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Executive Summary 
 
This report studies poverty in Armenia in 2001 and examines the most recent trends covering 
the 1998/99 to 2001 period.  It looks at the determinants of poverty and analyzes linkages 
between economic growth, sectoral policies and poverty.  The findings are based on two 
rounds of the Armenia Integrated Living Conditions Survey (ILCS), one carried out in 
1998/99 and the other in 2001.1 The report will contribute to the development of Armenia’s 
national strategy for growth and poverty reduction. 
 
The poverty situation 
 
Poverty remains high in Armenia, although it is gradually decreasing in urban areas.
Armenia is a country of about 3 million people, with a per capita gross domestic product 
(GDP) of US$700.  Over 1.4 million people, or some 48 percent of the population, lived in 
poverty in 2001.  Some 600,000, or 20 percent of the population lived in extreme poverty, i.e. 
they were unable to attain the minimum recommended daily energy intake from food 
consumption.  Between 1998/99 and 2001, the poverty incidence has declined by 12 percent 
and the extreme poverty incidence by 25 percent, reflecting the effects of considerable 
economic growth over the period.  The reduction in poverty incidence was accompanied by 
decreases in the depth and severity of poverty.  Income inequality also fell, from 0.64 to 0.54, 
as measured by the Gini coefficient, but Armenia still remains the country with the highest 
income inequality among transition (ECA) countries.  However, consumption inequality was 
much lower at 0.28 in 2001, which is low compared to countries at similar per capita income 
levels. 
 
Poverty incidence is roughly the same in urban and rural areas, but urban poverty 
considerably decreased, while rural poverty has increased slightly. The incidence of 
poverty, and its depth and severity remain slightly higher in urban than rural areas, although 
there has been a significant decrease in urban poverty since 1998/99, and a slight increase in 
rural poverty.  As a result, overall urban and rural poverty rates in 2001 were close, at 48.5 
percent and 47.9 percent, respectively.  Yerevan, the capital and the largest urban area in 
Armenia, has registered the most significant reduction in poverty, as poverty incidence there 
dropped by 23 percent and extreme poverty by over a third, to 45 percent and 20 percent, 
respectively.  While poverty in other urban areas also has decreased, their poverty incidence 
still remains above the national rate, at 52 percent.   
 
While household size and composition are strong indicators of poverty, low levels of 
educational attainment and unemployment seem to be the overriding factors driving poverty. 
Poverty is concentrated among the young and the old.  Poverty risk is relatively high among 
children under five, young people between 19 and 25 and the elderly above 60.  Poverty risk 
increases with household size, but it also depends on household composition: the presence of 
children considerably increases the incidence, depth and severity of poverty; and poverty risk 
is further increased when there is an elderly person present in the household.  There is a 
negative correlation between poverty and educational attainment: household heads with 

1 Other, specialized, surveys were also used to complement the ILCS; they include a Labor Force Survey 2001 
(LFS-2001), the Demographic and Health Survey 2000 (ADHS-2000), the UNDP-funded Education, Poverty 
and Economic Activity Survey (EPEAS), the UNICEF Infant Mortality Survey (IMR-2001), and the Natural 
Resources Management and Poverty Reduction Project Survey (NRMPRP) on agricultural issues.  
Administrative sources of information were used as well (for instance, Management Information System at the 
Ministry of Education, Management Information System of the Ministry of Social Security, etc.). 
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primary and even secondary education do not only have poverty rates above the average, but 
the depth and severity of poverty are also higher than average.  Households where the 
household head has university education have half the poverty incidence of households 
headed by a person with only primary education.  Female-headed households are poorer than 
male-headed households, when other characteristics are similar.  The unemployed and non-
participants in the labor market face the highest poverty risk and depth and severity of 
poverty.  The larger the share of unemployed members in a household, the higher the poverty 
risk; likewise, the poverty incidence, and depth and severity of poverty, increase significantly 
when the household head is a non-participant.  In rural areas, poverty is positively correlated 
with the size of landholdings.   
 
Non-income indicators of poverty are deteriorating, including quality of and access to 
education and health care and adequate housing and public services. The social protection 
system, while well-targeted and providing an important cushion against poverty, remains 
modest and resource-constrained.  While Armenia consistently has been able to maintain 
high levels of participation in basic education, participation at other levels is low, especially 
among children from poor households.  At the same time, cut-backs in public spending on 
essential services has led to deteriorating quality of public education and increasing out-of-
pocket payments by families.  The poor are particularly vulnerable to rising education costs, 
and affordability has been found to be a main determinant of school enrollments in Armenia.  
It is reflected in low participation rates beyond compulsory basic education by children from 
poor families.  Low participation rates may also be driven by the modest returns that poor 
families expect from secondary education, which does not appear to improve opportunities on 
the labor market. 
 
Health indicators have remained relatively stable and reasonably favorable when compared to 
neighboring countries: mortality has not changed much, although maternal mortality rates 
have fluctuated in recent years, and early childhood mortality rates have improved.  However, 
there appear to be significant discrepancies between survey and official estimates of early 
childhood mortality rates, with survey results indicating mortality rates almost double the 
official estimates.  Trend data also hides significant differences between urban and rural 
areas.  Rural mortality rates are significantly worse, reflecting reduced access to adequate 
ante-natal care and supervised delivery in rural areas.  Constraints on access to care are based 
on a number of factors: uncommonly low budget resources that are mainly allocated to 
hospitals in urban settings despite government policy to promote primary care; increasing 
incidence of formal and informal out-of-pocket payments for health services; and, in rural 
settings, higher direct and indirect health care costs.  As a result, health care utilization has 
decreased across income groups. 
 
The current social protection system has three major components: social insurance that 
provides mandatory insurance for old age, sickness, maternity, disability and unemployment; 
social assistance that provides a poverty-targeted family benefit, a social pension for those 
whose work history does not qualify them for labor pensions, a one-time birth benefit, as well 
as support to working mothers with very young children (until the age of two), and public 
works schemes; and rudimentary social care services for veterans, elderly, disabled, and 
children and families at risk.  While benefit levels are modest, pensions and social assistance, 
both play an important role in reducing poverty.  Simulations indicate that poverty incidence 
would increase by some 6 percentage points if pensions and social assistance were 
withdrawn.  The depth and severity of poverty would also increase.  Both pensions and social 
assistance are relatively effectively targeted: while pensions are not explicitly targeted at poor 
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people, 69 percent of pensions still went to people who would have been poor without the 
transfer; while 82 percent of social assistance transfers went to such people.  
 
While pensions and social assistance have a significant impact on poverty alleviation and 
reducing poverty risk, benefits are relatively low: the average replacement rate for labor 
pensions is only 22 percent, and the social pension is some 60 percent of the average labor 
pension; social assistance accounted for a low 1.1 percent of GDP in 2002.  Budget 
allocations for social assistance have declined by some 30 percent in real terms since 1999, 
and their share of GDP has declined by almost 50 percent.  Overall, the share of social 
protection programs in GDP has dropped from an already modest 5.6 percent in 1999 to 4.4 
percent in 2002.  The main program to see reductions is the family poverty benefit, which 
currently provides the most effective targeting of the poor.  Resources for that program have 
declined by 35 percent.  However, the 2003 draft Poverty Reduction Strategy Paper commits 
the Government to gradually increase the share of GDP allocated to family poverty benefit to 
1.3 percent by 2006. Allocations for social pensions have remained fairly stable, but some 
eligible elderly appear not to draw social pensions, possibly because of the low level of the 
pension and a difficult administrative process.            
 
Inadequate housing and public services (heating, water, and waste disposal) is widespread 
and contributes to deteriorating living conditions for the poor. In urban areas, crowding is a 
problem especially for the poor: between 35 and 45 percent of the poorest households live 
under crowded conditions in dilapidated apartment buildings. In rural areas, crowding is less 
of a problem, but access to public services—easy access to running water, electric heating, a 
solid waste disposal—are limited.  While access to public services is higher in urban areas, 
provision is increasingly irregular. 
 
Factors underlying poverty 
 
The following factors explain poverty and poverty trends in Armenia: (i) the pattern of 
economic growth and its implications for employment; and (ii) structural features in the rural 
economy. 
 
Economic growth has been vigorous since the economic turnaround in 1994, and in 
particular since 1999, when the Government’s new reform strategies began to have a 
noticeable impact on poverty, mainly in urban areas and especially in Yerevan. As a result 
of macroeconomic stabilization begun in 1994, the economy has grown at a steady pace, 
averaging a robust 6 percent per year; and between 1999 and 2001, it has averaged an even 
higher 6.3 percent.  Growth since 1998/99 has been accompanied by an overall decline in 
poverty incidence, depth and severity, as employment opportunities have improved in urban 
areas, especially Yerevan.  Adjustments to the Government’s reform strategies have focused 
on improving the investment climate and broadening the base for economic growth.  This has 
led to favorable outcomes.  The employment content of GDP has increased as a result of 
more rapid growth in labor intensive sectors, especially construction and retail trade, which 
have created more employment opportunities.  
 
The improved situation did not, however, extend to the rural population.  Over the same 
period, the rural unemployment rate almost doubled, as the rural population faced a growing 
scarcity of on- and off-farm jobs in the countryside, following bad weather conditions in 
1999 and 2000, as well as falling farm incomes, as agricultural producer prices were unable 
to keep pace with other prices in the economy, including agricultural input prices. 
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Since 1998/99, poverty incidence among Armenia’s urban population decreased by 21 
percent and extreme poverty incidence by 33 percent.  The capital city of Yerevan performed 
better than other regions: poverty dropped by almost 23 percent and extreme poverty by a 
third, reflecting rising employment and falling unemployment in the capital.  Other cities also 
gained from the growth, but to a somewhat lesser extent: in urban areas outside Yerevan 
poverty dropped by 20 percent, and while the employment situation also improved, job 
creation was more modest than in the capital.  Rural areas performed worse, as overall 
poverty incidence increased slightly and extreme poverty declined by 9 percent—at least in 
part reflecting the effects of inclement weather conditions in 1999 and 2000, and falling 
producer prices for agricultural products, as well as rising agricultural input prices.  Rural 
poverty is particularly prevalent among the landless, those with small landholdings and those 
without off-farm employment opportunities. 
 
Despite robust growth over the past eight years, and improved employment opportunities and 
consequently declining poverty in the recent past, Armenia’s poverty in 2001 was still 
widespread.  Unemployment is persistently high and labor force participation low: in 2001, 
the unemployment rate was 31 percent, compared with 24 percent in 1998/99, which mainly 
is explained by worsening of the employment situation in rural areas.2 At the same time, less 
than 60 percent of the population over 16 participated in the labor market, largely the same as 
in 1998/99; again this mainly is explained by retrenchment in rural areas.  High 
unemployment and low participation rates are also reflected in a large informal sector.  With 
an estimated 40 percent of the employed work force active in the informal sector, Armenia 
has one of the highest informal employment rates among the CIS-7 countries.  Most 
participants in the informal labor market are self-employed—some 64 percent.  Informal 
employment is concentrated in the second and third consumption quintile.  Almost half have 
completed secondary or higher education, which may reflect structural imbalances in the 
formal labor market. 
 
The relatively modest employment generation over much of the recovery period can be traced 
to the narrow sectoral base of the economic recovery, with gains excessively concentrated on 
industries with only modest positive externalities on the economy as a whole; energy 
production and distribution alone accounted for one third of total industrial output in Armenia 
in 1999.  Skill- and labor intensive manufacturing, where many believe that Armenia has 
longer term comparative advantages, remained mostly depressed for most of that period, as 
private domestic and foreign investment stayed away despite a relatively comfortable 
macroeconomic picture.  The Diaspora, which contributes significant amounts to 
humanitarian aid, also appeared reluctant to engage in productive investment in the country.  
With narrow sectoral growth, the private economy was unable to generate a sufficient number 
of new jobs to compensate for the labor shedding in the public sector that accompanied 
transition.  Lack of job opportunities fueled emigration, particularly among the young and 
better educated, and it is estimated that at least some 20,000 people leave the country every 
year, mostly for economic reasons; some 21 percent of the population lives in households 
with permanently absent members.  There is also significant migration of people seeking 
work within the country.  Most migrants that go abroad tend to come from better-off 
households (essentially reflecting the relatively high up-front expenditures required for 
traveling abroad), while a larger number of in-country migrants are from poorer households.  

2 These numbers should, however, be treated with caution.  If inactive and unemployed household members who 
own land or have family businesses are treated as active, then participation will be higher and unemployment 
lower than the numbers indicate. 
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A weak rural economy has provided little in terms of relief.  Farms are generally small and, 
while they provide the bulk of household income in rural areas, unable to allow most rural 
households to meet their needs unless accompanied by other economic activities, i.e. on- and 
off-farm labor earnings.  For the poorest households, transfers from the state are also a 
significant source of income.  Under such circumstances—small landholdings and heavy 
dependence on farm output, either for income or subsistence—rural dwellers are particularly 
exposed to shocks.  Moreover, much of farming in Armenia is dependant on irrigation, 
irrigation schemes are rundown, and since rainfall in Armenia is subject to high annual 
variability, agricultural production takes place under significant uncertainty. 
 
While the share of agriculture in real GDP is a substantial 31 percent, it has contributed only 
modestly to real GDP growth, increasing on average by some 3.4 percent per year since 1999.  
Agricultural output has lagged behind other sectors, reflecting relatively low productivity in 
agriculture, as volatile weather has reduced yield in 1999 and 2000 and farmers have faced 
worsening terms of trade: producer prices for agricultural products have been falling relative 
to other prices, including in particular those for productivity enhancing farm inputs.     
 
Rural well-being is further affected by a large population overhang in rural areas.  Many rural 
dwellers used to be employed in state enterprises, commuting from the surrounding 
countryside to factory jobs in the nearby town.  It is estimated that some 280,000 such 
workers have been given plots by the State, having lost their jobs as the size and role of the 
state sector shrank.  
 
Poverty reduction strategies 
 
Armenia faces a daunting poverty reduction challenge over the medium term that will require 
continued commitment to reforms that can sustain economic growth. This report estimates 
that it would require a redistribution of some 4.5 percent of GDP to raise the current poor 
above the poverty line (in addition to the 1.4 percent that is already spent on social assistance 
to poor families in 2001).  This illustrates the seriousness of the poverty reduction challenge.  
Assuming continued growth at the average of the past six years (1996-2001) of 5 percent and 
holding consumption inequality constant, poverty would decline from 48.3 percent in 2001 to 
30.3 percent in 2005.  A 3 percent annual growth rate would reduce the poverty rate to 37 
percent over the same period.  The assumption of constant consumption inequality may not 
be realistic: inequality may very well increase in the future, as growth is further broadened 
outside agriculture to industry and modern services, which will have to provide more 
differentiated rewards to factors of production than agriculture.  Were income inequality to 
increase by 1.5 percent per year from its level of 0.28 in 2001 to 0.30 in 2005, poverty would 
fall to 32.3 percent and 38.7 percent, respectively, for a 5 percent and 3 percent growth rate.  
Relatively small changes in inequality therefore may have a considerable effect on poverty. 
 
Armenia’s growth performance has been strong over the past eight years, and it has even 
accelerated in the most recent years, as the structure of economic growth has improved with a 
gradual diversification of the economy.  While growth performance still is largely dependent 
on construction (essentially public investments) and trade, there has been a gradual 
diversification of industry as new enterprises have sprung up, and modern services have 
expanded.  These developments indicate that recent government policies have been in the 
right direction, and the government should continue to follow its current economic strategy 
over the medium term in order to achieve its poverty reduction goals.  It should maintain 
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macroeconomic stability; continue to improve the investment climate; further strengthen its 
capacity to promote investments and exports; and improve public revenue performance and 
fiscal management, including raising the efficiency of core services. 
 
At the same time, it will need to continue to strengthen elements of the strategy which help 
diversify the economy and increase the employment content of growth.  It will in particular 
need to focus on measures that will further improve the business climate and help create a 
dynamic private sector.  Such measures may include: 
 

• broadening the dialogue with the private sector to identify major bottlenecks for 
private sector development, including articulating the Government’s role in creating 
an enabling environment for private enterprise;  

• strengthening cooperation with the Diaspora in order to channel a larger share of 
charity inflows into productive investment;  

• developing business support services, especially those targeted at small and medium 
size enterprises; 

• improving efficiency of ongoing micro-credit programs through consolidation and 
better coordination between donors   

 
A well-functioning, flexible labor market that is able to adjust quickly to changing economic 
condition and external shocks, and allow better use of labor is an important complement to 
recent structural reforms that aim at fostering a more inclusive economic growth process with 
stronger employment content.  This will require a regulatory framework that reduces and 
eliminates unnecessary rigidities and ensures that the benefits to enterprises entering the 
formal sector outweigh the costs of working within the rules of the formal economy; and it 
will require that related bureaucratic regulations that impede the development of small-scale 
enterprises are minimized.   
 
The large informal sector has several important policy implications. First, the informalization 
of the labor market causes loss of public revenues.  Second, it may cause distortions in the 
main economic indicators such as GDP, employment, unemployment, etc., with considerable 
implications for policy making decisions.  Third, as informal employment has developed into 
an important coping strategy for poor households, income targeting for the purposes of social 
assistance may become relatively difficult.  Fourth, given the scale of the informal sector, 
reliable data sets that can facilitate a rigorous analysis of informal labor market activity is 
crucial, and surveys customized to elicit more and better information on informal economic 
activity would be beneficial.  In this context, a thorough analysis of the labor market should 
be undertaken with a view to developing strategies for its gradual formalization.  
 
A dynamic rural economy can be an important contributor to poverty reduction. Currently, 
however, farm productivity is low and excessively subject to the vagaries of weather; farms 
are often too small to allow exclusive reliance on farming for household income and 
consumption, even among better-off households.  At the same time, off-farm employment 
opportunities are scarce.  Rural well-being is furthermore reduced by the absence of adequate 
public infrastructure and services.  A rural poverty reduction strategy should focus on key 
areas: it should raise the productivity of agriculture by increasing the reliability of irrigation 
and improving access to agricultural inputs, markets and technology; it should promote land 
consolidation to increase the average size of land holdings, and it should increase 
opportunities to generate off-farm income:   
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� Policies that facilitate storage, processing and transport in rural areas would relieve 
important bottlenecks to generating more income from agricultural production and 
could have major short-term benefits in terms of poverty reduction and stimulating the 
rural economy.  

� Policies to increase access to agricultural information and technologies are important 
to increase agricultural productivity.  Current policies to improve extension services 
appear to be a good start in encouraging use of inputs and equipment, and increasing 
their coverage out of marz capitals is likely to have a positive impact on agricultural 
production and on rural poverty.   

� Making irrigation services more reliable is vital for reducing rural poverty, as it has a 
great impact on productivity.  The Government’s policy to rehabilitate irrigation 
schemes accompanied by an increase in the price users pay for irrigation water 
appears appropriate, as long as fee increases are sequenced together with 
improvements in service quality.  Farmers appear to be willing and able to pay for 
more reliable irrigation water.  In order for the farmer to generate sufficient revenue 
from farming, the investments and associated fee increases should take place in areas 
of highest crop potential.  Farmers in areas less suitable to irrigated crop production 
should specialize in livestock or other products.   

� Land consolidation to increase the overall size land holdings of rural households is an 
important long-term goal to lift rural households out of poverty.  But it needs to be 
pursued with caution, and it needs to go hand-in-hand with the development of a more 
dynamic off-farm economy.  Otherwise, households which sell their land risk being 
pushed into poverty.  Policies to promote land consolidation therefore may work best 
if carefully sequenced with other income-generating opportunities.   

� Increasing opportunities to generate off-farm income would provide options for 
households that do not wish to remain in agriculture to leave the sector, and allow the 
average land holdings for those who wish to remain to increase.  Because off-farm 
activities are often associated with agriculture, it would probably increase availability 
of inputs, advisory services, marketing, storage and processing facilities and thus 
remove many current sources of inefficiency in farming.  Unfortunately, achieving 
such goals is not easy.  Simple models that successfully achieve such objectives have 
proved elusive.  However, carefully tailored interventions can make a difference, and 
investigating appropriate measures for rural Armenia is therefore a high priority.   

 
Increasing the level and quality of education is a central strategy for poverty reduction.
Improving the educational opportunities of children from poor families should aim to 
improve their school attainment and increase their opportunities to break out of poverty. 

� Inadequate public expenditure on education and rising private costs are particularly 
damaging for children of poor households.  While public resources are limited, it is 
imperative that current budgets, which are among the lowest in any of the countries of 
the former Soviet Union, are increased if the generational transmission of poverty is 
to be broken; 

� While the Government needs to spend more on education, it also needs to seek to 
generate resources by way of improved efficiencies in the use of capital and labor in 
the system. The recent Armenia Public Expenditure Review (World Bank, 2003) 
draws attention to maintenance strategies and economies of scale in the use of plant 
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and efficiency gains in the use of labor inputs that could generate education budget 
savings to be applied to pro-poor education initiatives; 

� Particular attention needs to be paid to the relevance of the education system for the 
labor market in light of changes in skills demands as a result of new structures of 
economic production, where basic work competencies may no longer be sufficient. 

Any additional resources should focus on: 

� Financing under-funded inputs for basic education that have significant favorable 
impacts on learning, or reduce future costs; 

� Possible poverty-targeted stipends to increase enrollments of children from poor 
families into secondary education; 

� Improving the quality of education. Private tutoring is common to complement school 
instruction and handicaps those that cannot afford it, i.e. children from poor families.  
The perceived low quality of education, especially at upper secondary level, and its 
lack of relevance for those who don’t continue into higher education, may be a cause 
of low enrolments.  Improving instruction may focus on strengthening teacher training 
programs, and improving teacher morale by providing the necessary tools (inputs) and 
ensuring adequate and regularly paid salaries; it may also include a review of 
curriculums, especially at the secondary level for students who don’t go on to higher 
education.  

� Examining alternative approaches to secondary education to facilitate the entry of 
poor children into higher education.  International observation has concluded that 
differentiated programs or school types lead to clustering of students with particular 
socio-economic characteristics in separate facilities.  Such also appears to be the case 
in Armenia where children from poor households mostly end up in secondary 
vocational education facilities, while non-poor children tend to end up in academic 
secondary schools.  As a result, since the cohort of poor children entering post-basic 
education is small, the secondary vocational schools tend to have small enrollments 
and high unit costs, in addition to offering few opportunities for entering the 
university. 

 
� Revise the tertiary level free place and scholarship system to explicitly favor students 

from poor families.  
 

� Research why a third of upper secondary school age children who are not currently 
enrolled in school, do not want to go to school. 

Health care should play a key role in a poverty reduction strategy.  While health indicators 
have been improving, access to health services appears to be deteriorating, and health 
outcomes are relatively worse in rural areas and among the poor. This is reflected in worse 
health status and lower health service utilization rates in rural areas.  Outcomes appear to be 
shaped by the interaction of poverty and a health system that is increasingly dependent on 
out-of-pocket payments.  The limited public budgets appear to be regressive, favoring 
expensive hospital care, while the majority of the population is still seeking care in 
underfunded primary facilities.  In this context, improving health outcomes represents a 
serious challenge for Armenia.  
 

� Inequalities in health care provision need to be reduced; in particular the primary 
service network needs to be strengthened in order to deliver adequate basic health 
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care that can have an impact on key health care indicators—maternal and child 
mortality rates and contain the incidence of infectious diseases, especially 
tuberculosis and HIV (although HIV and AIDS still appear to be at relatively low 
levels in Armenia; 

� Access for the poor to health care, and especially to primary care, needs to be ensured.  
This may involve further developing the basic benefit package and ensuring that the 
services are widely available, and at no cost to poor families.   

� Out-of-pocket payments for health care must be gotten under control.  They already 
are having a tangible effect on the utilization of health services, and for poor 
households they may constitute the main obstacle to access to health care.  If current 
trends continue, health care in Armenia will increasingly become a privilege for the 
rich. 

� Health care resources need to be better managed: 

a. While it may well be that current allocations to health care in the budget 
cannot be increased more rapidly than so far has been the case, their allocation 
needs to be more carefully examined, so that they better support a primary 
health care strategy that aims at a healthier population.  This includes 
reviewing hospital services, which absorb the bulk of budget resources and are 
often, it seems, services that may be better rendered at lower levels of the 
health care system.   

b. Off-budget health care financing, which currently is provided in an ad hoc 
fashion, needs to be better coordinated with the Government’s health care 
strategies, and the health authorities should recognize this as one of their 
major functions: off-budget financing should seamlessly complement the 
Government’s strategy; 

c. Private payments should not be discouraged, but should be limited to those 
who can afford them.  Hence, (i) strategies should be developed to reduce 
informal payments, and (ii) public facilities should be sufficiently budgeted to 
gradually reduce and eliminate the need for patients to provide in an ad hoc 
manner medicines, materials and hotel services in public hospitals; instead 
there should be established tariffs and means of subsidizing poor patients. 

� To support the kind of strategies mentioned above, the health system requires 
appropriate tools to measure and monitor indicators over time, including the impact of 
the system on the poor.  Here, the PRSP effort might extend its monitoring role and 
include health indicators by socioeconomic groups or regions.  Indicators can be 
divided into input, process, output and outcomes.  In other government organizations 
input and output indicators are administratively recorded.  In Armenia, the quasi-
private nature of health care facilities and their legal status do not allow a precise 
monitoring of health inputs.  Establishing appropriate regulations to monitor health 
inputs among quasi-private organizations is necessary in order to describe the inputs 
covering poorer population vis-à-vis richer one.   

� Measurement of outcomes is crucial to assess the impact of any major policy or 
program in the country.   To begin, the measurement of mortality indicators requires 
actions suggested by MOH-UNICEF (2002): (i) full adoption of WHO definitions and 
unification of internal procedures related to calculation of IMR; (ii) training and 
monitoring of health personnel on the use of classification and registration protocols 
for stillbirths and infant deaths; and, (iii) changes in the regulations that govern the 
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registration of infant deaths so make the infant death registration process easier and 
convenient. 

 
Social protection plays a crucial role in a poverty reduction strategy, providing permanent 
assistance to those who cannot benefit from other poverty reduction strategies, as well as 
temporary help for poor households. Improving the social protection system should focus on 
the following: 

� Social assistance, i.e. the family poverty benefit program that represents most of the 
social assistance in Armenia, is a very important poverty reduction and poverty 
alleviation policy instrument and as such should be maintained, strengthened and 
further developed. 

� The program should be expanded to cover most of the extremely poor.  In order to 
achieve this: 

o The targeting formula should be reviewed annually based on the findings of 
the ILCS.  The Ministry of Social Security has a Policy Department with staff 
capable of carrying out the analysis with appropriate analytical tools; 

o The budget should be increased and, taking into account fiscal constraints, 
maintained at about 1.5 percent of GDP, which is the approximate amount 
currently needed for elimination of extreme poverty (assuming perfect 
targeting); 

o The screening mechanism should be further developed with benefit 
administrators’ visits to families becoming an obligatory element of the 
eligibility assessment process.  In addition, territorial centres for social 
services should be obliged to randomly check 5 percent of the family poverty 
benefit recipients, as part of the auditing process.  The findings should be 
reported to the respective local social protection councils and the Ministry of 
Social Security; 

o In screening applicants, particular attention should be paid to the households 
with illiterate household head, rural landless households and rural families 
whose only source of income was farming —they were found to be facing 
very high poverty risk, but their coverage by the family poverty benefit was 
low.  

o The role of the social protection councils should be further strengthened, by 
authorizing them to officially audit the decisions of the territorial centres for 
social services, including random field checks of the recipient households. 

 
� While pensions are not a poverty reduction instrument, they still play an important 

role in a poverty-focused safety net in Armenia.  In that respect: 
 

a. Care should be exercised that pensions consistently are paid on time in view of 
the significant positive poverty impact of pensions; 

b. The average labor pension should be increased gradually over the medium 
term to about 25-30 percent of the average wage, which would imply that the 
share of labor pensions in GDP would increase from 2.5 percent in 2001 to 3 
to 3.8 percent over the medium term.  The average social pension should be 
kept at about 60-70 percent of the average labor pension.  Pensions at this 
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level would begin to approach the level in more advanced transition countries 
and provide a reasonable pension for the elderly population; 

c. The administration of social pensions may need to be reviewed to facilitate the 
application and award process to the extent some of the current non-applicants 
are deterred because of lack of information and/or administrative procedure.    

 
� Regarding other benefits, those related to employment – the unemployment benefit, 

employment promotion programs, public works - deserve attention. 
 

a. The current unemployment insurance scheme is modest, and with widespread 
unemployment it is likely to remain that way for some time to come – creating 
sustainable funding arrangements is best accomplished when an economy is 
experiencing prosperity, and this is presently not the case in Armenia.  
Unemployment assistance provides a safety net of last resort for those 
unemployed who have reached the end of eligibility for unemployment 
insurance.  The benefit is small, and the Government should consider if it 
should be retained or rolled into the family poverty benefit, while retaining the 
unemployed as eligible for the family poverty benefit.   

b. In their current form, employment services seem to offer little opportunity for 
placement – there appears to be little monitoring of national (or local) demand 
and supply for labor, and there is great uncertainty as to the job placement 
outcomes of training programs that the employment services provide.  
Nonetheless, employment services can play an important intermediary role, 
assuming that (i) there are jobs to be had; (ii) the services have adequate 
information about the labor market, drawn from labor force surveys, 
employers and administrative data; and (iii) and they continuously monitor 
labor market developments and adjust programs accordingly. Obviously, this 
may require resources beyond those currently allocated to the employment 
services, and a difficult trade-off needs to be faced: should moneys continue to 
be spent on the present employment services, or should they be closed and the 
moneys spent on them allocated to some better use; or should they gradually 
be built up into legitimate European-style services, perhaps initially through a 
selected set of model offices. 

c. While public works have been, and continue to be, an important tool in the 
Government’s employment policy, one needs to be cautious about the cost 
effectiveness of public works programs, and one needs to be clear about the 
objective of such programs: are they meant to transfer income to poor 
households, build infrastructure, or do both.  It may well be that from the point 
of view of poor families facing income and consumption constraints, public 
works schemes represent a diversion of resources away from their direct 
welfare needs. 

 
Housing and public services have important roles to play in providing for the well-being of 
Armenians, and especially the poor. The current problems of housing and services – 
crowded housing and inadequate or non-existent services – need to be addressed with a 
particular focus on the poor.  For the poor, living conditions reflect a double vulnerability - 
the effects of deteriorating housing and public services; and the constraints that lack of 
financial resources places on the ability of poor households to seek more affordable solutions, 
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such as installing in-house water tanks, individual heating systems, etc.  Under such 
circumstances, operational policies should emphasize two elements: 
 

� Public utilities management. Municipalities, which are responsible for public utilities, 
should focus on improving the utilities management, so that the systems are repaired, 
appropriately maintained and fully operational.   

� Targeting support to the poor in the payment of utility bills. The family poverty 
benefit could be used as a targeting mechanism.  To that end, its coverage of the 
extremely poor could be extended and the benefit amount increased.  

 
Armenia: Millennium Development Goals 

 
GOALS Likelihood of goal being achieved by 

2015 

Eradication of extreme poverty Maybe 
Achieve universal primary education Likely 
Promote gender equality and empower women 
(measured by gender disparity in primary and 
secondary education) 

Likely 

Reduce child mortality Unlikely 
Improve maternal health Unlikely 
Combat HIV/AIDS, and other infectious 
diseases 

Maybe 

 
While the decline in the incidence of extreme poverty was rapid over the 1998/99 – 2001
period, when it dropped from 26.8 percent in 1998/99 to 20 percent in 2001, a number of 
factors would have to coincide for extreme poverty to be eradicated by 2015: continued high 
economic growth would have to generate new employment opportunities outside agriculture, 
current constraints on agricultural productivity and incomes would have to be eased, 
education and training would need to be more strongly oriented towards the needs of the 
labor market, and income transfers, especially pensions and the family poverty benefit, would 
have to be targeted at the neediest individuals and households, average levels would need to 
be raised, and payment of benefits continued on a regular basis.  
 
Based on current evidence, it is likely that Armenia, with a net enrollment rate of 94, will be 
able to meet the target of universal primary education by 2015. 
 
Gender disparity in primary and secondary education is already at a minimum.  At the 
primary level there is little difference and, at the secondary level, girls far outnumber boys – 
92 percent of girls enter secondary education, while 84 percent of boys do. 
 
Mortality indicators such as under-five mortality and infant mortality are unlikely to be met, 
given their steady level—when officially measured, the IMR is 15.6 versus the target of 7.9.  
Maternal mortality is highly volatile, and the evidence on reproductive health patterns and 
recent increases in MMR suggest that reaching the goal of 10 per 100,000 live births would 
be a difficult task.  Immunization rates are high and the goal is achievable. Prevalence of HIV 
and incidence of TB seem more difficult given the increasing pattern during the last years and 
the lack of strong preventive activities in the sector. 
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I.  Main features of Armenia’s growth performance 1994-
2002 
1.1 Introduction 
 
Following the break-up of the Soviet Union in the early 1990s, Armenia’s economy suffered 
one of the most severe contractions of all the former USSR republics.  Because Armenia was 
relatively more industrialized than other smaller FSU republics, it was more dependent on 
inter-republican trade and financial flows, and thus was more affected by USSR’s 
disintegration.  The country lost about 60 percent of its GDP between 1989 and 1993, mostly 
as a consequence of external shocks, such as a price shock in external trade due to 
movements in world market prices and a demand shock due to a dramatic compression of 
traditional export markets (Avanessyan and Freinkman, 2003).  Labor market adjustment was 
dramatic: unemployment became rampant and wages plummeted.  Consequently, poverty 
became deep and pervasive.   
 
As a result of the macroeconomic stabilization of 1994-95 and sustained Government efforts 
to advance structural reforms, a steady economic recovery has taken place since 1994.  The 
economy has been growing every year since then at an average GDP growth rate of about 6.5 
percent (Table 1.1).  This puts Armenia among the best performing economies in transition 
(Figure 1.1).  However, despite such a strong performance, real GDP in 2002 still amounted 
to only 70 percent of its pre-transition—1989 level (about 80 percent of the 1990 level).  
 

Table 1.1: Armenia: Real GDP growth, 1994-2002 
(percent change over the previous year) 

 1994 1995 1996 1997 1998 1999 2000 2001 2002 
Gross Domestic Product 5.4 6.9 5.9 3.3 7.2 3.3 6.0 9.6 12.9 

Of which:          
Industry 9.6 2.6 1.1 1.3 -2.2 5.2 6.4 3.8 14.2 
Agriculture 3.1 4.0 2.0 -4.5 12.9 1.3 -2.3 11.6 4.4 
Construction 5.7 -5.8 25.2 3.9 10.6 7.7 28.4 14.5 44.6 
Transport and communication -4.1 9.6 17.1 9.2 1.4 0.8 -0.6 16.0 6.0 
Trade 60.2 73.0 12.5 5.0 6.7 9.8 8.3 15.5 15.6 
Other services -2.2 -2.2 14.6 3.2 2.6 4.5 9.1 5.3 …

Source: National Statistical Service (NSS). 

Growth in Armenia has been resilient despite several shocks, namely the 1998 Russian 
financial crisis, the 1999 political assassinations, the mass emigration of skilled youth, and 
the continued economic blockade by Turkey and Azerbaijan, two of Armenia’s four 
neighboring countries.   
 
As a small, landlocked country with few natural resources, Armenia has achieved this success 
mainly through economic reform, which has helped to establish a liberal economic regime 
and sustain macroeconomic stability, and due to a well-educated workforce with specialized 
technical skills.  Various recent international cross-country assessments of reform progress 
under transition have considered Armenia as a leading reformer in the CIS. 
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Figure 1.1: Real GDP growth in Armenia and selected  

FSU countries 1989-2001 (1989=100) 
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Source: UNICEF, Social Monitor 2002, Innocenti Research Center, Florence, Italy, December 2002. 
 EBRD Transition Report Update, May 2002. 

The cross-sectoral analysis of real GDP growth suggests that, since 1994, when the recovery 
started, performance was strongest in trade and construction, while industry and agriculture 
have shown the weakest rates of recovery (Figure 1.2).  The sectoral real GDP trends in 
1994-1998 and 1999-2001 are discussed below.   
 

Figure 1.2: Armenia: Cross-sectoral differences in GDP growth 1994-2001 (1994=100) 
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1.2 Growth trends in 1994-1999 
 
The Armenia Growth Study (World Bank, 2001) identified the following main sources of 
economic recovery and growth for the second part of the1990s. 
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International assistance:  Starting in 1992, Armenia became a leading recipient of 
international assistance - from multilateral and bilateral donors, international NGOs and the 
Diaspora.  Over the 1995 – 99 period, donors on average provided about 7 percent of 
Armenia’s GDP in annual budget support, mostly through a combination of grants and low-
interest credits.  Such a high level of support in this period was justified by the severe post-
independence hardship associated with the war and the blockade, and it also reflected a 
genuine reform effort on the part of the Armenian authorities.  
 
Recovery in the energy supply: By the mid 1990-s, the energy supply situation improved 
dramatically because the cease-fire with Azerbaijan improved the environment for fuel 
imports, and reopening of the Medzamor Nuclear Power Plant in late 1995 provided Armenia 
with a reliable and relatively inexpensive source of power.  After 1996, the power supply has 
mostly been available on a 24 hour-a-day basis (compared to several hours a day in 1993), 
which greatly has normalized the environment for business development. 
 
Reforms in agriculture: In the agricultural area, Armenia has implemented one of the earliest 
and most comprehensive land reform programs in the Former Soviet Union.  Since the end of 
1992, most of Armenia's arable land has been privatized, with over 300,000 family farms 
established in the process.  These small-scale farmers have become the backbone of the 
agricultural system and helped to ensure both a greater robustness of the sector against 
transitional shocks and early recovery in the sector.   
 
Expansion in the service sector: As in other economies in transition, the service sector 
(especially, banking, telecommunication, insurance, and individual services) experienced 
strong growth—but from a low base.  The service sector’s share of the economy reached 35 
percent of GDP in 1999 (vs. 29.8 percent in 1990 and 17.6 percent in 1994).   
 
Due to a sustained stabilization effort, since 1994 Armenia’s macroeconomic situation has 
remained mostly stable, with low inflation, a stable exchange rate, and a sufficient level of 
gross international reserves.  Armenia has experienced a dramatic decline in inflation: the 
average consumer price inflation fell steadily from over 5,000 percent in 1994 to near 200 
percent in 1995 and to less than 1 percent in 1999.  While Armenia, like many other newly 
independent states in the FSU, has experienced a considerable devaluation pressure since 
introduction of its national currency, the dram, in 1993, the dram became quite stable after 
1995 (Table A1.1 in Annex I).  In contrast to other low-income countries in the CIS, Armenia 
avoided any significant currency devaluation in the aftermath of the Russia crisis in 1998-99 
(Figure 1 in Annex I).  Such currency stability was in part due to a successful accumulation 
of hard currency reserves, which expanded from the modest level of 1.5 months of imports at 
the end of 1995 to 3.8 months by the end of 1999. 
 
As is the case for most other CIS countries, Armenia assumed no external debt after the 
collapse of the former Soviet Union.  Basically, all of its public debt has emerged since 
independence.  The public debt grew at a very high rate between 1993 and 1997 (Figure 2 in 
Annex I), which helped to support the early part of the economic recovery process, but was 
clearly unsustainable in the longer term.  The external debt indicators have been gradually 
improving since 1999.  
 
Despite a relatively comfortable macro picture and considerable fiscal adjustment undertaken 
in the second half of the 1990s, the sustainability of Armenian fiscal performance remains a 
major concern.  This is primarily due to revenue collection, which, although improved since 
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1995–96 (Table 1.2), was still low comparing with the CIS and East-European Countries 
(Figure 3 in Annex 1) and unstable, thus reflecting persistent weaknesses in tax and customs 
administration as well as the sizable share of the informal economy.  The unfinished fiscal 
reform agenda and associated macroeconomic uncertainties continued to depress private 
sector expectations and further delay new investments and entry of strategic foreign 
investors, including those from the Diaspora.   
 

Table 1.2: Armenia: Budget tax collection 1994-1999 
 1994 1995 1996 1997 1998 1999 

Total amount of consolidated budget taxes 
collected (w/o non-tax revenues), mill US$ 

N/A 171.1 182.3 269.5 302.7 365.2 

Consolidated budget tax collection (w/o non-tax 
revenues), as % of GDP 

N/A 13.5 13.5 16.9 17.0 20.0 

Source: NSS 

Still, as indicated by the sectoral decomposition of the overall rates of economic growth 
(Table 1.3), it would be difficult for Armenia to sustain its economic recovery without 
substantial adjustments in the structure of growth.  To put it simply: a significant portion of 
the overall growth in the 1990s was generated either by one-time factors (e.g. recovery in the 
energy supply, privatization in agriculture), or by sectors that have limited potential for 
longer-term expansion (e.g. mining, metallurgy). Another driver of earlier growth, production 
of construction materials, was responding primarily to an expansion in public investments, 
which were largely financed with donor funds.  At the same time, skill- and labor-intensive 
manufacturing, the sector where many believe Armenia has longer term comparative 
advantages, remained mostly depressed.  In 1999, energy production and distribution 
amounted to about one third of the total industrial output in Armenia, which heavily depends 
upon import of energy resources.  This suggests a high degree of accumulated distortions in 
the industrial structure.  
 

Table 1.3: Armenia: Real GDP growth 1994-1998 (1994=100) 
 Index: 1998/1994 Average annual growth rate 
Gross Domestic Product 125 5.8 

Industry 103 0.7 
Agriculture 114 3.4 
Construction 135 7.9 
Transport and communication 142 9.0 
Trade 218 21.5 
Other services 119 4.4 

Source: NSS. 

In addition, the analysis in the Armenia Growth Study identified the following inter-related 
weaknesses in the growth patterns of 1994-99: 

• weak enterprise restructuring and insufficient new private entry; 
• weak export performance; 
• limited expansion in employment; 
• slow increase in population incomes and poverty alleviation; 
• high rate of emigration. 

 
Overall, the relatively strong economic recovery that was observed in the period between 
1994 and 1999 had a narrow sectoral base; as a result, winners from this growth were 
excessively concentrated among certain social groups and commercial entities.  Such 
relatively successful economic sectors as energy and diamond polishing operated as industrial 
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enclaves in the economy, with limited number of local suppliers and partners.  The economy 
grew through a rapid increase in income differentiation and only modest poverty reduction. 
 

Table 1.4: Armenia: Export performance 1994-1999 
 1994 1995 1996 1997 1998 1999 

Total merchandise export (fob, mill US$) 215.4 270.9 290.3 232.5 220.5 231.7 
Growth rate (%) … 25.8 7.2 -19.9 -5.2 5.1 
Export w/o diamonds, mill US $ … 199.7 156.2 185.2 173.5 147.8 
Growth rate (%) … … -21.8 18.6 -6.3 -14.8 
Source: NSS 

Weak export performance was one of the strongest indicators of the fragility of Armenia’s 
economic recovery in the 1990s.  In contrast to a number of countries where the acceleration 
of economic development has been export-driven, in Armenia total merchandise exports were 
low and unsteady (Table 1.4), and their average annual growth rates during 1995-1999 
amounted to only 2.6 percent.  The merchandise export ratio to GDP was less than 13 
percent, which was low even when compared to other CIS countries (Table A1.2 in Annex I).  
The total average exports without diamonds, the largest export item with rather low locally 
produced value added, amounted to only US$ 172.5 mill per year between 1995 and 1999, 
which is less than 10 percent of GDP. 
 

Table 1.5:  Foreign direct investment per capita in selected FSU countries, US$, 1999 
FDI per capita 

Armenia 40.5 
Azerbaijan 104.0 
Czech Republic 339.8 
Estonia 233.3 
Georgia 17.8 
Kazakhstan 53.3 
Kyrgyz Republic 13.9 
Lithuania 108.1 
Slovenia 75.0 
Tajikistan 4.9 
Turkmenistan 20.8 
Uzbekistan 9.4 
Source: FIAS 

This poor export performance was directly linked to depressed levels of FDI.  While 
statistically, Armenia maintains a leading position among the non-oil FSU countries in 
attracting FDI on a per capita basis (Table 1.5), these levels are still low by international 
standards.  In addition, the data on Armenia’s FDI inflows is somewhat inflated, because it 
includes the outcomes of two large privatization deals in infrastructure (telecom and gas 
distribution), which provided for about 1/3 of the total reported FDI in 1992-1999.  
 
Another weakness of Armenia’s growth pattern relates to the low level of employment 
generation.  Despite economic growth, employment declined steadily during the second part 
of the 1990s (Figure 1.3).  Over the decade, employment in industry and construction 
contracted by 70 percent.  According to official data, between 1995 and 1999, state sector 
employment decreased by 388,000 people (51 percent): from 755,000 to 367,000, as a result 
of privatization and restructuring. Consequently, private sector employment increased by 
210,000 employed (29 percent): from 721,000 in 1995 to 931,000 in 1999.  Newly privatized 
enterprises could not employ the surplus labor of the old state enterprises, nor were new firms 
entering the market able to do so, either (not to mention first time labor market entrants).  
While some of the unemployed found jobs in the informal sector, unemployment nevertheless 
skyrocketed: a survey estimate (ILSC 1989/99) indicates that in 1999 the unemployment rate 
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was 24.4 percent (most of the unemployed are not registered as such and therefore ineligible 
for public assistance), and labor force participation rates were low.  Lack of job opportunities 
fuelled emigration, particularly among the young and better-educated. 
 

