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INTRODUCTION 

Labor markets in Armenia, l ike those in other former socialist countries in Central and 
Eastern Europe and Central Asia, have gone through a profound transition since the start o f  
political, economic, and social reforms in the early 1990s. The labor force movements in this 
region are the result o f  systemic changes in the economy and society, rather than being only 
cyclical. The dynamics and patterns o f  employment and unemployment in all the transition 
countries are o f  unique origin and character compared to the advanced economies. 

The major aspects o f  such systemic change to employment dynamics are as follows: 

0 On one hand, employment trends from the early 1990s were strongly influenced by 
political transformation, such as the disintegration o f  the Former Soviet Union, the 
rapid demise o f  i t s  political and economic structures, and the vertical and horizontal 
integration o f  the member countries established over decades. On the other hand, the 
founding o f  the independent states and the subsequent institutional reforms have 
created new jobs in such areas as defense, customs and tax services, frontier guards, 
and the diplomatic service, and created new patterns o f  labor mobility, such as 
interstate labor migration. 
Transition reforms have led to rapid structural shifts in the economy through the 
ownership o f  f i rms, in their structure by sectors, occupations, or sk i l ls  in demand; 
accompanying adjustment o f  the economy to market needs, which have led to a heavy 
contraction in aggregate output; and to structural unemployment in particular. 
In restructuring their economies, the countries were not able to avoid a rapid decline 
in aggregate demand in both government and private consumption and in fixed capital 
investments, which has led to demand-deficient unemployment. Therefore, the 
transition has been accompanied by both a negative supply shock and a negative 
demand shock. 
Many new alternative forms o f  employment and jobs have been generated, including 
in the informal sector and in domestic economics. Widespread nonparticipation has 
become common. 
The labor relationship has been influenced by aspects o f  the sociocultural and 
psychological transition o f  society. The ideologies o f  employees o f  the state-owned 
f i r m s  have been replaced by those o f  owners, employers, entrepreneurs, wage earners 
o f  private firms, self-employed, or employees in private entities. These aspects have 
induced new work ethics and discipline. The previous universal and mandatory 
system o f  job security and employment stability has been replaced by a more liberal 
institutional fi-amework for hiring and firing, and more flexible labor movements. 

0 

0 

0 

These and many other changes have made labor markets mobile but vulnerable to external 
and internal developments in the economy. The social costs o f  such transitional shocks have 
been enormous, leading to the rapid and deep stratification o f  society. Social and labor 
market policies must partially compensate for the cutbacks caused by systemic change. 
Armenia i s  no exception. 
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The labor market i s  a key factor market, which influences overall economic efficiency. In a 
period o f  rapid structural change, labor market policies are required to maintain an adequate 
equilibrium between labor demand and supply, notably by enabling entry and reentry into 
employment. As a result o f  the shocks associated with the transition process, in Armenia 
considerably fewer employment opportunities were created, and a significant share o f  able- 
bodied population i s  thereby “forced” to stay out o f  labor markets. The country has had one 
o f  the highest unemployment rates among the transition countries-over 30 percent, 
according to Labor Force Survey (LFS) data, and over 20 percent, according to Integrated 
Living Conditions Survey (ILCS) data, throughout the past decade. 

Box 1: Country Characteristics 

Armenia is  a landlocked country o f  29,743 square hlometers and has a population o f  3.219 mi l l ion people 
(2006). Turkey lies to the west, Georgia to the north, I ran to the south, and Azerbaijan to the east. The borders 
with Turkey and Azerbaijan are closed. The nation has few natural resources and generally mountainous land: it 
relies heavily o n  imports for i t s  food, and most crops are grown o n  irrigated land. Agricultural land comprises 
47 percent o f  the country. I t s  GDP based o n  Purchasing Power Parity in 2006 is estimated by IMF at US$4,516 
(www.imf.org). In 1988, a devastating earthquake struck Armenia, k i l l ing about 25,000 people, leaving another 
500,000 homeless, and destroying parts of i t s  fuel pipeline and industrial plants. Armenia was also engaged in a 
conflict with Azerbaijan over Nagorno Karabakh (NK), an ethnic-Armenian enclave inside Azerbaijan, closing 
some o f  Armenia’s trade routes. As such, it must rely o n  the development o f  i t s  human resources to acheve 
economic growth. 

Like other transition countries, the surge in unemployment in Armenia was largely 
anticipated, given the need for massive reallocation o f  labor across f i rms, sectors, and 
regions. However, the persistence o f  high unemployment and growing underemployment, 
even after more than a decade o f  rapid economic growth, i s  worrisome. Likewise, the reality 
o f  a rather stagnant unemployment pool, with a high incidence o f  long-term unemployment 
(close to 80 percent o f  the registered unemployed are out o f  a job for more than one year), i s  
at odds with the idea o f  a massive but also rapid reallocation o f  workers across f i r m s  and 
sectors. Moreover, many households have turned to subsistence agriculture and petty trade, 
staving o f f  poverty, while jobs in the formal sector have continued to disappear. 

In Armenia, there i s  clearly a lack o f  demand for labor, which requires government efforts 
aimed at expanding the economic base, promoting more labor-intensive investments and 
industries, and making labor market incentives more market friendly. The current weak 
regulation o f  the labor market may have helped employment flexibility, but i t  also appears to 
have had tradeoffs in promoting informalization o f  the economy (through i t s  avoidance), 
lower worker productivity, and reduced worker welfare, such as l ow  wages, growth o f  in- 
kind substitutes for remuneration, and wage arrears. 

The objective o f  the study i s  to determine the main factors behind poor labor market 
outcomes in Armenia: high unemployment o f  long duration despite rapid economic growth. 
To do so, it will assess, first, the key characteristics o f  the demand for labor. These include 
(a) the impact o f  macroeconomic policies on job growth; (b) wage flexibility and unit labor 
costs; (c) cost-of-doing-business factors, including costs, risks, and barriers to competition 
faced by f i rms; and (d) employment promotion legislation and labor market institutions. 
Recommendations are made on policies that can promote an effective and sustainable 
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increased demand for labor; second, the key characteristics o f  the supply o f  labor, including 
the impact o f  long-term demographic developments and labor migration, and the impact o f  
social benefits on the reallocation o f  labor. Policy options are analyzed that can support the 
development o f  an efficient supply o f  labor to a modern high-wage market economy; and, 
third, the mechanisms by which employers and workers are brought into contact with each 
other, and recommend policies that support efficient and effective labor market institutions. 

Box 2: Measuring Employment and Unemployment 

Information on  the social and economic situation in the labor market has been mainly collected from the 
fol lowing three broad groups o f  sources: (a) population censuses, labor force surveys, household surveys, and 
other specially designed surveys; (b) establishment surveys; and (c) administrative recordsh-egister-based 
statistics. In particular, the off icial data o n  employment in Armenia i s  compiled by the National Statistical 
Service (NSS) using the fol lowing sources and methods: (a) the data are collected from a l l  large and medium- 
size enterprises and state organizations by the NSS; (b) small enterprises (as a rule, less than 100 employees) 
are surveyed selectively, and the employment data are then aggregated to reflect the whole sample o f  registered 
small firms; and (c) self-employment and informal employment are calculated using the data o f  land registers 
and administrative registers. For  example, a person with landownership i s  considered employed. The State 
Employment Service (SES) collects the data on  registered unemployment. 

In this report, the data on overall employment and unemployment levels in 2004105 are derived from the labor 
module o f  the Integrated Living Conditions Survey (ILCS) that was conducted between April 2004 and March 
2005, as a more reliable source. This survey has a longer period o f  observation and a large sample o f  6,816 
households. For  a snapshot o f  more detailed labor issues, and for the dynamics o f  employment and 
unemployment during a longer period (1996-2005), the data f rom the Labor Force Surveys (LFS) are also used. 
The 2004 LFS was conducted in August 2004, with 2,539 households participating. During 2001-03, the LSFs 
were conducted in March and October, and the annual data reflect the average for these two months. 

A valuable source o f  information on  labor i s  the 2001 population census conducted between October 10 and 
October 19 o f  that year. Although the recent household and LFSs and the 2001 census fol lowed International 
Labor Organization (ILO) definitions o f  employment and unemployment, the variance in the data is significant. 

The statistical categories o f  unemployment and employment, which are highly simplified, can give only broad 
hints as to what a situation o f  employment in Armenia would resemble. Statistics o n  unemployment and 
employment are partly an attempt at the indirect measurement o f  changing levels o f  satisfaction or 
dissatisfaction within the labor market. Thus if more people are found to be employed, the employment 
situation i s  assumed to have improved. The ILO’s concept o f  “decent work,” which takes into account both the 
qualitative and quantitative aspects o f  employment, i s  a much more appropriate way o f  measuring progress in 
the labor market. The concept o f  decent work implies that work  should not only provide adequate income, but 
should respect workers’ rights and dignity (see Ghai 2003). 

The study findings are based on different types o f  data and analytical tools. Sections on 
macroeconomic developments will mainly use available data on aggregate output, 
employment, productivity, and wages. The section on business environment and labor market 
outcomes wil l primarily draw on indicators o f  the quality o f  the business environment 
included in the World Bank’s Doing Business, the European Bank for Reconstruction and 
DevelopmentNorld Bank Business Environment and Enterprise Performance Survey 
(BEEPS), and the International Finance CorporatiodWorld Bank Foreign Investment 
Advisory Service (FIAS) database. 
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The overview o f  labor market developments i s  based on the data from labor force surveys, 
household surveys (ILCSs), and administrative statistics (see Box i.2). These data are 
supplemented with information on policy settings and changes in policy, including 
information available on the activities o f  the State Employment Service (SES) in the 
provision o f  relevant services, and changes in labor legislation and in other labor market 
institutions. 

In addition, findings o f  the report are based on a few other surveys conducted in 2005 by 
AVAG Solutions with support from the World Bank, to derive additional data on the labor 
market, as follows: (a) a survey o f  unemployed youth aged 16-24 registered at the SES; (b) a 
survey o f  students studying at primary vocational and secondary specialized education 
establishments; (c) a survey o f  rural and agricultural employment; and (d) a survey o f  
managers o f  public employment services. Valuable insights on labor migration were obtained 
from the survey o f  labor migration from Armenia during 2002-05, conducted in 2005 by 
Advanced Social Technologies with support from the Yerevan office o f  the Organization for 
Security and Cooperation in Europe. 
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CHAPTER I: MACROECONOMIC DEVELOPMENTS AND 
THE LABOR MARKET 

Despite impressive economic growth rates, Armenia has yet to experience growth in 
employment. Typical of many other Europe and Central Asia countries, workers displaced in 
the “old” sectors have had few chances to f ind jobs in the “new sectors. Thus, the scarcity 
ofproductive j o b  opportunities and the underuse of labor are major socioeconomic problems 
in the country. From the point of view of labor, of the two main ways to achieve GDP 
growth-an increase in the number of employed or improvements in productivity-in 
Armenia, GDP increased mainly due to the latter. 

Labor shedding in the “old” sectors has also been impressive. There is a clear trend of 
decrease in the share of agriculture and manufacturing, and of increase in the share of the 
services sector, which, for the last 10 years, is characteristic of countries in a l l  income 
groups in almost every part  of the world. I n  this regard, Armenia, as a country in transition 
in the group of lower-middle-income countries, has had, as of 2004, an economic structure 
corresponding to that group of countries. 

Nevertheless, the trend of the decline in the share of agriculture after its unprecedented 
increase during 1990-94 generally corresponds to global developments. Thus, in the near 
future, we can expect a further decline in the share of agriculture and manufacturing in 
GDP, and continuous increase in the share of services; stabilization and certain growth in 
nonagricultural employment, which will happen mainly at the expense of the absolute and 
relative decline in agricultural employment; and stabilization in overall employment and its 
future growth of 0. I to 0.5 percent annually. 

1.1. Economic Growth and Employment 

In the last decade, Armenia has been one o f  the fastest-growing transition countries. 
Moderate but robust economic growth in the init ial years o f  the recovery (5 percent on 
average during 1994-2000) accelerated in the late 199Os, reaching an average annual rate o f  
12.3 percent between 2001-2005 (NSS 200%; www.armstat.am). Armenia is  also one o f  the 
f irst Commonwealth o f  Independent States (CIS) countries in which the volume o f  gross 
domestic product (GDP) recovered in 2003 to i t s  pre-transition level (Table 1.1). In recent 
years, the most rapidly expanding sectors o f  the economy have been construction, which 
almost tripled i t s  volume o f  output during 2000-03-an increase o f  2.8-fold in constant 
prices; followed by trade and catering-an increase o f  5 1 percent; and industry-an increase 
o f  38 percent. Agricultural output increased for the same period by 20 percent. GDP growth 
has been driven by total factor productivity, reflecting efficiency gains from macroeconomic 
stabilization and structural changes, including reallocation o f  workers into higher value- 
added jobs. 
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Table 1.1: Volume Indexes of  Gross Domestic Product (constant prices), 1991 = 100 

1992 1995 2000 2002 2003 2004 2005 2006"" 
Armenia 58.2 59.8 76.8 95.3 108.5 120.0 136.8 155.1 
Azerbaijan 
Belarus 
Georgia 
Kazakhstan 

Moldova* 
Russia 
Tajikistan* 
Turkmenistan 
Ukraine 
Uzbekistan 

Kyrgyz Rep. 

77.4 
90.4 
55.1 
94.7 
86.1 

71 
85.5 

70 

90.1 
88.9 

... 

42.2 
66.1 
35.8 
69.0 
55.0 

48 
65.4 

41 

52.3 
81.6 

... 

59.3 72.0 
89.7 98.7 
47.5 52.5 
78.0 97.2 
72.2 76.1 

42 48 
70.8 77.9 

41 50 

47.4 54.4 
98.6 106.8 

... ... 

80.1 
105.6 
58.4 

106.3 
81.2 

51 
83.6 

55 

59.6 
111.5 

... 

88.3 
117.2 
61.8 

116.5 
87.1 

55 
89.6 

61 

66.9 
120.1 

... 

11 1.6 
128.4 
67.6 

127.5 
96.6 

59 
95.4 

65 

68.6 
128.5 

... 

150.1 
141.1 

141.0 
99.2 

61 
101.8 

70 

73.4 
137.9 

... 

... 

CIS average" 86.0 63.1 68.3 76.3 82.2 88.9 94.9 102.0 
* - Estimate; ** - calculated by the author. 
Source: CIS STAT 2007 (http://www. cisstat. com/eng/mac-0 1 .htm). 

In the transition period, several distinctive periods o f  development can be  identified. 
The early 1990s was a period o f  economic collapse and hyperinflation, and a drop in real 
output accounted for 60 percent, following the regaining o f  independence in 199 1. Economic 
growth was resumed in 1994. The early stages o f  the recovery, during 1994-98, were driven 
by one-time factors (land reform, energy) and growth in enclave industries (mining, 
metallurgy) that had a limited impact on the broader economy. At the same time, 
privatization o f  state enterprises shed workers that the gradually expanding formal private 
market was unable to absorb. Since 2000, the government's reform policies have begun to 
make themselves felt, and the country's economic performance has further improved. 

A recent Internat ional  M o n e t a r y  Fund study uses an endogenous growth  model  and 
cross-country regressions (covering 50 countries) to explore the determinants o f  
Armenia's recent rapid growth and the prospects for  sustaining this growth in the 
future (Iradian 2003). Three main factors explain the strong growth performance: first, the 
catching-up process following the sharp decline in output in the early 1990s (estimated to 
account for almost a third o f  the average annual growth during 1994-2001 o f  CIS countries 
in this situation); second, sound macroeconomic policies (reflected in relatively low inflation 
and small fiscal deficits); and third, the large private transfers in recent years (reflected in a 
high investment rate-much higher than the national savings rate). The  boom i s  also 
characterized by a dramatic rise in exports, which have grown by 13 percent per year since 
1995, including 26 percent on average during 2000-03. The export boom has been fairly 
broad, with most significant export branches experiencing rapid growth. Exports o f  precious 
stones and metals, however, s t i l l  account for more than 40 percent o f  total exports (World 
Bank 2005e). Investment has also boomed, growing at 21 percent annually since 2000. The 
FDI increased by 46 percent in 2004 compared with 2003. (IMF 2005). Private consumption 
growth has been lower, but s t i l l  impressive, at 8 percent per year. T h i s  positive 
macroeconomic performance has already fundamentally altered Armenia's economic 
situation. 
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However, there exist serious structural problems, such as narrowly based growth, 
poorly functioning credit market, biases against small and medium-size enterprises 
(SMEs), and inadequate public investment in infrastructure.' The new sector, comprising 
small f i rms, has yet to develop the critical mass needed to generate enough jobs to offset job 
losses in the old sector. Facilitating the entry o f  new f i r m s  and the growth o f  small 
enterprises i s  hence a prerequisite for faster job creation, employment growth, and eventually 
the reduction o f  unemployment. Given the country's factor endowments and geographical 
situation, i t s  potential comparative advantage is in high value-added and skill-demanding, 
labor intensive, light-weight sectors (World Bank 2002b). 

The Armenian economy during the Soviet period, especially starting from the 1970s, 
had a rather significant share of the informal economy. In addition, a considerable 
volume o f  non-reported economic activities in the form o f  different services rendered to the 
population was performed by individuals. Both types o f  activities were considered illegal. In 
1987, legal private enterprises, mostly in the form o f  cooperatives, started to emerge in 
different sectors. According to National Statistical Service (NSS) estimates, in 1990, private 
sector value added accounted for 1 1.7 percent o f  GDP. 

Figure 1.1: Structure of Value Added and Employment, 1990-2005 

Public infrastructure has largely benefited from capital inf lows from the Lincey Foundation to reconstruct 
roads and other public infrastructure, and investments associated with the celebration o f  1,700 years o f  
Christianity in 200 1. 

1 

7 



The  N S S  estimates that, currently, 30 to 35 percent of  total GDP i s  in the shadow 
economy.’ The World Bank Doing Business Report 2006 estimates that in Armenia the share 
o f  the informal economy in gross national product i s  as high as 46.3 percent, the fourth- 
highest levels among the transition countries, following Georgia (67.3 percent), Azerbaijan 
(60.6 percent), and Belarus (48.1 percent) (World Bank 2005a). 

During 1990-2005, initially due to the systemic crisis o f  the economy during 1990-93, 
and the subsequent continuous economic growth during 1994-2005, Armenia’s 
economy was impacted by major structural shifts. The structure o f  GDP and employment 
changed significantly. The importance o f  the primary and secondary sectors in the economy 
and in the total employment rate i s  decreasing, and the role o f  the tertiary sector i s  increasing. 
Figure 1.1 reveals that the share o f  the services sector was 33.8 percent o f  GDP in 2005, 
compared to 25.8 percent in 1995 and 30.8 percent in 1990. This i s  s t i l l  much less than the 
over 60 percent in new European Union member countries. The share o f  agriculture in GDP 
dropped to 20.9 percent in 2005, compared to 42.3 percent in 1995 and 17.2 percent in 1990.3 
At the same time, the share o f  the primary sector (industry and construction) amounted to 
45.3 percent o f  GDP in 2005, compared to 32.0 percent in 1995 and 51.9 percent in 1990 
(NSS 200%; the share o f  employment by sectors see Annex Figure l).). 

Strong economic growth in Armenia in the last decade was not accompanied by a n  
increase in employment. Like many other transition countries, Armenia has faced “jobless 
growth” or actually even “job loss growth.” As recorded by the NSS, employment has 
declined over the last 15 years by 32 percent-from 1.630 mi l l ion employed individuals in 
1990 to 1.108 mi l l ion in 2005 (CIS STAT 1994; N S S  2006). However, there are indications 
that the labor market situation might have reached the turning point. The N S S  reports an 
increase in the number o f  employed population from 1.082 mi l l ion individuals in 2004 to 
1.1 12 mi l l ion on average in January-December 2006. Estimates based on the Integrated 
Living Conditions Survey (ILCS) show among the population 16 and over an increase in the 
employment rate: from 46.0 to 48.7 percent and a decrease in the unemployment rate: from 
27.0 to 19.3 percent between 1998/99 and 2004 (World Bank and N S S  2006). The number o f  
registered unemployed job seekers declined from 147,000 at the end o f  2003 to 88,900 in 
December 2006. 

The N S S  adjusts GDP estimates for unreported activity by using the so-called “Italian method.” Firms’ 
reported employment and output are used to calculate labor productivity by sector o f  the economy. Results o f  a 
labor survey that i s  done once a year are used to estimate levels o f  employment by sector; the labor survey is 
believed to much more accurately capture true employment than employment reported by firms. The shadow 
economy i s  then estimated in monetary terms by sector by mult iplying estimated labor productivity by 
unreported employment (the difference between survey and f i r m s ’  reported numbers.). 

Calculated in basic prices, that is, without net indirect taxes (indirect taxes less subsidies). 
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Figure 1.2: Dynamics of Main Economic Indicators, (1991 = 100) 
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Source: N S S  2007 (www.armstat,am); CIS STAT 2007 (www.cisstat.com). 

During the transition years, the dynamics and structure o f  employment by main  sectors 
o f  the economy has been highly uneven (Annex Table 1; Annex Figure 2). The number o f  
employed in industry and construction declined from 679,000 in 1990, or 41.6 percent o f  the 
total employment, to 169,200 in 2005, or 15.4 percent o f  total employment. At the same 
time, the number o f  employed in agriculture and forestry increased from 289,000 to 507,600, 
or from 17.7 percent to 46.2 percent o f  the total employed (CIS STAT 1994; N S S  2006). The 
ratio o f  employed in the service sector has been relatively stable, but the sector experienced a 
rapid decline in employment as well. 

Recent years have seen a noticeable shift of  employment f r o m  the state sector into the 
private sector. Total employment in the private (non-state) sector was estimated at 80 
percent in 2005-an increase from 21 percent in 1990 (CIS STAT 1994; N S S  2006). 
Employment i s  shrinking in the public services sector and in the civ i l  service, and their share 
in total employment has declined from 27 percent in 2000 to 21 percent in 2004. Science has 
experienced the most notable reduction in employment, from 53,000 employees in 1990 to 
14,000 in 2005 (Table 1.2). During 2003-05, as part o f  the reforms in the education system, 
37 schools were merged or closed and more than 6,900 teachers in general public schools 
were made redundant (almost 16 percent o f  the total), following the optimization o f  the 
student-teacher ratio (from a l ow  11.7 in 2003 to over 14 in 2005), class size, teacher loads, 
and other indicators. The objectives o f  the reform are achieving an effective use o f  public 
financing, increasing the salaries and living standards o f  teachers, and improving school 
performance. Teacher salaries increased by 65 percent in 2005 (IMF 2005). 
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Table 1.2: Employment Dynamics in Health, Education, Science, And Public Administration, 
1995-2005 (1000’) 

1990 1995 1997 1998 1999 2000 2001 2002 2003 2004 2005 
Health Care, 94.0 85.5 80.7 77.7 76.6 80.7 79.3 66.9 60.3 49.8 50.6 
Physical Culture, and 
Social Security 
Education, Culture, 195.7 180.2 161.3 154.8 153.4 153.9 155.2 138.3 132.2 120.6 119.0 
and Art 
Science and 53.1 22.8 16.0 7.3 15.8 15.1 14.6 13.2 12.3 12.2 14.0 
Scientific Services 
Government Staff 27.8 29.3 29.5 29.1 28.2 27.4 25.2 23.8 25.0 26.6 28.2 

Source: NSS:  Statistical Yearbooks (relevant years); www.armstat.am. 

Economic growth in Armenia  so far has taken place almost exclusively through labor  
productivity increases, pa i red with j o b  redundancies. In the last decade, two distinctive 
periods-1 995-99 and 2000-03-can be identified, where the latter period witnessed a 
marked increase in economic growth and labor productivity growth, with the relative 
stabilization in the number o f  job cuts (see Table 1.3). To  this end, 2002 may be 
characterized as the year when stabilization in the number o f  employed in the main 
productive sectors started. Most o f  the labor shedding during 2000-03 took place in the 
overstaffed social service sectors, where, on average, 9,100 jobs were lost annually, 
compared with the annual average o f  6,400 job cuts during 1995-99. 

Table 1.3: Jobs, Value Added, and Labor Productivity in the Nonagricultural Sector of  the 
Economy, 1995-2003 

1995- 1995- 2000- 2003 
2003 1999 2003 

Annual Average Increase o f  Value Added in 34.38 15.21 58.35 96.79 
Nonagricultural Sector, B i l l i on  1995 Constant Drams 
Annual Average Change in Employment in 
Nonagricultural Sector, Thousand 
Annual Average Labor Productivity in Nonagricultural 
Sector, M i l l i on  1995 Constant Drams 
Annual Average Increase o f  Value Added in Industry, 
B i l l i on  1995 Constant Drams 
Annual Average Change in Employment in Industry, 
Thousand 
Annual Average Labor Productivity in Industry, M i l l i on  
1995 Constant Drams 
Annual Average Increase o f  Value Added in Construction, 
B i l l i on  1995 Constant Drams 
Annual Average Change in Employment in Construction, 
Thousand 
Annual Average Labor Productivity in Construction, 
M i l l i on  1995 Constant Drams 
Annual Average Increase o f  Value Added in Trade, 
B i l l i on  1995 Constant Drams 
Annual Average Change in Employment in Trade, 
Thousand 
Annual Average Labor Productivity in Trade, M i l l i on  
1995 Constant Drams 

Source: National Statistical Service and authors’ calculations. 
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0.538 

6.92 
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-6.62 

1.511 
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-32 

0.555 
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0.734 

8.087 

9.1 
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13.01 
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0.93 
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17.08 

-4.3 
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1.1 
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5.4 
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1.2. Job Flows, by Industry 

T h e  transition f rom the policies in the early 1990s o f  artificial hoarding o f  excess labor 
by low wages, extensive administrative leave, and part-time work, in order to avoid 
widespread unemployment under the conditions of  severe economic crisis, to the free- 
labor-market policies was made possible by the following factors: 

Wide-scale privatization of medium- and large-size SOEs that started at the 
beginning o f  1995 was largely completed in 2003. As o f  July 2004, 1,894 medium- 
and large-size SOEs, or 82 percent o f  all medium- and large-size enterprises, and 
7,226 small enterprises, or 97 percent o f  all small enterprises, were privatized. Only a 
small number o f  f i r m s  in infiastructure are s t i l l  controlled by the State or municipal 
governments. The lack o f  investor interest in the privatization o f  the remaining SOEs 
i s  mostly due to their non-competitiveness and obsolete technologies. 

Increase of budgetary discipline and gradual phasing out of barter trade and 
payments via compensation of debts, due to which barter trade was practically 
eliminated by the end o f  1996. The payment mechanisms via compensation o f  debts 
were rather common practice in the early stages o f  economic reform, mostly due to 
the nonpayment or late payment on the obligations to suppliers o f  goods, works, and 
services, when accumulated tax arrears o f  these economic agents were cleared against 
these payments. In 2001, this practice was substantially restricted, and starting in 
2002, the government has not been using the clearing mechanisms at all. Starting in 
1998, tax arrears o f  economic agents in Armenia can be written o f f  only by adoption 
o f  a corresponding law. 

Gradual phasing out of direct and hidden subsidies to enterprises, followed by 
privatization o f  energy distribution networks in 2002, which brought down quasi- 
fiscal subsidies to the industry and other productive sectors from 1.2 percent o f  GDP 
in 1997 to 0.3 percent o f  GDP in 2001 (Freinkman, Gyulumyan, and Kyurumyan 
2003). 

Improvements in the business and investment climate, namely, market entry, 
contract enforcement, and market exit. (See Chapter VII.) 

H 

9 

During 1995-99, privatization was the main factor responsible for the emergence o f  the 
private sector, which currently accounts for about 75 percent o f  GDP, and which 
provided, in 2005, 63.2 percent o f  al l  jobs in the nonagricultural sector o f  the economy4 
(Figure 1.3). Starting in 1999, when the f irst and biggest wave o f  voucher privatization was 
mostly completed, the new private enterprises gradually replaced privatization as the main 
factor responsible for the growth o f  a private sector. 

In 2005, 94.3 percent o f  jobs in industry, 95.1 percent o f  construction jobs, and 99.8 percent o f  trade and 4 

catering jobs, were in the private sector. 
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Figure 1.3: Nonagricultural Jobs in the State and Private Sectors, 1995-2003 

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 

Jobs in state sector Jobs in private sector 

Source: National Statistical Service and authors’ calculations. 

Meanwhile, privatization was also the factor responsible for the main  bulk of  job 
redundancies in production sectors of  the Armenian nonagricultural economy. Transfer 
o f  the SOEs to private ownership, in parallel with elimination or substantial restriction o f  
hidden subsidies for the most privatized enterprises, and an increase in financial discipline, 
created an issue o f  downsizing the excess labor. A considerable part o f  privatized enterprises, 
mostly large and medium-size manufacturing enterprises, turned out to be noncompetitive, 
lost their markets in the former USSR, were subsequently closed down, or were forced to 
operate only with the small fraction o f  their capacity. This increased the magnitude o f  job 
cuts even more. However, only a small fraction o f  these enterprises underwent significant 
restructuring through downsizing, division, and profile change. Others served as a base for 
the emerging private enterprises via assets stripping and liquidation. A considerable 
percentage o f  these f i r m s  remain non-operational. 

Labor  shedding in the state nonagricultural sector has not  been compensated by the 
corresponding increase in employment in the private sector. On the contrary, during 
1995-99, about 375,000 jobs in the state sector, or 52 percent, were lost, while the number o f  
private sector jobs increased during the same period by 191,500, or only about ha l f  o f  the 
jobs cut in the state sector. Starting in 2000, when the entry o f  new private companies into 
markets somewhat intensified, more jobs were created in the private sector to replace labor 
shedding in the state sector, and in 2003 an increase in private sector nonagricultural jobs 
almost compensated job redundancies in the state sector (the difference was only 7,000 jobs). 
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Figure 1.4: Job Creation and Destruction in Industry, 1999-2003 (In reporting enterprises) 
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Source: National Statistical Service and authors' calculations. 

In t h e  production sphere, f o r  f i r s t  time in 13 years in the history o f  an  independent 
Armenia, in 2003 the  number o f  jobs created in the private sector (15,100) surpassed 
the number o f  j o b  cuts in the state sector (8,900), and a total increase o f  6,200 jobs was 
achieved. (See also Annex Figure 3). In public services and in some other sectors where state 
sector employment exceeds 50 percent, labor shedding will continue in the medium term. 
This i s  due to the currently ongoing reforms in health, education, and public governance 
aimed at optimizing the number o f  state-owned entities (such as schools, hospitals, and 
government agencies) and employment in these sectors in order to increase quality o f  
provided services and productivity, and to provide accelerated salary increases. 

