further reduce losses in the sector. Regional integration may 
enable Armenia to export power to its neighbours and serve as a transit country. 
Armenia’s residential and industrial sectors are energy-intensive and inefficient. 
Building standards should be revised to encourage modern energy efficiency 
standards. 
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3.2. Bank's priorities for the strategy period 
 
The Bank’s operational priorities in Armenia will be guided by its assessment of the 
key transition challenges and are consistent with the authorities’ reform priorities. To 
a significant extent, the Bank’s ability to deliver on its objectives will depend on 
progress with reforms. The Bank has identified four main challenges to be addressed 
during the next strategy period: 
 
 To develop the financial sector and improve access to finance, the Bank will 

focus on providing its traditional SME and micro-finance lines targeting areas 
outside the capital city and facilitate access to credit for SMEs in rural areas. In 
the rural areas, the EBRD will launch agricultural credit lines in local currency 
and associated TC, in particular as agricultural sector becomes more 
commercialised. The Bank, in cooperation with the IMF and WB, will engage in 
policy dialogue and provide TC to strengthen the central bank’s capacity to reduce 
inflation and dollarisation and develop local money and capital markets. 

 To improve municipal and urban transport infrastructure, the Bank will 
consider a wide range of infrastructure projects. Intensive policy dialogue will be 
required to support reforms at the central and local levels. To address the 
affordability constraints of the population and the debt capacity constraints of the 
government, a high level of grant co-financing will be required along with gradual 
tariff increases toward cost recovery 

 To develop agribusiness and high value-added industrial companies, the Bank 
will identify investments in industries with export potential, including in areas 
highlighted by the authorities’ recent programme of export promotion. EBRD will 
aim to support the agricultural sector by targeting investments in downstream 
agribusiness companies (privately-owned processing, logistics and distribution 
and retail systems) as an effective means to develop upstream sectors. Where 
possible, the Bank will aim to utilise local currency financing. The Bank will also 
enhance activities to support MSMEs in key sectors through provision of advisory 
services. 

 To support development of sustainable energy and mining, the Bank will 
consider regional energy infrastructure and mining projects that would generate 
greater value-added in Armenia. Credit lines for energy efficiency purposes for 
both residential and industrial users through partner banks could support the 
much-needed investments in this area, raise awareness and increase the capacity 
of clients and financial intermediaries for financing energy efficiency projects. 

 
3.3. Sectoral Challenges and Bank Operational Response 

3.3.1. Financial Institutions 

 
Sectoral challenges 
 
 Developing the financial sector and broadening access to finance. Despite 

recent rapid credit growth and entry of foreign banks, the financial sector remains 
relatively small and the range of products limited and unsophisticated. The stock 
of bank credit to the private sector is only around 30 per cent of GDP. Access to 
finance by SMEs remains limited, especially in local currency, and rural areas 
often lack access to basic financial services. The non-bank financial sector 
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 Reducing dollarisation and developing local capital markets. The financial 
system remains highly dollarised: over 50 per cent of loans and 70 per cent of 
deposits are in foreign currency, reflecting low confidence in the local currency. 
This complicates monetary policy management and makes the whole system 
vulnerable to exchange rate volatility. Since the devaluation following the onset of 
the 2008-2009 crisis, the central bank has adopted a floating exchange rate policy 
and focused on anchoring inflation. The local capital market is still under-
developed, although has shown some improvements with the purchase of the stock 
exchange and central depository by Nasdaq-OMX. The main pillar of the pension 
reforms is scheduled to start in 2014 and its successful implementation will play 
an important role in the development of capital markets. 

 
Bank’s operational response 
 
To develop the financial sector and increase access to finance the Bank will 
continue providing products such as MSME and TFP lines, and will introduce new 
products including energy efficiency credit lines, rural and agricultural financing. The 
priority will be deepening and expanding cooperation with existing client banks rather 
than adding new banks to the client list. The subsidised lending still available from the 
central bank for rural, agricultural and MSME sectors still makes EBRD local 
currency financing uncompetitive, but the Bank will strengthen its financial support to 
these sectors in local currency after the phasing out of those subsidies and when 
market demand for competitive financing returns. The implementation of reforms to 
the legal, regulatory, institutional and operational environment for energy efficiency 
financing would enable the Bank to support a residential energy efficiency credit line 
underpinned by institutional capacity building for the regulators, participating banks 
and clients. The Bank will also increase the number of its clients in the micro-
financing sector and support their growth through lending and provision of technical 
assistance. SME access to finance from credit lines and partner financial institutions 
will also be supported by SBS through BAS and EGP. 
 
To help reducing dollarisation and developing local capital markets, the Bank 
will provide local currency financing to partner banks and MFIs under the Local 
Currency Lending Programme for ETCs. The Bank will also facilitate the 
implementation of the main pillar of the pension reform by promoting the entry of 
reputable asset management companies into the Armenian market directly, or through 
local partnerships. If necessary, the Bank will provide technical assistance to and 
make investments in the companies which will manage the pension funds, subject to 
the financially attractive volume of such assets. This will however be subject to the 
authorities’ continued commitment to implement policies aimed at reducing 
dollarisation and further developing local money and capital markets, as described in 
the Memorandum of Understanding signed with the authorities in 2011. 
 
Policy dialogue 
 
Armenia is among countries benefiting from the EBRD-led joint IFI local currency 
initiative. In line with the MoU on local currency financing and development of 
capital markets, the Bank, in cooperation with the IMF and WB, will engage in policy 
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dialogue and provide TC to strengthen the Central Bank’s capacity to reduce inflation 
and dollarisation and develop local money and capital markets. 
 
The EBRD will engage in policy dialogue to strengthen the regulatory and 
institutional frameworks to facilitate access to credit in rural and agricultural areas. 
Specific, high impact assignments could be financed through TC. The EBRD will 
provide TC funds to increase the capacity of local micro-financing institutions, 
including their transformation into deposit-taking institutions when possible. 

3.3.2. Industry, Commerce and Agribusiness 

 
Sectoral challenges 
 
 Improving corporate governance, strengthening competition and reducing 

transaction costs in the industrial sector. Poor corporate governance coupled 
with substandard financial reporting remains one of the major obstacles for local 
enterprises to access affordable financing, cut transaction costs and undertake 
expansion to foster industrial growth. Tax avoidance schemes persist in some 
sectors of the economy, undermining fair competition in the market and 
hampering foreign investment. The government has introduced various incentive 
programmes aimed at stimulating the expansion of export-oriented manufacturers. 
Tax holidays are granted to companies that import equipment for the 
establishment or upgrade of local production facilities. However, these efforts 
have been undermined by persistent linkages between business and politics that 
reinforce non-transparent oligarchic structures and market distortions. SME 
growth in particular is constrained by high bureaucratic obstacles and the 
distribution of enterprises across size classes and regions is disproportional. The 
SME support infrastructure faces large transition challenges. The quality of 
available advisory services is perceived as relatively low and local consultants 
lack experience and international market insights. A professional association has 
recently been established but the institutional framework requires further support. 

 Strengthening the competitiveness of Armenian agribusiness by improving 
hygiene standards and developing processing, logistics and distribution 
systems. The agriculture sector continues to be dominated by small, inefficient 
and underdeveloped subsistence farms. Due to the lack of modern equipment and 
technologies they remain dependent on weather conditions, resulting in unstable 
volumes and quality of production. Access to credit for farms remains limited and 
expensive as only a few banks/credit organisations possess the necessary expertise 
to provide loans to this sector. Processing firms are better developed although 
their further growth is constrained by the state of primary agriculture and high 
production costs. Given the limited consumption capacity of the local market, 
processing companies target overseas markets. However, the obsolete transport 
infrastructure and undeveloped logistics networks undermine their 
competitiveness. Exporting companies also remain exposed to foreign currency 
risks in the absence of appropriate hedging instruments. 

 Introducing modern standards and technology in the real estate sector. 
Despite the rapid expansion of the remittance-financed construction sector before 
the economic downturn in 2009, transition gaps remain large. Old construction 
standards and technologies, which are often inappropriate to Armenia’s 
seismically active areas, continue to be utilised. Construction permitting is slow 
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Bank’s operational response 
 
To improve corporate governance, strengthen competition and reduce 
transaction costs various technical assistance programmes, including the ETCI/BAS 
financial management and reporting programme, will be carried out to improve the 
quality and transparency of financial reporting of local enterprises. The Bank will 
promote the utilisation of corporate governance checklists and development of 
appropriate action plans to improve corporate governance with the ultimate goal of 
increasing the number of listed companies that will be positioned to raise financing 
though IPOs and issuance of bonds. The development of bond and equity market 
suppliers particularly matters in view of the upcoming pension reform. The financial 
support will be provided directly through the Bank’s direct facilities (DLF, DIF, 
mezzanine loans) as well as SME credit lines and medium-sized financing facility. 
The main focus will remain on local currency lending in order to reduce the foreign 
currency risks faced by local companies. To enhance the competitiveness of the SME 
sector, the Bank will combine advice and mentoring at the enterprise level with the 
development of a sustainable infrastructure of business advisory services at the market 
level. With funding from the EU’s Eastern Partnership, SBS will focus on SMEs in 
agribusiness and ICT, exporters, and those located in the regions. Planned operations 
will strengthen performance and sophistication in areas such as managerial skills, 
marketing, human resources and environmental management. 
 
To strengthen the competitiveness of Armenian agribusiness the Bank will 
provide financial and technical support to processing and logistics companies to build 
capacity and improve the upstream supply chain. Special attention will be paid to 
export oriented companies and technical support will be directed to increasing the 
competitiveness of Armenian products in overseas markets as well as the 
establishment of distribution networks. The Bank will also try to reach out to farms in 
primary agriculture via local currency credit lines implemented through participating 
banks and credit organisations, accompanied by technical assistance programmes 
aimed at providing expertise to the banks and building capacity to ensure the 
sustainability of finance to this sector. 
 
To introduce modern standards and technology in the real estate sector the Bank 
will accompany its financing with technical assistance programmes that will support 
construction companies to adopt enhanced technologies and achieve energy 
efficiency. However, given the high level of corruption and cronyism in this sector, 
the Bank’s involvement will be on a selective basis with the main focus on companies 
with reputable sponsors and high commitment to improving the environment. EBRD 
will consider financing medium-tier hotels, the expansion of the warehouse sector and 
the development of modern office buildings, in particular in the regions. 
 