Figure 1.3: Armenia: Employment trends 1990-2001 (in 000) 
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The problems with employment generation in Armenia can be traced to insufficient new 
private entry, both domestic and foreign.  Table 1.6 shows changes in the overall number of 
registered companies in Armenia between 1994 and 1999.  Given that many registered firms 
do not operate, it is estimated that Armenia in 1999 had only about 30,000 active businesses 
or less than 10 per 1,000 inhabitants.  Meanwhile, modern market economies have many 
more business enterprises: Germany has 37 registered small and medium size enterprises per 
1,000 inhabitants, Slovenia has 45, and the USA has 74.    
 

Table 1.6: Armenia: Business entities and joint ventures, end of period 
 1994 1995 1996 1997 1998 1999 

Gross number of registered business entities  5,089 21,238 29,836 37,687 41,241 43,327 
Growth rate (%)  317.3 40.5 26.3 9.4 5.1 
Gross number of joint-ventures registered  92 397 685 1,042 1,350 1,657 
Growth rate (%) 331.5 72.5 52.1 29.6 22.7 
Source: NSS. 

The average real wage in the economy grew at a more rapid pace than GDP, but from a low 
starting point (Table 1.7).  While the wage in drams increased by about 60 percent between 
1995 and 1998; the dollar wage more than doubled.  Still, the average wage in Armenia was 
below the regional average in the late 1990ss, which is another reflection of depressed 
demand for labor.  Wage growth was also highly uneven across sectors. 
 

Table 1.7: Armenia: Unemployment and wages 1994-1999 
 1994 1995 1996 1997 1998 1999 
Official unemployment rate (%) 6.6 6.7 9.3 10.8 9.4 11.2 
Average monthly wage in the economy, US$ … 17.4 22.9 27.7 35.7 37.7 
Average monthly wage in the public sector, US$ … 14.6 20.8 24.2 30.6 35.2 
Source: NSS  

Moreover, the data on average wage growth fail to reflect properly the trends in labor 
incomes for two large segments of workers—those in the public sector and in agriculture. 
Real wages in the public sector, especially in education and health, were much lower than 
what official statistics report, due to chronic wage arrears, especially in 1998-2000. In 
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agriculture, farm incomes have been depressed to a large extent by unfavorable price 
dynamics relative to other prices (Table 1.8).3

Table 1.8: Armenia: Agricultural and economy-wide price indices 1997-2001 
1997 1998 1999 2000 2001 2002 

Consumer price index         100 108.7 109.4 108.5 111.8 113.1 
GDP deflator                             100 111.1 110.9 109.2 113.6 116.2 
Agricultural price index 100 104.4 90.4 80.5 88.4 90.3 
Source: NSS  

Combined with increased prices of agricultural inputs, this put a strong downward pressure 
on rural incomes, and may explain at least a part of the observed differences in poverty trends 
between rural and urban households.  A more detailed look into the price structure indicates 
that margins between retail and farm gate prices for main staples may indeed be high.  This 
suggests bottlenecks in the marketing and distribution of agricultural produce.   
 
1.3 Growth trends in 2000-2002 
 
Starting from mid-2000, Armenia’s economic performance further improved.  The average 
annual rate of economic growth in the three years (2000/02) exceeded 8 percent, 
macroeconomic stability was further strengthened, the external debt profile improved, and 
poverty rates declined.  The structure of economic growth has been gradually improving: 
with the assistance of the international community, the Government has adjusted its reform 
strategy to focus more on improving the investment climate, broadening the base for 
economic growth, and ensuring wider distribution of the benefits of growth among different 
socioeconomic groups.   
 
Several factors contributed:  

• improvements in the business environment that included reductions in the 
administrative burden on the private sector, improved communications between the 
government and the private sector, and enhanced government capacity to promote 
investment and exports; 

• improved relations with the Diaspora, which has increased the inflow of Diaspora 
investments; and 

• increased remittances, which to a large extent reflect improved performance of the 
Russian economy since the 1998 crisis. 

 
Table 1.9: Armenia: Export growth 1999-2002 

 1999 2000 2001 2002  
(preliminary estimates) 

Total merchandised export (fob, mill US$) 231.7 300.5 341.8 507.2 
Growth rate (%)  29.7 13.8 48.4 
Export w/o diamonds, mill US $ 147.8 201.8 256.0 307.2 
Growth rate (%) … 36.5 26.9 20.0 
Source: NSS 

An improvement in export performance in the period between 2000 and 2002 shows the 
effects of the new policy initiatives.  The volume of total merchandised exports (including 

3 The share of agriculture in nominal GDP decreased from 33 to 25 percent between 1996 and 2001.  In the 
same period, in real terms (in 1996 prices) it decreased from 34.8 to 31 percent.  Hence, 55 percent of the 
decline in nominal GDP share can be attributed to prices, and the rest to quantities produced.       
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diamonds) increased by about 100 percent in three years.  Exports excluding diamonds 
equaled their highest post-Soviet level of US$ 200 million, which was previously achieved in 
1995, and by 2002 exceeded this level by 53.6 percent (Table 1.9).  The sectoral 
decomposition of export growth also suggests a considerable diversification: while 21 percent 
of total export growth4 in 1999-2002 came from jewelry and diamond polishing, other major 
expanding export sectors included food processing (27 percent of the total), textiles (12 
percent), and production of instruments and equipment (17 percent).   
 

Table 1.:10: Armenia: Real GDP growth 1999-2001 (1999=100) and composition of real GDP, 1996,1999,  
and 2001 (in %; in constant 1996 prices) 

Real GDP growth 1999-2001 (1999=100) Composition of real GDP, 1996,1999,  
and 2001 

Index 
2001/1999 

Average annual growth 
1999-2001 

1996 1999 2001 

Gross Domestic Product 120.0 6.3 100.0 100.0 100.0 
Industry 116.2 5.1 23.4 21.3 20.3 
Agriculture 110.5 3.4 34.8 33.2 31.1 
Construction 158.3 16.6 7.4 8.0 10.1 
Transport and communication 116.2 5.1 6.1 5.9 5.9 
Trade 137.3 11.0 9.5 10.2 11.0 
Other services 120.1 6.3 18.8 21.4 21.6 
Source: NSS, IMF. 

While overall growth has still been largely dependent on expansion in construction (public 
investments) and trade, performance in manufacturing improved relative to the previous 
period (Tables 1.1 and 1.10).  This was complemented by structural shifts in the industrial 
sector, with the non-energy portion of industry growing faster than both GDP and total 
industry (Figure 1.4).  More than half of the total industrial growth derived from food 
processing, jewelry and diamond polishing, which are relatively labor intensive sectors. 

 
Figure 1.4: Armenia: Annual GDP and Industry growth 1994-2002 

(in real terms; in % compared to the previous year ) 
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Improvements in the business environment may have helped to reduce the share of the 
informal economy, as reflected in the increase in the number of registered taxpayers that 
actually paid taxes (by 19 percent since the end of 1999, Figure 1.5) and some stabilization in 

4 We use an adjusted measure of the total export that reflects the diamond export at its value added (i.e. gross 
exports excluding gross imports of diamonds). 
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overall tax performance (Table A1.3. Annex I).  The amount of the state budget taxes that 
were collected (without non-tax revenues) increased by 19 percent in US dollar terms.  
 

Figure 1.5: Armenia: Registered and active tax payers 1999-2002 
 

Source: Ministry of State Revenues.  

 
The average reported wage in the economy has also increased which reflects stronger demand 
for labor, due to improved business confidence and reduced payroll taxes (Table 1.11).  
 

Table 1.11: Armenia: Unemployment and wages 1999-2002 
 1999 2000 2001 2002 

Official unemployment rate (%) 11.2 11.7 10.4 9.4 
Average monthly wage in the economy (US$) 37.7 39.1 43.2 46.1 
Source: NSS 

Still, overall net job creation was slow relative to the economic growth rate. This is consistent 
with international experience and seems unavoidable for the early stage of economic 
restructuring. During this stage, private sector expansion occurs in tandem with public sector 
retrenchment, which dampens the overall positive impact of growth on job creation.  In 
addition, new private sector jobs are mostly those with higher productivity, which also 
reduces demand for labor in early transition. 
 
Additional indications of improved performance include:  

• significant expansion in the volume of FDI (outside the energy sector): in the first 
nine months of 2002 FDI exceeded the 2000 annual level by 54 percent;  

• increased number of registered joint ventures by about a third between the end of 
1999 and 2002 (Table 1.12); 

• Considerable improvements in Armenia’s debt profile in 2000-02 (Table A1.4, Annex 
I). 

 
Table 1.12: Armenia: Business entities and joint ventures, end of period 

 1999 2000 2001 2002 
Gross number of registered business entities  43,327 44,196 46,193 48,069 
Growth rate (% over the previous period ) 5.1 2.0 4.5 4.1 
Gross number of joint-ventures registered  1,657 1,916 1,920 2,197 
Growth rate  % over the previous period ) 22.7 15.6 0.2 14.4 
Source: NSS 

1.4 Policy conclusions and recommendations 
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The review of the macroeconomic performance suggests that recent government policies 
were correct in order to sustain economic growth through a gradual diversification of the 
economic base.  In the medium term, in order to achieve its poverty reduction goals, the 
government should continue to follow its core economic strategy: 

• Maintain macroeconomic stability; 

• Improve the investment climate; 

• Further strengthen capacity to promote investment and exports; 

• Improve public revenue performance and fiscal management, and raise efficiency in 
core public services. 

 

The business climate in Armenia: views of small business entrepreneurs 
Observations from a focus group discussion with managers of small and medium size 

enterprises held in Yerevan on March 29, 2003 

Managers believe that law enforcement is selective, leading to the development of 
well protected businesses and increased insecurity and uncertainty.   

Laws and regulations often are too complex and costly for small businesses.  Even 
when better legislation is passed, implementation is slow and related regulatory acts 
and instructions often undermine and reverse the intent of the original law.   

“Planned tax inspections” are more than regular inspections.  Tax amounts to be 
collected are set in advance by the tax authority, and a quota is assigned to each tax 
inspector.  Depending on the nature of the business, the tax inspector decides how to 
“distribute his quota” among companies to be inspected.  Since the level of taxes 
collected is low, pressure on small businesses increases every year.  

The less knowledgeable managers/owners are about the legal system, the more they 
tend to be bothered by different state authorities. The focus group was unanimous in 
that small businesses and businesses outside of the capital are more vulnerable.   

To make economic growth more diversified and job-generating, the Government should focus its 
policies on: 
 

• broadening the dialogue with the private sector to identify major bottlenecks for 
private sector development, including articulating the Government’s role in creating 
an enabling environment for private enterprise;  

• strengthening cooperation with the Diaspora in order to channel a larger share of 
charity inflows into productive investment;  

• developing business support services, especially those targeted at small and medium 
size enterprises; 

• improving efficiency of ongoing micro-credit programs through their consolidation 
and better coordination between donors. 
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II.  Armenia: the profile of poverty 
This chapter presents the poverty profile for Armenia in 2001 and changes since 1998/99.  
The estimates are based on two rounds of the Armenia Integrated Living Conditions Survey 
(ILCS): one carried out in 1998/99, the other in 2001.5

2.1 Poverty measurement results in 2001 and their changes in comparison to 1998/99 
 
Good economic performance since 1999 resulted in improved poverty indicators in 2001.  
Estimates based on the ILCS 2001 suggest significant changes in the poverty measurement 
indicators in Armenia in comparison to 1998/99: overall and extreme poverty incidence, the 
poverty gap and severity of poverty declined.  The decline was almost entirely concentrated 
among urban population; the situation of the rural population remained nearly unchanged.  
While in 1998/99 poverty was more an urban than rural phenomenon, three years later this 
difference had disappeared.  The observed trends are positive and indicate that growth has 
finally started to translate into poverty reduction. Yet, poverty in Armenia remains 
widespread affecting almost one half of the population.

Poverty in 1998/99 was pervasive, deep and severe. The Armenia Poverty Update found that 
in 1998/99, despite continuous growth of the economy since 1994, poverty was still 
widespread and persistent. The study reported that over half of the population lived in 
poverty, and over one quarter was extremely poor with consumption per adult equivalent 
below the food poverty line. Low output and high inequality in its distribution were identified 
as the key factors for the persistence of poverty.  Two additional factors also contributed:  
first, narrow-based growth that could not compensate for job losses stemming from closure 
and restructuring of state enterprises and second, the impact of the Russian crisis.  Poverty 
was more widespread among the urban than the rural population, and it was also deeper and 
more severe in urban areas.  Population groups which were more likely to be poor were: very 
young children (0-5 years of age) and elderly (over 60 years of age), unemployed, adults not 
participating in the labor market and population living in earthquake regions.  
 
The poverty indicators for 2001 suggest significant improvements in poverty indicators. As a 
result of considerable economic growth since 1998/99, overall and extreme poverty incidence 
significantly decreased in Armenia between 1998/99 and 2001 (Table 2.2).6 It was estimated 
that 48.3 percent of the Armenian population was poor in 2001 as compared to 54.8 percent 
in 1998/99.  There was also a significant reduction (at the 1% significance level) in the 
number of extremely poor from 1998/99 (by 6.8 percentage points), so that extreme poverty 
affected 20 percent of the population in 2001 vs. 26.8 in 1998/99.  Along with the reduction 
in overall poverty incidence, there was a significant drop in the depth and severity of poverty.  
The shortfall between the consumption of the poor and the poverty line was, on average, 27 
percent in 2001.  Among the extremely poor, the shortfall was estimated at 23.2 percent.7

5 The ILSC 1998/99 was carried out between July 1, 1998 and June 30, 1999; the ILSC 2001 from January 1, 
2001 through December 31, 2001.  For information on the surveys and their comparability, poverty lines, 
welfare measure, and poverty indicators and their comparability over time see Annex I.A, and Armenia Poverty 
Update, World Bank 2002a. 
6 The poverty measurement results for 1999/98 in this Assessment are slightly different from those presented in 
the Armenia Poverty Update; for explanation see Annex I.A. 
7 These poverty indicators are based on 1998/99 urban/rural structure (see Annex I.A). Table I.B.2 in Annex I.B 
reports poverty measurements in 2001 using the structure of urban and rural areas from the 2001 ILCS.  
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Has Armenia performed better or worse than other countries in the ECA Region? 

It is difficult to construct a set of poverty statistics that allow comparisons (i) across time 
within a country and (ii) across countries at any one time, as definitions, survey 
methodologies, and coverage all vary.  Table 2.1 provides a set of economic and poverty 
indicators for Armenia, Azerbaijan, Georgia, Kyrgyz Republic and Moldova.  It also 
presents ratios between changes in poverty incidence and cumulative changes in real 
GDP for these countries.  Because of methodological differences, inter-country poverty 
comparisons should be done with great caution.  The data indicate that: (i) all the 
countries observed are low income countries with high poverty incidence; (ii) all of them 
recorded economic growth at the end of the 1990s, with Azerbaijan and Armenia 
performing better, and Georgia experiencing the weakest performance; (iii) while 
poverty incidence in Georgia increased, other observed countries experienced a decrease 
in poverty; (iv) poverty in Armenia, Azerbaijan and Kyrgyz Republic responded in a 
similar way to the economic growth, with the elasticity coefficient below one.                 

 

Table 2.1: Selected economic and poverty indicators for Armenia, Azerbaijan,  
Georgia, Kyrgyz Republic and Moldova 

 Real GDP 
index: 

2001/1989 
(1989=100) 

GNI per capita 
(current); PPP 

2001 

Poverty 
incidence 

(P0) 

Poverty 
gap 
(P1) 

Severity 
of 

poverty 
(P2) 

Poverty incidence 
at 2.15 $PPP/day 

Armenia 63.1 2730     
1996   54.7 21.5 11.0 38.7 
1998/99   54.8 16.2 6.5 36.8 
2001   48.3 13.0 5.1  
Azerbaijan 56.2 2890     
1995   68.1 27.6 14.4  
2001   49.6 15.5 6.7  
Georgia  36.5 2580     
1997   13.7 4.1 1.9  
1998   19.8 6.6 3.3  
1999   23.2 7.4 3.5  
2000   23.1 7.5 3.6  
Kyrgyz Republic 76.1 2630     
1997   51.0 18.0   
1998   63.6 24.7   
1999   64.1 25.0   
2000   62.5 21.1 9.3  
2001   56.4 17.2 7.0  
Moldova 34.2 2300     
1997   47.7 16.7 8.1  
1998   61.6 25.1 13.3  
1999   71.1 29.6 15.7  
2000   70.5 28.9 15.1  
2001   62.3 24.1 12.1  

Table 2.1: Continued 
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Elasticity of poverty incidence to economic growth 
Armenia Azerbaijan Georgia Kyrgyz 

Republic 
Moldova  

(I) Cumulative change in real GDP  
(%) 

2001/1998 
20 

2001/1995 
52 

2000/1998 
5

2001/1998 
14 

2001/1999 
7

(II) Change in poverty incidence (%) -12 -27 17 -11.3 -12  
Elasticity of poverty incidence to 
economic growth 

-0.6 -0.52 +3.4 -0.8 -1.7  

Source: Falkingham, Jane, CIS7 Conference, Inequality and Poverty in CIS 7 1989-2002, processed, World Bank, 2003; World Bank 
poverty assessments and poverty updates for respective countries. Data on per capita GNI in $PPP from the World Bank Atlas.  Data on 
GDP indices 2001 to 1989 from UNICEF Social Monitor 2002.    
Notes: Poverty incidence, gap and severity estimates are based on consumption and according to nationally set poverty lines.  2.15 
$PPP/day—international poverty line.   

The change in overall poverty reflects diverging trends in urban and rural poverty.  Due to a 
significant drop in poverty among the urban population in 2001 compared to 1998/99,8

poverty in Armenia ceased to be predominantly an urban phenomenon, and no significant 
differences in poverty incidence appeared between urban and rural areas in 2001 (48.5 
percent as compared to 47.9 percent, respectively).  The rural population experienced a small 
rise in overall poverty and a small drop in extreme poverty over the period observed, but 
those changes were not statistically significant. Although poverty was almost equally 
widespread in urban and rural areas9, the urban population faced deeper and more severe 
poverty.  
 
The changed structure of poverty is tightly associated with the situation in the labor market in 
Armenia. While the unemployment rate in urban areas slightly declined, the rural population 
was faced with increased scarcity of jobs, as the unemployment rate almost doubled in 2001 
as compared to 1998/99.  Also, food prices declined much more than non-food prices 
between two survey periods10. Given the fact that food production is the dominant source of 
income for rural households, and a minor part of total income for urban households (mainly 
food production for their own consumption), the relative price decrease of food products had 
an unfavorable impact on rural population.        
 

Table 2.2: Armenia Poverty indicators in 98/99 and 2001 
(standard errors in parenthesis) 

Extreme (Food) Poverty Line 
(8,730 drams in 98/99) 

Complete Poverty Line 
(12,276 drams in 98/99) 

8 In most transitional countries, the reduction in urban poverty has been more pronounced than in rural areas 
(Transition Report, 2002).  
9 See Figure I.B.1 for cumulative consumption distribution in rural and urban areas. 
10 Overall inflation measured by official CPI index over the period Spring 1999 and Autumn 2001 was 99.2, 
while food inflation measured by official CPI for food amounted to 92. This indicates that prices of food 
products dropped over the observed period by 8 percent, while prices of non-food goods even increased.   
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(7,979 drams in 2001) (11,221 drams in 2001) 

Incidence 
(P0) 

Gap 
(P1) 

Severity 
(P2) 

Incidence 
(P0) 

Gap 
(P1) 

Severity 
(P2) 

Total       
98/99 26.8% 6.0% 2.0% 54.8% 16.2% 6.5% 

(1.94) (0.53) (0.21) (2.26) (0.96) (0.48) 
 2001 20.0% 4.6% 1.6% 48.3% 13.0% 5.1% 
 (1.53) (0.42) (0.17) (2.42) (0.80) (0.38) 
Urban  

98/99 32.9% 7.8% 2.6% 61.4% 19.3% 8.1% 
(2.25) (0.66) (0.28) (2.55) (1.13) (0.59) 

 2001 21.9% 5.0% 1.7% 48.5% 13.7% 5.5% 
 (1.60) (0.36) (0.15) (2.90) (0.82) (0.35) 
Rural  

98/99   18.7% 3.7% 1.2% 46.1% 12.1% 4.5% 
(2.45) (0.54) (0.21) (3.08) (1.18) (0.54) 

 2001 17.0% 4.0% 1.5% 47.9% 12.1% 4.6% 
 (3.04) (0.83) (0.34) (4.29) (1.61) (0.77) 
Source: ILCS 1998/99 and 2001. 
Note: Consumption aggregate does not include imputed rental value of dwelling. Poverty indicators are based on 1998/99 
urban/rural structure. Standard errors computed with PSU adjustments. Poverty incidence (P0) is the share of the population 
(households) whose consumption (or income) falls below the poverty line.  The depth of poverty (P1, also called poverty gap)
provides information on how far off households are from the poverty line. It captures the mean aggregate consumption (income) 
shortfall relative to the poverty line across the whole population.  When calculated across the poor population (P1/P0) it provides 
information of the poverty shortfall or deficit, that is how much, in terms of the percentage of the poverty line, the mean 
consumption of the poor on average falls short of the poverty line. The shortfall multiplied by the number of the poor and usually 
expressed as percentage of GDP provides an estimate of what would be the minimum cost of eliminating poverty in the society, 
assuming perfect targeting.  Severity of poverty (or squared poverty gap) captures the inequality among the poor by effectively 
giving more weight to households that are further away from the poverty line. 

Poverty indicators using the international poverty line ($PPP 2.15): The next table presents 
poverty estimates for 1998/99 and 2001 using international poverty line at 2.15 and 4.30 
parity purchasing power dollars per capita per day. 
 

Table 2.3: Armenia Poverty Indicators 1998/99-2001, PPP poverty line 

 
1998/99  Poverty line  

 US $2.15 PPP per capita= 10,488 drams 
 (US $4.30 PPP per capita = 20,976 drams) 

2001 Poverty line  
US $2.15 PPP per capita = 10,397 drams) 
(US $4.30 PPP per capita = 20,793 drams) 

Incidence  
(P0) 

Gap 
(P1) 

Severity 
(P2) 

Incidence  
(P0) 

Gap 
(P1) 

Severity 
(P2) 

Total       
$PPP 2.15 38.7% 10.2% 3.8% 36.8% 9.5% 3.6%

 $PPP 4.30 84.6% 38.6% 20.9% 85.4% 38.3% 20.4%
Urban  

$PPP 2.15 42.9% 11.8% 4.5% 36.6% 9.9% 3.8%
 $PPP 4.30 86.1% 41.0% 22.8% 84.4% 38.1% 20.5%
Rural  

$PPP 2.15 33.1% 7.9% 2.8% 37.2% 8.8% 3.3%
 $PPP 4.30 82.7% 35.5% 18.4% 86.8% 38.4% 20.2%
Source: ILCS 1998/99 and 2001. 
Note: Consumption aggregate does not include imputed rental value of dwelling.  Poverty indicators are based on 1998/99 
urban/rural structure.  Poverty lines are calculated in 1996 PPP.  Consumption is measured per capita. 

The reduction in poverty is almost entirely driven by growth. Table 2.4 explains the change 
in poverty between 1998/99 and 2001. Following a methodology developed by Datt and 
Ravallion (1992), a change in poverty between two years can be decomposed into three parts: 
(1) a ‘growth’ component; (2) a ‘redistribution’ component; and (3) a residual.11 The 

11 The change in poverty incidence for Armenia between 1998/99 and 2001 can be decomposed as follows:  
P2001- P1998/99= g + d + r, where g refers to growth component, d refers to redistribution component and r is a 
residual. If we define poverty as a function of mean consumption µ and Lorenz curve L, with z denoting the 
poverty line P(z/µ, L), then the decomposition components can be expressed as: g=P(z/µ2001,L98/99)-
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decomposition results indicate that most of the observed poverty reduction can be attributed 
to growth.  Had only mean consumption changed between 1998/99 and 2001, and its 
distribution had remained unchanged, the reduction in overall poverty would have been 
smaller than the observed reduction (-5.4 and –6.5 respectively).  Had only the distribution of 
consumption changed (holding mean consumption constant), the reduction in poverty would 
have been much smaller, less than one percentage point.  
 

Table 2.4: Decomposition of change in poverty in Armenia between 1998/99 and 2001 
 Total Urban Yerevan Other 

urban 
Rural 

Change in poverty incidence -6.5 -12.9 -13.0 -12.8 1.8 
Growth component -5.4 -12.1 -13.3 -12.0 2.9 
Redistribution component -0.8 -0.1 0.1 0.2 -2.0 
Residual -0.3 -0.7 0.2 -1.0 0.9 
Source: ICLS 98/99 and 2001. 

Looking across regions, the reduction in urban poverty, both in Yerevan and other urban 
regions in Armenia, is almost exclusively driven by growth: some 94 percent of the observed 
reduction in urban poverty is attributed to the growth effect.  Rural households were faced 
with reductions in their average consumption level, which led to an increase in poverty 
incidence by 2.9 percentage points (assuming unchanged distribution), while the reduction in 
inequality (assuming unchanged mean consumption level) led to a decrease in poverty of 2 
percentage points.  The net result, including the interaction between growth and inequality 
(residual), was an observed increase in poverty incidence for rural households by 1.8 
percentage points.  Clearly, urban households, both in Yerevan and urban areas outside 
Yerevan, benefited from growth.    
 
Poverty incidence sensitivity to changes in poverty line: Extreme poverty appears more 
sensitive to changes in the poverty line than overall poverty, which indicates higher 
concentration of individuals around the extreme poverty line than around the complete 
poverty line.  Table 2.5 shows changes in poverty incidence for a given change in the poverty 
line.  If the poverty line increases by 5 percent, extreme poverty will increase by 16 percent, 
while overall poverty will increase by 11 percent.  However, those changes in extreme 
poverty and overall poverty are not statistically significant.  The same conclusion appears if 
the poverty line decreases by 5 percent.  Significant changes (at the 1% significance level) in 
poverty incidence appear when the poverty the line increases or decreases by 10 percent.   
 

Table 2.5:  Changes in poverty incidence with respect to changes in poverty line 
(standard errors in parenthesis) 

Changes in poverty line Extreme poverty incidence Poverty  incidence 
Unchanged, 0% 20.0% 48.3% 

(1.5) (2.4) 
 +5% 23.2% 53.6% 
 (1.6) (2.5) 

P(z/µ98/99,L98/99); d=P(z/µ98/99,L2001)-P(z/µ98/99,L98/99); z is the difference between observed changed in poverty 
incidence and the sum of g and d components.   
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 -5% 17.2% 43.3% 
 (1.4) (2.3%) 
 +10% 26.5% 58.0% 
 (1.7) (2.6%) 
 -10% 14.6% 38.2% 
 (1.3) (2.1) 
Source: ILCS 2001. 
Note: Consumption aggregate does not include imputed rental value of dwelling.  Standard errors computed with 
PSU adjustments. 

Consumption versus income poverty in 2001: We use consumption-based measures of 
poverty as household consumption is generally accepted as a more accurate measure of 
material well-being.  However, it may be useful to explore to what extent consumption-
poverty and income-poverty overlap i.e., consist of the same individuals.  The income-poor 
are defined as individuals whose income falls below the poverty line.  Thus, if we explore 
extreme poverty, income-poor are individuals whose income is lower than 7,979 drams per 
adult equivalent per month.  In exploring overall poverty, income-poor are individuals whose 
income is lower than 11,221 drams per adult equivalent per month.  The estimates are 
presented below.    
 

Table 2.6:  Armenia: Consumption and income poverty in 2001 
 Consumption poor Consumption non-poor Total 

Extreme poverty: extreme (food) poverty line = 7,979 drams 
Income poor 17.9% 46.5% 64.4% 
Income non-poor 2.1% 33.5% 35.6% 
Total 20.0% 80.0% 100% 

Overall poverty: complete poverty line = 11,221 drams 
Income poor 43.6% 34.7% 78.3% 
Income non-poor 4.7% 17.0% 21.7% 
Total 48.3% 51.7% 100% 
Source: ILCS 2001. 
Note: Consumption aggregate does not include imputed rental value of dwelling. 

Using both the extreme and complete poverty line, around 90 percent of the consumption 
poor were also income poor.  This indicates that almost the same individuals who were 
consumption poor were income poor.  However, this is not the case if we look at those 
individuals who were income poor.  Using the extreme and complete poverty lines, only 27.8 
percent and 55.7 percent of individuals, respectively, who were income poor, were also 
consumption poor, indicating a large fraction of individuals whose income did not exceed the 
poverty line, but whose consumption did exceed it.   
 
Yerevan has benefited most from economic growth: Table 2.7 provides insight into the 
regional evolution of poverty between 1998/99 and 2001. Due to relatively large statistical 
uncertainty regarding the poorat the marz level, we focus the discussion on representative 
regions only, such as Yerevan, other urban areas (outside Yerevan) and rural areas.  
 

Table 2.7: Poverty and extreme poverty incidence by regions in 98/99 and 2001 
 (standard errors in parenthesis) 

Extreme poverty incidence Poverty incidence 
98/99 2001 98/99 2001 

Aragatzotn 27.0% 22.8% 57.5% 60.3% 
(8.14) (2.30) (8.99) (2.32) 

Ararat 17.8% 9.3% 51.3% 39.8% 
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 (4.28) (2.14) (4.15) (4.32) 
Armavir 13.7% 21.1% 37.3% 52.0% 
 (4.89) (5.08) (6.24) (5.81) 
Gegharkunik 14.6% 24.6% 45.7% 56.8% 
 (3.72) (9.95) (5.00) (14.68) 
Lori 35.9% 21.8% 62.6% 54.7% 
 (6.23) (3.69) (6.88) (3.50) 
Kotayk 32.1% 16.3% 60.8% 38.0% 
 (4.12) (5.31) (4.83) (10.73) 
Shirak 43.0% 21.4% 78.2% 54.9% 
 (3.69) (5.63) (2.31) (11.86) 
Syunik 27.3% 2.0% 51.6% 15.1% 
 (7.14) (1.14) (8.85) (4.79) 
Vayots Dzor 16.0% 19.3% 34.7% 50.5% 
 (4.51) (10.6) (5.92) (9.77) 
Tavush 14.9% 44.0% 28.0% 70.7% 
 (8.77) (1.49) (11.29) (1.37) 
Yerevan 30.7% 20.2% 57.7% 44.7% 
 (2.33) (0.00) (2.77) (0.00) 
Other urban 34.9% 23.4% 64.8% 52.0% 
 (3.49) (2.58) (3.68) (4.07) 
Rural 18.7% 17.0% 46.1% 47.9% 
 (2.45) (3.04) (3.08) (4.29) 
Total 26.8% 20.0% 54.8% 48.3% 

(1.94) (1.53) (2.26) (2.42) 
Source: ICLS 98/99 and 2001.  
Note: Consumption aggregate does not include imputed rental value of dwelling. Standard errors computed 
with PSU adjustments. 

Yerevan, the largest urban region in Armenia, which faced higher relative poverty risk than 
the national average in 1998/99, experienced a significant reduction in extreme and overall 
poverty in 2001.  Overall poverty incidence dropped by 22.5 percent, while extreme poverty 
decreased by around one third. Thus, Yerevan had lower overall poverty incidence than the 
national average in 2001, while the extreme poverty decreased to the national average.12 

Similar to Yerevan, overall poverty incidence in other urban regions dropped by almost one 
fifth, while extreme poverty incidence decreased by a third.  Yet, they continued to face 
higher overall and extreme poverty risk than the national average (7.7 and 17 percent 
respectively) and were affected more by the depth and severity of poverty (see next table).  
Also, they were still worse off than rural areas, particularly with regard to extreme poverty 
risk, which was 40 percent higher than in rural areas.   
 

Table 2.8: Regional Poverty Incidence in 2001 
(standard errors in parenthesis) 

Poverty 
Incidence 

Relative 
poverty 

risk 

% share 
in the 

population 

% share in the 
poor 

Poverty 
Gap 

Severity of 
poverty 

Aragatzotn 60.3% 24.8% 4.6% 5.7% 15.2% 5.6% 
 (2.32)    (0.94) (0.55) 

12 Table I.B.3 in Annex I.B reports poverty incidence by regions in 2001 using the structure of urban and rural 
areas from the 2001 ILCS.  
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Ararat 39.8% -17.6% 11.8% 9.7% 8.2% 2.6% 
 (4.32)    (1.12) (0.45) 
Armavir 52.0% 7.8% 10.5% 11.4% 14.2% 5.8% 
 (5.81)    (2.74) (1.28) 
Gegharkunik 56.8% 17.5% 7.7% 9.0% 15.2% 5.8% 
 (14.68)    (4.96) (2.04) 
Lori 54.7% 13.3% 10.7% 12.1% 14.5% 5.5% 
 (3.50)    (1.87) (1.04) 
Kotayk 38.0% -21.3% 6.1% 4.8% 10.3% 4.1% 
 (10.73)    (2.96) (1.08) 
Shirak 54.9% 13.8% 8.5% 9.7% 13.9% 5.1% 
 (11.86)    (3.35) (1.56) 
Syunik 15.1% -68.7% 4.3% 1.3% 2.9% 0.7% 
 (4.79)    (1.03) (0.29) 
Vayots Dzor 50.5% 4.6% 2.3% 2.4% 11.5% 3.9% 
 (9.77)    (4.37) (1.87) 
Tavush 70.7% 46.4% 5.2% 7.7% 25.3% 11.7% 
 (1.37)    (1.23) (1.26) 
Yerevan 44.7% -7.4% 28.3% 26.2% 12.9% 5.4% 
 (0.00)    (0.00) (0.00) 
Other urban 52.0% 7.7% 31.4% 33.9% 14.4% 5.6% 
 (4.07)    (1.38) (0.65) 
Rural 47.9% -0.8% 40.3% 39.9% 12.1% 4.6% 
 (4.29)    (1.61) (0.77) 
Total 48.3% - 100% 100% 13.0% 5.1% 

(2.42)    (0.80) (0.38) 
Source: ICLS 2001. 
Note: Consumption aggregate does not include imputed rental value of dwelling. Poverty risk is measured as the percentage 
increase in the poverty headcount for each group compared to the national average.  Standard errors computed with PSU 
adjustments. 

Although the number of poor in rural areas did not significantly increase over the period, it 
may be interesting to explore poverty incidence across different sizes of land holdings in rural 
areas between 1998/99 and 2001 (Table 2.9).  Increased overall poverty incidence among the 
rural population can be explained by increased poverty incidence among individuals living in 
households with land holdings between 0.2 and 0.5 hectares and over one hectare.  
Households with the smallest plots contributed very little to increased poverty incidence 
between 1998/99 and 2001.  Only households with land holdings between 0.5 and one hectare 
experienced a reduction in poverty rates over the period, with the poverty incidence below 
the national average in 2001. 
 

Table 2.9: Poverty and land size in rural areas in 98/99 and 2001 

 
Extreme poverty 

incidence 
Poverty incidence 

98/99 2001 98/99 2001 
Up to 0.2 hectares 32.1% 26.7% 55.9% 56.7% 
Between 0.2 and 0.5 ha. 19.9% 21.7% 51.9% 55.8% 
Between 0.5 and 1 ha. 19.5% 11.5% 51.5% 44.4% 
More than 1 ha. 13.5% 12.7% 37.1% 40.6% 
Total for rural areas 18.7% 17.0% 46.1% 47.9% 
Source: ICLS 98/99 and 2001.  
Note: Consumption aggregate does not include imputed rental value of dwelling.  

If we observe rural poverty incidence in 2001, it is evident that it decreases as the size of 
landholdings increase (Table 2.10).  Individuals living in households with plots smaller than 
0.2 hectares faced the highest poverty risk (56.7 percent or 18.3 percent more than the 
national average).  Their poverty was the deepest and most severe as well.   
 

Table 2.10: Poverty by land size in rural areas in 2001 

 
Head 
count 

Relative 
poverty 

% of 
Population 

% of the 
poor 

Poverty gap Severity 



37

risk 

Up to 0.2 hectares 56.7% 18.3% 20.5% 24.3% 17.2% 7.2% 
Between 0.2 and 0.5 ha. 55.8% 16.4% 19.8% 23.1% 14.4% 5.6% 
Between 0.5 and 1 ha. 44.4% -7.4% 26.0% 24.1% 9.5% 3.1% 
More than 1 ha. 40.6% -15.2% 33.7% 28.5% 9.7% 3.7% 

Total for rural areas 47.9% - 100% 100% 12.1% 4.6% 
Source: ICLS 98/99 and 2001. 

Monetary costs of poverty reduction in Armenia in 2001. Table 2.11 provides an estimate of 
the minimum cost of eliminating poverty, assuming perfect targeting of assistance to the 
poor.  The estimate is based on a population of 3 million.  In order to eliminate extreme 
poverty in Armenia in 2001, it would be necessary to provide about 13.1 billion drams or 1.1 
percent of GDP, assuming perfect targeting of the poor.  These resources would be additional 
to those already being spent on social assistance to the poor..  To eliminate overall poverty in 
Armenia, perfectly targeted social assistance would require 53.1 billion drams or 4.5 percent 
of GDP (again in addition to what is already being spent on assistance to poor families—1.43 
percent of GDP; see chapter on social protection). 
 

Table 2.11: A monetary magnitude of poverty reduction in Armenia in 2001 

 Extreme poverty Poverty 
Average consumption of the poor 
 (drams per adult equivalent per month) 

6,131 8,189 

Poverty line 
 (drams per adult equivalent per month) 

7,979 11,221 

Additional consumption needed 
 (drams per month) 

1,848 3,032 

Shortfall 
 (% of poverty line needed for the poor) 

23.2% 27.0% 

Budget required (billion dram) 13.1 53.1 

% of GDP (GDP=1,175.5 billion drams) 1.1% 4.5% 

Source: ILCS 2001. 

As perfect targeting is unlikely, the real monetary cost needed to eliminate poverty would be 
significantly higher.  In market economies, they are at least twice as high as the minimum 
costs necessary for eliminating poverty under conditions of perfectly targeted poor 
households.  In transition countries (Poland, Hungary, Bulgaria, Estonia and Russia), the cost 
of providing the equivalent of  1 US dollar of welfare to the poor ranges from 1.5 US dollar 
to 8 US dollars (not taking into account administrative costs).13 As the transfer costs of 
eliminating poverty would be prohibitive, inclusive economic growth is the only possible 
way to reduce poverty.  
 
Impact of economic growth and inequality on poverty reduction in the future: The 
simulations in Table 2.12 illustrate the impact of different economic growth rates and degrees 
of inequality on extreme and overall poverty  in 2005 and 2015.  Two scenarios of economic 
growth are presented. The first assumes that GDP and private consumption would grow at the 
annual rate of 3 percent;  the second  assumes an annual growth rate of 5 for GDP and private 
consumption.   
 

Table 2.12: Projections of extreme and overall poverty (standard errors in parenthesis) 

Annual growth Extreme poverty incidence Poverty gap 
2005 2015 2005 2015 

13 J. Braithwaite, C. Grootaert and B. Milanovic, Poverty and Social Assistance in Transition Countries,
2000.  
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Extreme poverty 
(A) Inequality remains constant 

0% 20.0% 20.0% 4.6% 4.6% 
 (1.5) (1.5) (0.42) (0.42) 
3% 14.2% 4.9% 3.1% 0.9% 
 (1.3) (0.6) (0.3) (0.1) 
5% 11.1% 1.5% 2.3% 0.3% 
 (1.0) (0.3) (0.2) (0.1) 

(B) Inequality increases by 1.5 percent annually 
0% 22.3% 28.1% 5.7% 9.3% 
 (1.6) (1.8) (0.5) (0.7) 
3% 16.2% 12.3% 4.0% 4.1% 
 (1.4) (1.2) (0.4) (0.4) 
5% 13.4% 7.1% 3.2% 2.4% 
 (1.2) (0.7) (0.3) (0.3) 

Overall poverty 
(A) Inequality remains constant 

0% 48.3% 48.3% 13.0% 13.0% 
 (2.4) (2.4) (0.80) (0.80) 
3% 37.0% 16.0% 9.3% 3.6% 
 (2.0) (1.4) (0.7) (0.3) 
5% 30.3% 6.8% 7.4% 1.3% 
 (1.0) (0.3) (0.6) (0.2) 

(B) Inequality increases by 1.5 percent annually 
0% 49.2% 52.0% 14.4% 18.1% 
 (2.4) (2.5) (0.9) (1.1) 
3% 38.7% 24.2% 10.7% 8.0% 
 (2.1) (1.7) (0.7) (0.7) 
5% 32.3% 14.1% 8.7% 4.7% 
 (1.9) (1.2) (0.6) (0.5) 
Source: ICLS 98/99 and 2001.  
Note: Consumption aggregate does not include imputed rental value of dwelling. Standard errors 
computed with PSU adjustments. 

Three percent growth over the next four years (until 2005) will reduce the extreme poverty 
rate by 29 percent and the overall poverty rate by 23.3 percent, assuming unchanged 
inequality.  At the same time, the poverty gap shows a slightly higher reduction (32.6 and 
28.5 percent respectively).  A higher growth rate accelerates poverty reduction.  However, 
assuming constant  inequality is an unlikely scenario, as it is highly probable that economic 
growth will be accompanied by increasing differentiation in consumption.    The analysis 
therefore also assumes that  growth will be unevenly distributed in the future, with  
consumption ineqaulity increasing by  1.5 percent per annum.  It turns out that a relatively 
small increase in inequality  may have  a considerable impact on poverty incidence.  At 3 
percent GDP growth  and unchanged inequality, extreme poverty incidence by 2005 would 
decrease to 30.3 percent and extereme poverty incidence to 14.2 percent.  Introducing a  
simultaneous increase in consumption inequality of 1.5 percent annually, would give poverty 
and extreme poverty incidence rates of 38.7 and 16.2 percent, respectively.  In a longer term 
prospective, differences in poverty incidence would be  even higher.  A significant difference 
in the poverty gap is also observed when the assumption of increase in inequality is 
introduced.  
 

2.2 Who were the poor in Armenia in 2001? 
 
Poverty by gender and age groups:  There were no gender differences; poverty affected more 
the young and the elderly.  
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Poverty and extreme poverty was almost equally widespread among males and females 
(Table 2.13).  Thus, the gender structure of the overall population reflected the gender 
structure of the poor population. 
 
The age distribution of poverty in Table 2.13 highlights the extent to which poverty and 
extreme poverty in Armenia was concentrated among the young and the very old.  Children 
up to five years old, youth 15 to 18 and young people 19–25 years of age were affected more 
by extreme poverty relative to other age groups and the population as a whole. Elderly 
experienced a risk of extreme poverty that was almost the same as the national average.  The 
highest overall poverty incidence, exceeding 52.2 percent and the highest poverty risk (8.1 
percent over the national average) appeared among children under five years of age. Another 
age group facing higher than the average poverty risk was a group of young adults (between 
19 and 25 years of age).  Although they do not represent a large fraction of the poor (12.9 
percent), their poverty was the deepest and most severe.  The elderly (over 60) were also 
affected by poverty, as 51 percent of them were poor with poverty risk above the national 
average (by 5.6 percent).  Looking across consumption quintiles, the share of elderly was the 
highest in the second quintile and declined moving up to the richest quintile (Table II.B.4 in 
Annex II.B).  
 

Table 2.13: Poverty by gender and age groups in 2001 
 Extreme 

poverty 
incidence 

Poverty 
incidence 

Relative 
poverty risk 

% of 
Population 

% of the 
poor 

Poverty gap 
 

Severity 
 

Gender        
Male 19.6% 48.4% 0.2% 48.1% 48.2% 12.9% 5.1% 
Female 20.3% 48.2% -0.2% 51.9% 51.8% 13.2% 5.2% 
Age groups        
Children 0-5 22.2% 52.2% 8.1% 6.8% 7.3% 14.3% 5.9% 
Aged 6-14 17.3% 45.6% -5.5% 16.7% 15.8% 11.6% 4.3% 
Aged 15-18 21.1% 49.3% 2.2% 8.3% 8.5% 13.7% 5.5% 
Aged 19-25 23.7% 51.6% 6.8% 12.1% 12.9% 15.0% 6.2% 
Aged 26-45 19.3% 47.6% -1.3% 28.6% 28.3% 12.7% 5.0% 
Aged 46-60 18.9% 44.4% -8.0% 13.3% 12.2% 12.1% 4.8% 
Aged 61+ 20.4% 51.0% 5.6% 14.2% 15.0% 13.6% 5.3% 
Total 20.0% 48.3% - 100% 100% 13.0% 5.1% 
Source: ILCS 2001. 

Household composition and size matter. Larger households, households with elderly and/or 
children and female headed households with children were more likely to be poor.    

It appeared that larger households were more likely to be poor but this also depends on 
household composition (Table 2.14).14 Single member households are relatively rare in 
Armenia and their poverty risk was among the lowest (22.4 percent below the national 
average).  Presence of children considerably increased the poverty incidence, gap and 
severity of poverty, but this depended on the household’s composition. Among households 
with children, only households with two adults and two children had lower than the average 
poverty risk (by 15.4 percent).  If elderly are included in the household poverty incidence, 
poverty gap and severity increased considerably as well, compared to households with the 
same composition but without the elderly. It can be concluded that households with elderly 
and/or children were more likely to be poor compared to households with no children and/or 
elderly.  This is consistent with the age distribution of poverty reported in Table 2.13.  
 