Job creation in Armenian industry in recent years was mostly concentrated in new 
private enterprises (Figure 1.4; Annex Table 2;  Annex Figure 3). Out o f  the 26,500 jobs 
created in industry during 1999-2003, 22,000, or 83.4 percent, were established in newly 
created private enterprises. Job elimination was mostly concentrated in "formal" jobs, that is, 
in operating enterprises, and the people on administrative leave were dismissed first. Total 
job elimination during 1999-2003 was 98,600, o f  which 76,600, or 77 percent, were due to 
staff reduction. Out o f  the 76,600 personnel made redundant, 34,800, or 45.4 percent, were in 
the state sector, which resulted in the decline o f  the share o f  personnel employed in SOEs in 
industry from 34.9 percent in 1999 to 16.5 percent in 2003. 

Job creation in construction dur ing  recent years was also concentrated in new private 
enterpr ises (Figure 1.5; Annex Table 3 ;  Annex Figure 5). All o f  the 26,500 jobs created 
during 1999-2003 were in the private sector. Job elimination, due to the relatively small 
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number o f  personnel on administrative leave in the sector, was mostly the result o f  
accelerated productivity growth. Out o f  3 1,400 personnel cuts for the same period, 23,500 
employees, or 74.8 percent, were in the public sector. 

Figure 1.5: Job Creation and Destruction in Construction, 1999-2003 
(In reporting enterprises) 
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F o r  short-term estimates o f  employment dynamics in different sectors, Cobb-Douglas 
product ion functions for  1995-2003 can b e  used, with ordinary  elasticity o f  return,  
calculated for  industry (without energy sector) and i t s  main sectors (see Table 1.4). 
According to the production function parameters, only in the food-processing industry will 
an increase o f  employment result in output increase, whereas in other sectors, the increase in 
the employed tends to negatively affect output. However, as labor elasticity coefficients 
show, the reserves for staff reduction are negligible in the timber industry, and rather small in 
the building materials industry. According to the production function for metallurgy, labor 
elasticity i s  negative. In reality, taking into account narrow profit margins in nonferrous 
metallurgy, due to high transportation charges, the level o f  output in this sector, and 
consequently the level o f  employment, depends on  the level o f  international prices on copper, 
molybdenum, and gold  concentrate^.^ 

The quality o f  production function estimates for machinery, light industry, and other industrial sectors i s  rather 
low due to the absence o f  dynamics in the output o f  the first two sectors, and l o w  reliability o f  the data o n  other 
sectors. In our opinion, substantial parts o f  light industry and the machinery sectors can be described as 
depressed sectors, where the dynamics o f  output depends o n  nonpermanent factors, such as one-time orders, 
which usually are not renewed in subsequent years. 
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Table 1.4: Parameters of  Cobb-Douglas Production Function for Industry, by Sector, 
1995-2003 

Intercept Output- Output- R(2) F-Statistics 
Fixed Labor 

Capital Elasticity 
Elasticity 

Industry (excluding energy) 1.163 0.707 0.293 0.971 265.202 
Standard error of estimate 0.035 0.043 

Metallurgy 0.237 1.571 -0.571 0.719 21.510 
Standard error of estimate 0.596 0.339 

Manufacturing 0.730 1.583 -0.583 0.944 135.694 
Standard error of estimate 0.074 0.136 

Machinery 2.443 0.880 0.120 0.357 5.446 
Standard error of estimate 0.526 0.377 

Chemical Industry 1.359 3.737 -2.737 0.883 61.269 
Standard error of estimate 0.143 0.477 

Timber Industry 1.365 1.065 -0.065 0.403 6.391 
Standard error of estimate 0.3 70 0.421 

Building Materials 0.842 1.161 ' -0.161 0.704 20.023 
Standard error of estimate 0.134 0.259 

Light Industry 2.376 1.157 -0.157 0.449 7.524 
Standard error of estimate 0.722 0.422 

Food Processing 2.326 0.584 0.416 0.987 591.131 
Standard error of estimate 0.029 0.024 

Other Sectors 0.067 2.046 -1.046 0.392 6.158 
Standard error of estimate 1.264 0.824 

Source: Authors' calculations. 

Based on these data, in the near future, employment in the food-processing, nonferrous 
metallurgy (provided that the favorable dynamics o f  relevant international prices continue), 
timber, and building materials sectors, while taking into account the continuation o f  strong 
growth in construction, i s  expected to increase as well, whereas in most o f  the sub-sectors o f  
the machinery, light, and chemical industries, growth will probably not create additional 
employment, due to the s t i l l  significant reserves o f  excess labor and lower productivity levels 
compared with the other industrial sectors. Taking this into account, and provided that strong 
economic growth in industry continues, employment stabilization or growth o f  employment 
in industry in the range o f  0.1 to 0.5 percent annually may be anticipated in the near future. 

T h e  other characteristic o f  industrial development i s  the ongoing process o f  an increase 
in the number  o f  enterprises in industry in l ine with the downsizing o f  enterprises. 
During 1990-2003, the number o f  registered enterprises operating in industry increased 2.7- 
fold. Data on registered enterprises are available from 1995, and the number o f  registered 
industrial enterprises increased more than 3-fold during 1995-2003 (Figure 1.6). The biggest 
increase took place during 1995-97, that is, starting from the beginning o f  a large-scale 
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privatization o f  SOEs. The annual average increase in the number o f  registered industrial 
enterprises was 1,550 during 1996-98, whereas during 1999-2003 it was only 391 
enterprises. 

Figure 1.6: Number and Size of Industrial Enterprises in Armenia, 
1996-2003 (1995 = 100) 
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)urce: National Statistical Service and authors’ calculations. 

T h e  average size o f  industrial enterprises declined f r o m  110 employees in 1995 to  15 in 
2003, a more  than 7-fold reduction. (Annex Table 4). For reporting enterprises, there was a 
12.7-fold decline in the average size compared with 1990, whereas output declined only 3.6- 
fold. During the privatization in 1995-98, the average enterprise size declined from 298 
employees to 152 employees, or 48.3 percent, whereas in the post-privatization period o f  
1999-2003, the average enterprise size declined from 122 employees to 41 employees, or 
about 3-fold. This was mostly due to the intensification o f  post-privatization restructuring 
and entry o f  new private, but much smaller, enterprises. The other employment characteristic 
i s  the dramatic decline in the number o f  personnel on administrative leave due to labor 
shedding. Out o f  total labor shedding in industry, in 1996, 128,600 o f  those dismissed were 
on administrative leave, but by 2003, only 2,500 o f  those dismissed were on administrative 
leave. 
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Figure 1.7: M a i n  Indicators for Agriculture in Armenia, 1990 - 2004, Percent 
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Source: National Statistical Service and authors’ calculations. 

Employment  in agriculture in Armenia  i s  current ly one of the highest among the 
transition countries. (Figure 1.7; Annex Table 5). The trend o f  increase in agricultural 
employment was characteristic o f  a number o f  countries in the region, due to the depth and 
severity o f  the transition crisis. I t  served as one o f  the main means for cushioning the b low o f  
hardships. The main causes o f  high levels o f  agricultural employment in the country are low 
productivity and the limited number o f  newly created nonagricultural jobs. (See Chapter IV.) 
Table 1.5 shows that in all the listed countries, with the exception o f  Estonia and Tajikistan, a 
relative decline in agricultural productivity occurred, due to an increase in the share o f  the 
employed, or the faster growth in other sectors.6 The concentration o f  surplus labor force in 
agriculture, on the other hand, i s  one o f  the main causes o f  low productivity in that ~ e c t o r . ~  

The reasons were different in the two countries: in Estonia, a relative decline in agricultural productivity was 
due to a sharp increase in productivity and a 3-fold decrease in the share o f  employment, and in Tajikistan it 
was due to a reduction in productivity and the unchanged h igh  share o f  employment in agriculture. 

Our comparison o f  75 countries during 1990, 1995, and 2001 reveals that there i s  a direct negative relationship 
between the share o f  those employed in a riculture and productivit . The relationship i s  expressed as follows: 

Ln(LPA1990) = 7.1 136 - 0.5652 Ln (ESA1991) R2 = 0.359, F= 42.41 SE= z031 

Ln P A 1 9 9 5  = 7.321 - 0.5834 Ln (ESAl9954 R2 = 0.436, F = 58.19 SE= 0.952 
LnhPA2001]= 7.639 - 0.6166 Ln (ESA 20 1) R2 - 0.545, F= 89.8 SE= 0.825 

1990 

1995 
2001 

where LPA is labor productivity in agriculture and ESA i s  the share o f  employment in agriculture. 
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Table 1.5: Dynamics of Agricultural Employment in Armenia And other Transition Countries, 
1990-2003 

1990 1995 2003 The GDPper % o f  YO of Produc- Produc- 
Highest Capita GDP GDP tivity tivity 
Decline (US (1990) (2003) (%of ( % o f  
(YO to Dollars total total 
1990 2003) produc- produc- 
level) tivity, tivity 

1990) 2003) 
Armenia 17.74 37.38 45.96 63 910 17.2 23.50 90.19 51.14 

Bulgaria 18.49 23.85 25.82 16 2130 17.0 10.00 91.9 38.73 
Estonia 17.97 9.27 5.79 35 4960 15.6 5.40 86.8 93.29 
Georgia 25.59 48.37 54.85 78 830 29.9 20.60 116.8 37.55 
Kazakhstan 22.82 22.00 35.03 41 1780 34.9 7.60 152.9 21.70 
Kyrgyz Rep. 32.72 47.19 52.61 50 330 32.9 39.20 100.5 74.51 
Latvia 16.54 16.73 13.41 51 4070 20.3 4.50 122.7 33.56 
Lithuania 18.94 23.72 17.77 44 4490 27.7 7.30 146.2 41.09 
Moldova 32.74 48.83 42.88 63 590 24.0 22.50 73.3 52.48 
Romania 29.10 40.22 35.63 21 23 10 16.45 11.30 56.5 3 1.72 
Russia 13.23 15.70 11.80 40 2610 15.5 5.20 116.9 44.07 
Uzbekistan 39.29 40.93 38.50 18 420 33.2 35.20 84.49 91.42 
Taj lkistan 43.07 60.07 46.19 50 190 21.7 23.40 50.3 50.66 
Ukraine 19.76 22.46 19.73 59 970 24.6 14.10 124.4 71.46 
Source: World Bank (1995b); World Bank (2002e); ILO (2004b). 

Azerbaijan 30.91 30.64 39.95 60 810 26.5 14.30 85.7 35.79 

1.3. Productivity Improvements 

In Armenia, labor productivity growth outperformed GDP growth, and capital 
productivity growth was also high. (Annex Table 6). As a result, the productivity gap 
between Armenia and industrialized countries has narrowed but remains substantial. The 
import-substitution and export-oriented clusters, in which excess labor was cut the most, 
achieved higher absolute productivity levels (Figure 1.8). So far the highest labor 
productivity i s  in the food-processing sector, which i s  the fastest-developing sector in 
Armenia, and where the number o f  individuals on administrative leave i s  limited. In 2003, 
the food processing sector accounted for 36.5 percent o f  total industrial output, whereas the 
share o f  employed in the sector accounted for only 16.1 percent o f  those employed. 
Nonferrous metallurgy accounted for 21.0 percent o f  industrial output and 10.3 percent o f  
those employed. Machinery, chemical, and light industry are, in general, depressed sectors, 
with a total o f  8.0 percent o f  industrial output and 39.6 percent o f  industrial personnel in 
2003. Together these three sectors, in 2003, had a total o f  8,700 personnel on administrative 
leave, or 56.5 percent o f  all industrial personnel on administrative leave. 

18 



Figure 1.8: Structure of Output and Employment in Industry, by Sector, 1990-2003 

I 1990 I 1995 1 1996 I 1997 I 1998 1 1999 I 2000 I 2001 1 2002 1 2003 I 
0 Food processing 0 Light industry 0 Chemical, timber & building materials lil Machinery EI Metallurgy Energy 

Source: National Statistical Service and authors’ calculations. 

Analysis shows that there i s  no  direct link between productivity increase and labor 
shedding. On the contrary, the industrial sectors with relatively small numbers o f  layoffs 
have the highest productivity. For example, in food processing, 17,000 personnel were cut 
during 1990-2003, or 59.4 percent, whereas labor productivity was the highest in the 
industry. In machinery, where there were 152,600 personnel cuts during 1990-2003, or 88.9 
percent, labor productivity was about 10.7 percent o f  the labor productivity in food 
processing. In light industry, there were 92,500 personnel cuts during 1990-2003, or 90.2 
percent, but s t i l l  labor productivity in light industry remained the lowest o f  all the industrial 
sectors. 

During 1995-2003, in manufacturing (that is, industry excluding energy and 
metallurgy), the main  tendency was that in industries with relatively small enterprises, 
the output per enterprise tended to be higher that in the industries with relatively 
larger enterprises. Panel regressions o f  the output o f  the enterprises in the sectors o f  
industry revealed the dependency o f  the output on the size o f  enterprise-the smaller the 
average size o f  the enterprise, the higher the output8 (Table 1.6). Downsizing via 
restructuring and creation o f  new enterprises may be considered as the main tendency for the 
development o f  the industrial sector and labor productivity increase during 1999-2003, 

* Panel regression for 7 manufacturing sectors, including 63 observations for 1995-2003, showed the negative 
relation between the average output and the size o f  enterprise: OUTPUT = 151.65 - 0.527 SIZE; R(2) = 0.137; 
F = 10.88; SE for intercept - 18.87; SE for dependent variable - 0.159. 
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Table 1.6: Output and Labor Productivity in Industry, 2001-2003, By Enterprise Size 

2003 2002 2001 

Output in Reporting Enterprises, Billion 2003 Constant Drams 
of which: Microenterprises (5 and less employees) 

Small enterprises (6-50 employees) 
Medium-size enterprises (5 1-100 employees) 
Large enterprises (101 and more employees) 

including: large enterprises in manufacturing 

Annual Average Personnel, Thousand 
Microenterprises (5 and less employees) 
Small enterprises (6-50 employees) 
Medium-size enterprises (5 1-1 00 employees) 
Large enterprises (1 0 1 and more employees) 

including: large enterprises in manufacturing 

Number of  Enterprises 
Microenterprises (5 and less employees) 
Small enterprises (6-50 employees) 
Medium-size enterprises (5 1-1 00 employees) 
Large enterprises (1 0 1 and more employees) 

including: large enterprises in manufacturing 

Average Size of  Enterprises 
Microenterprises (5 and less employees) 
Small enterprises (6-50 employees) 
Medium-size enterprises (5 1-100 employees) 
Large enterprises ( 10 1 and more employees) 

including: large enterprises in manufacturing 

Labor Productivity in Reporting Enterprises, Million 2003 Constant 
Drams 
of which: Microenterprises (5 and less employees) 

Small enterprises (6-50 employees) 
Medium-size enterprises (5 1-1 00 employees) 
Large enterprises (10 1 and more employees) 

including: large enterprises in manufacturing 

Output in Non-reporting Enterprises, Billion 2003 Constant Drams 
Employment in Non-reporting Enterprises, Thousand 
Labor Productivity in Non-reporting Enterprises, Million 2003 
Constant Drams 
Share of Non-reporting Enterprises in Employment, Yo 
Share of Non-reporting Enterprises in Output, YO 
Source: National Statistical Service and authors’ calculations. 

372.87 
7.38 

41.16 
15.75 

308.58 
138.57 

2.63 
11.60 
7.60 
56.72 
31.03 

1045 
718 
101 
189 
72 

2.52 
16.16 
75.24 
300.11 
430.99 
4.75 

2.81 
3.55 
2.07 
5.44 
4.47 
50.85 
55.10 
0.92 

41.23 
12.00 

319.72 
10.19 
32.88 
12.00 

264.65 
103.67 

2.20 
11.26 
7.25 
51.10 
24.27 

884 
649 
100 
182 
69 

2.49 
17.36 
72.46 

280.75 
351.71 
4.45 

4.63 
2.92 
1.66 
5.18 
4.27 
47.45 
48.40 
0.98 

40.26 
12.92 

275.68 
13.21 
30.90 
10.10 

22 1.47 
61.59 

1.84 
10.07 
8.33 

51.34 
2 7.02 

811 
605 
115 
190 
83 

2.27 
16.65 
72.44 

270.19 
325.49 
3.85 

7.19 
3.07 
1.21 
4.3 1 
2.28 

44.72 
60.50 
0.74 

45.82 
13.96 
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The  ratio of labor productivity-to-GDP per capita has increased in the entire economy 
(Figure 1.9). The only exception i s  agriculture, which in 2003 constituted only 68.7 percent 
o f  the value o f  the corresponding indicator for 1990. The largest increase in the ratio was 
recorded in sectors in which labor force reductions were the most intensive. In particular, - 
productivity in construction increased four-fold and in industry two-fold, more than 
increase in GDP per ~ a p i t a . ~  

Figure 1.9: Ratio of Labor Productivity-to-GDP Per Capita in Armenia, 
1994-2003 (1990 = 100) 
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Moreover, during 1990-2003, a n  increase in ratio of productivity-to-GDP per capita 
was recorded in Armenia, contrary to al l  other countries presented in the table, where 
the ratio declined” (Table 1.7). Analysis o f  economic development for 1990-2003 in 
Armenia allows u s  to distinguish two factors causing the above-mentioned phenomenon. The 
first one i s  linked to the deep economic crisis o f  1990-93 and the subsequent structural 
reforms in the economy, as a result o f  which, due to the widespread use o f  administrative 
leaves and the sharp decline in wages, the phenomenon o f  hidden employment was 
widespread in the nonagricultural sector o f  the economy. After economic growth was 
reestablished, especially after the implementation o f  wide-scale privatization, these 
“fictitious” jobs were eliminated. 

The ratio o f  labor productivity-to-GDP per capita was used to ensure the comparability o f  data for the 
subsequent years with data f rom 1990. 
lo The unchanged ratio o f  productivity to GDP per capita, a l l  other factors being equal, can be interpreted as 
economic growth with no change in employment. Lowering o f  the value o f  that ratio shows that economic 
growth occurs in parallel to increase in employment, and higher values show that economic growth i s  occurring 
in parallel to the reduction in employment. 

9 
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Table 1.7: Labor Productivity: International Comparisons 

Total Industry Agriculture GDP Share of Ratio of 
Per Capita Agricultural Labor 

YO to GDP 
Employment, Productivity 

Per Capita 
Armenia 1990 
Armenia 1995 
Armenia 2003 
Brazil 1990 
Brazil 1995 
Brazil 2001 
China 1990 
China 1995 
China 2001 
Czech Republic 1990 
Czech Republic 1995 
Czech Republic 200 1 
India 1990 
India 1995 
India 2001 
Netherlands 1990 
Netherlands 1995 
Netherlands 2001 
Poland 1990 
Poland 1995 
Poland 2001 
Russia 1990 
Russia 1995 

3579.73 
871.60 

3610.98 
5035.50 
5303.31 
5430.94 
795.19 
1090.83 
1526.65 
6586.65 
6387.21 
7357.23 
617.92 
736.57 
902.05 

33961.29 
38828.27 
35301.99 
5061.99 
63 77.8 8 
9041.60 
3648.42 
2567.07 

3532.88 
1030.82 
573 1.25 
9658.00 
1 1855.00 
13483.00 
2696.00 
5280.00 
7050.00 
1 1526.00 
12246.00 
15419.00 
2589.00 
3373.00 
4003.00 
390 13.00 
44889.00 
50552.00 

31 96.12 
948.68 
1675.32 
3077.00 
3532.00 
5 176.00 
5 16.00 
665.00 
806.00 

3250.00 
8032.00 
14377.00 
678.00 
671.00 
755.00 

15048.00 
19897.00 
23 137.00 
2 167.00 
2575.00 
2923.00 
2669.00 
1933.00 

1632.49 
341.66 
1245.10 
2680.00 
3640.00 
3070.00 
370.00 
620.00 
890.00 

3 140.00 
3870.00 
5310.00 
350.00 
340.00 
460.00 

17320.00 
24000.00 
24330.00 
1690.00 
2790.00 
4230.00 
4160.00 
2240.00 

17.74 
37.38 
45.96 
22.80 
26.10 
20.60 
53.50 
48.60 

46.9 (2000) 
12.3 
6.6 

4.80 
69.10 
66.70 

4.60 
3.60 
2.90 

25.20 
22.60 
19.00 
13.90 
15.70 

2.19 
2.55 
2.90 
1.87 
1.46 
1.76 
2.15 
1.75 
1.71 
2.09 
1.65 
1.38 
1.76 
2.16 
1.96 
1.96 
1.61 
1.45 
2.99 
2.28 
2.13 

1.14 
Russia 2001 2931.39 2170.00 1750.00 8.10 1.67 

Source: World Bank (2004b); ILO (2004b). 
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CHAPTER 11: LABOR MARKET TRENDS 

During the transition years, labor market participation has passed through a profound 
transition. Low levels of economic activity and high unemployment rates have become a 
reality. Since social guarantees to the unemployed are quite limited, many individuals are in 
a transient status of employment, unemployment, and inactivity, and it may be even dgficult 
to clearly determine the actual status of individuals. The data on labor force participation 
are controversial. While the ofJicial administrative data on employment, and the LFS data on 
unemployment, show some stability in labor market dynamics, the ILCS data confirm some 
improvement in the last year or so. The overall unemployment rate of 20.7percent in 2004, 
according to the ILCS, and over 30 percent, by the LFS, is still very high by transition 
economies standards. 

2.1. Labor Force Participation 

In the pre-transition (socialist) period, every person of  working age was required to be 
employed. Since vacancies were abundant in most Former Soviet Union (FSU) 
republics, participation rates were relatively high; on average, 85 percent o f  the 
working-age population in the USSR was employed." In the 1980s, at least 1.5 mi l l ion 
vacancies were registered by the authorities in the USSR annually; the number o f  surplus 
work places was even estimated to be as high as 15 mil l ion to 17 mi l l ion (Oxenstierna 1990; 
Kuddo 1995). Although these figures reflect deficiencies in the planning system o f  the Soviet 
economy and thus contain caveats, the socialist economy based on extensive investment 
policies was able to absorb a significant number o f  laborers. At that time, a job was 
guaranteed to all graduates. Moreover, graduates had compulsory assignments for their f i rst 
jobs and, as a rule, young specialists had to serve at least three years at their f i rst assignment. 

However, even a t  the end of  1980s, in republics such as Armenia, Azerbaijan, Georgia, 
Kazakhstan, Tajikistan, and Uzbekistan, more than a fifth o f  the working-age 
population was not  employed in state-owned enterprises (SOEs) or other state 
institutions. Some were disabled, employed in home economics (especially mothers with 
many children), or involved in informal activities. Despite huge labor shortages, and in 
addition to frictional unemployment, disguised underemployment, hidden unemployment, 
and regional and seasonal unemployment were apparent in the USSR. This was determined 
by the rapid growth o f  the able-bodied population in many regions, monostructural 
economies in certain regions and cities, and deficiencies in investment policies to meet the 
requirements for new jobs. 

T h e  employment rates o f  the able-bodied population in Armenia were particularly low. 
Only 67 percent o f  the population aged 16-54/59 reported being employed during the 1989 
population census, and 13 percent o f  working-age population indicated other sources o f  
income (other than stipends, pensions, or being dependants) or did not indicate their source 

l1 Working age was defined as 16-54 years for females and 16-59 for males. 
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o f  income. Low participation rates in the 1980s can be partially attributed to the aftermath o f  
the 1988 earthquake, in which thousands lost not only their jobs but their lives (Table 2.1). 
Thus, even at the onset o f  transition reforms, the labor market situation in Armenia was 
precarious, and the reforms hit the labor market especially hard. 

L i k e  in other transition countries, labor supply in Armenia in the last decade has been 
affected by many demographic factors. In particular, matrimonial and reproductive 
behavior and migration patterns underwent radical change. Explanations for the worsening 
demographic situation in the whole region have been proposed, including economic hardship 
and the drop in real income reflecting rapid inflation and the elimination o f  consumer 
subsidies; job insecurity; psychosocial stress; weakened social protections, including in 
health care and child care; and worsening nutrition patterns (see, for example, UNICEF 
1995). Lately, Armenia's average l i f e  expectancy has tended to increase, but two main 
changes in demographic behavior have affected or will affect the labor supply in coming 
years.12 One o f  them i s  the rapid decline in fertility rates, and another i s  a significant outflow 
o f  population-permanent or temporary-from the country. (Migration issues will be 
discussed in Chapter VI). 

Table 2.1: Employment of  Population in the USSR and in Some o f  the National Republics 
(including in subsidiary household plots; 1989 population census, in %)' 

USSR Including: 
Russia Ukraine Armenia Georgia Azerbaijan 

A t  working age 84.6 86.2 85.5 66.8* 79.2 74.2 
Over working age 17.8 18.3 14.4 24.3 32.0 22.6 
Males at working age 86.6 87.6 86.4 70.9 84.6 82.0 

Females at working age 82.5 84.7 84.6 62.5 73.6 66.2 
Males over working age 23.2 23.8 19.7 32.2 39.5 33.5 

Females over working age 15.6 16.4 12.4 20.6 28.7 18.0 
1. In the 1989 population census, employment was defined as an economic activity that brought remuneration or 
income to the respondent (except income from subsidiary plot). Employees who during the census were in 
training courses, or mothers who were o n  maternity leave, seasonal workers, or people who worked less than 
three weeks due to transfer to another job, were also counted as employed. 
2. Working-age population = males aged 16-59 and females aged 16-54. 
* - Thirteen percent o f  the Armenian able-bodied population indicated that they had other sources o f  income 
(other than stipends, pensions, or being dependants) or did not indicate their source o f  income. This may reflect 
the aftermath o f  the disastrous Spitak earthquake in 1988 In the USSR, the share o f  the working-age population 

~ ~.~ 

that did not indicate their source-of income was 0.3 percent. 
Source: GOSKOMSTAT SSSR 199 1 a. 

Fertil ity rates are currently well  below the level needed for a full replacement o f  the 
current population. The total fertility rates in Armenia have dropped from 2.6 in the mid- 
1980s to 1.2 in 2001, and 1.4 in 2004 and 2005 (Annex Figure 7). A rise could occur if some 
o f  the existing barriers and disincentives to family formation and childbearing (related 
notably to labor market, housing, and child care) were removed. 

As a result of  these changes, the population age structure i s  significantly distorted. 

l2 Such trends could prove a fact wel l  known to demographers-that in periods o f  hardship, some demographic 
indicators, such as infant o r  maternal mortality, and l i fe  expectancy, can actually improve. 
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Three main cohorts can be identified that are less numerous: first, age group 0-10, reflecting 
decreasing fertility rates in the 1990s; second, age groups between 20 and 40, reflecting rapid 
outmigration; and third, age groups around age 60, reflecting the decline in birthrates during 
World War 11. Consequently, while the overall number o f  working-age population will 
increase in the near future, the shnnking number o f  new labor market entrants will have a 
significant impact on labor supply and the structure o f  the working-age population (Figures 
2.1-2.3).13 

Limited job opportunities in Armenia have led to discouragement and massive labor 
force withdrawal, especially among younger and older cohorts and women. The labor 
force participation rate provides an indication o f  the relative size o f  the supply o f  labor 
available for the production o f  goods and services. (Summary data on the labor markets in 
Armenia and in some other countries are presented in Table 2.2).14 According to the 2004 
ILCS data, the economic activity rate o f  the population aged 15-64 was 66 percent. This i s  
higher than the level in Georgia, Hungary, and Poland but less than the level in the EU-15 
c~unt r ies . '~  However, in Armenia the labor force participation rate i s  very high due to 
extremely high unemployment rates, which are among the highest in transition countries. 

Figure 2.1: Population Pyramid of  Armenia, 2001 Population Census 
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l3 The f i rs t  scenario o f  the Armenian population forecast i s  based o n  the assumption that current fertility (TFR 
o f  1.176 o n  average during 1999-2003) and mortality rates will remain stable in the foreseeable future, while in 
the second scenario, the TFR will gradually increase to 1.475 during 2011-20, and 1.65 during 2021-30, and 
age-specific mortality rates wil l slightly decline. Net migration i s  assumed to be nil under both scenarios. 
l4 Although al l  the surveys use ILO definitions o n  employment and unemployment, there i s  a significant 
difference among the data f rom different sources. As noted in Box 2.1, for estimates o f  the general level o f  LFP 
rates, the 2001 census and 2004 ILCS seem to be a more reliable source, while the 2004 LFS provides more 
detailed data on  particular characteristics o f  the labor force. 

Hungary and the Czech Republic have among the lowest unemployment rates, and Poland and Slovalua have 
among the hghest in Central and Eastern Europe. 
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Figure 2.2: Population Pyramid of Armenia in 2025, Scenario I 
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Figure 2.3: Population Pyramid of  Armenia in 2025, Scenario I1 
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Table 2.2: EmploymentL'opulation Ratios and Activity and Unemployment Rates In 2004 in 
Armenia and Georgia, and in some European Countries 

Age Armenia Armenia Armenia Georgia Hungary Czech Poland Slovakia EU-15 
2001 LFS ILCS LFS Republic 

Population 2003 

15-64 
15-24 
25-54 
55-64 

15-64 
15-24 
25-54 
55-64 

15-64 
15-24 
25-54 

72.0 
55.3 
83.2 
51.2 

45.6 
28.7 
54.5 
37.2 

36.8 
48.1 
34.5 

58.2 
34.4 
71.1 
42.8 

40.5 
14.6 
51.0 
44.3 

33.2 
57.6 
28.3 

Labor  Force Participation Rates 
65.9 60.5 60.5 70.1 
39.6 30.3 27.9 35.8 
76.8 69.9 77.9 87.8 
60.9 69.6 32.0 45.1 
Employment/Population Ratios 
52.2 52.5 56.8 64.2 
22.6 22.7 23.6 28.5 
63.6 61.1 73.6 81.4 
52.5 64.7 31.1 42.6 

20.7 13.2 6.1 8.4 
43.0 24.9 15.5 20.4 
17.2 12.6 5.5 7.3 

Unemployment Rates 

64.2 69.7 70.8 
33.9 39.4 48.2 
82.2 88.9 83.9 
31.7 31.7 44.6 

51.9 57.0 65.0 
20.0 26.5 40.7 
68.3 74.7 77.8 
28.0 26.8 41.8 

19.3 18.2 8.2 
40.8 32.7 15.6 
16.9 16.0 7.3 

55-64 27.2 31.0 13.7 7.0 3.1 5.4 11.6 15.4 6.3 
*De jure population. 
**Employed: including people temporarily absent (up to six months) f rom the republic for work. 
Note: In Armenia, the 2001 population census was conducted in October; the 2004 LFS was conducted in 
August. 
Source: OECD (2005); Armenia: LFS 2004; ILCS 2004; Georgia: 2003 LFS. 