 20



Policy dialogue 
 
The Bank will continue to assist the government with ongoing initiatives to improve 
the business environment in areas such as the ongoing review of regulatory efficiency 
under the guillotine procedure and strengthening judicial capacity in the field of 
procurement (under the joint EBRD/UNCITRAL project). The Bank will also roll out 
the corporate governance code and monitor its implementation, as well as contribute 
to policy dialogue on the SME sector. 

3.3.3. Infrastructure 

 
Sectoral challenges 
 
 Comprehensive reforms in the municipal water, sanitation and solid waste 

sectors leading to increased commercialisation. The municipal water sector has 
seen significant improvements in recent years including improved collection 
discipline, increased tariffs and better performance due to widespread metering. 
While the sector is now entirely managed by or leased to the private sector, the 
municipal water utilities are yet to achieve full commercialisation. The sector is 
still characterised by high water losses and unreliable supply. Tariff methodology 
implementation aimed at full cost recovery and increased private sector 
participation remain to be accomplished. In the solid waste sector there is a need 
for a framework of modern solid waste management, including the involvement of 
the private sector in waste collection and setting appropriate tariffs. 

 Improving the safety, quality and availability of public urban transport. 
Municipal capacity to plan, monitor and operate urban transport is relatively 
limited which leads to a deregulated and decentralised system. The low quality of 
urban transport is mainly due to inefficient traffic management, inappropriate 
public transport relying mainly on old bus fleets and unregulated minibuses, and 
an urban environment posing environmental, health and safety risks to the 
population. Institutional capacity to monitor and improve private sector 
participation in the sector should be improved with some regulatory functions 
delegated to municipalities. Reforms should include introducing integrated 
transport management, better parking management, better regulation of feeder 
minibus services and integrated ticketing systems. To achieve financial 
sustainability public transport fares need to be reviewed and harmonised for all 
transport modes, as the current low levels do not allow operators to cover most of 
their operating costs or replace assets in the long term. 

 
Bank’s operational response 
 
To foster comprehensive reforms in the municipal water, sanitation and solid 
waste sectors leading to commercialisation, the Bank will consider additional 
financing to municipal utility companies. The Bank’s existing water projects in 
Armenia have enabled the Armenian Water and Sewerage Company to improve its 
operations including increased collection rates and better services to customers, 
paving the way to cost recovery and further commercialisation. In addition to the 
Lake Sevan Environmental Project signed in 2007, the Bank signed another sovereign 
water project in 2011 providing finance for water supply and wastewater treatment 
improvements in 17 small municipalities. During the strategy period the Bank will 
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continue its support to the existing municipal clients and will extend its cooperation to 
additional cities, primarily Yerevan and other regional municipalities. The Bank is 
currently preparing the first solid waste project in Armenia’s Kotayk region with a 
commercially driven approach, which will potentially have a high demonstration 
effect for other cities and solid waste companies upon successful implementation. 
 
To improve the safety, quality and availability of public urban transport the 
Bank will extend its support to Yerevan Metro transport system through follow-on 
investments and will further encourage commercialisation measures for the company 
with the aim of achieving cost recovery tariffs. To ensure improved transport service 
quality the introduction of public service contracts between cities and service 
providers will be pursued in the framework of existing and potential projects. 
Provided that the authorities remain committed to proceed with the urban transport 
sector reforms, the Bank will consider financing projects geared towards rehabilitation 
of the existing transport infrastructure. Investments in selected new infrastructure and 
transport-related projects will also be explored, whereby a more commercial approach 
to the sector management will be promoted for the sustainable development of the 
sector. Reforms in urban transport could initially be implemented in Yerevan and 
could include integrated transport management, efficient parking management and 
better bus and minibus network solutions with integrated ticketing system. Potential 
projects supporting institutional reform and increased private sector involvement that 
can demonstrate good economic returns will also be considered by the Bank. To 
address the debt capacity constraints of the government any municipal infrastructure 
loan will need to be supported by a co-financing grant. 
 
In the transport sector, further opportunities to co-finance national or regional projects 
with other IFIs or bilateral donors may arise, in particular given the constrained 
capacity of the Armenian government to finance infrastructure projects of this nature. 
This could also be in relation to complex PPP structures (so-called ‘hybrid’ models 
that draw on commercial, state and/or IFI grant funds). The Bank will examine these 
opportunities for consistency with the above operational priorities and its transition 
mandate, and offer funding on its usual terms where any grant element is 
appropriately calibrated. 
 
Policy dialogue 
 
The Bank’s has adopted a holistic approach to its involvement in water rehabilitation 
programmes with a series of similar transactions intended to address common 
transition objectives, such as tariff methodology, improvement of collection rates, 
introduction of public service agreements and increased private sector participation. 
These programmes aim to facilitate the progress of tariff reform and strengthen the 
governance and institutional capacity of public utilities and regulators. Jointly with 
other IFIs the Bank will continue policy dialogue on sector reforms to enable the 
commercialisation of utility companies, deepen private sector participation and reduce 
public subsidies. Subject to sustainable debt capacity in public sector projects the 
Bank will increase its activities and support in the area of improved municipal and 
utility services, while combining its investments with co-financing from the EIB, the 
EU’s Neighbourhood Investment Facility and other possible TC support. 
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3.3.4. Energy and natural resources 

 
Sectoral challenges 
 
 Developing an open and competitive electricity wholesale market with cost-

reflective price signals. Currently, competition is limited due to the small size of 
the market and restricted opportunities for cross-border power trading. The 
number of power generating enterprises if limited. The development of an open 
and competitive wholesale market would increase the transparency of price 
signals and stimulate investment but will be challenging given the constraints 
referred to above. Electricity prices and tariffs are regulated by a semi-
independent regulator, which needs strengthening to deal with large players. A 
strong and independent regulator is a priority to ensure an appropriate balance is 
struck between consumers and licensed entities and to create equal conditions for 
the activities of the licensed entities. 

 Implementing the institutional framework for sustainable energy. Armenia 
has a developed institutional framework for sustainable energy, including a law on 
energy savings adopted in 2004. The legal framework for the development of 
renewable resources is also in place, and there is a strong potential for utilising 
small hydro, biomass and wind power to generate energy. However, there is no 
single agency responsible for the implementation of energy efficiency and related 
laws, and there remains a need to revise feed-in tariffs on a regular basis. Building 
standards are yet to be revised to encourage modern energy efficiency standards. 

 Increasing value-added in the mining sector. In Armenia the mining sector is a 
key contributor to the national economy. The recent rise in non-ferrous metal 
prices has had a positive impact on the country’s trade balance. Ore concentrates 
and metals produced in Armenia account for over half of the country’s exports, 
making the industry one of Armenia’s most important economic drivers. 
However, most of the ores are exported as low-value concentrates as the country 
lacks modern refining capacity. The authorities have recently adopted a new 
mining code, drafted with assistance from the World Bank, which should increase 
transparency and environmental protection as well as public revenues from the 
sector. Improvements to the legislative and regulatory framework will also help to 
attract more investment in the mining sector of Armenia. 

 
Bank’s operational response 
 
To support the development of an open and competitive electricity wholesale 
market, the Bank will participate in regional electricity infrastructure projects with 
the ultimate aim of supporting the development of a competitive regional electricity 
market with open and transparent rules for interconnection. To strengthen competition 
and ensure security and stability of supply, the Bank will also support power 
generating entities, in particular new entrants and non-state participants. The Bank 
will assist in strengthening the regulator, which is responsible for determining prices 
and tariffs in the power sector in Armenia, provided that the independence of this 
body is prioritised. 
 
To implement the institutional framework for sustainable energy, the Bank will 
support investments in financially viable renewable energy projects (primarily wind, 
hydro and biomass), as well as continue its support to the power distribution 
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company. EBRD will also support Armenia in its efforts to access funding from the 
Scaling up Renewable Energy Programme (SREP) and aims to support programming 
and implementation of a Renewable Energy Investment Plan, jointly with other IFIs. 
Through partner banks, EBRD will continue to finance energy efficiency credit lines 
for industrial and residential users subject to further reforms, including strengthening 
of the legal framework. Alongside energy efficiency credit lines, the Bank will 
continue provision of energy efficiency TC to partner banks. 
 
To increase value-added in the mining sector, the Bank will support bankable 
mining operations with reputable investors who have demonstrated high standards on 
environmental and social protection. Particular emphasis will be placed on projects 
which lead to building new refining capacities. 
 
Policy dialogue 
 
The Bank will support Armenia in joining the Extractive Industries Transparency 
Initiative and will review and improve the building and construction norms and 
strengthen the regulator’s capacities. The Bank will propose improvements to the 
condominium legislation to enable energy efficiency in blocks of flats. The Bank 
signed a Sustainable Energy Action Plan with Armenia in March 2012 which should 
pave the way for investments and policy dialogue in the renewable energy and energy 
efficiency sectors. To enable investments in renewable heat the Bank will conduct a 
regional renewable heating feasibility study, suggest policies and provide legal and 
regulatory amendments. 
 
3.4. Environmental and Social Implications of Bank Proposed Activities 
 
EBRD projects that have undergone due diligence since November 2008 are subject 
to the 2008 Environmental and Social Policy and Performance Requirements. For 
direct investments, these require projects to be structured to meet EU and national 
environmental requirements. The commitment to EU requirements can be challenging 
in Early Transition Countries, particularly for projects in the municipal sector where 
borrowing capacity may be limited. If a project intends to improve drinking water 
quality to EU standards, for example, quite often there is not adequate funding for 
improvements to the corresponding wastewater treatment. In the event that projects 
cannot be structured to meet EU environmental requirements, this will be made clear 
in the Bank’s information for the Board of Directors, with appropriate justification for 
any derogation, and in the public Project Summary Document. EBRD will work with 
clients, where appropriate, so that any complementary action to projects that do not 
meet EU environmental criteria will bring them toward fully meeting EU standards in 
the future. 
 
The limited borrowing capacity and small size of many projects can also be a 
challenge in sectors such as mining, where environmental and social risks are often 
high, and the costs of environmental and social commitments agreed with the Bank 
can be significant. The Bank will work with clients to assess the project’s risks and 
opportunities and for high risk sectors, an extensive monitoring plan will normally be 
agreed as part of the project commitments in the legal documentation with the Bank. 
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The Bank’s emphasis on building capacity of local financial institutions is supported 
in environmental and social areas. In 2011, nine financial intermediaries in Armenia 
received training from the Bank’s FI consultants and each of the FIs was supported in 
developing environmental and social policies and procedures and action plans to 
enable them to implement the EBRD’s requirements for FIs. 
 