Table 2.14: Poverty measures by household composition in 2001 

14 Household size across consumption quintiles is given in Table II.B.5 in Annex II.B. 
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Household type 
Extreme 
poverty 

incidence 

Poverty 
incidence 

 

Relative 
poverty  risk

% of 
population

% of the 
poor 

Poverty gap
Severity of 

poverty 

single member households 19.9% 37.5% -22.4% 2.5% 1.9% 12.4% 5.5% 
2 adults, 2 children 13.9% 40.9% -15.4% 11.3% 9.6% 9.6% 3.3% 
2 adults, 2 children, 1 elderly 24.3% 54.4% 12.7% 4.0% 4.5% 15.1% 5.8% 
1 adult, with children 23.7% 46.6% -3.4% 2.1% 2.0% 14.3% 6.2% 
1 adult, 1 elderly, with children 32.5% 66.2% 37.1% 1.2% 1.6% 19.3% 8.5% 
2 elderly, no children 13.8% 46.5% -3.8% 2.6% 2.5% 10.5% 3.6% 
2 elderly, 2 children 50.0% 75.0% 55.3% 0.1% 0.1% 22.1% 8.0% 
Female head, no children 21.3% 46.5% -3.8% 5.9% 5.6% 14.0% 6.2% 
Female head, with children 27.2% 54.8% 13.5% 15.3% 17.3% 16.9% 7.2% 
Source: ILCS 2001.   
Note: Children are individuals up to 18 years of age.  The elderly are defined as 60 and over. 

Education and poverty: the higher the education level, the lower the overall and extreme 
poverty risk. 

Table 2.15 presents the link between education of the household head and poverty in 2001.  It 
is clear that the higher the education level, the lower is overall and extreme poverty 
incidence.  Households whose heads had primary or incomplete secondary education did not 
only have poverty rates well above the average, but the poverty gap and severity were also 
significantly higher than for other groups.  Many household heads with low education have 
low-paying jobs, often insufficient to keep their families out of poverty. This also holds for 
those with secondary education.  
 

Table 2.15: Poverty and education of the household head in 2001 

 
Extreme 
poverty 

incidence

Poverty 
incidence

Relative 
poverty risk 

% of 
Population 

% of the poor Poverty gap Severity 

Primary  29.3% 60.4% 25.1% 9.7% 12.1% 17.8% 7.8% 
Incomplete Secondary 25.3% 59.6% 23.4% 13.0% 16.1% 16.8% 6.8% 
Complete Secondary 22.8% 53.6% 11.1% 31.7% 35.2% 14.7% 5.7% 
Technical 17.1% 43.0% -10.9% 26.6% 23.7% 11.4% 4.4% 
Higher Education 10.9% 32.8% -32.1% 19.0% 12.9% 7.7% 2.8% 
Total 20.0% 48.3% - 100% 100% 13.0% 5.1% 

Source: ILCS 2001. 

In contrast, households where the head had higher education had the lowest poverty 
incidence; almost two times lower than for those with primary education.  This difference in 
the impact of education appears largely associated with the stage of transition.  In most 
advanced countries in transition returns to higher education significantly increased during the 
transition relative to lower educational levels, and allowed the better educated to escape 
poverty.  Thus, in Hungary and Poland, the poverty incidence among households where the 
head had university education was extremely low and ten times lower than among households 
with heads who had primary education (Braithwaite et. al., 2000).  In the Kyrgyz Republic, 
this link is very weak (corresponding poverty rates were 37.6 and 43.2).  Armenia is situated 
between these two extremes. Table II.B.6 in Annex II.B reports overall and extreme poverty 
incidence by education of the household head between 1998/99 and 2001. 
 
Distribution of households by education of their heads across consumption quintiles confirms 
this relationship between education of the household head and poverty: households where the 
head was less educated were more likely to be in the bottom quintile of the consumption 
distribution than in the top quintile (Table II.B.7 in Annex II.B).    
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Poverty and labor market status.  The unemployed and labor market non-participants face a 
high probability of being poor.  While the situation somewhat improved in urban areas it 
significantly worsened in rural.  

According to the ILCS 1998/99 and 2001, low participation and high unemployment rates 
were major characteristics of the Armenian labor market (Table 2.16). Participation rate, 
defined as the percentage of active individuals (employed and unemployed) in the working 
age population (over 16), appeared very low in 2001, even lower than in 1998/99.  Less than 
60 percent of the population over 16 participated in the labor market.  This reduction in the 
labor market activity was primarily the result of a significant drop in participation rate in 
rural areas (by 21.4 percentage points).  At the same time, participation rate in urban areas 
increased, particularly in Yerevan, and this improvement partly neutralized the large activity 
reduction in rural areas.  
 

Table 2.16:  Participation  and unemployment rates in 1998/99 and 2001  
 Participation rate Unemployment rate* 

98/99 2001 98/99 2001 
Urban 52.2% 57.4% 42.9% 39.1% 
Yerevan 49.3% 58.5% 44.3% 37.5% 

 Other urban 53.7% 56.3% 41.5% 40.6% 
Rural 71.8% 56.4% 9.4% 17.2% 
Total  60.2% 57.0% 27.0% 30.7% 
Source: ICLS 98/99 and 2001. 
* Including seasonal unemployment. 

The unemployment rate increased after 1998/99, reaching 30.7 percent in 2001.  In rural 
areas, it almost doubled, from 9.4 percent in 1998/99 to 17.2 percent in 2001, as agricultural 
activity was unable to absorb excess labor in rural areas, unlike three years before. The trend 
was more favorable in urban areas, where the unemployment rate decreased from 42.9 
percent to 39.1 percent.  These estimates should be treated with caution.  Unlike the ILCS 
1998/99, the ILCS 2001 does not distinguish between seasonal and actual unemployment.  In 
order to enable comparison over time, it was assumed that the seasonal unemployment was 
already included in the 2001 survey data on the unemployed.15 Furthermore, the ILCS 2001 
provides only limited information on labor market participation—it no longer contains a labor 
market module, whereas the ILCS 1998/99 did.  The ILCS 2001 has only two questions on 
economic status of individuals.16 If inactive and unemployed members of households who 
own land or have family businesses were treated as active (based on assumption that all 
family members in some way were involved in self-employment activity of their household), 
the participation rate would be considerably higher and the unemployment rate considerably 
lower.17 These two groups present a non-core employment category and their work is 
classified as informal subsistence activity. As they are over-represented in the bottom 
consumption quintile, their activity is viewed as a way to escape poverty (World Bank, 
2002b).    
 

Figure 2.1: Labor Market Participants in 98/99 and 2001 

15 In the 1998/99 ILCS, both data on actual and seasonal unemployment exist.  
16 Especially, given that the survey data based on self-reported labor market status tend to underestimate actual 
labor market activity and overestimate unemployment (Transitional Report, 2000). 
17 These adjustments were made only for 1998/99, as the section on the labor market in 2001 survey does not 
exist. 
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Source: ILSC 1998/99 and 2001. 

 
Figure 2.1 shows the composition of labor market participants in 2001 as compared to 
1998/99.  Besides an increased number of the unemployed, salaried workers increased their 
proportion in the labor market as well, while the proportion of self-employed declined.  
 

Table 2.17: Labor force participation and poverty in 2001 

 

Extreme 
poverty 

incidence 

Poverty 
incidence 

 

Relative 
poverty risk 

% of 
population 

over 16 

% of  
the poor 

Poverty 
Gap 

Poverty 
severity 

Total 
Participants 18.1% 46.3% -2.5% 57.0% 55.5% 12.1% 4.7% 

Unemployed 30.1% 61.2% 28.9% 17.5% 22.6% 18.4% 7.7% 
 Salaried worker 13.4% 36.9% -22.3% 23.6% 18.3% 9.3% 3.5% 
 Self-employed 11.8% 44.1% -7.1% 15.4% 14.3% 9.3% 3.0% 
 Other employment 18.1% 34.4% -27.6% 0.5% 0.4% 12.3% 5.9% 
Non-participants 21.2% 49.1% 3.4% 43.0% 44.5% 13.5% 5.4% 
 Pensioners 22.3% 52.1% 9.7% 20.1% 22.0% 14.5% 5.8% 
 Students 14.5% 36.2% -23.8% 6.9% 5.2% 9.6% 3.8% 
 Other non-participants 22.7% 50.9% 7.2% 16.1% 17.2% 14.0% 5.5% 
Yerevan 
Participants 19.7% 43.3% -3.1% 58.5% 56.7% 12.5% 5.2% 

Unemployed 29.3% 56.7% 26.9% 21.9% 27.8% 18.1% 8.0% 
 Salaried worker 13.7% 34.5% -22.9% 29.0% 22.4% 9.1% 3.5% 
 Self-employed 14.8% 39.4% -11.9% 7.0% 6.2% 9.6% 3.7% 
 Other employment 20.0% 25.0% -44.9% 0.5% 0.3% 9.1% 3.4% 
Non-participants 20.4% 46.7% 4.4% 41.5% 43.3% 13.1% 5.4% 
 Pensioners 22.7% 52.8% 18.0% 20.6% 24.3% 15.1% 6.3% 
 Students 11.1% 29.7% -33.5% 7.4% 4.9% 7.6% 3.0% 
 Other non-participants 21.9% 46.6% 4.3% 13.5% 14.0% 13.1% 5.3% 
Other urban 
Participants 21.8% 50.5% -0.8% 56.3% 55.8% 13.7% 5.3% 

Unemployed 32.9% 66.5% 30.5% 22.9% 29.9% 19.6% 7.9% 
 Salaried worker 13.7% 37.6% -26.2% 25.4% 18.8% 9.2% 3.4% 
 Self-employed 15.7% 46.4% -8.9% 7.6% 6.9% 10.5% 3.7% 
 Other employment 22.2% 38.9% -23.6% 0.4% 0.3% 16.0% 8.7% 
Non-participants 23.6% 51.5% 1.1% 43.7% 44.2% 14.3% 5.6% 
 Pensioners 25.9% 55.3% 8.7% 20.8% 22.6% 15.9% 6.3% 
 Students 15.7% 39.9% -21.7% 7.6% 5.9% 10.3% 3.9% 
 Other non-participants 24.3% 51.9% 2.0% 15.4% 15.7% 14.1% 5.4% 
Rural 
Participants 13.9% 45.2% -3.5% 56.4% 54.4% 10.6% 3.8% 

Unemployed 26.1% 58.9% 25.7% 9.7% 12.2% 16.5% 6.8% 
 Salaried worker 12.6% 39.1% -16.6% 17.9% 14.9% 9.7% 3.6% 
 Self-employed 10.4% 44.6% -4.9% 28.2% 26.8% 9.0% 2.8% 
 Other employment 14.3% 38.1% -18.7% 0.6% 0.5% 12.2% 5.8% 
Non-participants 19.9% 49.0% 4.5% 43.6% 45.6% 13.2% 5.2% 
 Pensioners 18.8% 48.7% 3.9% 19.0% 19.8% 12.9% 4.9% 
 Students 16.4% 38.5% -17.8% 5.9% 4.9% 10.9% 4.4% 
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 Other non-participants 22.1% 52.6% 12.3% 18.7% 21.0% 14.4% 5.7% 
Source: ILCS 2001. 

The unemployed and non-participants face the highest poverty risk but also the highest 
poverty gap and severity of poverty, which indicates that their relative position in the labor 
market has not improved compared to 1998/99.  Table 2.17 shows that poverty incidence 
(and extreme poverty incidence) varies significantly with labor market status and regions in 
2001.  Among the participants, the relative poverty risk was the highest for the unemployed 
(+28.9 percent over the national average).  All other labor force participants faced negative 
risk relative to the national average.  Looking across regions, the unemployed living in urban 
areas outside Yerevan faced the highest relative poverty risk (+30.5 percent over the 
average).  
 
Non-participants experienced positive relative poverty risk too: +3.4 percent on average, but 
their risk was significantly lower than that of the unemployed.  Pensioners, the largest group 
among non-participants, faced the highest poverty risk among non-participants (+9.7 
percent), particularly those living in Yerevan (+18 percent).  Students were less likely to be 
poor compared to the national average, as their poverty risk was –23.8 percent, while “other” 
categories of non-participants had positive poverty risk (+7.2 percent over the average). 
 
Table II.B.9 in Annex II.B presents labor market status by consumption quintiles and regions. 
The proportion of individuals according to their labor market status varies significantly across 
the consumption distribution and regions. Looking across quintiles, the unemployed made up 
28.2 percent of the poorest individuals over 16, but only 10.7 percent of those in the richest 
quintile.  Around 30 percent of the unemployed belong to the poorest quintile, while 12 
percent of them were in the top end of the consumption distribution (II.B.10 in Annex II.B).  
The unemployed living in urban areas outside Yerevan were most unevenly distributed across 
consumption quintiles, with around a third of them belonging to the poorest quintile and only 
8 percent belonging to the richest quintile.  The fraction of salaried workers and self-
employed increases with consumption quintiles—they are more represented in the top range 
of the distribution than in the bottom end, particularly in Yerevan.  In contrast, non-
participants, particularly pensioners, were more represented in the poorest quintile than in the 
richest. 
 
Table 2.18 highlights the strong link between poverty and labor market status of the 
household head.18 Among participants, the group with the highest poverty incidence (62.9 
percent) and, therefore, with the highest risk of poverty (30.3 percent above the national 
average) were those where the head is unemployed.  Although they made up only 15.3 
percent of the poor, their poverty gap and severity were the largest.  Another group facing 
high relative poverty risk were those living with non-participant household head (54.2 
percent).  They faced positive relative poverty risk (12.2 percent over the national average) 
and constituted 45.1 percent of the poor.  
 

Table 2.18: poverty and labor force participation of the household head  in 2001, in % 

 
Head 
count 

Relative 
Poverty Risk 

% of  the 
population 

% of the poor Poverty 
Gap 

Severity of 
poverty 

Non-participants 54.2% 12.2% 40.2% 45.1% 15.5% 6.3% 
Unemployed 62.9% 30.3% 11.8% 15.3% 19.3% 8.2% 
Salaried worker 37.1% -23.1% 26.4% 20.3% 9.4% 3.6% 

18 Table II.B.8 in Annex II.B reports poverty and extreme poverty incidence by labor force participation of the 
household head in 1998/99 and 2001. 
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Self-employed 43.2% -10.6% 20.8% 18.6% 9.4% 3.2% 
Other employment 38.3% -20.7% 0.8% 0.6% 11.2% 4.2% 
Total 48.3% - 100% 100% 13.0% 5.1% 
Source: ILCS 2001. 

Other labor force participants, regardless of employment status, faced lower than the average 
poverty risk and lower poverty gap and severity than the national averages.   
 
2.3 Determinants of welfare and poverty  
 
This section examines the factors that determine welfare and poverty.  Their identification is 
an important step in designing economic and social policy interventions aimed at reducing 
and alleviating poverty.  Although important welfare determinants, such as personal ability 
remained unidentified, the model identifies significant factors that are closely related to 
poverty.  The examined factors include characteristics of the household: age composition, 
education and gender of the household head, size of the household; economic variables: labor 
force participation of the household head, labor market status of the household members; 
asset holdings, such as land; and location of the household.  These factors are used as 
explanatory variables in a simple regression model, where consumption per adult equivalent 
represents the dependent variable.  The model that identifies factors most closely related to 
per adult equivalent consumption is estimated using the OLS procedure and the results are 
presented in Table 2.19.  
 
The danger of relying on mean regression procedures lies in the fact that the data may contain 
outliers and the residual distribution may be characterized by a non-normal distribution, thus 
using quantile regression procedure, that is less sensitive to outliers, may be more appropriate 
(see e.g., Chamberlain 1994).  The quintile regression approach provides a framework within 
which effects of different variables can be estimated at different points of the distribution 
(e.g., at the 10th, the 25th, the 50th, the 75th, or the 90th percentile).19 Therefore, for the sake of 
comparison, the median regression based on the Least Absolute Deviations (LAD) estimator 
is presented in Table 2.19, while estimated coefficients at various percentiles are provided in 
Annex II.C.  Regression results for determinants of urban consumption (i.e., Yerevan, other 
urban areas) and rural consumption, as well as the regression results for poverty headcount, 
gap and severity of poverty are also presented in Annex II.C.  The mean and median 
regression estimates appear slightly different, so that focus on mean regression only may 
provide a misleading picture of the consumption determinants.  
 
Household demographics have an important role in explaining consumption. The fraction of 
elderly in the household has significant negative effect on consumption—in other words, the 
larger the share of the elderly (over 61) in the household, the lower the consumption of the 
household relative to the base category (the share of those between 46-60), keeping the 
household size constant. This effect appears significant, not only on average but also across 
the consumption distribution.  Looking across the regions, this effect is highly significant 
only in other urban areas (outside Yerevan).   
 

Table 2.19: Determinants of poverty in Armenia 

Dependent variable :  ln (consumption per adult equivalent) 

 OLS  LAD  

19 The quintile regression models may also have better properties than the OLS procedure in the presence of 
heteroscedasticity (Koenker and Bassett, 1978). 
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 Estimate s.e.  Estimate s.e.  

Fraction age 0-5 -0.047 (0.116)  0.044 (0.116)  

Fraction age 6-14 0.166 (0.117)  0.265 (0.092) ** 

Fraction age 15-18 -0.017 (0.098)  0.001 (0.098)  

Fraction age 19-25 -0.146 (0.147)  -0.050 (0.092)  

Fraction age 26-45 -0.060 (0.050)  -0.054 (0.065)  

Fraction age 61+ -0.162 (0.067) * -0.142 (0.059) * 

Ln(Household size) -0.135 (0.050) ** -0.154 (0.036) ** 

Age of head 0.002 (0.002)  0.002 (0.001)  

Female head -0.065 (0.021) ** -0.055 (0.027) * 

Incomplete Secondary 0.038 (0.025)  -0.002 (0.045)  

Complete Secondary 0.088 (0.029) ** 0.052 (0.042)  

Technical 0.163 (0.026) ** 0.139 (0.043) ** 

Higher Education 0.310 (0.041) ** 0.262 (0.045) ** 

Non participant -0.064 (0.021) ** -0.064 (0.030) * 
Unemployed -0.064 (0.047)  -0.086 (0.041) * 
Self-employed -0.031 (0.026)  -0.023 (0.043)  
Other employment -0.013 (0.160)  0.038 (0.145)  
% Unemployed in hh. -0.195 (0.078) * -0.166 (0.037) ** 
% Self-employed in hh. 0.027 (0.023)  -0.002 (0.043)  
% Other employment in hh. 0.153 (0.248)  0.099 (0.177)  
Total land used by hh. 0.018 (0.025)  0.015 (0.009)  
% land owned -0.002 (0.037)  0.021 (0.032)  
% land irrigated -0.013 (0.076)  -0.032 (0.036)  
Received credit. Y/N? 0.036 (0.061)  0.020 (0.040)  
Has livestock. Y.N? 0.153 (0.035) ** 0.151 (0.029) ** 
Aragatzotn -0.262 (0.023) ** -0.276 (0.051) ** 
Ararat -0.065 (0.044)  -0.061 (0.042)  
Armavir -0.179 (0.030) ** -0.128 (0.038) ** 
Gegharkunik -0.269 (0.045) ** -0.276 (0.048) ** 
Lori -0.175 (0.016) ** -0.151 (0.035) ** 
Kotayk -0.040 (0.029)  -0.021 (0.044)  
Shirak -0.202 (0.042) ** -0.166 (0.038) ** 
Syunik 0.334 (0.038) ** 0.347 (0.052) ** 
Vayots Dzor -0.213 (0.035) ** -0.250 (0.065) ** 
Tavush -0.371 (0.020) ** -0.344 (0.050) ** 

Constant 9.517 (0.119) ** 9.459 (0.105) ** 

F(9,3990) 19.44 [0.000]  MSD 1314.1  

R-squared 0.2457   RSD 1515.0  

Adj R squared  0.2370      

Root MSE 0.4335      

Note: * indicates 5 percent significance. ** indicates 1 percent significance. 

 

The overall size of the household reduces consumption (per equivalent adult) levels. Female-
headed households have lower welfare than male-headed households, being similar in all 
other characteristics.  It is interesting to note that the difference is larger among the poor than 
among the better-off. 
 
The higher the education level of the household head relative to the heads with only primary 
education, the higher the consumption of the household and lower the poverty risk. 
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Households with the head having technical education have consumption level 18 percent 
above that of the reference category.  On average, university education is associated with a 
large welfare gain relative to primary education (+36 percent); this effect is smaller when 
using the median regression estimates (+30 percent).  In general, the consumption gain from 
technical and higher education of the household heads is larger among the poor than among 
the better-off.   
 
Non-participation of the household head is negatively related to economic well being and 
reduces consumption by 6 percent relative to salaried worker household heads.  This effect is 
much more pronounced among the poor, as they face lower consumption by 11 percent.  
Poverty incidence, poverty gap and severity of poverty significantly increase with the 
incidence of non-participant household heads.  Similarly, the larger the share of unemployed 
members in the household, the lower consumption is and the higher the poverty risk relative 
to the reference category (fraction of salaried workers in the household).  This effect is highly 
significant across the consumption distribution and increases when moving from the lower 
consumption levels to better-off households.  The fraction of the self-employed is not a 
significant variable either in the mean and median regression estimates, but it is highly 
significant among the poor and better-off.  Consumption increases with increased fraction of 
self-employed in the household relative to the base category (share of salaried workers) 
among the poor, but decreases among the better-off. 
 
Access to land is positively associated with consumption. This effect is not significant in the 
mean and median regression estimates, but it is significant among the better-off households. 
Land use increases household consumption among the better-off relative to those without 
access to land (base category).  Looking across regions, this effect is significant in urban 
areas outside Yerevan and in rural areas.  Estimates of poverty headcount show that 
probability of being poor is reduced by about 6 percentage points if the share of land holding 
owned by the household is increased by one thousand square meters.  
 
Possession of livestock improves household consumption. This effect is highly significant 
across the whole consumption distribution. On average, if the household owned livestock, 
consumption would increase by 17 percent. 
 
Finally, location of the household plays an important role in explaining economic well-being 
in Armenia.  The substantial location effects on consumption remain after controlling for all 
household characteristics included in the model.  
 
2.4 Household consumption categories and income sources 
 
2.4.1 Household consumption categories 
 
This section looks more closely at household consumption categories across quintiles and 
regions.  The largest difference in average household consumption in 2001 appeared within 
urban households, as the consumption in Yerevan was much higher than in other urban areas 
(Figure 2.2), which resulted in a significantly lower poverty incidence in Yerevan than in 
urban households outside Yerevan.  Between 1998/99 and 2001, the largest downward 
movement occurred in rural areas where consumption significantly decreased.20 

20 See table I.B.11 and table I.B.12 in Annex III for values in drams. 
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Figure 2.2: Armenia average household consumption by regions, 
Spring 1999 prices 

Source: ICLS 98/99 and 2001. 

 
Looking at the components of per adult equivalent consumption by quintiles and regions in 
1998/99 and 2001 (Table II.B.13 in Annex II.B), it is evident that individuals, on average, 
spent over half of their consumption (54 percent) on food items.  The share of food 
expenditures in total consumption was the highest in rural areas (59 percent) and the lowest 
in Yerevan (45 percent).  Looking across consumption distribution, poor individuals spent 
more on food items than the better-off, as might be expected.  Food consumption was the 
most important component of consumption for the poorest quintile in rural areas (72 percent) 
and the least important component of consumption for the richest quintile in Yerevan (41 
percent). Categories of non-food consumption (clothing and shoes, household goods, 
transportation, utilities, education, health, and the rental value of durable goods) also vary 
across the rich and poor individuals.   
 
2.4.2 Household income sources 
 
In 2001, according to the ILCS estimates, average income of rural households was slightly 
higher than that of urban.  Households in Yerevan reported the highest average monthly 
income, and households in other urban areas the lowest (Table II.B.16 in Annex II.B).  In real 
terms, in comparison to 1998/99, urban households reported a drop in income, while rural 
households reported an increase (Figure 2.3 and Table II.B.15 in Annex II.B).     
 

Figure 2.3:  Armenia average household income by regions, spring 1999 prices 
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Source: ICLS 98/99 and 2001. 

 

Source: ICLS 98/99 and 2001. 

 
If we look more closely at the dynamics of different income sources between 1998/99 and 
2001, we see that three out of six sources of income increased in real terms—labor earnings, 
income from remittances and government transfers (Figure 2.4).  Income from self-
employment (excluding farm-related income) and income from farm activities decreased its 
own share.  Reduction in income from self-employment is in line with observed drop in the 
number of self-employed in 2001.  Like in 1998/99, labor market earnings were a dominant 
source of household income in 2001, followed by income from farm activities and income 
from remittances (from external and internal migration). 
 
The composition of sources of household income differs considerably across quintiles and 
between urban and rural areas.  Table 2.20 presents sources of household income by regions 
and consumption quintiles.    
 

Table 2.20: Armenia: Household income sources in 2001,by regions and consumption ( in %) 
 Poorest 2 3 4 5 Average 

All Households 
Labor earnings 33.9 27.0 29.3 34.2 39.1 34.0 
Self-employment 5.7 8.7 18.8 10.8 16.4 13.4 
Farm Income  19.9 25.2 27.1 27.6 21.0 24.0 
Remittances 17.3 25.1 13.8 18.6 18.0 18.4 
Transfers 22.2 13.7 10.7 8.5 5.1 9.7 

Figure 2.4: Household Income Sources in Armenia 1998/99-2001, 
Spring 1999 prices 
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 Pensions 14.6 9.1 7.6 6.3 4.2 7.0 
 Other transfers 7.7 4.6 3.1 2.2 0.9 2.8 
Assets sold  0.9 0.3 0.4 0.3 0.3 0.4 
Total 100.0 100.0 100.0 100.0 100.0 100.0 
Yerevan 
Labor earnings 45.0 47.8 39.0 54.9 60.6 53.9 
Self-employment 10.1 17.9 19.4 16.3 14.2 15.3 
Farm Income  3.2 3.1 4.4 3.3 2.1 2.8 
Remittances 18.1 14.2 24.4 16.8 18.5 18.6 
Transfers 22.7 16.6 12.3 8.4 4.1 9.0 
 Pensions 16.4 12.8 9.3 6.9 3.6 7.0 
 Other transfers 6.3 3.9 3.0 1.5 0.6 1.9 
Assets sold  1.0 0.3 0.5 0.3 0.5 0.5 
Total 100.0 100.0 100.0 100.0 100.0 100.0 
Other urban 
Labor earnings 35.5 28.4 37.8 45.1 40.1 38.2 
Self-employment 6.1 8.1 20.9 10.5 21.3 14.0 
Farm Income  10.6 9.9 14.0 18.3 15.3 14.3 
Remittances 20.7 39.2 13.4 15.1 16.7 20.5 
Transfers 25.5 14.1 13.6 10.5 6.3 12.6 
 Pensions 15.7 7.6 9.2 7.3 4.8 8.1 
 Other transfers 9.8 6.5 4.4 3.2 1.5 4.4 
Assets sold  1.5 0.4 0.3 0.5 0.3 0.5 
Total 100.0 100.0 100.0 100.0 100.0 100.0 

Rural  
Labor earnings 23.2 14.8 19.0 14.9 14.4 16.2 
Self-employment 1.7 4.3 17.3 8.2 16.6 11.7 
Farm Income  43.1 49.8 46.9 47.7 45.1 46.6 
Remittances 13.2 19.2 8.4 22.1 18.1 16.9 
Transfers 18.6 11.8 8.0 7.1 5.5 8.4 
 Pensions 12.0 8.3 5.7 5.2 4.6 6.1 
 Other transfers 6.5 3.5 2.4 1.9 0.9 2.3 
Assets sold  0.2 0.2 0.4 0.1 0.2 0.2 
Total 100.0 100.0 100.0 100.0 100.0 100.0 
Source: ILCS 2001. 
Notes: Quintiles defined as per adult equivalent consumption quintiles. 

Labor market earnings were the major source of income of the poor, although labor income 
represented only 34 percent of income in the poorest quintile.  In urban households, labor 
income accounted for around 40 percent of income in the poorest quintile (Yerevan—45
percent; other urban areas—36 percent), and only 23 percent of income in the poorest quintile 
in rural households.  The share of labor income increased among the well-off, thus, 
representing the major source of income of the non-poor, particularly for urban households.  
In Yerevan, 61 percent of household income of the richest quintile was derived from labor 
income and 40 percent in other urban households.  However, labor income in rural areas 
decreased among the better-off, reflecting an increasing share of income from farm activities.  
 
The second largest source of income of the poorest households was government transfers 
(pensions, social assistance and other transfers).21 About 22 percent of household income in 
the poorest quintile was derived from government transfers.  The importance of government 
transfers significantly declined among the well-off, which may indicate effective targeting.  
Government transfers accounted for around 5 percent of total income in the richest quintile.  

21 The ILCS 2001 captured pensions rather well (around 85 percent), which was not the case with the social 
assistance(53 percent).  See section on social protection for official data on government transfers and their 
comparisons with the survey data.   
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A similar distribution appeared within each region, but the importance of the public transfers 
was the lowest for rural households.  
 
The third largest source of income of the poorest households was income from farm 
activities. Around 20 percent of the income of the poorest quintile was derived from farm 
incomes; much more in rural than in urban households.  For the poorest in rural areas 
subsistence agriculture provided a safety net in coping against extreme poverty. 
 
The fourth largest income source of the poorest households was remittances (external and 
internal). It seems that the Survey captures remittances well (80 percent).  The Survey 
estimated the amount of remittances in Armenia in 2001 is about US$ 148 million per year, 
which is close to the official figure of US$ 175 million per year (IMF, 2002).  Remittances 
made up about 17 percent of the poorest households’ income.  They were more important for 
urban than rural poorest households.   
 

Remittances and poverty 

For historical and economic reasons Armenian population has generated high flows of 
migrants since 19th century. Such trend has continued throughout the 1990s, with Russia 
as the most frequent destination. While emigration is blamed for taking away the most 
talented, entrepreneurial, educated and active people, remittances from abroad bring hard 
currency to the country, and contribute to sustaining economic growth either through 
financing of investments or the multiplier effects of increased consumption.  

Estimates based on the ILCS 2001, indicate that private transfers had significant impact 
on poverty:  had there been no transfers from abroad, the overall poverty incidence 
would have been higher by 4 percentage points, and the extreme poverty incidence by 
5.5 percentage points.  The impact of domestic private transfers was much smaller: 1.3 
percentage points for both overall and extreme poverty. 

Most of the recipients of remittances from abroad are from the pre-remittances bottom of 
the distribution (80 percent).  They receive almost 90 percent of the reported remittances.  
Due to remittances, their situation changes dramatically; remittances move them from 
the bottom end of “pre-remittances” distribution to the top end of the “post-remittances” 
distribution. 

Income from self-employment was a more important source of income among the better-off 
than among the poor: it represented around 16 percent of household income in the richest 
quintile, while only about 6 percent in the poorest quintile, indicating that the self-employed 
were less represented in low-paid positions than in a highly paid professional occupations. A 
similar situation appears both in urban and rural areas.  It seems that self-employment in 
Armenia is not a coping strategy, but a means to achieve higher incomes for those whose 
skills were required in the process of transition, as in the case of some other transitional 
countries (Transition Report, 2000).   
 
2.5 Inequality 
 
In 2001, as in 1998/99, Armenia experienced high inequality in income distribution and 
moderate inequality in consumption distribution.  The Survey estimates presented in Table 
2.21 indicate that while 10 percent of the richest earned almost 40 percent of the total 
equivalent income, those at the top of the consumption distribution consumed only 23 percent 
of the total equivalent consumption.  The difference between income and consumption 
distribution is not only very pronounced at the very top of the distribution but also across the 
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whole distribution.  Decile shares between 1998/99 and 2001 appear more similar in the 
consumption distribution than in income distribution.  
 

Table 2.21: Deciles of consumption and income distributions in Armenia 98/99 - 2001 
 Consumption per adult equivalent Income per adult equivalent 

1998/99 2001 1998/99 2001 
Share Mean Share Mean Share Mean Share Mean 

Decile 1 3.8 5,262 3.8 5,111 0.1 105 0.5 441 
Decile 2 5.2 7,249 5.5 7,263 1.1 1,070 1.9 1,793 
Decile 3 6.1 8,489 6.5 8,664 2.1 1,996 3.1 2,860 
Decile 4 7.0 9,699 7.4 9,824 3.1 2,924 4.4 4,049 
Decile 5 7.9 10,923 8.2 10,955 4.3 4,051 5.7 5,321 
Decile 6 8.9 12,375 9.1 12,083 5.5 5,261 7.3 6,741 
Decile 7 10.1 14,008 10.2 13,594 7.3 6,939 9.3 8,625 
Decile 8 11.7 16,160 11.6 15,496 9.9 9,444 12.0 11,144 
Decile 9 14.3 19,826 14.2 18,872 14.2 13,543 16.2 15,025 
Decile 10 24.8 34,329 23.4 31,155 52.4 49,843 39.8 36,975 
Average … 13,928 … 13,506 … 9,733 … 9,605 
Source: ICLS 98/99 and 2001. 
Note: Both consumption and income in 2001 are expressed in Spring 1999 prices. 

The next table reports baseline inequality measures (i.e., decile ratios) and other inequality 
indices.  The 90/10 decile ratio is defined as the ratio between the 90th percentile and 10th 
percentile of the relevant distribution.  The 90/10 ratio of per adult equivalent income was 
much higher than the 90/10 ratio of per adult equivalent consumption. The poorest individual 
in the top decile of the income distribution had 16 times higher per adult equivalent income 
than the richest individual in the bottom decile in 2001, while this ratio of the consumption 
distribution was only 3.4.  As the 90/10 ratio is the product of the 90/50 ratio and the 50/10 
ratio, we can see that income is more unequal in the bottom range of its distribution, while 
the opposite holds for consumption distribution.  
 
While the decile ratio is only sensitive to parts of the distribution, the Gini coefficient is a 
measure of inequality across the whole distribution, as it is influenced by the shape of the 
distribution at all percentiles.  This feature is also common for the Theil entropy index and 
the mean log deviation measures of inequality.22 

Table 2.22: Inequality statistics for consumption and income in Armenia 98/99 – 2001 
(standard errors in parenthesis) 

 Consumption Income 
98/99 2001 98/99 2001 

Average (in dram) 13,928 13,506 9,733 9,605 
Median (in dram) 11,750 11,709 4,558 5,992 
Decile ratios of consumption and income distributions 
90th/10th percentile ratio 3.5 3.4 38.1 16.2 
Middle to poor ratio (50th/10th) 1.8 1.8 9.6 5.0 
Rich to middle (90th/50th) 1.9 1.9 4.0 3.2 
Other inequality indices 

22 The Gini coefficient is most sensitive to inequality in the middle of the distribution, while Theil index is most 
sensitive to inequality in the top range of the distribution, and the mean log deviation measure is most sensitive 
to inequality in the bottom of the distribution. 
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Coefficient of variation 0.772 0.591 2.523 1.792 
Gini coefficient 0.298 0.278 0.635 0.537 
 (0.012) (0.004) (0.023) (0.018) 
Theil mean log deviation E(0) 0.146 0.129 0.702 0.555 
Theil entropy E(1) 0.171 0.137 0.932 0.599 
 (0.026) (0.004) (0.098) (0.069) 
Source: ILSC 1998/99 and 2001.  
Note: Both consumption and income are measured per adult equivalent and expressed in Spring 1999 prices.  Standard 
errors are computed with PSU adjustment 

Income inequality measured by the Gini coefficient was estimated at 0.54 in 2001.  Although 
inequality dropped significantly (at the 1% significance level) since 19998/99—from 0.64 to 
0.54, Armenia remained the country with the highest income inequality among ECA 
countries.  Compared to 1998/99, inequality at the top of the distribution declined most in 
2001, as suggested by the Theil entropy index E(1).  However, measures of income inequality 
should be treated with caution due to problems associated with collecting accurate 
information on incomes and their irregularity.  Inequality measured by consumption is much 
lower than income inequality, even compared to countries with similar per capita incomes 
(World Bank, 2002a).  In contrast to income inequality, the decline in consumption inequality 
was not statistically significant between 1998/99 and 2001. 
 

Table 2.23: Gini coefficient for consumption by region, 1998/99 – 2001 
(standard errors in parenthesis) 

Regions Consumption 
98/99 2001 

Urban 0.299 0.286 
(0.012) (0.028) 

 Yerevan 0.313 0.316 
 (0.016) (0.008) 
 Other urban 0.280 0.246 
 (0.014) (0.016) 
Rural 0.288 0.266 
 (0.022) (0.019) 
Total  0.298 0.278 

(0.012) (0.018) 
Source: ICLS 98/99 and 2001. 
Note: Consumption is measured per adult equivalent. Standard errors are computed with PSU adjustments.  

Finally, it may be important to emphasize the regional dimension of inequality in 
consumption measured by the Gini coefficient. Table 2.23 suggests that although overall 
consumption inequality decreased by 2001, this change was not statistically significant. 
Looking across regions, inequality dropped in all regions, except in Yerevan where it 
remained almost unchanged.  However, those regional movements do not show that 
significant changes in consumption inequality occurred between 1998/99 and 2001. 
 

Table 2.24: Decomposition of income inequality in Armenia 98/99 - 2001 
(income per adult equivalent) 

Income Components Share of income, % Concentration Index Contribution to inequality 
98/99 2001 98/99 2001 98/99 2001 

Labor earnings 30.5 34.2 0.657 0.608 31.6% 38.7% 
Self-employment 16.8 13.9 0.827 0.799 21.9% 20.8% 
Farm Income  24.0 24.2 0.615 0.433 23.2% 19.5% 
Remittances 17.6 18.0 0.422 0.620 11.7% 20.8% 
Transfers 8.8 9.2 -0.104 -0.193 -1.4% -3.3% 
 Pensions 6.4 6.5 -0.133 -0.178 -1.3% -2.2% 
 Other transfers  2.4 2.7 -0.029 -0.232 -0.1% -1.2% 
Assets sold  2.3 0.4 0.571 -0.088 2.1% -0.1% 
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Total 100 100 0.635a 0.537a 100.0% 100.0% 
Source: ILCS 1998/99 and 2001.  
Note: (a) Gini coefficient.  

Table 2.243 presents survey estimates of income inequality by primary income components 
in 1998/99 and 2001.23 Although in 2001 the highest concentration index was observed for 
incomes from self-employment, this source of income was the second largest contributor to 
overall inequality, due to their relatively small share in the total income.  As in 1998/99, labor 
earnings—the major source of income in both years, represented the largest contributor to 
income inequality, explaining almost 40 percent of the overall inequality (30 percent in 
1998/99).  It is important to note that government transfers—both pensions and social 
assistance, had negative concentration coefficients, which means that richer individuals, on 
average, got lower absolute amounts of transfers than poorer individuals (their progressivity 
increased over time).  Hence, transfers considerably reduced income inequality—the effect 
also observed in 1998/99.  The reduction in income inequality was mainly attributable to 
pensions, as their share in total transfers was the largest.  
 
2.6 Conclusions 
 
Good economic performance since 1999 resulted in a decreased overall and extreme poverty 
incidence in Armenia in 2001.  Although the reduction in poverty incidence was significant 
in 2001 relative to 1998/99, poverty was still widespread among Armenian population in 
2001, as almost one half of the population lived in poverty and one fifth lived in extreme 
poverty.  
 
Only urban households benefited from the economic growth.  Rural households experienced 
a reduction in consumption, and an increase in poverty incidence.  As a result, there was no 
clear distinction between the poverty incidence in urban and rural areas.  However, urban 
poverty was deeper and more severe than rural, particularly in urban regions outside Yerevan. 
 
The Armenian poverty profile remained almost unchanged in 2001 relative to 1998/99.  
There were no gender differences in poverty risk. Poverty affected more the young and the 
elderly.  Larger households, households with elderly and/or children and female headed 
households with children were more likely to be poor.  Less educated were more vulnerable 
to poverty.  The unemployed faced the highest poverty risk.  Non-participants in the labor 
market were also more likely to be poor relative to the national average. 
 
Key determinants of household consumption were household size and composition, education 
of the household head, participation in the labor market of the household members, 
unemployment of the household head and household members, access to land, possession of 
livestock and household location.  
 
Poverty is tightly linked to labor market developments: while the situation somewhat 
improved in urban areas, it significantly worsened in rural. Yet, the labor market in Armenia 
remains depressed.   
 
Given persistence and pervasiveness of poverty in Armenia, the key elements of the strategy 
for its reduction are: (i) sustaining economic growth and stability; (ii) fostering private sector 
development, which would result in more jobs and provide opportunities for those Armenians 

23 The concentration coefficient measures how evenly or unevenly each component of income is distributed. 
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who are willing and capable to participate in the labor market through gainful employment; 
(iii) protecting and developing human capital across socioeconomic groups, through public 
interventions in education and health; (iv) assisting the poor and vulnerable in managing 
social risks better and coping with them when they materialize, though social protection 
policies.     
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III.  Non-income dimensions of poverty 
3.1 Human capital and the poor: education    
 
The poverty profile emphasizes the welfare gains from education: non-poor households have 
higher levels of educational attainment than poor ones, and welfare gains increase with 
higher educational attainment.  Moreover, the future opportunities of today’s children 
depend crucially on equitable access to good education that shapes citizens who are able to 
contribute fully to economic growth and welfare in society.   
 
This section analyzes access and equity issues in the Armenian education sector.  The 
discussion draws extensively upon the information collected in the ISLC 2001; in the UNDP 
2001 Education, Poverty, and Economic Activity Survey (EPEAS)24; and Armenian 
government administrative data. 
 
3.1.1 Equity of the education system - access 
 
While public resources earmarked for education have been scarce, falling from 8 percent of 
GDP in 1992 to only 2.9 percent in 2001, available data suggests that Armenia has been able 
to maintain high levels of participation in basic education during the transition.   However, 
at pre-school and post-basic levels, participation is low, especially among children from poor 
households, significantly reducing their possibilities to succeed in school and break out of 
poverty. 
 
Coverage: Estimates based on the UNDP 2001 Education, Poverty, and Economic Activity 
Survey (EPEAS) indicate that participation in basic education25 in Armenia remains high at a 
net enrollment rate of 94 percent in 2001, with all consumption quintiles exceeding 90 
percent.  Rates are considerably lower at other education levels, and the poorest quintile has 
noticeably lower enrollment rates than the others (Table 3.1.1).   
 

Table 3.1.1:  Armenia: Net enrollment rates across school levels and consumption quintiles 
 Consumption quintiles 

Poorest II III IV Richest 

 
Total 

Pre-school (3-6 years) 0.10 0.20 0.13 0.15 0.28 0.16 

Basic (grades 1-8) 0.93 0.95 0.93 0.96 0.93 0.94 

Upper Secondary 0.52 0.64 0.58 0.67 0.64 0.61 

Tertiary 0.22 0.26 0.30 0.43 0.62 0.38 
Percentage in                
colleges 0.42 0.47 0.39 0.36 0.13 0.30 

Source: Estimates from EPEAS data 2001. 
Notes: a/ Net enrolment rate is defined as the ratio between the number of children in an age group currently enrolled divided by 
the total number of children in that age group.  The age brackets were modified to account for the fact that the EPEAS was 
implemented at the second half of the 2000-2001 academic year.  For instance, the age bracket for basic education used was all 
children age 8-14 plus half of the children age 7 and half of children age 15.  b/ The annex of this section explains the 
methodology used in constructing consumption quintiles using the EPEAS 2001. 

The low enrollment rates in pre-school education—on average 16 percent—are particularly 
disturbing.  They may reflect both supply and demand side constraints: faced with scarce 
budget resources, the Government has shifted responsibility for pre-school education to local 

24 EPEAS was a one-time survey. 
25 The organization of the Armenian educational system is explained in Annex III. 
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governments with often negligible fiscal capacity, leading to closure of many pre-schools; 
while the introduction of fees for public pre-school participation has reduced demand (and 
access), especially among poor families.  This must be set against the importance of pre-
school education for educational attainment later on; especially children from poorer families 
seem to gain from attending pre-school; furthermore, it socializes children and enables 
mothers to participate in the labor market.  The low enrollment rates in pre-schools therefore 
may reduce educational opportunity and performance in the future.  However, starting with 
the academic year 2001, this problem has been mitigated to some extent, as the compulsory 
age to start primary school has been decreased from 7 to 6.5 years.  Yet, in order to be able to 
benefit from this policy, the poor children must comply with the compulsory age 
requirement: it is observed that they tend to start primary school later than better off children.  
For instance, estimates from the 2001 ISLC show that even though there is no income 
difference in enrolment in elementary school at age 8, there are some income differences in 
enrolment for younger children.  While only 75 percent of 7 year old children in households 
belonging to the poorest quintile are enrolled, more than 95 percent of their richer peers are.26 

A cause for concern is the low net enrolment rates at the upper secondary level where on 
average only 61 percent of the children of the relevant age group are enrolled.  Part of these 
low net enrolment rates are more a consequence of enrolment of students outside their age 
group than of actual, non-enrolment.  Thus, the gross enrolment rate for upper secondary 
education, based on the same survey (EPEAS), is about 85 percent. At the same time, there 
are significant variations across consumption levels in terms of net and in particular gross 
enrollment levels—some 12 percentage points difference between the lowest and highest 
consumption quintile at net enrollment levels and more than 30 percentage points at gross 
enrollment levels.  The largest income difference in net enrolment rates appears at the tertiary 
education level, where there is a difference of 40 percentage points between the net 
enrolment rate of children belonging to the lowest consumption quintile and those belonging 
to the highest one. 
 