According to the 2004 ILCS and the 2001 census data, youth (especially young females) 
aged 15-24 have the lowest participation rates. (See also the 2004 LFS data in Annex 
Figure 8). Nevertheless, youth participation rates tend to be higher than for the same groups 
in the EU-15 and successful transition countries. Typical o f  other Trans-Caucasus countries, 
in Armenia participation rates o f  older workers are higher than in most other transition 
countries. This i s  attributed to high involvement o f  older members o f  the population in 
subsistence agriculture. Especially for youth, high labor force participation rates are 
determined by significant unemployment rates. More specifically, 43 percent o f  youth aged 
15-24 in the labor force are unemployed (World Bank and N S S  2006; Annex Tables 7 and 
8). 

During the next decade, the labor supply will significantly increase while the generation 
o f  youth born at the peak o f  high birthrates in the 1980s will enter the labor force 
(Figure 2.4). The population aged 15-64 i s  expected to increase from 2.121 mi l l ion in 2001 
to 2.451 in 2015 (according to the f i r s t  scenario o f  population forecast; Annex Table 9). The 
economy must absorb a significant number o f  new entrants in order to maintain the current 
employment level. 
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Figure 2.4: The Dynamics of  the Able-bodied Population of  Armenia, 2001-30, 
by Ma in  Age Groups, '000s 
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Source: Authors' calculation based on NSS data. 

2.2. Employment Ratio 

The  combination o f  unemployment and labor force withdrawal led to a substantial fall  
in the employment-to-population ratio. Out o f  the able-bodied population aged 15-64, 
only around 52 percent according to the 2004 ILCS data, and 46 percent according to the 
2001 population census data, are employed. This indicates the l ow  ability o f  the Armenian 
economy to create jobs. According to the 2004 ILCS and the 2001 population census data, 
however, the employment rates o f  older workers aged 55-64 are higher than in other 
comparator countries, as i s  the case with labor force participation (Table 2.2). 

W o r k  arrangements in Armenia are among the most diversified and flexible in the 
transition countries.I6 The number o f  workers who are employed in atypical work-hour 
arrangements i s  significant. Based on the 2004 LFS data, 23.3 percent o f  the employed 
worked part time. This i s  a much higher share than on average in EU-15 countries, and 
sevenfold to tenfold the ratio in more developed Central European transition countries (Table 
ii). This was mainly involuntary part-time employment: only 12 percent o f  those working 
part time were unwilling to take full-time work, 33 percent were unable to take full-time 
work, 49 percent were unable to find full-time work, and 7 percent worked part time on 
orders o f  their administratiodemployer. Overtime work is  very common: 26.0 percent o f  the 
workforce i s  working 51 or more hours per week (Figure 2.6). Adjustments in the labor 

l6 The forms of labor f lexibi l i ty include external numerical flexibility, o r  adjustments in the number o f  
employees; internal numerical flexibility, or adjustments in the number o f  working hours; functional flexibility, 
when workers' j o b  assignments are modified; wage flexibility, when labor costs and thus wages are adjusted; 
and externalization, when part of a firm's work i s  contracted to other companies (Dijk 1995). Standing (1988)  
distinguishes four forms o f  labor mobility: geographical, employment (or i n t e r f i i ) ,  j o b  (intrafirm), and ski l l  
mobility. 
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market and the flexibility o f  labor have also taken the form o f  flexibility in amount o f  time 
worked (internal numerical flexibility o f  labor). In transition countries, typically adjustments 
in working hours are less common, largely explained by the low level o f  real wages, which 
means that workers cannot “afford” to work part time. 

Figure 2.5: Employment-to-Population Index in Armenia; 1990 = 100 

Source: National Statistical Service. 

T h e  ratio o f  self-employed and unpaid family workers-29 percent and 13 percent of  
the total employment, respectively-is also very high by the standards o f  transition 
countries. Moreover, according to the 2004 LFS data, for 23 percent o f  the employees (hired 
labor), their work arrangements were based on an oral agreement with their employer- 
typically without social contribution payments and without any insurance against sickness, 
work injury, unemployment, or retirement (NSS 2005b). 

Figure 2.6: Employed by Actually Worked Hours; 2004 LFS 
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Tource: NSS (2005b). 
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The greatest change since transition has been the shift f r o m  stable wages and salaried 
jobs to  casual and less-formal jobs and self-employment. Only around two-thirds o f  the 
employed population have permanent jobs, while one-tenth have temporary jobs, and more 
than one-fifth participate in seasonal (mostly agricultural) jobs (Figure 2.7). Wages are s t i l l  
the main source o f  household income, on average 47 percent o f  the total but income f iom 
self-employment i s  also significant, on average 19 percent o f  the total household income. 
(Annex Table 10). 

Figure 2.7: Employed, by Gender and Type o f  Work, in Percent, 2004 LFS 
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Soz~rce: N S S  (2005b). 

To a large extent these flexibil i ty arrangements are o f  a forced nature (involuntary) due 
to very h igh and fluctuating unemployment in the  labor market, and many workers are 
no t  satisfied with the i r  current employment status. According to the 2004 LFS, 48.6 
percent o f  those employed wanted to change their work situation, for example, to work full 
time or to have a permanent position. The dominant motivation o f  81 percent o f  those who 
wanted to change their employment situation was to earn a higher income, followed by the 
feeling that their work did not correspond to their specialty. Among the self-employed, 63.1 
percent were not satisfied with their employment situation. (Annex Table 11). This indicates 
that a significant portion of employment in the Armenian labor market cannot be classified as 
decent work. (See Box I. 1). 

The labor market i s  dual in several dimensions, the most striking being between the 
formal  and in formal  sectors.I7 The estimates by N S S  indicate that a significant proportion 

The N S S  defines the employed in the informal sector as people who work in an organization or firm without 
registration as a legal person. Informal employment i s  typically estimated as a residual: employment in 
establishments o f  more than 10 workers (obtained from establishment surveys) i s  subtracted from total 
nonagricultural employment (obtained from labor force or household surveys). Ths method misses workers in 
large f i r m s  who are hired informally without the benefit o f  employment contracts or social insurance. 
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o f  jobs (40 to 45 percent) are informal sector jobs. These data indirectly reflect the extent o f  
collapse o f  the formal sector o f  the economy. The majority o f  workers in the informal sector 
are in marginalized economic activities and in labor-intensive sectors such as agriculture, 
construction, retail trade, catering, and domestic services. Self-employment accounts for the 
bulk o f  employment in the informal sector, especially subsistence agriculture. 

Figure 2.8: Employed by Employment Status, 2004 LFS, in Percent 
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Source; N S S  (2005b). 

T h e  European Union (EU) i s  using the concept o f  “undeclared work,” described as 
“any paid activities that are lawful  as regards their nature but not declared to the 
public authorities” (EU 2004b). This definition excludes criminal activities and work that 
does not have to be declared. In particular, as far as the Law on  Mandatory Social Insurance 
Contributions i s  concerned, social contributions are paid by employers, hired employees, and 
entrepreneurs. Since 2002, people who are engaged in agriculture and in scientific and 
creative work can be excluded from paying social contributions. According to S S I  data, in 
2004, 420,100 individuals paid their social security contribution, or 39 percent o f  the total 
employment, by the official statistics. Rural households are obliged to pay only land tax. On 
the other hand, as for the workforce in the formal sector o f  employment i s  reported for tax 
purposes, the rate o f  tax compliance in Armenia i s  the highest among E C A  countries: 95.9 
percent o f  the actual employment that has to be taxed by law i s  reported by employers to tax 
authorities. With respect to the wage bill reported for tax purposes, Armenia has the second- 
highest ratio-95.6 percent-after Uzbekistan (Figure 2.9). Tax discipline in Armenia i s  
relatively high, but many workers avoid, legally or illegally, being taxed. 
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Figure 2.9: Tax Compliance in Armenia, CIS, EU8, and E C A  Countries in 2005, According to 
the EBRD-World Bank Business Environment and Enterprise Performance Survey (BEEPS) 
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Source: EBRD-World Bank (2005). 

Nevertheless, the share o f  labor undeclared for tax purposes or  not obliged to report 
their economic activities i s  significant. The main attraction o f  the undeclared economy i s  
financial. This type o f  activity allows employers, paid employees, and the self-employed to 
increase their earnings or reduce their costs by evading taxation and social contributions. The 
combination o f  the minimum wage and the tax and benefit systems should be  made 
sufficiently attractive for people to take a job  in the formal economy. Furthermore, the issue 
o f  undeclared work should be addressed. The size o f  undeclared work reduces social security 
contributions and leads to a high tax burden on registered labor. 

Underemployment and the increased number o f  subsistence jobs in the informal sector 
are of  great concern. This situation means that large parts o f  the population are essentially 
unprotected against economic risk and receive no help from the State. On the other hand, 
self-employment i s  a very important category of employment, both in the sense that 
displaced workers from o ld enterprises might find livelihoods working independently, and 
because it may represent the beginnings o f  entrepreneurship. 

Given the current age structure o f  the population, the Armenian economy should grow 
particularly fast, with the focus on labor-intensive sectors and activities, to absorb an  
increasing supply of the able-bodied population, The population forecast for Armenia 
indicates that in order to maintain the current employment-to-population level at age 15-64 
o f  55.9 percent, by 2015, around 120,000 more people should be placed in jobs, compared to 
the current number o f  employed. To raise the employment rate to the current EU-15 level of 
65 percent, 340,000 new jobs should be created, and 470,000 new jobs are needed to reach 
the EU Lisbon target o f  70 percent o f  employment o f  the able-bodied population." Only by 
2030 wil l the number o f  able-bodied population decline to the level in 2005 (Box 2.1). 

l8 I t  i s  assumed that the net migration o f  population i s  nil. 
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Figure 2.10: Forecast of the Dynamics of  Employed Population Aged 15-64, to Maintain the 
Employment Rate of Able-bodied Population at the Current Level of  55.9 Percent, or to Raise 

to the Level of  65 Percent and 70 Percent 
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Source: Authors’ calculations. 

Box 2.1: Employment Targets in EU Member States 

The EU Lisbon Summit in March 2000 adopted the employment scenario, “From combating unemployment to 
activating economically inactive human resources,” for the period until 2015, w i th  the aim o f  making the EU 
the most competitive and dynamic knowledge-based economy in the world, capable o f  sustainable economic 
growth wi th more and better jobs and greater social cohesion (EC 2003a). The strategy that followed had three 
main dimensions-employment targets, competitiveness, and social inclusion-and was designed to enable the 
EU to regain the condition o f  full employment and to strengthen cohesion by 20 10. 

EU member states aim to achieve full employment by 20 10 by implementing a comprehensive pol icy approach 
incorporating demand- and supply-side measures, and thus raise employment rates toward the Lisbon and 
Stockholm targets as follows (on average for the EU): 

- An overall employment rate o f  67 percent in 2005 and 70 percent in 2010 
- An employment rate for women o f  57 percent in 2005 and 60 percent in 20 10 
- An employment rate o f  50 percent for older workers (55-64) in 2010. 

National targets in member countries should be consistent with the outcome expected at the EU level and 
should take into account particular national circumstances. 
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2.3. Unemployment Trends 

Armenia’s labor market, despite certain notable improvements in recent times, s t i l l  has 
a supply and demand gap, which i s  fairly large by any international comparison. In the 
last decade, the unemployment rate (ILO definition) in Armenia exceeded 30 percent o f  the 
labor force, according to the 2001 population census data and LFS data, which are 
significantly higher than average indicators for developed and transition countries. The 2004 
ILCS survey indicates that the unemployment rate among the able-bodied population i s  20.7 
percent, which i s  s t i l l  high by transition economies standards. Only some transition countries 
in the Balkan region, such as FYR Macedonia, and Bosnia and Herzegovina, have higher 
unemployment rates (Table 2.2). The unemployment rate has declined mostly among the 
prime age and older workers, while it remained high among the youth (Table 2.3 and Annex 
Table 7). Under these conditions, finding employment in Armenia i s  much more 
complicated, especially for young people. l 9  

Based on the available information, two main periods and trends of unemployment can 
be identified. Both the overall and youth unemployment rates in 1996-2001 had an 
increasing trend, followed by a continuous decline during 2002-04. 

Table 2.3: Unemployment Rate Estimates from Different Sources, 1996-2005 
(Population aged 15+) 

1996 19981 
1999 2001 2001 2002 2003 2004 2004 2005 

HHS ILCS LFS Census LFS LFS LFS ILCS LFS 
Total 29.2 27.0 38.4 36.8 35.2 31.2 31.6 20.7 31.3 
Youth (15-24) 46.4 45.9 48.1 60.0 57.6 43.0 

H H S  = Household Surveys. 
LFS = Labor Force Surveys, 2001 census data. 
ILCS = Integrated Living Conditions Survey. 
Source: NSS; www.armstat.am. 

B y  the mid-l990s, the unemployment rate in Armenia was already close to 30 percent. 
According to the results o f  the 1996 household survey o f  10,702 working-age respondents, 
self-reported unemployment rates (the f i rs t  data based on the ILO definition) among various 
age groups in Armenia for 1996 were as follows: 29.2 percent for the active population aged 
17-64, 46.4 percent for the population aged 17-24, and 18.8 percent for the population aged 
50-64. Also, the f irst labor force survey was conducted in 1996, according to which the 
unemployment rate equaled 29.1 percent (Ministry o f  Statistics 1997; World Bank 1999). 

The 2001 population i s  particularly informative with regard to the assessment of 
unemployment rates and labor supply. This i s  especially true for the main indicators o f  the 

*’ The first attempt to quantify unemployment in Armenia was made only in 1996, within the framework o f  the 
household survey. Preceding attempts were more o f  a qualitative nature and could not be viewed as reliable 
assessments o f  the unemployment rate. Assessments o f  unemployment rates are not available for the years 
fol lowing 1996, and some years have a number o f  significantly varying assessments. 
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supply side in the labor market-for the assessment o f  absolute numbers o f  the economically 
active population, employed individuals, and unemployed individuals. The census indicated 
an overall unemployment rate at a high 36.8 percent. Most probably the 2001 census data are 
the most reliable source on the scope o f  labor force participation, employment, and 
unemployment. 

Figure 2.11: Unemployment Rates at Age 15 and Over, According to the Labor Force Survey 
Data for 2001-05, in Percent 
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Source: NSS: LFSs o f  relevant years. 

T h e  most common reason for becoming unemployed (40 percent) i s  liquidation or  
bankruptcy of  enterprises, followed by staff reduction (NSS 2005b). Ninety percent o f  job 
seekers are looking for paid work; only 4.0 percent tried to start their own business, o f  which 
6.0 percent were male and 2.5 percent were female. Most job seekers are desperate in their 
job search and ready to accept any job with decent wages. According to the 2004 LFS, 57 
percent o f  the unemployed are seeking any kind o f  work with a high salary; 20 percent o f  the 
job seekers want the work to correspond to their qualifications, and the remaining 23 percent 
are looking for any kind o f  work, irrespective o f  salary level. 

L i k e  in other transition countries, the negative effect o f  high unemployment rates i s  
especially damaging for youth. Relative to prime-age workers, youth are especially l ikely to 
be more affected by negative output shocks because their productivity i s  generally lower due 
to differences in sk i l ls  and experience. According to the 2001 population census data, the 
youth unemployment rate was 48.1 percent, and according to the ILCS 2004 i t  was 43.0 
percent. This i s  much above the average for the country (36.8 percent and 20.7 percent, 
according to the two sources, respectively). Young females are especially vulnerable. Their 
unemployment rates are almost 50 percent higher than the rates for young males (World 
Bank and N S S  2006). Also, young, uneducated people are in the worst situation in the labor 
market. This group, with no vocational education and experience, i s  so uncompetitive that 
even considerable improvement in labor market conditions and employment growth may not 
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improve their situation. Unemployment early in a person’s working l i fe  has been shown to 
increase the probability o f  future joblessness and lower future wages and can lead to 
alienation, social unrest, and conflict. (Youth unemployment i s  discussed in detail in Chapter 
VI. 

Another dimension of unemployment i s  the trend/dynamics o f  registered job seekers. 
The data on officially registered unemployment became available in 1992, after passage o f  
the Employment Act  o f  Armenia in December 1991. Two main conclusions can be drawn 
from these data. First, the economic growth recorded during 1994-99 was accompanied by a 
rapid increase in the registered unemployment as a result o f  a wide-scale restructuring o f  the 
economy (predominantly in urban areas), reaching i t s  peak in 1999, followed by a clear 
declining trend during 2000-06. Second, the number o f  unemployed adults o f  prime age (30 
and over) in 2006 was 1.5-fold the figure for 1994 (69,200 and 44,800 individuals 
respectively in December 2006), whereas the number o f  young unemployed, aged 16-29, 
declined by more than three times (47,000 and 15,400 persons respectively). As a result, 
during 1994-2006, the share o f  unemployed youth aged 16-29 in the total number o f  
registered unemployed declined sharply to around 18 percent in 2006, compared to around 49 
percent in 1994 (Figure 2.12). 

Figure 2.12: Officially Registered Youth and Adult Unemployment, 1994-2003 (End-year data) 
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burce: National Statistical Service. 

T h e  pool  o f  unemployed i s  relatively highly educated. According to the 2004 LFS, one in 
eight registered unemployed have higher education (13.3 percent in 2004), and 81.5 percent 
have secondary specialized or secondary general education (NSS 2005~) .  The share o f  young 
people looking for jobs i s  relatively high, but a large percentage are recent graduates o f  
different types o f  schools. Both cases reflect the mismatch between the skills and knowledge 
o f  job seekers, and labor demand, which has altered in the transition years wi th developments 
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in the structure o f  the economy. Surveys show that the education system generates significant 
sk i l ls  inadequacies, which contribute to a very large unemployment rate among recent 
graduates. (See Chapter V). As result o f  this sk i l l s  mismatch, f i r m s  must incur the high cost 
o f  training new hires, which may take several months, without any productive input from 
these workers. 

Self-reported 
(ILO definition) 

H i d d e n  (concealed) unemployment i s  very high, and self-reported unemployment rates 
a re  significantly higher than unemployment rates recorded at employment services. 
According to the 1996 household survey, only 25 percent o f  the unemployed were registered 
at employment services. According to the 2001 population census data, 570,500 unemployed 
were self-reported, including 562,500 aged 15-64, while the State Employment Service 
(SES) had 146,500 officially registered unemployed on the roster.20 Based on those data, i t  
can be estimated that only around 26 percent o f  the job  seekers are registered by the SES, and 
around three-fourths o f  unemployment i s  hidden from authorities. Discrepancies between the 
two indicators are also impacted by the fact that, according to the Employment Act o f  
Armenia, the status o f  unemployed i s  not granted to individuals who had not been employed 
for at least one year. Understandably, this provision refers, f i rs t  o f  all, to young people, and 
together with other factors results in significant differences in age compositions o f  registered 
and self-reported unemployment. 

Figure 2.13: Structure of Registered and Self-reported (ILO definition) Unemployment, 
By Selected Age Groups, 2003 
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Source: National Statistical Service. 

2o According to the 2002 Law on Employment Promotion, only the able-bodied population at working age can 
be registered by the N E S  as officially unemployed. 
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The  duration of  unemployment remains extremely hi h, with nearly two-thirds o f  the 
unemployed looking for a job for one year o r  longer?'ln 2006, the average uncompleted 
unemployment spell was 14.6 months both for men and for women. (NSS 2006). The long 
average duration o f  unemployment for most workers may indicate a stagnant unemployment 
pool in Armenia. Long-term unemployment i s  a serious problem, since many o f  those who 
wait several years for a job eventually become inactive, which represents a waste o f  human 
capital and an additional burden on social funds and on the family. 

A marked reduction in long-term unemployment must be a priority for Armenia. The 
extent to which long-term unemployment i s  a reflection o f  low aggregate demand, a 
mismatch between the sk i l ls  o f  the unemployed and the sk i l ls  demanded by enterprises, or a 
consequence o f  incentives and social benefits that hinder job search, are matters for closer 
scrutiny. In general, the longer a person o f  working age and in the labor force stays out o f  
active employment, the likelier that the person's sk i l ls  will become obsolete. 

Figure 2.14: Unemployed by the Duration of  Job Seeking, 2004 LFS, in Percent 
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Source: NSS 2005b. 

2.4. Inactive Population 

In analyzing labor force dynamics, we cannot ignore the labor potential o f  the currently 
inactive population. Although a vast majority o f  the economically inactive population aged 
15 and over, or around 75 percent according to the 2004 LFS, do not want to work, cannot 
work, or are unable to work (students, retirees, disabled, household members taking care o f  
children or other dependants), around one-quarter o f  the inactive population at that age can 
be considered discouraged workers who want to work and would be ready to start working, 

21 The major disadvantage o f  the LFS data on  unemployment lies in the fact that the data do not represent a 
panel, so it i s  not possible to monitor the same individuals over time and investigate changes in their labor 
market status. 
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but for various reasons they are not actively looking for a job. In most cases such respondents 
report that they have lost any hope o f  finding work, or do not know where or how to look for 
work. While the general labor market situation might improve, a large portion o f  the 
discouraged workers might enter the labor market, thus putting additional pressure on the 
workforce and wages. 

T h e  reasons for  inactivity vary according to gender and age. According to the 2004 LFS, 
four major groups o f  almost equal size (aged 15 and over)-housekeepers, pensioners, 
discouraged workers, and students-formed the group o f  inactive people, and the category o f  
discouraged people equaled 24.4 percent o f  the inactive population (or 7.4 percent o f  the total 
survey sample aged 15 and over). According to the 2001 population census, the number of 
discouraged workers aged 15 and older (those with no hope o f  finding a job) equaled 63,300, 
and constituted 7.5 percent o f  the inactive population, or 2.6 percent o f  the total population at 
that age. The number o f  discouraged males and females was approximately equal, but in 
relative terms, there were more discouraged males (10.3 percent o f  all inactive males 
compared to 6.0 percent o f  discouraged females out o f  all inactive males and females, 
respectively). Although currently not in the labor force, they might potentially start actively 
searching for a job when the economic situation improves, and jo in  the rank o f  employed or 
unemployed. 

Table 2.4: Economically Inactive Population, 2001 Population Census Data; ,000 

Total Reason for Economic Inactivity 
Home- NoHope N o  Student Age, Other Not  
maker of Finding Need to Health Reason Stated 

Job Work  
Total 841.7 99.4 63.3 16.5 164.6 407.0 37.1 53.8 
Males 279.4 2.6 30.8 5.4 70.5 144.7 16.7 26.7 

Females 544.3 96.8 32.5 11.1 94.1 262.3 20.4 27.1 
Urban 611.2 77.8 45.5 12.2 123.1 283.2 29.5 39.8 
Rural 230.5 21.6 17.8 4.3 41.5 123.8 7.6 14.0 

Source: NSS (2003). 

2.5. Older and Disabled Workers 

F o r  the economy as a whole, the increase in the employment ra te  o f  older workers i s  
crucial for  sustaining economic growth, tax revenues, and social protection systems, 
including adequate pensions. This reflects the fact that the structure o f  society i s  changing 
radically: there are more older workers (aged 55-64), elderly people (aged 65-79), and very 
elderly people (aged 80 and over), and fewer children, young people, and working-age 
adults. According to the population forecast for Armenia, under one scenario, in which the 
fertility and mortality rates do not change, the share o f  able-bodied population aged 15-64 
will drop from 69.0 percent in 2005 to 66.5 percent in 2030, and the share o f  population aged 
65 and older will increase from 11.1 percent to 18.4 percent22 (Annex Table 9). The aging o f  

Under another scenario, in w h c h  fertility and mortality rates improve, in 2030 the working-age population i s  22 

expected to equal 66.7 percent, and the population over age 65, 18.1 percent. 
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the population will have a major impact on public finances, especially for health services, 
long-term care, and social transfers in general. At the same time, a continuous drop in the 
number o f  school-age youth, aged 7-17, would require further adjustments in the education 
sys tem. 

T h e  share o f  older workers in the total working population i s  also increasing due to a 
move away f rom the culture of  early retirement so as to encourage older workers to 
remain in the labor force. According to the 2002 Law on State Pensions, the retirement age 
for females will gradually increase from 60 in 2005 to 63 in 2011 (the retirement age for 
males has already reached this benchmark). Also, the retirement age for service under 
especially harmful working conditions will be increased from 55 in 2005 to 58 in 2011 for 
males, and from 49 to 55 (and to 59 for less-harmful working conditions) for females. 
International practice confirms that the two main arguments used to justify the use o f  early 
retirement are invalid: (a) there i s  no proof that older workers cannot participate fully in the 
employment growth o f  expanding sectors, and (b) there i s  no proof that young workers and 
older workers are interchangeable (EC 2005a). 

Figure 2.15: Population Projection for Age Groups 7-17,6579, and 80 and Over, In Armenia 
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Source: Authors’ calculations. 

Employment rates of  older workers in Armenia (aged 55-64) are relatively high. In fact, 
according to the ILCS 2004 data, the employment rate at that age, 53 percent, exceeds not 
only the rate for most other transition countries, but also the employment-to-population rate 
for older workers in the EU-15 o f  42 percent (Table 2.2). The employment rate o f  people 
aged 55-64 in Armenia even exceeds the target established by the EU at Stockholm o f  
employment o f  50 percent o f  older workers by 2010. Also, the relatively high employment 
rates o f  population aged 65 and older o f  29 percent, according to ILCS data, are a peculiarity 
o f  the Armenian labor market, but these high rates largely reflect high employment o f  older 
workers and the elderly in subsistence agriculture. 

One of  the main  “incentives” for older age groups to continue working i s  very low 
pensions received f rom the state social security system. Compared to other 
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Commonwealth o f  Independent States (CIS) countries, pensions are l ow  in both absolute and 
relative terms. In Armenia, the ratio o f  average pension to average wage i s  only around 20 
percent, while in Belarus, the ratio exceeds 40 percent, and in Ukraine, i t  i s  more than one- 
third o f  the average wage (Annex Table 12). 

Disabled persons belong to groups whose job opportunities on the open labor market  
are considerably restricted. The labor market situation o f  these people i s  determined by two 
main factors: their relatively l ow  level o f  education and vocational preparation, and their l ow  
level o f  economic activity. During the socialist period, the system o f  protected employment 
(the so-called protected work establishments) for the disabled was an alternative to the 
employment o f  these people on the open labor market. However, this system encouraged the 
undesirable isolation o f  the disabled from mainstream vocational and social life. Currently, 
disabled individuals have to compete for jobs on a par with other employees and job seekers. 
While, according to 2004 LFS data, the employment rate o f  the population aged 15 and older 
was 45.0 percent for men and 28.1 percent for women, the employment rate for disabled men 
was 15.6 percent, and for disabled women, 7.7 percent, for example, employment rates 
among the disabled are threefold and fourfold lower than for the general population. ( N S S  
200 5b). 

Figure 2.16: Employment Rates of Older Workers, 2004 LFS and 2004 ILCS Data 

70 

60 

50 

40 

30 

20 

I o  55-64, LFS 55-64, ILCS 65+, LFS 65+, ILCS 
I 
Source: NSS 2005b; World Bank and NSS 2006. 

2.6. Child Labor 

Compared to other countries at the same economic level, child labor i s  not  very 
common in Armenia; st i l l ,  the number o f  working children i s  significant. According to 
the 2004 LFS, around 5 percent o f  children aged 7-1 7 (more than hal f  o f  them aged 15-1 7 )  
were employed in the last three months preceding the interview (7.6 percent o f  boys and 2.3 
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percent o f  girls). This corresponds to around 30,000 working children. The main reason for 
working for ha l f  o f  the children, according to parents’ answers, was acute financial shortage 
o f  the family, while in 38 percent o f  the cases i t  was the child’s own initiative and 
willingness. However, the majority o f  children were engaged in housekeeping work: 72 
percent o f  children reported that they are involved in cleaning, cooking, washing, ironing, 
and food purchases (housekeeping responsibilities were shared almost equally among all the 
age groups between ages 7-17); 3.6 percent took care o f  younger siblings or ill family 
members, but 20 percent o f  children aged 7-17 worked on family plots and did other 
household work. Only one-quarter o f  children reported that they were not engaged in 
housekeeping work. (NSS 2005b). 

I t  i s  worrisome that quite a significant share of  working children-more than one- 
fifth-work more than 35 hours per week. One-third o f  the working children thought that 
they had performed hard manual work. More than hal f  o f  the children were paid for the work 
performed, but while most boys (56 percent) earned money for their work, most girls (89 
percent) worked without remuneration. 

Figure 2.17: Hours Worked by Employed Children in a Week, 2004 LFS 
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Source: NSS (2005b). 

2.7. Gender Segregation 

Especially since the early 1990s, there have been significant gender differences in the 
participation of  males and females in the Armenian labor force, which reflects the 
duality of  the labor market. According to the ILCS 2004 data, the employment rate o f  
females aged 15-64 i s  45.0 percent compared to 67.9 percent for males; for prime age adults 
(aged 25-54) the rates are 53.1 percent for females and 76.2 percent for males. Coping 
strategies and social protection systems based on the model o f  the male breadwinner, given 
the rapid drop in fertility rates and gender differences in longevity, may result in many older 
women receiving drastically insufficient pensions. Today women account for almost 60 
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percent o f  those over age 65, but the number o f  females at that age will almost double from 
185,000 in 2001 to 342,000 by 2030. 

Both horizontal and vertical segregation are characteristics o f  female employment. 
Horizontal segregation i s  indicated by the high concentration o f  female labor in some sectors 
and professions that pay worse than the average. More than two thirds o f  the employees in 
health care, social security, and education are women, which i s  partly explained by the low 
wages in these sectors, and partly by working conditions, which are more favorable to 
reconciling family and work. (Annex Table 1). Vertical segregation i s  indicated by the fact 
that in the private and public sector, only about one-fifth o f  the senior government officials 
and managers fillings the top positions o f  the employment hierarchy are women, and women 
represent only 16 percent o f  employers, but women fill 78 percent o f  clerk positions and 60 
percent o f  technician and associate professional positions (Table 2.5). 

Table 2.5: Employment, by  Occupation and Gender, in Percent, 2004 LFS 

Total Including Total Including 
Males Females Males Females 

Legislators, Senior Government 100 78.6 21.4 5.8 7.8 3 .O 
Officials, and Managers 
Professionals 100 38.2 61.8 14.0 9.1 21.0 
Technicians and Associate 100 40.1 59.9 9.6 6.6 13.8 
Professionals 
Clerks 100 21.9 78.1 2.7 1 .o 5.0 
Service Workers and Sales Workers 100 56.3 43.7 12.5 12.0 13.1 
Skilled Agricultural and Fishery 100 52.3 47.7 27.3 24.5 31.4 
Workers 
Craft and Related Trade Workers 100 86.4 13.6 12.9 19.0 4.2 
Plant and Machine Operators and 100 96.7 3.3 5.6 9.2 0.4 
Assemblers 
Workers without Qualification 100 65.9 34.1 9.7 10.9 8.0 
Total 100 58.5 41.5 100 100 100 

Source: N S S  (2005e). 