Climate change resilience and adaptation 
 
Water resources in Armenia are vulnerable to existing climatic conditions and to 
future climate change. According to the Second National Communication (SNC) to 
the UN Framework Convention on Climate Change, Armenia already experiences 
significant temporal and spatial variability in precipitation and surface runoff, and this 
is expected to become more severe with reduced surface runoff under most climate 
change projections. The SNC states that in order to manage the consequences of 
climate change on water resources and adapt to changing climatic conditions, 
institutional and technical measures leading to the efficient use of water resources will 
be required. Climate change resilience and adaptation issues will need to be taken into 
account, particularly in the agribusiness, mining, and hydropower projects. 
 
Gender 
 
In line with the implementation of the EBRD’s Gender Action Plan, the Bank will 
endeavour to support women’s entrepreneurship through Financial Institutions 
projects that increase access to finance for women-owned and women-managed 
MSMEs, and address barriers that impede access to credit, in particular in rural areas. 
Building upon the successful 'Women in Business' programme completed in 2011, 
BAS and EGP will continue assisting companies which are either owned, managed or 
have a significant share of women in their staff. The Bank will also promote gender 
equality through the implementation of MEI projects where appropriate. Additionally, 
the Bank will look for opportunities to work with clients in other priority sectors to 
adopt gender balanced approaches in their human resources policies and practices. 
 
For a more detailed assessment of gender issues see Annex 8. 
 
4. ACCESS TO CAPITAL 
 
4.1. Private sources of capital 
 
The financial sector survived the 2008-09 crisis relatively well and remains liquid and 
well capitalised but small and with limited access to international capital markets. In 
order to boost lending and stimulate economic recovery the government provided 
local currency funding to the banks targeted to SMEs and large corporations, much of 
it financed by IFIs and the Russian government as part of its anti-crisis package. This 
helped to increase lending activity in the country. 
 
While financial intermediation has reached around 45 per cent of GDP (compared to 
about 50 per cent for EU accession countries), access to credit remains difficult, 
especially for businesses based in rural areas and outside the capital city. High 
dollarisation and the short-term nature of credit markets continue to expose businesses 
and households to devaluation and maturity risks. 
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4.2. MDB finance and collaboration with other IFIs and multilateral donors 
 
Coordination among IFIs and donors in Armenia has been maintained through both 
regular and ad hoc donor coordination meetings, senior management contacts and 
visits, regular contacts at working level between donor offices in Yerevan and visiting 
missions. In mid-2010, donors established thematic working groups on subjects such 
as economic development, democracy and rule of law, good governance, health and 
education, social protection, transport and energy, cross-border cooperation and the 
environment. The authorities have regularly attended these working group meetings. 
The Bank’s Yerevan Resident Office has participated in the activities of a number of 
working groups such as economic development, transport and energy. There have 
been a number of examples of donors successfully pushing through a number of 
critical reforms related to the improvement of the business environment, such as tax 
policy and administration, competition, inspection reform, licensing and permitting, 
property registration, and company registration. 
 
The Ministry of Economy with assistance from the World Bank, UNDP and USAID 
has undertaken a number of initiatives related to the country’s Sustainable 
Development Programme. This Programme outlines the country’s strategy for 
medium- and long-term sustainable development and serves as the basis for 
macroeconomic forecasting, budget planning and various sector strategies. The 
Ministry of Economy should continue and eventually expand its donor coordinating 
role and seek to maximise the impact of various donor programmes. 
 
The EBRD has mobilised grant co-financing and technical assistance funds from 
organisations including the EU’s Neighbourhood Investment Facility, the ETC Fund, 
and the governments of Austria, Finland and Spain. Cooperation with the EU’s NIF 
plays a central role in supporting the Bank’s involvement in MEI and transport 
projects. Given Armenia’s affordability constraints, and in order to meet the IMF 
concessionality requirement (which normally entails a 35 per cent grant element for 
public sector loans), reliance on grants is expected to continue throughout the 2012-
2015 strategy period along with gradual tariff increases toward cost recovery. 
 
International Monetary Fund 
 
Armenia joined the IMF in 1992. In mid-2010, the Armenian authorities 
cancelled the stand-by arrangement (SBA) with the IMF which had been 
created as a response to the international crisis. The SBA, which focused on 
medium-term challenges, was replaced by a 3-year USD 395 million 
programme under the Extended Fund Facility and Extended Credit Facility. 
The four disbursements under the programme took place as scheduled, 
reflecting the IMF’s satisfaction with the programme implementation and 
reforms conducted in Armenia. 
 
The IMF and EBRD have worked together on improving the framework for local 
currency financing and reducing the level of dollarisation in the banking sector. 
Armenia is among the first ETC countries to benefit from EBRD and IMF assistance 
on strengthening the inflation targeting framework of the central bank. The IMF is 
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also assisting the government on tax policy and administration, strengthening the 
regulation of the financial sector, enhancing the monetary policy, reforms in public 
financial and expenditure management and providing capacity to the national statistics 
office. 
 
World Bank Group 
 
Since joining the WB in 1992, Armenia has received financing in the amount of USD 
1.5 billion for about 70 projects. About one quarter of the WB’s commitments in 
Armenia went into rural roads rehabilitation. In addition to increasing employment in 
rural areas, the Lifeline Roads Improvement project facilitates access to markets for 
many small farmers. Other important sectors are water supply, irrigation, agricultural 
development, energy, education, public sector and judiciary. The WB is also assisting 
Armenia to improve the accessibility, affordability and quality of health care services. 
 
Armenia is currently able to borrow from either the International Development 
Association (IDA) or the International Bank for Reconstruction and Development 
(IBRD) owing to Armenia reaching the middle-income status before the crisis. 
Armenia has to-date received financing of about USD 293.6 million from IBRD 
mainly for road rehabilitation, irrigation, access to finance for SMEs, e-society and 
innovation, and energy, as well as public sector modernization, health, etc. 
 
Armenia joined the IFC in 1995. As of end December 2011, IFC had implemented 34 
projects in Armenia worth USD 168 million in financial institutions, manufacturing, 
power and energy and mining sectors. In fiscal year 2011 (1 July 2010 to 30 June 
2011), IFC recorded a record-high level of commitments in Armenia at USD 70 
million. IFC is also implementing a number of advisory projects in Armenia focused 
on improving the business environment and addressing issues identified in Doing 
Business reports. EBRD and IFC work together on inspection reform, a long-term 
project to introduce the risk-based approach in all inspection bodies. 
 
EBRD-World Bank cooperation includes a number of joint initiatives and 
programmes. In addition to strengthening the local currency financing framework, 
EBRD and WB are working together on improving the business environment, 
supporting private sector development, building capacity in various public institutions 
and utility companies, and coordinating policy dialogue and sector reform agendas. 
Joint policy dialogue and investments were implemented in inspection reform, urban 
transport, water and solid waste, renewable energy, property, mining and financial 
institutions sectors. 
 
ADB 
 
Armenia joined ADB in September 2005 and was classified as eligible for financing 
from ADB's concessional Asian Development Fund, as well as its ordinary capital 
resources. As of end-2011 eight projects had been approved by the ADB in the 
transport, municipal infrastructure and general budget support sectors. Total 
commitments amount to USD 442 million for sovereign and USD 108 million private 
sector loans. Sovereign projects have included such programmes as rural roads 
rehabilitation, repair of the water supply infrastructure in small towns and villages, 
and crisis recovery support. 
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To increase efficiency and long-term cooperation, the ADB has offered a new 
instrument: project funding under the Multi-tranche Finance Facilities (MFF). Two 
MFFs have already been approved by the ADB: funding of up to USD 500 million for 
the North-South Road Corridor Development Program, and USD 400 million for the 
Sustainable Urban Development Investment Program to finance the improvement of 
urban transport services in Armenia. 
 
In conjunction with the World Bank Group, EBRD and ADB have joined forces to 
promote sector reform and support the commercialisation of the water utilities. In 
addition, urban transport is an area where ADB and EBRD exchange information and 
coordinate their policy dialogue. These institutions have also financed jointly 
(together with DEG) Phase 2 of the construction of the passenger terminal at Yerevan 
international airport. In addition to loan projects, the ADB is also involved in non-
lending operations, mostly advisory and capacity development technical assistance to 
assist the government with the introduction of an online business registry system. 
 
UNDP 
 
The UNDP Country Office was established in 1993. The total volume of UNDP 
programme expenditures for 1993-2011 was in excess of USD 68 million, which 
included UNDP core resources and government and donor cost-sharing. The UNDP is 
currently pursuing the following strategic priorities in the following thematic areas: 
‘Democratic Governance,’ ‘Socio-Economic Governance,’ and ‘Environmental 
Governance’. 
 
EBRD and UNDP are working together on improving the energy efficiency 
framework in Armenia especially in the residential area. A UNDP grant was 
instrumental in helping EBRD develop a municipal water supply and sanitation 
project. UNDP is also leading the structuring of an investment to improve the 
transport links between Armenia and Georgia. 
 
European Union 
 
Relations between Armenia and the European Union, including trade and economic 
ties, are regulated by the Partnership and Cooperation Agreement (PCA) signed 
between Armenia and the European Community in April 1996, and which came into 
effect in July 1999. In 2006 the Armenia-EU Action Plan was signed outlining main 
directions of Armenia-EU cooperation and EU support. EU technical and financial 
cooperation supports Armenia’s objective of an increasingly close relationship with 
the EU and helps the country’s efforts to develop and implement strategic plans. 
 