In contrast to the EPEAS, data from the ILSC 2001 does not allow net enrolment rates to be 
estimated by different levels of education, but it does allow the percentage of children 
enrolled in each age bracket to be estimated.27 This will permit a comparison with the 
situation in 1998/99, based on the ISLC 1998/99 (see Annex III.A.1).   
 
The Armenia Poverty Update (World Bank, 2002) found some gender and income 
differences in age enrollments.  Using the ISLC 1998/99, the Update found that percentage of 
children 3-6 years old enrolled in education was low; it was much lower for rural then urban 
children, as well as for the children from the bottom of the consumption distribution.  The 
ILSC 2001 indicates the unchanged pattern, but with decreased percentages across the board.  
The ILCS 1998/99 indicates that children 7-14 years old were almost universally covered—
both rural and urban boys and girls, at close to 97 percent.  However, it also found that the 
enrolment rates of children in the poorest quintile was lower and at around 93.  Using the 
ISLC 2001 a similar pattern appears for the same age cohort (7-14), with almost no gender 
difference in enrolment but with consumption variations.  At the upper secondary level a 
similar pattern of previous years was also found, large gender and income variations, with 
girls having higher enrolment rates than boys in all but the richest consumption quintile, and 
enrolment rates increasing with consumption level.   

26 This difference is only significant at the 10 percent level though. 
27 Although the age brackets correspond to different education levels, the rates are not directly comparable with 
the net enrollment rates estimated from the EPEAS and presented in Table 3.1.1.   
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Reasons for non-enrolment: Individuals might face barriers and constraints in accessing 
educational services.  These barriers might be problems from the supply side, such as lack of 
or low quality of school facilities in the relevant area, or they may be from the demand side 
such as resource constraints and lack of interest in education.   
 
There does not seem to be large supply side barriers in accessing schools in Armenia, at least 
not at the basic years of education where children seem to have good and equal access to 
public institutions regardless of their place of residence.   Not only are most of the children in 
the basic years of education enrolled, data from the Armenian Education Management 
Information System shows that there are on average relatively few children per classroom.28 
In the case of upper secondary school, although there are fewer classrooms available, there 
are even less students per teacher and less students per classroom than in the basic years of 
education29. The only supply side barrier that might be affecting enrolments at the upper 
secondary level is the low quality of the instruction offered and its low adequacy to the 
demands of the labor market.  Low quality of instruction might lower the desire of students 
and parents to continue education after the compulsory years. 
 

Table 3.1.2:  Armenia: Reasons for not enrolment across gender, children age 14-17 years 

 Have to work Cannot affordDo not want
Temporarily out 

of school Illness Other Total 

Male 11.6 27.7 41.7 16.7 1.0 1.3 100.0 

Female 9.5 37.5 13.1 37.8 0.0 2.1 100.0 

Rural 13.6 25.4 45.8 11.9 0.0 3.4 100.0 

Urban 8.1 37.2 16.3 37.2 1.2 0.0 100.0 

Total 10.8 31.5 30.6 24.9 0.6 1.7 100.0 

Source: Estimates using the ISLC 2001. 

Integrated Leaving Conditions Survey 2001 provides information on why children are not 
enrolled in school.   While enrollment is high among children 7-14 years, i.e. the basic 
education age, and there is no difference between rural and urban areas, enrollment declines 
and urban-rural distinctions begin to appear at ages of 15-16.  Then students in urban areas 
are more likely to be enrolled than their peers in rural areas, across all consumption levels.  
Table 3.1.2 shows reasons for non-enrollment given by young people between 14 and 17 
years.  In rural areas half of the children not enrolled mentioned that they did not have any 
interest in going to school, suggesting a possible irrelevance of curriculums in upper 
secondary school to the demands of the labor market in rural areas.  They also mentioned 
financial barriers to access education, a quarter of the respondents said that they could not 
afford going to school, and about 14 percent that they had to work.  In urban areas, four out 
of ten children interviewed said they were only temporarily out of school, while another four 
out of ten said they could not afford going to school. In rural areas, among the children not 
enrolled, at least one in every three is working, while only 2 percent of those in urban areas 
are.  Additionally, in urban areas, among the non-enrolled children in the labor force, one in 
every two is unemployed. 
 
Table 3.1.2 also presents estimates of the reasons for non-enrolment given by boys and girls 
ages 14 to 17.  When asked about reasons for non-enrolment, the main reasons given by both 

28 Including vocational, academic and boarding schools on average there are less than 20 children per classroom. 
29 Data from the Armenian Statistical Office indicates that on average there are only 8 students per teacher in 
grade 10. 
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young men and women are demand side reasons.  Lack of financial resources to continue 
education was mentioned by the majority of the young people interviewed.  In the case of 
young men, the second reason given is that of a lack of interest to continue, suggesting a 
possible irrelevance of the curriculums to the demands of the current labor market or lack of 
available jobs.        
 

Correlates of secondary school enrollment 

By the time young Armenians reach 15 years they should have completed 
compulsory education.  Quite a few of them do not continue education beyond 
compulsory.  The correlates of secondary school are different for boys and girls (see 
Annex III.A for the results of multivariate regressions). 

For girls, only demographic variables are significantly correlated with the probability 
of being enrolled.  The higher the number of household members, the less likely it is 
that a girl will be enrolled in school.  Similarly, the older the girl, the less likely is 
that she will be enrolled.   

In the case of boys, household per capita consumption is positively correlated with 
enrollment.  Similarly, the higher the level of education of the household head, the 
more likely the boy will be enrolled in school when 15 or 16 years of age.  Finally, 
and as it was the case for girls, older boys (16 year old boys) are less likely to be 
enrolled than younger boys.      

However, more information is needed to explain why a third of the secondary school age 
students mentioned as a reason for not attending that “they do not want to”.  More strikingly, 
more than 40 percent of boys said they did not want to go to school, while for girls this 
percentage was only 13.  Close to 11 percent of children interviewed said that they did not 
enroll because they had to work, pointing at the high cost of education as a barrier to access 
these services.  The opportunity cost of sending children to school might be too high for poor 
households, forcing them to take the children out of school so they can earn necessary income 
for the household.  This decision might limit the future prospects of employment and higher 
wages by limiting investment in his/her human capital.   
 

Figure 3.1.1:  School attainment across consumption and gender, 
cohort 16-25 years old 
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Figure 3.1.1 illustrates the educational attainment, number of years of school completed, of 
boys and girls ages 15 to 25 of different consumption levels.  There is almost no consumption 
(or gender) difference in the first eight years of schooling, indicating that almost all 
Armenians complete compulsory education.  Subsequently, differences in attainment across 
income and gender begin to appear.  It is particularly noteworthy that only 76 percent of boys 
from poorer households (the two lowest quintiles of the income distribution) continue beyond 
basic education, while 90 percent of poor girls and non-poor children do so.  As they enter 
tertiary education, there are further dramatic drops, with less than 20 percent of children from 
the poorest quintile entering higher education.  
 
The trend described in Figure 3.1.1 may reflect financial constraints on pursuing educational 
opportunities beyond basic education.  Low participation in secondary and tertiary education 
by children from poor households certainly reflect the higher opportunity cost of post-basic 
education for those children; it also reflects systemic deficiencies – children from poorer 
families are more likely to end up in an academically less demanding secondary vocational 
training track (as contrasted with academic secondary education), and graduates from this 
track are less likely to apply for or gain admission to university.  The success rate for entry 
into university for vocational school graduates is 30 percent as compared with 70 percent for 
graduates of academic secondary schools.  In part, this partition may reflect choice among 
poor students and their families, as well as the lack of access to pre-school training and 
quality tutoring, which make following the academic track difficult.  In any case, these 
tendencies have significant adverse effects on the future welfare of the large number of 
children who fall by the wayside in this progression, as income differentials in education are 
significant: 60 percent of households whose head has only finished primary school or has not 
finished secondary school are poor; in contrast, only 33 percent of households whose head 
has some higher education, are poor. 
3.1.2 Education financing30 

Public spending on education is inadequate, and it is reflected in cut-backs in essential 
services, deteriorating educational quality and increasing education costs for families.  The 
poor are particularly vulnerable to rising education costs, and this is reflected in low 
participation rates by children from poor households beyond compulsory basic education.  
 
Since the beginning of independence, Armenia has struggled to shape an education system 
that can sustain the kind of educational outcomes that elevated Armenia to the forefront of 
educational performance in the former Soviet Union.  It has attempted to do so in a context of 
severely constrained public resources. At independence in 1992, the Government was 
spending almost 8 percent of GDP on education services; five years later, in 1997, it was 
spending only 2.2 percent of a much smaller GDP.  Since then, public spending on education 
has made impressive gains, increasing by 45 percent over the 1997-2001 period31 and 
accounting for 2.9 percent of GDP in 2001 (Table 3.1.3).  Given an expansion of real GDP by 
one third during that time, this constitutes a considerable increase in public education 
financing.   
 

30 The public expenditure part of this section borrows from Berryman, Sue, Vahram Avanessian, Levon 
Barkhudaryan, Zhora Asatryan, Gayane Avanesyan and William Tracy.  2002.  “The Armenian Education 
system: Public Expenditure Review”, a background paper for the World Bank, 2002, Armenia Public 
Expenditure Review, Washington, D.C. 
31 Berryman et al. 2002. 
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Table 3.1.3: Armenia: Trends in expenditures on education, 1997-2001 
 1997 1998 1999 2000 2001 
Total public education expenditures as % of GDP 2.2 2.3 2.5 3.0 2.9 
Total public education expenditures as % of total public budget .. 9.7 .. 13.3 11.1 
Executed budget as % of total education budget .. 86.9 .. 89.0 .. 
Source: Ministry of Finance and Economy, Republic of Armenia. 
Note: The numbers represent actuals.  They underestimate public expenditures in the sector, as they exclude repayments of budget 
arrears and investments in education under the World Bank-funded Armenia Social Investment Fund (ASIF); the latter ranges 
between 250-500 million drams per year since the late 1990s.  They also exclude off-budget foreign grant assistance to the 
education sector, estimated at US$ 6.1 million in 1999, US$ 9.7 million in 2000, and US$ 9.8 million in 2001. 

Still, funding remains insufficient in relation to education needs, and this is reflected in 
severe cutbacks in public services: pre-school education, out-of-school institutions, and 
student stipends; and in negligible resources for new construction, maintenance of existing 
facilities, or purchase of new equipment and teaching materials.  It can also be seen in 
international comparisons:  while Armenia has more school-age students and only modestly 
lower enrollment rates that OECD countries, its public expenditures on education are well 
below OECD averages.32 Likewise, it compares unfavorably to other CIS countries.33 To 
this should be added that actual expenditures consistently fall short of budgeted amounts.  In 
2000, the executed education budget was only 89 percent of the adjusted budget that year. 
 
In order to cope in an environment of chronic scarcity of resources, public spending on 
education is increasingly being complemented by private payments.  It is estimated, using 
data from the ISLC 2001 that the average Armenian household with school-age children 
spends close to 10 percent of total monthly household expenditures on education.  
Expenditures vary across socio-economic groups: households in the poorest consumption 
quintile spend 7.5 percent of their monthly budget on education, almost all of it on basic 
education, while the richest consumption quintile spends 13 percent, of which a significant 
share on tertiary education.  In education below the tertiary level, households provide for 
transport, textbooks and materials, in many instances for maintenance and repair of 
educational facilities34, and increasingly for private tutoring.35 At the tertiary level, the share 
of fee-based places is steadily increasing, and households increasingly are asked to pay for 
maintenance and repair of tertiary facilities. 
 
An increasingly important expenditure item is private tutoring to complement public 
education at the general level, as insufficient public expenditures have adversely affected the 
quality of the instruction.  Estimates using the ISLC 2001 show that more than one in every 
ten students in primary education receives private tutoring.  Fees for private tutoring exceed 
the average total household expenditure per student in basic education across all quintiles.  
The often prohibitive cost of tutoring puts it out of reach of many poor families, placing their 
children at a disadvantage.  Moreover, the cost of tutoring varies according to consumption 

32 The shares of education spending in GDP and total government expenditures in OECD countries are 5.3 
percent and 13 percent, respectively (1998). 
33 Georgia, Kyrgyz Republic, Azerbaijan, Tajikistan, Uzbekistan, Armenia and Moldova 
34 Data from the EPEAS shows that close to 50 percent of all grade 1-10 students report making payments for 
maintenance and equipment of their school.  Similarly, 12 percent of students in colleges and 4.5 percent of 
those in universities also report having this type of expenditure.  This is not surprising as analyses of 
government budget shows deferred maintenance and under-funding of utilities at all levels of education 
(Berryman et al., 2002). 
35 For more detailed information see UNDP, 2002. Education, Poverty, and Economic Activity in Armena; 
Report prepared by a team composed by:  Astghik Mizakhanyan, Heghine Minasyan, Yuri Suvaryan, Ruben 
Yeganyan, Nelson Shahnazaryan  and Nairuhi Jrbashyan.  UNDP:  Yerevan, 2002. 



61

quintile, suggesting quality differences in tutoring by quintile, further exacerbating the 
disadvantage to poorer families. 
 

Table 3.1.4: Armenia: Distribution of students enrolled in tertiary facilities 
by type and consumption quintile 

Colleges Universities 

Quintile free of charge paid private 
free of 
charge paid private 

Panel A             
1 77.8 22.2 0.0 78.2 10.9 10.9 
2 64.0 29.0 7.0 74.0 26.0 0.0 
3 35.1 64.9 0.0 47.7 44.4 8.0 
4 21.8 66.2 12.0 31.9 54.4 13.8 
5 30.6 69.4 0.0 23.1 69.0 7.9 

Panel B       
1 27.5 5.5 0.0 16.3 1.7 10.4 
2 17.9 5.7 22.8 24.6 6.5 0.0 
3 14.8 19.1 0.0 13.7 9.5 10.4 
4 12.0 25.7 77.2 20.0 25.6 39.6 
5 27.8 44.1 0.0 25.4 56.8 39.6 

Source: ISLC 2001 
Note: Percentages add to a 100 horizontally in Panel A and vertically in Panel B. 

The increased private spending on education services may have significant effects on school 
participation.  Multivariate regression analysis confirms that school enrollment in Armenia is 
highly correlated with income36; similarly, data from the ISLC 2001 show that among 
children age 14 to 17 affordability was indicated as the main reason for not going to school.  
Affordability and affordability-related responses constituted some 42 percent of reasons 
given for non-enrollment.  As all levels of education increasingly require out-of-pocket 
payments in order to access education services, these are likely to constitute significant 
barriers to access, especially for children from poor households, and at higher levels of the 
education system. 

 
Figure 3.1.2:  Proportion of students receiving scholarships37 

across consumption quintiles 
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At tertiary levels, “state order places” providing free education and scholarships mitigate the 
affordability barrier.  Public institutions, both colleges and universities, offer both “state 
order” places, which are free of charge (publicly financed), and “fee” places—privately 

36 See Annex II.A to this chapter for regression results. 
37 It should be noted that although most scholarships come from public institutions, it was not possible to 
determine whether the students reporting a scholarship received it from a public or a private source. 
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financed.  Free or “state order” places are in principle untargeted and based on entry exam 
scores38, but a remarkable number of poor students are awarded free places—close to 80 
percent of tertiary level students from the lowest quintile receive free places, compared with 
30 percent of students from households in the richest quintile.  However, as students in the 
higher end of the income distribution are more likely to be enrolled at a higher education 
institution, close to 30 percent of all “free places” go to students in the richest consumption 
quintile (Table 3.1.4). Needs-based state scholarships also play an important role in 
supporting attendance by the lowest quintiles.  They appear well-targeted with some 50 
percent of tertiary level students from households in the two poorest consumption quintiles 
receiving scholarships, while less than 15 percent of tertiary level students from households 
in the highest quintile receive scholarships (Figure 3.1.2). 
 
3.1.3 Education, poverty, and Millennium Development Goals in Armenia  
 
In September 2001, the UN General Assembly approved the Millennium Development Goals 
(MDGs) with the aim of reducing world poverty in half by the year 2015.  These goals intend 
to foster an international commitment toward poverty reduction and human development.   
 

Box 3.1.1: Millennium Development Goals in Europe and Central Asia*1

Measuring the MDGs in Europe and Central Asia presents many challenges: (i) there is 
often inadequate data to measure the progress and predict trends for some of the MDGs 
indicators, (ii) in some cases data might not be reliable; (iii) the choice of the indicator may 
influence the likelihood of meeting the MDG target (net enrollment ratio vs. primary 
completion rate, for example), and (iv) survey data and administrative data often present a 
different picture.  However, and taking in consideration these limitations, the table below 
assesses whether or not some of these countries will achieve the education goals in the year 
2015. 

Prospect of some ECA countries of meeting the MDGs targets 
 school equality

completion in school
 
Albania   
Azerbaijan   
Bosnia and Herzegovina 
Georgia   
Kosovo   
Kyrgyz Republic

38 To enter a university or a college program, the students must write an entrance test for two or three different 
subjects, depending on the program and institution.  The students are then accepted based on the score.  The 
score also qualifies them for a “state order” (non-fee entrance); otherwise they will have to pay for their 
education.  The process is not targeted at the poor, and given the quality problems in the education system, it is 
likely that most of the “state order” will go to better off students who can afford private tutoring during 
secondary school and/or can pay for tutoring for the entrance exams.  However, each university/college have 
their own system to exempt fees and make discounts for the students who cannot pay the fees; this process is not 
decided or regulated at the Ministry of Education level.  Again, depending on the school, certain categories of 
students such as orphans, students whose parents died in armed conflicts, and students in households receiving 
the family poverty benefit, are given exemptions and discounts. 
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Macedonia, FYR
Moldova   
Serbia & Montenegro  
Tajikistan   
Uzbekistan   

Key 
Likely 
Maybe 

Unlikely 
No data 

Source:  Goldman and Wright, 2003 
 
*1 This box is based on Goldman, P. and A. Wright.  2003.  Business Plan for Supporting 
the Millennium Development Goals in Europe and Central Asia.  The World Bank, 
Washington, DC. 

Amongst these goals there are two concerning education: the first is “to achieve universal 
primary education”, and the second “to promote gender equality and empower women”. The 
targets for these goals are to: (i) ensure that by the year 2015 all children will be able to 
complete a full course of primary schooling; and (ii) eliminate gender disparity in primary 
and secondary education. 
 
Based on the survey data presented so far, Armenia compares favorably with other 
countries in the region, as it might be able to achieve both education MDGs by the year 
2015.   
 
3.1.4 Conclusions and recommendations 
 
The preceding sections establish a basis for a number of conclusions and recommendations 
focusing on improving opportunities for children from poor families, aimed at improving 
their school attainment and increasing their opportunities to break out of poverty. 

1. Public expenditures on education as a percent of GDP is about half that of the 
average OECD country and among the lowest in the former Soviet countries.  The 
sector is running arrears and is failing to fund or is under-funding basic inputs to 
the sector.  Under-funding and rising private costs adversely affect the whole 
school population, but they are particularly damaging for children of poor 
households, whose parents are less likely to be able to meet rising private costs at 
all levels of the education system.  More resources are needed in the education 
sector not only to assure that the poor have complete access to education, but also 
to increase the quality of education.  Hence, the Government should continue its 
policy of seeking to increase the fraction of public spending and GDP on 
education. 

The Government must spend more on education.  At the same time, it must seek 
to generate resources by way of improved efficiencies in the use of capital and 
labor in the system. The recent Armenia Public Expenditure Review (World Bank, 
2002) draws attention to maintenance strategies and economies of scale in the use 
of plant and efficiency gains in the use of labor inputs that could generate 
education budget savings to be applied to pro-poor education initiatives. 
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Any additional resources should focus on: 

a. Financing under-funded inputs for basic education that have significant 
favorable impact on learning, or reduce future costs (such as preventive 
maintenance); 

b. Possible poverty-targeted stipends to increase enrollments of children from 
poor families in secondary education, as well as considering other measures 
that could reduce the opportunity cost of post-basic education to poor families.   

c. Improving the quality of education.  Many students are receiving private 
tutoring to complement their school instruction.  This mostly negatively 
affects those who cannot afford to get this extra instruction. Additionally, the 
low quality of education, especially at the upper secondary level, and its lack 
of relevance for the labor market, might be one of the reasons behind low 
enrolments.  It may be necessarily then, in order to retain children in school 
past the elementary level, to improve instruction.  This includes strengthening 
teacher training programs, and improving teacher morale by providing the 
necessary tools (inputs) and by ensuring adequate and regularly paid salaries; 
it may also include a review of current curricula, in particular with regard to 
those students who may not be continuing into tertiary education but instead 
venture into the labor market.  

d. More fundamentally, examine more closely the current structure of secondary 
education to facilitate the entry of poor children into higher education.  For 
instance, international observation has concluded that differentiated programs 
or school types lead to clustering of students with particular socio-economic 
characteristics in separate facilities.  Such also appears to be the case in 
Armenia where children from poor households mostly end up in secondary 
vocational education facilities, while non-poor children tend to end up in 
academic secondary schools.  As a result, since the cohort of poor children 
entering post-basic education is small, the secondary vocational schools tend 
to have small enrollments and high unit costs, in addition to offering few 
opportunities for entering the university. 

2. Revise the tertiary level free place and scholarship system to explicitly favor 
students from poor families.  

3. More research is needed to understand the reasons why a third of the upper 
secondary school age children that are not currently enrolled in school, are not 
interested in going to school.  As was mentioned before, 30 percent of the non-
enrolled children between 14 and 17 years of age said that they did not wanted to 
go to school.  
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3.2 Human capital and the poor: health 
 
Good health is an integral part of personal well-being, and it is an important determinant of 
economic welfare of individuals and households, affecting school performance and 
performance in the workplace.  In Armenia, health indicators, especially those relating to 
mortality, have been gradually improving over the decade, and in some instances they 
compare favorably to other countries with similar or even higher levels of income (Table 
3.2.1).  These developments have occurred despite severe economic shocks and pervasive 
poverty during the period since transition, and while low and uneven public spending on 
health care has reduced the quality of services and lowered service utilization.  
 

Table 3.2.1: Regional comparison of selected health indicators 
Life expectancy at birth 

(years); 2000 
Mortality rates 

2000 
GNI per capita 

PPP$ 
(current) 2001 

Female Male Maternal Infant U-5 

Armenia 2730 74.5 70.5 52.5 15.6 19.2 
Moldova 2300 71.2 63.9 27.1 18.3 23.3 
Georgia 2580 78.1 73.0 56.9 14.9 16.6 
Kyrgyz Republic 2630 72.4 64.9 45.6 22.6 …
Azerbaijan 2890 75.1 68.6 37.6 12.8 25.9 
Uzbekistan 2630 … … … 19.1 … 
Russian Federation 6880 72.2 59.0 39.7 15.3 19.2 
Europe and Central Asia 6320 75.3 66.7 26.7 12.4 14.7 
Low income 2190 … … … … … 
Lower middle income 4700 … … … … … 
Source: For GNI, World Development Indicators data base, April 2003. For other indicators, UNICEF Social Monitor, 2002. 
Notes: Life expectancy and mortality rates for ECA: unweighted averages. Maternal mortality rate per 100,000 live births.  Infant and 
under-five mortality rates per 1,000 live births.  

3.2.1 Health status 
 
Mortality has remained stable, except for maternal mortality, which has experienced a 
substantial increase in the past few years.  Early childhood mortality rates have improved.  
Trends hide significant differences between urban and rural areas.  Rural mortality rates are 
much worse, reflecting reduced access in rural areas to adequate antenatal care and 
supervised delivery.  Constraints on access in turn may be the result of a number of factors, 
some of which are highlighted in subsequent sections: constrained budget resources that are 
insufficient to adequately operate the public health care system in its current form; higher 
direct and indirect health care costs in rural settings; and less access to ready cash for out-of-
pocket payments (OOP) by rural dwellers. 
 
Mortality: Mortality rates in Armenia have remained relatively stable during the 1990s, as 
the crude death rate rose in the early years of the decade from 6.2 per thousand population in 
1990 to 7.4 in 1993, and then gradually fell to 6.3 in 1999.  This rate compares favorably with 
an average rate of 10.0 in transition countries as a whole.  Life expectancy at birth has 
remained high, and in 2000 it was estimated at 70.5 for men and 74.5 for women.  While 
male life expectancy compares favorably with the ECA average (66.7 years), female life 
expectancy is below the regional average (75.3 years).39 Moreover, while female life 
expectancy was steadily growing between 1994-1998, reaching 78.1 years, it fell in 1999 and 
2000 to 74.5 years.  
 

39 UNICEF, Social Monitor 2002, the Monee Project, Innocenti Research Center, Florence, Italy, 2002. 
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Table 3.2.2: Armenia: Selected health status indicators 
 1990 1995 1996 1997 1998 1999 2000 

Female life expectancy at birth (years) 75.2 75.9 76.2 77.3 78.1 75.5 74.5 
Male life expectancy at birth (years) 68.4 68.9 69.3 70.3 70.8 70.7 70.5 
Maternal mortality (per 100,000 live births) 40.1 34.7 20.8 38.7 25.4 32.9 52.5 
Infant mortality (per 1,000 live births) 18.5 14.2 15.5 15.4 14.7 15.4 15.6 
Under-5 mortality (per 1,000 live births) 23.8 19.9 19.5 19.5 18.4 19.2 19.2 
Source: UNICEF, Social Monitor 2002, Innocenti Research Center, Florence, Italy, 2002.   Figures are based on official 
Armenian sources.  

Early childhood mortality has declined over the past decade (Table 3.2.2 and 3.2.3), and 
compares well with other transition countries.  
 
These trends include significant differences between rural and urban areas: according to the 
ADHS 2000, rural infant and early childhood mortality rates exceeded urban rates by 47 
percent and 22 percent, respectively, during the 1990s (Table 3.2.3).  These differences may 
reflect greater difficulties of access in rural areas, especially for the poor.  Moreover, high 
early childhood mortality may reflect high-risk fertility behavior by Armenian women - 
mortality risk increases when mothers are too young or too old, and a recent survey notes that 
over 70 percent of Armenian women are susceptible to high-risk fertility behavior.    
 

Table 3.2.3:  Armenia: Early childhood mortality rates in urban and rural areas in 1990-2000 
- based on ADHS -  

 Neonatal 
Mortality 

Post-neonatal 
mortality 

Infant mortality 
(0-1 yrs) 

Child mortality 
(1-5 yrs) 

Under five 
mortality (0-5 

yrs) 

Ten-year averages: 1991-2000 

Armenia/Total 26.2 17.9 44.1 4.0 48.0 
Urban 23.1 12.8 35.9 1.4 37.3 
Rural 29.5 23.3 52.7 6.8 59.2 

Five-year averages: 1991-1996 

Armenia/Total 31.6 18.9 50.5 4.8 55.0 

Five-year average 1996-2000 

Armenia/Total 19.5 16.7 36.1 3.0 39.0 
Source: ADHS 2000, State Department of Statistics et al, 2001.  
Note: Post neonatal mortality is computed as the difference between the infant and the neonatal mortality.   

Studies suggest that higher educational achievement may reduce high risk behavior and 
consequently infant and early childhood mortality.  The higher rural mortality rates therefore 
also may reflect relatively lower educational achievement of rural women, in particular of 
ones from poorer households.  A further important factor is limited access to affordable 
health services by the poor, as well as low quality of service provision due to insufficient 
public resources for health care.  The fraction of home deliveries is much higher in rural 
areas, reaching 21 percent among the poor, compared to only 1 percent in urban areas, and 
many of them are unattended by any health professional.  Other contributing factors may 
include inadequate nutritional status of pregnant women in poor households (see below).40 In 

40 Among women, anemia, and especially iron-deficiency anemia, is a major threat to maternal health, 
contributing to low birth weight, lower resistance to infection and poor cognitive development; and it increases 
morbidity from infections because it adversely affects the body’s immune response.  It is estimated that some 
twelve percent of Armenian women suffer from some degree of anemia (ADHS 2000).  Again, rural areas are 
hit hardest, as higher rates of anemia are found among women residing in rural areas than among urban women, 
with prevalence ranging between 10 and 20 percent on a national basis. 
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summary, there are three major factors linked to poverty that are closely linked to children 
mortality: mother’s education, access to affordable health care, and nutrition.  
 
Mortality indicators in Armenia should be treated with a degree of caution: there are 
significant differences between survey and official estimates.41 Mortality estimates from 
ADHS 2000 for  five-year averages (1996-2000) for infant mortality rates (IMR) and under 
five mortality rates (U5MR) are 36 and 39 per 1,000 live births respectively, i.e. more than 
twice the official figures during the same period (Table 3.2.4).   
 

Table 3.2.4: Armenia: Official and survey estimates of child mortality 
(five-year averages for 1996-2000) 

Administrative data ADHS, 2000 
IMR 15.0 36.1 
U5MR 17.1 39.0 
Source: SDS et al (2001), MOH-UNICEF (2002) .  

Morbidity: From an epidemiological standpoint, Armenia has a disadvantageous disease 
burden with features of both developed and developing countries.  Major adult diseases are 
similar to those in industrial countries: cardiovascular disease, hypertension and accidents.  
At the same time, infectious and parasitic diseases are increasing, especially after 1995.  The 
epidemiological profile suggests increasing vulnerability among the Armenian population, 
particularly with regard to preventable diseases.  Unfortunately, it is not possible to provide a 
socio-economic perspective on morbidity, as neither administrative nor survey data provide 
information on the relationship between income and incidence of diseases.  However, it is not 
unreasonable to assume that poorer households are more exposed to infectious diseases, and 
less likely to be covered by public health programs or seek early treatment.   
 
Reproductive health and poverty: In view of the relatively high levels of neonatal and infant 
mortality, especially in rural areas, it is useful to review the evidence on reproductive health 
in Armenia. 
 

According to the ADHS 2000, a majority (92 percent) of pregnancies that lead to term are 
subject to antenatal care, but there are significant regional differences: in rural areas, about 11 
percent did not receive any antenatal care, compared to only 4 percent in urban areas; in some 
relatively poor areas the share of non-monitored pregnancies may rise to 20 and 30 percent, 
as in Aragatsotn and Gegharkunik respectively. 

41 Armenia, Demographic and Health Survey 2000, National Statistical Service et al., December 2001.  
Armenian situation is not unique among the FSU countries—similar differences were observed in other FSU 
countries where DHS was conducted.  For discussion see: R. Cnobloch and E. Murrugarra, “Health Status and 
Health Care Dimensions of Poverty in Armenia”, a background paper prepared for the Armenia Poverty 
Assessment, processed, available upon request, World Bank, 2003.     

Table 3.2.5: Armenia 2000: Knowledge of any contraceptive method by consumption quintiles 
ALL WOMEN MARRIED WOMEN 

1 2 3 4 5 Total 1 2 3 4 5 Total 
Rural 89.1 92.3 93.8 94.1 94.1 92.71 96.7 98.4 98.7 98.9 98.7 98.3 
Urban 94.2 94.7 95.3 95.9 96.6 95.4 98.9 99.0 99.1 99.2 99.3 99.1 
Total 92.4 93.8 94.7 95.2 95.7 94.3 98.0 98.7 98.9 99.1 99.1 98.8 
Source: ADHS 2001.  
Note: Population quintiles are based on an imputed welfare measure. The welfare measure is per-adult equivalent consumption as defined in the 
poverty profile. Demographic and Health Surveys do not include information for the estimation of a consumption aggregate, a standard input for 
poverty analysis. For this reason, most analyses of DHS data use an asset index (Filmer and Pritchett, 2001) as a proxy for wealth.  For this 
poverty assessment, however, in linking the ISLC-2001 and DHS-2000, and predicting a consumption aggregate in the DHS, a methodology 
proposed by Elbers, Lanjouw, Lanjouw and Leite (2002) was used. 
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Geographic differences in antenatal care are confirmed when examining place of delivery and 
attendance by health professionals.  While almost all births in urban areas occur in health care 
settings, 15 percent of births in rural areas occur at home.  No significant difference across 
economic quintiles is found in urban areas.  In rural areas, more than 21 percent of children 
are delivered at home in the poorest quintile, compared to less than 9 percent in the richest 
quintile.  Some 30 percent of home deliveries were unassisted by health professionals.  The 
relatively high share of unassisted home deliveries suggests that while there may be physical 
access problems regarding health care in rural areas, ability to pay may also be an important 
factor that deters pregnant women (and their families) from seeking medical assistance for 
delivery.  
 
Estimates from ADHS 2001 indicate that Armenian women almost universally are aware of 
modern contraceptive methods at 99 percent of the sample (Table 3.2.5).  The share of 
married women that have ever practiced modern contraception is much lower at 55 percent, 
and the share currently using such methods is a modest 22 percent (Table 3.2.6).  While 
differences in knowledge are only minor between socio-economic groups, there is a marked 
difference in use: women in the richest quintile are over 30 percent more likely to use modern 
contraceptive methods than women in the poorest quintile. 
 
The low use of modern methods of contraception, and in particular of current use may be 
reflected in a high incidence of unwanted pregnancies that end up in abortions (Table 3.2.7).  
In Armenia, there are about 146 abortions per 100 live births, i.e. some 38 percent of 
pregnancies end up in live births and 55 percent in abortions (the remainder are 
miscarriages).  While higher quintiles (the richer) have more access to abortions, rural 
women resort to abortion more frequently than their urban counterparts, possibly reflecting 
the relatively high failure rate of traditional contraceptive methods. 
 

Table 3.2.6. Armenia 2000. Usage of contraceptive methods by consumption quintiles  
(percentage of women) 

ALL WOMEN MARRIED WOMEN 
Bottom 2 3 4 Top Total Bottom 2 3 4 Top Total 

Ever used contraceptive methods 
Any method 

Rural 58.1 59.7 61.2 61.6 60.8 60.3 79.6 81.9 83.58 84.1 82.2 82.3 
Urban 53.7 53.6 52.8 51.9 52.7 52.9 82.1 82.0 80.60 79.8 79.7 80.8 
Total 55.3 56.0 56.2 56.0 55.6 55.8 81.1 82.0 81.93 81.7 80.6 81.5 

Modern method 
Rural 34.5 36.3 37.3 38.0 38.8 37.0 47.1 49.9 51.21 52.1 53.0 50.7 
Urban 36.7 37.7 38.1 38.1 40.2 38.2 56.2 57.8 58.19 58.6 60.9 58.4 
Total 35.9 37.1 37.8 38.1 39.7 37.7 52.6 54.5 55.08 55.6 57.9 55.2 

Current usage of contraceptive methods 
Any method 

Rural 41.4 42.9 44.7 45.2 44.4 43.8 58.9 61.3 63.91 64.4 63.3 62.5 
Urban 37.7 36.9 35.4 34.8 35.4 36.0 61.8 61.0 58.14 57.3 57.6 59.2 
Total 39.0 39.3 39.3 39.1 38.6 39.0 60.6 61.1 60.71 60.5 59.8 60.5 

Modern method 
Rural 11.3 12.5 13.9 14.7 15.1 13.5 15.9 17.7 19.66 20.7 21.4 19.1 
Urban 13.0 14.5 14.9 15.4 17.0 15.0 21.1 23.7 24.32 25.4 27.5 24.4 
Total 12.4 13.7 14.5 15.1 16.3 14.4 19.0 21.2 22.25 23.23 25.2 22.2 
Source: ADHS 2001. 
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Table 3.2.7: Armenia: Percent of pregnancies that ended as abortions by consumption quintiles 

 Bottom 2 3 4 Top Total 
Rural 53.28 55.21 55.59 57.14 59.31 56.07 
Urban 51.91 53.44 54.13 55.11 56.12 54.11 
Total 52.58 54.36 54.91 56.25 57.66 55.10 
Source: ADHS 2000. 

Cnobloch et al (2003) found that education of women and socioeconomic status plays an 
important role in modern contraceptive use, the more educated and the better-off the woman 
is, the more likely she is to use modern contraceptives.  Education of females, however, does 
not affect the decision to abort (compared to having a live birth), it is socioeconomic status 
(and poverty) that plays a role in such a decision.42 These findings suggest that a 
combination of policies aimed to improve reproductive health among females must be 
adopted.  These should include education and information campaigns about available options, 
and reduction of the financial barriers to modern contraceptives. 
 
3.2.2 Health care utilization in Armenia 
 
Utilization of health care has decreased across income groups, and dramatically in rural 
areas.  Primary care services continue to be the most common health care options, but higher 
income groups, especially in urban areas, are increasingly seeking other care options.  These 
trends may reflect the following factors: the increasing cost of care to individuals; decline in 
the quality of primary care; and better services in mainly urban hospitals as a result of larger 
budget allocations to the hospital sector. 
 
It appears that health care utilization in Armenia has declined over time.  In terms of in-
patient admissions and outpatient contacts, the decline is marked (Table 3.2.8): the 2000 
levels are only 37 percent of 1990 levels for in-patient admissions and 30 percent for 
outpatient contacts.   
 

Table 3.2.8: Armenia: In and out-patient admissions 
 1990 1995 1996 1997 1998 1999 2000 

Outpatient care: contacts per person per year 6.9 4.2 4.6 3.2 2.4 2.3 2.1 
In-patient care: admissions per 100 population. 13.9 7.5 7.5 6.7 6.2 5.8 5.1 
Source: Health for All. 

The estimates based on ILCS 1998/99 and 2001 indicate similar trends (Table 3.2.9).  The 
percent of individuals reporting sickness or injury declined by 23 percent in between the two 
surveys: a little bit more for women (30 percent) than for men (27); and more for rural (32 
percent) than for urban population (18).  The biggest drop was reported by rural men (36 
percent) and the smallest by urban women (15 percent).  The fact that there has been a 
decline in the number of people reporting being sick or injured does not necessarily mean that 
Armenians are becoming healthier, because self-reported morbidity reflects, in turn, a number 
of other factors such as education, income or access to health facilities.  Importantly, cost of, 
as well as access to health care services affect self-reported morbidity.43 

42 Notice that the decision to have a child does not mean the household would keep the child, since orphanages 
have also represented an option for poor families.   
43 Two experimental cases in the U.S. and Indonesia showed that when prices for health inputs (drugs, services) 
increased, the affected population reported an improvement in their health status, despite unchanged health 
status when objectively measured (Dow et al, 1997).  This is an argument for objective rather than subjective 
(self-reported) health indicators.  



70

In terms of sick or injured individuals that sought health care, indicators show a similar trend, 
declining by 15 percent over the period (Table 3.2.9). Utilization varies across socio-
economic groups, increasing with income, but differences have become less: in 2001 
utilization by the richest quintile was 1.5 times that of the poorest one, while it was almost 
double that in 1998/99.  Utilization among urban individuals is higher than among rural ones 
and the gap has widened:  urban use was 20 percent higher in 1998/99 and 28 percent higher 
in 2001.  In terms of socio-economic groups, there is less inequality in use in rural 
populations than in urban ones, and inequality in use has decreased in both cohorts over time: 
in 1998/99, the highest quintile in urban areas sought health care 1.8 times more than the 
lowest quintile, while the highest quintile in rural areas did so 2.7 times more; in 2001, the 
same numbers were 1.6 for urban populations and a dramatically reduced 1.2 for rural 
populations. 
 
Differences in health care utilization are also reflected in the type of health care providers 
sought (Table 3.2.10).  Primary care facilities are the most common health care option in 
Armenia, accommodating more than half of those seeking care.  However, there is a modest 
decline in use between 1998/99 and 2001, from 57 to 55 percent, reflecting decreased use in 
urban areas, apparently in favor of hospital care.  Most individuals in need of care in the 
poorest quintile turned to primary care facilities (64 percent).  The share of patients seeking 
primary care decreases among better-off households, probably reflecting poor quality of 
health care and better access to other (better) facilities.  Among the better-off households, 
about 8 percent sought health care with private doctors, the largest group across all 
socioeconomic levels.  The poor are choosing primary facilities partly because they were less 
likely to be charged there. 
 

Table 3.2.9: Armenia: Incidence of illness/injury and health care utilization by consumption quintiles 

 1998/1999 2001 
1 2 3 4 5 Total 1 2 3 4 5 Total 

A. Percent  of individuals reporting sickness/injury 

Rural 19.2 17.8 15.1 14.8 20.0 17.3 11.0 10.3 10.1 11.9 16.2 11.8 
Female 21.0 17.0 16.9 15.7 22.0 18.4 12.3 10.5 11.2 13.8 19.3 13.4 
Male 17.0 18.7 13.3 14.0 17.9 16.0 9.6 10.1 9.0 9.8 12.9 10.2 

Urban 17.7 16.4 15.0 18.2 24.3 18.1 17.1 14.4 12.5 13.0 16.6 14.8 
Female 18.6 17.5 18.1 20.5 27.6 20.1 19.6 16.0 14.9 15.2 18.6 17.0 
Male 16.7 15.0 11.4 15.6 20.2 15.6 14.1 12.6 9.9 10.6 14.2 12.3 

Total 18.1 17.0 15.0 16.4 22.0 17.7 15.0 12.6 11.5 12.5 16.4 13.6 
Female 19.2 17.3 17.6 18.0 24.7 19.4 17.2 13.7 13.3 14.7 18.9 15.6 
Male 16.8 16.5 12.2 14.7 18.9 15.8 12.5 11.4 9.5 10.3 13.7 11.5 

B. Percent of sick and injured seeking health care 
Rural 16.5 19.6 29.6 32.9 44.3 30.7 22.8 16.5 23.5 37.2 28.2 26.1 
Female 16.1 22.1 31.5 31.8 41.8 30.6 22.4 13.6 17.9 35.1 26.9 24.1 
Male 16.9 17.0 27.1 34.3 47.5 30.8 23.3 19.4 30.8 40.4 30.3 28.7 

Urban 27.8 35.8 34.3 36.2 49.6 36.7 21.9 27.1 37.0 33.6 36.0 30.5 
Female 28.4 38.8 34.5 38.0 50.0 38.0 22.3 28.0 35.2 33.5 36.7 30.7 
Male 26.9 31.4 34.0 33.6 48.9 34.7 21.4 25.8 40.2 33.6 34.9 30.4 

Total 24.5 29.0 32.3 34.7 47.0 34.2 22.1 23.3 31.8 35.0 33.0 29.0 
Female 24.8 32.3 33.3 35.2 46.3 35.1 22.3 23.4 29.0 34.1 32.9 28.5 
Male 24.1 24.7 30.7 34.0 48.1 32.9 21.9 23.2 36.2 36.2 33.2 29.8 

Source: ISLC 1998/99, 2001. 
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3.2.3 Health care financing 
 
While budget resources for health remain uncommonly low, they have been increasing over 
time.  Public policy favors primary care, and targeted free services have been introduced.  
Still, budget allocations are regressive, reflecting the emphasis on hospital financing and 
preference for hospital use by higher income groups; and out-of-pocket payments (OOP) 
proliferate.  Off-budget donor financing is almost at the same level as budget financing, it 
provides humanitarian aid and finances donor preferred health programs. 
 
Health care financing in Armenia draws on budget and off-budget financing, the latter 
essentially external donor support for various health programs, as well as individual OOP. 
 
Budget financing is relatively low compared to other countries.  Some 1.6 percent of GDP 
(2001) is publicly budgeted for the health sector, compared with average health care 
expenditures for the CIS of close to 3 percent of GDP, and 6 to 10 percent of GDP in most 
developed countries.  While budget resources have been increasing in recent years in line 
with GDP growth, they barely exceed off-budget donor expenditures.  Some 64 percent of the 
budget is allocated to hospitals. 
 

Table 3.2.11: Armenia: Out-of-pocket payments for health care by type of provider and location 
 1998/99 2001 

PHC hospitals
Private 
/other Total PHC hospitals 

Private 
/other Total 

% paying, out of those sick & 
seeking healthcare  

72.1 84.3 49.0 73.6 72.1 69.7 33.3 67.7 Rural 
average payment for those paying7529 28488 7021 16733 5084 30633 2800 15383 
% paying, out of those sick & 
seeking healthcare  

56.2 67.9 42.0 58.2 55.6 72.8 61.1 61.8 
Urban

average payment for those paying5044 27027 5245 12254 7526 14140 4755 9756 
% paying, out of those sick & 
seeking healthcare  61.1 75.3 45.5 64.0 60.5 71.7 53.4 63.6 

Total 
average payment for those paying5957 27768 6192 14191 6669 19903 4418 11641 

Source: ILSC 1998/99 and 2001. 