For women, the greater responsibility for housework represents a barrier to entering 
and participating in the labor market. W h i l e  out o f  work, females look for a job for a 
longer period o f  time: more than 68 percent searched for a job for 12 months and more 
compared to 58 percent among unemployed males. Women take on more responsibility for 
work relating to the home and family. M e n  have greater freedom to allocate time to work 
when necessary. According to the Armenian Time Use Pilot Survey conducted in July 2004, 
65 percent o f  men and 34 percent o f  women are gainfully employed on an average day 
(Annex Table 13). This means that the average working day for men was almost 8 hours and 
12 minutes, but only 5 hours and 4 minutes for women.23 Housework, or unpaid work, also 
differs considerably between the sexes, with almost 6 hours for women and 1 hour and 45 
minutes for men. 

23 According to the August 2004 LFS, the average daily working hours for men were 6 hours and 18 minutes, 
and for women, 4 hours and 48 minutes (NSS 2005b). 
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2.8. Urban-rural Dimension and Regional Disparities 

In analyzing labor markets and designing effective labor market policies, it i s  important 
to note that internal labor markets in Armenia can hardly be considered homogeneous. 
Rather, they are heavily localized and have individual and specific characteristics. The 
varying speed o f  reforms across the regions, unequal investment activities, geographical 
patterns o f  demand for goods and services, and other factors have led to regional disparities 
in employment and unemployment. Within the regional markets, more specific territories can 
often be identified in terms o f  urban-rural labor markets, or the characteristics o f  the 
workforce. Demand for labor was also unequal across regions; labor force participation 
varies significantly by region, including by urban and rural area. 

O n e  of  the dimensions o f  a dual  labor market in Armenia i s  that labor force 
participation and employment rates in r u r a l  areas are much more favorable than in 
cities. Employment rates o f  rural population were almost 30 percentage points higher than in 
urban areas, 67.2 percent and 38.4 percent, respectively, for population aged 16 and older 
(Annex Table 8). However, these data may not reflect the real dimensions o f  the disparities. 
Although formally rural areas have better employment and unemployment rates, the jobs are 
mostly low paid and seasonal (see Chapter IV). 

F o r  the entire period starting in 1996, the urban  unemployment rate has been 
significantly higher than the r u r a l  unemployment rate. The urban unemployment rate in 
1996 was three times higher than the rural unemployment rate. The largest gap between the 
two indicators was recorded during 1998-99, when, according to the results o f  household 
surveys, the urban unemployment rate was around 8 times higher than the corresponding 
indicator for rural areas. Significant differences between urban and rural unemployment rates 
were recorded by the 2001 census. According to the census, urban unemployment was at 
48.4 percent, while the rural unemployment rate was only 17.4 percent, or 2.8 times lower. 
According to ILCS 2004 data, the unemployment rate in rural areas was 6.7 percent, while in 
Yerevan and in other cities the rate was close to 30 percent (population aged 15 and older) 
(Figure 2.18; Annex Table 8). 
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Figure 2.18: Participation, Employment, and Unemployment Rates in Urban and Rural  Areas, 
According to the 2004 ILCS, Population Aged 15 and Older 
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Source: World Bank and N S S  (2006). 

Data on  labor  force participation, education levels, and wages show considerable 
regional disparities by marz (district). According to the 2001 population census data, the 
employment rate in Yerevan o f  34 percent for those aged 15-64 was much below the 
national average o f  45.6 percent, but also lower than in any other marz in the country. At the 
same time, the level o f  unemployment in Yerevan was the highest, at 32.4 percent, or almost 
equal to the employment level o f  the able-bodied population, despite the fact that the capital 
has the highest concentration o f  professionals with higher or secondary specialized 
education. Regional differences in labor market outcomes by marz are also enonnous: 1.8- 
fold in employment rates, 2.2-fold in unemployment rates (according to 2001 population 
census data), and 1.7-fold in average wages (Table 2.6). There i s  no compelling evidence that 
regional wages are sensitive to regional unemployment rates (the so-called “wage curve”), as 
in mature market economies. The highest average wage levels are in Yerevan and Kotaik- 
the regions with the highest unemployment rates. Wage setting might s t i l l  be less 
competitive, largely due to the still-dominant role played by the “old” sector, including 
public and privatized enterprises, and by public and civ i l  services with their unified wage 
scales. 

Interregional  labor  mobility, including commuting, i s  s t i l l  restricted. This i s  due to the 
deficiencies o f  the transport infrastructure, especially at the level o f  microregions, and the 
extremely high transportation costs. Moreover, the shortage o f  low-rent flats, the high duties 
on purchasing and sell ing flats, and the significant regional differences o f  real estate prices 
limit the opportunities for domestic migration. Regional disparities are also caused by the 
fact that the supply o f  vocational training i s  not adjusted properly to the economy o f  the 
regions. The retraining and vocational training providing more advanced sk i l ls  and adjusted 
to the specific economic and social environment o f  the various regions are often not 
avail ab 1 e. 
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2.9. Educat ion L e v e l  and L a b o r  M a r k e t  Outcomes 

Growth in labor productivity will also require a highly qualified workforce. With regard 
to the education status o f  the population, Armenia enjoys impressive educational outcomes 
for a country with i t s  income level. Armenia inherited relatively good education indicators 
compared to countries with similar gross domestic product (GDP) per capita. It also has high 
enrollment rates at all levels o f  education regardless o f  gender, poverty level, or geographic 
location. The high levels o f  educational attainment can be confirmed by the 2001 census 
data, according to which, in the most active working-age groups o f  26-49, 23.4 percent o f  
the population had higher and incomplete higher education, and almost the same percentage 
(23.8 percent) had secondary specialized (professional) education (NSS 2003). 

While the number of  graduates with tertiary education has significantly increased, part 
o f  the workforce i s  quickly losing i t s  ski l ls ,  or the existing s k i l l s  are becoming obsolete. 
Also, the new labor market entrants have lower levels o f  education. Continuing investment in 
education will be required to develop a skilled and well-educated labor force. Typically, real 
wages are higher for more-educated than less-educated workers, and highly educated 
individuals have a lower rate and duration o f  unemployment than less-educated workers. The 
available official data suggest that an increasing number o f  vocational and technical 
graduates are more likely to become unemployed in a changing labor market (see Chapter 
VI. 
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There appears to be a positive correlation between level of  education and economic 
activity. The  2001 census data confirm that individuals with higher education have 
significantly higher employment levels-73 percent-compared with 59 percent for the 
population with secondary and primary professional education, and 63 percent for the 
population with secondary general education (population aged 15 and older). However, in 
OECD countries, the relationship between level o f  education and employment i s  clearer; that 
is, more educated people have higher employment rates.24 

Figure 2.19: Unemployment Rate by the Level of Education, in Percent, 2004 L F S  

General basic Secondary general Vocational Secondary Tertiary Total 
specialized 

Source; N S S  (2005b). 

Table 2.7: Have You Worked since Graduation? (Respondents aged 23-33), Percent 

Education Yes No  
Incomplete secondary 21.1 78.9 
Secondary 
Secondary vocational 
Higher 

31.4 68.6 
43.5 56.5 
39.8 60.2 

Total 34.8 64.9 
Source: UNDP 2002. 

Nevertheless, even university graduates face serious problems in Armenia’s labor 
market. For example, unemployment i s  38 percent among lawyers, 46 percent among 
agricultural specialists, and 3 1 percent among doctors (UNDP 2002). Among respondents 
aged 23-33, only one-third reported having had any employment since graduation. One o f  
the explanations i s  that curriculums do not correspond to market needs. By the UNDP 

24 In OECD countries in 1999, o n  average, the employment/population ratios for people aged 25-64 were 64.0 
percent for workers having less than upper-secondary education, 77.0 percent for  those with upper-secondary 
education, and 85.1 percent for  those with tertiary education. The labor force participation rates were 68.3 
percent, 80.9 percent, and 87.6 percent, respectively (OECD 2001). 
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Education, Poverty, and Economic Activity Survey, respondents aged 22-24 believed that 
only about one-third (35 percent) o f  the knowledge and sk i l ls  obtained during their education 
can be used in work (the economists reported a figure as l ow  as 15 percent). Slightly older 
respondents (aged 25-33) valued their university education more and indicated that 43 to 48 
percent o f  the knowledge and sk i l ls  obtained during education could be used at work. Data 
on computer sk i l ls  and knowledge o f  foreign languages especially bear witness to the 
inadequacy o f  youth training for entry into the labor market. 
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CHAPTER 111: WAGE DYNAMICS AND UNIT LABOR 
COSTS 

The wage-setting process influences the level of labor market flexibility, social security, and 
economic stability. The deregulation of salary policies in Armenia in general had a positive 
influence on stimulating highly productive and quali5ed work, in differentiating the 
qualiJication level of jobs, in influencing investments in human capital, and in labor 
movements. Real wage levels are gradually catching up to the pre-transition level but the 
purchasing power of wages tends to be higher than the official records indicate. According 
to suwey data, the return j - o m  education has suflciently increased but wage inequality 
largely represents the emergence of market factors, because education explains only a small 
part  of wage inequality. 

3.1. Wage Dynamics 

In the 1990s, the dynamics of  real  wages in Armenia h a d  two clear phases. In 1994, 
following the fall in output and labor demand, and reflecting an erosion o f  wage levels by 
rapid inflation, real wages dropped to 7 percent compared to 1990.25 The decline in real 
wages in absolute terms (and relative to output declines) was sharper in Armenia than in 
every other Commonwealth o f  Independent States (CIS) country (except Tajikistan and 
Azerbaijan; CIS STAT 2005). In the early 1 9 9 0 ~ ~  wages (and working hours) were the main 
mode o f  labor market adjustment, instead o f  employment. In 1995, wage levels in Armenia 
started to rebound at a relatively high pace, but the measured real wages are sti l l  much below 
the pre-transition level: in 2004, average (real) wages equaled 35 percent o f  the wage levels 
in 1990 and 68 percent o f  the level in 1991, reflecting productivity gains in the economy 
(Figure 3.1). In purchasing power, real wages have probably declined less than wage 
statistics suggest.26 Given that real wages and labor productivity are increasing f i om a very 
low base, it will require considerable growth for Armenia to close i t s  wage and labor 
productivity gap with fast-reforming transition countries. 

Labor  and employment policies in productive sectors in the early 1990s may be 
characterized as a building up o f  hidden unemployment by dramatic cuts in wages and 
salaries, allowing part-time employment and mass administrative leaves, when people 
remained on the payroll list, but actually did not  get paid for a long time.27 In public 

25 Consumer price inflation in Armenia was 174 percent in 1991, 729 percent in 1992, 1,823 percent in 1993, 
and 4,962 percent in 1994. Prices stabilized to single-digit levels starting in 1998. 

The purchasing power o f  wages under central planning was overestimated because prices o f  many consumer 
goods were set below the equilibrium level, as attested to by widespread shortages. Therefore, the fa l l  in real 
wages during the init ial  stage o f  the transition, when prices were liberalized, was most probably overestimated 
(World Bank 2005b). 
27 According to the National Statistical Service survey conducted in 1996 o f  1,500 economic entities, about 25.7 
percent o f  the personnel o f  these enterprises were o n  administrative leave, and 20.6 percent were not pa id  
during the leave. In privatized enterprises the personnel on  administrative leave comprised 33.7 percent o f  total 
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service sectors (health, education, and so forth), the policy was oriented toward the 
conservation o f  employment via very low salaries and savings on maintenance costs. In 1994 
employment in the social infrastructure sectors (education, culture, art, health, research and 
development) comprised 85.2 percent o f  the 1990 level, compared with 73.3 percent for all 
nonagricultural sectors. For 1997, corresponding indicators amounted to 75.3 percent and 
60.1 percent, and for 1999,71.7 percent and 54.9 percent, respectively. In 1990, wages in the 
health sector comprised 64.3 percent o f  the economy wide average wage, whereas in 1998 
they comprised 49.7 percent. In education, corresponding indicators amounted to 68.8 
percent and 42.3 percent, respectively, 

Figure 3.1: Dynamics of  Gross Domestic Product, Employment, Real Wages, and Labor 
Productivity in Armenia, 1990-2004 (Indexes, 1990 = 100) 
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Source: National Statistical Service and authors’ calculations. 

Large-scale privatization resulted in massive job cuts, especially in industry and 
construction, and in “vacant jobs,” that is,  in jobs that were not filled. This policy also 
resulted in the marked deterioration o f  labor productivity and unit labor cost indicators in 
industry and other nonagricultural sectors o f  the economy. It was made possible by an 
absence at that time o f  effective contract enforcement mechanisms and bankruptcy 
procedures, facilitated by widespread barter trade, and a build-up o f  tax and mutual 
nonpayment arrears, mostly to the energy sector. As a result, the marked quasi-fiscal deficits 
were generated via indirect subsidizing o f  mainly state-owned medium- and large-sized 
enterprises. 28 

personnel. In medium-sized and large enterprises the personnel on  administrative leave comprised about 40 
percent o f  total personnel. 

However, Armenia was more successful in managing quasi-fiscal deficits in the energy and utility sectors 
than most of the CIS countries. The volume o f  the hidden deficit in Armenia declined from 8.2 percent o f  GDP 
in 1995 and 4.9 percent in 1998 to 1.1 percent of GDP in 2001, Meanwhile, total subsidies (including hidden 
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Changes in the structure of the economy, and thus changes in relative demand for 
different types of labor, have given rise to various wage premia to worker and firm 
characteristics (such as education and sk i l ls ,  occupation or industry) that were not 
widespread during the socialist period. Also, deregulation o f  wages and wage policies in 
the transition countries was a part o f  the overall liberalization process. This has led to the 
inequality in dispersion o f  earnings, but also to better market efficiency, as wages become 
better aligned with productivity  differential^.^' Wage inequality in Armenia, measured by the 
Gini coefficient, i s  very high but declined substantially between 1998/99 and 2004-fiom 
0.438 to 0.37 (Table 3.1). (See World Bank and N S S  2006 for the details.) The wage gap 
between top decile workers and bottom decile workers (P90/P10) also decreased over 
1998/99-2004. Wage inequality measured by this ratio i s  more comparable to CEE countries 
than to CIS countries, where inequality was highest (World Bank 2005). At the same time, 23 
percent o f  all employees in Armenia earned less than two-thirds o f  the median (low pay), 
which means that the incidence o f  low pay i s  quite high. In the European Union, the decile 
ratio varies between 3 and 4. 

Table 3.1: Armenia: Summary of  Earnings Distribution, 1998/99 and 2004 

Monthly wages, 1998199 Monthly wages, 2004 Hourly wages, 2004 
All Public Private All Public Private All Public Private 

PlOP50 0.50 0.48 0.35 0.43 0.44 0.38 0.43 0.42 0.43 
P9OP50 3.00 2.50 3.00 2.33 2.22 2.13 2.33 2.26 2.23 
P9OP10 6.01 5.21 8.57 5.38 5.00 5.67 5.44 5.36 5.20 
Gini 
coefficient 0.438 0.405 0.498 0.370 0.356 0.357 0.382 0.360 0.405 
Standarderror (1.2) (1.0) (3.4) (0.7) (0.6) (1.2) (1.1) (0.6) (2.3) 

L o w  pay, % 26.7 28.9 9.8 23.3 29.7 12.8 28.1 31.0 22.4 
Highpay, % 28.7 25.4 54.5 29.8 22.3 41.2 26.1 24.3 29.2 
Source: ILCS 1998/99 and 2004. See World Bank and N S S  (2006). 
Notes: PlOP50 (P90/P50) denotes the ratio o f  earnings o f  the bottom (top) decile relative to the median. 
Decile ratio i s  the ratio o f  the top decile to the bottom decile, i.e. P9OP10. L o w  pay i s  defined as earnings 
below two-thirds o f  the median. H i g h  pay i s  defined as earnings over 1.5 times the median. The incidence o f  
l o w  (high) paid workers i s  a percentage o f  l o w  (hgh) paid workers in al l  wage and salary workers. 

Incidence o f  l o w  and high pay 

As noted, regional disparities in average wages are also enormous. Wage levels in 
Yerevan and in Kotaik marz-the regions with the highest unemployment rates-are on 
average 1.7-fold higher than in the lowest-paid regions in Armenia (Table 2.6). Wage gaps in 
regions are mainly explained by differences in human capital and job  characteristics, while 
the variation in the wage due to the variation o f  the unemployment rate i s  relatively weak. 
Typical o f  other countries in transition, average wages in the highest-paid financial 
intermediation sector much exceed the average, and are almost eightfold higher than the 
average wages in predominantly budget-financed culture and arts (Annex Tablel). According 

and quasi-fiscal subsidies) also declined from 9.4 percent o f  GDP in 1997 to 4.2 percent in 2001 (see Wor ld  
Bank 2003a). 
29 During the socialist period, wages were set according to a centrally determined wage grid, or the unified 
Tariff Schedule o f  Wages and Salaries. Wage differentials were very small and earnings structure was 
compressed. 
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to the 2004 LFS, average monthly wages o f  employees in the state sector o f  the economy 
were 29,219 drams, while in the non-state sector they were 40,646 drams (NSS 2005b). 

Despi te the  higher education level  o f  women, the  gender pay gap in Armenia, 
controll ing fo r  other individual characteristics, i s  significant in both the public and 
private sectors and indicates that females are pa id  less than the i r  male counterparts. 
This gap appears lower in the public sector than in the private sector. Women in the private 
sector earned on average 32 percent less than men with similar characteristics, while women 
in the public sector earned 18 percent less than men with similar characteristics. The gender 
pay gap in Armenia i s  comparable with other CIS countries (see World Bank and N S S  2006). 
There i s  a correlation between job segregation and wage gaps: the concentration o f  female 
employees i s  higher in the public sector, which traditionally offers lower earnings. Pay 
differentials between males and females are in general significant, but they also depend on 
other factors, such as occupation, position, and differences in working hours. At the same 
time, due to the lower salaries, the public sector i s  less attractive to men, and this further 
increases the concentration o f  women. 

Figure 3.2: Average Wages o f  Employees with Di f ferent  Levels o f  Education, 
According to  2004 L F S  Data, in Drams 
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Source: N S S  2005b. 

To  close t h e  gap, it i s  necessary that bo th  publ ic and private sector employers 
acknowledge the principle o f  equal pay fo r  equal work, regardless o f  gender. In the past 
few years, salaries increased significantly in the public sector. This considerably improved 
the wage situation o f  several traditionally female occupations, and reduced the gender wage 
gaps in the whole economy. Due to the increased earnings, the public sector has become an 
attractive option for a larger number o f  men, thus also reducing job segregation. 

An increase in educational wage premia has been an  important factor behind the r i se  in 
wage inequality. In relative terms, wages and salaries o f  well-educated and highly skilled 
workers have increased, while wages o f  less-educated workers have decreased (Figure 3.2). 
These developments have led to a substantial increase in returns to education, especially 
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university education. By the ILCS 2004, while the private sector offers a premium to special 
secondary education and tertiary education, the public sector offers a premium to tertiary 
education only. In the private sector, employees with tertiary education earned 63 percent 
more than those with general secondary education or below, keeping all other characteristics 
constant. In contrast, in the public sector this premium was 48 percent. (World Bank and 
N S S  2006). The wage gap would be even higher i f  the budget-financed social services sector, 
which traditionally employs the most-educated part o f  the labor force, had not been the 
lowest-paid field o f  economic activities, at least according to the official (measured) wage 
statistics. 

Table 3.2: Average Annual Earnings and Return per Unit of Cost of  Education, 16-33 Year- 
olds with Jobs, by Gender and Level of Education, In ,000 Drams; 2001 

1. Average 2. Impact on 3. Annual 4. Total  Cost 5. Return per 
Annual Earnings of cost to of  this Level Unit of Cost 

Earnings this Level Student of  (2 + 4) 

M a l e  
Incomplete 
Secondary 
Secondary 
Secondary 
Vocational 
Higher 
Female 
Incomplete 
Secondary 
Secondary 
Secondary 
Vocational 
Higher 
Both Sexes 
Incomplete 
Secondary 
Secondary 
Secondary 
Vocational 

240.4 
312.5 
387.1 
669.7 

--- 
144.8 
160.9 
461.0 

--- 
253.0 
25 1.4 
542.6 

+72.1 
+146.8 
+357.2 

--- 
+3 16.2 

--- 
+289.7 

47.4 
141.0 
178.4 
582.7 

47.4 
141.0 
178.4 
582.7 

47.4 
14 1 .O 
178.4 
582.7 

300.3 
75 1 .O 

2924.9 

300.3 
751.0 

2924.9 

300.3 
751.0 
2924.9 

24.0% 
19.5% 
12.2% 

--- 
10.8% 

--- 
9.9% 

Higher 
--- = Number o f  replies f rom women too small for statistical significance. 
Note: The return per unit o f  cost in column 5 is based o n  the “shortcut” formula for rate o f  return when data on  
earnings are available for only a single year. Impact o n  earnings and total cost o f  both secondary and secondary 
vocational are measured in comparison with incomplete secondary, and o f  higher education compared with 
secondarv. 
Source: UNDP 2000. 

T h e  impact on labor-market outcomes can be analyzed within the framework o f  rate- 
of-return analysis, which focuses on the impact of  education on earnings in relation to 
cost. Based on the results o f  the Education, Poverty and Economic Activity Survey, the 
returns to education in relation to i t s  cost are quite high for young males who get jobs 
(though they diminish as the level increases) (UNDP 2002; Table 3.2). Young women o f  all 
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educational levels earn substantially less than men, but also gain a reasonable rate o f  return 
on their higher education. 

F o r  international comparisons, a preferred approach might be to follow wage dynamics 
and levels in U.S. dollar terms (that is, industrial wages valued in foreign currency by 
the contemporaneous market  exchange rate), using these as indicators of  the results of  
the reform strategies and other factors. Prior to the transition, ruble wage levels in the CIS 
states were rather equalized. After some 15 years o f  reforms, differentials in monthly wages 
(in U.S. dollars) are enormous: average wages differed in 2004 from US$22 in Tajikistan to 
US$237 in Russia and US$207 in Kazakhstan, in which the economic growth i s  based on 
extraction o f  natural resources (mainly o i l  and gas). Armenia i s  somewhat in the middle o f  
CIS states by the wage level in U.S. dollar terms, and average wages equaled US$79 in 2004, 
a substantial increase compared to US$17 in 1995 (Annex Table 12; CIS STAT 2005). 

T h e  influence of  government on rate and dynamics o f  wages i s  expressed in setting 
minimum labor cost, time schedule for payment o f  salaries to the public sector, and 
change of  direct taxes and social benefits (through parliamentary procedures). The labor 
market impacts o f  minimum wages depend heavily on the level  at which they are set and how 
well they are enf~rced.~ '  In Armenia, minimum wages are raised on an ad hoc basis, and 
since 1997, they were increased only three times-in 1999, 2004 and 2006 (Table 3.3).31 
Based on the 2004 LFS, only 10.6 percent o f  the employees received salaries below the level 
o f  minimum wages, and many o f  them might be part-time workers. On the other hand, 
workers with earnings close to a minimum wage are l ikely to fa l l  into poverty. Over the 
transition years, minimum wages in Armenia tend to be at a level below subsistence wages, 
and together with weak enforcement, the level i s  too l ow  to be binding (that is, to affect wage 
and employment decisions). A t  i t s  current level, the minimum wage can hardly be 
characterized as an instrument o f  wage policy. I t s  role in alleviating poverty i s  limited, and i t  
seems to provide limited adverse effects on unskilled workers. 

Table 3.3: The Dynamics of  Average Monthly Wages and Minimum Wages In Armenia, 
1997-2006, Drams 

1997 1998 1999 2000 2001 2002 2003 2004 2006* 
Average Monthly 13,600 18,000 20,200 22,700 24,500 27,300 34,800 43,400 60,600 
Wages 
Minimum Wages 1,000 1,000 5,000 5,000 5,000 5,000 5,000 13,000 15,000 
Ratio o f  Minimum 7.4 5.6 24.8 22.0 20.4 18.3 14.4 30.0 24.8 
Wages to Average 
Wages, % 

* - January-July 
Source: NSS (2001); NSS (2005c), www.armstat.am 

30 For a concise review o f  the theory regarding the employment impacts o f  the minimum wage, see OECD 

31 Starting in 2004, according to the relevant provisions o f  the Poverty Reduction Strategy Paper, the minimum 
wage i s  defined in accordance with the general poverty line. In 2006, the minimum wage equals 15,000 
drahms. 

(1998). 
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3.2. Unit Labor Costs 

The attractiveness o f  Armenia to  foreign direct investment lies no t  in lower relative 
nominal wages p e r  se, but in lower unit labor costs?2 Unit labor costs capture the change 
in the nominal wage in relation to the trend in labor productivity. A moderate rise in unit 
labor costs, implying nominal wage growth approximately in line with labor productivity, i s  
essential to maintaining the competitive cost advantage o f  the economy. 

The systemic crisis o f  the f i r s t  ha l f  o f  t he  1990s, combined with the  surplus employment, 
resul ted in a sharp decline in unit labor cost. The return o f  economic growth has 
somewhat improved this ratio. During 2000-03, there has been a clear trend o f  decline in unit 
labor cost in the nonagricultural sector, which can be attributed to growing real exchange rate 
undervaluation (Figure 3.3; Annex Figure 9). This trend reversed in 2004 with change o f  real 
exchange rate pattern and rapid appreciation that pushed US$- nominated wages up. In 2004 
and 2005 nominal wages increased by 36 and 40 percent in USD terms, which fully offset 
unit labor cost reduction o f  early 2000s. 

Figure 3.3: Dynamics of Unit Labor Cost in Armenia, 1990-2004 (1990 = 100) 
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Source: National Statistical Service and authors’ calculations. 

Figure 3.3 shows that the  agricultural sector, although substantially more competitive 
than during the Soviet period, i s  becoming less and less competitive compared with the 
nonagricultural sector, and the productivity gap between them i s  gradually deepening. 
Currently, unit labor cost in agriculture i s  the highest compared with other sectors. Labor 
productivity in agriculture in 2004 was about 37 percent o f  the labor productivity level in the 
nonagricultural sector, whereas income from labor in agriculture comprised 55.5 percent o f  

32 Calculated as the ratio o f  annual wage (a proxy for labor cost paid by the employer) to the GDP produced by 
one worker (labor productivity, or output per person employed). According to this indicator, sectors o f  the 
economy in which unit labor cost i s  lower have higher levels o f  labor productivity, and consequently higher 
levels o f  competitiveness. 
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wages in the nonagricultural sector, that is, unit labor cost in agriculture in 2004 was about 
two times higher than in the nonagricultural sector. The obsolete machinery, equipment, and 
so forth, and fixed capital in the rural economy resulted in much more l imited possibilities 
for investment generation from internal revenue than in the other sectors o f  the 
economy.(World Bank 2004b). In addition, agriculture during 1999-2004 received a 
disproportionately low share o f  public and private investments in fixed assets, including 
investments in rural infrastructure. 

Armenia’s unit labor cost (ULC) generally compares favorably to neighboring markets 
but has been on the increase. This i s  mainly due to Armenia’s comparative advantage o f  
having an educated and skilled workforce and the country’s strong tradition o f  highly skilled 
craftsmen. In the mid-1 990s real wage increases outperformed increases in labor 
productivity. This was partially due to wage adjustment from a very l ow  base. Unit labor 
costs did not rise during the 1990s as the real exchange rate depreciated. The early 2000s 
were characterized by strong productivity gains, and with the exception o f  2003, productivity 
outperformed an increase in real wages. Unit labor cost started to increase in late 2002, 
reflecting both an increase in employment compensation and real exchange rate appreciation. 
In the late 1990s, unit labor cost increased to about 46 percent o f  U.S. level (about 44 percent 
o f  the Euro area level), from as low as less than 3 percent in early 1990s. Manufacturing unit 
labor cost in Armenia i s  0.27, compared to the average o f  0.57 for 67 countries, and i s  
comparable to Malaysia (0.27), Ireland (0.26), Korea (0.26), and China (0.25) (World Bank 
2003b). In this respect, Armenia’s industry i s  fairly competitive, also considering the fact that 
there are possibilities in Armenia for further reduction o f  unit labor cost. 
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CHAPTER IV: RURAL EMPLOYMENT 

The policies aimed at liberalizing agriculture under the conditions of insuflcient investment 
and deteriorating productive infrastructure resulted in excess employment, low productivity, 
isolation of agriculture and the rural population from the rest of the economy, and 
widespread subsistence-level farming. Although employment rates of the rural  population 
are high, total income from agriculture for most households is low, and underemployment 
determined by seasonality of agricultural activities is a serious problem. The prevailing rural 
economics are a result of survival strategies accompanying economic reforms. I n  the long 
run, an agriculture that is poor in investment and capital can hardly be sustainable and 
competitive, even in the internal markets. An increase in labor productivity in agriculture, 
and relevant labor shedding are prerequisites for transforming f rom subsistence farming to 
agricultural business. To maintain the high employment rates in villages, more 
nonagricultural jobs in rural  settlements should become available. This would lead to better 
integration of the rural population in the economic life of the country and to diversijkation 
of the sources of their income. Also, labor mobility of the ruralpopulation should increase. 

4.1. Output and Employment in Agriculture 

In Armenia, during 1990-2005, the number o f  people employed in agriculture and 
forestry increased f r o m  289,000 to 507,600. (CIS STAT 1994; N S S  200%; 
www.armstat.am). Like in many other countries in the region, transfer o f  a substantial 
percentage o f  the nonagricultural labor force to agricultural activities, following the collapse 
o f  collective and state farming, land privatization, and formation o f  the small rural farms, 
was for many households the main coping strategy for cushioning the blow o f  the 
t r a n ~ i t i o n . ~ ~  This resulted in about a twofold increase o f  employment in agriculture, 
compared with the pre-reform period.34 Such trends have also been caused by loss o f  
employment in other activities in villages, and by out-migration f rom the cities in Armenia 
and from other Commonwealth o f  Independent State countries to rural areas. 