Total EU assistance to Armenia amounts to over EUR 500 million since 1992 with 
annual support growing progressively over the years. As part of the European 
Neighbourhood Policy, Armenia benefits from the European Neighbourhood & 
Partnership Instrument (ENPI). The ENPI financial envelope for Armenia under the 
National Indicative Programme 2011-2013 is EUR 157.3 million. This includes a 
minimum of EUR 32 million for the Eastern Partnership Comprehensive Institution 
Building programme and a minimum of EUR 7 million for a Pilot Regional 
Development Programme (PRDP) under the Eastern Partnership. 
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EU grants and co-financing from EIB were crucial in enabling EBRD to arrange the 
financing for the modernisation of Yerevan Metro. The EU has also supported an 
EBRD-financed project to construct water sanitation facilities in a number of 
municipalities around Lake Sevan. EBRD, EIB and EU NIF are jointly working on 
improving transport links between Armenia and Georgia. Currently, the SBS activities 
in Armenia are financed through a EUR 5 million grant from the EU. 
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ANNEX 1 – Political Assessment 
 
Compliance with Article 1 
 
Armenia is committed to the principles of multiparty democracy, pluralism and 
market economics in accordance with the conditions outlined in Article 1 of the 
Agreement Establishing the Bank, although application of these principles in the 
previous Strategy period has been uneven. The political crisis in the aftermath of the 
2008 presidential election in Armenia highlighted the need for further strengthening 
of the democratisation process, the rule of law and public governance in Armenia. The 
authorities have taken a number of positive steps to address these challenges. 
However, further steps are necessary to create a robust democratic political 
environment, including reform of the police and the judiciary and the establishment of 
an open and pluralistic media environment. 
 
Political Accountability  
 
The Armenian Constitution provides political accountability through the separation of 
executive, legislative and judicial powers and regular, direct elections for both the 
presidency and the unicameral legislature, the National Assembly. The National 
Assembly is composed of 131 deputies, 90 of whom are elected by party lists and 41 
in single-member districts. Parliamentary elections held on 6 May 2012 delivered a 
strong vote of confidence in the Republican Party of Armenia, headed by President 
Serzh Sargsyan, which won 69 seats in the 131-seat legislature. The second party in 
the pre-election governing coalition – Prosperous Armenia – gained 36 seats. 
Opposition parties all lost support, with the Armenian National Congress headed by 
Levon Ter-Petrossian narrowly crossing the seven per cent threshold for electoral 
blocs with 7.1 per cent of the vote, which translates into seven parliamentary 
mandates. Three other opposition parties – Armenian Revolutionary Federation, 
Heritage Party and Orinats Yerkir (Rule of Law) – narrowly crossed the five per cent 
threshold for parties to enter parliament. 
 
Following the parliamentary elections, the OSCE ODIHR election observers issued a 
statement of preliminary findings and conclusions in which they noted that 
“parliamentary elections in the Republic of Armenia were characterised by a 
competitive, vibrant and largely peaceful campaign.” However, OSCE also 
highlighted the “unequal playing field due to violations of campaign provisions and 
cases of pressure on voters, as well as deficiencies in the complaints and appeals 
process.” These concerns were also noted by a number of domestic observers, NGOs 
and opposition groups. 
 
The Armenian political system remains strongly presidential, despite constitutional 
amendments designed to strengthen the legislature and judiciary vis-à-vis the 
presidency which were adopted in a national referendum in November 2005. As a 
result, the constitutional system of checks and balances remains weak in practice. This 
system of checks and balances was severely tested by the political crisis following the 
2008 presidential election and subsequent violent confrontation between police and 
protesters, who alleged election irregularities. The government’s heavy-handed 
response and reluctance to undertake an independent inquiry to identify and prosecute 
those responsible undermined public trust in the political system, led to the 



breakdown of dialogue between the governing coalition and opposition parties, and 
highlighted the urgent need for judicial and police reforms which could ensure their 
independence both in law and in practice. 
 
President Sargsyan, backed by the governing coalition in parliament, has begun to 
address these challenges. The government established an Ad Hoc Parliamentary 
Inquiry Committee which produced a set of recommendations described by the 
Parliamentary Assembly of the Council of Europe (PACE) as “a sound basis for 
addressing the underlying causes of the March 2008 events and for preventing similar 
situations from developing in the future.” Following the parliamentary inquiry the 
president and government began to implement its recommendations. In May 2011 
parliament adopted a new electoral code, which had been prepared in close 
consultations with the Venice Commission and OSCE’s Office of Democratic 
Institutions and Human Rights (ODIHR). International observers hailed the new 
electoral code and concluded that it could, if implemented in good faith, provide the 
basis for more democratic and transparent elections. At the same time, the COE-
OSCE Joint Opinion report also identified areas where the code could be improved, 
including: “removing excessive restrictions on candidacy rights; ensuring separation 
of state and party/candidate structures; improving provisions for the count and 
tabulation process, including the determination of election results; and improving 
complaint and appeal procedures to better ensure an effective remedy.” 
 
In addition to the adoption of the new electoral code, President Sargsyan declared an 
amnesty for all persons imprisoned in relation to the March 2008 events. President 
Sargsyan also pledged to intensify the investigation into the role of the security forces 
in those events. The ANC, the key force behind the street protests, welcomed the 
amnesty and entered into political dialogue with the government. However, that 
dialogue lasted for just two rounds and yielded no results. Nonetheless the fact that 
dialogue has taken place and that the authorities have offered concessions represents 
progress toward the stabilisation of Armenia’s domestic political environment and the 
rebuilding of trust among the authorities, the opposition, and the wider public. 
 
Finally, Armenia’s system of checks and balances has been weakened by the power of 
a few prominent businessmen, many of whom enjoy influence over parliamentary and 
in some cases executive policymaking. This has undermined public trust in the 
country’s political system as well as Armenia’s economic development and public 
finances. In the run up to the parliamentary elections President Sargsyan signalled his 
commitment to curb the links between business and politics, stating that “business 
must be consistently separated from the state system and the authority.” However, a 
number of prominent businessmen were elected to parliament on May 6, primarily in 
majoritarian electoral districts, thus bypassing restrictions on nominations on party 
lists. 
 
Rule of Law 
 
The Armenian Constitution provides for an independent judiciary and the guarantee of 
basic legal rights, including the presumption of innocence. However, the judiciary 
continues to suffer from both politically and commercially motivated interference, and 
opposition activists in particular have been detained and held for long periods without 
trial on a regular basis. This is particularly true of the aftermath of the 1 March 2008 
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crackdown on opposition protesters, during the course of which several hundred 
protesters were detained. OSCE/ODIHR monitoring of the trials of persons arrested in 
relation to the March 2008 events revealed serious problems in the adjudication of 
those trials. While the Armenian government has prioritised reform of the judiciary, 
these reforms have not yet resulted in the strengthening of judicial independence or 
rooting our corruption, and hence restoring public trust in the country’s legal system. 
 
Corruption remains a serious challenge in Armenia. In Transparency International’s 
Corruption Perception Index Armenia declined from 123rd place in 2010 to 129th in 
2011. The authorities have made a number of steps to address these problems and 
implement the recommendations made by the Group of States Against Corruption 
(GRECO) in their June 2010 evaluation report on Armenia. The government has 
adopted an Anti-Corruption Strategy for the period of 2009-2012 and expanded 
training programmes for judges, prosecutors and police officers. The National 
Assembly in May 2011 adopted laws amending the Electoral Code and the Law on 
the Special Investigative Service to abolish the immunity provided for parliamentary 
candidates, members of central, regional and local electoral commissions as well as 
members of the Special Investigative Service. It further amended the Law on 
Prosecution abolishing the role of the Prosecutor General in the initiation of 
proceedings and the lifting of immunity of prosecutors. Government has established 
an Ethics Commission for high-ranking officials, as well several ethics commissions 
for lower-level officials in all government departments. From January 1 2012, 500 
senior officials are required to submit declarations on their income, property and those 
of their relatives. However, members of parliament are not subject to the Ethics 
Commission scrutiny over their income and potential conflict of interest. 
 
Civil and Human Rights 
 
The Constitution of Armenia in theory guarantees equal protection for citizens’ civil 
and human rights under the law. However, in practice, implementation of these 
constitutional guarantees has been uneven. The freedom and independence of the 
media in Armenia remain restricted. While opposition newspapers are permitted to 
operate, their circulation remains very small and restricted almost entirely to Yerevan. 
The media are much less pluralistic, and fail to reflect the spectrum of political 
opinion within the country. A PACE resolution in 2010 welcomed the amendment of 
the Television and Broadcasting Act, but it also reiterated calls to the Armenian 
authorities to ensure a pluralist media environment in practice. One such example was 
the decision by the National Commission for Television and Radio (NCTR) in 
December 2010 to deny a broadcasting licence to the opposition A1+ television 
channel on technical grounds. One of the key problems relates to the composition of 
the NCTR: half of its members are nominated by the president and half by parliament, 
where the ruling coalition holds a large majority. 
 
External Relations 
 
The presidents of Armenia and Azerbaijan failed to reach an agreement on the basic 
principles for the resolution of the Nagorno Karabakh conflict at the most recent 
summit hosted by Russian President Medvedev in June 2011. An increase in the 
number of violent incidents along the Line of Contact in Nagorno Karabakh 
represents a major concern for regional stability and security. 
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President Sargsyan has achieved little progress in achieving normalisation of relations 
with Turkey on the basis of the 2009 Zurich Protocols. The ratification of the 2009 
protocols for the normalisation of Armenian-Turkish relations has been de facto 
suspended by both sides. Turkish Prime Minister Erdogan declared that ratification 
will not proceed without progress on Nagorno-Karabakh conflict, while President 
Sargsyan responded that the Armenian parliament will vote on ratification only after 
the Turkish parliament has ratified the protocols. In January 2012 Armenian Foreign 
Minister Nalbandyan reaffirmed that Armenia is ready to revive the normalisation 
process if both states agree to do so without preconditions. 
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ANNEX 2 – Assessment of Transition Challenges 
 
The table and the supporting text below provide an overall assessment of Transition 
Challenges by sector, based on Transition Report 2011. There are two separate scores 
for each sector, rating market structures and market-supporting institutions. 
 
Armenia: Sector transition indicators

Sectors Market structure Market-supporting institutions
Corporate sectors
    Agribusiness Medium Medium
    General industry Medium Small
    Real estate Large Medium
Energy
    Natural resources Medium Medium
    Sustainable energy Medium Medium
    Electric power Medium Medium
Infrastructure
    Telecoms Medium Medium
    Water and wastewater Medium Medium
    Urban transport Large Medium
    Roads Medium Medium
    Railways Medium Medium
Financial sectors
    Banking Large Medium
    Insurance and financial service Large Large
    MSME finance Medium Medium
    Private equity Large Large
    Capital markets Large Large

Source: Transition Report 2011.  
 