Public spending on health is regressive.  Due to better access to health care and higher 
utilization rates, the top quintiles have captured the bulk of public resources for health: 
almost 32 percent, while only 15 percent went to the bottom quintile.  In part, this reflects the 

Table 3.2.10: Armenia: Choice of providers by consumption quintiles 
(percent of those seeking care) 

1 2 3 4 5 Total 
98/99 2001 98/99 2001 98/99 2001 98/99 2001 98/99 2001 98/99 2001 

PHC 61.5 60.9 41.9 55.0 56.9 64.3 47.4 43.8 42.7 45.8 47.4 51.5 
Hospitals 34.6 34.8 39.5 40.0 25.9 28.6 37.2 41.7 44.8 45.8 38.5 39.5 Rural 
private/other 3.8 4.3 18.6 5.0 17.2 7.1 15.4 14.6 12.6 8.3 14.1 9.0 

PHC 65.1 63.7 63.6 60.5 69.2 66.0 66.7 55.2 56.9 44.4 63.3 56.8 
Hospitals 30.3 29.7 18.7 33.3 20.9 22.7 28.1 28.1 36.2 43.7 28.1 32.4 Urban 

private/other 4.6 6.6 17.8 6.2 9.9 11.3 5.2 16.7 6.9 11.9 8.7 10.8 
PHC 64.4 63.0 57.3 59.1 64.4 65.5 58.0 50.5 50.5 44.9 57.3 55.1 
Hospitals 31.1 31.0 24.7 35.0 22.8 24.4 32.2 33.6 40.1 44.4 32.0 34.6 Total 

private/other 4.4 6.0 18.0 5.9 12.8 10.1 9.8 15.8 9.5 10.7 10.7 10.2 
Source: ISLC 2001  
Note: Figures correspond to percentages of individuals self-reporting illness/injury and seeking healthcare. 
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greater use of hospital services by upper quintiles and greater use of primary care units by the 
poorest quintile.     
 
With limited budget funding, private expenditures are significant—some 64 percent of survey 
participants in 2001 report making payments for health care, the same as in 1998/99 (Table 
3.2.11).  OOP increase according to income quintile—some 46 percent of persons in the 
lowest quintile seeking care pay, while 75 percent of such persons in the highest quintile do 
so.  This is to be expected.  However, the share of OOP has risen in the three lowest quintiles 
since 1998/99, mainly in urban areas (Table 3.2.12). 

One possible explanation may be the increased use of hospital care by rural people across 
quintiles.  On average, health charges are higher in rural areas, and this is driven by higher 
hospitalization costs (twice the charges in urban areas).  Hospitalization expenditures reflect 
charges for treatment, and expenditures on food, sheets, and other materials.  Rural patients 
may incur higher costs for inpatient care because they do not have access to their own 
resources (food, sheets, etc.), given that hospitals are located in urban areas. 
 

Table 3.2.12: Armenia: Out-of-pockets payments for health care by consumption quintiles and location 
 1998/1999 2001 

1 2 3 4 5 1 2 3 4 5
% paying, out of those sick & seeking 
healthcare 

65.4 69.8 63.8 78.2 77.6 56.5 70.0 82.1 52.1 79.2 
Rural 

average payment for those paying 2324 3147 3007 7259 323932346 3039 5130 5580 37047
% paying, out of those sick & seeking 
healthcare 

33.9 43.0 53.8 72.9 77.0 42.9 48.1 63.9 72.9 73.3 
Urban 

average payment for those paying 2157 2958 2652 5081 254901997 3777 5471 7151 19693

% paying, out of those sick & seeking 
healthcare 

40.0 50.7 57.7 75.3 77.3 46.4 53.7 69.1 64.4 75.3 
Total 

average payment for those paying 2209 3032 2805 6095 286182107 3533 5356 6633 25695

Source: ILCS 1998/99 and 2001. 

Another dimension of OOPs is informal payments. Table 3.2.13 presents estimates of the 
incidence and importance of informal payments for different quintiles, locations and 
providers.  About half of the patients that paid for health care made an informal payment (that 
is, more than the stipulated cost), in both urban and rural areas.  Hospitals and urban private 
consultations have a larger proportion of people making informal payments, compared to, for 
instance, primary care in rural areas.  While there is no distinct pattern of informal payment 
across socio-economic groups, it does appear that they are somewhat more common at the 
bottom and the top end of the distribution.   
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Table 3.2.13:  Armenia: Incidence and importance of informal payments 
(percentages and estimate for those paying for health care) 

 Consumption Quintiles Choice of providers 

Bottom 1 2 3 Top PHC Hospitals 
Private 
/Others 

Total 

Rural
Incidence 53.8 50.0 43.5 32.0 60.5 38.7 63.0 40.0 48.7 
Importance 1.00 0.87 0.95 0.94 0.84 0.93 0.87 1.00 0.90 

Urban
Incidence 48.7 53.8 41.9 44.3 54.5 41.1 54.2 66.7 48.9 
Importance 0.88 0.81 0.83 0.92 0.79 0.81 0.84 0.93 0.84 

Total
Incidence 50.3 52.6 42.5 40.2 56.6 40.3 57.3 62.1 48.8 
Importance 0.92 0.83 0.87 0.93 0.81 0.85 0.85 0.94 0.86 

Source: ISLC2001.  Note: “Incidence” is the percent of patients making informal payments. “Importance” is the ratio of informal-to-total 
payments. 

3.2.4 Government policies to improve access to health services for the poor 
 
Since 1997, the Government has taken major steps to restructure health care with the intent to 
redirect resources to the primary care sector; and introduced a free-of-charge basic benefit 
package (BBP) targeted at particularly vulnerable groups.   
 

Table 3.2.14: Health care utilization and Poverty Family Benefit eligibility 
(percent of individuals seeking care when sick, age 18-59) 

Consumption-ranked quintiles 
Q1 q2 q3 q4 q5 Total 

Family poverty benefit recipients

Rural 37.5 37.5 42.9 50.0 22.2 37.5 
Urban 21.4 53.3 26.7 40.0 14.3 28.9 
Total 26.0 46.6 30.6 45.2 18.0 32.0 

Non eligible for FPB
Rural 24.3 17.9 20.8 44.9 33.7 29.5 
Urban 20.2 30.8 33.7 28.0 36.1 29.5 
Total 21.2 26.8 27.9 33.9 35.2 29.5 

Source: ISLC 2001.   
Note: Estimates only for population aged 18 to 59 to avoid confounding effects due to children benefits and pension age eligibility.  

A review in 1999 suggested that the program had had a limited impact, and in 2001, 
eligibility was extended to individuals that receive the proxy means-tested family poverty 
benefit (FPB).  In this way, the health sector introduced a poverty targeting instrument into 
the program with the objective of financially protecting the poor.  Table 3.2.14 presents 
estimates of health care utilization rates for those eligible and non-eligible for the FPB.  The 
estimates indicate higher utilization rates among the population that had applied for the FPB 
and was found eligible for it (32), than among the population that had applied for it and was 
assessed as ineligible (29 percent).  Thus, expanding the free health program to the FPB 
beneficiaries may have had a slightly positive impact on health care utilization and may have 
provided some protection in a context of increasing reliance on patients’ contributions.  Most 
importantly, the evidence suggests that PFB eligibility did make the rural population better 
off (when sick), since utilization increased most among the rural poor.44 The evidence also 

44 The preliminary evidence, however, must be analyzed controlling for other factors.  Two aspects are clearly 
important. First, to obtain enough information from the program managers to identify the implementation during 
2001: if the program took some time to disseminate and implement it is expected that effects on utilization may 
not have been observable earlier in the year but only in the second semester or even in 2002.  Second, other 



74

underscores the potential benefits of using existing effective targeting mechanisms to deliver 
programs in other sectors. 
 
3.2.5 Conclusions and recommendations 
 
While health indicators have been improving, access to health services appears to be 
deteriorating, especially in rural areas and for the poor.  This is reflected in worse health 
status and lower health service utilization rates in rural areas.  Outcomes appear to be shaped 
by the interaction of poverty and a health system that is increasingly dependent on out-of-
pocket payments.  The limited public budgets appear to be regressive, favoring expensive 
hospital care, while the majority of the population is still seeking care in underfunded 
primary facilities.  In this context, achieving the Millennium Development Goals represent a 
serious challenge for Armenia.   
 

Health related Millennium Development Goals in Armenia 

Mortality indicators such as under-five mortality and infant mortality are unlikely 
to be met, given their steady level—when officially measured, the IMR is 15.6 
versus the target of 7.9.  Maternal mortality is highly volatile, and the evidence on 
reproductive health patterns and recent increases in MMR suggest that reaching 
the goal of 10 per 100,000 live births would be a difficult task.  Immunization 
against measles is high and the goal is achievable. Prevalence of HIV and 
incidence of TB seem more difficult given the increasing pattern during the last 
years and the lack of strong preventive activities in the sector. 
 
Source: World Bank 2003. 

 
A number of measures need to be considered if Armenia is to achieve health related 
Millennium Development Goals: 

2. Inequalities in health care provision need to be reduced; in particular the primary 
service network needs to be strengthened in order to deliver adequate basic health 
care that can have an impact on key health care indicators—maternal and child 
mortality rates and contain the incidence of infectious diseases, especially 
tuberculosis and AIDS (although HIV and AIDS still appear to be at relatively low 
levels in Armenia; 

3. Access to health care for the poor, and especially to primary care, needs to be ensured.  
This may involve further developing the basic benefit package and ensuring that the 
services are widely available, and at no cost to poor families.  The gradual reduction 
in families eligible for the package at no cost (as eligibility for the family benefit 
becomes more stringent) may well have important adverse impacts on health status 
among the legitimately poor, who have few resources to fall back on to pay for any 
kind of health care at all. 

4. Out-of-pocket payments for health care must be gotten under control.  They already 
are having a tangible effect on the utilization of health services, and for poor 
households they may constitute the main obstacle to access to health care.  If current 
trends continue, health care in Armenia will increasingly become a privilege for the 
rich. 

factors that need to be controlled for are cash income (with large intra-year variation, particularly in rural areas) 
and quality of infrastructure. 
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5. Health care resources need to be better managed. 

a. While it may well be that current allocations to health care in the budget 
cannot be increased more rapidly than so far has been the case, their allocation 
needs to be more carefully examined, so that they better support a primary 
health care strategy that aims at a healthier population.  This includes 
reviewing hospital services, which absorb the bulk of budget resources and 
often, it seems, for services that may be better rendered at lower levels of the 
health care system.   

b. Off-budget health care financing, which currently is provided in ad hoc
fashion, needs to be better coordinated with the Government’s health care 
strategies, and the health authorities should recognize this as one of their 
major functions: off-budget financing should seamlessly complement the 
Government’s strategy; 

c. Private payments should not be discouraged, but should better capture those 
who can afford them.  Hence, (i) strategies should be developed to reduce 
informal payments, and (ii) public facilities should be sufficiently budgeted to 
gradually reduce and eliminate the need for patients to provide in an ad hoc 
manner medicines, materials and hotel services in public hospitals; instead 
there should be established tariffs and means of subsidizing poor patients. 

 

To support the kind of strategies mentioned above, the health system requires appropriate 
tools to measure and monitor indicators over time, including the impact of the system on the 
poor.  Here, the PRSP effort might extend its monitoring role and include health indicators by 
socioeconomic groups or regions.  Indicators can be divided into input, process, output and 
outcomes.  In other government organizations input and output indicators are administratively 
recorded.  In Armenia, the quasi-private nature of health care facilities and their legal status 
do not allow a precise monitoring of health inputs.  Establishing appropriate regulations to 
monitor health inputs among quasi-private organizations is necessary in order to describe the 
inputs covering poorer populations vis-à-vis richer ones.   
 
Measurement of outcomes is crucial to assess the impact of any major policy or program in 
the country.   To begin, the measurement of mortality indicators requires actions suggested by 
MOH-UNICEF (2002): (i) full adoption of WHO definitions and unification of internal 
procedures related to calculation of IMR; (ii) training and monitoring of health personnel on 
the use of classification and registration protocols for stillbirths and infant deaths; and, (iii) 
changes in the regulations that govern the registration of infant deaths so make the infant 
death registration process easier and convenient. 
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3.3 Living Conditions of the Poor 
 
The Armenian poor face congested housing and inadequate public services (water, waste 
disposal, heating), which contribute to worsening of their living conditions.  Increased focus 
by municipal authorities on channeling scarce resources to the poorest citizens could 
significantly improve their material well-being.   

3.3.1 Housing conditions 
 
While most Armenians own their own dwellings, urban dwellers often live under congested 
circumstances, especially the poor.  The rural poor face less congestion, but instead often 
have housing of inadequate quality.  Most Armenians own their dwelling (over 90 percent); 
51 percent live in houses, 46 percent in apartments and 3 percent in “other types of dwelling”, 
mostly temporary dwellings that have gradually evolved into permanent housing.45 No 
significant differences across consumption quintiles are observed, except for “other types of 
dwelling” which is more common in the bottom than in the top consumption quintile.  The 
majority of the urban population resides in apartment buildings (70 percent in Yerevan and 
56 percent in other urban areas);46 in contrast, 83 percent of rural population lives in houses.   
 
In urban areas, crowding is a problem: apartments are small and often configured for multi-
family dwelling.  If more than two people per bedroom is taken as an indicator of crowding, 
over 34 percent of the population in Yerevan lives in crowded circumstances: some 45 
percent in the poorest quintile and 25 percent in the richest quintile.  In other cities, crowding 
is less severe overall (24 percent), but the distinction between the poor and rich is greater: 35 
and 17 percent, respectively, live in crowded circumstances.  In rural areas, similar 
differences are observed, but the overall overcrowding is even less pronounced (17 percent). 
 
While multifamily dwelling may represent a coping strategy to benefit from economies of 
scale in fixed costs of services, the wear and tear on such dwelling is worse.  Self-reported 
estimates of dwelling characteristics suggest that the poor are in fact living not only in more 
crowded circumstances, but also in what is perceived by them as “bad” housing: over 38 
percent of individuals in the poorest quintile self-reported living in “bad” housing, compared 
to 11 percent in the richest quintile.  Similar estimates are observed in other urban areas.47 

3.3.2 Water, sewage and garbage collection 
 
Public services for the poor are of bad quality and alternatives are often unaffordable.  
Urban households used to receive water from central systems.  The deterioration of the 
networks during the nineties resulted in somewhat lower coverage and difficulties in 
accessing the central system; yet coverage is still high, ranging from 99 percent in Yerevan to 

45 Those refer mostly to temporary dwelling (barracks, shacks, train carriages) that was provided to the 
population in the aftermath of the 1988 earthquake.  Relative to its fiscal capacity, the Government (with donor 
support) has put significant resources into providing permanent dwelling to the affected population, but the 
program has been insufficient to solve the problem.          
46 See Annex II.A for a complete set of descriptive tables. 
47 Anecdotal evidence suggests substantial decay of urban housing.  Low quality of Soviet construction and 
years of lack of maintenance and neglect have dilapidated many apartments and most common areas in 
apartment buildings.  During Soviet times, maintenance and housekeeping was a function of the State.  Since 
privatization of housing, it is a responsibility of the owners.  However, coming together to solve common 
problems is not easy: even in the center of Yerevan, one can walk along dirty, dark, run down corridors and 
stairs (elevators mostly don’t function), before reaching perfectly well kept apartment.     
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90 percent in other cities, with little difference between quintiles. However, the poor have 
less operating connections: in Yerevan, 9 percent of individuals in the poorest quintile live in 
households where the water tap is in the yard.  This suggests deterioration in system 
performance, such as lack of water pressure in buildings, or poverty-related factors, such as 
inability to install a water tank in-house.  Similarly, 17 percent of individuals live in 
dwellings where toilets are outside.  In other urban areas, the central system seems to be in 
worse shape: while officially 100 percent of households have central water supply 
connections, the survey based estimates indicate overall coverage of 90 percent, with 82 
percent in the case of the poorest quintile.  Individuals in the poorest quintile are increasingly 
relying on spring water (10 percent) and also on water vendors (8 percent); (Table 3.3.1.)  
This underscores the deterioration of the water supply system and the emergence of 
alternative water sources with, very likely, higher prices per unit of water consumption.48 
Sewage systems in other urban areas are in worse shape than in Yerevan, since only 66 
percent have a flushing toilet and 30 percent of individuals have their toilets outside. 
 

Table 3.3.1: Water sources (% of individuals in dwellings with specific source) 
Consumption-ranked quintiles 

Q1 q2 q3 q4 q5 
Total 

Yerevan  
Centralized system 99.1 99.5 100.0 100.0 99.7 99.6 

 Spring water 0.0 0.0 0.0 0.0 0.4 0.1 
 Water vendor 0.9 0.5 0.0 0.0 0.0 0.3 
Other urban 
Centralized system 82.0 90.6 91.3 93.7 92.8 89.7 

 Spring water 10.0 6.4 3.8 1.8 4.3 5.4 
 Own system 0.0 1.0 0.3 1.1 1.3 0.7 
 Water vendor 8.1 2.1 4.6 3.5 1.6 4.2 
Rural areas 
Centralized system 53.1 57.2 63.2 70.0 75.9 64.0 

 Spring water 26.3 18.9 16.9 15.7 9.9 17.3 
 Own system 1.7 4.3 3.3 5.8 4.2 3.9 
 Water vendor 16.7 19.0 16.2 8.0 8.6 13.8 
 Other 2.2 0.6 0.4 0.5 1.4 1.0 
Source: ILSC 2001. 

In rural areas, the deterioration is more marked.  Some 64 percent have access to central 
water systems, 53 percent of the poor and 76 percent of the rich, with half of the poor having 
access to a water tap in the yard.  A significant number of the rural population therefore relies 
on other water sources, essentially spring water and water vendors.  Flushing toilets are not 
common in rural areas (25 percent), and even less so among the poor (less than 20 percent for 
the bottom two quintiles). 
 
Having access to the central water supply system does not imply a continuous supply: the 
survey reports that on average, an individual has access to close to 7 hours of water per day.  
In rural areas, there is on average 11 hours of service, compared to about 9 hours in Yerevan 
and 5 hours in other urban areas.  No significant differences across socioeconomic groups are 
observed.   
 
There is limited garbage collection, garbage shuts in most apartment buildings that have those 
(40 percent in Yerevan and less than 15 percent in other cities) are clogged, and households 
dump their garbage outside (Table 3.3.2).   

48 No detailed information was available in the survey.  Henstchel and Lanjouw (1997) discuss evidence from 
other countries on the issue of water vendors and their prices compared to those from public services.  
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Table 3.3.2: Garbage processing (% of individuals using specific process) 
Consumption-ranked quintiles 

q1 q2 q3 q4 q5 Total 
Yerevan  
Rubbish shuts 33.6 31.7 38.8 43.1 45.4 39.1 

 Collected outside 18.1 22.6 22.0 19.8 15.5 19.1 
 Dumped 46.8 44.3 37.7 37.1 36.8 40.3 
 Burned  0.7 0.0 0.2 0.0 1.6 0.6 
 Buried  0.0 1.5 1.3 0.0 0.1 0.5 
 Other 0.9 0.0 0.0 0.0 0.6 0.4 
Other urban 
Rubbish shuts 15.0 14.9 13.9 19.5 12.4 15.4 

 Collected outside 35.3 36.3 36.8 32.6 32.9 34.9 
 Dumped 39.7 37.5 39.4 34.6 44.6 38.8 
 Burned  5.7 7.2 6.3 7.5 7.9 6.8 
 Buried  2.6 1.6 2.2 4.6 1.7 2.6 
 Other 1.8 2.5 1.4 1.1 0.4 1.5 
Rural 
Rubbish shuts 0.8 0.6 0.7 0.9 0.0 0.6 

 Collected outside 18.6 13.5 11.2 13.0 10.6 13.2 
 Dumped 28.6 27.5 34.1 34.0 35.4 32.0 
 Burned  29.2 34.8 33.5 39.0 35.1 34.5 
 Buried  19.3 18.3 15.1 9.9 13.1 15.1 
 Other 3.6 5.3 5.5 3.2 5.7 4.7 
Source: ILSC 2001. 

3.3.3 Heating options 
 
In Armenia, as in other ECA countries with harsh winters, heating is an important aspect of 
household welfare.  In urban areas, the central heating system has collapsed, and poor 
households report mainly using wood; a significant number have no heating at all.  In rural 
areas, absence of heating is not a problem, and is mostly wood-based.  Electric heating, 
when available, is mostly an option for the rich.   In the past, urban households in Armenia 
had central heating.  Over the 1990s, the central heating system collapsed, and in 2001, 
according to the Survey based estimates, it was available only to 14 percent of households in 
Yerevan.  Two thirds of households in Armenia reported using wood for heating.  In 
Yerevan, over 76 percent use electricity or wood, and more than 9 percent reported that they 
had no heating at all. It is interesting to note that while 16 percent of the poorest individuals 
in Yerevan reported having no heating at all, 9 percent in the fourth and 4 percent in the top 
quintile did so as well. Almost no rural household reported lack of heating (Table 3.3.3).  
Electricity is mainly a choice for the rich, although 25 percent in the poorest quintile also use 
electricity for heating.49 Wood is the heating source of choice among the poor—in other 
urban and rural areas over 70 percent use wood; in Yerevan the percentage drops to slightly 
below 50 (Table 3.3.4).50 

49 Anecdotal evidence indicates that using electricity for heating is the last resort option for poor urban families.  
Often, they use a very simple type of electric burner and only in one room where the entire family gathers.  If 
the temperature is below freezing, the heating is not sufficient to melt the frost from the windows.  
50 This evidence is corroborated by detailed energy survey, which found the poor twice as likely to use dirty 
fuels such as wood than the rich (World Bank, 2002c).  Dirty fuels pose a health risk, although the situation is 
not as bad as, for example in Moldova, where the poor mostly rely on low quality coal.  
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Table 3.3.3: Heating system used at home (% of individuals in dwellings with specific source) 
Consumption-ranked quintiles 

q1 q2 Q3 q4 q5 Total 

Yerevan  
Central 11.6 7.7 13.9 15.8 17.5 13.7 

 Own system 0.0 0.7 0.7 1.1 1.5 0.8 
 Other source (electricity, etc.) 71.9 78.8 79.7 74.3 76.9 76.2 
 No heating 16.5 12.9 5.7 8.9 4.2 9.3 

Other urban areas  
Central 3.1 6.0 9.5 7.9 6.4 6.5 

 Own system 1.4 3.3 3.3 4.1 6.1 3.4 
 Other source (electricity, etc.) 86.2 87.3 83.0 83.6 84.5 85.0 
 No heating 9.3 3.5 4.2 4.4 2.9 5.1 

Rural areas  
Central 1.4 1.1 2.6 1.1 0.8 1.4 

 Own system 0.8 1.1 2.3 1.6 0.6 1.3 
 Other source (electricity, etc.) 97.9 97.9 95.0 97.2 98.3 97.2 
 No heating 0.0 0.0 0.1 0.1 0.4 0.1 
Source: ILSC 2001. 

Table 3.3.4: Alternative heating source, for those without central heating (in %) 
Consumption-ranked quintiles Total 

q1 q2 Q3 q4 q5  
Yerevan  
Heating oil 5.7 4.0 5.3 2.8 3.7 4.3 

 Electric  22.5 34.1 35.3 51.7 60.4 42.6 
 Gas 7.5 6.1 6.0 4.7 6.7 6.3 
 Coal 0.0 0.7 0.0 0.0 0.0 0.1 
 Wood 47.8 49.0 49.7 41.2 28.8 41.9 
Other urban  
Heating oil 2.3 0.9 1.0 0.2 0.5 1.0 

 Electric  12.8 11.9 11.9 15.0 19.6 13.9 
 Gas 5.8 6.0 12.6 17.3 17.2 11.3 
 Coal 0.0 0.0 0.5 0.6 0.9 0.4 
 Wood 75.4 82.4 76.8 65.3 70.9 74.3 
Rural  
Heating oil 0.6 0.7 0.5 0.0 0.0 0.4 

 Electric  11.2 9.4 6.9 2.6 3.6 6.6 
 Gas 4.2 4.4 9.2 11.2 13.3 8.5 
 Coal 0.0 0.3 0.0 0.4 0.2 0.2 
 Wood 70.1 77.4 75.9 81.1 84.2 77.9 
Total  
Heating oil 2.7 1.6 1.9 0.8 1.6 1.7 

 Electric  14.9 16.4 15.7 19.4 29.9 19.3 
 Gas 5.8 5.4 9.6 11.9 11.7 8.9 
 Coal 0.0 0.3 0.2 0.3 0.3 0.2 
 Wood 66.4 72.1 69.8 65.3 59.2 66.5 
Source: ILSC 2001. 

Average spending for heating during the three winter months is between 20,000 and 40,000 
drams, or between 7,000 and 13,000 drams per month.  Despite low usage of electricity, and 
extensive reliance on wood as a source of heating, heating costs in rural areas are higher than 
in cities, including Yerevan, practically across all quintiles (Table 3.3.5).  The ILCS does not 
provide sufficient information to better understand this consumption pattern.      
 

Table 3.3.5: Average expenditures on heating (during the winter, in drams) 
Consumption-ranked quintiles 

q1 q2 q3 q4 q5 Total 
Yerevan 24,786 31,346 30,255 35,587 37,870 33,153 
Urban 21,788 24,667 25,396 33,711 29,999 27,230 
Rural 30,317 31,516 37,525 40,559 39,149 35,995 
Total 25,407 29,022 31,119 36,539 36,299 32,049 
Source: ILSC 2001. 
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The burden of paying for heating is relatively higher for the poor than for the rich.  Even 
though not many of the poor use electricity for heating, electricity bills represent sizeable 
amounts that cannot be afforded easily and payment is often postponed, leading to the 
electricity supply cuts (Table 3.3.6).51 In urban areas, about half of individuals lived in 
households where electricity was cut off for at least a few days because of unpaid bills; in 
rural areas only 32 percent of households did not have bill-related cuts.  The situation varies 
across consumption distribution and regions: 30 percent of urban and 19 percent or rural 
richest individuals reported having electricity cuts.  In contrast, 66 percent of the poorest 
urban and 45 percent of the poorest rural quintile experienced electricity supply cuts.  The 
incidence of service cuts is higher during the winter period, when electricity is most needed 
and when, obviously, bills are large.        
 

Table 3.3.6: Electricity service cutoff (% of individuals) 
Consumption-ranked quintiles 

q1 q2 q3 q4 q5 Total 
Yerevan  

Yes, for a few days 50.3 38.6 35.9 37.5 25.7 36.8 
 Yes, for one month 8.7 7.6 5.0 3.9 2.2 5.3 
 Yes, more than one month 8.3 1.5 2.3 2.7 0.6 3.0 
 Was not cut 32.8 52.3 56.8 55.9 71.6 55.0 

Other urban areas  
Yes, for a few days 46.2 38.5 41.6 30.2 29.0 37.8 

 Yes, for one month 9.8 3.0 3.3 4.5 1.2 4.7 
 Yes, more than one month 12.1 6.3 2.7 0.8 0.2 4.9 
 Was not cut 31.9 52.2 52.4 64.5 69.5 52.6 

Rural areas  
Yes, for a few days 28.5 25.2 27.2 21.1 14.2 23.2 

 Yes, for one month 7.2 7.7 2.6 1.9 2.7 4.4 
 Yes, more than one month 9.8 7.3 6.0 3.5 2.3 5.7 
 Was not cut 54.6 59.9 64.2 73.5 80.9 66.7 
Source: ILSC 2001. 

3.3.4 Conclusions 
 
In summary, living conditions among the poor reflect double vulnerability - the effects of 
deteriorating housing and public services; and the constraints that lack of financial resources 
places on the ability of poor households to seek more affordable solutions, such as installing 
in-house water tanks, individual heating systems, etc.  Under such circumstances, operational 
policies should emphasize two elements: 
 

• Public utilities management. Municipalities, which are responsible for public 
utilities, should focus on improving the utilities management, so that the systems 
are repaired, appropriately maintained and fully operational.   

• Targeting support to the poor in the payment of utility bills. The family poverty 
benefit could be used as a targeting mechanism.  To that end, its coverage of the 
extremely poor could be extended and the benefit amount increased.  

51 The estimates from Table 7 also indicate how efficient the electricity service is in discontinuing supply in case 
of non-payment.  Given that 25 percent of the top quintile in Yerevan reported cut-offs, it seems that the service 
is not selective (biased) in discontinuing the service. 
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IV.  Rural development and poverty  
While Armenia lacks resources to be a major agricultural producer, the rural sector 
nevertheless has seen expansion over the 1990s, when it has served as a repository for much 
of the labor released from retrenching state enterprises.  With small landholdings that often 
are insufficient to provide subsistence, farm incomes that are being squeezed by stagnating 
agricultural prices and rising farm input prices, volatile weather conditions, and little 
opportunity for off-farm work, many rural households are especially susceptible to economic 
risk and external shocks.  Improvements in rural well-being would need to focus on 
increasing agricultural production and productivity through land consolidation and reduced 
vulnerability of farming to weather conditions, and on economic policies that in the longer 
term create off-farm job opportunities for marginal farmers. 
 
4.1 Background: growth, prices and weather 
 
Agricultural production has lagged behind other sectors for most of the period since 1996.  
Over the most recent past, 1998/99 to 2001, it has been the worst performing sector.  
Correspondingly, rural poverty has remained high and slightly increased during the most 
recent period.  Armenia is not naturally endowed to be a major agricultural producer.52 As 
part of the Soviet Union, the focus was on industrial development, and agriculture accounted 
for less than 20 percent of real GDP.  However, after independence, with fast decline in 
industrial sector, the rural economy took on greater significance, as large numbers of laid-off 
workers from retrenching state enterprises settled in rural areas, in response to land 
distribution resulting from the Government’s land privatization program initiated in 1992.  In 
2001, agriculture accounted for 31 percent of real GDP (Table 4.1) and 43 percent of total 
employment in Armenia.  The growth in agriculture does not reflect increased agricultural 
potential (arable land), nor improved exploitation of existing potential (use of modern inputs), 
but rather clement weather conditions for much of the 1990s and the increase in the labor 
force. 
 

Table 4.1: Armenia: Real GDP changes 1996-2001 (in constant 1996 prices; in billions of drams) 
 1996 1997 1998 1999 2000 2001 
GDP 661 683 733 757 803 880 
% change 5.9% 3.3% 7.2% 3.3% 9.6% 10% 

Agriculture  230.1 219.7 248 251.2 245.4 273.8 
 % change 2.0% -4.5% 12.9% 1.3% -2.3% 11.6% 
Agriculture: share in total GDP 35% 32% 34% 33% 31% 31% 
Source: IMF. 

The robust economic growth that has characterized the economy since the mid-1990s is not 
reflected in agriculture, which lagged behind (Table 4.1).  In the most recent period, between 
1999 and 2001, agriculture was the slowest growing sector at an annual growth rate of 3.4 
percent compared with overall growth of 6.3 percent.  At the same time, employment in 
agriculture remained constant, signaling decreasing labor productivity in the sector.  This 
unfavorable trend in growth and productivity has been associated with several factors: small, 
relatively unproductive landholdings, unfavorable farm input and output price developments 
and volatile weather conditions, and the absence of alternative employment opportunities 
outside agriculture. 

52 The country is not widely suitable for agriculture.  Apart from the fertile plain (covering Ararat and Armavir 
marzes), most of the remainder of the country is mountainous with a harsh climate and poor soils.  More than 90 
percent of the country lies above 1,000m and 72 percent above 1,500m (FAO Aquastat). 
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The policy environment for agriculture in Armenia is reasonably good. Land is mostly 
privately held.  Producer and consumer prices have been deregulated since 1992, and state 
orders were eliminated in 1995.  There is no direct subsidization of agriculture or food prices, 
although irrigation water is still subsidized.  Profit and marketing margin controls in the food 
processing industry were also removed in the mid-1990s, and restructuring of agro-industry 
has improved producer prices for processed products for export.  However, there have been 
some delays in privatizing agro-processing and services for agriculture. 
 
The country has some agricultural growth potential in some sub-sectors. Although starting 
from a low base, some higher value parts of the agricultural economy appear to be picking 
up.  Exports of Armenian agricultural products have increased from US$229 million in 1998 
to US$354 million in 2001.  Since 1999, agricultural exports have also been growing as a 
share of total exports, representing 14 percent in 2001.  Grapes were the second fastest 
growing of all Armenian commodity exports, averaging an annual growth rate of 22 percent 
from 1995-1999 (second only to electric energy) (source: Trade Diagnostic Study).  
Production of wine and cognac grew sharply in 2000 and 2001 (NSS).  A recent USDA 
analysis also found that, due to their low use of chemical inputs since independence, Armenia 
could develop its organic export market.   
 

Table 4.2: Agricultural and economy-wide price indices  
 1997 1998 1999 2000 2001 2002 
Consumer Price Index                    100 108.7 109.4 108.5 111.8 113.1 
GDP deflator                              100 111.1 110.9 109.2 113.6 116.2 
Agricultural Price index 100 104.4 90.4 80.5 88.4 90.3 
Source: NSS. 
Note: Agricultural prices are producers (farm-gate) prices. 

Farmers have faced worsening terms of trade. In recent years, and especially since 1998/99, 
producer prices for agricultural products have been falling relative to other prices, including 
those of farm inputs (Table 4.2; Figure 4.1).53 In 2001, agricultural prices were 12 percent 
lower than in 1997, while consumer prices had increased by 12 percent. 

Farmers face marketing difficulties. Retail prices for farm products have increased faster 
than producer prices for some key crops (Figure 4.2), indicating widespread problems with 
getting products to market.  Rural processing and storage facilities have broken down, and 
producers and middlemen must often transport their crops over long distances to market 
(Farm Survey, 1998, A Strategy for Land Consolidation, 2001).  Much anecdotal evidence 
highlights problems transporting crops: few vehicles are available, gasoline is expensive and 
bribes frequently necessary.  These problems appear to be particularly severe outside the 
most fertile, Ararat valley.  Poor farmers are particularly vulnerable, as these problems are 
magnified in their case, and they seldom have recourse to middlemen (an element which 
tends to increase the prices producers get for their crops).   
 

Figure 4.1: Producer prices for selected agricultural products (real) 

53 Grain prices in Armenia seem to be higher than those in Georgia and Azerbaijan.  The Caucuses countries are 
all net grain importers, implying that prices are set by the import price.  The closed borders push transport costs 
up for Armenia, which keeps the producer prices relatively high.  For instance, in 2001, wheat import price 
(US$ per tone) was in Georgia 136, Azerbaijan 113 and Armenia 144.  Domestic prices were US$ 90-100; 96 
and 148 respectively.  Sources: FAOstata for import prices and national official data for domestic prices.  
Domestic prices converted in dollars at following exchange rates:  Armenia: US$ 1 = Dram 555; Georgia: US$ 
1 = GEL 2.22; Azerbaijan US$ 1 = Manat 4,657.         
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Source: NSS producer price information adjusted using the consumer price index.   

 

Figure 4.2: Difference between producer price and retail price for key crops, 2002,  
expressed as a percentage of the producer price 

 

Source: NSS.  Retail price information was not available for wheat and barley.  The difference in the margins for 
the different crops may relate to their relative perishability.  Grapes, when ripe must go to market extremely 
quickly and this may force farmers to accept lower prices than they might for less perishable crops.    
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Vulnerability to weather: While most farms are irrigated, irrigation is inadequate, and with 
volatile weather conditions, crops are vulnerable.  About 45 percent of Armenia’s 420,000 
hectares of cultivable land is irrigated.  The rest depends on rainfall, which is extremely 
variable (Figures 4.3 and 4.4)54 and makes many villages, particularly those in mountainous 
areas, vulnerable to floods as well as droughts.  During the most recent drought, in 1999-
2000, some 15 percent of farm families lost virtually all their crops, and many more suffered 
significant losses.   
 
Figure 4.4 

Figures 4.3 and 4.4 compare rainfall in 
a mountainous area (Tavoush) and a 
flatland region (Ararat) in 2000.  Ararat 
has less average precipitation (about 20 
mm per day) than Tavoush (55 
mm/day), but both regions have similar 
variability over the year.  Ararat, 
however, relies more on river irrigation, 
while Tavoush has mainly rain-fed 
agriculture.  In both regions the average 
monthly rainfall was significantly 
below the historical norm in 2000. 

4.2. Who were the poor in rural areas in 2001? 
 
4.2.1 Incidence and geographic distribution 
 
Rural poverty has remained high throughout the 1990s, although it was lower than in urban 
areas (World Bank, 2002).  However, over the most recent period (1998/99-2001), average 
household consumption in rural areas fell by 12 percent between 1998/99 and 2001, while it 
rose in urban areas.55 In 2001, 48 percent of the rural population was poor, and 17 percent 
extremely poor.   Rural poverty incidence increased slightly over the period (from 46.1 to 
47.9 percent), while urban poverty declined (from 61.4 to 48.5 percent).    
 
Most rural households are close to subsistence levels.  Food as a share of overall consumption 
is high: 59 percent in rural areas in 2001 compared to 45 percent in Yerevan and 55 percent 
in other urban areas.  Only 29 percent of the households that reported using land and 
producing net agricultural output reported receiving some income from farming.  The ILCS 
2001 indicates that around 9 percent of households that use land hire agricultural labor.56 

Rural poverty varies among regions. Rural poverty is the highest in Shirak and Tavush 
(Figure 1 in Annex IV).  Tavush is mountainous, has little infrastructure and is remote from 
Yerevan.  The marz is cut off from its natural trading partners because of the tensions with 
Azerbaijan.  In Shirak the climate is very harsh.  The lowest rates are in Siunik, which is on 

54 Source: Armenian State Hydro-meteorological and Monitoring Service Yerevan, Armenia. 
55 Consumption expressed in spring 1999 prices. 
56 This is consistent with the 1998 farm survey, which showed that 12 percent of farm households hired any 
agricultural labor. 

Ararat Monthly Rainfall 

-35

-25

-15

-5

5

15

25

35

19
98

.0
1

19
98

.0
4

19
98

.0
7

19
98

.1
0

19
99

.0
1

19
99

.0
4

19
99

.0
7

19
99

.1
0

20
00

.0
1

20
00

.0
4

20
00

.0
7

20
00

.1
0

20
01

.0
1

20
01

.0
4

20
01

.0
7

20
01

.1
0

m
m

(d
ev

ia
tio

ns
fr

om
no

rm
)



85

major trading routes.  It has a small population and low overall poverty rates.  It also has the 
country’s highest rate of off-farm employment in rural areas, as 70 percent of rural 
households report receiving income from that source.  Rural poverty incidence is also low in 
Kotayk, which is close to Yerevan and in a high potential agricultural area.   
 
4.2.2 Income sources of rural households  
 
The wealthy are more likely to be entrepreneurs and less likely to be dependent on wage 
labor than the poor. Farm income is the most important income source for all rural 
households.  Self-employment appears to be an important route out of poverty in rural areas, 
as this source is very small for poorer households and increases sharply for the better off.  
Poorer rural households are more dependent on transfers, primarily pensions.  In contrast to 
the national picture, the rural poor depend more on labor earnings than do the non-poor, 
probably reflecting income from agricultural labor of landless households or those that have 
unproductive land (since poor rural households tend to have a lower proportion of salaried 
workers than do non-poor rural households).  Remittances represent 17 percent of household 
income in rural areas (See Table 2.20 in Chapter II). 
 
Siunik has a far higher rate of self-employment earnings than the other marzes. With that 
exception, households have some self-employment earnings in Ararat, probably related to 
trade with Yerevan, and in Gegharkunik, probably related to tourism.  In the other marzes, 
average self employment earnings are low.  The impact of trade and tourism (i.e. off-farm 
sectors that are not related to agriculture) is clear when one considers the amount of off-farm 
income received by those households that manage to enter the off-farm market.  The amounts 
in Siunik and Gegharkunik are four times larger than those seen elsewhere in the country. 
 
4.2.3 Correlates of poverty 
 
Households are less likely to be poor if the head is educated or if the household is small.  
Owning cattle, owning/leasing a large amount of land and having a large amount of irrigated 
land all reduce a household’s chance of being poor.  Irrespective of what an individual 
household does, if it is located in a community with a dynamic off-farm economy or a high 
proportion of irrigated land, it is less likely to be poor. At the community level, a higher 
concentration of off-farm activities increases the probability of labor market participation, 
which in turn has a large, positive impact on consumption.  The two community-level 
irrigation variables (importance and coverage) are proxies for overall agricultural 
development, and are positively correlated with consumption. 
 
Simulations indicate that when a household member is involved in off-farm activities, 
household consumption per adult equivalent increases by 13 percent.  Living in a dynamic 
area has an even greater impact.  If the percentage of households in the community involved 
in off-farm activities increases by 1percent, consumption per adult equivalent in that 
community increases by 42 percent (for regression description and results see Annex IV) 
 
4.3. Structural problems in rural areas 
 
4.3.1 Land ownership, efficiency   
 
Land holdings are very small and the poor have less land than the non-poor. The average 
landholding is 1.3 ha, and landholdings are small throughout the country.  The largest land 
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holdings are found in Siunik marz, with an average farm size of 1.7 ha (ILCS)57, and the 
smallest are in the Ararat valley, where the average is 0.5 ha.  Among the households that 
own or rent some land, the top quintile has on average three times more land than the bottom 
quintile.  However, with an average of 1.5 ha, even the top quintile has very small quantities 
of land.  About ten percent of rural households report owning some livestock but not owning 
or renting any land.  Those households probably use communal grazing land.  As they tend to 
be among the poorest and as the livestock is an important part of their consumption basket, 
we conclude that having access to the communal grazing land is their crucial safety net.   

Land is usually divided into several parcels. Armenia was the first country in the Former 
Soviet Union to transfer land almost entirely to smallholder farmers.  The allocation was 
done by dividing the total land of each community by the number of households in that 
community, giving larger amounts to larger households.  Households typically received four 
parcels of land.  In the Ararat valley those were a household plot, a vineyard and orchard and 
a parcel for cereal production.  In other parts of the country households received one irrigated 
parcel for vegetables, one parcel for field crops and some grassland.  In mountainous areas 
the parcels were differentiated according to the gradient.  After privatization, the country had 
324,000 family farms.  Since then unregistered subdivisions may have taken place as a result 
of inheritance pushing the total number of farming households up to an estimated 380,000 
(FAO 2001).   
 
The smaller plots are used most efficiently. Households with less than 0.2 ha of land produce 
10 percent of the net agricultural output of Armenia, and 15 percent of its declared farm 
income. And this is despite the fact that they only use 2.4 percent of the total agricultural 
land.  As Figure 4.5 shows, smaller plots generate significantly more net output per hectare, 
defined as the value of total harvested crops, plus value of crops produced for household 
consumption plus the value of animals slaughtered or sold.  The 1998 farm survey 
corroborates this finding, as it found that smaller plots employed more labor per hectare, 
incurred higher costs per hectare and generated higher sales per hectare.  This phenomenon is 
found frequently in the Former Soviet Union (Cord et al 2003). 
 

Figure 4.5: Armenia: Net agricultural output per hectare in 2001 
 

57 The 1998 farm survey also finds that holdings are largest in in Siunik, but finds the average size of a land 
holding to be 2.9 ha (World Bank 1999).  The two surveys give the same average landholdings for Ararat. 
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Source: ILCS 2001. 

 
It is hard to distinguish land quality from the survey, as there is no information on gradient or 
soil quality.  The survey indicates weak relation between the size of the land holding and the 
type of land (arable, pasture, etc.).  If proportion of the landholdings that are irrigated can be 
seen as a proxy for land quality, we observe that smaller landholdings may be of better land 
quality as a higher percentage of land in smaller landholdings is irrigated. 
 
The negative relations between land size and productivity and land size and land quality are 
both driven by the way in which land was distributed during the privatization, since small, 
highly productive plots in the Ararat valley tend to be irrigated.   
 
Anecdotal evidence indicates, however, that land quality may be deteriorating.  The 
qualitative assessment associated with this study highlights several examples of the poorest 
households facing deteriorated land quality, as they have been unable to rotate their crops 
properly and have been forced to overgraze pasture land and over-cut woodlots for fuel 
wood.   
 
The poor are more likely to lease land than the rich, but the rich rent more of it (Figure 4.6).  
The rural poor in Armenia are more likely to lease land than the non-poor: 18 percent of the 
poor lease some land versus 10 percent of the non-poor.  This may, however, be leasing for 
very different reasons.  The poor generally have less land than the rich, and are more likely to 
be landless.  Therefore, the poor are likely leasing because they have little or no land of their 
own.  In contrast, wealthy households are probably leasing because they are able to profitably 
exploit their land and have the means to expand their operations onto leased land.  
 

Figure 4.6: Armenia: Average area leased by quintiles (hectares) 
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The small landholdings and large number of parcels per holding create problems for 
farmers. The plots of an individual household are usually not compact and can often be quite 
dispersed.  Therefore the farming household must spend lost of time simply getting from plot 
to plot.  In addition, small land holdings make it difficult for efficient farmer to exploit 
potential economies of scale and even to use machinery for some crops.  The survey, 
however, does not allow us to examine the relation between the number of plots and poverty.   
 
Farms are small and tend not to be specialized, which is consistent with a high level of 
subsistence. After independence, a major shift took place in agricultural production.  Farmers 
started producing basic food crops and reduced their production of fodder crops, fruit trees 
and grapes.  In 2000, 61 percent of agricultural production by value came from crop 
production; the rest came from animal husbandry (NSS data).  Farms tend to be diversified, 
producing on average three crops and two livestock products.  In 1998, 20 percent of farms 
produced crops and no livestock; 2 percent produce livestock only.  60 percent of cropped 
land produced grains (mostly wheat and barley) with another 20 percent producing fodder.  
The rest was under fruits and vegetables (1998 Farm Survey).   
 
The pattern of diversification among different consumption quintiles is interesting.  One 
would expect poorer farmers to produce a variety of crops and animal products and better off 
farmers to have more specialized production.  In fact, we see a slight trend towards increasing 
crop diversity with better off households, as shown in figure 4.7.58 This is because, with only 
1.5 ha on average, even the wealthiest quintile does not have enough land to make large-scale 
specialized production profitable.   