33 Armenia has implemented one o f  the most comprehensive land reform programs in the Former Soviet Union 
states. Land reform was initiated in 1991, and by mid-1994, most o f  the agricultural land had been privatized 
(see World Bank 1995a). 
34 A drop in agricultural employment and a corresponding increase in labor productivity in 2002 compared with 
2001 (from 570,000 to 500,800 for employment, and from 57.9 percent to 68.5 percent for productivity, 
measured as an index in which 1990 = 100) i s  explained by revisions in employment estimates based on  the 
200 1 population census data. The 1990 data also include employment in fishery. 
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Table 4.1: Number of Farms and the Total Area Of their Privatized Agricultural Lands 

1991 1992 1993 1994 1995 1997 1999 2000 2001 2002 2003 2004 
NumberofFarms, 1,000 165. 238. 298. 312. 316. 321. 335. 332. 334. 334. 337. 338. 
Hectares (end-year data) 2 3 1 9 4 1 1 6 8 7 9 5  
Agricultural LandAreao f  214. 310. 377. 396. 429. 433. 458. 458. 458. 453. 461. 468. 
Farms, 1,000 Hectares 9 4 1 9 2 8 9 6 6 1 3 6  
Average AgriculturalLand 1.30 1.30 1.26 1.27 1.36 1.35 1.37 1.38 1.37 1.35 1.37 1.38 
Area per Farm, Hectares 
AgriculturalValue Added, 23.5 28.2 48.7 43.5 40.7 29.4 27.0 23.2 25.5 23.4 21.5 22.6 
% o f  GDP 

Source: National Statistical Service and authors’ calculations. 

Over the last 15 years the output dynamics in agriculture were less volatile, and the 
drop in agricultural production was the smallest compared to other sectors o f  the 
economy. The lowest output was reported in 1993 when the volume o f  agricultural value 
added comprised about 84.3 percent o f  the 1990 level. The pre-transition level o f  total output 
in agriculture was already achieved in 1998. As o f  2004, the total agricultural output 
accounted for 142 percent o f  the 1990 level. On the other hand, adjustments in labor income 
from agriculture were more dramatic. As o f  1994, income f iom agricultural activities, in real 
terms, comprised about 5 percent o f  the 1990 level; by 2004, labor income still remained 
relatively low-at 31  percent o f  income in 1990-although they have increased about six 
fo ld compared to 1994 (Figure 4.1). 

Figure 4.1: Dynamics of  Value Added, Employment, Labor Income, and Productivity in 
Agriculture, 1990-2004 (1990 = 100) 

1990 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 

0 Labor productivity - Value added in agriculture - Employment Labor incomes 

Source: National Statistical Service and authors’ calculations. 

In 1994, labor productivity in agriculture was only 5 1  percent o f  the 1990 level, and in 
2004 it was only 81 percent of the 1990 level. These developments, while helping to keep 
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agriculture afloat and making it the largest economic sector in the Armenian economy, in 
terms o f  the number o f  people employed, resulted in an increase o f  labor intensity and a 
corresponding decrease o f  capital intensity (in terms o f  both fixed assets and working 
capital), but led to a sharp drop in productivity in the early 1990s. Also, a significant part o f  
agricultural activities i s  subsistence farming, resulting in a dramatic decline o f  the levels o f  
commercialization and monetization o f  agricultural production o f  small farms, which are 
currently responsible for more than 95 percent o f  agricultural output.35 

Agricultural farms are taxed by a land tax and farmers are exempt from other taxes.36 
However, within the framework o f  Armenia’s post-World Trade Organization accession 
obligations, the existing value-added tax exemptions for agricultural products should cease to 
exist as o f  January 1, 2009. The government i s  providing subsidies covering part o f  the cost 
o f  irrigation water supply. There i s  also a small and diminishing amount o f  grant-based 
provision o f  seeds, fertilizer, and fuel  to farmers at subsidized prices. (See Annex Table 15) .  

Table 4.2: Employment-to-Population Ratio and Employment Status by Stratum, Percent 

Strata Employment-to- Employment Status, YO 
Population Ratio Total, Employee Employer Self- Self- Collective Other 

population aged Aged 15+ loyed loyed Member  
(Proportion of Employed emp- emp- Enterprise 

15+, that i s  in in 
employed), YO Family Non- 

F a r m  farm 
Busi- 
ness 

Stratum 1 77.4 100.0 20.9 0.5 75.4 3.0 0.2 0.0 
Stratum 2 74.8 100.0 18.3 0.6 78.6 2.1 0.0 0.4 
Stratum 3 79.3 100.0 18.8 0.2 79.2 1.6 0.1 0.1 
Stratum 4 81.0 100.0 12.0 0.1 86.6 1.3 0.0 0.0 
Stratum 5 85.6 100.0 13.5 0.2 85.3 0.5 0.0 0.5 
Total 78.8 100.0 17.1 0.3 80.5 1.8 0.1 0.2 
Source: Rural Employment Survey 2005. 

The Rural  Employment Survey 2005 confirms significantly higher rates of employment 
in rural  areas compared to the general p ~ p u l a t i o n . ~ ~  The employment-to-population ratio 

~ 

35 According to official data, in 2002, the level o f  commercialization o f  agricultural production was about 56 
percent, whereas the level o f  monetization (that is, excluding barter trade and incomes in kind) was about half 
o f  the commercialization levels. According to the results o f  the Rural Employment Survey 2005, the level o f  
commercialization i s  even lower. 

In 2003, the land tax comprised 0.9 percent o f  total tax revenues o f  the Armenian consolidated budget, or 0.6 

The Rural Employment Survey was conducted during June-July 2005 on a sample o f  2,000 rural households, 
representative on the national level and by agro-economic zones. To ensure the heterogeneity o f  the sampled, 
proportionate stratified sampling was done, and 5 strata o f  population were designated according to the degree 
o f  “vulnerability” o f  the rural population with regard to agricultural production and marketing based on the 
following characteristicsiindicators o f  the country’s rural population: (a) altitude above sea level o f  the 
population’s residence; (b) population residence distance from Yerevan; (c) population residence distance from 
the capital city o f  the district; (d) size (number o f  population) o f  the residential community; and (e) agro-zone o f  

36 

ercent o f  agricultural value added. 
P7 
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o f  population aged 15 and older was 78.8 percent (Table 4.2 and 4.3). Gender differences in 
rural employment are somewhat less pronounced, but the employment rate for men i s  9.1 
percent higher than for women (83.7 percent for men compared to 74.6 percent for women). 
Survey data on employment by sector indicate that 8 1.2 percent o f  the employed in rural 
areas were working in the agricultural sector, and the predominant form o f  rural employment 
(80.5 percent o f  the total) was agricultural self-employment on privately owned lands. 
Overall, 63.5 percent o f  the population aged 15 and over at the time o f  the survey were self- 
employed in the agricultural sector. Only 1.4 percent o f  rural residents aged 15 and over was 
involved in non-fann self-employment. 

Analysis o f  employment by age group also reveals some interesting patterns. 
Employment-to-population ratios are the smallest in age groups 15-24 and 65 and older (61.6 
percent and 64.3 percent, respectively). Employment in age groups 15-24 and 65 and older i s  
predominantly agricultural self-employment on private farms (90.8 percent and 95.6 percent, 
respectively). Notably, the employment rate o f  older workers, including at retirement age, i s  
very high. In the prime age group o f  35-54, employment i s  more differentiated. The share o f  
the employed in this age group i s  the highest, at 93.8 percent, and agricultural self- 
employment accounts for around 66 percent o f  the total employed. Hired employees had 
relatively larger representation (25 percent o f  total employment at that age group), followed 
by non-farming self-employment (2.2 percent), and employers (0.4 percent) (Figure 4.2). 

Figure 4.2: Employment by Age Group, Percent of Population 

I I I I I 

15-24 25-34 35-44 45-54 55-64 65+ 

- -X. - including self-employed in f a d y  farm 

Source: Rural Employment Survey 2005. 

Due to the seasonal nature o f  agricultural production, secondary employment i s  a n  
important characteristic o f  r u r a l  employment, and 15.7 percent o f  respondents aged 15 
and older also h a d  secondary employment. These were mainly people whose main 

the residential community. The highest strata reflect the least-favorable farming conditions. (See Annex Table 
16). 
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employment was hired employment or non-farming self-employment. The majority o f  those 
with secondary employment (98.3 percent) consider agricultural self-employment in private 
farms as secondary. The remaining employment statuses have a very small representation. 
Only 0.8 percent o f  those with secondary employment were involved in non-farming self- 
employment, and only 0.6 percent were hired workers, indicating that jobs other than in 
agriculture are very limited in rural areas. 

R u r a l  employment i s  largely seasonal, temporary, or  occasional. Nearly ha l f  o f  rural 
residents aged 15 and older are underemployed, due to involuntary factors such as the 
seasonal nature o f  farming, while around 33 percent o f  those currently employed would 
prefer to have full-time employment instead o f  their current work arrangements. (Annex 
Table 17). 

T h e  unemployment rate in r u r a l  areas i s  low. Given that the survey was conducted in- 
season (during June-July 2005), the unemployment rate o f  the population aged 15 and older 
was only 0.9 percent. The low unemployment rate arguably corresponds to the acknowledged 
(official) methodology for calculating rural employment, according to which working-age 
people owning usable agricultural land are considered employed. This approach, however, 
does not take into account the underemployment inherent in agricultural activities. 
Considering that the employed are mainly involved in the agricultural sector and their 
employment i s  seasonal, the unemployment rate was further recalculated through the use o f  
the underemployment data, and the adjusted annual average unemployment rate in rural areas 
amounted to 14.1 percent.38 The rate increases in parallel to the increase in vulnerability o f  
surveyed households constituting 17.1 to 17.3 percent for the most-vulnerable strata, 
compared to 9.5 percent for the least-vulnerable strata. 

Table 4.3: Economic Activity and Unemployment by Age Group, June-July 2005 

Age Employ- Non-emp- Unem- Economi- Economi- Unemploy- Adjusted 
Groups ment-to- loyed, YO of ployed, YO cally Active cally ment Kate, Unemp- 

Population Total of  Total Population Inactive Y O  loyment 
Ratio, Population Population (employed Popula- Kate, YO 

loved). YO 
YO + unemp- tion, YO 

15-24 61.6 38.5 1 .o 62.6 37.4 1.7 14.9 
25-34 85.4 14.6 1.9 87.4 12.6 2.2 15.4 
35-44 93.6 6.4 0.5 94.1 5.9 0.5 13.7 
45-54 93.4 6.6 0.1 93.5 6.5 0.1 13.3 
55-64 90.2 9.8 0.2 90.5 9.5 0.2 13.4 
65+ 63.9 36.1 0.1 64.0 36.0 0.1 13.3 
Total 78.8 21.2 0.9 79.7 20.3 1.1 14.1 

Source: Rural Employment Survey 2005. 

38 In the 2001 population census, 100,800 rural unemployed were registered, or 16.9 percent o f  the 
economically active population aged 15 and older (NSS 2003). 
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4.2. Landownership and Land Use 

In most r u r a l  households, 97.6 percent of the respondents had privately owned, leased, 
or other useable agricultural land. The remaining 2.4 percent o f  households were landless. 
The average rural household has 1.45 hectares (ha) o f  land, o f  which 1.3 ha i s  privately 
owned and 0.15 ha i s  leased. About 97 percent o f  households have privately owned land, 
while 10.5 percent o f  households leased land. The majority o f  households with leased lands 
(95 percent) also have privately owned lands. For the least-vulnerable strata (mainly Ararat 
valley), the average size o f  households’ lands i s  about four to five times smaller than that o f  
the most-vulnerable strata. The average size o f  agricultural land per household increases in 
parallel to the increase in vulnerability ranking (correlation coefficient o f  0.96; see Figure 
4.3). 

R u r a l  households cultivate on average 84 percent of their agricultural land, or  1.2 
hectares. In the f irst three strata (least vulnerable), the average household cultivates on 
average 88 percent o f  i t s  agricultural land, compared to 80 percent in the last two strata. 
Considering that the size o f  land per household i s  significantly smaller in the least-vulnerable 
strata, as a rule, small land plots are used more intensively. Households that do not entirely 
cultivate their land explain the underuse o f  land mainly by shortage o f  irrigation (21.2 
percent), poor quality o f  land (14.2 percent), financial constraints (13.9 ercent), and large 
distances between the agricultural plot and their residence (1 1.3 percent). 3 8  

Figure 4.3: Average Size of  Agricultural Land per Household, Hectares 
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Source: Rural Employment Survey 2005. 

A vast majority o f  households, 95.8 percent o f  the respondents, were involved in 
production of crops, and 64.9 percent in animal husbandry. The share o f  households 
involved in animal husbandry i s  larger among the most-vulnerable strata. Data on levels o f  
marketability reveal that the average household sells for cash or barters 53.1 percent o f  i t s  
crop production and consumes slightly less than hal f  (46.9 percent) in the household itself. 

39 In the entire survey cluster, the shortage of irrigation water was mentioned as the cause of underuse of land by 
only five percent o f  households. 
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But levels o f  marketability o f  crops vary widely. Watermelon, melon, vegetables, and grape 
have the highest level o f  commerciality (on average 82 percent). Wheat, barley, and fodder 
crops produced are mainly used for own consumption in households and farms (average level 
o f  commerciality i s  26.8 percent). Considering that the major part o f  the cultivated land in 
the most-vulnerable strata i s  allocated to those crops, i t  can be assumed that the average level 
o f  marketability o f  crops produced in these strata should be very low. Around 80 percent o f  
farms involved in animal husbandry had produced some kind o f  animal products within the 
12 months preceding the survey, the most widespread o f  which were milk and eggs, but the 
marketability o f  those products i s  very low. 

4.3. Income f r o m  Agriculture 

Household total income f rom agriculture is,  in general, low. The total monthly income o f  
the average household from crop production amounted to around 22,000 drams, 46 percent o f  
which was monetary income (Annex Table 18). The total monthly income fi-om crop 
production per 1 hectare o f  land declines in parallel to the increase in vulnerability. In strata 
1 and 2, i t  amounts to an average o f  32,000 drams per hectare, compared to 13,000 drams in 
the two most-vulnerable strata. The average monthly income from livestock production per 
household (including own consumption in household/farm) was 15,300 drams (Annex Table 
19). 

Table 4.4: The Average Monthly Income from Agricultural Activity (Crop production, animal 
husbandry, processing) per Household, Drams 

Average Monthly Of Which: Average Monthly Income from 
Income from Income from Estimate of Income from Production Sold as 
Agricultural Production Own Agricultural Share of Total 
Activity per Sold Consum- Activity per Estimated Income, 
Household ption Hectare of Land Y O  

(including own 
consumption in 

household) 
Stratum 1 30,897 15,905 14,992 50,65 1 51.5 
Stratum 2 33,629 20,763 12,866 49,454 61.7 
Stratum 3 40,7 14 13,622 27,092 3 1,562 33.5 
Stratum 4 46,000 15,156 30,844 29,299 32.9 
Stratum 5 80,632 23,947 56,684 31,012 29.7 
Total 44,435 16,583 27,853 36,423 37.3 

Source: Rural Employment Survey 2005. 

The average total monthly income per household (including consumption within the 
household) f rom crop production, animal husbandry, and processing of  agricultural 
products amounts to around 45,000 drams per  month. This i s  comparable to the average 
wage in the country o f  43,400 drams per month in 2004. The major part o f  the output, or 62.7 
percent, i s  directly consumed in the household and the farm to meet their own needs (see 
Table 4.4). The total income o f  the least-vulnerable strata i s  2.6 times larger compared to the 
most-vulnerable strata. In the more-vulnerable strata, the major part o f  agricultural products 
(on average around 70 percent) are used for own consumption, while more than hal f  o f  the 
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production in households o f  less-vulnerable strata i s  sold or bartered and generates monetary 
income. 

Almost ha l f  of households (52 percent) were involved in the processing of  their 
agricultural products. The main products resulting from processing are dairy and bread. 
Bread i s  produced equally by 15 to 21 percent o f  households in each stratum, while dairy 
production i s  more common in the most-vulnerable strata, Meat processing has an extremely 
small representation in all the strata, but the level of marketability o f  meat and dairy products 
i s  quite high (73.8 percent and 62.5 percent, respectively), that is, they are produced mainly 
for sale purposes. The level o f  marketability o f  domestic wine and vodka i s  50.2 percent, but 
bread i s  almost exclusively produced for own consumption, 
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CHAPTER V: YOUTH EMPLOYMENT AND 
UNEMPLOYMENT 

Surveys of unemployed youth and students of primary vocational schools and secondary 
specialized education establishments confirm that youth unemployment is a serious issue in 
Armenia. Especially worrisome is the long-term character of unemployment among the 
youth. The situation is exacerbated by the low level of professional education among the 
young j o b  seekers, and their unwillingness or inability to invest in upgrading of their skills. 
The current information base does not allow monitoring of the training system, the labor 
market, and the link between them, to forecast skills requirements of the labor market and, 
therefore, training needs. 

Nevertheless, vocational education and training cannot always guarantee employment. 
Along with other employment policy measures, the provision of training could be matched 
with labor demand, including the cyclical and transitional characteristics of the labor 
market. The eficiency of vocational education and training is directly related to successfully 
targeting and individually tailoring the proposed training courses to the needs of certain 
regions, sectors of economy, occupations, and to the individual characteristics of the student 
or adult seeking retraining and upgrading of skills. VET should f i t  into the general 
adjustment of the local economy to the new demand. The country laclcs instruments to assist 
in the identiJication of present and future skills requirements by the local economy during a 
period of rapid economic change and subsequent uncertainty. This should be based not only 
on the limited number of currently vacant jobs registered by the employment services, but 
also on the competences (knowledge and skills) that people need to have. There is a lack of a 
clear view on what training needs to be provided and what skills need to be developed to 
serve the needs of the local economy and maximize the chances of the graduates of 
vocational schools and the unemployed offinding employment. 

5.1. T h e  Level  and Structure of  Unemployed Youth 

Today, youth unemployment i s  a global problem. According to the United Nations, in 
2003, people aged 16-24, representing one-fourth o f  the world’s working-age population, 
accounted for around 47 percent o f  global unemployment. An unemployment rate among the 
age group 15-24 was included on the l i s t  o f  Millennium Development Goal indicators. As 
stated in the International Labor Office (ILO) report, “Global Employment Trends for Youth 
2004,” people aged 15-24 (also referred to as young people in this chapter) are more 
vulnerable in the labor market. Moreover, international experience reveals that compared to 
adults, employed young people receive lower pay, and have higher rates o f  inclusion in 
informal sectors and o f  underemployment, and lower rates o f  stable employment (ILO 
2004b). 

Despite some improvements in Armenia’s labor market, it i s  still characterized by an 
extremely high overall level o f  unemployment and a structural mismatch between labor 
supply and demand. The high unemployment rate, in itself, makes finding productive 
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employment difficult for youth primarily upon first entering the labor market, and 
significantly increases the relative risk o f  unemployment for young people. The problem i s  
more acute in transition economies with high poverty and unemployment rates. According to 
2001 population census data, in Armenia around 55 percent o f  those aged 15-24 were 
economically active; however, only ha l f  were employed. According to the census data, 
unemployed youth accounted for 27 percent o f  the total unemployed in the country (NSS 
2003). 

A substantial percentage of  youth are in neither work  nor  school. A more appropriate 
indicator than the youth unemployment rate could be the youth non-employment rate (the 
idleness rate), defined on the basis o f  a widened definition o f  the labor force, adding to both 
nominator and denominator young people who are in neither education nor employment:' 
According to the 2001 census, the net enrollment rate o f  young people aged 15-24 in 
education in Armenia was 35.8 percent, while 28.7 percent o f  the population aged 15-24 
were employed. O f  those aged 15-24, 35.5 percent were neither studying nor employed. The 
non-employment rate o f  youth (U) was 55.3 percent. 

In Armenia, the proportion of  youth dropping out of  the basic compulsory education 
system before obtaining qualifications, as indicated by data on education attainment 
levels, i s  relatively low (Table 5.1). Although the number o f  young people who leave school 
wi th only basic education i s  not large, these individuals have l i t t le  chance o f  finding a job, 
and s t i l l  less o f  finding one o f  reasonable quality. According to 2001 census data, around 13 
percent o f  youth aged 21-25 had completed only general basic (grade S), general primary, or 
primary education. Training provided by labor offices for such people does not seem to 
address this problem, since those participating in the courses that exist obtain neither 
adequate training to actually be qualified, nor a certificate o f  qualification, on completion. 
What i s  needed i s  to minimize the drop-out rate from schools and to provide more 
opportunities for those who want to reenter the education system. Recognition o f  
qualifications obtained outside the formal education system i s  also important in this respect. 

Table 5.1: School Attendance of D e  Jure Population, by  Age and Type Of Educational 
Institution, 2001 Census 

Age Total Higher Secondary Secondary Other Not 

15 100 2.0 88.9 0.5 8.6 
16 100 9.5 9.0 53.5 0.8 27.2 
17 100 21.8 13.3 5.2 1.3 58.4 
18 100 22.4 11.0 0.9 0.8 64.9 
19 100 24.4 4.8 0.3 0.5 70.0 
20 100 21.7 2.7 0.2 0.3 75.1 
21 100 13.8 1.4 0.1 1.2 83 $4 
22 100 7.8 0.7 0.1 1.2 90.2 
23 100 4.9 0.4 0.0 1.5 93.1 
24 100 3.3 0.3 0.1 1.4 94.9 

specialized general studying 

Source: NSS (2003). 

40 The non-employment rate may be defined as: U = (young people not employed - young people in education) f 
(youth population - young people in education), or its counterpart: E = (employed young people) / (youth 
population - young people in education). U = 1 - E (O'Higgins 2003). 
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Young people have a tangible participation in Armenia's labor market. According to the 
2001 census, young people comprised around 18 percent o f  the c iv i l  labor force. Such a large 
share o f  young people in the labor force i s  a result o f  the high representation o f  youth in the 
working-age population, which, at around 27 percent, i s  significantly higher than the average 
for developed and most transition countries. On the other hand, labor force participation o f  
young people (ratio o f  economically active young people to the total number o f  youth) in 
Armenia i s  significantly lower than the participation rate o f  adults in their prime age (Table 
5.2; Annex Figure 8). 

As noted, young people in Armenia's labor market, much like their peers in developed 
and transition countries, are more vulnerable to unemployment than adults (Table 5.3). 
According to the 2004 Integrated Living Conditions Surveys (ILCS), the unemployment rate 
among youth was 43.0 percent, a small decline compared to 45.9 percent in the 1998/99 
ILCS (World Bank and N S S  2006). The ratio o f  youth-to-adult unemployment in Armenia i s  
2.5, the same as both developed and transition countries. The absolute number o f  
unemployed youth in Armenia i s  extremely high. 

Table 5.2: Youth Unemployment Rates and the Ratios of  Youth-to-Adult Unemployment Rate 

Youth unemployment (aged Youth unemployment rate, Ratio o f  youth-to-adult 
15-24) % o f  labor force unemployment rate 

1993 2003 1993 2003 1993 2003 
thousand 

10,44 1 8,609 15.4 13.4 2.3 2.3 

4,399 5,051 14.9 18.6 2.9 2.4 

Developed 
countries 
Transition 
countries 
Armenia ... 155" ... 43.0** ... 2.5** 
*200 1 population census. 
**2004; ILCS estimates. 
Source: ILO (2004b); Armenia: National Statistical Service. 

5.2. 
People and their Households 

Sociodemographic Characteristics of  Registered Unemployed Young 

As par t  o f  the Armenia labor market study, two youth-related surveys were conducted: 
one among the youth registered a t  the State Employment Service (SES), and another 
among the students o f  vocational education establishments-both at p r imary  vocational 
and secondary specialized schools. The surveys reveal additional aspects with regard to 
labor market participation o f  youth, and give a representative picture o f  young (aged 16-24) 
beneficiaries o f  the SES, and students o f  vocational education and training (VET) regarding 
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their demographics, level o f  education, abilities, experience in the labor market, motivations, 
and  expectation^.^^ 

Figure 5.1: Households of Unemployed Youth, by Number of  Working-age And Employed 
Members, Percent 

__  90 

0 -o.o------.--t----c1 
None Three and more 

Working age members Employed members 

Source: Survey o f  Unemployed Youth 2005. 

The surveyed households with unemployed youth have a large working potential-on 
average, 3.5 working-age members per household. Nonetheless, the level o f  inclusion o f  
this potential in the labor market i s  very low: 46 percent o f  the surveyed households have 
only one employed member, 23 percent o f  households have at least two employed members, 
and only 4 percent o f  households have three or more employed members (Figure 5.1). A 
strong reverse dependency between the number o f  working-age members o f  the household 
and the number o f  employed members i s  noted (correlation coefficient r = 0.75). According 
to the results o f  the survey, parents o f  registered unemployed young people mainly have 
secondary general (42 percent o f  mothers, and 40 percent o f  fathers) or secondary specialized 
education (33 percent o f  mothers, and 27 percent o f  fathers). About 15 to 17 percent o f  
parents o f  unemployed youth have higher education (compared to the 22 to 23 percent o f  the 
prime-age population with higher education). L o w  education attainment o f  the above- 
mentioned households may partially explain the higher unemployment rate among the 
working-age members o f  respondents’ households. The majority o f  respondents’ households 

41 The survey o f  unemployed youth included 600 registered unemployed aged 16-24. The majority-73 
percent-were women. More  than ha l f  o f  the registered unemployed young women, or 51 percent, were 
married, compared to the 64 percent o f  men who had never been married. Also surveyed were 600 students 
from 30 primary vocational schools and secondary specialized education establishments in Yerevan in 8 
marzes. 
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have a low living standard: 77 percent estimated their household’s income at up to 50,000 
drams, or around 10,000 drams (US$20) per person per month. 

The unemployed youth themselves have low levels of education and an absence of 
financial and other possibilities and intentions to upgrade their level o f  education. Only 
43 percent o f  the respondents have completed vocational education o f  any level, including 5 
percent primary vocational, and 25 percent secondary specialized education. Only 13 percent 
o f  unemployed youth had higher education. There are 1.7 times more people with any level 
o f  vocational education among unemployed women: 47 percent compared to 28 percent for 
men. The average number o f  years o f  study i s  higher for women-1 1.3-compared to 10.4 
for men. Respondents without any level o f  specialized education mentioned the following 
main reasons for not continuing their studies: failure to be accepted by vocational and higher 
education schools (32 percent), financial constraints and the need to work instead o f  studying 
(29 percent), and lack o f  interest in continuing studies (27 percent). 

Figure 5.2: Unemployed Youth without Professional Qualification (specialty) By Intention to 
Continue Education in the Future, Percent 

Intended to continue Intended to continue, if it would 
be possible 

Not intended to continue 

Source: Survey o f  Unemployed Youth 2005. 

Upgrading of s k i l l s  and qualification levels i s  not a high priority for many unemployed 
youth. More than hal f  o f  the unemployed youth with no specialty (58 percent) do not intend 
to enhance their level o f  education, and accordingly receive a specialization, and another 38 
percent would enhance their level o f  education i f they had the financial means. Unemployed 
women are more prone to enhance their level o f  education, but will attempt to do so only i f  
the corresponding possibilities are in place (Figure 5.2). Other than studies in educational 
institutions, the majority o f  respondents (57 percent) has not participated in any other training 
courses, while 16 and 13 percent, respectively, have participated in such courses before 
taking up employment, and after losing their jobs. These courses were mainly financed by the 
currently unemployed themselves. 

70 



T h e  most frequent professions among unemployed young people with a specialty are 
those related to medical services: nursing, obstetrics, and dental technician: around one- 
fourth o f  respondents with a specialty had professional education in one o f  these professions. 
The second most frequent specialization i s  pedagogy (20 percent), followed, by a large 
margin, by accounting (8 percent) (Table 5.3). 

Although, the youth with medical and pedagogical specialties have the highest 
Unemployment rates, these specialties are s t i l l  among the most popular areas of  study in 
vocational schools and higher educational establishments. The choice o f  specialization 
was mainly based on the interest o f  young people in the given specialty (83 percent) rather 
than on labor market considerations, but in 12 percent o f  cases the lack o f  alternative options 
or financial means also played a role in selection o f  a specialty. This indicates that vocational 
school students and their parents do not have a good understanding o f  the demand in the 
labor market. Providing young people with information on labor markets opportunities and 
payoffs to different levels and modalities o f  schooling can allow them to make more 
educated guesses about their future returns, producing efficiency gains. There i s  a lack o f  
cooperation and information exchange among the various labor market institutions and 
educational establishments. 

Table 5.3: Unemployed Youth with Professional Qualification, by Area of Specialization 
(percent) and Average Duration of Being Registered, At the SES (months) 

YO to Total Average Duration 
Number of of Being Registered 

Unemployed in the SES, Months 
Youth with 
Professional 
Qualification 

Medical Services (nurses, midwifes, dental technicians) 24.3 19.6 
Pedagogy 19.9 16.3 
Accounting and Audit, Finance 7.7 17.9 

Economics 4.8 16.9 
Law 4.8 22.1 
Crafts 4.8 25.6 
Computer Engineering and Automated Control Systems 4.4 17.6 
A r t s  (music, painting, design) 4.4 15.2 

Other 4.0 16.6 
Transport 3.7 16.1 
Mechanics and Technology 3.7 15.8 
Applied Sciences (geology, psychology, agriculture, etc.) 2.6 12.9 
Building, Construction 1.1 13.7 
Natural Sciences 1.1 10.0 
Total Unemployed Youth with Professional Qualification 100.0 19.8 
(specialty) 

Engineering 4.8 21.2 

Philology 4.0 10.1 

Source: Survey o f  Unemployed Youth 2005. 

According to the self-assessment, the majority of  respondents (51 percent) think that 
their unemployment i s  a result o f  their lack o f  relevant qualifications, education, ski l ls ,  
and knowledge. Another 31  percent are o f  the opinion that their specialty does not have a 
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demand in the market. In spite o f  that, only one-fifth o f  them have tried to change their 
vocational profile through training or to enhance their qualification level. More than hal f  o f  
the unemployed mentioned financial constraints as the reason for not upgrading their sk i l ls  
level through training (Table 5.4). T h i s  indicates the need for the employment service to 
provide job counseling and inform the youth about the employment opportunities, and to 
organize training courses in accordance with labor market demand. 

5.3. Past Interactions of  Unemployed Youth with the L a b o r  M a r k e t  

The  unemployed young people registered at the employment service stay on the roster 
for a long time-an average o f  19.7 months. Almost three-quarters o f  the registered 
unemployed lost their last job more than 12 months ago. For the unemployed with a 
specialty, integration into the labor market i s  the most difficult for craftsmen, lawyers, 
engineers, and medical service providers, with a duration o f  registered unemployment, on 
average, o f  25.6,22.1,21.2, and 19.6 months, respectively. 