Agribusiness 
 
Market structure: Medium 
Institutions/policies: Medium 
 
Armenia has very limited trade restrictions and no export quotas. Prices are 
deregulated and tariffs were reduced during WTO accession in 2003, and 
comprehensive land reform has been completed. While the institutional framework is 
strong, monopolistic and collusive behaviour of some commodity and agricultural 
input importers has constrained competition in the sector. A major bottleneck to the 
sector remains the limited availability of finance, due to local banks’ lack of the skills 
to finance primary agriculture as well as the undeveloped regulatory and legal 
framework. Obsolete transport infrastructure and undeveloped logistic networks lead 
to high transportation and logistics costs. Another bottleneck is low quality standards 
of primary production constraining higher value-added outputs in processing sectors. 
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General Industry 
 
Market structure: Medium 
Institutions/policies: Small 
 
Market conditions for the manufacturing and services sector have improved. 
Privatisation is complete, and enterprises face very few market distortions from 
government subsidies or formal trade barriers. However, limited competition among 
importers, particularly of commodities, has knock-on effects on the competitiveness 
of enterprises that require imported inputs. High transport costs hinder access to 
international markets. Competition policy improved in 2007 with the strengthening of 
the Competition Commission, but the enforcement of rules in the tradable goods 
sector is still lacking. Hurdles remain in setting up businesses, but efforts are being 
made to streamline the process of business registration by the establishment of a ‘one-
stop shop’. A new corporate governance code was adopted in December 2010 and 
implementation guidelines and checklists for reporting of compliance are under 
preparation. There has been progress in streamlining the tax system by introducing an 
electronic system for submission of tax and customs reports. All state inspections 
with the exception of tax and customs for SMEs are banned until a risk-based 
approach is undertaken. 
 
Real estate 
 
Market structure: Large 
Institutions/policies: Medium 
 
There is still a significant supply gap in modern commercial real estate. The demand 
for modern, institutional quality building stock remains high and new products and 
financing methods are scarcely available. A number of privately-owned hotels have 
opened recently, especially in Yerevan, although there is still limited supply in the 
budget- and business-oriented segments. Large gaps remain regarding the penetration 
of innovative construction technologies, indicating potential for energy efficiency 
improvements in the sector. Important progress has been made with respect to 
market-supporting institutions and policies since 2005. Nearly all properties are now 
recorded, leading to improved property market efficiency; the time to register a real 
estate transaction has dropped to 7 days and the time and cost of obtaining a 
construction permit have been significantly reduced. However, gaps in terms of the 
development of modern primary and secondary legislation supporting the 
sustainability of real estate are still large. 
 
Natural Resources 
 
Market structure: Medium 
Institutions/policies: Medium 
 
The mining sector is Armenia’s main export sector and one of the largest generators 
of foreign currency inflows and FDI. However, most of Armenia’s metals are 
exported as low value-added concentrates as the country lacks modern refining 
capacities. The country is considering reforming the taxation system for mining 
operations, which should increase budget revenues. Best industry standards for the 
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mining sector should be introduced for environmental and social protection, impact 
assessment, monitoring and accountability. The domestic energy sector still suffers 
from high energy dependence, insufficient bill collection, payment arrears and 
outdated infrastructure. In order to improve efficiency, the government should 
consider unbundling the transmission and distribution of natural gas and enable third-
party access to the network. The Public Services Regulatory Commission of Armenia 
(PSRC) needs assistance in introducing new methodologies in tariff setting, which 
would also include an affordability assessment. 

 
Sustainable Energy 
 
Market structure: Medium 
Institutions/policies: Medium 
 
A Law on Energy Saving and Renewable Energy was adopted in 2004, but the legal 
bases for industrial and residential EE is underdeveloped, and there is no institutional 
basis for its implementation. Energy tariffs cover costs, providing an adequate return 
on low cost energy efficiency investments without subsidies, but investments are held 
back by low awareness about best practices. Laws and regulations should promote 
and support investments with energy efficiency components. Energy prices do not 
include environmental costs though, and there is no dedicated funding for sustainable 
energy. Technical skills in preparing energy efficiency projects are underdeveloped. 
The legal framework is in place for the development of renewable resources. 
Purchase of renewable energy by distribution companies is mandatory at pre-
determined feed-in tariff for 15 years and a number of small renewable projects have 
been deployed. Remaining challenges are to develop further the institutional capacity 
for deploying more EE and RE projects. 

 
Power 
 
Market structure: Medium 
Institutions/policies: Medium 
 
The power sector is legally unbundled and the private sector is present, but 
competition is limited because most generation and distribution assets are controlled 
directly or indirectly by either Armenian or foreign state-owned companies. Price 
liberalisation is complicated by the small market, the dominant position of large 
players and a single buyer market model. There are plans to introduce third party 
access in 2013, as well as bilateral contracts with large consumers. Electricity prices 
and tariffs are regulated by a semi-independent regulator, which needs strengthening 
to deal with large players. Domestic energy generation could be exposed to 
competitive pressure through cross-border power trade in the Caucasus region. 
 
Telecommunication 
 
Market structure: Medium 
Institutions/policies: Medium 
 
Although the sector has been liberalised and VOIP telephony licenses have been 
granted to several operators, the fixed-line incumbent Armentel still holds a de facto 
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monopoly on the fixed market. A third mobile network operator license was awarded 
to Orange in November 2009 and mobile penetration reached close to 100 per cent by 
2010. However, mobile number portability has not been introduced yet. The internet 
market is relatively competitive but severely underdeveloped, with local internet 
service providers complaining about the high cost and poor quality of connections 
offered by Armentel. Unbundling needs to be implemented and third-party access to 
the infrastructure allowed to foster competition, increase internet access and lower 
prices. The regulator, the Telecommunications Department of the Public Services 
Regulatory Commission, is not yet fully independent. It is committed to 
implementing reforms but it lacks institutional capacity to do so. 

 
Water and wastewater 
 
Market structure: Medium 
Institutions/policies: Medium 
 
Since 2005 there has been progress in transition in the municipal sector in the form of 
improved service provision. There has been progress in commercialising water 
utilities and introducing public-private partnerships, but further improvements in 
financial and operational performance are needed. The majority of water utilities are 
operated by private concessions (management contracts) and performance-based 
contracts are in place. Regulatory powers for water have been transferred to a national 
regulator, but the tariff methodology is not fully applied in practice. Although it does 
not yet cover the entire system, metering of water connections is becoming more 
common and water is often billed in accordance with consumption. However, further 
increases in water tariffs to cost recovery levels and collection rates are still required. 
The municipal utilities in secondary cities are in need of substantial reforms 
(customer orientation, cost restructuring, corporate development) and would benefit 
from improved contractual arrangements. The institutional capacity is low and 
substantial development is required to reach sustainability in the sector. 
 
Urban Transport 
 
Market structure: Large 
Institutions/policies: Medium 
 
The private sector dominates service provision in the public transport sector, primarily 
in the form of deregulated competition among private mini-bus operators. In most 
cases there is a high level of competition with operators focusing on reduction of cost 
by deviating from minimally accepted service quality standard. In addition, the 
tenders for mini-bus routes are not transparent which does not entice operators to 
invest in safety, quality or availability of services. Municipally owned companies 
experience financial, technical and operational challenges. Long-term financing is 
severely constrained by the lack of robust service contracts defining roles and 
responsibilities in exchange for contractual rights to public transit routes. The 
challenges in the sector also include decentralisation of some core regulatory aspects, 
including responsibility of tariff setting and service provision organisation, along with 
strengthening of institutional and legal capacity for the municipalities to regulate and 
monitor public transport service provision. 
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Roads 
 
Market structure: Medium 
Institutions/policies: Medium 
 
Armenia is a landlocked country with its western and eastern borders still closed. 
Road sector restructuring efforts have been made during the early 1990s and road 
sector financing has improved. However, the road sector became a key political 
agenda after high-profile Diaspora funds became available and the government took 
full control. While road quality improved, institutional development and restructuring 
have lagged behind. Commercialisation and transparency need to be improved. 
Transition challenges remain in the development of a national transport strategy with 
intermodal integration; capacity building for the road management authority; and 
development of performance based road maintenance contracts and/or small-scale 
PPP projects. 

 
Railways 
 
Market structure: Medium 
Institutions/policies: Medium 
 
Since 2005, there has been significant progress in tariff reforms and increased private 
sector participation in the transport sector. In railways, operating and policy setting 
functions have been separated and core railway businesses have been partly 
unbundled. Although a concession contract was granted to Russian railways, the 
railways management and services remain far behind international best practice. 
Moreover, there is no resolution with regards to the chronic under-funding of rail 
infrastructure and its effect on the safety of operations. The closed borders with 
neighbouring Azerbaijan and Turkey limit the commercial attractiveness of the 
Armenian railway businesses. There are significant transition challenges remaining in 
almost all areas, but priority should be given to the following areas: full institutional 
separation; establishment of the financial sustainability in passenger and infrastructure 
businesses (including further tariff reform and introduction of PSO mechanism); and 
introduction of competition in railway businesses. 

 
Banking 
 
Market structure: Large 
Institutions/policies: Medium 
 
The performance of the banking system has improved following the implementation 
of measures aimed at consolidating the sector, strengthening supervision, introducing 
new corporate governance regulations and enforcing penalties for non-compliance 
with prudential norms. The entry of foreign banks has contributed to increased 
competition in the loan and deposit markets. A deposit insurance scheme was put in 
place in mid-2005, and its coverage was doubled during the financial crisis. The 
banking system is liquid and well-capitalised. Nevertheless, financial intermediation 
to the private sector remains one of the lowest in the region. The banking sector is 
small and somewhat concentrated and the range of financial instruments offered 
remains limited. Further improvements are necessary in enforcement of prudential 
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regulations and the ability of the central bank to supervise risks. Strengthening of risk 
and portfolio management of banks as well as their deposit base, particularly local 
currency deposits, are major challenges as many banks rely on capital or external 
finance to finance their activities. 
 