 

Figure 4.7:  Diversification of Crop Production by Consumption Quintile 

58 Crop is defined in six groups: cereals, beans, potatoes, vegetables, fruits, grass and hay 
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 Source: ILCS 2001. 
 

4.3.2 Access to agricultural assets 
 
Unsurprisingly, the poor have fewer agricultural assets than the non-poor. Assessing access 
to land, percentage of land irrigated, ownership of livestock, use of agricultural inputs by 
consumption quintiles indicates that the poor have less of everything.  As mentioned above, 
the top quintile has three times more arable land than the bottom quintile.59 Eighty-six 
percent of households in the top quintile have access to irrigation, compared to only 60 
percent in the bottom quintile.  The top quintile has more than three times the value of the 
livestock of the poorest quintile, and it is more likely to use improved seeds, pesticides, 
herbicides, improved feed, and veterinary services, and to hire labor than the bottom quintile.  
Other than giving us confidence in our data, this is neither surprising nor very useful.  It 
would be far more useful to look at farmers only and then distinguish those that are 
successful from those that are less successful and see which factors appear to contribute to 
their success.   
 
Distinguishing farmers from non-farmers in rural areas is difficult.  Almost all rural 
households use land and have some agricultural production.  Defining a farmer as someone 
who uses land, therefore, would not allow us to distinguish between, say, a teacher, who 
worked a small plot, and a “true” farmer.  Similarly, the importance of agricultural income 
does not help, as most households have very mixed sources of income.  This would cause the 
elimination of farming households where one family member has another major source of 
income.   

One solution is to look at the households that produce enough to potentially lift them out of 
poverty –“above-subsistence farmers”, and compare those to the households whose 
production will not be sufficient to push them above the poverty threshold – “below-
subsistence farmers”.  This solution divides the sample according to the importance of 
agricultural net output in meeting the household's needs.  It means that some of the 
households whose net agricultural output per equivalent adult is equal or above the poverty 

59 Only households owning or renting the land they use are included in this analysis.  However, about 10 percent 
of the households that do not own or rent land, report holding some livestock.  They probably use communal 
land owned by villages.  
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line may not necessarily have consumption per adult equivalent higher than the poverty line, 
i.e. they may be poor because they might be saving or returning past loans.  Gross 
agricultural output is defined as the sum of the value of all the harvested crops, food 
production (milk, eggs, jam, vodka, etc.) and animals sold (slaughtered or alive).  Net 
agricultural output is obtained by deducting the total value of agricultural inputs reported by 
the household.60 

Although one quarter of the above-subsistence farmers is poor, they differ dramatically in 
terms of agricultural activities from below-subsistence farmers.  Above-subsistence farmers 
represent 20 percent of the rural population using land, use 45 percent of the agricultural 
land, and produce 60 percent of the agricultural net output.  They have more land; more 
cattle; more output per hectare and more net agricultural output (see Table 4.3).  Above-
subsistence farmers are significantly less involved in production of fruits and vegetables and 
more involved in production of hay and grass than below-subsistence farmers.   
 

Table 4.3: Armenia: Above- and  below-subsistence farmers in 2001 
Average 

Net agricultural output (annual amount in us dollars) 
above-subsistence farmers 2151 
non-poor below-subsistence households 383 
poor below-subsistence households 363 

Size of land (hectares) 
above-subsistence farmers 2.6 
non-poor below-subsistence households 0.8 
poor below-subsistence households 0.8 

Number of heads of cattle 
above-subsistence farmers 3.3 
non-poor below-subsistence households 0.8 
poor below-subsistence households 0.9 

Net agricultural output per hectare (annual amount in us dollars) 
above-subsistence farmers 4265 
non-poor below-subsistence households 923 
poor below-subsistence households 1187 

Source: ILCS 2001  

However, as already pointed out, this higher productivity does not mean that all above-
subsistence farmers are non poor, as one quarter of those households has per adult equivalent 
consumption below the poverty line (the farmers may be saving or repaying loans).  
Similarly, not all below-subsistence farmers are poor—almost one half among them is non-
poor—as some may have other sources of income (Table 4.4). 
 

Table 4.4: Poverty incidence among above- and below-subsistence farmers  

Above-subsistenceBelow-subsistence Total rural households 
Non-poor 74% 48% 52% 
Poor 26% 52% 48% 
Total 100% 100% 100% 
Source: ICLS 2001 

High levels of off-farm income appear to be associated with households that produce net 
agricultural production above subsistence levels. The above-subsistence farmers have three 
times more income from self-employment than do the below-subsistence farmers.  The 

60 Total inputs, here, do not include the amount of harvest spent to use inputs (seeds and hired labor) nor the 
value of the live animals bought by the households.  It is supposed that the former are included in the answers to 
the specific questionnaire on inputs, while the latter represent the acquisition of assets which amortization 
covers more likely several periods.  
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above-subsistence farmers report on average 22 dollars of self-employment income per 
household, while poor and non-poor below-subsistence farmers that report labor income 
declare 1.9 and 6.4 dollars, respectively.  The prevalence of the above-subsistence farmers in 
self-employment is still observable even once Siunik marz, which is composed almost 
entirely of large producers and generates one third of the self-employment income in the 
country, is excluded.  Outside of Siunik, large producers are still responsible for 35 percent of 
the self-employment income generated in the rural areas even though they represent only 17 
percent of its population.  (ILCS 2001) 
 
4.3.3 Agricultural equipment, inputs and support services 
 
The above-subsistence farmers use more equipment, inputs and support services their below-
subsistence peers.   

Table 4.5: The above- and below-subsistence farmers use of 
agricultural equipment and inputs 

Average 
Percent with some equipment   

Above-subsistence farmers 34 
Below-subsistence farmers 7 

Total inputs per hectare (US$)  
Above-subsistence farmers 256 
Below-subsistence farmers 161 

Expenditure on seeds (US$)  
Above-subsistence farmers 15 
Below-subsistence farmers 5 

Use of hired labor (% of corresponding 
population) 

 

Above-subsistence farmers 23 
Below-subsistence farmers 6 

Source: ICLS 2001 
Note: Dollars converted at the rate of one dollar = 555 drams 

The above-subsistence farmers are more integrated into markets. Almost all of the above-
subsistence farmers (99.6 percent) report being involved in marketing, whereas the same is 
true for only 70 percent of the below-subsistence farmers.  The above-subsistence farmers are 
more likely to use intermediaries to market their products, thus realizing higher prices.  This 
is illustrated in the commercialization of beans (the only crop for which the ILCS survey 
contains sufficient responses). 
 

Table 4.6: Commercialization of beans 
% of producers that sell to intermediaries  

Above-subsistence farmers 14% 
Below-subsistence farmers 3% 

Average unit price (drams/kg)  
Directly from field 264 
Through intermediaries 378 

Source: ICLS 2001 

The government has established an extension service with offices in each marz capital.  The 
extension agents need to increase their coverage of rural households to promote use of 
improved seeds, technologies and techniques. 
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4.3.4 Land consolidation  
 
Encouraging development of a dynamic land market to increase the average size of 
landholdings is an important long-term goal, but appears unlikely to succeed in the short run 
unless a more dynamic off-farm economy develops. 
 
Even though smaller plots produce more efficiently, the average landholding per household is 
extremely small.  Many households in rural Armenia do not have access to sufficient land to 
meet their basic needs.  Small landholdings mean that few farmers are able to exploit the 
potential economies of scale in agriculture.  In addition, many households that are not 
primarily farmers own and work land plots; they potentially could engage more productively 
in other economic activities.61 

The land market is undeveloped.  The current active land market covered about 1.5 percent of 
the total number of properties per year, as of May 2003, whereas in an active market it would 
be above 5 percent. The land titles were formalized in the late 1990s, and the land market 
does appear to be developing fast—the total number of transactions has more than doubled 
since 2000.  Between 10 and 15 percent of these transactions involve agricultural land and a 
small number of rural households are beginning to use land as collateral for loans, mainly in 
the Ararat valley.  However, there remains a long way to go: the overall level of land pledged 
as collateral remains low, and transaction costs remain high (World Bank, 2003).   
 
Thus promoting land consolidation is a high priority for the government and for the Bank.  It 
features prominently in the World Bank rural strategy for the Caucuses countries.   
 
A starting point for a land consolidation policy could be to see how much land households in 
rural Armenia would need to meet their basic needs.62 Assuming no changes in levels of 
productivity, poor households vary significantly in their land needs to meet their basic needs.  
More than 40 percent of poor farms would need one hectare or less.  While there is also a 
small fraction of farmers that would need significantly large amounts of land, the problem for 
those households is one of productivity rather than limited landholding.  Land consolidation 
strategies should differentiate between the relatively modern and productive producers and 
those more traditional and poorer farmers. 
 
Land consolidation would not necessarily be pro-poor.  An upper bound was estimated of 
what would happen if a land market were stimulated to increase transactions and promote 
land consolidation.  The most likely sellers were assumed to be the non-poor rural households 
that produce below subsistence levels.  These are the households that appear to need their 
land the least.  If these households sold their land and ceased all agricultural production, 83 
percent of them would fall into poverty.  This would increase the poverty headcount from 48 
percent at present to that 60 percent and would cause the poverty gap of the rural population 
to jump from 13 to 73 percent.  Clearly, in reality they would realize income from the land 
sale and would dedicate their time and efforts to other activities.  This estimate therefore is 
the maximum likely effect.   
 

61 The fragmentation of landholdings into numerous plots is also a problem but not one analyzed here.  This 
section focuses on the effects of increasing the overall landholdings of farming families.   
62 The households’ need is obtained by multiplying the poverty line and the number of equivalent adult in 
households. 
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Before they would choose to sell their land, households would need to have alternative source 
of income.  Under-employment plus a flat off-farm economy in most rural areas of Armenia 
make that a long-term proposition.  Furthermore, it is not clear that households selling land 
would realize substantial sums for it.  For example, out of necessity, lack of information or 
thin markets, a poor household could sell its land at a price that would not compensate the 
value of the lost agricultural production.   
 
An aggressive policy of land concentration seems unlikely to succeed in the current economic 
climate. If it were compulsory, households would almost certainly be pushed into poverty.  
If, as is more likely, it were voluntary, households would be unlikely to sell until other 
options were available to them.  The large poverty impact of losing farm income shows both 
how agriculture plays a key role in shielding rural households from poverty, even those that 
do not appear to derive a large proportion of their livelihoods from agriculture.  This suggests 
that policies to promote land consolidation should be carefully sequenced and would ideally 
come after other measures to stimulate the rural economy, particularly the off-farm sector 
have taken place.   
 
The government’s policy of leasing or selling arable and some pasture land that is currently 
owned by national or local governments is appropriate.  Communal grazing land, however, 
should probably remain in public ownership, as it appears to provide an important safety net 
for some of the poorest households.  The government may wish to consider interventions that 
would increase the quality and productivity of the pasture.   
 
4.3.5 Irrigation and poverty  
 
Irrigation is an important input into agriculture. Irrigation is crucial for the country’s 
agriculture, since irrigated farming accounts for some 80 percent of agricultural GDP 
(Irrigation Rehabilitation Project, Implementation Completion Report).  It is particularly 
important in the fertile Ararat valley, as farms with irrigation average less than half the size 
of those without irrigation but in 1998 generated about 60 percent more sales per hectare 
(1998 Farm Survey).  Ninety eight percent of farms in the ILCS report having irrigation 
infrastructure serving around one third of their land (though the 1998 farm survey indicates 
that figure to be closer to 60 percent of farmers having irrigation on an average of half of 
their land).  Services vary in quality.   
 
Irrigation has high returns. The 1998 survey of family farms reveals that farmers with 
irrigation generated net returns of about US$370 compared to US$40 for those without 
irrigation.  The 2001 ILCS indicates lower returns and also shows that above-subsistence 
farmers are able to realize higher levels of benefits from irrigation. The above subsistence 
farmers with irrigation generate net returns 51 percent higher than the above subsistence 
farmers without irrigation.  The comparable difference for below-subsistence farmers is only 
8 percent.  This difference relates to productivity of land, skills of farmers, quality of 
irrigation services and many other factors.  
 
Surprisingly, irrigation does not appear to be a reason why the above-subsistence farmers 
manage to produce sufficiently to lift their consumption above the poverty line. While fewer 
poor households have some of their land irrigated than non poor households, irrigation does 
not appear to have a strong relation with farmers’ ability to produce above the subsistence 
levels.  Table 4.7 shows that while the above-subsistence farmers have more irrigated land 
than the below-subsistence farmers, they have a lower percentage of their land irrigated.   
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Table 4.7:  Access to irrigation: above- and below-subsistence farmers  
and other land users 

Average 
Irrigated land (ha)  
Above-subsistence farmers 0.5 
Non-poor below-subsistence farmers 0.4 
Poor below-subsistence farmers 0.3 
Percent of land irrigated  
Above-subsistence farmers 33 
Non-poor below-subsistence farmers 62 
Poor below-subsistence farmers 51 
Source: ILCS 2001 

Irrigation infrastructure needs considerable investment. The Government strategy, 
supported by the Bank, is to invest in rehabilitation of systems in areas of high agricultural 
potential in order to improve reliability of supply.  The objective is to match the investment 
with encouragement for groups of farmers to take over responsibility for operating and 
maintaining irrigation systems.  Furthermore, both the Government’s and the Bank’s 
strategies envisage an increase in the fees that water users must pay.  Hence, improved 
irrigation will entail increased costs to farmers using irrigation.  Between 2000 and 2001 fees 
increased by an average of 15 percent.   
 
Our estimates indicate that farmers may be both willing and able to pay for improved 
irrigation services. The ILCS survey data indicate that farmers are willing to pay more for 
more reliable service.  On average, satisfied customers pay from 27-38 percent more per 
hectare for their water, depending on the source.  The above-subsistence farmers are more 
likely to be members of water user associations (51 against 29 percent for below-subsistence 
farmers).   
 
Simulations indicate that farmers are able to pay more for their irrigation water.  The 
simulation is done in two steps.  First, the fall in net agricultural output from a 10 percent 
increase in the irrigation service fee (ISF) is calculated.63 Second, the resulting decrease in 
household consumption is simulated based on the importance of farm income relative to 
household consumption.  The findings suggest that only about one percent of households who 
currently use irrigation would be pushed into poverty.  This is because most households have 
other sources of income to help them absorb the increase.  This is an upper bound of the 
effect, since the simulation assumes that the farmers would not make any adjustment in their 
water usage or in their cropping patterns in response to the irrigation water price increase.   
 
Other sources, however, indicate that the situation may be more complex than the above 
calculations suggest.  A social assessment for a World Bank-financed investment in irrigation 
has contradictory findings.  Qualitative methods indicate that increasing water fees to the 
level necessary to cover operation and maintenance costs would lead to charges of around 10 
percent of gross income from farming (an average of two thirds of farmers’ net income) and 
would not be affordable (8 percent of gross farm income is considered to be a benchmark for 
what is reasonable to pay for irrigation water).  The Poverty and Social Impact Analysis 
(PSIA) for Water Sector Reform in Armenia indicates, under the most likely circumstances, 
that doubling the irrigation water price would create critical problems in Tavush, Vayots 
Dzor and Lori marzes, fruit cultivation would become unprofitable in five of the country’s 

63 This assumes no change in the quantity of water used.  In reality, farmers are likely to reduce water use in 
response to a price increase, thus reducing the proportion of people who would be pushed into poverty.  As 
such, this calculation estimates the worst-case scenario.  
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ten marzes, and that forage crops would decline with resulting impacts on livestock.  The 
PSIA estimates that a sharp increase in the price of irrigation water would increase rural to 
urban migration, particularly in outlying border areas and would increase food insecurity in 
the country.  The report recommends that an increase in irrigation fees be coupled with 
serious efforts to promote the off-farm economy in rural areas.  Detailed calculations for one 
marz, however come to quite a different conclusion.  There, irrigation water would amount to 
less than 2 percent of gross revenues and would be affordable.  The social assessment 
indicates that there is a great difference between increasing fees in rehabilitated and non-
rehabilitated systems since system losses and thus water used per farmer are far lower in the 
later.  Clearly, water fee increases should come only with the increase in service quality and 
rehabilitation of infrastructure.   
 
4.4. Policy recommendations  
 
In the long run, agriculture should employ a smaller share of the Armenian population than it 
does at present.  The goal should be towards a smaller number of larger, more productive 
farms, well integrated into domestic and international markets.  However, it seems likely, at 
least for the next decade, that agriculture will remain a key source of livelihood for the 
majority of the rural population.  Our recommendations are divided into two parts: first, ways 
to reduce the dependence on agriculture and create a smaller number of more productive 
farms and second, measures that might increase the productivity of agriculture, and hopefully 
help both the above- and below-subsistence farmers improve their welfare. 
 
4.4.1 Increase opportunities to generate off-farm income 

Increasing the dynamism of rural economy would have important effects on poverty both 
among farmers and non-farmers in rural areas.  It would provide options for households that 
do not wish to remain in agriculture to leave the sector, and thus allow the average land 
holdings for those who wish to remain in the sector to increase.  Because off-farm activities 
are often associated with agriculture, it would probably increase availability of inputs, 
advisory services, marketing, storage and processing facilities and thus remove current 
sources of inefficiencies.   
 
Unfortunately, it is much easier to state the above objectives than achieve them.  Simple 
models that would successfully achieve those objectives have proved elusive in developed 
and developing countries alike.  Still, a large number of carefully tailored interventions can 
make a difference.  Investigating what would be a set of appropriate policy measures for rural 
Armenia is therefore a high priority.   
 
The analysis presented in this chapter indicates one factor that appears to be associated with 
increased levels of off-farm income: the association with a productive agricultural household.  
Households that produce net agricultural output above subsistence levels have three times 
more income from self-employment than the below-subsistence farmers.  This may be 
because the self-employment activities are related to agricultural production.  Therefore, 
efforts to promote a dynamic agricultural sector are likely to have synergistic effects with 
those to promote off-farm employment.   
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4.4.2 Reduce dependence on agriculture: land consolidation  
 
Land consolidation to increase the overall size of land holdings of those rural households that 
wish to remain in agriculture is an important long-term policy instrument to lift rural 
households out of poverty.  Policies to promote land consolidation, however, need to be 
approached with caution. If they are too aggressive, they could push large numbers of 
households into poverty. If they are merely voluntary, they may not work, because 
households would be reluctant to sell under the current economic circumstances.   
 
Even those rural households that are not poor and do not depend heavily on agriculture 
generate a large proportion of their consumption from their land.  In most of the cases they 
have only a few alternative sources of income. Clearly, some households would use the 
income generated by the sale of their land to pursue alternative sources of livelihood.  Where 
those alternatives are scarce, however, households that would sell their land might be pushed 
into poverty.   
 
This implies that policies to promote land consolidation may work best if carefully sequenced 
with other income-generating opportunities, in particular those aimed at promoting off-farm 
employment opportunities.       
 
Continuing to lease or sell state-owned arable or pasture land does appear to be an 
appropriate policy.  The sale of grazing land, however, should be approached with caution.  
Communal grazing land provides an important safety-net for the poor and should remain in 
public hands. Indeed, national and/or local governments would do well to consider 
investments to make the grazing land more productive.   
 
4.4.3 Improve the productivity of agriculture: increase access to agricultural inputs, markets 
and technology  
 
Lack of storage, processing and transport facilities in rural areas appears to be a major 
constraint for rural household to generate more income from their agricultural production.  
Policies that would relieve this bottleneck could have a major, although short term, positive 
impact on rural economy and poverty.   
 
Policies to increase access to agricultural information and technologies are important for the 
increase in agricultural productivity.  The above-subsistence farmers appear to make more 
use of inputs and equipment and to be more integrated into the agricultural markets.  Current 
policies to improve extension services appear to be a good start and increasing their coverage 
out of the regional (marz) capitals is likely to have a positive impact on agricultural 
production and on rural poverty.   
 
4.4.4 Improve the productivity of agriculture: irrigation  
 
Making irrigation services more reliable is vital for reducing rural poverty, as it has a great 
impact on productivity. The Government’s policy is to rehabilitate irrigation schemes 
accompanied by an increase in the price users pay for irrigation water.  Our analysis indicates 
that this is an appropriate strategy for poverty reduction, as long as the fee increases are 
coupled with improved quality of services.  In order for the farmers to generate sufficient 
revenues from farming, the investments and associated fee increases should take place in the 
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areas with the highest crop potential.  Farmers in areas less suitable for an irrigated crop 
production should specialize in livestock or other products. 
 
Households appear to be willing and able to pay more for more reliable irrigation water. The 
estimates based on the ILCS indicate that only about one percent of the non-poor households 
that currently use irrigation would be pushed into poverty by a 10 percent increase in the 
price of irrigation water.  In reality, an increase closer to 100 percent is estimated as 
necessary and, therefore, it would have to be phased in carefully.   
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V.  Demographics, migration and labor market  
While economic growth has been vigorous since the economic turnaround in 1994, the 
employment content of growth has been modest.  This is reflected in low labor force 
participation and increasing unemployment, especially in rural areas, where structural 
deficiencies have made households particularly vulnerable to external shocks. Urban areas 
have fared somewhat better, particularly Yerevan.  One outcome of demand deficient labor 
market has been migration: there are significant labor movements both inside the country 
and abroad.  
 
5.1 Demographic and migration trends   
 
The Armenian population has declined as people have sought work abroad, essentially in 
Russia, and as the fertility rate has dropped to a low 1.1 child per woman.  Internal 
migration is also significant, as people seek better job opportunities.  Internal migration is 
mainly a risk management strategy of poor households, while migration abroad is more 
frequently used by members of more affluent households.  It is estimated that in 2001, 22 
percent of the population lived in households with permanently absent members.      
 
The population of Armenia has declined throughout the 1990s as a result of migration abroad 
and falling fertility rates.  The latest population census, conducted in October 200164, found 
that the population was 3.2 million, of which more than 200,000 were temporarily absent.  
Most of the population (65 percent) lives in urban areas, mainly Yerevan (1.1 million).  The 
2001 census population differs from the official population projections that have been based 
on the 1989 census, which forecast a population of more than 3.8 million people in 2001.  
The difference can be explained by high levels of migration abroad in the early 1990s.65 In 
addition, Armenia experienced a significant decline in fertility to 1.1 children per women 
(UNICEF, 2002), reflecting worsening economic conditions, as well as out-migration of 
child-bearing age adults.   
 
Migration – within Armenia as well as abroad, mainly to Russia – has been a key coping 
strategy of households when faced with poverty and in the absence of sufficient labor market 
opportunities. Evidence from ILCS 2001 shows how prevalent migration has become for 
Armenians: 22 percent of the population lives in households with permanently absent 
members.  Migration is more common in rural areas and urban areas outside Yerevan, where 
23 percent of the population lives in households with absent members; in Yerevan, this 
number is 18 percent.  Armenians are continuing to leave the country, although at a slower 
pace than in the first half of the 1990s: in 2001, about 6 percent of individuals were reported 
as absent; among the working age population – those between 24 and 50 years of age – the 
share of absent individuals rises to 8 percent, underscoring the economic motivations that 
drive migration.    
 

64 This report does not discuss the demographic situation and trends in detail, because data from the October 
2001 Census have not been made publicly available yet.  So far, the SDS announced preliminary estimates of 
the total population.   
65 Official estimates indicated a net decline of only 94,200 people between 1992 and 2000.  However, the data 
on net air passenger movements indicate 644,000 people, a number much closer to the actual population gap. 
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Almost 58 percent of absent 
household members left in the 
year prior to the Survey, 
indicating that migration is a 
persistent and important 
phenomenon in Armenia.66 In 
fact, net air passenger 
transportation movements (a lower 
bound for net emigration) suggest 
that after the high out-migration 
levels of the early 1990s (more 
than one hundred thousand per 
year), net migration is slightly 
more than 20,000 per year (NSS, 

2002).  
 
About 40 percent of migrants in 2001 moved within the country.  A significant fraction of 
them were from the poorest households: 34 percent belonged to households in the poorest 
quintile, and this pattern is clearer in urban areas (excluding Yerevan).  Moreover, the 
migrants were typically young individuals between 18 and 20 years of age.  Most of the 
migration seems to be into- and out of neighboring “other” (non-Yerevan) urban areas.  There 
is less rural-urban migration, and such migration is usually to close-by cities other than 
Yerevan.  Over half of migrants from Yerevan go to other urban areas (table III.B.1 in Annex 
III.B).  However, these findings should be interpreted with caution and more as anecdotal 
evidence, because of the low survey frequency.  
 
5.2 Labor market developments  
 
Job creation has lagged significantly behind economic growth in Armenia since the economic 
turnaround in 1994 and the Armenian labor market is characterized by high and rising 
unemployment and low participation.  The trends do hide some recent improvements in the 
labor market situation, primarily in Yerevan, and to a lesser extent in other urban areas.  
These trends are initial signs of the impact of new Government policies aiming at expanding 
the economic base and promoting more labor intensive investments.  Performance has been 
weakest in rural areas, where structural deficiencies make many rural dwellers particularly 
susceptible to economic shocks.     
 
Widespread poverty in the population is driven by low demand for labor, which translates 
into high unemployment and low wages.  According to the ILCS 2001, the labor market 
participation rate was a low 59 percent and had barely changed since 1999.  An already high 
unemployment rate had increased further: from 24.4 percent in 1999 to 30.7 percent in 
2001.67 The number of the employed dropped by 12 percent in the same period.  Among 

66 About three quarters left since 1999.  The pattern of temporary or return migration cannot be examined due to 
lack of information on returnees. Hence, the net migration (out migration - returnees) cannot be assessed. 
67 Labor market indicators are calculated following ILO definitions.  The participation rate is calculated as the 
total labor force divided by a working age population (population over 16).  The unemployment rate is the total 
number of the unemployed divided by the total labor force.  The total number of unemployed covers individuals 
who did not work in the reference period (week of the Survey), actively searched for a job and were willing to 
start working if someone offered them a job.  These unemployment and participation rates are estimated from 
the ILCS 2001.  They are averages for the entire Survey period.  For estimates of participation and 

Armenia net air passenger movement

0

50

100

150

200

250

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

T
ho

us
an

d
of

ne
td

ep
ar

tu
re

s



100

labor market participants, the unemployed continue to have the highest incidence, depth and 
severity of poverty.  The negative labor market developments mostly reflect the effects of a 
depressed rural labor market; in urban areas, and especially in Yerevan, participation rates 
have increased and unemployment rates decreased.  These developments reflect the favorable 
impact of recent Government policies that are broadening the economic base and facilitating 
private sector development.  
 
5.2.1 Official labor market statistics  
 
Despite significant economic growth since 1994, employment has been slow to respond and 
shows a downward trend throughout the 1994-2001 period (Figure 5.2).  With a low 
employment content of GDP, unemployment has remained high.   
 
Major structural changes in registered employment occurred in the mid 1990s, with a sharp 
rise in employment in agriculture (Figure 5.3).  Labor shedding from the state sector was 
underway, and rural land privatization allowed the rural sector to absorb laid-off workers, 
albeit inadequately: in most cases, plots given to workers were insufficient to maintain 
families even at subsistence, and often the workers had little farming experience.  Altogether, 
some 50 percent of laid-off workers were absorbed into agriculture.  As labor shedding 
continued through the latter part of the 1990s, an already saturated agricultural sector could 
no longer absorb the surplus labor that was being released, and the new private sector was not 
able to expand fast enough to compensate for the job losses in the state sector.   The transition 
resulted in significant un- and underemployment.   
 

Figure 5.2:  Armenia: Real GDP and employment 1990-2001 (1990=100) 
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In the period after 1999, positive changes have begun to appear, as the Government’s efforts 
to expand the investment climate and broaden the base for economic growth have begun to 
bite.  The employment content of GDP has increased as a result of more rapid growth in labor 
intensive sectors, especially construction and trade, which have created more employment 
opportunities.  The improved situation has not, however, extended to the rural population, 
and rural unemployment has almost doubled since 1999.   

unemployment rates from ILCS 1998/99 and 2001, and LFS 2001 (including quarterly rates), see tables III.A.1 
and III.A.2 in Annex III.A.  
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Figure 5.3: Armenia: Employment by sectors 1990-2001 (in 000) 
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The official unemployment rate in Armenia, based on the number of the unemployed 
registered by the National Employment Service, is relatively low.  According to Labor Force 
Survey (LFS) data for 2001, registered unemployed accounted only for 18 percent of the total 
number of unemployed.  Incentives for registration are practically non-existent: only workers 
laid off due to retrenchment in state enterprises and having at least one year of working 
history qualify for cash benefits; employment services related to registration, such as job 
search assistance, are not well developed.  Hence, the unemployment rate using the LFS data 
for 2001, according to the ILO definition, is almost three times higher than the official 
unemployment rate.      
 

Table 5.1. Armenia: Labor resources, official data (in thousand people or percentages) 
 1995 1996 1997 1998 1999 2000 2001 
Labor resources, total 2,133 2,154 2,173 2,251 2,288 2,357 2,357
Economically active population 1,582 1,584 1,538 1,476 1,462 1,447 1,427
% of labor resources  74.2% 73.5% 70.8% 65.6% 63.9% 61.4% 60.5%
Growth rate  0.1% -2.9% -4.0% -0.9%-1.0% -1.4%

Employed 1,476 1,436 1,373 1,335 1,298 1,278 1,265
- industry 303 255 229 209 195 183 170 

 - agriculture and forestry 552 586 567 568 562 556 570 
 - transport and communication 53 48 49 51 48 48 44 
 - construction 76 68 60 57 54 53 41 
 - trade and public catering 100 110 116 113 109 108 111 
 - other services 392 368 351 340 330 336 329 
Private sector 721 860 846 916 931 931 942 
Non-private sector 755 576 527 421 367 347 323 
 Employment rate (% of labor resources) 69.2% 66.7%63.2% 59.3% 56.7% 54.2% 53.7%
Registered unemployed 106 148 166 139 164 170 147 
 Unemployment rate (% of active population) 6.7% 9.3% 10.8% 9.4% 11.2%11.7% 10.3%
Source: Statistical Yearbook of Armenia 2001; Social and Economic State of RA for January-December of 2001. 

Data on registered employment also differs depending on the data source.  NSS data set the 
total number of registered employed persons at 1.27 million in 2001 (Table 5.1).  The State 
Social Insurance Fund (SSIF) reported that the total number of registered employed in early 
2003, excluding farmers, was 0.47 million.  When those employed in agriculture according to 
official data are included, the SSIF number would rise to one million, i.e. the NSS would 
appear to overestimate registered employment by about 225,000 individuals.  However, the 
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official NSS estimates of the number of people employed in agriculture are based on indirect 
and outdated sources and should be used with caution (Yemtsov, 2001).  Drawing on the LFS 
for 2001, the total number of employed is estimated to 1,2 million.  The estimate on 
employment in agriculture in the report is only tentative, as the LFS does not contain 
information on the sector of employment (only information on the place of work).        
 
5.2.2 Survey based information on labor market in Armenia 
 
(i) Labor force participation and unemployment  
 
Participation rates have increased in urban areas, especially in Yerevan, while they fell 
somewhat in rural areas.  Increased participation rate by young people and older workers 
raised participation in urban areas, while withdrawal from the rural labor market was mostly 
from the 26 to 50 group.  There are notable differences in participation rates between men 
and women, with male participation over a third higher in 1999 and 50 percent higher in 
2001.  Unemployment rate dropped in urban areas and increased in rural areas.  The rural 
poor in particular saw their participation rates drop and unemployment rates increase 
dramatically.  Distinctions between poor and non-poor are significant both in terms of levels 
of participation and unemployment.    
 
This section examines labor market patterns in Armenia using the LFS for 2001.68 Although 
participation rates appear stable, regional shifts occurred between 1999 and 2001 (Table 5.2).  
Participation rates increased in urban areas, particularly in Yerevan, and decreased in rural 
areas.  This estimates are in line with the observed regional movements in participation rates 
using the ILCS for 1999 and 2001.   
 

Table 5.2: Armenia: Participation rates by age groups and regions 1999-2001, in % 
Age groups 1999 ILCS 2001 LFS 
Total 59.3 59.2 
16-25 37.5 41.6 
26-50 77.3 70.0 
51+ 45.1 50.7 
Urban 51.2 58.2 
16-25 31.1 39.0 
26-50 70.2 71.3 
51+ 34.6 46.5 
Yerevan 50.3 60.9 
16-25 28.8 43.5 
26-50 70.5 72.1 
51+ 35.2 52.2 
Other urban 52.2 56.0 
16-25 33.5 35.6 
26-50 70.0 70.7 
51+ 33.8 40.7 
Rural 71.3 61.4 
16-25 46.9 47.4 
26-50 87.3 67.3 
51+ 61.5 60.6 

Source: ICLS 1998/99 (Q2 and Q4) and LFS 2001 (Q2 and Q4). 

 

68 ILSC 1998/99 includes a labor market module.  That module was removed from the ILCS 2001, and a labor 
force survey was introduced instead.  Hence, this section uses the LFS data for 2001 given very limited 
information on this issue in the 2001 ILCS. The LFS data refers to the second and fourth quarter of 2001. See 
Annex III.B for a discussion on the comparability of labor market statistics between LFS and ILCS.   
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Looking across age categories, the increase in participation rates in urban areas is primarily 
the result of increased participation of the young (16 to 25) and those over 50 years of age, 
particularly in Yerevan. The drop in participation rates in rural areas by 14 percent is mainly 
explained by a decrease in the participation of people 26 to 50.  They may have found work 
in agriculture (cultivation of plots) unattractive due to decreased profitability, and/or faced 
difficulties in finding employment in either farm or non-farm sectors due to limited job 
creation in these sectors. 
 
There are significant gender differences in participation rates.  The participation rate of men 
exceeded that of women by over a third in 1999 and by over half in 2001 (Table 5.3).  
Looking across the regions, female participation increased in urban areas (although less than 
that of males), while dropped significantly in rural areas (more than in the case of men).            
 

Table 5.3: Armenia: Participation rates by gender and regions 1999-2001, in % 
Age groups 1999 ILCS 2001 LFS 
Total 59.3 59.2 
Males 69.2 73.2 
Females 51.1 48.2 
Urban 51.2 58.2 
Males 62.2 73.5 
Females 42.4 46.8 
Yerevan 50.3 60.9 
Males 61.5 74.9 
Females 41.6 49.6 
Other urban 52.2 56.0 
Males 63.1 72.2 
Females 43.3 44.6 
Rural 71.3 61.4 
Males 78.6 72.7 
Females 64.6 51.6 

Source: ICLS 1998/99 (Q2 and Q4) and LFS 2001 (Q2 and Q4). 

 
The unemployment rate increased considerably between 1999 and 2001 (Table 5.4). The 
unchanged participation rate and increased unemployment rate reflect a reduction in 
employment.  In 2001, about 3 out of 10 active individuals were unemployed. Young people, 
mostly new labor market entrants, experienced the highest unemployment rates.   
 

Table 5.4: Armenia: Unemployment rates by age groups and regions 1999-2001, in % 
Age groups 1999 ILCS 2001 LFS 
Total 23.0 32.2 
16-25 38.4 58.6 
26-50 23.2 29.6 
51+ 12.3 19.6 
Urban 40.0 36.5 
16-25 67.4 62.5 
26-50 38.4 33.4 
51+ 26.0 26.4 
Yerevan 40.8 32.4 
16-25 64.2 57.3 
26-50 41.5 30.3 
51+ 25.0 21.2 
Other urban 39.1 40.2 
16-25 70.3 67.3 
26-50 35.4 35.9 
51+ 27.3 33.1 
Rural 5.1 23.4 
16-25 10.3 51.7 
26-50 5.7 21.1 
51+ 0.3 7.4 

Source: ICLS 1998/99 (Q2 and Q4) and LFS 2001 (Q2 and Q4). 
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Reflecting trends in participation rates across regions, the unemployment rate dropped in 
urban areas, particularly in Yerevan, and increased considerably in rural areas.  As the 
unemployed face the highest risk of poverty, a large increase in the number of unemployed 
can be expected to have a strong impact on rural poverty.  In urban areas, the unemployment 
rate for participants age 26 to 50 decreased the most, especially in Yerevan, while all age 
groups in rural areas faced considerably higher unemployment rates.  The difficult situation 
in rural areas reflects a number of factors: low on-farm productivity due to small size of plots, 
squeezed farm incomes from falling producer prices and rising input prices, the effects of 
inclement weather conditions in 1999 and 2000, and the absence of viable off-farm activities.  
Smallholders and agricultural workers, many of whom previously were victims of the labor 
shedding in state enterprises, are particularly vulnerable to these factors, and they quickly fall 
into the ranks of the unemployed and poor.       
 
The overall unemployment rate increased for both gender groups, which was mainly 
attributable to considerable rise in rural unemployment rate for both males and females 
(Table 5.5). The increased gender differences in participation hide regional differences. 
While female participation increased in urban areas (although less than that of males) it 
dropped significantly in rural areas (and more than that of males).               

Table 5.5: Armenia: Unemployment rates by gender and regions 1999-2001, in % 
 1999 ILCS 2001 LFS 
Age groups   
Total 23.0 32.2 
Males 23.8 32.3 
Females 22.1 32.1 
Urban 40.0 36.5 
Males 40.9 35.2 
Females 38.9 37.9 
Yerevan 40.8 32.4 
Males 39.7 30.1 
Females 42.1 35.2 
Other urban 39.1 40.2 
Males 42.1 40.0 
Females 35.5 40.3 
Rural 5.1 23.4 
Males 5.2 26.5 
Females 5.1 19.8 

Source: ICLS 1998/99 (Q2 and Q4) and LFS 2001 (Q2 and Q4). 

 
Table 5.6 shows participation rates and unemployment rates by consumption quintiles.  The 
increase in participation rates in urban areas between 1999 and 2001 was more pronounced 
for poor than for the richest.  In contrast, reduction in participation rates in rural areas was 
more pronounced for poor than for the richest households.  Consequently, unemployment 
rates by consumption quintiles show that poor households in urban areas faced better labor 
market conditions in 2001 than three years before, while rural poor households experienced 
worse labor market opportunities (Table 5.6). The results indicate that poor households in 
urban areas benefited from positive changes in the labor market, which resulted in 
considerable reduction in urban poverty (by 21 percent) over the period 1999-2001. In 
contrast, poor households in rural areas were more affected by unfavorable changes in the 
labor market, so that rural poverty has not dropped, but has even slightly increased (by 3.9 
percent).  The changed structure in poverty reflects diverging trends in the urban and rural 
labor markets.    
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Table 5.6: Armenia: Labor force participation and unemployment rates by quintiles in 1998/99 and 2001, % 
 Total Urban Yerevan Other urban Rural 

Participation rates 
1998/99      
Poorest 53.0 47.9 49.9 45.9 68.1 
2 55.5 48.4 46.8 49.9 67.8 
3 61.8 52.9 48.1 57.9 73.1 
4 63.2 52.0 49.0 55.1 74.3 
5 65.3 59.1 58.6 60.0 71.5 
Total 59.3 51.2 50.3 52.2 71.3 
2001      
Poorest 55.1 55.0 56.9 53.7 55.6 
2 55.8 55.5 61.3 51.2 56.5 
3 59.0 56.6 59.4 54.5 63.1 
4 62.6 60.0 63.7 57.5 69.3 
5 64.0 64.1 62.6 66.5 63.8 
Total 59.2 58.2 60.9 56.0 61.4 

Unemployment rates 
1998/99      
Poorest 43.4 60.0 58.9 61.1 9.2 
2 26.7 44.2 47.7 40.9 5.3 
3 17.4 32.3 33.6 31.3 3.8 
4 14.4 28.4 30.7 26.1 4.8 
5 13.1 23.6 24.9 21.6 4.3 
Total 23.0 40.0 40.8 39.1 5.1 
2001      
Poorest 53.3 56.2 49.1 61.1 45.0 
2 36.2 41.3 39.0 43.4 27.2 
3 31.6 36.4 33.3 38.8 24.4 
4 23.2 27.1 26.8 27.3 14.5 
5 19.5 23.2 20.6 27.1 10.5 
Total 32.2 36.5 32.4 40.2 23.4 
Source: ICLS 1998/99 (Q2 and Q4) and LFS 2001 (Q2 and Q4). 

Table 5.7 shows the composition of labor force participants in 1999 and 2001. Although the 
participation rate remained unchanged, significant differences among the active population is 
evident.  The total number of unemployed increased by over one third (39 percent), while 
employment decreased by 12 percent, primarily due to reduced number of self-employed, 
especially in agriculture.  

 
Table 5.7: Armenia: Composition of working age population (over 16) by regions in 1998/99 and 2001, in % 

 Total Urban Yerevan Other urban Rural 
1998/99  
Non-participants 40.7 48.8 49.7 47.8 28.7 
Unemployed 13.7 20.5 20.5 20.4 3.7 
Salaried workers 20.0 25.4 26.9 23.8 12.1 
Self-employed 25.1 4.5 2.1 7.0 55.3 
Other employment 0.6 0.9 0.8 1.0 0.2 
2001  
Non-participants 40.8 41.8 39.1 44.0 38.6 
Unemployed 19.1 21.2 19.7 22.5 14.4 
Salaried workers 27.4 29.6 32.0 27.6 22.5 
Self-employed 11.6 7.1 8.9 5.6 20.8 
Other employment 1.4 0.3 0.3 0.3 3.7 
Source: ICLS 1998/99 (Q2 and Q4) and LFS 2001 (Q2 and Q4). 

 
Table 5.8 provides a detailed picture of labor force participants in 2001.  The estimates 
indicate that a significant proportion of jobs (40 percent) are informal sector jobs.  Informal 
sector activity is a major risk management strategy for Armenian households.  The most 
common types of informal activities in Armenia are self-employment in trade and other 
services, subsistence farming and second jobs (see discussion below on informal labor 
market). 
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Table 5.8: Armenia: Labor force participation by regions in 2001, in % 

 Total Urban Yerevan Other urban Rural 
Population over 16  
Unemployed 19.1 21.2 19.7 22.5 14.4 
Salaried worker 27.4 29.6 32.0 27.6 22.5 
Self-employed 11.4 7.1 8.9 5.6 20.8 
Other employment 1.4 0.3 0.3 0.3 3.7 
Discourage workers 1.9 2.2 2.0 2.5 1.2 
Pensioners 9.8 11.1 10.7 11.4 6.8 
Students 6.7 7.1 7.5 6.8 6.0 
Other non-part. 22.4 21.4 18.9 23.4 24.7 
Total 100.0 100.0 100.0 100.0 100.0 
Labor market participants  
Unemployed 32.2 36.5 32.4 40.2 23.4 
Salaried worker 46.2 50.8 52.5 49.3 36.6 
Self-employed 19.2 12.2 14.7 10.0 33.9 
Other employment 2.3 0.5 0.4 0.5 6.1 
Total 100.0 100.0 100.0 100.0 100.0 
Employment  
Formal employment 59.9 69.3 64.6 74.0 43.7 
Informal employment 40.1 30.7 35.4 26.0 56.3 
Total 100.0 100.0 100.0 100.0 100.0 

Source: LFS 2001 (Q2 and Q4). 
 
(ii) Characteristics of the unemployed 
 
While the poor mostly have low educational achievement, a relatively high number of persons 
with higher education are also poor, perhaps reflecting skills mismatches in the changing 
economic environment.  Overall, the duration of unemployment is increasing, and the number 
of long-term unemployed is rising.  
 
The main characteristics of the unemployed in 2001 are presented in Table 5.9.  There were 
no major changes in comparison to 1999 (Table III.B.2 in the Annex III.B).  About 76 
percent of the unemployed lived in urban areas, of which 42 percent in Yerevan.  There do 
not appear to be significant gender differences, although more males appear to be 
unemployed in rural areas.  A relatively large share of highly educated persons is 
unemployed, particularly in Yerevan (31 percent).  There was also relatively high proportion 
of young among the unemployed, particularly in rural areas (31 percent).  Almost half of the 
unemployed are new labor market entrants (46 percent).  In fact, the annual number of new 
entrants is about 40,000 - a number which exceeds the absorptive capacity of the Armenian 
labor market.   
 
Unemployment in Armenia is predominantly long-term in nature, although there may be 
some structural elements.  Over half of the unemployed have been looking for a job for over a 
year.  Such long-term unemployment was highest in urban areas outside Yerevan, where 
almost two thirds of the unemployed have been seeking a job for over a year.  The structure 
of the long-term unemployed by gender and education is very similar to the structure of all 
unemployed.  The differences only appear by age groups with less youth and more middle 
age individuals being long-term unemployed compared to the overall number of unemployed.  
Structural aspects of unemployment may be indicated by the relatively high number of 
individuals with higher education that are unemployed, for instance 31 percent of all the 
unemployed in Yerevan.  This could reflect that there are quite a number of people whose 
academic qualifications make them unsuitable for the needs of the current economy.    
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Table 5.9: Armenia: Characteristics of the unemployed in 2001 (total unemployed =100%) 
 Total Urban Yerevan Other urban Rural 

Male 54.5 52.2 51.1 53.0 61.7 

Schooling   

Primary  1.2 0.6 0.5 0.7 3.1 

Incomplete Secondary 7.6 6.5 5.9 7.0 11.1 

Complete Secondary 46.4 43.6 34.8 50.0 55.6 

Complete Technical 26.7 28.7 28.1 29.1 20.4 

Higher Education 18.1 20.7 30.8 13.3 9.9 

Age  

16-18 3.9 2.9 2.3 3.3 7.4 

 19-25 24.8 22.9 24.4 21.9 30.9 

 26-35 20.4 20.3 19.0 21.2 21.0 

 36-45 28.6 29.6 29.9 29.5 25.3 

 46-55 15.5 16.8 15.8 17.6 11.1 

 55+ 6.7 7.5 8.6 6.6 4.3 

Unemployment spells  

Less than 1 month 3.2 3 6.3 1.0 3.1 

1-3 months 6.9 6.9 6.3 7.3 6.8 

4-6 months 9.8 10.9 15.4 7.6 6.2 

7-12 months 22.3 20.8 22.6 19.5 27.2 

Over 1 year 57.7 57.9 49.3 64.2 56.8 
Source: LFS 2001 (Q2 and Q4). 