Table 5.4: Distribution of  Reasons for Not Obtaining Training Or Retraining by Unemployed 
Youth, Percent 

Uselessness in Terms o f  Finding Job 20.4 
Lack o f  Finances 56.3 
Do N o t  Know Where to Obtain Training or Retraining 12.7 

Do N o t  Know What other Retraining to Take 

N o  Particular Reason (difficult to answer) 

7.9 
Other Reasons 2.5 

0.2 
Total 100 

Source: Survey o f  Unemployed Youth 2005. 

The  survey of  unemployed youth confirms that, as a rule, the higher the level of  
education of  the respondent, the shorter the duration of  being registered a t  the 
employment service. According to the results o f  the survey, there i s  a statistically significant 
reverse dependency between the number o f  years o f  study and the duration o f  the registered 
unemployment (correlation coefficient r = -0.2). Those without a specialty are registered at 
the service for 21.5 months, on average, compared to 19.8 months for people with a 
specialty. Clearly, finding a job i s  more difficult for young people with no specialty. 

In addition, the vast majority o f  respondents (74 percent) h a d  limited and short-term 
work  experience and managed to have only one job before registering at the 
employment service as unemployed. More than hal f  o f  the respondents (57 percent) have 
up to two years o f  work experience, 40 percent have up to up to five years, and only 3 
percent have f ive or more years o f  work experience. Prior to becoming unemployed, 
respondents received a salary of, on  average, 15,000 drams to 17,000 drams per month, 
which i s  almost three times lower than the average wages in the country. The absence o f  
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adequate work experience and low qualification levels are among the main factors not 
allowing young people to reenter the labor market. 

Unemployed young people lost their last job mainly due to jobs redundancies in 
enterprises and organizations (29 percent of  cases) and personal circumstances (23 
percent) (Figure 5.3). Considering that the majority o f  respondents were married young 
women, we can assume that marriage was the personal circumstance causing loss o f  job. 
Women mention job  cuts and personal circumstances as the main causes o f  losing their jobs, 
while males lost jobs mainly due to labor shedding, inadequate salaries, and contract 
termination. 

Figure 5.3: Unemployed Youth, by Reasons of  Losing Last Job, Percent 

I 

Bankruptcy or liquidation of company 

Other structural changes 

Terminated by ewloyer 

Non-satisfactory w age 

Non-satisfactory working conditions 

S o w  personal reasons 

&piration of fixed-term contract 

Inconsistent qualification and professional skills 

Other reasons 

= ' O i  I I I I 

32.2 

0 5 10 15 20 25 30 35 

Total Male 0 Female 

Source: Survey o f  Unemployed Youth (2005). 

Informal  channels, including friends, acquaintances, and relatives, are the main sources 
o f  information on vacant jobs (Table 5.5). Part o f  the unemployed youth are desperate to 
accept any job offer, and around one-third o f  surveyed unemployed youth would take any 
job, another third are looking for jobs corresponding to their specialty, and the rest o f  job 
seekers are seeking permanent employment on a contract basis. 

73 



Table 5.5: Unemployed Youth, by Source of Job Search, Percent of  Total 

Relatives, Friends, Colleagues 89.2 

Mass Media, Public Notice 49.1 

State Employment Service 75.3 

Private Employment Agencies 10.0 

Directly Prospective Employers 31.3 

Internet 6.5 

Other sources 0.2 
Source: Survey o f  Unemployed Youth 2005. 

L a c k  o f  employment opportunities i s  reflected in the fact that the SES has offered jobs 
to only 31 percent o f  respondent unemployed youth. In the majority o f  cases where jobs 
were offered (63 percent), the unemployed have refused to take the job  for one or another 
reason, thus preferring to stay in their status o f  unemployed, rather than accepting low-paid 
jobs or jobs that do not correspond to their qualification. Employers rejected the candidacy o f  
the unemployed person suggested by the SES in 17 percent o f  the cases, and the dominant 
cause was the absence o f  skills and qualifications needed (in 45 percent o f  such situations). 
Employers rejected those having a specialty 2.7 times more often than people with no 
specialty, and women twice as often as men. We can assume that qualification levels o f  those 
rejected do not correspond to market demand, or their wage requests might be higher. 

Unemployed youth are  passive in their  relationship with the SES. More than hal f  o f  the 
respondents had not visited the employment service in the three months preceding the survey. 
The most important motivation for registering at the service i s  to receive the status o f  
unemployed, which allows receipt o f  unemployment benefits and monetary assistance. This 
would probably partially explain the rejection o f  jobs offered by the employment service to 
the unemployed youth, most o f  which are low-paid jobs. The participation o f  respondents in 
various state employment programs has been mainly l imited to the unemployment benefit 
scheme (for 81 percent o f  registered unemployed youth). Only 9 percent o f  the respondents 
have participated in training courses offered by state employment programs, and only one- 
quarter o f  registered unemployed youth have received job search assistance. This 
demonstrates that services provided by the SES to registered unemployed people are 
inadequate. 
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Figure 5.4: Reasons for Fai lure to Take a Job Offered By the SES, Percent 
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Source: Survey o f  Unemployed Youth (2005). 

5.4. 
Specialized Education Establishments 

Students in Pr imary Professional Schools and in Secondary 

During the transition years, the  problem o f  vocational education and training (VET) in 
Armenia i s  not  so much that the  system o f  training has deteriorated, but that t h e  wor ld  
has changed. In the centrally planned system, vocational schools trained students according 
to contracts made with enterprises. As noted, at that time, a job was guaranteed to all 
graduates, and graduates had compulsory assignments for their f i rst jobs. As a rule, young 
specialists had to serve at least three years at their f irst assignment. In a rapidly changing 
market economy, an individual’s occupational future i s  uncertain, and the risk o f  a mismatch 
between the training required and the jobs i s  very high. 

The schools are no t  adjusting to  these drastic transformations in the  labor markets, and 
continue to  offer the  same specifications o f  openings year after year. As labor market 
data indicate, the sk i l ls  currently offered by vocational and technical schools cannot lead 
graduates to jobs, and students are leaving school without contracts or jobs. Industries are 
unwill ing or incapable o f  hiring graduates o f  vocational and technical education institutions. 
Even when finding a job, perhaps in the informal labor markets, the share o f  graduates 
working in jobs unrelated to their training i s  growing rapidly. 

Upgrading o f  the labor force, o r  vertical mobility, i s  a precondition fo r  rap id  structural 
and technological change in a l l  t he  transition countries, fo r  the i r  competitiveness in the  
wor ld  market, and in raising the share o f  high-value-added products and services in the  
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markets. Armenia i s  no exception. In many enterprises, there i s  a demand for workers who 
can perform a broad variety o f  tasks. Many newly emerging occupations and sectors o f  the 
economy require higher levels o f  worker skills, many o f  which cannot be acquired in the 
public vocational schools.42 Many new businesses are severely limited in their development 
due to the lack o f  trained specialists. Foreign investors often bring their own training 
programs into the country. 

Figure 5.5: Households of  VET Students by Number of  Working-age and Employed Members, 
Percent 

None Only one Two Three More than three 

m l o y e d  members Working age members 

Source: Survey o f  Students in Primary Professional and Secondary Specialized Schools 2005. 

Based on the survey o f  students in primary professional schools and in secondary 
specialized education establishments, the students and their families share the 
characteristics o f  unemployed youth and their households. The majority o f  students in the 
surveyed vocational schools (78 percent) are female. Around 60 percent o f  respondents’ 
households have only one employed member (Figure 5.5). Most students themselves 
are/were not employed or are/were not involved in an income-generating activity during their 
studies (88 percent). Nevertheless, most respondents (7 1 percent) classified their households 
as middle class, 2 percent classified their households as very poor, and 18 percent classified 
their households as poor. Respondents estimated the average monthly income o f  their 
households as up to 50,000 drams (37 percent o f  households), followed by families with total 
incomes o f  50,000 drams to 100,000 drams (28 percent o f  households). Respondents’ parents 
mainly have primary and secondary vocational (46 percent o f  mothers and 48 percent o f  
fathers) or secondary general (36 percent o f  mothers and 26 percent o f  fathers) education; 18 
to 19 percent o f  parents o f  VET students have higher education.43 Compared to the general 
population, the parents o f  students in vocational schools tend to more often be graduates o f  
VET schools themselves, which may explain why they encourage their children to continue 
their education in vocational education establishments. 

~ 

There are also 27 nonstate (private) secondary specialized schools in Armenia with 2,700 students, or 8.8 
percent o f  the total enrollment in secondary specialized education establishments (CIS STAT 2005). 
43 According to 2001 population census data, among the generation o f  parents aged 40-49, 23 percent had 
higher o r  incomplete higher education, 30 percent had secondary vocational o r  primary professional education, 
and 38 percent had secondary general education (NSS 2003). 
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T h e  majority of  students (60 percent) in vocational schools have chosen such 
educational institutions because they do not  have the money to attend universities 
(which might be in other towns or regions), and 20 percent did not pass the entrance 
exams to universities, or  thought they would not pass them due to the grades they 
received in general schools. So for most o f  the youth in vocational schools, their only option 
for continuing their education and getting a profession was to attend vocational schools. The 
mismatch between the enrollment in vocational schools and labor demand i s  reflected in the 
fact that the three most fkequent specializations among the students o f  primary and secondary 
vocational schools are those with the highest unemployment rates among the youth: medical 
services (20 percent of  students), accounting (1 6 percent), and pedagogy (1 0 percent), 
followed by computer science (9 percent).44 

Respondents’ parents had  the largest influence on the selection of  specialization in VET 
for slightly more than half  of  the students (Table 5.6). The influence of  the school and the 
SES has been decisive for only a very small number o f  respondents. T h i s  indicates that there 
i s  a need for closer cooperation between the educational and labor market institutions to 
assist the youth in making informed decisions. 

Table 5.6: Circumstances with a Decisive Influence on the Selection Of Specialization by VET 
Students, Percent 

Parents 50.7% 
Friends 6.7% 
General School 1.1% 
Employment Service 

Advertisement o f  the Institution 
Close Location o f  the Institution 
Decided Themselves 
Other 
Total 

1.3% 
2.7% 
2.6% 

33.7% 
1.2% 

100.0% 
Source: Survey o f  Students in Primary Vocational And Secondary Specialized Schools 2005. 

T h e  vast majority of  vocational school students h a d  very limited contact with the labor 
market. Only 28 percent o f  respondent youth have made steps to find a job, and 12 percent 
have worked, mainly during summer vacations or in family business. After graduation most 
are left on their own, and many jo in  the rank o f  unemployed. 

Structural mismatch between labor demand and supply is  reflected in the national data o n  the structure o f  
employment, and the structure o f  students and graduates in secondary specialized education establishments 
(SSEE). In 2004, 22.3 percent o f  graduates f rom SSEE majored in education, while their share in total 
employment was 11 .I percent and shrinking; 25.5 percent o f  graduates specialized in health care, physical 
culture and sports, while their share in total employment was less than 5 percent. Only 2 percent o f  SSEE 
graduates specialized in agriculture and 5 percent in professions in industry and construction, while their share 
in employment i s  47 percent and 15 percent, respectively. The same trend applies to  higher educational 
establishments as wel l  (see CIS STAT 2005). 
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CHAPTER VI: LABOR MIGRATION 

Especially during the 1990s, labor migration had a major impact on labor supply in 
Armenia. I t  may involve a “brain drain” or the emigration of better-educated, higher-skilled 
workers to other countries, thus reducing the educational and professional potential of the 
country. As the migration survey confirms, however, this might be “compensated” by easing 
the tensions in local labor markets with low prospects for alternative employment. I n  a 
situation of economic chaos and political uncertainty, contemporary intra- and interstate 
movements have created a heavy burden and considerable social stress for many families. 
Even among the same nationality groups, tensions have increased between the local 
population and newcomers. The labor market distortions have been compounded, the 
housing crisis has been intensiJied, and the impoverishment of a large segment of the 
population has become more intolerable. Inter-republic migration trends have substantially 
influenced the occupational and professional structure of the labor force. Perhaps the most 
important negative consequence of massive emigration is the direct demographic loss 
incurred by the Armenian population, which w i l l  have a long-term impact on the labor 
supply and on economic, social, and demographic developments in general. 

6.1. Outflow o f  Population 

I t  i s  a common pattern o f  labor migration in most industrial and developing countries 
that the labor moves to where the jobs are.45 In the transition countries, the situation i s  
very different. Despite high unemployment rates, the geographic mobil ity o f  the labor force 
i s  very low. People are territorially immobile and tied to their current place o f  residence. One 
major reason for the low territorial mobil ity o f  the workforce i s  the established cultural and 
socio-psychological traditions and patterns o f  living. People prefer to stay in the region 
where they have grown up, gone to school, and worked. Most households have roots in the 
community, such as a plot or a summer cottage built during the Soviet period, or a piece o f  
property that was owned by their parents. In addition, they highly value the close ties with 
relatives, friends, and coworkers living in the region. Many people do not consider the lack 
of local employment opportunities a strong enough motive to migrate. Such traditions and 
patterns cannot be ignored in the design o f  employment, investment, regional, or other 
policies. 

Armenia seems to be an exception, and especially in the 1990s, migration flows had a 
major impact on the dynamics and structure of the population and labor force. Internal, 
and in the 199Os, external, labor migration has affected labor supply in the country and in 
certain regions in two important ways. First, i t  arises as a response to lack o f  employment (or 
employment acceptable to the migrating individual); and second, i t  relieves the pressure on 
the local labor market for those who do not migrate, thus helping to achieve equilibrium in 

45 There are three kinds o f  migration: (a) emigration; (b) long-term temporary labor migration for longer periods 
as “quest workers” for a few years; and (c) short-term labor migration, including cross-border commuting and 
seasonal and casual work (IOM 1998). These migration patterns reflect different motivations for migration and 
different characteristics o f  potential migrants. 
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the local labor market (although those departing may be  more likely to possess marketable 
sk i l ls  and be more productive workers). Labor migration to Russia and other countries in 
search o f  work, and remittances to support families at home, played an important role in 
mitigating unemployment and providing household income. 

In the initial period o f  transition, such movements were produced by forced 
displacement of  people. According to the official estimates, 530,000 ecological migrants 
(internally displaced individuals and refugees) appeared in the aftermath o f  the disastrous 
Spitak earthquake in 1988 (by some estimates, 200,000 o f  them le f t  Armenia, but in 1989- 
1990, around 160,000 returned); 360,000 refugees came to Armenia from Azerbaijan 
following a four-year conflict between Armenia and Azerbaijan over Nagorno-Karabakh, and 
72,000 internally displaced persons fled from border zones with Azerbaijan. Armenia gave 
refuge to another 11,000 o f  i t s  nationals escaping conflicts in some former USSR republics!6 
Thus, before 1994-95, Armenia received around 420,000 immigrant refugees (an equivalent 
o f  12 percent o f  the current p ~ p u l a t i o n ) . ~ ~  

T h e  scope o f  migration, including labor migration, can be assessed using several 
sources o f  information. The most reliable could be the population census data, but the 1989 
census in Armenia took place under extraordinarily difficult conditions following the major 
earthquake in 1988, which resulted in an undercount o f  population. The 1989 population 
census indicated the total (de facto) population o f  Armenia was 3.288 mill ion. The National 
Statistical Service (NSS) o f  Armenia estimates the actual population in 1989, using the 1979 
census data and migration and vital statistics, at 3.449 mill ion. This i s  236,000 people more 
than in the 2001 population census. According to the available data, during 1989-2001, the 
natural increase o f  population in Armenia equaled 367,000. Assuming that the net migration 
of population between the two censuses was zero, by the end o f  2001, the Armenian 
population should have been 3.816 million, but it was actually 3.213 million. According to 
these data, during the transition years the population declined around 600,000 due to the out- 
migration (negative net migration) o f  population. 

Another source o f  information on the scope of  out-migration can be the official data on 
entries and exits across Armenian national frontiers during 1992-2006. For 1992-99, 
only data on entries and exits through airports are available, but the government began to 
systematically collect data on all transport types starting in 2000. Balances for each year 
(entries minus exits) show that Armenia has always experienced a net outflow o f  people, and 
that this outflow was very large during the early 1990s but fe l l  sharply once the conflict with 
Azerbaijan ended and the economy was stabilized in 1995. The sum o f  these balances over 
1992-2006 gives a very good approximation to the actual net outflow o f  individuals from 
Armenia in that period. The outflow through airports alone exceeds 700,000 people (Annex 
Table 20). If the proportion o f  highway-to-air travel in the 1990s was similar to that during 

Speech by G. Yeganyan, Head o f  the State Department for Migration and Refugees o f  the Republic o f  
Armenia, on the 45th Meeting o f  the European Committee on Migration in Strasbourg, March 27-28, 2002. 

According to the 1989 All-Union population census (with incomplete data for Armenia), 84,900 Azerbaijans 
lived in Armenia, and 390,500 Armenians lived in Azerbaijan, including 145,500 Armenians and 40,900 
Azerbaijans in Nagorno-Karabakh autonomous oblast. According to the 1999 population census in Azerbaijan, 
120,700 Armenians were living in Azerbaijan. GOSKOMSTAT o f  USSR 1991c; SC o f  Azerbaijan 2001). 
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2000-01, then total net outflow was equal to roughly 1 mi l l ion people. I t  i s  notable that since 
2004, the net f low o f  migrants registered at the border has been positive. 

Many people o f  non-Armenian nationalities also le f t  the country. According to the 1989 
population census, 6.7 percent o f  those living in Armenia were o f  non-Armenian 
nationalities. As a result o f  migration processes, by the beginning o f  the 21st century, 
Armenia had become one o f  the most homogeneous states o f  the Former Soviet Union 
(FSU), with 97.9 percent o f  the population being Armenians.48 Indirectly, the scope o f  
migration can be assessed by the data o f  the Savings Bank (Sberbank), indicating that by the 
end o f  the mass privatization process (1995), about 663,000 Armenian citizens had failed to 
pick up their privatization vouchers, to which every resident citizen was entitled. 

Table 6.1: The Number of  Population of  Armenian Nationality Living in the USSR and in 
Some of the CIS States; in Millions (According to the 1989 population census and the latest 

census data) 

Number % of The Latest Data  b y  Census Year 
in 1989 Total Population Census 

--- --- Armenians 4.623 100 
Including Living In: 
Armenia 3.084' 66.7 3.145 200 1 
Russian Federation 0.532 11.5 1.130 2002 
Georgia 0.437 9.5 0.249 2002 
Azerbaijan 0.391 8.4 0.121 1999 
Other republics/CIS 0.179 3.9 0.1 642 1995-2002 
states 
1. The All-Union 1989 population census in Armenia was conducted under complicated conditions (an 
earthquake in the North region of Armenia; events in Nagomy Karabakh) that influenced the accuracy of 
calculation. 
2. Except Uzbekistan, in which in recent years a census has not been conducted, and Moldova, in which 
census data are not published yet. In 1989, around 51,000 Armenians l ived in Uzbekistan and 3,000 in 
Moldova. 

Source; GOSKOMSTAT (1991~); CIS STAT (2005). 

6.2. Current Labor Migration 

T h e  size o f  population outside o f  the current  place o f  living can b e  estimated by 
comparing the de facto and de j u r e  population. In October 2001, the de facto population 
of Armenia was 3.003 million, and the de jure population, 3.213 million, meaning that during 
the census, more than 200,000 people were not in their place o f  permanent residence. Some 
o f  them might have been outside o f  their permanent place o f  residence for family or personal 
reasons, but part were working outside o f  Armenia, and another part were working in other 
regions within the country. 

48 The Armenian population also included 40,600 Yezeds, 3,400 Assyrians, 1,500 Kurds, and others who have 
also l ived in the country for generations. 
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Based on labor force survey data, the scope of external but temporary labor migration 
i s  less significant. According to the 2004 labor force survey, 2.4 percent o f  members o f  
households, and 5.5 percent o f  the employed that participated in the interview, comprised the 
people who left for work outside the country (for up to a six-month period) at the time of 
interview.49 Extrapolating the results o f  the survey to the whole population, it can be 
estimated that slightly more than 60,000 Armenian citizens were working outside o f  the 
country for more than six months at a time. The great majority-84.3 pe rcen t -o f  those who 
were absent from Armenia for work had le f t  for the Russian Federation, and 59.6 percent o f  
the labor migrants worked in the field o f  construction. These workers were predominantly 
male (89.5 percent) and married (66.9 percent). 

Blue collar workers dominate the current migration flows. Of total labor migrants, 58.4 
percent had achieved secondary general education, 17.0 percent had achieved secondary 
specialized education, and 9.8 percent had achieved higher education. Among the general 
population aged 18 and older, the percentage o f  the population with higher education i s  two 
times higher (19.8 percent, according to the 2001 census data), and the share o f  the 
population with secondary professional education i s  also higher than among the migrants 
(19.7 percent). 

The specially designed Labor Migration Survey 2005 estimated the number of 
households that were involved in the labor migration process during 2002-05 at 95,000 
to 122,000, or 12.2 to 15.6 percent of the total number of households (AST 2005). In most 
cases (78 percent), one member o f  the family had left to work abroad; 15.4 percent o f  the 
families had 2 labor migrants, and in 6.6 percent o f  households, 3 or more family members 
were engaged in labor movements. This allows u s  to estimate the absolute number o f  labor 
emigrants over the last three years at 116,000 people to 147,000 people, or 3.6 to 4.6 percent 
o f  Armenia’s de jure population. Ths corresponds to 7.3 to 9.2 percent o f  the economically 
active population o f  Armenia being involved in the labor migration process. The highest rates 
o f  labor migration were recorded in Shirak and Lor i  marzes, where every third and fifth 
household, respectively, was involved in short-term labor migration. These regions had the 
highest unemployment rates in the country, besides Yerevan. The migration study data 
confirm the results o f  the 2004 LFS-that the most popular country destination o f  labor 
migrants was and s t i l l  i s  Russia: 87.6 percent o f  labor migrants have worked there at least 
once during the last three years. 

Prior to departure, unemployment or inactivity rates among migrant labor are 
relatively high and their income low.’’ This largely explains the motives for labor 
migration. According to the migration survey, approximately ha l f  (51 percent) o f  the labor 
migrants were involved in some income activity before their f i rs t  trip abroad, o f  which 65 
percent had permanent jobs and 35 percent had occasional employment. The average 
monthly income o f  migrants barely exceeded U S $ l O O  per month at the time they were 

49 The 2004 LFS was conducted in August 2004, and 2,539 individual households (comprising 9,453 household 
members) were interviewed. A 95 percent confidence interval with a 0.5 percent standard error for data on  
population employment was observed (see N S S  2005b). 
50 The data on  characteristics o f  migrant labor rely largely on  the study, “Labor Migrat ion f rom Armenia in 
2002-2005” (AST 2005). 
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working in Armenia (80 percent o f  cases), 16 percent o f  the migrants generated income 
between US$lOO and US$200, and only 4 percent were earning more than US$200 per 
month. Labor migrants mostly come from families with average income, rather than fi-om 
low- or high-income groups. 

Working conditions of  migrant labor in the country o f  destination are insecure and 
harsh. Only one in eight workers had a written agreement (employment contract) with their 
employers in the host country. In most cases (72 percent), workers’ relations with their 
employers were based solely on oral agreements. Moreover, in one o f  three cases, the 
employers did not adhere to the init ial agreement or only partially fulfil led i t s  terms. The vast 
majority o f  the migrants were working full time (8 to 10 hours) or in 12-hour shi f ts (34 
percent and 33 percent, respectively), and 8 percent o f  employees worked on average more 
than 12 hours a day. Only 44 percent o f  the labor migrants had regular days off, and one in 
four migrants had no days off. As for living conditions o f  migrant workers, one out o f  three 
Armenian labor migrants l ived either at h is  or her actual workplaces (office, factory, and so 
forth) or in barracks, and one in five laborers was living with relatives or friends who already 
resided in the country o f  the migrant’s destination. 

Earnings of  migrant workers were somewhat higher than in Armenia, but given the 
expenses of  traveling, the short duration of the trips, and the costs o f  living (which in 
Russia are much higher than in Armenia), net gains are not  significant. The majority o f  
the migrants (59 percent) earned US$250 to US$500 a month, and almost one in four 
workers earned less than US$250 per month. Only 17 percent o f  the migrant workers had an 
average monthly income o f  more than US$500 per month. The mean monthly income o f  the 
migrants in the host country was US$4 10, with the minimum and maximum in the sample o f  
respondents between US$ 100 and US$l,500. Although in absolute numbers the average 
income i s  four times higher than what the migrants earned in Armenia, given the costs 
involved, the economic return to labor migration for a large number o f  migrants i s  not high. 
The only major incentive might be that in Armenia the labor migrants could not find a job: 
hal f  o f  the respondents mentioned absence o f  work in general, and 43 percent noted that the 
wages offered by available work were too l ow  for normal living. 

In 2007, the Russian Federal Migration Service i s  planning to hold a n  amnesty for 
citizens o f  Commonwealth of  Independent States (CIS) countries who are working 
illegally in Russia. I t  i s  expected that about 1 mi l l ion citizens o f  CIS countries will be 
amnestied. This may improve the status o f  immigrant workers, including their living and 
working conditions. 

6.3. Urban-rural Migration 

In recent decades in the FSU, the most common migration tendency has been the 
outflow o f  population f rom the r u r a l  areas. Rural settlements are most severely affected 
by the population out-migration because the young, gifted, and educated are the f irst to leave. 
Within the outflow, young women are dominant because agriculture does not have many 
employment opportunities to offer them. 
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In Armenia, the common trend has been reversed in favor o f  r u r a l  migration. The 
outflow from the cities contributes to the growth o f  the rural population. Between 1989 and 
2005, the urban population declined by 160,000, while the rural population increased by 
74,000 (de j u re  population; N S S  2003 and 2006). These rural population growth rates are 
mainly attributed to labor migration resulting from the land reform in the early 1 9 9 0 ~ ~  and 
subsequent better employment opportunities in villages. For many families, especially 
pensioners, l i fe  in the villages helped to support their meager incomes by enabling them to 
produce some o f  the food they consumed. Due to a sharp r ise in the prices o f  inputs for 
agricultural production, agriculture itself became more labor intensive. 

Commuting between the cities and r u r a l  areas has been one of  the ways of  maintaining 
the high level of  r u r a l  employment and income. Unfortunately, these possibilities are 
rather limited today. Transportation costs have also made daily commuting on a regular basis 
too expensive. From a long-term perspective, it i s  obvious that rural communities and 
agricultural employment, in particular, have no ways o f  maintaining their current 
employment level. Rural areas near cities are becoming more popular residential areas, 
although local employment opportunities are scarce. Therefore, over the long term, a 
population outflow constituted mainly o f  those within the active working-age group i s  to be 
expected, a fact that will further undermine the pillars o f  rural life. 

6.4. Remittances 

Armenia has a very large diaspora community and receives large remittance inflows.” 
Remittances include funds fkom those working temporarily abroad, but also from those who 
have permanently emigrated and become legal residents o f  another country. The official 
estimate o f  remittance inflows was U S 2 8 9  mi l l ion in 2003, but U.S. Agency for 
International Development (US AID) experts estimated remittance inflows at roughly 
US$900 mi l l ion ann~a l ly . ’~  The true importance o f  remittances to the Armenian economy i s  
much higher than the ratio o f  official remittances to gross domestic product (around 10 
percent) and could be three times as important as that. 

Remittances have h a d  an  important role in the economic recovery and in mitigating the 
impact o f  the transition on the welfare o f  households. They are a key financing 
component o f  external imbalance that enabled Armenia to run large deficits with the outside 
world and maintain living standards and investment. During the boom o f  the last three years, 
remittances have grown strongly, at 23 percent a year on average, by official estimates. Their 
role in financing the trade deficit has also grown. This i s  partly due to the fact that exports 

51 Armenian diasporan populations are estimated at 6 mi l l ion  to 8 million, which is much larger than Armenia’s 
population o f  3.2 million. The diaspora i s  spread across the wor ld and is  largest in the Midd le  East, the United 
States, Russia, and Western Europe. 
52 Official ly reported remittance estimates are derived f rom wire transfers, and are usually reported in the 
off icial balance o f  payment or central bank data. These are widely regarded as underestimating actual 
remittance flows. In its study, USAID also calculated informal remittances, including the stock o f  cash, other 
financial assets, and real property that emigrants who return to Armenia bring back with them USAID 2004). 
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have grown so rapidly and the trade deficit has fallen-whereas remittances grew by 117 
percent during 1998-2003, exports grew by 146 percent. 

Table 6.2: Estimates of  the Average Remittance that Armenian Temporary Workers in 
Moscow and Rostov Send Home, 2003 

Skilled Seasonal Asphalt Layers 
Builders Laborers 

Moscow 
Average amount sent to Armenia per month $15O-$200 $100 $250 
Length o f  stay in Moscow (months) 6 6 4 to 6 
How much money i s  taken home at end o f  trip $3,000-$4,000 $1,500-$2,000 $5,000-$6,000 

Average amount sent to Armenia per month $15O-$200 $100 NA 
Length o f  stay in Rostov (months) 6 6 NA 
How much money i s  taken home at end o f  trip $2,000-3,000 $1,000-$1,800 NA 

Rostov 

Source: Interviews with temporary laborers conducted on the street, and discussions with crew chiefs (USAID 2004). 

L a b o r  migrat ion and associated remittances have mult iple effects o n  the economy and 
society. Financial remittances provide a stable source o f  foreign exchange that ease fiscal 
constraints and help finance external deficits. They serve as a potential source o f  savings and 
investments for capital formation and development, although typically investments are made 
in real assets, such as housing, land, and shops rather than formal-sector financial 
instruments. Remittances o f  migrants facilitate poverty reduction and mitigate social tensions 
in a society prone to instability, and they reduce inequality, because the households that 
receive them would otherwise be at very l ow  levels o f  income. According to income data 
reported to the survey, remittances make up 80 percent o f  household income on average for 
households receiving remittances (Table 6.3) (USAID 2004). 

Table 6.3: The Impact of  Remittances on Household Incomes in Armenia (drams) 

Average Monthly Income For: Drams 
Households not receiving external transfer 37,323 
Households receiving external transfer: with transfer 85,932 
Households receiving external transfer: without transfer 20,604 
Average monthly transfer size 65,328 
As percent o f  total monthly income 76% 

Source: USAID (2004). 