Insurance and other financial services  
 
Market structure: Large 
Institutions/policies: Large 
 
The insurance sector remains very small and, although private pensions are expected 
to be launched, there is no private pension fund industry yet. Armenia started third-
party motor liability insurance from 1 January 2011 and about 85 per cent of cars have 
been insured to date. There are discussions about introducing mandatory health 
insurance, but there is not much progress so far. Insurance penetration remains low; 
the industry generates premia of just 0.23 per cent of GDP, the lowest in the EEC 
region. Private insurance companies account for the majority of the market, however, 
the product range is limited. The majority of risk (89 per cent) is reinsured, mostly 
offshore, which means the sector does not generate significant domestic investable 
assets. A new insurance law that came into force in 2008 partially liberalised foreign 
entry into the sector. It changed the limit for participation of foreign capital from 49 
per cent in every insurance company to 30 per cent in the total authorized capital of 
all insurance companies. Insurance legislation and regulation do not meet the IAIS 
standards, and the supervisor (Central Bank) has not joined the IAIS to date. The 
insurance industry would benefit if it had its own regulator. The legal environment in 
the leasing sector remains underdeveloped and the scale of leasing operations 
relatively small (leasing penetration of 0.2 per cent of GDP). While home ownership 
rates are high, mortgages remain small, at 2.5 per cent of GDP. 
 
Micro, Small and Medium-sized enterprises 
 
Market structure: Medium 
Institutions/policies: Medium 
 
A range of small and micro-lending programmes is in place from banks, specialised 
microfinance banks and other institutions. Overall, the lack of financial depth is a 
problem for MSMEs. Moreover, MSME lending accounts for only about 25 per cent 
of domestic credit to the private sector, while MSMEs are estimated to account for 
about 42 per cent of employment and GDP. MSME access to finance was further 
affected by the decreased lending due to the crisis. MSMEs face high interest rates, 
short loans (typically under one year), and high collateral requirements. MSMEs 
operating in investment-intensive sectors are particularly affected by the absence of 
long-term financing especially in local currency. Medium and large enterprises, which 
tend to be the most productive, struggle to improve their capital stock and technology. 
They tend to rely on self-financing or finance from business partners abroad. Despite 
recent improvements in the law on credit bureaus and increase in coverage of the 
public registry, lack of efficiently operating and comprehensive credit information 
services for smaller loans is a clear impediment for MSMEs’ access to finance. 
Recently, the Central Bank of Armenia expressed the willingness to accept alternative 
forms of collateral without requiring loans to be classified for SMEs operating in the 
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trade sector. Simplifying the collateral regime (set-up a moveable collateral registry, 
cattle registry and pledge, introduce crop insurance, enable pledge of future crop, etc) 
would support the necessary increase in financing to primary agriculture. At the same 
time, the regulatory and tax regime for micro-financing institutions should be brought 
in line with that of commercial banks. 
 
Private equity  
 
Market structure: Large 
Institutions/policies: Large 
 
A commercial private equity sector is yet to develop and to date the country has not 
attracted significant interest of international private equity funds. With neither country 
dedicated nor regional fund managers identified in the market, there is virtually no 
private equity activity in Armenia. A challenging business environment, limited 
investment opportunities and poor exit prospects all conspire against this sector. A 
reasonably high score on the fair treatment of shareholders in the securities 
legislations survey as well as reasonable conformity with OECD Principles of 
Corporate Governance, suggests however that the institutional preconditions are in 
place for a private equity market to develop in Armenia. The Nasdaq-OMX–operated 
stock exchange has limited equity activity; integration of the Armenian stock 
exchange with other exchanges operated by Nasdaq-OMX might support development 
of the local private equity industry by improving exit opportunities. The anticipated 
multi-pillar pension reform should generate substantial funds to be invested locally. 
 
Capital markets 
 
Market structure: Large 
Institutions/policies: Large 
 
An interbank overnight credit market opened in April 2010 and has proven successful 
in helping banks manage their positions to meet reserve requirements. The overnight 
market is in AMD only and links into the CBA system. Securities market legislation 
is reasonably well developed, though with weaknesses in enforcement. The 
acquisitions of the Armenian stock exchange by the Nordic stock exchange operator 
OMX AB in 2008 was expected to support the development of the equity market. 
However, this remains small and illiquid. OMX also provides a platform for currency 
and bond trading. OMX also provides the central depository for corporate bond issues 
and provides a platform for government bonds, but the same services are provided at 
no charge by the CBA. In Armenia most transactions are done through government 
securities backed repo operations. Nevertheless, the secondary market turnover of 
government securities is negligible. Going forward, the Central Bank should 
strengthen its inflation targeting framework in order to anchor inflation expectations. 
More volatility in exchange rates will improve the transmission of monetary policies 
to the banking and corporate sectors and stimulate the use of money market 
instruments, improving liquidity. 
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ANNEX 3 – Legal Transition 
 
Overall assessment 
 
Over the past decade, the Armenian authorities have introduced many legislative and 
institutional reforms with a view to supporting investment activity and 
entrepreneurship. In some areas, further actions will be necessary for the country to 
reap the benefits of these reforms. This includes the need for an active promotion of 
the corporate governance code and the introduction of more efficient enforcement 
procedures for collateral. In other areas, fundamental reforms are yet to be conducted, 
e.g., in the concessions/PPP sector where there is a lack of legislation. Another 
persistent transition gap affecting the investment climate is the lack of confidence in 
the judiciary, despite recent institutional reforms and intensive technical assistance by 
external aid providers. This was reflected in the 2011 BEEPS, which found that only 
33 per cent of business respondents considered the courts to be fair and impartial. 
 
Through its Legal Transition Programme, the EBRD helps create an investor-friendly, 
transparent and predictable legal environment in transition countries. Programme 
activities may include policy dialogue, legal assessment, and technical cooperation 
with the country’s authorities. Below is a review of legal developments in sectors 
crucial to the Bank’s investment strategy for Armenia, together, where applicable, 
with a summary of current or planned EBRD technical cooperation activities. 
 
Investment climate / private sector 
 
The development of SMEs and micro-enterprises would benefit from a strong regime 
for secured transactions. The regime put in place by the 1998 Civil Code (as 
amended) does allow for the creation of non-possessory pledges of movables, but 
despite recent amendments to the Civil Code the limitations on taking security over 
certain types of assets, inadequate registration systems and inefficient enforcement of 
creditors’ rights restrict access to credit. Tackling these issues is a priority to help 
develop the SME sector in the country. 
 
Securing creditors’ rights over immovable property, which is also regulated by the 
Civil Code, represents the better side of the secured transactions coin in Armenia. A 
relatively robust registry has been introduced under the State Committee of the Real 
Property Cadastre, unifying cadastre and property registration systems. This has 
helped reduce problems of conflicting data typically encountered in countries with a 
dual registration system. Nevertheless, general improvement of the enforcement 
procedures and introduction of a publicly accessible electronic registry are needed in 
order to strengthen creditors’ rights. A new Law on Covered Mortgage Bonds was 
adopted in 2008 but the global economic downturn had negative impact on the 
development of the secondary mortgage market. 
 
SME and micro-entrepreneurs also need an efficient insolvency regime for an 
efficient settlement of debts and possible re-entry in the market in case of failure. 
Armenia adopted a new bankruptcy law in 2006, which was considered an 
improvement from the previous regime. The principal areas that have improved are 
the commencement of insolvency proceedings, the treatment of creditors, 
reorganisation proceedings and terminal proceedings (liquidation). However, the law 



remains weak on the provision of information to creditors, and also lacks the 
requirement for an independent analysis of reorganisation plans proposed to creditors. 
Furthermore, there is no procedure that would facilitate the financing of a proposed 
reorganisation. Other areas that would greatly benefit from further reform include the 
provisions dealing with the assets of the estate and the avoidance of pre-bankruptcy 
transactions. In many respects these are vague and create uncertainty. Additionally, 
the provisions that enable Armenia to deal with cross-border insolvency matters are 
inadequate. Lastly, the provisions relating to insolvency office holders in Armenia are 
insufficient, particularly with regards to basic qualifications, as there are no provisions 
for the licensing of office holders. Moreover, the profession lacks professional work 
standards and a code of ethics. 
 
The governing legislation for corporate governance consists of the 1998 Civil Code, 
the 2001 Law on Joint-Stock Companies, the 2001 Law on Limited Liability 
Companies, and the 2001 Law on State Registration of Legal Entities, all as amended. 
The 2007 EBRD assessment on corporate governance showed Armenia being in 
“Medium Compliance” with the OECD Principles of Corporate Governance. In recent 
years there have been a number of major reforms on corporate governance in 
Armenia, which have improved the framework. 
 
In December 2010 the Government approved a new Corporate Governance Code, 
prepared with the assistance of the EBRD. While not mandatory, this set of rules 
includes a reporting template, where companies are required to declare their 
compliance with the code or explain the reasons for non-compliance. In June 2011 the 
Government adopted Decree No 881 detailing the list of state owned enterprises that 
are required to report on the basis of the code. According to this Decree, the Code will 
apply to 416 state-owned enterprises. Armenia’s adoption of a corporate governance 
code is only the start of a process that should lead to better practices. It is now 
important that the Armenian authorities commit the necessary time and resources to 
ensure proper implementation of the code. This effort, which the EBRD is ready to 
support with technical assistance, should contribute to enhanced ownership disclosure, 
shareholders rights and quality of information, better monitor self-dealing and related 
party transactions, and strengthening the oversight role of boards. 
 
Infrastructure, energy and natural resources 
 
The telecommunications sector in Armenia is governed by the Law on Electronic 
Communications of 2005, as supplemented by implementing regulations. While 
Armenia is moving progressively toward sector best practices, the legislative/ 
regulatory framework necessary to implement the key aspects of such practice appears 
largely absent, particularly in critical areas such as number portability, local loop 
unbundling or wholesale broadband. The EBRD is currently working with the 
Armenian authorities to implement a number of the practical regulatory initiatives 
aimed at moving Armenia further towards effective implementation of best practices 
and facilitating investment in high-capacity broadband infrastructure. In the short- to 
medium-term, immediate resurrection and implementation of the government’s 
national broadband plan (appropriately re-tuned to ensure open access and minimal 
market distortion), is recommended, as is the swift implementation of the competitive 
safeguards that will underpin investment in broadband infrastructure. In the longer 
term, an institutional and policy approach to electronic communications which is 
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more attuned to the developing trends of technology and regulatory convergence 
evidenced in more developed markets is also recommended. 
 
There is significant potential for investment in energy efficiency measures in the 
residential sector. Once introduced, the energy savings measures will also contribute 
to an increase of thermal comfort of the residents. However, shortcomings in the 
regulatory environment, in particular the 2002 Condominium Law, constitute a barrier 
to viable financing of energy efficiency in the building sector, and particularly the 
residential sub-sector. To facilitate potential private financing of energy efficiency 
opportunities, the government has sought the Bank’s help in examining the legal and 
institutional environment for urban housing stock to identify the gaps between the 
Armenian energy efficiency in buildings regulation and the international best 
practices. Based on the findings and recommendations of this new project, the Bank 
stands ready to assist the Armenian government in developing the necessary legal and 
regulatory framework that would unlock the energy efficiency project potential. 
 