 
(iii) Informal labor markets 
 
The informal labor market accounts for some 40 to 45 percent of employment, mainly 
reflecting the scarcity of formal sector jobs.  Self-employment accounts for the bulk of 
employment in the informal sector, especially subsistence agriculture, which is over 70 
percent of rural informal activity.  A significant number of persons with higher education 
engage in informal activity, and there is little difference in participation in the informal labor 
market between the lowest and highest quintile. 
 
The Armenian labor market is characterized by a great deal of informal activity, driven by the 
relative absence of remunerative formal sector jobs.  According to the ILCS 2001 estimates, 
informal employment made up 40 percent of overall employment in Armenia.  This result 
confirms recent empirical work (World Bank, 2003), which estimated that the Armenian 
informal sector accounts for some 45 percent69 of all jobs in the country, one of the highest 
informal employment rates in the CEE and the CIS (Table 5.10).       
 

Table 5.10: A Comparison of informal employment rates (%) 
Country 
 

World Bank  
Study 

Schneider 

Armenia 45.4 40.3 
Azerbaijan 38.1 50.7 
Georgia 41.5 53.2 
Kyrgyz Republic 59.2 29.4 
Moldova 31.1 35.1 
Uzbekistan 39.8 33.2 
Source: World Bank, 2003 and Schneider, 2002. 

69 The estimate of 45 percent is based on ILCS 1998/99.  The definition of the informal sector varies between 
the 1998/99 and 2001 ILCS, due to data limitations.  Hence, comparisons of informal employment between the 
two surveys should be treated only as rough guidance.  
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Table 5.11 presents estimates of the composition of formal and informal employment in 
Armenia based on the LFS for 2001.  The definition of informal employment covers: (1) 
employees with no written contract; and (2) the self-employed (and other employment 
categories) who reported that their activity was not registered.70 According to estimates, the 
self-employed accounted for the bulk of informal employment (63.7 percent).  About 9 out of 
10 self-employed were engaged in informal activity.  According to data from the State Social 
Insurance Fund, only 20 percent of the self-employed actually paid social insurance 
contributions in early 2003.  In formal employment, salaried workers represented the largest 
category of workers (94 percent).  Of them, 21 percent participated in informal economic 
activity.  The State Social Insurance Fund reports that social security contributions were not 
paid for about 14 percent of registered employees.   
 
Subsistence agriculture accounts for around one fourth of total informal employment, and it is 
much more prevalent in rural (47 percent) than in urban areas (5 percent).  Hence, informal 
self-employment is concentrated most in rural areas (72.5 percent), due to the sizeable 
agricultural component in the informal activity of the self-employed.  
 

Table 5.11: Armenia: Composition of formal and informal employment by regions in 2001, in % 
 Total Urban Yerevan Other urban Rural 

Formal employment 100.0 100.0 100.0 100.0 100.0 

Employees 94.3 96.2 96.3 96.1 89.2 

Self-employed 4.8 3.6 3.4 3.9 7.8 

Other employment 0.9 0.2 0.3 0.0 3.0 

Informal employment 100.0 100.0 100.0 100.0 100.0 

Employees 29.2 43.6 43.6 43.6 15.8 

Self-employed 63.7 54.3 55.2 53.0 72.5 

Other employment 7.1 2.1 1.2 3.4 11.7 

 

Secondary job rate1 6.2 3.8 5.0 2.7 13.0 
Source: LFS 2001 (Q2 and Q4). 
Notes: Informal employment covers employees with no written contract and self-employed (and other employment 
categories) activity was not registered. 
1The second job rate is the percent of employees who hold second job. 

The incidence of second jobs (“moonlighting”) is a coping strategy adopted by employees in 
times of hardship and uncertainty.71 Moonlighting is relatively infrequent in Armenia, 
particularly in urban areas, but comparable to most other CIS-7 countries (World Bank, 
2003). The secondary job rate in Armenia dropped from 13 percent in 1999 to 6 percent in 
2001, which could be partly explained by increased real wages and decreased secondary jobs 
in education (part-time positions). 
 

Table 5.12: Armenia: Formal and informal employment in 2001 by consumption quintiles, in % 
 Formal Informal Total 
Poorest 64.2 35.8 100.0 
2 55.9 44.1 100.0 
3 51.9 48.1 100.0 
4 63.0 37.0 100.0 
5 64.1 35.9 100.0 
Average 59.9 40.1 100.0 

Source: LFS 2001 (Q2 and Q4). 

 

70 Only self-employed (and other employment categories) were asked question about the registration of their 
activity. Therefore, we could not use this criterion to distinguish between formal and informal employees.  
71 The second job rate is defined as percent of employees who hold second job. 



109

Table 5.12 examines formal and informal employment by consumption quintiles.  
Engagement in informal activity appears equal at the bottom and at the top end of 
consumption distribution, and slightly lower relative to the sample average. Informal 
employment in the second and third consumption quintile is relatively higher than the sample 
average.  This indicates that extremely poor are relatively less represented in the informal 
sector, while poor individuals (excluding extremely poor) are relatively more represented.  It 
may be important to emphasize that in most CIS-7 countries engagement in informal activity 
is associated with concentration in the poorest quintile and considerably decreased moving 
from the poor to the better-off (World Bank, 2003). Armenia appears to be the country where 
informal employment is equally widespread among the poor and better-off households. This 
feature of Armenian informal labor market is driven by a large fraction of self-employed who 
were less concentrated in low-paid occupations than in a highly paid professional positions 
(see section 2.4).   
 

Table 5.13: Armenia: Formal and informal employment in 2001 by educational level (%) 
Education Formal 

employment 
Informal 

employment 
Total 

employment 
Primary  0.7 2.8 1.5 
Incomplete Secondary 3.4 8.7 5.5 
Complete Secondary 21.0 43.4 30.0 
Complete Technical 35.5 31.1 33.8 
Higher Education 39.4 14.0 29.2 
Total 100.0 100.0 100.0 

Source: LFS 2001 (Q2 and Q4). 

 
A significant share of highly educated individuals (with technical and higher educational 
levels) are engaged in the informal activity (table 5.13).  Almost half of the informal workers 
are highly educated.  A similar pattern is also observed for informal workers in Georgia 
(Bernabe, 2002), while in most transitional countries in Eastern Europe the majority of 
informal workers are poorly educated.  The large share of highly educated informal workers 
reflects the overall high educational level of the Armenian population (see table III.B.3 and 
III.B.4 in Annex III.B), but it is also driven by scarcity of jobs for highly educated individuals 
in formal sector (see table 5.9).  The evidence that skilled workers are at a disadvantage in the 
informal sector is mixed.  For instance, Reilly and Krsti� (2003) note significant wage returns 
to secondary and higher education for second-job holders in FR Yugoslavia.   
 
5.2.3 Conclusions 
 
Although Armenia has made significant progress in implementing structural reforms, it is 
important that it continues to pursue policies that foster inclusive economic growth.  These 
policies are varied and include ones that encourage completion of the privatization process 
and enterprise restructuring, and those that inject a greater degree of flexibility into the labor 
market—which allows the labor market to adjust smoothly to changing economic conditions 
and external shocks.  The regulatory framework needs simplification to ensure that the 
benefits to enterprises of formalization outweigh the costs of working within the rules of the 
formal economy.  Related bureaucratic regulations that impede the development of small-
scale enterprises should be minimized.  Policies that create a macroeconomic environment 
conducive to the development of the new private sector in the formal economy will also 
influence integration of the informal into the formal economy.72 The emphasis should be on 

72 There is an empirical evidence in transitional countries which suggests that in the countries in which the 
private sector grew faster, the spreading of the informal economy was slower and vice versa (see Lacko, 2000).  
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small-scale businesses in the non-agricultural sector and these may be concentrated in the 
services sector.   
 
A large informal sector in Armenia has several important policy implications. First, the 
informalization of the labor market causes loss of public revenues.  Second, a large informal 
sector might cause distortions in the main economic indicators such as GDP, employment, 
unemployment, etc., with considerable implications for policy making decisions.  Third, as 
informal employment has developed into an important coping strategy for poor households, 
income targeting for the purposes of social assistance may become relatively difficult.  
Fourth, a large number of highly educated workers were engaged in low-skilled informal 
activities, which might erode their skills and undermine their capacity to adjust to the 
demands of a new market-based economy.  This may lead to marginalization and exclusion 
of certain groups of workers. 
 
Given the scale of the informal sector in Armenia, it is important to emphasize the 
importance of reliable data sets that can facilitate a rigorous analysis of informal labor market 
activity.  A major limitation of the analysis of informal economic activity in Armenia is the 
reliance on data sets which were not initially designed for this purpose. Therefore, surveys 
customized to elicit more and better information on both formal and informal economic 
activity would be beneficial.  For the latter, recently conducted pilot studies on the informal 
sector in four rural areas of Tajikistan (De Neubourg, Namazie and Loza, 2002) and the 
informal sector survey undertaken recently in Serbia (Reilly and Krsti�, 2003) represent 
examples of the surveys that could broaden understanding of this phenomenon in Armenia. 
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VI.  Protecting the poor: social protection programs in 
Armenia and their impact on poverty 
 
6.1 Introduction 

Armenia is a low income country with declining, but still high, poverty and extreme poverty 
incidence: 48.3 and 20 percent respectively in 2001.  At such poverty rates, informal safety 
nets in the form of family and community networks are insufficient to help poor families 
adequately cope with economic risk.  In such circumstances, a well-targeted and effective 
public social protection system becomes central to family welfare of the poor.  This chapter 
examines public social protection programs in Armenia and their impact on the poor, and it 
makes recommendations for strengthening programs. 
 
During the 1990s, Armenia made significant efforts to assist the population in managing 
economic hardship.  First, while low, pensions were paid regularly.  Hence, in difference to 
other countries in the region (for instance, Georgia, Kyrgyzstan, and Moldova) Armenia 
avoided accumulating substantial arrears in the payment of pensions.73 Second, in 1999, a 
major reform of the social assistance system was introduced: 26 fragmented, categorically 
targeted cash benefits inherited from the former Soviet Union were consolidated into a single 
targeted family poverty benefit.  The resources allocated to social assistance were increased 
to 2.14 percent of GDP and more than 200,000 families received regular public support in 
1999.  These efforts, as evidenced by the 1998/99 and 2001 ILCS,74 have resulted in social 
transfers becoming an important policy instrument in reducing and alleviating poverty in 
Armenia.     
 
6.2 An overview of the social protection system in Armenia 
 
The current social protection system in Armenia has three main components: 

� social insurance providing old-age, disability and survivor’s pensions, as well as 
sickness, maternity, and unemployment benefits (comprising an unemployment compensation 
benefit and various training programs).  The benefits are funded through mandatory social 
insurance (payroll) contributions and administered by State Social Insurance Fund; 

� various non-contributory, state budget financed social assistance benefits that 
include the family poverty benefit; a one-time cash payment to poor families; a social pension 
for individuals who do not qualify for a labor pension; a one-time cash payment for all 
newborns; a child care allowance for employed mothers until their child reaches age two; and 
public works schemes (including “food for work” type of programs);75 and  

� social care services to certain categories of the population, including medico-
social rehabilitation for veterans and disabled persons, services at home for frail elderly, and 
institutional care for vulnerable individuals, such as children deprived of birth parental care, 

73 By August 1999, Georgia accumulated arrears in pension payment that were equal to one half of the annual 
pension bill.   
74 For 1998/99 results see Armenia Poverty Update, Report No. 24339-AM, World Bank, Washington, D.C. 
2002. 
75 Social assistance programs also include price-discounts for some groups of the population.  Previously 
common and widely spread, they were substantially reduced in 1999 and currently consist of a very few 
privileges mostly for veterans of WW II.   
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children from destitute and/or dysfunctional families, and children and adults with 
disabilities. 

Table 6.1: Armenia: cash social protection programs 1999-2002 (administrative statistics) 
 1999 2000 2001 2002 
Recipients (in 000) 1630.9 1384.7 1306.6 1213.7 

Pensions1 568.2 560.1 551.0 543.6 
Other social insurance benefits2 89.7 76.8 68.0 74.1 
Family poverty benefit3 657.1 667.9 598.6 532.0 
Other social assistance benefits4 315.9 79.9 89.0 64.0 

Resources (in bill of constant drams, 1999=100) 55.28 53.87 56.22 58.13 
Pensions 32.17 34.38 38.27 41.84 

Labor 26.47 26.45 29.13 31.89 
Social 1.93 1.92 1.97 1.91 
Military5 3.77 6.00 7.17 8.03 

Other social insurance benefits 1.87 1.20 1.05 1.58 
Family poverty benefit6 21.10 17.86 16.48 14.36 
Other social assistance benefits7 0.14 0.44 0.43 0.35 

Resources by programs in % (Total=100)  100.0 100.0 100.0 100.0 
Pensions 58.2 63.8 68.1 72.0 

Labor 47.9 49.1 51.8 54.9 
Social 3.5 3.6 3.5 3.3 
Military5 6.8 11.1 12.8 13.8 

Other social insurance benefits 3.4 2.2 1.9 2.7 
Family poverty benefit6 38.1 33.2 29.3 24.7 
Other social assistance benefits7 0.2 0.8 0.8 0.6 

Share in GDP (in %) 5.60 5.18 4.89 4.43 
Pensions 3.26 3.31 3.33 3.19 

Labor 2.68 2.54 2.53 2.43 
Social 0.2 0.18 0.17 0.15 
Military5 0.38 0.58 0.62 0.61 

Other social insurance benefits 0.19 0.12 0.09 0.12 
Family poverty benefit6 2.14 1.72 1.43 1.09 
Other social assistance benefits7 0.01 0.04 0.03 0.03 

Source: Administrative data from the State Social Insurance Fund (SSIF) and Ministry of Social Security (MSS).   
Notes: 1/ Includes labor, social and military pensions.  Retired Army officers not included (data not available).  2/ 
Includes unemployment benefit, maternity leave compensation (under assumption that it lasted on average 140 days) 
and sick-leave compensation (under assumption that average sick-leave was 10 days).  3/ Includes only regular monthly 
family poverty benefit.  4/ Includes one-time social poverty assistance payment, child care allowance and newborn 
allowance.  5/ Includes pensions of soldiers and officers.  6/ Includes resources for the one time poverty assistance. 7/ 
Includes child care allowance and newborn allowance.           

The labor pension and the family poverty benefit are the main cash benefit programs in terms 
of coverage, resources and poverty impact.  Table 6.1 provides summary administrative data 
on all the social protection cash benefit programs in Armenia (for more detailed information 
see Annex VI.B).    
 
Social protection cash benefit programs in Armenia have broad coverage: in 2002, more than 
1.2 million Armenians, or 40 percent of the population, received at least one benefit.  
Coverage has declined over time: from 53 percent of the population in 1999 to 40 percent in 
2002, reflecting improvements in living standards and better targeting of social assistance, 
but also a decrease in resources allocated to and eligibility for the family poverty benefit.    
 
Social protection programs are important as a source of family income, particularly for low 
income families.  According to the 2001 ILCS, they made up 22 percent and 14 percent of the 
income of the two bottom quintiles, respectively.   
 
Resources allocated to social protection have not kept pace with GDP growth.  As a result, 
their share of GDP has declined by some 20 percent over the 1999-2002 period, falling from 
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5.6 percent in 1999 to 4.4 percent in 2002.76 Among the programs, the family poverty benefit 
has experienced the sharpest drop, falling 32 percent in real terms; its share of GDP dropped 
from 2.1 percent in 1999 to 1.1 percent in 2002.  There has been a corresponding drop of 
some 20 percent in the number of beneficiaries.  The budget for 2003 indicates a further 
reduction in the share of the family poverty benefit in GDP – to 0.9 percent.  This policy is 
driven by fiscal constraints and assumes efficiency gains from improved targeting and better 
administration, as well as reduced poverty incidence from economic growth.  Still, in light of 
persistently high levels of poverty and the importance of the benefit for the poor (see below), 
this trend is worrisome.  While spending over 2 percent of GDP on a single family poverty 
benefit may be unreasonable in a low-income country with limited budget resources, 
spending too little may have long term negative consequences for legitimately poor families 
who are denied access to the benefit, such as chronic poverty, social exclusion, anti-social 
behavior, etc.  As far as other transfers are concerned, spending on military pensions has 
increased substantially - 2.1 times in real terms – while the number of beneficiaries has 
remained almost unchanged, reflecting the priority given to this particular group.  Spending 
on labor pensions has increased in real terms as well, but at a much lower rate – 10 percent 
between 1999 and 2002. 
 
6.3 Poverty impact analysis 
 
The poverty impact analysis of social transfers in Armenia is conducted using the 2001 ILCS 
data set.  The analysis focuses on the poverty implications of two major benefit groups – 
pensions and social assistance, with social assistance comprising all non-pension social 
transfers.  Except for the family poverty benefit, other non-pension benefits are small, and the 
number of persons reporting them in the ILCS is low, often not large enough to draw 
statistically significant conclusions.  While other benefits are not explicitly analyzed as to 
their poverty impact, the report in its conclusions offers policy recommendations aimed at 
maximizing the poverty impact of resources spent on minor social protection benefits. 
 
6.3.1 The methodology 
 
The methodology used to evaluate the impact of social transfers (pensions and social 
assistance) on poverty is to compare the observed (“post-social transfers”) poverty 
measurement results to those that would be obtained if such transfers were withdrawn 
overnight.  The procedure is as follows.  Households’ “pre-social transfers” level of 
consumption is calculated by reducing observed consumption by the amount of transfers 
(social assistance benefits or pension income or both).  The “pre-social transfers” poverty 
incidence is then calculated and the population is divided into “pre-social transfers” poor and 
non-poor.  In the case of social assistance, the “pre-social transfers” poor constitute the 
population that should be targeted by social assistance.  In the case of pensions, they indicate 
the number of recipients and their families that eventually rely on pensions to move out of 
poverty.  Since the households have effectively received the social transfers, the initial level 
of consumption per adult equivalent (without any reduction) corresponds to the “post-social 
transfers” consumption.  The difference between the poverty rates that correspond to the 
“pre-social transfers” and the “post-social transfers” levels of consumption gives an estimate 
of the impact of the social transfers on poverty.77 

76 According to the 2003 budget, this negative trend is expected to continue.  
77 The importance of using the concept of “pre – social transfers” consumption can easily be understood on the 
example of perfectly targeted social transfers that eliminate all poverty among given population.  Such a system 
would appear to perform badly if it were analyzed only on the basis of the “post-social transfers” consumption.  
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The survey is not an exact picture of the Armenian population, and “pre-social transfers” and 
“post-social transfers” poverty measurements are calculated with margins of errors.  The 
impact of the transfers on poverty is statistically significant if the confidence intervals around 
the average “pre-social transfers” and “post-social transfers” poverty rates do not overlap. 
 
Finally, several estimates are presented based on assumptions about a household’s ability to 
compensate for income loss due to elimination of social transfers (increasing the number of 
hours worked, leasing or selling assets, taking loans, etc.).  For example, if social transfers 
were eliminated and households were able to compensate 25 percent of the lost income, the 
level of the “pre-transfers” consumption would correspond to the initial level of consumption 
minus 75 percent of the social transfers.  The estimates are done assuming offsets of 0, 25, 50 
and 75 percent of the lost income.  It is likely, however, that reality is much more diverse.  If 
social transfers are eliminated, some households would probably be able to offset only a 
small part of the lost income, while others would be able to replace most of it.  In all the 
cases, it is assumed that households with no working-age adult78 are not able to offset any 
portion of the lost income. 
 
6.3.2 Some caveats related to data on social transfers collected by the 2001 ILCS 
 
There are several issues related to the data on social transfers collected through the ILCS.  As 
regards social assistance, the design of the questionnaire used for the Survey does not reflect 
well the current social protection system in Armenia.  The questionnaire includes three types 
of benefits - child allowances, single mother allowances, and compensatory cash payments; 
all were abolished in 1999 and hence non-existent in 2001.  Still, some households reported 
receiving them, which reflects confusion about the perception of the type of benefits they 
actually receive.  In addition to these benefits, the questionnaire contains two other benefits: 
unemployment compensation and “other benefits”.  The most important component of the 
social assistance system, the family poverty benefit, was not included in the questionnaire as 
a separate benefit category.  The analysis therefore assumes that households may have 
reported this benefit under any one of the other categories in the questionnaire, in particular 
“other benefits”. The amount of social assistance reported under “other benefits” constitutes 
82 percent of the total amount of social assistance reported in the Survey.  This ambiguity 
may explain the observed underreporting of social assistance in the 2001 ILCS data set—see 
Table below.  By contrast, households appear to have reported pension income fairly 
accurately, based on a comparison between official and ILCS data, including the amount of 
pension they were paid in the month of the interview, as well as the amount of arrears.  
However, the questionnaire did not contain any questions on the type of pension received.      
 

In that case, all the benefits would appear to have been received by non-poor “post-social transfers” families, 
when in fact “pre-social transfers” poor would have received all of them. 
78 Men above 14 and below 65, and women above 14 and below 60 
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Table 6.2: Armenia: Social protection—official and 2001 ILCS data 
Total annual budget  In bill of drams Survey in % of 

the official  
Official Survey  

Resources  
Total social protection 57.4 42.8 74.6 

Pensions 39.1 33.1 84.7 
Social assistance 18.3 9.7 53.0 

Family poverty benefit** 16.8 8.3 49.4 
Beneficiaries and benefits    

Number of pensioners* 550976 506599 91.9 
Families receiving social assistance 174800 92400 52.9 
Average pension income per family 5052 5443 107.7 
Average social assistance per family 6900 7740 112.2 

Source: SSIF and MSS for administrative data and 2001 ILCS. 
Notes: * Official statistics on pensioners does not include retired Army officers, while the Survey 
probably captures some of them; hence the Survey capture rate is probably somewhat lower.  ** 
Assumed that family poverty benefit was reported in the category of “other benefits”. 

In addition to inadequacies in the questionnaire, other reasons could underlie the low capture 
of social assistance by the ILCS, including sampling errors and in particular unwillingness of 
recipients to report this particular source of income. 
 
A technical consequence of the reporting differences in pensions and social assistance is that, 
ceteris paribus, pensions, which represent a higher share of households consumption, will 
have an even higher impact on poverty alleviation than otherwise would be the case, i.e. the 
poverty impact of the social assistance could be higher in reality than suggested using the 
Survey evidence.    
 
6.3.3 What is the impact of social transfers on poverty in Armenia? 
 
Empirical evidence from 2001 ILCS suggests that social transfers are an important policy 
instrument for poverty reduction in Armenia. If social transfers were eliminated, incidence of 
poverty and extreme poverty would increase by 6.0 and 7.4 percentage points, respectively.  
Table 6.3 presents estimates of what would happen if households were able to compensate 0, 
25, 50, and 75 percent of eliminated social transfers. 
 

Table 6.3: Armenia: Poverty reduction impact of social transfers 
 Mean Standard 

Error 
95 percent 

Confidence Interval 
Change in poverty incidence 

(percentage points) 
Poverty incidence 

Post-transfers rate 48.3 2.4 43.4 53.2 0.0 
Pre-transfers rates depending on the percent of transfers substituted by other households resources 

75 percent  51.2 2.5 46.2 56.2 +2.9 
50 percent  52.6 2.5 47.6 57.6 +4.3 
25 percent  53.4 2.4 48.5 58.3 +5.1 
0 percent  54.3 2.4 49.5 59.1 +6.0 

Extreme Poverty Incidence 
Post-transfers rate 19.9 1.5 16.9 23.0 0.0 

Pre-transfers rates depending on the percent of transfers substituted by other households resources 
75 percent  22.6 1.6 19.4 25.8 +2.7 
50 percent  24.3 1.7 20.9 27.8 +4.4 
25 percent  26.1 1.7 22.7 29.5 +6.2 
0 percent* 27.4 1.8 23.8 31.0 +7.4 
Source: ILCS 2001 
Note: * pre-transfer poverty rate significantly higher than post-transfer poverty rate. 
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 The elimination of social transfers would not only push non-poor into poverty, but it would 
also increase depth and severity of poverty. 79 Table 6.4 shows how depth and severity of 
poverty would change if social transfers were eliminated and households were able to 
compensate the loss by 0, 25, 50 and 75 percent using other resources.  In all the cases, 
except when households are assumed not to be capable of compensating 75 percent of lost 
social transfers, poverty shortfall and severity of poverty are significantly higher as a result of 
the elimination of social transfers.  In other words, social transfers have a significant poverty 
alleviating effect on households, even if they are not sufficient to lift them out of poverty. 
 

Table 6.4: Armenia: Poverty alleviation impact of social transfers 
 Mean Standard Error 95 percent Confidence Interval Change  

Poverty shortfall (P1/P0) 
Post-transfers shortfall  27.0 0.9 25.3 28.7 0.0 
Pre-transfers poverty shortfall (P1/P0) depending on the percent of the transfers substituted by other households resources 

75 percent  30.0 0.9 28.3 31.8 +3.0 
50 percent* 31.8 0.9 29.9 33.6 +4.7 
25 percent* 33.5 1.0 31.5 35.5 +6.4 
0 percent * 35.2 1.1 33.1 37.3 +8.2 

Severity 
Post-transfers severity 10.7 0.6 9.5 11.8 0.0 

Pre-transfers severity of poverty  depending on the percent of the transfers substituted by other households resources 
75 percent  13.0 0.6 11.7 14.3 +2.4 
50 percent * 14.3 0.7 12.9 15.7 +3.6 
25 percent * 15.7 0.8 14.2 17.3 +5.1 
0 percent * 17.4 0.9 15.6 19.2 +6.7 
Source: ILCS 2001 
Note: * pre-transfer poverty shortfall and severity of poverty significantly higher than post-transfer shortfall and severity of poverty.   

If only pensions are eliminated, the depth and severity of poverty would increase by 3.8 
percentage points (14 percent) and 3.2 percentage points (29.9 percent); in the case of social 
assistance, the increase would be 2.0 percentage points (7 percent) and 1.9 percentage points 
(17 percent), respectively (see tables VI.B.4 and VI.B.5 in the Annex VI.B).  
 
6.3.4 Effectiveness and efficiency of social transfers 
 
The next table presents estimates of the effectiveness of social transfers as measured by the 
coverage of pre-social transfers poor, extremely poor and non-poor populations.  The higher 
the coverage of the poor and extremely poor and the lower the coverage of the non-poor, the 
more effective are the social transfers in reaching the needy population.  In examining the 
Table, it should be noted that while social assistance programs are supposed to provide 
benefits only to the “pre-social transfers” poor, pensions, as a contributory social insurance 
benefit, should be paid to all eligible individuals, irrespective of their poverty status.  Still, as 
the data in Table 6.5 suggests, both programs are effective in reaching the poor and extremely 
poor population.  
 
According to the Survey, in terms of resources, in the case of pensions, 69 percent of pension 
payments went to the “pre-social transfers” poor and extremely poor and 31 percent to the 
“pre-social transfers” non-poor.  With regard to social assistance, 82 percent of benefits 
payments went to the “pre-social assistance” poor and extremely poor (of which three 
quarters went to the extremely poor and one quarter to the rest of the poor), while 18 percent 
went to the “pre-social assistance” non-poor. 

79 Depth of poverty measures the gap between the observed consumption levels of poor households and the 
poverty line.  Severity of poverty measures the degree of inequality in distribution below the poverty line, giving 
greater weight to households at the bottom of the consumption distribution.   
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Table 6.5: Armenia: Effectiveness of social transfers—coverage of pre-transfer poor and non-poor population 
 Pensions Social assistance 

Mean 95 percent Confidence Interval Mean 95 percent Confidence Interval 
Percent of “pre-transfer” population covered by pensions or social assistance 

(standard errors in parentheses) 
Poor* 56.9 

(2.8) 
51.2 62.6 19.7 

(2.4) 
14.8 24.5 

Extremely Poor* 64.3 
(3.3) 

57.6 70.9  28.3 
(3.0) 

22.2 34.4 

Non-poor** 38.6 
(1.8) 

35.2 42.0 6.4 
(1.1) 

4.1 8.7 

Source: ILCS 2001 
Note: *coverage of the poor and extremely poor is significantly higher than the coverage of the non-poor. 
 ** coverage of the non-poor by social assistance (family poverty benefit) is significantly lower than in the case of pensions. 

How efficient are the social transfers in lifting the “pre-transfer” poor out of poverty?  The 
efficiency indicator shows how well the social transfers funds are spent from the poverty 
reduction objective point of view, i.e. it measures the poverty reduction elasticity of the 
resources spent on benefits.  In other words, it calculates the percentage points of poverty that 
are eliminated per each percentage point of GDP that is spent on transfers.  Table 6.6 presents 
the elasticity coefficients estimates for pensions and social assistance.  As expected, the 
explicitly poverty targeted social assistance benefits are more efficient in reducing poverty 
and in particular extreme poverty. 
 

Table 6.6: Armenia: Efficiency of public social transfers 
 Pensions Social assistance 

Percentage points of poverty eliminated per each percentage point of GDP spent on respective transfer 

Poor 1.8 2.4 
Extremely Poor 2.2 3.1 
Source: ILCS 2001 

6.3.5 What is the impact of social transfers on inequality in Armenia? 
 
The estimates presented in the next table indicate that social transfers contribute to the 
reduction of inequality in the distribution of consumption by about 9 percent.  The pre-social 
transfers Gini coefficient for consumption distribution is reduced by 6 percent when pensions 
are added to consumption and by a further 3 percent when social assistance is added. 
 

Table 6.7: Armenia: “Pre-social transfers” and “post-social transfers” 
Gini coefficients for consumption 

Post-social transfers (with social assistance) 0.278 
Pre-social assistance (post-pensions) 0.289 
Pre-social transfers 0.305 
Source: ILCS 2001 

The following graphs illustrate the distribution of pensions by “pre-social transfers” 
consumption groups (Figure 6.1), the distribution of social assistance by “pre-social 
assistance” consumption groups (Figure 6.2), as well as their respective cumulative 
distribution (Figures 6.3 and 6.4). 
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Figure 6.1: Distribution of pensions by pre-

transfers consumption
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Figure 6.2: Distribution of social assistance by pre-
assistance consumption percentiles 
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Figure6.3: Cumulative distribution of pensions by 
social transfers and post-pensions
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6.4 Pensions   
 
The system: The Armenian pension system consists of the following schemes: (a) a 
mandatory general scheme that provides labor pensions, including disability and survivor 
pensions, on a pay-as-you-go basis to individuals who have reached the statutory retirement 
age, which in 2001 varied between 45 and 63 years, depending on occupation, gender and 
work history80; (b) social pensions for persons age 65 and over who do not qualify for labor 
pensions, their survivors, disabled individuals who do not qualify under the general scheme, 
and disabled children until age 16; and (c) military pensions.  Labor pensions are calculated 
as the sum of a base pension and a work history related component (calculated as a flat 
amount for each year of service).  Basic administrative data on pensions in Armenia are 
presented in Annex VI.B.     
 
Pensions are low and insufficient to keep most elderly households out of poverty.  In 2001, 
the average pension represented 65 percent of the extreme poverty line, 46 percent of the 
poverty line and 22 percent of the average wage respectively.  This reflects a declining trend, 
as the corresponding percentages in 1999 were 51, 36 and 24, respectively.  In 2001, pensions 
accounted for almost 70 percent of public social transfers in Armenia, and their share in GDP 
was 3.3 percent.  Labor pensions were the largest program, consuming 2.5 percent of GDP, 
which is comparable with neighboring countries, although low when compared with most 
other transition countries.  Social pensions were 0.2 percent of GDP, and pensions to military 
personnel accounted for the remaining 0.6 percent.  Military pensions have increased 
significantly over time and, with an almost unchanged number of recipients, they now exceed 
the labor pension.           
 
The Survey coverage: it seems than not all the elderly are covered. As noted above, the 2001 
ILCS captures well the level of pensions and the number of beneficiaries in the pension 
system when compared to administrative data.  It also allows for estimates of pension 
coverage and the average pension benefit by age groups, which are not available in the 
official data (Table 6.8).  
.

80 Retirement age is gradually increased since 1996 by a half a year per calendar year until it reaches 65 years 
for men (2005) and 63 years for women (2011).   Currently, it is 64 for men and 59 for women. 

 
Figure 6.4: Cumulative distribution of social

assistance by pre and post social assistance payments 
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Table 6.8: Pension coverage by age groups and average pension 
 Pension recipients in the 

same age population group 
Average monthly 
pension in drams 

Average monthly 
pension in US $ 

Children under 15 0.7 4508 8.1 
Pre-early retirement age adults1 5.1 6650 12.0 
Early retirement age adults2 20.1 4955 8.9 
Elderly above retirement age3 84.9 5224 9.4 
Total 16.8 5453 9.8 
Source: ILCS 2001 
Notes: 1/ Pre-early retirement age adults: females 15-50; males 15-55. 
 2/ Early retirement age adults: females 50-58; males 55-61. 
 3/ Elderly: females 58+; males 61+.    

Most pensioners under age 15 are orphans or disabled since childhood and, as expected, they 
constitute less than one percent of children in that age group.  A relatively high 5 percent of 
pre-early retirement age individuals (defined as females 15 to 50 and males 15 to 55) receive 
pensions, possibly reflecting permissive disability pension rules81 and large numbers of 
privileged pensioners (such as military retirees or war invalids).  One fifth of people of early 
retirement age (defined here as females 50-58 and males 55-61) receive pensions, reflecting 
low statutory retirement ages in effect until only few years ago.  Finally the number of elderly 
above the statutory retirement age (58 years for women and 61 years for men) who report 
receiving a pension is 85 percent, a figure that is low for a country where every elderly 
person is entitled to either a labor pension or a social pension.  This may at least in part 
reflect the fact that some elderly postpone retirement because of the low level of pensions and 
the significant drop in income that follows retirement: elderly wage earners report average 
monthly incomes of some 26,700 drams, while the average pension is only 5,200 drams per 
month.  Incomes are somewhat less for those elderly who work only part-time, but at an 
estimated 17,800 drams per month they are still well above the average pension.  Thus, over 
30 percent of the elderly report some labor income. 
 
Once coverage is adjusted to take into account the working elderly, it increases to 90 percent.  
However, given that a social pension is available to anyone age 65 and over, coverage of less 
than 100 percent is surprising.  While the Survey does not provide any information that can 
shed light on these outliers, it may reflect reporting and information problems, as some 
elderly may not be aware that they are entitled to a social pension, or do not know how, or 
bother, to apply for it.  In any case, they do not seem to be worse off than elderly receiving 
pensions, as the large majority of the former live in extended families.  Very few, less than 2 
percent, live on their own or as a couple and 3 percent live with an elderly companion who is 
drawing a pension. 
 
Pensions are an important source of income for the elderly and their families. About one 
third of Armenians live in extended families with one or more pension-age elderly; another 
11 percent live in households composed only of pension-age elderly.  In many of these 
families, pension income is important: 14 percent of them have no income from labor, and an 
additional 28 percent, while including economically active members, do not report any labour 
income.  
 

81 Some 14 percent of all retirees were on disability pensions in 2001 
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Table 6.9: Armenia: Poverty and extreme poverty impact of pensions on households reporting pension 
income 

 Mean Standard Error 95 percent Confidence Interval Additional Poverty 
Poverty incidence 

Post-pensions rate 52.8 2.4 47.9 57.6 0.0 

Pre-pensions incidence, depending on the % of the transfers substituted by other households resources 

75 percent  59.0 2.6 53.8 64.1 6.2 
50 percent  61.8 2.5 56.7 66.9 9.0 
25 percent * 63.5 2.5 58.5 68.6 10.7 
0 percent * 64.7 2.5 59.7 69.7 11.9 

Extreme poverty incidence 
Post-pensions rate 22.2 1.9 18.3 26.0 0.0 

Pre-pensions incidence, depending on the % of the transfers substituted to other households resources 
75 percent  27.5 2.1 23.2 31.8 5.4 
50 percent  30.2 2.4 25.4 34.9 8.0 
25 percent * 33.8 2.3 29.1 38.4 11.6 
0 percent * 36.3 2.5 31.4 41.3 14.2 
Source: ILCS 2001 
Notes: * pre-transfer poverty rate significantly higher than post-transfer poverty rate 

What is the poverty impact of pensions on families receiving them? The impact of pensions 
on poverty and extreme poverty incidence across the entire population was described in the 
previous section, where it was noted that, if pensions were suspended overnight and 
households were unable to compensate the loss, poverty would increase by 4.4 percentage 
points and extreme poverty by 5.2 percentage points; the severity and depth of poverty would 
also increase substantially.  If only families with elderly pensioners receiving pensions are 
observed, some 6 to 12 percent of such households would have been pushed into poverty, and 
5 to 14 percent would be pushed into extreme poverty (see Table 6.9).82 In other words, 
pensions do raise a large share of “pre-pension” poor out of poverty, as well as maintaining 
many families above extreme poverty levels. 
 

Table 6.10:   Armenia: Poverty incidence among different households with pension recipients 
(standard errors in parentheses) 

 Poverty 
Incidence 

95 percent 
Confidence Interval 

Extreme Poverty 
Incidence 

95 percent 
Confidence Interval 

Households with pension recipients 52.8 
(2.5) 

47.7 57.8 22.7 
(2.1) 

18.6 26.4 

Children under 15 56.1 
(10.7) 

35.4 76.8 24.4 
(8.1) 

7.6 41.2 

Pre-early retirement age adults1* 57.2 
(3.5) 

50.0 64.3 29.5 
(2.8) 

23.7 35.4 

Early retirement age adults2 41.9 
(4.8) 

32.3 51.5 14.4 
(3.4) 

7.5 21.3 

Elderly above retirement age3 52.9 
(2.6) 

47.8 58.0 22.4 
(2.2) 

18.1 26.7 

Households with no pension 
recipients 

44.1 
(3.1) 

37.9 50.2 17.3 
(1.5) 

14.3 20.3 

Source: ILCS 2001 
Notes: * significantly higher poverty and extreme poverty rates of working age adults under early retirement age than poverty and extreme 
poverty rates of other households with no pensioners.  1/ Pre-early retirement age adults: females 15-50; males 15-55.   2/ Early retirement 
age adults: females 50-58; males 55-61.   3/ Elderly: females 58+; males 61+.    

Still, pensioners and their families are not among the better off segments of the population. 
The estimates presented in Table 6.10 show that on average poverty and extreme poverty risk 
seems to be higher across households with pension recipients than among households that do 
not include pension recipients, except in the case of households with the early retirees.  

82 Households with elderly pensioners, as well as households composed only of elderly pensioners.  
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Households with the pre-early retirees (working-age pensioners) and with disabled children 
appear to be particularly vulnerable to poverty and extreme poverty risk. 
 

Table 6.11:  Armenia: Timely payment of pensions (“no-arrears”) and its impact on poverty incidence 
 Mean Standard Error 95 percent Confidence Interval Decrease in  Poverty  

Poverty incidence 
With arrears 48.3 2.4 43.4 53.2 0.0 

No-arrears, depending on the percent of transfers converted into consumption 
25 percent  47.9 2.4 43.1 52.8 -0.3 
50 percent  47.5 2.3 42.8 52.3 -0.7 
75 percent  47.0 2.3 42.4 51.7 -1.3 
100 percent  46.6 2.3 42.0 51.1 -1.7 

Extreme poverty incidence 
With arrears 19.9 1.5 16.9 23.0 0.0 

No-arrears, depending on the percent of the transfers converted into consumption 
25 percent  19.7 1.5 16.7 22.6 -0.3 
50 percent  19.3 1.4 16.4 22.2 -0.6 
75 percent  18.8 1.4 16.0 21.5 -1.2 
100 percent  18.5 1.4 15.8 21.2 -1.4 
Source: ILCS 2001 

Did pension arrears adversely affected poverty in 2001? According to the 2001 ILCS, 20 
percent of pensioners did not report any pension income in the month they were surveyed.  
Overall, 55 percent of surveyed pensioners reported that the pension system owed them an 
average of two months pensions.83 Table 6.11 presents the results of a simulation where all 
pensioners receive their pension in full in the month they were interviewed (the “no arrears” 
scenario).  Several cases are presented, depending on how much of the additional income is 
converted into additional consumption.  The estimates indicate that timely payment of 
pensions in 2001 (requiring about 0.33 percent of GDP), would have reduced poverty and 
extreme poverty by 1.7 and 1.4 percent, respectively, if the full pension would have been 
converted into consumption, a most probable spending behavior.   
 
However, estimating the actual poverty impact of pension arrears is difficult: not only do we 
not know how much of arrears each household had been able to offset, but we also do not 
know whether the loss of pension income and offsetting strategies have had adverse spill-
over effects in terms of current and future earnings capacity. 
 
What would be the poverty impact of an increase in pensions? Table 6.12 presents estimates 
of the poverty impact of an increase in pensions by 20 percent (0.6 percent of GDP).  This 
would reduce the poverty incidence by 3.4 percentage points.   
 

83 The arrears reflect poor revenue performance of the State Social Insurance Fund, which is a consequence of 
wage arrears and/or non payment of social insurance contributions.  About 8 percent of the wage employed did 
not report any wage income at the time of the Survey; 47 percent reported some wage arrears. 
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Table 6.12: Armenia: Poverty impact of the increase in pensions 
(20 percent increase, timely payment, no changes in household behavior) 

 “Post-increase” 
poverty incidence 

Mean Standard 
Error 

95 percent 
Confidence 

Interval 

Difference between “pre-
” and “post- increase 

poverty rates 
Poor 44.9 2.2 40.4 49.4 -3.4 Total  

Population Extremely poor 17.6 1.3 15.0 20.3 -2.3 
By age of pensioners 

Poor 49.8 9.6 29.6 70.1 -6.2 Children below 15 
Extremely poor  16.7 7.7 0.4 33.0 -7.7 
Poor* 44.8 2.9 39.0 50.6 -12.3 Pre-early (working-age) 

retirement adults Extremely poor* 20.1 2.3 15.5 24.6 -9.5 
Poor 32.7 5.0 22.6 42.9 -9.2 Early retirement age 

pensioners Extremely poor 12.8 2.9 6.9 18.7 -1.6 
Poor 47.1 2.5 42.0 52.2 -5.8 Elderly pensioners 
Extremely poor 18.8 1.8 15.3 22.4 -3.5 

Source: ILCS 2001 

What are the conclusions and recommendations? The analysis presented above indicates 
that pensions are an important poverty reduction and poverty alleviation tool in Armenia.  In 
that respect the following is recommended:  

9 the average labor pension should be increased gradually over the medium term to 
about 25-30 percent of the average wage, which would imply that the share of labor 
pensions in GDP would increase from 2.5 percent in 2001 to 3 to 3.8 percent over the 
medium term.  The average social pension should be kept at about 60-70 percent of 
the average labor pension.  Pensions at this level would begin to approach the level in 
more advanced transition countries and provide a reasonable pension for the elderly 
population; 

9 pensions should be paid on time in view of the significant positive poverty impact of 
timely pension payment and the importance of pensions household welfare beyond 
elderly households; and 

9 social pensions should be maintained and increased to 60 to 70 percent of the 
average labor pension as noted above, in order to make it more viable as an economic 
risk mitigation tool, and possibly more attractive to the elderly.  Recently introduced 
changes in the labor pension scheme provide a stronger link between pensions and 
contributions, with minimum contribution history requirement of 25 years, implying 
that an increasing number of individuals might not qualify for a labor pension, given 
high unemployment and informalization of the labor market.  Hence, it is important 
to maintain the social pension for those who may not qualify for a labor pension. 

9 The administration of social pensions may need to be reviewed to facilitate the 
application and award process to the extent some of the current non-applicants are 
deterred because of lack of information and/or administrative procedure.  

 
6.5 Social assistance 
 
Background and developments: Social assistance aims at helping the poor cope with the 
hardship of poverty.  As previously mentioned, social assistance in Armenia comprises 
several programs.  The most important one in terms of resources and coverage is the family 
poverty benefit (FPB)—a regular, monthly, proxy means-tested cash benefit introduced in 
1999.  In addition, there is a one-time benefit that is paid to poor households that do not 
qualify for the family poverty benefit.  The FPB is administered by a nationwide network of 
territorial centres for social services. Over the years, procedures for benefit award, as well as 
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monitoring and supervision have been improved and, in order to increase community 
involvement, local social protection councils with NGOs representation have been 
established. These councils review applications, consider complaints and allocate one-time 
benefits.  The targeting mechanism for the FPB, benefit calculation procedures, and 
administration and implementation arrangements are described in Annex VI.A.84 The 
following table summarizes administrative data on the FPB. 
 