Remittances do appear to be  going to some o f  the most vulnerable households in 
Armenia.  The study found that the same percentage o f  urban and rural households received 
remittances, but that rural households received relatively more remittances from CIS 
countries and relatively less from the United States and Canada. In particular, in Armenia, 
where child labor i s  not apparently an important issue, remittances are more l ikely to 
improve the quality o f  a child’s education rather than the quantity (see USAID 2004). 
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Table 6.4: Economic Benefits and Costs of  Remittances to a Receiving Country 

Potential Benefits Potential Costs 
Are a stable source o f  foreign exchange that ease Ease pressure o n  governments to implement reforms 
foreign exchange constraints and help finance 
external deficits 
Are a potential source o f  savings and investment for 
capital formation and development 

and reduce external imbalances (moral hazard) 

Facilitate investment in children’s education and 
human capital formation 

Raise the standard o f  l iv ing o f  recipients through 
increasing consumption 

Reduce income inequality 
Reduce poverty 

Source: Russell (1 986). 

Reduce savings o f  recipient families and thus 
negatively impact growth and development (moral 
hazard) 
Reduce labor effort o f  recipient families and thus 
negatively impact growth and development (moral 
hazard) 
Migration leads to “brain drain” and negative 
impacts o n  economy that are not fully compensated 
by remittance transfers 
Increase income inequality 

Remittances may  have some potential costs. Such transfers may reduce labor efforts o f  
recipient families and thus negatively impact growth and development (moral hazard). 
Remittances may also increase income inequality by widening the gap between those 
households that receive remittances and those that do not (Table 6.4). 
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CHAPTER VII: BUSINESS ENVIRONMENT AND LABOR 
MARKETS 

A favorable business environment is essential for promoting creation of new businesses, 
growth of established firms, and j o b  creation. While various surveys indicate some 
improvement in the business environment in Armenia, it still has features that hinder 
business establishment and growth. Most complaints of local businessmen are related to 
factors that can be classiJed as the business environment, such as tax rates, regulatory 
policy uncertainty, or customs and trade regulations. Starting in 2000, developments in the 
private sector of export-oriented and import substitution clusters of industry, construction, 
transport and communications, trade and catering, public utilities, and other services 
became the biggest source ofjob creation in the Armenian economy. Further improvement of 
the business and investment climate and facilitation of the access of the private sector 
(especially small enterprises and newly created businesses) to credits and other financial 
resources w i l l  be crucial for the emergence of new private businesses and substantial j o b  
increases to ofset the possible j o b  cuts in other sectors of the economy. This is especially 
important for small businesses, which are generally labor intensive, and therefore an 
important means of creating new jobs, even in periods of recession. There are many reasons 
for this, but the primary one is that small businesses are flexible and therefore adapt well to 
the rapidly changing technological and competitive landscape. Worldwide, small businesses 
are producing more innovations, more jobs, more new developments, and adding more to 
economic growth than the equivalent number of big businesses. 

7.1. Importance o f  the Business Environment 

The  creation of  a favorable business environment i s  one of  important prerequisites for 
economic growth and private sector development. Barriers imposed by rules, licensing 
procedures, taxes, and other constraints to investment and job creation hinder the 
establishment o f  new f i r m s  and the development o f  existing ones. Thus, one o f  the priorities 
o f  the national economic policy should be to eliminate financial and organizational barriers 
to development of entrepreneurship, most o f  which are bureaucratic. 

Armenia ranks quite favorably in terms o f  the level of  economic freedom. The 2006 
rankings o f  the Index o f  Economic Freedom, prepared by The Heritage Foundation and the 
Wall Street Journal, placed Armenia 27‘” with a score o f  2.26 (from 42nd in 2005 with a score 
o f  2-58), or mostly free, among the 161 countries surveyed. Armenia was ahead o f  Japan, 
Norway, Spain, and many other highly developed OECD countries.53 The Index indicated 

53 The 2006 Index o f  Economic Freedom measures 161 countries against a l i s t  o f  50 independent variables 
divided into 10 broad factors o f  economic freedom, including fiscal burdens and government regulation, 
property rights, inflation, competitive banking and f i iance laws, and monetary and trade policy. Low scores are 
more desirable. The higher the score on  a factor, the greater the level o f  government interference in the 
economy and the less economic freedom a country enjoys. Among the transition countries, Estonia was listed as 
the 7*-freest economy in the world, the Czech Republic was 21”) and Lithuania 23rd. (See: 
http://www. heritage.org/Research/features/index/.) 
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that the freest economies show a per capita income o f  US$30,997, more than twice that o f  the 
“mostly free,” at US$13,531, and more than seven times that o f  the “mostly unfree.” The 
worst ratings for Armenia were scored in the categories o f  property rights, regulation, and 
informal market. According to the Economist Intelligence Unit, the business environment i s  
risky because o f  weak enforcement o f  the country’s otherwise favorable business legislation, 
but also because o f  the corruption that stems from the excessive role o f  the State in the 
economy. Also the judiciary i s  underdeveloped and corrupt, which i s  a substantial 
impediment to the enforcement o f  contractual r ights  and obligations, thereby keeping 
business r i sk  high. 

In the last few years, Armenia has witnessed certain improvements in some key 
characteristics o f  the business en~ i ronment . ’~  By the World Bank Doing Business 2007 
data, in terms o f  Ease-of-Doing-Business ranking, Armenia moved from 37th place in 2005 to 
34th in 2006, being the best performer among CIS states, and fourth among transition 
countries. (World Bank 2006). In particular, according to the European Bank for 
Reconstruction and Development-World Bank Business Environment and Enterprise 
Performance Survey (BEEPS), during 2002-05 the ratio o f  f i r m s  indicating concerns about 
uncertainty in regulatory policies declined from 63 percent to 36 percent, and the ratio o f  
f i r m s  complaining about customs and trade regulations declined from 51 percent to 29 
percent (Figure 7.1). There have been major improvements in the infrastructure in the last 
three years, and the share o f  firms complaining about the poor quality o f  telecommunications 
services has dropped from 26 percent to 12 percent; complaints about electricity cuts have 
fallen from 30 percent to 10 percent, and dissatisfaction with the transportation network has 
declined from 19 percent to 13 percent. Armenia stands quite favorably compared with other 
Europe and Central Asia (ECA) and Commonwealth o f  Independent States (CIS) countries 
with respect to corruption and business licensing. Also, labor regulations, and sk i l ls  and 
education o f  workers, are rarely mentioned by employers as constraints to business 
expansion. 

In some other aspects, the business environment has not improved much, or  
improvements in relevant institutions have fallen behind the overall progress in the 
economy. Despite annual double-digit growth rates in the 2000s, the share o f  businesses 
indicating macroeconomic instability as a problem has increased from a high 52 percent in 
2002 to 56 percent in 2005. Around hal f  o f  f i r m s  s t i l l  complain about high tax rates, the poor 
performance o f  tax administration, the high cost o f  financing, and the lack o f  access to 
financing (EBRD-World Bank 2005).55 Nevertheless, a number o f  economic issues, such as 
macroeconomic instability, tax administration and tax rates, competition policy, customs 
management, and the cost o f  and lack o f  access to financing, remain key constraints for 
doing business in Armenia. 

54 On the business environment in Armenia, see also IFC-World Bank (2004); EBRD-World Bank 2005 and 
Wor ld  Bank (2005a). 
55  The BEEPS survey reflects subjective views o f  local employers. For  example, the overall tax burden (taxes- 
to-GDP ratio) in Armenia was 14 percent in 2004, which i s  almost three times lower than in many Central and 
Eastern Europe countries; sti l l , however, tax rates were indicated as a problem by as many employers in 
Armenia as in other parts o f  the region. 
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Figure 7.1: Problems of Doing Business (percent of firms indicating a problem) 
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Source: EBRD-World Bank (2005). 

7.2. Challenges to Creating a Business 

Entrepreneurs s t i l l  face serious challenges to launching a business in Armenia. They can 
expect to go through 9 steps to launch a business over 24 days, on average, at a cost equal to 
5.1 percent o f  gross national income (GNI) per capita, and must deposit at least 3.3 percent 
o f  GNI per capita in a bank to obtain a business registration number. This i s  at the level or 
below the level in other transition countries, but the procedures are much more complex 
compared to high-income countries (Table 7.1). In Australia i t  takes only two steps and two 
days to establish your own business. The Business Information System introduced in Finland 
in 2001 i s  maintained jo int ly by the National Board o f  Patents and Registration and the 
Finnish Tax Administration. Entrepreneurs only need to fill out a single registration 
application when establishing a company submitted to one contact point. In Italy, since 1998, 
in each municipality, “one-stop-shops” have been established for existing and potential 
entrepreneurs conceived o f  as help desks and geared to customer satisfaction. They provide 
companies (mainly start-ups) with information in order to reduce administrative, time, and 
financial burdens on business. Similar programs and approaches have also been developed in 
other countries in Europe (EC 2003b). Because business start-ups internationally account for 
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a large portion (from 25 to 50 percent) o f  new job  creation, excessive obstacles to entry risk 
translate into lower employment growth. 

Table 7.1 : Starting-a-Business Indicators-Measures to Register A Business Formally in Some 
Countries in 2006 

Number of Time (days) Cost (percent Minimum 
procedures of income per capital 

capita) (percent of 
Country income per 

Armenia 9 24 5.1 3.3 
Azerbaijan 15 53 9.5 0.0 
Georgia 7 16 10.9 3.7 

capita) 

Czech Republic 10 24 8.9 36.8 
Hungary 6 38 20.9 74.2 
Poland 10 31 21.4 204.4 
Slovak Republic 9 25 4.8 39.1 

High-income OECD 6.2 16.S 5.3 36.1 
countries 
Best performer 2 (Australia, 2 (Australia) 0 (Denmark) 0 (66 countries) 

Europe and Central Asia 9.4 32.0 14.1 53.9 

Canada, New 
Zealand) 

Source: World Bank (2006). 

Even more complex procedures are reported with respect to complying with licensing 
and permit requirements for ongoing operations in Armenia. I t  takes 18 steps (20 steps 
in 2005) and 176 days (1 12 days in 2005) to complete the process, and costs 43 percent (65 
percent in 2005) o f  income per capita. Some other business transactions, such as registering 
property or closing a business, are less burdensome compared to other transition countries 
but s t i l l  require significant efforts from and costs to entrepreneurs (World Bank 2006). 

Access to external financing on reasonable terms i s  viewed as the major constraint on 
business growth and increased employment The BEEPS 2002 and 2005 participants 
mentioned stringent conditions on the financial markets as the one o f  the major constraints to 
expansion: maturities on commercial loans are short; interest rates and collateral required are 
high; and other financial instruments, that is, micro-credit and small-business financing 
institutions, leasing, and so forth, are not commonly available. In 2005, surveyed f i r m s  in 
Armenia on average financed 67 percent o f  their investment needs from internal funds and 
retained revenues, which i s  some progress compared to 85 percent in 2002. Internal funds as 
a major source o f  financing in 2005 were on average 78 percent for CIS states, and 70 
percent for ECA countries (EBRD-World Bank 2005). 

Taxes and tax administratiodregulation i s  the area most seriously hindering the growth 
and operations of  Armenian businesses. W h i l e  a medium-size company in Armenia must 
pay 53.8 percent o f  i t s  gross profit in taxes, compared to 50.2 percent in the E C A  region and 
45.4 percent in high-income OECD countries, labor taxes in the country are modest (EBRD- 
World Bank 2005). In fact, according to the recent World Bank study on labor markets in the 

89 



region, Armenia has one o f  the lowest labor taxes among the transition countries. There are 
two alternative indicators o f  wage tax burden: non-wage labor cost and tax wedge on the 
labor market.56 Based on the data on nominal tax rates, in 2004 the tax wedge on average 
wages o f  43,400 drams was estimated at 24.8 percent o f  the labor costs (see also World Bank 
2005b). Non-wage labor costs were estimated in 2004 at 19.6 percent.j7 According to the 
enterprise data reported to the N S S  (Form lA), the actual costs to organizations and f i r m s  o f  
social insurance contributions equaled, in 2003, 17.1 percent o f  total labor costs, and non- 
wage labor costs amounted to 18.8 percent o f  total expenditures on labor (NSS 2004). In 
OECD countries, the total burden on the labor market i s  51.8 percent among European 
member countries, and 37.3 percent for non-European member countries. High labor taxes 
lower labor demand by raising labor costs. But they also lower labor supply by reducing the 
real consumption wage. The low wage tax burden in Armenia has contributed to 
employment, but was s t i l l  insufficient to offset the impact o f  other market factors 
determining high unemployment. 

The  effective average rate (tariff) of  social contributions in Armenia has declined from 
25.6 percent in 2001 to 20.9 percent in 2004. T h i s  can be attributed to the higher share o f  
taxable income in upper-income brackets with relatively lower tax rates. The mean taxable 
salary increased from 27,700 drams in 2001 to 44,200 drams in 2004, but the average social 
contribution per person increased “only” from 7,100 drams per months to 9,200 drams for the 
same period. Also, the number o f  active payers o f  social contributions has increased f iom 
333,400 individuals to 420,100 individuals (SSI 2005). By comparison, in the new European 
Union member states (EU8), the statutory rates o f  social security contributions in 2004 varied 
from 33 percent in Latvia and 34 percent in Lithuania to 48 percent in the Czech Republic 
and 49 percent in Slovakia (World Bank 2005~).  On the other hand, relatively l ow  social 
contributions and the limited number o f  payees (39 percent o f  the total employed in 2004 
paid social contributions) result in much lower levels o f  social transfers (pensions, 
unemployment benefits, and social assistance) compared to other countries in transition. In 
2003, the ratio o f  average pension to average wages in Armenia equaled 19.4 percent-the 
second lowest in the CIS following Georgia (Annex Table 12). 

56 Non-wage labor cost is defined as the ratio between payrol l  taxes and gross wages, The tax wedge on  labor i s  
the difference between the labor cost to the employer and the take home pay (net wage) expressed as a 
percentage o f  total labor cost. 
57 According to the L a w  o n  Income Tax o f  1997, income tax rates are 10 percent o f  taxable incomes up to 
80,000 drahms, and 8,000 drahms plus 20 percent o f  the amount exceeding 80,000 drahms. According to the 
L a w  on Mandatory Social Insurance Contributions o f  1997 (as amended), rates o f  social contributions for each 
hired employee are 5,000 drahms for taxable incomes up to 20,000 drahms, 5,000 drahms plus 15 percent o f  the 
sum exceeding 20,000 drahms o f  income between 20,000 and 100,000 drahms, and 17,000 drahms plus 5 
percent o f  the sum exceeding 100,000 drahms. 
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Figure 7.2: Underemployment Due to Labor Regulations in Armenia, and ECA, EU8, and CIS 
States, Percent, by t h e  BEEPS 2002 and 2005 
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Source: EBRD-World Bank (2005). 

7.3. The Role o f  Labor  Regulations 

There  are relatively few complaints among the employers in Armenia with respect to  
r igidity o f  labor legislation. However, there i s  a potential for employment growth through 
various labor market policy measures that the government can undertake, in addition to 
facilitating the general macroeconomic and business environment (see Chapter VIII). The 
2005 BEEPS survey o f  local employers indicates that employment in the formal sector can 
be increased by more than 16 percent if labor regulations were eased. Surprisingly, despite 
the recent positive steps in this direction associated with the approval o f  the new Labor Code 
in 2004, in the last three years the ratio o f  employers indicating labor regulations as a 
constraint to job  creation has slightly increased. This points to the necessity o f  adjusting 
labor relations in particular to reflect the changes in the overall economic situation. 

In practice, fo r  many firms and workers, labor regulation i s  completely bypassed, so 
that the labor market  i s  vir tual ly unregulated. As noted, according to the 2004 LFS, 23 
percent o f  employees in f i r m s  and organizations worked based on an oral agreement, 
evidence that i t i s  necessary to deepen the legal and contractual regulation o f  labor relations 
(NSS 2005b). The weak regulation o f  the labor market may have helped employment 
flexibility, but i t  also appears to have had tradeoffs in promoting informalization o f  the 
economy (through i t s  avoidance), lower worker productivity, and reduced worker welfare, 
such as low wages, growth o f  in-kind substitutes, and wage arrears. 

7.4. The Role o f  Ski l l  Leve l  and Education 

Employers in Armenia are relatively more satisfied with the  s k i l l s  and education o f  
the i r  workers compared to  most other countries in transition. According to the BEEPS 
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2005 survey, only 13.5 percent o f  surveyed f i r m s  indicated this factor as a constraint to 
business expansion. Ths i s  much lower than in other ECA countries, and especially 
compared to new EU member countries, indicating also that labor in Armenia i s  s t i l l  largely 
employed in low-skilled but labor-intensive sectors o f  the economy. According to the World 
Bank Investment Climate Survey, in Armenia 65 percent o f  f i r m s  offer formal training to 
their employees, which i s  much less than the average for ECA countries o f  75 percent o f  
f i r m s  (including more than 90 percent o f  f i r m s  in the Czech Republic, Estonia, Poland, 
Slovakia, and Slovenia). Also, only about 17 percent o f  permanent skilled workers received 
training in the last year, compared to 26 percent in ECA countries (and up to 72 percent o f  
workers in Sl~vakia) .~ ’  Firms spend a relatively small amount o f  total labor costs on training 
and retraining o f  their employees-0.4 percent on average between 1998 and 2003 (NSS). 
“Savings” on upgrading o f  the labor force may have a negative impact on further 
improvements in labor productivity and in labor market mobil ity (the movement o f  labor 
from low-productivity jobs to high-productivity jobs). 

Figure 7.3: Skills and Education of Available Workers As a Constraint to Business Expansion 
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Source: EBRD-World Bank (2005): BEEPS 2002 and 2005. 

On the other hand, there i s  a demand especially for skilled workers. The majority o f  300 
enterprises surveyed by the FIAS 2003 study (62 percent o f  f i r m s  for skilled workers and 64 
percent for unskilled workers) believe that the level o f  employment at their companies i s  at a 
satisfactory level for the normal operations o f  their businesses (Figure 7.4). That is, 28 
percent o f  f i r m s  believe that the number o f  skilled employees i s  low, 11 percent believe the 
number o f  unskilled employees i s  low, and 2.3 percent believe the number o f  skilled 
employees i s  high, and 7.3 percent believe that the number o f  unskilled employees i s  high. 
The demand for highly skilled workers tends to be higher in large enterprises, and in f i r m s  in 
Yerevan. Among the companies in which the employment level i s  believed to be too high, 

58 See: http://m.worldbank.org/InvestmentClimate/. 
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the management states that the main reason for not firing employees i s  the belief that i t  i s  
wrong to fire people (52 percent o f  f i rms) (IFC-World Bank 2004). 

Enterprise surveys indicate that there i s  a potential for employment growth. Average 
capacity use in Armenian f i r m s  (as surveyed by BEEPS 2005) equals 82 percent, indicating 
that new jobs can be generated using the available capital stock. Moreover, employers point 
out that the optimal employment level in their f i r m s  compared to the current level implies an 
expansion o f  the workforce by 12.1 percent. This i s  more than the average in the ECA region 
o f  8.6 percent o f  potential new employment in existing f i rms. Firms are actively involved in 
innovations: 72 percent o f  surveyed f i r m s  in Armenia indicated that they have developed a 
major new product line, upgraded an existing product line, introduced new production 
technology, or obtained a new licensing agreement in the last three years (World Bank 
2005a). This shows that most f i r m s  are actively adjusting to market realities. 

Figure 7.4: Current Level of  Employment in Surveyed Firms (in percent); FIAS 2003 Study 
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Source: IFC-World Bank (2004). 
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CHAPTER VIII: LABOR LEGISLATION AND LABOR 
MARKET INSTITUTIONS 

Since the approval of the new Labor Code in 2004, Armenia has had modern labor 
legislation. However, due to weak capacity of the Labor Inspectorate and other labor market 
institutions, including social partners, the enforcement of labor regulations is weak, and they 
are ineffective in a large informal sector. Funds currently allocated to labor market 
programs are very limited, which, naturally, w i l l  have a negative impact on the quality and 
effectiveness of services provided. A comprehensive assessment of the results of state 
employment programs implemented by the State Employment Service in Armenia has not 
been conducted, which otherwise could have been used to adjust the policy, as necessary, 
and redistribute financial allocations to various sub sectors and activities within the sector. 
Improvement of the existing information system is a key element in enhancing services for 
supporting j o b  seekers in their j o b  search, including information on vacancies, programs, 
and available funding. 

8.1. State Intervention in the L a b o r  M a r k e t  

State intervention in the labor market  in al l  countries originally aims to create 
conditions that are more conducive to job creation, protecting employment, and 
improving working conditions. Nonetheless, as international experience shows, increased 
state intervention does not correspond to better labor market results. Moreover, numerous 
empirical studies o f  the main indicators o f  labor markets and various forms o f  labor market 
regulations in different countries prove the opposite. The high level o f  employment 
protection mandated by legislation reduces the flexibility o f  the labor market and increases 
direct and indirect costs for employers o f  hiring or firing workers, thus protecting the 
interests o f  those who have permanent employment, and at the same time reducin the 
chances o f  job seekers o f  finding employment. In addition, rigid labor legislation can 
significantly reduce the possibilities for expanding employment, especially formal 
employment. 

5 f  

The  effectiveness o f  state labor market policy i s  often evaluated according to five main  
areas o f  state intervention (Figure 8.1). Each, by definition, has a distinctive role in the 
labor market: 

Employment protection, the main objective o f  which i s  to ensure the stability o f  labor 
relationships, and refers to the legislatively defined conditions and procedures for 
hiring and firing employees, and the limitations for fixed-tern employment contracts. 

Working conditions, which have a significant impact on labor force supply and the 
flexibility o f  the labor market, and mainly refer to legislatively defined norms for 

59 As used in this document, the word “legislation” includes laws, decrees, ordnances, regulations, and other 
bylaws. 
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working hours and work remuneration. 

0 Active employment policy, which aims to reduce the structural mismatches between 
supply and demand formed in the labor market, mainly by increasing employment 
among job seekers. 

Passive employment policv, which aims to mitigate the drastic changes in living 
standards resulting from unemployment, but which can also lead to quantitative and 
structural changes in labor force supply. 

0 Taxes and compulsory social security payments levied on salaries, which serve the 
objectives o f  fiscal or social policy, might, nevertheless, have a significant impact on 
the labor market, particularly with regard to the ratio o f  formal to informal 
employment. 

In addition, in a market economy, collective bargaining can play an important role in 
determining wages (and other conditions o f  work). In transition countries, the State also 
plays an active role in social dialogue. 

Figure 8.1: Government Interventions and Regulation in the Labor Market  

Taxes on Labor 
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8.2. Employment Protection Legislation 

A flexible (adaptable) labor market facilitates economic restructuring, promotes 
productivity growth, contributes to the economy’s competitiveness, and helps the 
economy absorb various supply and demand shocks. Labor market regulations, as one o f  
the key state interventions in the labor market, aim to protect workers from arbitrary, unfair, 
or discriminatory actions by their employers while addressing potential market failures 
stemming from insufficient information and inadequate insurance against risk. 

Employment protection regulations, especially on hiring and termination, are often 
hotly debated not only because they define the job security o f  workers but also because 
they have potentially important implications for economic and labor market 
performance.60 Typically employment protection legislation (EPL) makes i t  harder for 
certain groups, including women and displaced older workers, to enter or reenter the labor 
market, at least on an open-ended contract; increases long-term unemployment; and seems 
l ikely to strengthen labor market “insiders.” In addition, by discouraging hiring and firing, 
EPL may slow adjustment to shocks and impede the reallocation o f  labor, with potentially 
negative implications for productivity growth and adaptation to technological change. But 
stricter EPL makes layoffs more difficult for employers, and makes the process more lengthy 
and costly for employers. Enterprise management should thus be forced to look for 
alternative solutions to dismissals, such as the enhancement o f  functional flexibility o f  
personnel through better human development policy and stronger motivation o f  workers in 
the framework of, for example, enterprise restructuring, technological upgrading, and 
improved marketing strategy. Recent studies also indicate that greater flexibility in the host 
country’s labor market relative to that in the investor’s home country i s  associated with larger 
foreign direct investment flows (see Javorcik and Spatareanu 2004). 

Less i s  known about the impact o f  EPL in transition countries. Based on the analysis o f  
EPL in eight transition countries, Cazes and Nesporova (2003) concluded that the impact o f  
EPL on labor market performance and labor market flows in transition countries seems to be 
rather modest. Based on the analysis o f  labor data, Haltiwanger and others (2003) found that 
employment protection legislation i s  associated with lower employment rates and a higher 
long-term unemployment share. However, these relationships differ between OECD and 
transition economies. In particular, the relationship between the employment rate and EPL i s  
weaker (less negative) for transition economies, but the relationship between EPL and long- 
term unemployment i s  stronger (more positive) in transition economies. However, these 
conclusions are based on  country comparisons o f  particular economic and labor market 
indicators. The evidence i s  sketchy as to whether the reforms in labor legislation per se in the 
region have had a major impact on the ground. Besides, employment laws are often 
ineffective because o f  evasion, weak enforcement, and failure to reach the informal sector. 
Nevertheless, higher EPL tends to be associated with lower excess job  reallocation, lower job  
creation, and lower job  destruction, and thus the analysis o f  labor legislation i s  o f  a particular 
importance for Armenia. 

6o See, for example, t w o  o f  the latest studies on the topic, OECD (2004b) and Young (2003). 
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Until 2004, the  labor market in Armenia was regulated by the  Labor Code of  the  
Armenian SSR adopted as early as 1972 during the Soviet period. The L a w  on 
Employment Promotion, adopted in 1996, and the L a w  on W o r k  Remuneration of  2001 
were other major legislative acts on labor. Since 2005, labor relations in Armenia’s labor 
market have been regulated by the new Labor Code adopted by the National Assembly o f  
Armenia in November 2004.61 The new Law on Employment and Social Protection in Case 
o f  Unemployment was adopted by the National Assembly in October 2005. 

There  are two main methodologies for  assessing the  r igidity o f  EPL, one developed by 
the  Wor ld  Bank and another by the OECD. The basis o f  the two methodologies i s  the 
assumption o f  the general theory o f  equilibrium that a high level o f  labor market regulation 
and limitations reduces labor market flexibility (responds to changes in supply and demand 
with more difficulty), thus reducing the possibilities for expanding employment. Of  course, 
the rigidity o f  legislation does not yet mean that the labor market i s  by definition less 
flexible. Other factors also have an impact on labor market flexibility, which might be more 
consequential.62 Also, the experience o f  European countries shows that labor market 
flexibility largely depends on how widespread and well-organized the trade unions are. 
Undoubtedly, active and passive employment programs implemented by the State also can 
have a significant impact on the flexibility o f  the labor market. 

Figure 8.2: Labor Regulations as a Problem of Doing Business (percent of  firms indicating 
labor regulations as a problem doing business, 2005, According to t h e  BEEPS survey) 
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BEEPS = World Bank Business Environment and Enterprise Performance Survey. 
Source: EBRD-World Bank (2005). 

Until the adoption of  the new Labor Code of  Armenia in November 2004, Armenia’s 
labor law, in accordance with the Doing Business methodology developed by the  Wor ld  
Bank, could b e  classified as less r ig id  among the transition countries (Figure 8.2). 
However, some labor market indicators in Armenia are more rigid than the average for 

In order for the new Labor Code to become fully operational, more than 60 bylaws need to be adopted. 61 

62 Simply evaluating the l aw  and institutional set up is  not adequate for understanding the Armenian labor 
market, because current practice often diverges markedly f rom formal arrangements. The actual arrangements 
for a specific aspect o f  the regulatory regime can be very dif f icult  to capture. 
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transition countries, particularly those related to the flexibility o f  firing.63 The EBRD-World 
Bank BEEPS survey among 200 employers in Armenia also confirmed that labor relations 
are less problematic for doing business in the country compared to most other transition 
countries. Surprisingly, despite clear improvements in the 2004 Labor Code, the share of 
local entrepreneurs who are dissatisfied with EPL has increased (Figure 8.3). This indicates 
that labor regulations need constant adjustments depending on the country’s economic 
situation. 

Figure 8.3: Labor Market  Regulation in Armenia (before the approval of the new Labor Code) 
and in Selected Transition Economies 

Firing Costs (weeks) 
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Source: World Bank Doing Business Database. 

T h e  methodology for  assessing the level o f  protection o f  employment developed for  
OECD countries in 1999 and modif ied in 2004 was applied for  drawing the comparison 
o f  labor m a r k e t  r e  u lat ion between Armenia  and countries with a longer history o f  a 
m a r k e t  economy. Employment protection in Armenia, assessed by using the OECD 
methodology, reveals that before adoption o f  the new 

64g 

63 The original Wor ld  Bank Doing Business methodology was developed by Juan Botero, Simeon Djankov, 
Rafael L a  Porta, Florencio Lopez-de-Silanes, and Andrei Shleifer. This methodology, which i s  a system for 
evaluating indexes calculated based o n  4 separate groups o f  indicators and 17 individual indicators, was used to 
assess labor market regulation in Armenia. The main advantage o f  this system is  that it allows for comparisons 
to be drawn among the levels o f  labor market regulation in various countries. That i s  probably the reason behnd  
its being fair ly general, and it should be approached with certain reservations when it i s  applied to the 
assessment o f  legislative changes in a given country. 
64 See OECD 2004b. The OECD methodology uses a more sensitive evaluation scale. 
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Labor Code, Armenia could be classified among countries with strict labor regulations. 
According to our calculations, the EPL rigidity rate equaled 3.2 on a scale o f  0 to 6. 
Compared with 29 OECD countries) the rate was higher in only three countries with even 
more rigid labor legislation-Mexico, Portugal, and Turkey (see Figure 8.4). 

Figure 8.4: Assessment of Labor Protection Legislation in Armenia (for old and new Labor 
Codes) and Comparisons with OECD Countries 

S‘ource: For Armenia: authors’ estimates; for OECD countries: OECD 2004b. 

The  new labor law enabled significant progress in ensuring labor market flexibility. The 
new Labor Code o f  Armenia can be considered as one o f  the most flexible labor laws among 
the transition countries. The Rigidity-of-Employment Index for the new legislation evaluated 
using the World Bank methodology i s  22 compared to the former 36. The level  o f  labor 
market flexibility in Armenia increased significantly while using the OECD methodology. 
The overall index for rigidity o f  employment protection legislation declined to 2.2 compared 
to the former 3.2, which, compared with OECD countries, classifies Armenia as having 
average rigidity o f  employment protection legislation. In assessing individual indicators o f  
the rigidity o f  EPL in Armenia) fixed-term employment arrangements received the highest 
coefficients o f  rigidity. The main reason for this i s  that the institution o f  so-called “temporary 
work agency” i s  not defined in either the old or the new legislation, although no direct 
restrictions are provisioned either. Therefore, i t can be assumed that the new Labor Code o f  
Armenia will primarily have a positive impact on the labor market, particularly with regard 
to employment opportunities for young, first-time job  seekers. 