Armenia remains one of the only few EBRD countries of operations where there is to 
date no clear policy and regulatory framework for PPPs and concessions. When 
properly designed and implemented, PPPs may provide invaluable source of 
additional private sector funding, capacity and resources to the country’s 
infrastructure needs. Even though concessions are referred to in some sector-specific 
laws (e.g., mining or water), the rules in question do not contain any clear modern 
definition of concessions and are pretty basic with regard to the selection procedures, 
resting on the general principle that concessions are granted based on a competitive 
tender/auction. A positive feature of the water sector law is that the use of a template 
concession agreement is optional rather than binding. Government support and related 
financial securities are defined in the general legislation such as the Civil Code and 
Law on Budgetary System, which recognise and provide for such elements. As 
another shortcoming, no clear reference is made to international arbitration for 
concession arrangements. 
 
Finally, with a view to improving use of public budgets for infrastructure and other 
projects, the Bank is supporting reform efforts to upgrade public procurement 
legislation in CIS countries. In Armenia, the 2010 Law on Procurement has been 
adopted in order to harmonise public procurement regulation with the World Trade 
Organisation (WTO) Agreement for Government Procurement. Following that, 
Armenia became on 14 May 2011 a party to the Government Procurement Agreement 
(GPA), which is a major achievement in the EBRD region. Despite this progress, 
difficulties remain in the implementation of legislation, which will require further 
efforts to increase capacity among procurement officials. Armenia recently applied for 
participation in the EBRD-UNCITRAL initiative to strengthen public procurement 
frameworks in CIS countries. In October 2011 a policy workshop took place in 
Yerevan, gathering together local stakeholders and policy makers. The workshop 
helped to clarify national government reform agenda and to structure technical 
cooperation project in order to support reform efforts. Under this project the Bank and 
UNCITRAL will help improve the quality of Armenian public procurement secondary 
legislation, draft guidelines for implementation, and organise training of officials. 
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ANNEX 4 – Small Business Support 
 
The Small Business Support Team supports economic transition by achieving 
enterprise change in potentially viable micro, small and medium enterprises (MSMEs) 
and contributing to the development of a sustainable infrastructure of local business 
advisory services. This is achieved through two complementary programmes, the 
Enterprise Growth Programme (EGP), formerly the TurnAround Management 
Programme, and Business Advisory Services (BAS). 
 
Previous EGP experience 
 
EGP Armenia has been active since 2003 with €2.1 million of donor funding 
mobilised from the EBRD Shareholder’s Special Fund, the EU, Canada, Taipei China 
and other bilateral donors. 30 projects have been initiated. These projects were 
implemented across 15 industry sectors, with the top three being food manufacturing, 
information services and data processing as well as fabricated metal products. A total 
of 14 projects are currently ongoing, of which 4 commenced in 2011, and another 2 
projects were started under a special Crisis Response Initiative in 2009. Thus far, 9 
projects have been evaluated, and 43 per cent were rated as highly successful, and 50 
per cent as successful. In addition, on average, 82 per cent of assisted enterprises 
reported increases in turnover, 88 per cent reported increases in pre-tax profit, 64 per 
cent reported increases in employment, 82 per cent of assisted enterprises reported 
productivity growth after the EGP project, and 71 per cent reported improvement in 
profit margin. Over 15 in-company trainings, workshops and business matching visits 
have been organised to develop and support MSMEs. EGP has also conducted a 
business matching visit to Taipei China to foster links between the IT industries in 
both countries and the wider Caucasus region. 
 
Previous BAS experience 
 
Since inception in 2003, BAS Armenia has received a total of €5.3 million in donor 
funding, which has been supplemented by €2.5 million in enterprise client 
contributions. As of end-2011, the programme has undertaken a total of 837 projects, 
engaging 106 consultants, with projects to introduce financial/management MIS being 
the most common types. The industry spread has been wide, with agribusiness and 
construction amongst the most common sectors. To date, 710 projects in Armenia 
have been evaluated, of which 93 per cent were rated successful or highly successful. 
BAS is assisting smaller enterprises and more than 96 per cent of the projects are 
carried out with enterprises of less than 50 employees. In terms of cross-cutting 
issues, BAS Armenia has in particular focused on facilitating rural development, with 
more than 56 per cent of projects being located in rural areas. BAS has also 
implemented a specific Women in Business (WiB) programme to help female 
entrepreneurs boost their businesses through training and advisory services. In 
addition, BAS has also undertaken a number of market development activities 
(MDAs) to develop the skills and knowledge of local MSMEs and consultants. 
 



MSME and Consulting sector in Armenia 
 
The MSME sector 
 
Statistical data on SMEs in Armenia are rare. The MSME sector comprises 
approximately 20 per cent of both total GDP and exports, and is highly concentrated 
in the region around Yerevan. Almost 50 per cent of registered SMEs are located in 
the capital city, and SMEs seem to be particularly active in trade and services. 
 
The consultancy market 
 
The Armenian consultancy sector faces large transition challenges with regard to 
MSMEs. Discrepancies of the supply of consultancy services between urban and more 
rural areas appear less pronounced than in other transition countries, however, still 
remain significant Almost 20 per cent of local consultants operate outside the main 
cities, and differences in terms of quality remain. The majority of consultants are 
specialised in the area of management information systems, market analysis, planning 
and development planning, whereas expertise is limited with regard to the 
introduction of complex quality management systems as well as engineering studies. 
The quality of services is perceived as inadequate and offers scope for further 
improvement. 
 
Infrastructure of SME support 
 
The authorities are gradually establishing a state support system for SMEs and since 
2001 annual programs for state support to SME have been implemented. In 2002, a 
fund to assist the development of the SME sector was established, which is considered 
as the main body responsible for implementation of state policy for the sector as well 
as for programs directed towards the development of the SME sphere. However, amid 
public budget cuts, funding for the SME agency was reduced significantly in recent 
years. On the side of the private sector, until recently there has been no professional 
association in place to support the Armenian consultancy industry. However, in 
September 2011, the Institute of Management Consultants Armenia (IMC Armenia) 
was established as Armenia’s first professional consultant association, and registration 
is expected to be completed in the coming months. 
 
SBS continuation in Armenia 
 
Continuation of EGP 
 
Subject to donor funding, EGP plans to further support the transfer of management 
skills to SMEs in Armenia in line with the EBRD’s operational priorities. EGP will 
work with Armenian enterprises which have a potential to become major suppliers for 
the domestic market as well as with export potential. EGP’s assistance will focus on 
such types of advice as product development, business planning, sales and marketing. 
EGP will also help the Armenian enterprises to enhance their exposure to 
international best practices. Attention will be sought to attract enterprises outside 
Yerevan with rural employment potential. Sectoral focus will be aimed towards 
agribusiness, specialised produce farming, beverages, frozen and dried fruit, dairy, 
and baked goods, food retailing, manufacturing (construction materials), mining, 
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property, tourism and hospitality, as well as ICT. In addition, EGP will undertake 
Sector Development Activities in order to convert and institutionalise individual EGP 
results into transition processes and showcase international best practices. 
 
Continuation of BAS 
 
BAS Armenia plans to undertake about 65 projects per year engaging local 
consultants. A Grant Guideline Matrix is proposed for Armenia to prioritise 
intervention and avoid duplication of efforts with international donors and 
governmental organisations. Subject to funding availability, higher grants will be 
allocated for smaller enterprises, for enterprises located outside the capital city, for 
more complex consultancy services and for projects involving consultancy services 
where market demand is less mature. In addition, support for female entrepreneurship 
will continue to be a strong focus of the BAS programme in Armenia. 
 
BAS assistance at the enterprise level will be complemented with the following 
market development activities in order to maximise the programme’s transition 
impact in Armenia: 
 
 Visibility and dissemination: Steps will be undertaken to promote the use of 

business advisory services, especially in rural areas, and to stimulate demand for 
more sophisticated consultancy services, in particular new HR products and 
services, new instruments in institutional optimisation, business processes 
optimisation and reengineering, new marketing instruments, industry-specific MIS 
packages and new Quality Management & Certification standards. 

 MSME and consultancy training: Capacity building for local consultants will be 
organised to help broaden the supply and improve the quality of local advisory 
services. 

 Support to and development of existing local institutions: BAS will continue 
supporting local institutions that contribute to the development of MSMEs and the 
business advisory services market. For example, BAS will continue supporting the 
consolidation and the sustainability of local management consultancy association 
upon completion of IMC Armenia’s registration in 2012. 

 
In addition, BAS Armenia will start implementing the recently introduced ETCI 
financial management and reporting programme with the objective of raising 
enterprise financial management practices and standards in support of potential EBRD 
investments. BAS will also seek to facilitate client access to finance through the 
EBRD’s partner financial institutions and external sources in Armenia. 
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ANNEX 5 – Technical Cooperation 
 
TC Commitments by Donor through EBRD, 2009-2011 
 

Donor TC Commitments (€) 
Austria 2,225,304 
Canada 216,000 
Czech Republic 70,000 
Early Transition Countries Fund 979,887 
EBRD Shareholder Special Fund 6,043,208 
EU 862,875 
Finland 450,000 
Korea 75,000 
Spain 199,000 
Taipei China 24,588 
United States of America 314,522 
Grand Total 11,460,385

 
TC Commitments by Sector through EBRD, 2009-2011 
 

Sector/Team TC Commitments (€)
SME Development* Agribusiness 89,873 
  Enterprise Support 30,642 

  
Small Business Support 
Programme (formerly TAM/BAS) 2,381,659 

E2C2 E2C2 1,485,304 
Financial Institutions FI 794,710 
  Small Business Finance 323,916 
LTT LTT 548,000 
Infrastructure MEI 5,537,281 
  Power and Energy 199,000 
Environment Environment  70,000 
Grand Total 11,460,385

 
Note: Commitment values based on year end or period end data for each year. 
 
* This sector category encompasses direct assistance to SMEs and indirect assistance through policy 
dialogue between the EBRD, the authorities and commercial/business associations (e.g. Investment 
Councils) 
 
Technical Cooperation Funding Outlook 
 
Armenia relies heavily on grants for technical assistance and grant co-financing to 
alleviate affordability constraints. This reliance on grants is expected to continue 
throughout the 2012-2014 strategy period. 
 