Table 6.13: Armenia: Family poverty benefit 1999-2003 
 1999 2000 2001 2002 2003 

Beneficiaries      
Regular monthly benefit (as of January 1)      

Number of families 211555 199456 174800 149603 141218 
Number of individuals 657071 667897 598616 532014 505560 

One-time benefit      
Number of families 66980 11797 15917 10140 14889 
Number of individuals 289711 44935 54139 30544 39456 

Average benefit  
Regular monthly benefit: drams per household 7193 7196 7712 6554 7099 

In % of the average wage 38.8 34.3 32.2 26.0 25.6 
Regular monthly benefit: drams per family member  2313 2148 2255 1841 1983 

In % of the poverty line 18.8 N/a 20.0 n/a n/a 
In % of the extreme poverty line 26.5 N/a 28.3 n/a n/a 
In real terms (constant 1999 prices)  2313 2166 2207 1781 1862 

One-time benefit (drams per household) 3500 3500 3500 4000 4000 
Resources  

Total (nominal in bill drams) 21.08 17.72 16.85 14.85 13.23 
In real terms (1999=100) 21.08 17.86 16.48 14.36 12.42 
In % of GDP 2.14 1.72 1.43 1.09 0.89 

Source: Ministry of Social Security of the Republic of Armenia and Armenia State Department of Statistics.  
Notes: For 2003, beneficiaries as of January 1.  Average benefit and resources are planned values.  Total 
resources spent in 2002 comprise 12.252 bill drams in payments for 2002 and 2.598 bill drams for payment of 
two months of the arrears accumulated in 2000.  

Declining spending on the family poverty benefit 
 

Since the inception of the family poverty benefit, the Government has pursued a 
policy of decreasing resources allocated to the program, as budget resources have 
become constrained.  Correspondingly, the number of beneficiaries has been reduced, 
as has average benefit.  The decisions about which beneficiaries to exclude appear to 
have been driven by the need to adjust the number of beneficiaries to the decreased 
funding.  For instance, although unemployed are among those facing the highest 
poverty risk, their eligibility weight has been reduced by a quarter: the explanation 
given by the officials was that the unemployed are capable of working and should 
look for a job more actively instead of relying on the FPB.  Similarly, the increase in 
pensions led to the exclusion of thousands of pensioners who, by getting additional 
700-1,000 drams per month in pensions, lost 3,000 drams per month in family 
poverty benefit.  The average benefit has been reduced:  as of January 1, 2002, only 
children are paid a supplement to the family base benefit (1,500 drams per child, 
while the family gets 4,000 drams).  Previously, each family member was given a 
supplement. 

No analysis has been done to assess the poverty impact of these decisions.  
Unfortunately, the poverty and welfare implications of these measures, and 
consequently their longer term costs to the individuals and families, as well as to the 

84 Households receiving FPB may qualify for some other assistance programs such as free-of-charge health 
basic benefits package, and free access to upper secondary and tertiary education. 
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economy as a whole, have not been examined.  It is likely, however, that these 
measures may hide significant social costs in the long run, which may not be easy, 
nor in some instances even possible, to recuperate. 

 

While the system is well targeted, many poor and extremely poor appear not to be covered. 
The Survey estimates indicate that the social assistance system is well targeted, but only 
covers a limited share of the poor. On one hand, leakage is small—only 6.4 percent of the 
“pre-social assistance” non-poor receive assistance.  On the other hand, only 19.7 percent of 
the “pre-social assistance” poor are covered (Figure 6.5 illustrates the coverage by “pre-social 
assistance” consumption deciles).  If we look only at the coverage of extremely poor, that 
percentage is 28.3.  These low coverage rates could reflect underreporting of social assistance 
in the 2001 ILCS.  Still, the fact is that social assistance programs in Armenia cover only a 
fraction of extremely poor and poor people.  According to the poverty estimates presented in 
this report, there were in Armenia in 2001 about 700,000 “pre-social assistance” extremely 
poor and about 800,000 “pre-social assistance” poor people (not extremely poor).  At best, 
according to the administrative data, the social assistance programs cover about 650,000-
700,000 people (of which, as indicated by the Survey estimates, about one fourth were “pre-
social assistance” non poor). 
 

Table 6.14: Armenia: Distribution of social assistance recipients and funds across 
the “pre-social assistance” consumption quintiles 

Quintiles Bottom 2 3 4 Top 
Recipients (%) 45.0 23.7 15.2 9.0 7.1 
Resources (%) 51.0 21.3 13.2 8.2 6.3 
Source: ILSC 2001. 

Strong pro-poor focus: Table 6.14 presents the 2001 ILCS estimates of the distribution of 
social assistance recipients and funds by the “pre-social assistance” consumption quintiles.  
The numbers indicate strong pro-poor focus in the social assistance distribution: 45 percent of 
recipients come from the bottom “pre-social assistance” consumption quintile, receiving 51 
percent of the social assistance budget. 
 
On average the poorest receive the highest level of benefit.  Regarding the average amount of 
social assistance, the poorest population receives the highest level of benefit (Figure 6.6). 

 

Figure 6.5: Social assistance coverage by pre-
assistance consumption
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Figure 6.6: Average amounts of social assistance by 
consumption deciles
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How much is needed to eliminate poverty in Armenia? According to the Survey, a perfectly 
targeted social assistance system would require about 63.6 billion drams, or 5.3 percent of the 
GDP to eliminate “pre-social assistance” poverty in Armenia (18.4 billion drams, or 1.5 
percent of GDP would be required to eliminate “pre-social assistance” extreme poverty). The 
total budget for the family poverty budget in 2001 was 16.9 billion drams.  With perfect 
targeting and assistance given only to the extremely poor, this should have been almost 
sufficient to lift everyone out of the extreme poverty.  However, perfect targeting exists only 
as a theoretical possibility.  In practice, even extremely well designed and implemented 
systems experience significant leakage.  Assuming leakage of 40 percent,85 the amount 
needed to lift everyone out of extreme would be 26 billion drams (about 2 percent of GDP). 
 
Is the social assistance budget well spent? While the social assistance system is well targeted, 
the Survey also indicate inefficiencies in the calibration of the benefit, i.e. it seems that some 
families receive more than they need to be lifted of poverty.  Thus, almost 20 percent of 
recipients of the family poverty benefit are not only lifted out of poverty, but actually end up 
in the four highest consumption deciles.  The reduction in the average family poverty benefit 
that took effect at the beginning of 2002 may have to some extent reduced this effect.  
However, the evaluation can only been done once the 2002 ILCS data set is available for an 
analysis.       
 
Which population groups are particularly likely to be excluded from the social assistance 
programs?  In order to examine this question, eight different household groups have been 
designated.  For each group, its “pre-social assistance” poverty risk is compared to the rest of 
the “pre-social assistance” population (see Table 6.15).  Then, an estimate is made of whether 
the “pre-social assistance” poor in the group were more likely to receive a social assistance 
benefit than the rest of the “pre-assistance” poor population.  If the poverty risk for the group 
is higher than for the rest of the population, social assistance benefits should be more likely to 
target that group, and its coverage should be higher.  The results are presented in Table 6.16 
The groups (not exclusive of each other) and their respective shares in the overall population 
and in poor and extremely poor population are presented below: 
 
(1) families with 4 and more children: they represent about 4 percent of the population, 4 
percent of the poor, and 4 percent of the extremely poor; 

(2) families with female household head under the age of 60, living with no other working 
age member and no pensioners, but with at least with one child: they represent about 1 
percent of the population, 1 percent of the poor, and 1 percent of the extremely poor; 

85 According to the Survey, extremely poor receive 48.7 percent of the social assistance. 
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(3) families with no working-age member: they represent about 4 percent of the 
population, 4 percent of the poor, and 5 percent of the extremely poor; 

(4) families with no member active in the labor force (even in farming): they represent 
about 13 percent of the population, 19 percent of the poor, and 26 percent of the extremely 
poor;  

(5) families with no declared income: they represent about 37 percent of the population, 
47 percent of the poor, and 60 percent of the extremely poor. 

(6) households where the household head is illiterate: they represent about 1 percent of 
the population,  2 percent of the poor, and 3 percent of the extremely poor;  

(7) rural landless: they represent about 3 percent of the population, 4 percent of the poor, 
and 5 percent of the extremely poor;  

(8) rural with farming as only earning activity: they represent about 18 percent of the 
population, 21 percent of the poor, and 19 percent of the extremely poor. 

Table 6.15: Armenia: Overall and extreme poverty incidence of specific households types 
(in percent of poor households) 

 Mean Standard Error 95 percent Confidence Interval 
Extreme poverty incidence 

Household type: 
1. Families with 4 or more children 52.5 5.6 41.1 63.8 

Other  50.2 2.5 45.2 55.2 
2. Female household head, no pensioner, with 
children and no other working age member 

50.8 6.6 37.5 64.1 

Other  50.3 2.5 45.2 55.3 
3. No Working-age member 50.0 4.0 41.9 58.1 

Other  50.3 2.6 45.1 55.5 
4. No labor force active member* 71.3 3.9 63.5 79.1 

Other 47.1 2.6 41.8 52.3 
5. No declared labor Income* 64.4 2.9 58.5 70.3 

Other 41.8 2.2 37.4 46.2 
6. Illiterate household head * 75.1 4.9 65.3 84.9 

Other 49.9 2.5 44.8 55.0 
7. Rural landless 58.5 5.2 47.8 69.2 

Other 49.2 4.3 40.5 58.0 
8. Rural-only faming activity* 58.9 4.6 49.5 68.4 

Other 40.1 4.8 30.3 50.0 
Extreme poverty rates of specific households types (in percent of poor households) 

Household type: 
1. Families with 4 or more children 25.3 6.5 12.3 38.3 

Other  22.4 1.6 19.2 25.5 
2. Female household head, no pensioner, with 
children and no other working age member 

26.1 5.4 15.2 37.0 

Other  22.5 1.7 19.1 25.8 
3. No Working-age member 25.9 3.5 18.8 33.1 

Other  22.3 1.7 19.0 25.7 
4. No labor force active member* 44.3 3.6 36.9 51.6 

Other 19.2 1.6 15.9 22.4 
5. No declared labor Income* 35.9 2.9 30.1 41.7 

Other 14.5 1.1 12.2 16.8 
6. Illiterate household head * 45.0 7.6 29.8 60.2 

Other 22.2 1.6 18.9 25.5 
7. Rural landless* 35.3 5.5 24.0 46.6 

Other 17.8 3.1 11.4 24.3 
8. Rural-only faming activity 23.1 4.8 13.3 32.9 

Other 12.9 2.6 7.5 18.3 
Source: ILCS 2001 
Notes: * rates significantly higher than for the rest of the population. 
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Among the eight groups, the first five have characteristics that resemble some of the criteria 
used by the family poverty benefit proxy means-testing formula (these five groups are listed 
1-5 in tables 6.15 and 6.16).  “Pre-social assistance” coverage rates of the poor are effectively 
higher in these groups than in the rest of the population.  However, the “pre-social assistance” 
poverty rates in groups 1, 2 and 3 do not differ much form the rest of the population.  At the 
same time, the “pre-social assistance” poor and extremely poor in the last three groups in 
Tables 6.15 and 6.16 are not particularly well covered by social assistance.  Still, these are 
families that live mostly in rural areas and are more likely to be poor or extremely poor than 
the rest of the population.  Modifying the targeting mechanism to extend social assistance to 
these groups should be a priority. 
 
Do the “pre-social assistance” non-poor families that receive social assistance benefits 
belong to specific categories as defined above? Leakage to the non-poor seems to be 
significant among groups with the highest “pre-assistance” poverty and coverage rates.  The 
results in Table 6.17 indicate that the social assistance leakage to non-poor families that do 
not report any income nor economic activity is much higher than for the rest of the 
population. It seems that the social assistance system recognizes that these households are 
particularly vulnerable to poverty; however the screening between the poor and the non-poor 
might be particularly difficult (no economic activity and no income is reported). 

Table 6.17: Armenia: Social assistance coverage and leakage among households with 
no active member and not declaring labor income 

 Mean Standard 
Error 

95 percent 
Confidence Interval 

Households with no active member and not declaring labor income 
Leakage to the non poor 10.1 2.2 5.6 14.6 
Coverage of the poor* 27.1 2.7 21.8 32.5 
Coverage of the extremely poor* 33.4 2.8 27.9 38.9 

Other Population   
Leakage to the non poor 5.0 0.8 3.3 6.7 
Coverage of the poor 12.8 2.2 8.3 17.2 
Coverage of the extremely poor 20.7 3.8 13.2 28.3 
Source: ILCS 2001 
Notes* rates significantly higher than for the rest of the population. .  

Table 6.16: Armenia: Social assistance coverage of specific households types (in percent of poor households) 
 Mean Standard Error 95 percent Confidence Interval 

Household type: 
1. Families with 4 or more children* 44.5 8.2 27.9 61.1 

Other  18.7 2.3 14.1 23.3 
2. Female household head, no pensioner, with 
children and no other working age member* 

59.5 7.7 44.1 75.0 

Other  19.3 2.4 14.4 24.2 
3. No Working-age member* 42.0 3.5 34.9 49.1 

Other  18.7 2.4 13.9 23.5 
4. No labor force active member* 37.7 4.5 28.8 46.7 

Other 15.5 2.4 10.7 20.2 
5. No declared labor Income* 27.1 2.6 21.8 32.4 

Other 12.8 2.2 8.4 17.3 
6. Illiterate household head  37.9 12.8 12.2 63.6 

Other 19.3 2.3 14.7 23.8 
7. Rural landless 22.8 9.0 4.3 41.3 

Other 17.0 3.7 9.4 24.6 
8. Rural-only faming activity 18.3 5.0 8.1 28.6 

Other 14.3 3.2 7.7 20.9 
Source: ILCS 2001 
Notes * “pre-assistance” poor coverage rates between the specified group and the rest of the population are significantly different.  
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Determinants of social assistance:  Table VI.B.6 in Annex VI.B shows factors most closely 
related to the incidence of social assistance. The examined factors include characteristics of 
the household (age composition, education and gender of the household head, size of the 
household), economic variables (labor market status of the household members), 
consumption per adult equivalent, housing conditions (house/apartment, temporary lodging 
or other), car ownership and land ownership, and location of the household. These factors are 
used as explanatory variables in a probit model, where incidence of social assistance 
represents the dependent variable.  Most of these factors are used in proxy means-testing 
targeting in Armenia (see Annex VI.A).  
 
Household composition plays an important role in explaining social assistance.  Demographic 
categories most affected by poverty are also categories most likely to receive social 
assistance. The children and elderly appear to be more likely to receive social assistance 
relative to other age categories.  The larger the share of children of all age groups in the 
household, the higher the probability that the household receives social assistance relative to 
the reference category (share of adults between 45 and 60), keeping the household size 
constant.  The share of elderly has also significant positive effect on receiving social 
assistance.  Female-headed households, which are among those most affected by poverty (see 
Table 2.19 with determinants of poverty), are more likely to receive social assistance (by 7 
percentage points) than male-headed households, being similar in other characteristics.  
 
The labor status of the household members is tightly associated with the incidence of social 
assistance, which is in line with the fact that the unemployed individuals are most affected by 
poverty. The larger the share of unemployed members in the household is, the higher is the 
likelihood of receiving the social assistance relative to the reference category (fraction of 
salaried workers).  Furthermore, consumption per equivalent adult has significant negative 
effect on social assistance incidence.  Rise in the consumption per adult equivalent by 1 
percentage point decreases probability of receiving social assistance by 3 percentage points. 
 
Households residing in temporary lodgings are more likely to receive social assistance by 18 
percentage points relative to those living in houses or apartments. In contrast, car ownership 
reduces probability of incidence of social assistance by 6 percentage points. Estimates of 
incidence of social assistance also show that probability of receiving social assistance reduces 
by 3 percentage points if the share of land holding owned by the household is increased by a 
thousand square meters. Finally, location of the household has significant role in explaining 
incidence of social assistance.  The location effects on the probability of receiving social 
assistance remain relatively large after controlling for all other household characteristics 
included in the model.             
 
What are the conclusions and recommendations? 
 

9 Social assistance, i.e. the family poverty benefit program that constitutes the bulk of 
social assistance in Armenia, is a very important poverty reduction and poverty 
alleviation policy instrument and as such should be maintained, strengthened and 
further developed. 

9 The program should be expanded to cover most of the extremely poor.  In order to 
achieve this: 
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¾ the targeting formula should be reviewed annually based on the findings of the 
ILCS.  The ministry of Social Security has a Policy Department with staff 
capable of carrying out the analysis applying appropriate analytical tools; 

¾ the budget should be increased and, taking into account fiscal constraints, 
maintained at about 1.3 percent of GDP; 

¾ the screening mechanism should be further developed with benefit officer 
visits to families becoming an obligatory element of the eligibility assessment 
process.  In addition, territorial centers for social services should be obliged to 
randomly check 5 percent of the family poverty benefit recipients, as part of 
the auditing process.  The findings should be reported to the respective local 
social protection councils and the Ministry of Social Security; 

¾ in screening the applicants, particular attention should be paid to the 
households with illiterate household head, rural landless households and rural 
families with only farming activity—they were found to be facing very high 
poverty risk, but their coverage by the family poverty benefit was low.    

¾ the role of the social protection councils should be further strengthened, by 
authorizing them to officially audit the decisions of the territorial centers for 
social services, including random field checks of the recipient households.  

9 In order to provide accurate and up to date information and allow appropriate analysis 
of efficiency, effectiveness and poverty impact of the social assistance programs, the 
Integrated Living Conditions Survey section collecting information on social 
assistance should be adjusted to reflect the current social assistance system. 

 
6.6 Unemployment benefits   
 
Unemployment insurance benefits include unemployment compensation, job search and 
placement assistance, and re-training.  The programs are implemented by a wide network of 
employment offices covering entire country (funded by the state budget).  The financing is 
provided by the State Social Insurance Fund from the social insurance contributions 
revenues.  In addition, the state budget provides financing for public works programs and 
unemployment assistance.  
 
Unemployment compensation: An employed person, covered by social insurance at least for 
the period of 12 months is entitled to unemployment compensation.  The compensation 
duration and its amount depend on the length of employment history.  The amount of 
compensation is capped and it is generally low—in 2002 it represented 13 percent of the 
average salary.  In 1999/2000 the benefit accumulated substantial arrears—16 months of 
payments. The situation improved in 2002.  Over the years, the number of the unemployment 
compensation recipients has declined significantly: from 25.5 thousand people in 1999 to 5.4 
thousand in 2002.  The expenditure on compensation is negligible—0.02 percent of GP in 
2002.    
 
Unemployment assistance: After the unemployment compensation has expired, the 
unemployed are entitled to unemployment assistance for a period of three months.  The 
assistance is equal to 1,300 drams and is funded by the state budget.  
 
Training: The individuals looking for a job registered with the employment offices as the 
unemployed are entitled to a free-of-charge training. The training is organized and contracted 
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out by the employment offices.  The funding is provided by the SSIF.  In 2001, only 989 
unemployed underwent vocational training, of which 855 acquired new profession.  There is 
no information on how many of the re-trained have found jobs and for how long.  At the 
same time, while the employment offices got information on the total of 520 job vacancies, 
7,303 unemployed found the job on their own.  The same tendency was observed in the 
previous years, indicating inefficiency and ineffectiveness of the public vocational training 
system, as well as the public job search and placement assistance.   
 
Public works program: In 2003, the state budget allocated 500 million drams for the public 
works program.  The objectives of the programs are to provide temporary employment to the 
unemployed, as well as to the job-seeking members of the families receiving poverty family 
benefit, improve social infrastructure, improve sanitary conditions in the regions, and 
renovate cultural heritage sites.  In 2001, 9,051 people benefited from the program.  In 
addition to the budget funded public works program, the international donor community is 
funding much larger “food for work” program. 
 
Conclusions and recommendation: 
 
• The current unemployment insurance scheme is fairly modest with a modest 
replacement rate.  Given the low level of per capita income (and wages) in Armenia, it is 
likely to remain that way for some time to come; and as long as unemployment is 
widespread, there may be little scope for making changes in the current scheme—creating 
sustainable funding arrangements is best accomplished when an economy is experiencing 
prosperity, and this is presently not the case in Armenia. 

• Unemployment assistance provides a safety net of last resort for those unemployed 
who have reached the end of eligibility for unemployment insurance.  Should unemployment 
assistance be retained, or would it be more beneficial to include it into the family poverty 
benefit and retain the unemployed as eligible for the family poverty benefit?  The 
Government should seriously consider this, and from a point of view that in particular takes 
into account the incentives, adverse or otherwise, that it may have for the willingness of such 
longer term unemployed to seek work (discounting the aspect that there may need to be other 
encouragements built into the employment support system to help the longer term 
unemployed).   

• In their current form, employment services may offer little opportunity for 
placement—there appears to be little monitoring of national (or local) demand and supply for 
labor, and there is great uncertainty as to the job placement outcomes of training programs 
that the employment services provide.  Nonetheless, employment services can play an 
important intermediary role, assuming that (i) there are jobs to be had; (ii) the services have 
adequate information about the labor market, drawn from labor force surveys, employers and 
administrative data; and (iii) they continuously monitor labor market developments and 
adjust programs accordingly.  Obviously, this may require resources beyond those currently 
allocated to the employment services, and a difficult trade-off needs to be faced: should 
moneys continue to be spent on the present employment services, or should they be closed 
and the moneys spent on them allocated to some better use; or should they gradually be built 
up into legitimate European services, perhaps initially through a selected set of model offices.     

• While public works have been, and continue to be, an important tool in the 
Government’s employment policy, one needs to be cautious about the cost effectiveness of 
public works programs, and one needs to be clear about the objective of such programs: are 
they meant to transfer income to poor households, build infrastructure, or both.  It may well 
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be that from the point of view of poor families facing income and consumption constraints, 
public works schemes represent a diversion of resources away from their direct welfare 
needs. 
 



133

VII.  Armenia: subjective perceptions of poverty 
This chapter summarizes findings of a study on subjective perceptions of poverty in Armenia 
carried out in March and April of 2003.  The objective of the study was to put a human face 
to the findings of the Poverty Assessment.  It focuses on the following questions: (i) what 
does it mean to be poor in Armenia; (ii) who are the poor and how do they perceive their 
poverty; (iii) what are the perceived causes and distinctive features of poverty in rural and 
urban areas; (iv) why is poverty persistent in rural areas despite recent economic growth; (v) 
what are the survival strategies used by the poor; (vi) what are the social and kinship relations 
of the poor that may form an informal safety net; and (vii) do publicly provided social 
services (social protection, health and education) reach the poor and how are they perceived 
by the poor? The study makes no attempt to generalize the findings based on a small sample. 
 
7.1 Methodology 
 
The study, organized by a team of local social researches, was conducted in three regions 
(marzes): Yerevan, Shirak, and Tavush.  In each marz, the study examined the main town/city 
and one village.  The selection criteria sought to have two rural marzes with high poverty 
rates and different geography—one border marz affected by conflict with Azerbaijan  
(Tavush) and one affected by a drought in recent years (Shirak); and one urban marz, 
Yerevan.  
The study is based on qualitative research methods, primarily open-ended interviews and 
careful observation of 40 poor individuals and households86. The sample includes a range of 
ages, occupations, and household types.  A smaller set of interviews was also carried out with 
key community figures, such as teachers, doctors, social workers, and heads of villages, NGO 
representatives and local officials.  In addition, the study conducted a total of six focus group 
discussions, two groups at each site.  The number of participants in the focus groups ranged 
between 8 and 10.  
 
7.2 How is poverty defined by the poor in Armenia?   
 
Poverty is lack of food and proper shelter, and it is low social status. Respondents define 
poverty in terms of material and social/cultural features.  In material terms, it primarily 
involves difficulty or inability to obtain food and clothing.  It is the inability to maintain a 
few days’ reserve of basic food and a lack of cash.  Poor housing conditions—broken 
windows, leaking roofs, damaged walls and ceilings, damp walls and floors—are secondary 
features.  In social/cultural terms, poverty is a feeling of being defenseless and powerless, 
having limited access to information, being excluded from social life, and being insecure 
about one’s own and one’s children’s present and future well being. 
 
Poverty is lack of voice. Many poor believe that they are being cheated because they are 
poor; they experience a strong sense of helplessness and lack of voice.  One respondent said 
that employers pay the poor less because they “know we need the job and if we complain we 
lose our jobs”.  The local government is perceived as unreceptive to the concerns of the poor.  
One male respondent in Gyumri said: “Nobody listens to us because we are poor.  If we have 

86 To identify the poor, the study began with a working definition of poverty as a guide to identifying a research 
sample.  Poor households were defined as those whose members described themselves, or were described by 
others, as having difficulties providing their families with basics such as food, shelter and clothing.  As a result, 
the concept of poverty is subjective. 
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a problem and complain it takes the local authorities four to five months to listen to us”.  
Another one said that if the poor are cheated they do not go to the police “because nobody 
helps us”.  Some say that the feelings of helplessness also stem from the inability and 
insecurity to plan in advance. One female respondent said “when you have money you can 
plan, but we live from day to day”. 
 
Poverty is lack of assets. In rural areas, villagers consider those who have 3-4 head of cattle, 
or a tractor, a combine, or some other piece of agricultural equipment, as being well-off; 
those who have 15-20 cattle head or 15-20 ha of land sown under grains or potatoes are 
considered rich people.  In Musayelian village, several households cultivate up to 10 ha of 
land, or have some 10 head of cattle.  But the number of such well-off households in the 
village is not more that 30, or some 7 to 8 percent of the total number of households in the 
village. 
 
7.3 Who are the poor in Armenia? 
 
Respondents identified poor or vulnerable households as ones with few productive assets, on 
the verge of destitution, for whom any major shock, such as illness, drought, or job loss 
would bring about extreme poverty in the sense of no longer being able to provide for basic 
needs.  They define extremely poor households as ones that are unable to provide for food 
and clothing for the family.  Their assets have been depleted, and they have no effective 
family network to support them.  They have little or no cash. They are usually: single female-
headed households, except when the husband is working abroad; large families with a 
disabled or ill male household head; elderly living alone; and refugees and internally 
displaced people sheltered in collective centers.

7.4 Rural and urban poverty 
 
Respondents link their ability to provide for basic needs to employment and assets.  Both are 
in short supply.  In urban areas, lack of employment opportunity is the most significant cause 
of poverty.  In rural areas, while lack of employment opportunities are seen as one significant 
cause of poverty, it is more strongly linked to absence of productive assets, such as land and 
livestock. 
 
In rural areas, the following factors were seen as important in explaining rural poverty. 
 
Constrained resources, reflected in low farm gate prices, rundown and exhausted assets, and 
lack of water: Throughout the period of the worst decline, in the early 1990s, villagers used 
any means to survive, including selling assets and overusing existing machinery without due 
regard to maintenance.  As a result, rural households have little to fall back on in bad times: 
following the drought of 2000, a third of the households in Musayelian village had to 
slaughter their animals and no longer own any livestock.  In Sarigyugh village, there are 
similar stories, and two old harvest combines do not suffice to gather the crops:  “One of the 
poor families had grown crops but was unable to harvest it.  Those who were better off 
harvested their crops; those who were poor couldn’t”, noted the village head.  Lacking 
resources, the majority of villagers have been forced to scale down cultivated areas and 
reduce production, and disregard appropriate agricultural techniques.  In the mountainous 
regions, land is deteriorating.  Extensive cultivation, failure to rotate crops, and over-cutting 
of forests have all contributed to land deterioration/erosion.  Many villages have neither 
irrigation nor easy access to drinking water.  In Musayelian, as is in many other villages in 
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the Tavush marz, there is a shortage of drinking water.  In Sarigyugh, there are three springs, 
but the stream is so thin that “women spend half their day queuing to collect water and walk 
to and from home”, said one key informant. 
 
Natural disasters: A series of natural disasters have hurt many farmers.  In Musayelian, 
average annual wheat yields vary between 3and 4 tons in normal years.  In 2002, because of 
hailstorms, only half of the fields were harvested.  This year, many in Musayelian failed to 
sow winter crops because they lacked the money as a result of last year’s low yields.  In 
2001, the bulk of the crops in Sarigyugh were destroyed by heavy rains: villagers had 
anticipated harvesting 5 tons, but due to the rain they only harvested 1.5 tons. 
 
Conflict and closed borders: In villages bordering Azerbaijan, some arable land is 
inaccessible, because of landmines, and there is no access to their natural markets on the 
other side of the border.  In Sarigyugh, out of 440 ha of arable land 150 ha are along the 
border with Azerbaijan.  “We are unable to use the land, because part of it is mined.”  Even 
in non-conflict zones along border with Turkey, border trade is not possible; because of 
suspended trade relations with Turkey.  
 
Difficulty obtaining bank credit: Credit was introduced in 1998 as a means to increase the 
rural population’s ability to raise production.  But by the time credit programs began, most 
villagers no longer had any collateral, as assets, even “stock” assets such as jewelry 
(“including people’s gold dental crowns”) had been depleted by 1998.  Moreover, banks 
accept land or apartments as collateral only in the relatively fertile Ararat Valley (and even 
there with difficulty).  Frequently, households that had received credit were unable to repay it 
because of poor yields caused by bad weather (recent drought, hail, and rains).  Hence, those 
that had assets had to sell them to get back their collateral, others just lost the collateral. “Last 
year the village people lost the harvest to hail, the summer before that the drought killed the 
crops.  This year they sowed 3 ha of wheat.  They had taken a credit from bank, invested in 
the land but the drought spoiled the harvest.  Part of the money was used to buy a sow but the 
piglets did not grow well and instead of profiting they lost.” 
 
Misuse of credit:  Credit is sometimes used to finance migration to Russia.  In such cases, the 
credit may yield high returns, but the village farms remain uncultivated. 
 
Difficult access to markets:  Few vehicles are available, gasoline is expensive, roads are bad, 
borders are closed and distances to markets often long, bribes are frequently necessary, and 
middle-men offer prices that are perceived as low (“unfair”).  
 
An excess rural workforce: In 1991-1992, during the years of land privatization, some 
200,000 former industrial workers employed in the village branches of industrial enterprises 
lost their jobs as enterprises closed. These workers have remained in the countryside.  Over 
time their number has grown to some 280,000 people (2002).  With relatively small farms, 
the workforce by far exceeds the demand for farm labor, and most available jobs are at best 
seasonal.  Together with a significant refugee population living in rural villages, they 
contribute to the process of rural impoverishment.   
 
Urban poverty: Unemployment, inferior jobs, low pay and lack of opportunity are identified 
as the most important factors of urban poverty.   
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Depressed labor markets: A shortage of jobs was noted as the main reason for urban 
poverty.  Where jobs exist, as in Yerevan, they are often seasonal or occasional, and offer 
work for day laborers in construction and various trades requiring few skills and offering low 
pay.   The work is informal, and offers none of the security or working conditions of a formal 
sector job. On occasion, employers will not pay for work done: a man in Gyumri said that he 
only works if he is paid on a daily bases because he does not trust that the employer will pay 
him at the end of week or month. 
 
The former intelligentsia, often artists and teachers, form a special group.  For them, poverty 
is a new phenomenon, brought about by changes in the economic and political structure of 
Armenian society.  They have difficulties accepting available, often menial, jobs that badly 
correspond to their education and their expectations: some respondents stated that they would 
rather sell their assets than take a menial job.  They accuse the government and the labor 
office of not offering a sufficient variety of jobs tailored to people from different 
backgrounds. 
 
Little opportunity for self-employment: There is little opportunity for the majority of the 
unemployed to start a business, and respondents noted the absence of start-up capital and 
training.  Some of the self-employed women—doing cooking and baking, or making clothes 
at home, complain that the competition from larger stores was forcing them out of business 
 
7.5 Making ends meet 
 
While farming and animal husbandry are the main sources of livelihood in rural areas,  and 
wage and salaried employment in urban areas, they often are insufficient to make ends meet, 
and households resort to a variety of strategies to improve their living conditions: they 
moonlight in informal and seasonal jobs; they migrate to Russia; they borrow; they draw on 
informal safety nets; they sell assets and draw down savings; they do not pay bills; they seek 
humanitarian assistance; and they spend less on basic needs, on food, on education, on health 
care. 
 
Some of the main poverty coping strategies are reviewed below: 
 
Informal work:  This is mainly day labor.  Men gather in special markets, waiting to be 
picked by employers for a day’s work.  They may be skilled or unskilled; many have a 
regular day job and moonlight on weekends and during their spare time.  Many are seasonal 
workers.  Many turn to petty trade: they sell chewing gum, candy bars, fruits and vegetables, 
fish, in local markets and on the street; with limited capital, households purchase goods from 
the central market or in villages, and then resell them at a higher price.  A petty trader in 
Gyumri said that one can buy 1,000 drams of fruits and vegetables, and sell them in front of 
the house and earn 1,000 drams.  While day labor is almost exclusively men’s work, except 
for house cleaning, women and men are equally involved in petty trade. 
 
Labor migration: Many migrate abroad, usually men, and mainly to Russia.  Prospective 
migrants borrow money or sell assets in order to be able to travel.  Sometimes those left 
behind find themselves even more destitute than before when assets have been sold or 
savings drawn down or no remittances are forthcoming from the migrant.  But when a family 
member outside the country does send money back to the family that remained behind, it 
tends to be better off then before. Very poor Armenians cannot migrate, since they do not 
have the resources necessary to finance the migration. 
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Borrowing: Like the non-poor, poor people borrow to meet unforeseen needs and 
emergencies, to improve their lives; unlike most of the non-poor, they also borrow for food, 
and unlike most non-poor, they have few, and often not very lucrative, options.  The poor 
turn to relatives, to friends and neighbors, to shopkeepers. Some turn to banks, mainly poor 
farmers, who may have some assets for collateral. Others have practically no opportunity to 
borrow from formal institutions, which constrains any intentions a poor person may have to 
set up a business.  Being in debt is a common state of affairs among the poor.87 Buying on 
credit compensates for low and irregular incomes: shopkeepers sell goods on credit, but 
require assurances—often in the form of regular cash income in the family.  For the poor in 
need of this type of borrowing, usually to make ends meet, having some kind of cash income 
is crucial. 
 
Sale of assets: A common coping strategy is the sale or drawing down of assets, which 
allows households to pay debts, as well as survive from day to day as long as the assets last.88 
Once they have been drawn down, families are destitute and fully dependent on the kindness 
of neighbors. 
 
Not paying bills: A majority of the poor who participated in the study considered the cost of 
electricity a major burden.  Consequently, they do not use much electricity, keeping their 
homes very cold, or they would turn on the heat only for some time, while cutting on other 
consumption items such as clothing or even food.  Often, they just do not pay their bills, and 
then their electricity was cut.   
 
Reducing consumption: Poor people may eat less, or worse; they wear out their clothes and 
cannot afford new ones; and their children may drop out of school. 
 
Food: Poor households lower their food consumption and the quality of food they consume.  
Respondents report eating less meat and less fresh fruits and vegetables.  Some respondents 
said they could not remember the last time they ate meat: A woman from Guymri said, 
“Before, I knew how to handle food needs. Now, when I manage to buy sugar, I run out of 
pasta, when I buy pasta, I run out of butter … It was different before.”  In some regions, 
bread, the traditional Armenian staple food, is replaced with potatoes.  Eating bread and 
potatoes together is seen as a treat; add pickles and drinks, and it becomes a festive dinner.  
Occasionally, some cheese and cheap sausage may be added, but this is only on special 
occasions, such as New Year, seeing off a son to the army, or welcoming him back home, 
and for weddings. 
Clothing.  Items such as shoes and clothes are worn as long as possible, and even longer.  The 
one-and-a-half-year-old child of a couple from Gyumri does not yet have any real clothes.  
The husband bought a pair of trousers for their elder son, but he wears them himself, because 
he also needs trousers.  A single mother and her daughter share a pair of winter boots.  A 
seven year old girl from Musayelian does not go to school for several days because she has 
no shoes, while her brothers and sisters are wearing barely functional, worn-out, shoes.  
Respondents note that in the past ten years there have been few times when they have been 

87 In Musayelian village, all focus group participants had debts ranging from $200-700, part of which were 
invested in agriculture (the crops were bad for the second consecutive year).  They said that the strategy has 
been “to borrow more and add to the debts”.  
88 A number of very poor respondents mentioned using their furniture, including the wooden floors and shelves, 
as firewood in the winter. 
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able to buy new clothes.  They are ashamed of their clothes and they feel inferior when they 
go out; their children are embarrassed when they wear ragged or improper clothes to school. 
 
Education:  Some families economize on education, the cost of schoolbooks and materials: 
only the brightest child in a family may end up going to school, or continuing into secondary 
school.   
 
Drawing on safety nets: Safety nets, informal and formal, are important features of survival, 
they give the poor a sense of security and a feeling of being part of the community, the 
state89. Assistance may take the form of seasonal and casual support from relatives, friends 
and neighbors, and it may be a more stable and long term official support.  It often takes the 
form of food or clothing, firewood, and money for daily needs or for special events such as 
weddings and funerals.  Typically, a poor person is assisted first by relatives and then by the 
village council.  In rural areas, assistance from the extended family network can include a 
sack of flour, a jar of oil, cheese or other food items.  Someone may lend seeds, which will be 
returned after the harvest.  Relatives will help with funerals and other ceremonies.  However, 
more often than not, poor people tend to have poor social networks that can provide little 
assistance.  In many instances, such networks have been drawn down over time and can 
provide very little support. 
 
7.6 Housing conditions  
 
Poor and extremely poor people often live in housing with leaking roofs, fungus-infested 
floors and ceilings, and broken or missing windowpanes.  The situation is worse in rural than 
in urban areas.  It is particularly bad in the earthquake zone where many people still live in 
houses made of tin.  Lack of furniture or broken and insufficient furniture is common.  
Humidity, cold and inconvenience are common.  Sometimes, a single room serves as 
bedroom, living room, kitchen, bathroom, and area for laundering and drying clothes.  Access 
to water and sewage is a problem in rural areas.   One extremely poor respondent lives in a 
small 2-room wooden house. Water trickles all the time from rotten pipes in the bathroom 
and toilet.  The walls are decaying from moisture.  The floor planks in the living room are 
rotten and many were already used as firewood last year.  The earthen floor is covered with 
old rugs.  The walls are black from soot.  Electricity has been cut off for seven months.   On 
one of two rusty metal beds in the bedroom sleep two children, the other bed is occupied by 
the mother.  In their self-fabricated stove, they burn tree branches, plastic bottles, old shoes 
and tires, cartons and rugs. 
 
7.7 Social aspects of poverty 
 
The perception of poverty in Armenia. In general, poverty in Armenia has a negative 
connotation: to be poor is shameful to most Armenians, it is a sign of personal failure, and 
poverty should be concealed whenever possible.  Many of those surveyed were reluctant to 
call themselves poor.   
 
Behaviors and attitudes: The poor believe that they are expected to behave humbly towards 
their neighbors and their community, towards social service providers, towards local 
government officials.  They believe that such behavior will increase their chances for 

89 However, being part of the community is relative.  Often, the poor are excluded from social events in their 
neighborhoods, and they are rarely invited to community events (weddings, christenings, farewell parties for 
recruits, “forty days” commemoration gatherings, etc. 
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assistance.  An NGO official from Tavush who is dealing with the poor has a different take: 
the poor are too shy, too timid and unsure of themselves, and this gives the community, 
sometimes even the organizations and officials who are there to help them, an excuse to 
ignore them and even hold them responsible for their poverty.  Officials, including social 
workers, sometime consider what they do for the poor as “an act of kindness”, of “good will”, 
even a personal favor that should be acknowledged: a participant in the Gyumri focus-group 
said that a sick mother had to be taken out of her bed and led to the city council before the 
mayor would sign her application for a cubic meter of firewood. 
 
Changing gender roles: Within families, the traditional gender roles where men earn 
adequate income and women take care of the household, are changing, with some women 
becoming the bread-winners.  Unlike men, some of the interviewed women said that they 
would do hard physical and “degrading” work for a miserly pay (“for the sake of children”), 
such as digging sewerage canals, collecting manure, housecleaning and so on.  Men, on the 
other hand, have more difficulty accepting long hours of menial work with low pay.  
Moreover, many of them find it difficult to come to terms with the changing gender role, and 
this sometimes leads to aggressiveness and alcoholism and may cause family dysfunction and 
disintegration.   
 
7.8 Public safety nets and social services  
 
The formal safety net programs help many families avoid extreme poverty. 
 
The family poverty benefit (FPB): In contrast with the situation in 1999-2001, when many 
people complained that the benefit went to the non-poor, this time interviewees did not 
believe that targeting of the poor was a problem.  But they did complain about poor service 
and difficulties in obtaining eligibility at the territorial centers for social services.  In Gyumri, 
people had to queue up for hours to apply for the benefit and then were treated rudely by the 
benefit officers.  In some instances people told of having to bribe the benefit officer in order 
to become eligible for the benefit.  The required documentation was awkward: among the 
documents that a household has to submit is the verification of unemployment, which is 
obtained from the employment center on presentation of a workbook.  However, first time 
labor market entrants do not have a workbook and so their status of unemployed cannot be 
documented and verified, and the household’s chances of qualifying for the benefit may be 
compromised.  Similar problem are reported concerning acquiring a birth certificate for 
children delivered at home.  This may require an informal out-of-pocket payment to the local 
civil registry office.  Again, in the absence of a birth certificate a household’s chances of 
getting the family poverty benefit may be compromised.   
 
7.9 Health care 
 
Poor health is considered one of the most threatening aspects of impoverishment. It threatens 
the ability to keep a job, and it drains limited resources when treatment is sought: in many 
instances, treatment is not sought, because it is unaffordable.  In principle, most poor people 
should have access to free primary care, but widespread informal, out-of-pocket payments, 
prevent many from seeking help or prompts them to rely on home remedies.  One woman 
explained that when her child was attacked by a dog the doctor refused to treat him unless she 
paid 1000 dram (she had to borrow the money).  Another woman said that her 6 year old 
child had a broken arm and despite the fact that children below 7 should be treated for free, 
the doctor asked for 2000 dram for an x-ray.  Since she new about the child’s entitlement, and 
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the child was in pain, after some argument the doctor finally agreed to do the x-ray for free.  
Hospital services, which are paid for, are in many instances completely out of the question. 
 
Respondents state that health care staff makes them ashamed of not being able to pay.  Staff 
is perceived as employing a variety of strategies to discourage the poor from seeking care: 
they make them wait, treat them cavalierly, or do not perform thorough examinations. Paying 
a doctor has become such a standard practice, that people are embarrassed to go see a doctor 
if they have no money to pay for the services. “A rat ate the child’s fingers and bit the 
cheeks”, but they have no money and are “ashamed” to take her to the doctor: the doctor has 
already once treated them free of charge. 
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VIII. Methodological issues for poverty monitoring 
This chapter summarizes crucial issues to be addressed to improve poverty monitoring in 
Armenia.  These issues are based on technical discussions carried out between to World Bank 
Poverty Assessment Team and the National Statistical Service from the Government of 
Armenia, and other technical experts.    
 
2001 Census and household surveys: The household surveys carried out so far are based on 
sampling frames constructed using administrative residential information compiled during the 
mid-nineties (1996).  The lack of updated Census and the significant changes during this 
period weakened the accuracy of household surveys to provide national level estimates of 
poverty.  In October 2001, a national Census was carried out.  Unfortunately, the results have 
not been made publicly available yet.  In addition to providing a variety of demographic and 
other information, it is necessary to use the Census for at least two purposes: first, to 
construct a sampling frame for future surveys that can provide accurate estimates at the 
national level, and second, the Census results can be also used to provide weights for recent 
surveys to obtain a more accurate picture of poverty during the last years.  This requires a 
rapid processing and publishing of the Census data and technical assistance for the 
construction of the corresponding sampling frames and weights.  
 
The measure of household welfare: Poverty measurement can be based on income, 
expenditures or consumption, where the latter is preferred. The definition of the consumption 
aggregate requires information that is comparable over time, mainly on its composition.  
Adjustments to the consumption aggregate such as per-capita or per adult-equivalent 
measures are also required for sensitivity analysis.  Nominal consumption estimates need to 
be adjusted for price differences across regions (particularly urban and rural) and time (over 
the year).  
 
The system of household surveys: Household surveys in different fields have been 
implemented in Armenia: Integrated Survey of Living Conditions; Labor Force Survey (both 
March/September and August 2001); Demographic and Health Survey 2000 (DHS); and 
Education, Poverty and Economic Activities Survey 2001 (UNDP funded) among others.  
These surveys do not have clear linkages impeding drawing detailed conclusions about 
sectoral policies on health, education and labor related to poverty reduction.  Surveys need to 
strengthen their linkages to improve guidance to policy makers. 
 
Improving the questionnaires: Questionnaires for both integrated living conditions survey 
and labor force survey are in need of improvements to better reflect the current policies (for 
instance, social assistance module in the ILCS), and provide better information (for instance 
sector of employment and earnings  in the LBS). 
 
Poverty mapping as a policy too:. The fact that in 2001 both the Population Census and the 
Integrated Living Conditions Survey were carried out represents a timely opportunity to 
implement a poverty mapping exercise in Armenia.  This analytical tool, of relative low cost, 
has proved useful for better understanding the geographic dimensions of poverty and as a 
targeting instrument for specific interventions that require prioritization across villages and 
even towns.  
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