In 2009-2011 Armenia benefited from grants targeted at the development of local 
municipal infrastructure, financial institutions and small businesses. In total 65 TC 
projects were developed over the period worth EUR 11 million. Most of the TC 
assignments were small or medium in size. 



 
TC funding has come mainly from EBRD’s Shareholder Special Fund, the European 
Union, ETC Fund and bilateral donors such as Austria, Finland and the USA. 
 
EBRD’s Shareholder Special Fund will remain an important complementary source to 
support EBRD projects especially when donor funding cannot be obtained or is not 
sufficient and another co-financing source is needed. 
 
The EU has supported primarily SME development and provided grant resources to 
TAM and BAS programmes in Armenia as well as supported municipal infrastructure 
through the EU Neighbourhood Investment Facility (NIF) instrument. Armenia will 
remain eligible for NIF support and new resources will be available from 2012 and 
afterwards for infrastructure programmes and private sector development. 
 
Another main source of grant financing will remain the EBRD administered ETC 
Fund. The ETC Fund will continue to absorb a variety of EBRD projects including 
TCs which are not directly linked to EBRD investments. At the same time ETC 
resources have become more limited and might not be able to cover needs even at the 
current moderate level of half a million a year. 
 
The largest bilateral donor to Armenia was Austria, who provided substantial 
resources in 2009-2011 (EUR 2.2 million), focusing on energy efficiency and waste 
management. Seven other bilateral donors together have made EUR 1.3 million 
available to TCs in Armenia over the last three years. 
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ANNEX 6 – Selected Economic Indicators 
 
 
Armenia

2006 2007 2008 2009 2010 2011 2012

Estimate Projection

Output and expenditure
GDP 13.2 13.7 6.9 -14.2 2.2 4.7 4.0
     Private consumption 13.3 16.1 5.4 -4.4 1.2 1.8 na
     Public consumption 14.0 5.2 -1.9 -1.2 5.3 3.5 na
     Gross fixed capital formation 33.7 18.2 11.9 -25.4 -2.8 -5.7 na
     Exports of goods and services -7.3 -3.5 -13.1 -10.4 26.5 14.5 na
     Imports of goods and services 3.8 13.0 7.3 -19.2 12.8 -4.0 na
Industrial gross output -0.9 2.6 1.7 -7.5 9.7 14.1 na
Labour Market1

Gross average monthly earnings in economy (annual average) 19.7 19.2 17.8 9.9 6.9 5.0 na
Real LCU wage growth 16.3 14.1 8.1 6.2 -1.1 -2.5 na

Unemployment rate (end-year) 7.5 7.0 6.3 7.0 7.0 6.2 na

Prices 
Consumer prices (annual average) 2.9 4.4 9.0 3.4 8.1 7.7 4.3
Consumer prices (end-year) 5.2 6.7 5.2 6.5 9.3 4.7 4.0

Fiscal Indicators
General government balance -2.0 -2.3 -1.8 -7.7 -4.9 -2.7 -3.1
General government revenues 18.0 20.1 20.5 20.9 21.0 21.9 na
General government expenditure 20.0 22.4 22.2 28.6 25.9 25.3 na
General government debt 18.7 16.1 16.1 40.2 39.2 42.0 na

Monetary and financial sectors
Broad money (M2, end-year) 32.9 42.3 2.4 16.4 10.6 17.9 na
Credit to the private sector (end-year) 30.0 82.2 48.3 15.1 26.8 -18.5 na

Non-performing loans ratio 2.5 2.4 4.4 4.8 3.1 4.8 na

Interest and exchange rates
Local currency deposit rate* 5.6 6.1 7.7 8.1 8.8 10.3 na
Foreign currency deposit rate 4.5 5.1 6.6 6.2 5.3 6.1 na
Local currency lending rate 17.2 16.5 16.5 18.8 18.9 17.7 na
Foreign currency lending rate 17.7 14.1 13.8 13.2 12.3 12.2 na
Money market rate / Discount rate/ Policy rate 4.3 4.5 6.8 6.2 7.3 8.0 na

Exchange rate (end-year) 364.6 304.1 307.9 380.6 360.4 383.1 na
Exchange rate (annual average) 416.0 342.1 306.0 363.3 373.7 372.5 na

External sector

Current account -1.8 -6.4 -11.8 -15.8 -14.7 -12.3 -11.0
Trade balance -14.0 -17.3 -22.8 -24.4 -23.1 -21.0 na
     Merchandise exports 16.1 13.0 9.5 8.7 12.5 14.1 na
     Merchandise imports -30.1 -30.4 -32.4 -32.7 -34.2 -35.1 na
Foreign direct investment 7.0 7.6 7.9 8.4 6.0 7.4 7.2
Gross reserves, excluding gold (end-year) 16.8 18.0 12.0 23.5 20.1 17.8 na
External debt stock 31.4 31.6 29.5 57.8 64.6 65.5 na
   Public external debt 18.9 15.7 13.6 35.7 34.2 36.7 na
   Private external debt 12.5 15.9 15.9 22.1 30.4 28.8 na

Gross reserves, excluding gold (end-year) 3.6 4.2 4.6 5.7 4.8 4.8 4.6

Memorandum items
Population (end-year, million) 3.223 3.230 3.238 3.250 3.263 3.270 na
GDP (in billions of Drams) 2,656 3,149 3,568 3,142 3,502 3,863 na
GDP per capita (in US dollars) 1,981 2,850 3,602 2,661 2,872 2,715 na
Share of industry in GDP (in per cent) 17.2 15.0 13.4 13.9 16.0 10.0 na
Share of agriculture in GDP (in per cent) 18.7 18.2 16.1 16.7 17.2 18.1 na
FDI (In million of US dollars) 450 701 940 725 562 590 580
External debt - reserves (in US$ million) 938.1 1,250.1 170.3 963.0 1,433.2 1,580.0 na
External debt/exports of goods and services (in per cent) 79.8 81.5 89.8 221.7 170.3 160.0 na
Broad money (M2, end-year in per cent of GDP) 18.3 22.0 19.8 26.2 26.0 26.7 na

* Figures for deposit and loan rates include average deposit rates (15 days up to 1 year)

(Percentage change in real terms)

1   Figures do not include emigrant workers abroad.

                                   (Drams per US dollar)

                                                         (In months of imports of goods and services)

                           (in per cent of total loans)

(In per cent of GDP)

(Percentage change)

(In per cent of labour force)

(Percentage change)

(in per cent of GDP)

(Denominations as indicated)

(In per cent per annum, end-year)

(Percentage change)
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ANNEX 7 – Gender Equality 
 
According to the UNDP 2011 Human Development Index (HDI), Armenia is amongst 
the high human development countries at 86th place out of 187 countries. The HDI is 
comprised of three dimensions: health, education and decent standard of living. The 
country ranks better in terms of Gender Inequality Index, at 60th globally. 
 
Women are falling behind men in employment in Armenia. For example, according to 
the UN data, in 2009 the share of women aged 15 to 64 in the labour force was 59.6 
per cent compared to 74.6 per cent for men. While the discrepancy in male-female 
participation in the labour force is evident in all age groups, the gap is the lowest in 
the 16-19 age group reflecting the equal opportunities in education, and it is 
increasing for 20-34 year olds with the greatest gap reported for the 25-29 age 
category, according to the National Statistical Service (NSS) of the Republic of 
Armenia. The gender pay gap was also recorded at high 39.2 per cent in 2009. 
 

Indicator Female  Male  Year  

Labour force participation rates 59.6% 74.6% 2009 

Gender Pay Gap 39.2% 2009 

 
Sources: UN 2009; UNECE 2009 
 
Significant progress has indeed been made in closing gender gaps in education in 
numerical terms. However, when one looks at students’ distribution in higher 
educational institutions by specializations, gender segregation is obvious. For 
example, in 2008-2009, as the NSS reports, only 18.7 per cent of females were 
enrolled in industry and construction courses compared to 81.3 per cent for males; 
females accounted only for 23.2 per cent in transport and communication courses 
versus 76.8 per cent for males, while the opposite was true for the health and welfare 
courses where 71.8 per cent of the students enrolled were females compared to only 
28.2 per cent for males, according to the UNECE. 
 

Students’ distribution in tertiary 
education by courses 

Female  Male  Year  

Industry and construction 18.7% 81.3% 2008-09 

Transport and communication 23.2% 76.8% 2008-09 

Health and welfare 71.8% 28.2% 2009-10 

 
Sources: NSS 2009; UNECE 2009-10 
 
Gender gaps in education are accordingly reflected in gains in employment. Women 
tend to be concentrated in low paid public sector jobs. Similar to their representation 
in the higher educational institutions by specializations, women have very low 
representation in industry and construction, and transport and communication sectors, 
just to name a few. 
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The extent and form of women’s participation in the labour force is connected, among 
other factors, to institutional support mechanisms, such as childcare services, parental 
leave policies and flexible work arrangements. According to the 2010 Women’s 
Economic Opportunity Index of the Economist Intelligence Unit, that ranks 113 
countries globally including 21 countries of the Bank’s operations, Armenia ranks 
39th when a number of indicators in the area of labour policy and practice are 
compared, such as maternity and paternity leave provisions, regulations on equal pay 
for equal work, and the availability, affordability and quality of childcare services. 
The ranking changes, however, when labour policy and practice are separately 
examined. Armenia ranks 15th on the labour policy, but moves down to 72nd place on 
labour practice highlighting the fact that the implementation side remains weak. 
 

Indicator Female Year  
Per cent of firms with female participation in ownership 31.8% 2009 
Proportion of full-time female workers that are female 36.9% 2009 
Per cent of firms with a female top manager 13.5% 2009 

 
Source: IFC 2009 
 
According to the IFC 2009 Enterprise Survey, 31.8 per cent of 374 firms surveyed in 
Armenia had women among the owners; women constituted 36.9 per cent of full-time 
workers; and 13.5 per cent of firms had women in top management. 31.2 per cent of 
firms within the EBRD BEEPS survey sample for 2008-2009 that applied for a loan in 
the fiscal year 2007 had a woman among its owners and 16.3 per cent of these firms 
were rejected for loans. Meanwhile, 67.5 per cent of firms that applied for loans had 
no female among owners and only 5.7 per cent of these were rejected for loans. 
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