Armenia needs to develop modern Labor  Inspectorates to effectively enforce core 
worker rights, supervise the implementation o f  labor regulations, and to provide 
technical assistance and advisory services to enterprises, and perhaps to participate in 
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mediation of  labor disputes. The Law on Labor Inspectorates was adopted in 2004, and the 
Inspectorates and their local offices are in the process o f  recruiting their staff. A detailed 
legislative framework regulating their daily activities i s  s t i l l  absent. 

8.3. T h e  Capacity of  the State Employment Service 

Employment services fulfill important brokerage functions, matching available jobs 
with job seekers, but the employment service itself cannot create jobs. I t  has no direct 
influence on either labor supply or demand. On the other hand, labor market interventions 
have a big potential for improving labor market performance. Whether or not this potential 
materializes depends on a number o f  factors including external factors, such as stable 
macroeconomic conditions, a favorable investment climate and an enabling business 
environment, and a competitive product market. In addition, there are important internal 
factors-policy design and implementation. 

Since 1991, Armenia has established the two main  programs found in OECD countries 
and other transition countries: (a) an unemployment benefit (passive) program, providing 
temporary cash assistance to the unemployed; and (b) active labor market programs 
(ALMPs) including training, job counseling, and public works. State regulatory functions in 
Armenia in the sphere o f  employment are delegated to the State Employment Service (SES), 
which i s  a national body o f  the executive branch operating under the auspices o f  the Ministry 
o f  Labor and Social Issues. 

The  main  functions o f  the State Employment Service are: 

e 

Collection, analysis, and dissemination o f  information on the labor market; 
Collection o f  information from employers on available job  vacancies; 
Registration o f  job seekers; 
Granting the status o f  unemployed to unemployed job seekers, and allocation o f  
unemployment benefit and financial assistance (suspensiodtermination o f  those 
payments); 
Advisory services for the professional orientation o f  job  seekers, provision o f  
information on available vacancies, and support in finding jobs; 
Organizing training and requalification courses for the unemployed; 
Financial support to the unemployed for business start-up and creation o f  additional 
jobs in enterprises; 
Ensuring the participation o f  the unemployed in paid public works; and 
Devising measures for improving employment o f  disabled persons. 

The  State Employment Service (SES) has an  extensive network o f  regional employment 
centers (RECs), which covers the entire country.6’ The structure o f  the SES includes 51 

65 Private employment agencies are currently active mainly in Yerevan, and they have very l imi ted operations in 
rnarzes. In the near future, regional centers o f  the SES will continue to be the main  service providers in the 
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regional c e n t e r s 4 1  in marzes and 10 in Yerevan city. Marz centers are basically located in 
former district centers (each marz has 3 to 5 district regional centers), and Yerevan (having 
the status o f  a marz) consisting o f  12 municipal communities. Services provided by the SES 
are easily accessible for beneficiaries and are provided free o f  charge. However, the 
workload o f  territorial employment offices i s  very unequal. In particular, as o f  December 
2004, the number o f  registered job seekers per one employee o f  the SES varied from 56 
(Talin regional center) to 1,132 (Gyumri regional center), while the number o f  registered 
unemployed varied from 23 (Ashotsk regional center) to 91 1 (Gyumri regional center). 

Figure 8.5.: Annual Expenditure on Public Employment Services and Administration per PES 
Total Staff: International Comparisons (2002,2003; U.S. dollars) 
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Source: State Employment Service o f  the Republic of Armenia; ILO 2003. 

Compared to other transition countries, the SES in Armenia i s  understaffed. (Annex 
Table 21; Annex Figure 1 l).Territorial and local employment offices are ill-equipped and 
motivated to provide modern employment services. According to the assessment o f  directors 
o f  regional and local employment services, in around 40 percent o f  offices the working 
conditions are very poor or poor, and only in 6 percent o f  offices are the conditions good or 
excellent. Only twelve percent o f  regional centers maintain information mainly in electronic 
form, while 88 percent s t i l l  continue to manage information in paper-based forms. The 
majority o f  employment centers (72 percent) have one computer per 3 to 7 employees, and 
20 percent o f  offices are even less equipped with modern information technologies. The 
employees are not sufficiently motivated, having an average monthly wage o f  around 37,000 
drams (US$70) in 2004. 

sphere o f  employment. 
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8.4. Active Labor Market  Programs 

In Armenia, ex enditures on labor market programs are limited in both absolute and 
relative terms. In recent years, allocations to the labor market programs amounted to 0.4 to 
0.5 percent o f  the current expenditures from the consolidated budget, and their share o f  gross 
domestic product (GDP) was less than 0.1 percent. By comparison, the average expenditures 
on labor market programs in OECD countries in 2002 were 1.8 percent o f  GDP, which i s  
usually even higher in European countries (Annex Table 23; Annex Figure 9). Expenditures 
in Armenia are also significantly lower than the averages for Central and Eastern European 
countries, where expenditures on labor market programs in late 1990s amounted to 0.4 
percent o f  GDP (Betcherman, Olivas, and Dar 2004). The annual expenditures on 
employment services are very limited, and in around 80 percent o f  centers amounted to less 
than 5,000 drams per job seeker in 2004, while the average costs for all regional centers were 
less than 2,000 drams (less than US$4) per job seeker (Figure 8.6). 

6 i r  

Figure 8.6: Distribution of  Regional Employment Centers by Budgeted Annual Expenditure 
per Officially Registered Job Seeker (2004) 
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Source: Survey o f  Regional Employment Centers 2005. 

Another indicator used to evaluate public expenditures on labor market programs i s  
the ratio o f  total expenditures to GDP per  1 percentage point o f  registered 
unemployment. According to this indicator, Armenia lags far behind both developed and 
Central and Eastern European countries. The picture becomes even worse if unemployment 
rates from the labor force surveys are used as the basis for calculations (Figure 8.7). 

66 During 1998-2003, expenditures on public employment service and administration and expenditures o n  
public works were financed fi-om the state budget, and the expenditures on the remaining labor market programs 
were financed from the State Social Insurance Fund of the Republic o f  Armenia. 
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Table 8.2: Armenia: Public Expenditure on Labor Market  Programs, 1998-2003 

1998 1999 2000 2001 2002 2003 
Mill ion Drams 

1. 
2. 
3. 

4. 
5. 

Public Employment Services and Administration 
Labor Market Training 
Subsidized Employment 
Including: 
Support o f  Unemployed People Starting Business 
Public Works 
Measures for the Disabled 
Unemployment Compensation 
TOTAL 
Active Measures (1-4) 
Passive Measures (5) 

211.2 
22.4 
24.1 

24.1 
0.0 
0.5 

714.7 
972.9 
258.2 
714.7 

195.6 
29.9 
29.8 

29.8 
0.0 
10.8 

1,323.8 
1,589.9 
266.1 

1.323.8 

187.5 
38.8 
36.0 

36.0 
0.0 
0.0 

543.5 
805.8 
262.3 
543.5 

182.6 
30.3 

256.4 

0.0 
256.4 
15.0 

349.3 
833.7 
484.4 
349.3 

185.0 
8.0 

408.8 

0.0 
408.8 

0.0 
450.8 
1,052.7 
601.9 
450.8 

243.5 
26.3 

456.4 

0.0 
456.4 

3.5 
397.4 

1,127.1 
729.7 
397.4 

\ I  

% of Total Expenditure 
TOTAL 100 100 100 100 100 100 
Active Measures (1-4) 26.5 16.7 32.5 58.1 57.2 64.7 
Passive Measures (5) 73.5 83.3 67.5 41.9 42.8 35.3 

% of Total Expenditure on Active Measures 
Active Measures (1-4) 100 100 100 100 100 100 
Public Employment Services and Administration 81.8 73.5 71.5 37.7 30.7 33.4 
Labor Market Training 8.7 11.2 14.8 6.3 1.3 3.6 
Subsidized Employment 9.3 11.2 13.7 52.9 67.9 62.5 
Measures for the Disabled 0.2 4.1 0.0 3.1 0.0 0.5 

% of GDP 
TOTAL 
Active Measures (1-4) 

o. io 0.16 0.08 0.07 0.08 0.07 
0.03 0.03 0.03 0.04 0.04 0.04 

Passive Measures (5) 0.07 0.13 0.05 0.03 0.03 0.02 
Ratio of GDP Expenditure to Unemployment Rate 

TOTAL 0,011 0.014 0.007 0.007 0.007 0.007 
Active Measures (1-4) 0.003 0.002 0.002 0.004 0.004 0.004 
Passive Measures (5) 0.008 0.012 0.005 0.003 0.003 0.002 
Memorandum Items 
Total Expenditure (1-5) 
% of Consolidated Budget Total Expenditure 0.37 0.61 0.31 0.32 0.40 0.43 
% of Consolidated Budget Total Current Expenditure 0.47 0.77 0.39 0.40 0.51 0.54 

’ Calculated based o n  of f ic ia l ly  registered unemployment  rate. 
Source: Nat ional  Statistical Service; State Employment  Service; M i n i s t r y  of Finance and Economy. 

As far as the expenditures on  active and passive policies a re  concerned, the most recent 
period, 1998-2004, can be  divided into  two parts. During 1998-2000, allocations to 
passive policies (unemployment benefits and financial assistance) accounted for around 75 
percent o f  total expenditures on labor market programs. During 2001-04, expenditures on 
active policy measures constituted a larger share o f  public spending on labor market 
programs, an average o f  60 percent out o f  total costs during the period. Such change in the 
structure o f  expenditure resulted from the launch o f  a large-scale public works program 
(“Benefit for Work”) in 2001. In Armenia, the share o f  allocations to paid public works in 
ALMPs i s  larger, but expenditures on training are much less compared to OECD member 
countries and to a number o f  transition countries (see Martin and Grubb 2001). In 2004, 
fewer than 600 unemployed were trained or retrained using SES funds, and professional 
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training o f  21 0 job seekers was provided using donor and nongovernmental organization 
funds. 

Figure 8.7: Public Expenditure on Labor Market Programs per Officially Registered Job 
Seeker (Drams) 
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Source: National Statistical Service; State Employment Service. 

Public works programs are the main  activity o f  ALMPs. In 2004, 11,800 job seekers 
participated in the “Benefit for Work” program, and 555 projects were implemented. As 
stated in the recent Armenia Poverty Assessment Report (World Bank 2003a), 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 o f  public works programs, and 
one needs to be clear about the objective o f  such programs: are they meant to transfer income 
to poor households, build infrastructure, or do both? I t  may wel l  be that from the point o f  
view o f  poor families facing income and consumption constraints, public works schemes 
represent a diversion o f  resources away from their direct welfare needs. 

The  rate o f  participation of registered unemployed in active policy programs 
(measures) implemented by the Armenian SES i s  high and has shown a n  upward trend. 
In 2003, 35.5 percent o f  officially registered job  seekers were involved in active policy 
programs compared to 25 percent in 2000 (Table 8.3). At the same time, individuals 
receiving counseling services dominate among the participants o f  ALMPs. The share o f  
recipients o f  counseling services as percent o f  officially registered job seekers increased by 
about 5 percentage points-from 24.6 percent in 2000 to 29.3 percent in 2003. Meanwhile, 
around 40 percent o f  those asking for counseling services were interested in issues related to 
labor and employment legislation. The number o f  people participating in paid public works 
during 2001-03 varied between 5 and 7.5 percent o f  the total number o f  officially registered 
job seekers, while very small numbers-below 0.3 percent o f  the total number o f  officially 
registered job seekers- participated in training programs. 

105 



Table 8.3: Involvement of Officially Registered Job Seekers in Active Policy Measures 

1998 1999 2000 2001 2002 2003 
Individual Participants 

Counseling Services 
O f  Whlch: Related to the Fol lowing Issues: 
Selection o f  Specialization and Professional 
Orientation 
Professional EducatiodTraining 
Changing Current Job 
Labor and Employment Legislation 
Other Issues 
Labor Market Training 
Support o f  Unemployed People Starting 
Business 
Public Works 

49,688 

6,290 

3,586 
2,351 
24,652 
12,809 
408 
... 

0 

78,525 

8,280 

4,997 
3,992 

44,546 
16,710 

422 
... 

0 

46,801 

5,822 

4,539 
2,065 
20,117 
14,258 

573 
... 

0 

6,831 

3,166 
2,352 
14,017 
6,807 
503 
... 

8,781 

33,294 

7,858 

4,786 
1,927 
12,434 
6,289 
184 
... 

1 1,700 

44,3 18 

10,100 

8,179 
1,799 
16,257 
7,983 
479 
... 

8,874 
Measures for Disabled 10 60 0 150 0 37 

% of Officially Registered Job Seekers 
Counseling Services 
Of  Which: Related to the Fol lowing Issues: 
Selection o f  Specialization and Professional 
Orientation 
Professional EducatiodTraining 
Changing Current Job 
Labor and Employment Legislation 
Other Issues 
Labor Market Training 
Public Works 
Memorandum Item: 
Off icial ly Registered Job Seekers (annual 

29.7 44.7 24.6 19.4 21.0 29.3 

3.8 4.7 3.1 4.0 5.0 6.7 

2.1 2.8 2.4 1.9 3.0 5.4 
1.4 2.3 1.1 1.4 1.2 1.2 

14.7 25.4 10.6 8.2 7.8 10.8 
7.7 9.5 7.5 4.0 4.0 5.3 
0.2 0.2 0.3 0.3 0.1 0.3 
0.0 0.0 0.0 5.1 7.4 5.9 

167,219 175,514 190,505 170,785 158,437 151,225 
average), Individual 
Source: National Statistical Service; State Employment Service. 

I t  i s  a common problem worldwide that employers register only a minor part o f  
available vacancies with the SES. By end-2006, only 1,167 vacancies were registered with 
the SES (940 vacancies for workers and 227 for employees), and 1,322 were registered by 
mid-2005. Considering the education level o f  unemployed people-around 14 percent have 
higher education and 79 percent secondary vocational and secondary general education-and 
the large number o f  registered unemployment, these data confirm that the SES can have only 
a limited impact o f  job placements. In 2004, some 7,900 registered job seekers, or 5.4 percent 
o f  the total, found a job through the Territorial Centers o f  Employment. The mismatch o f  
labor demand and supply also reflects social considerations. Very few job seekers are willing 
to step down to positions lower than the ones they held previously, or accept jobs for which 
they are overqualified. 

The job seekers-to-vacancy ratio in Armenia i s  extremely high. The vast majority o f  job  
openings are not advertised, and most employment opportunities are hidden. A primary 
reason i s  that most employers do not need to advertise. They have enough applicants without 
it. Another reason i s  that employers prefer to hire on  a referral from someone they trust. 
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8.5. Unemployment Benefits 

T h e  fraction o f  the jobless that receive unemployment benefit, and the average size o f  
the benefit, are very small. According to the Law on Employment Promotion adopted in 
2002, to qualify for the benefit, individuals must have 26 weeks o f  paid work in the last 12 
months. The replacement rate o f  the benefit equals 70 percent o f  the amount o f  the last wage 
and can be paid for 26 weeks in a 12-month period. In other cases, the minimum benefit i s  
paid at a level determined by local authorities. In December 2006, the unemployment benefit 
was received by 10,000 people, or around 11 percent o f  the registered unemployed, and the 
average unemployment benefit was 8,600 drams (about US$20) per month. The benefit 
replacement ratio was around 57 percent o f  the minimum wage, and 14 percent o f  the 
average wage (www.armstat.am). The law also allows payment o f  unemployment assistance 
equal to 30 percent o f  the base unemployment benefit, and i s  funded from the state budget. In 
2004,24,300 job seekers received financial assistance. The low  level o f  benefits and the high 
uncertainty o f  their payment mean that unemployment benefits are l ikely to provide 
negligible consumption smoothing. Their adverse work incentive effects are small, if any. 

The  low number o f  beneficiaries i s  largely explained by the fact that most o f  the 
unemployed have exhausted their eligibility for unemployment benefits. In 2006, 7 1 
percent o f  the registered unemployed have been out o f  work for more than 12 months, and 
another 15 percent, between 6 and 12 months, so they would no longer qualify for the 
benefit. Given that access to ALMPs i s  also limited, a vast majority o f  job  seekers have no 
incentive to register with the SES. 

Vroman (2002) has developed a summary measure of  the generosity o f  unemployment 
benefit programs. The two key determinants o f  the cost o f  unemployment protection are the 
effective benefit replacement rate (RRate) or benefit level, expressed as a fraction o f  average 
wage, and the ratio o f  benefit recipients and the number o f  unemployed as identified by labor 
force surveys (NBedUnemp). The former factor reflects the relative value o f  benefits and the 
latter reflects the relative availability o f  benefits, both factors being outcomes o f  policy 
choices. The product o f  the replacement rate and the share o f  compensated unemployed 
captures more inclusively the generosity o f  unemployment benefit programs. This product i s  
termed the generosity index (G): 

Generosity index (G) = 100 x RRate x (NBedUnemp) 

The average generosity index across transition economies i s  11.3 compared to 26.3 for the 
OECD sample. The most significant exceptions are Hungary and Slovenia, the indexes o f  
generosity o f  which have been comparable to the average o f  the OECD sample. In Armenia, 
the generosity index in 2004 equaled 0.4, or almost 30 times less than the average in 
transition countries. 

The  new L a w  on Employment and Social Protection in Case o f  Unemployment adopted 
by the National Assembly in October 2005 proposes a new formula for the benefit 
replacement rate. Instead o f  the average wage o f  the beneficiary, it will be tied to the 
minimum wage, and sets the amount o f  the unemployment benefit at the level o f  60 percent 
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o f  the minimum wage (since January 1,2006, the minimum wage i s  15,000 drams). The Law 
anticipates the minimum duration o f  benefit payment as 6 months, with the possibility o f  a 1 - 
month extension for each additional three years o f  insurance contribution payments, but not 
more than 12 months in total. 

In Armenia passive labor market policy measures are no t  considered a pr io r i t y  in 
providing a sufficient standard o f  living. The existing unemployment compensation system 
acts as an incentive to reintegrate quickly into the labor market, or for job seekers with low 
job motivation and no insurance record not to register at all. However, such a low level o f  
benefit i s  a serious problem for households in depressed regions, and for those families 
relying on such benefits to maintain their standard o f  living. 

The major i ty  o f  directors o f  local employment services (88 percent) think that the size 
o f  t he  unemployment benef i t  i s  t he  main reason job  seekers lack the  willingness to 
register at employment services (Table 8.4). Considering the high cost o f  passive policies 
and the budget limitations, the focus should be shifted to active policy measures that have 
lower unit costs, and the costs will decline further on par with an increase in the number o f  
beneficiaries. 

Table 8.4: Reasons for  Unwillingness of  Unemployed to Register at t h e  Regional Employment 
Centers in the Opinion o f  Directors 

Percent 

L o w  Level o f  Unemployment Benefit (financial assistance) 88.2 
Lack o f  Information o n  Activities o f  the Center 7.8 
Distance o f  the Center f rom Residential Areas 39.2 
Discouragement o f  Unemployed 43.1 
Number o f  Required Documents (procedures) for Registration 7.8 
Other 2.0 
Source; Survey o f  Directors o f  Regional Employment Centers 2005. 

Ineffectiveness o f  Programs Implemented 9.8 

Directors o f  the  regional centers o f  the State Employment Service were asked to  
mention three ma in  factors, f r o m  a l i s t  o f  six factors, hindering the i r  operations (giving 
them the possibility to also indicate other factors no t  included on  the  list). Three main 
factors were mentioned the most: the low level o f  technical provisions (mentioned by 78 
percent o f  directors), l ow  wages (75 percent), and inadequate means o f  communication (59 
percent). Only 16 percent o f  the respondents mentioned low  sk i l l s  o f  the professional staff as 
a hindrance in the provision o f  more effective services. 

International donor organizations have recently become more involved in Armenia on  
employment issues, focusing part icularly on  reforming the  state regulations and 
operations o f  relevant institutions. Most recently, Sweden i s  providing assistance to the 
Employment Service to train the staff, The Deutsche Gesellschaft fur Technische 
Zusammenarbeit (GTZ) has arranged training courses for more than 500 individuals in 
Tavush marz. EU TASIS i s  also providing assistance in training job  seekers. The USAID has 
provided assistance to many other local employment offices to update their information 
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systems. Integrated social service centers (one-stop-shops) are being piloted with USAID 
help in Vanadzor. The U.N. Armenian Food Program “Food via Training” project i s  being 
implemented, and around 10,000 job seekers in 37 regions o f  Armenia will be involved in 
small business training courses. In 2004, the World Bank launched the Social Protection 
Administration Project with the objective o f  establishing a modern information system in the 
SES and assisting in developing contemporary employment services in the country. 

Increasing allocations from the state budget in the medium term should be one of the 
key elements o f  the policy reform. Such a trend i s  already notable in the MTEF for 2005- 
07 and 2006-08 MTEF approved by the government. 

8.6. Social Dialogue 

In a market economy, collective bargaining can play an  important role in determining 
wages (and other conditions o f  work). I t  i s  wel l  known that, all other things being equal, 
unions can raise wage pressures, and wages bargained collectively are generally higher and 
less dispersed than those bargained individually. Also, unionized workers and those covered 
by collective agreements enjoy shorter working hours and tend to receive more training than 
comparable nonunionized and uncovered workers (Aitd and Tzannatos 2002). 

During the Soviet era, virtually al l  workers belonged to trade unions. However, the 
function o f  unions differed greatly fi-om what they typically do in market economies. Their 
major role was to provide social services, recreation and culture, housing, consumer goods 
and services in short supply, and sick pay. During the transition years, their membership and 
the role o f  trade unions has completely changed. The international trend (especially 
European) i s  that, as economies move away from socialism and adopt a more liberal form o f  
government, the level o f  trade union membership drops dramatically. The weighted average 
for union density in 10 new EU Member States i s  22 percent, while the density in 15 “old” 
EU Member States i s  30 percent (Eurostat Labor Force Survey 2002). In most CIS states, the 
union density rate i s  s t i l l  relatively high, for example, around 75 percent in Russia (World 
Bank 2002d). 

In Armenia, social dialogue at the national level i s  carried out by two major umbrella 
organizations o f  social partners. Workers and employees are represented by the 
Confederation o f  Trade Unions o f  Armenia, and employers are represented by the Union o f  
Manufacturers and Businessmen (Employers) o f  Armenia. According to the Confederation o f  
Trade Unions, they have 469,000 members, or around 43 percent o f  the total number o f  
employed. According to the 2001 Law on Trade Unions and the 2004 Labor Code, in order to 
serve as representative in collective labor relations, more than hal f  o f  the workers and 
employees o f  the trade unions organization must be members. Currently, 24 branch Unions 
qualify for this status and are represented in the Confederation. Through i t s  sectoral unions, 
the Confederation represents 4,338 organizations and f i r m s  o f  which around hal f  are in the 
state sector (state and public organizations and state-owned enterprises). The majority o f  
employees in public services sectors, including civ i l  servants and pedagogical and medical 
personnel, are members o f  their branch Trade Union. 
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T h e  Union of Manufacturers and Businessmen (Employers) predominantly represents 
the private sector. Currently, the Union has around 500 member f i r m s  and organizations. I t s  
main activities are directed at creating an auspicious business environment and protecting the 
interests o f  the business community. The employers’ side in Armenia i s  definitely less 
organized, and most o f  the entrepreneurs, especially in the nascent private sector, do not 
consider social dialogue as essential (Box 8.1). 

Box 8.1: Benefits of  Social Dialogue 

Social dialogue i s  one o f  the principles underlying the European social model, based o n  good economic 
performance, a high level o f  social protection and education, and social dialogue. In Europe, the concept o f  
dialogue between governments and employers’ and workers’ organizations i s  generally accepted as part o f  good 
governance, even if its modalities and its extent may differ substantially f rom one country to another. 

Social dialogue i s  not in contradiction to the market economy. On the contrary, it can help sustain i t s  effective 
hnct ioning by dealing w i th  i t s  social aspects. I t  may prevent or solve unnecessary and violent social conflicts 
by achieving acceptable compromises between economic and social imperatives, and it may improve the 
business and investment environment. Social dialogue can help (a) ensure macroeconomic stability through 
responsible wage negotiations; (b) create balanced labor legislation, enabling employers to adapt to changing 
markets and thus maintain their competitiveness; (c) implement effective social security systems that protect 
workers but that do not create an unbearable burden for enterprises and other taxpayers; and (d) introduce 
cooperative industrial relations, which prevent and solve unnecessary and damaging industrial conflicts (Rychly 
and Pritzer 2003). As such, social dialogue can be an important instrument in controlling labor and social 
conflicts and improving productivity and competitiveness. 

According to the 2004 L a b o r  Code, the General Collective Agreement should be 
negotiated and signed for three years, with the possibility of  a n  extension for another 
three years. However, the national collective agreement has yet to be negotiated, and there 
are very few collective agreements signed at the lower levels.67 Decentralized bargaining 
approaches in collective bargaining should be considered i f a centralized approach i s  not 
yielding efficient bargaining outcomes. In many countries in Europe and elsewhere, the 
majority o f  collective agreements are at the sector or company level. In particular, except in 
Slovenia and Slovakia, in other new EU Member States, the dominant level especially o f  
wage bargaining i s  the company (EIRO). 

The 2004 Labor Code anticipates national, sectoral, and territorial collective agreements and collective 67 

agreements concluded at the level o f  organization or its separate (structural) subdivision. 
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CHAPTER IX: POLICY RECOMMENDATIONS 

Labor  market interventions. The labor market study identified major distortions in the 
Armenian labor market and key constraints in promoting a legal and institutional 
environment conducive to job creation. This chapter looks at the scope for policy 
interventions in Armenia’s labor markets to address some o f  the crucial policy issues and 
structural rigidities driving unemployment and slowing job creation.68 Various policy options 
might be relevant and suitable for Armenia given i t s  macroeconomic and labor market 
situation. Armenia needs i t s  own Action Plan for Employment, similar to that in European 
Union (EU) member countries and EU accession countries, which sets up a coherent strategy 
for employment promotion and i t s  priorities for action, and determines the means and 
policies to achieve the objectives o f  the strategy. The policies should include measures on 
both the demand and supply side leading to an increase in the employment rate. 

Labor market interventions have a big potential to improve labor market performance. 
Whether or not this potential i s  materialized, however, depends on a number o f  factors, and 
innumerable variables intervene in the final outcome o f  their implementation. These include 
external factors, such as stable macroeconomic conditions, a favorable investment climate 
and enabling business environment, and a competitive product market. Experience in EU 
countries confirms that macroeconomic, microeconomic, and employment policies go hand 
in hand for delivering more and better jobs (EC 2005a). 

Also, institutional rigidities that impede flexibility in hiring and dismissal raise indirect labor 
costs and thus reduce employment. In addition, there are important internal factors: policy 
design and implementation. Thus, the positive impact o f  labor market policies cannot be 
taken for granted, which points to the importance o f  monitoring and evaluating their 
outcomes. 

T h e  new role o f  employment services. The Government o f  Armenia i s  currently involved in 
the reform o f  public employment services, with the support o f  international donors, such as 
the World Bank, the United States Agency for International Development (USAID), and the 
Swedish International Development Cooperation Agency (SIDA). The new Law on 
Employment and Social Protection in Case o f  Unemployment was adopted in October 2005. 
While employment services provided by the State Employment Service (SES) and private 
employment agencies play an important role in assisting job seekers in reentering the labor 
market, based on international experience, the general consensus i s  that even under the best 
scenarios, payoffs to active labor market programs (ALMPs) are modest.69 I t  i s  difficult to 
address problems o f  large-scale unemployment through these programs. They may work for 

For best practices from OECD, EU, and transition countries see, for example, E C  2005a; OECD 2005; Wor ld  
Bank 2005b; and http://europa.eu.int/comm/employment_sociavindex-en.html. 
69 See the recent Wor ld  Bank review o f  ALMPs around the world, based o n  152 scientific (that is, control- 
group) evaluations (Betcherman and others 2004). I t  should be noted that these reviews were based almost 
exclusively on  the experience o f  industrialized countries, because very few evaluations exist anywhere else (see 
also Dar  and Tzannatos 1999). 

68 
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specific groups in specific circumstances-hence, they need to be carefully targeted. Even in 
EU countries with much larger budgets for ALMPs and years o f  experience in provision o f  
relevant programs, there i s  s t i l l  a high rate o f  return into unemployment or inactivity among 
those who have been targeted by ALMPs. Lessons learned from this phenomenon include the 
need for early identification o f  job seekers' needs and the tailoring o f  ALMPs to these needs. 

Currently, employment services in Armenia are very limited and the programs are under 
funded. The country must identify the priorities o f  programs that can improve future 
employment and earnings prospects in a cost-effective manner. The most recent analysis o f  
the impact o f  ALMPs in Organisation for Economic Co-operation and Development (OECD) 
countries suggests that an increase in the intensity o f  spending on ALMPs (defined as the 
percentage o f  GDP allocated to active policies divided by the unemployment rate) accounts 
for 10 to 20 percent o f  the total increase in the employment rate observed during 1997-2002. 
The results o f  an analysis using OECD's expenditure breakdown for ALMPs suggest that the 
expenditure category with the most significant and positive impact on the employment rate i s  
spending on public employment services and administration (that is, job search assistance) 
(EC 2005a). 

Taking into account the empirical evidence from OECD, Armenia should refocus all i t s  
efforts on activation po l i c ie~ .~ '  Good activation policies involve: (i) improving personal, 
social, and vocational sk i l ls  and competencies, and facilitating social integration; (ii) 
individually tailored ways to participate in ALMPs, taking into account such factors are the 
person's age, experience, needs and priorities; (iii) taking advantage o f  the resources and 
strengths o f  the beneficiary; (iv) networking with labor market services, social services, 
health services, housing sector, and communities; and (v) cooperation and interaction 
between the beneficiary and the agency in the planning, design, and implementation. For 
that, extensive capacity building o f  the State Employment Service-currently understaffed, 
ill-equipped and poorly motivated-is required. 

Workers often lack information about and confidence in how to look for a job. Counseling 
can be crucial in helping individual workers obtain information about education, training, and 
alternative job opportunities, in making other employment services more demand-oriented, 
and in better targeting expenditures for other employment services. This involves 
establishing and developing good relations with employers and the gradual transformation o f  
the SES into a genuine service enterprise (modernization o f  the range o f  services, creation o f  
specific enterprise and sector desks, improvement o f  i t s  public image, use o f  information 
technologies, and so forth).71 There are also a variety o f  other strategies that increase the 

70 Activation policies encourage certain unemployed individuals to step up their j ob  search after an in i t ia l  spell 
o f  unemployment, w i th  a later obligation to participate in various programs. Eventually, the ctivation principle 
makes the receipt o f  benefits conditional on  participation in programs, in the process shifting the balance 
between the rights and obligations o f  the unemployed. See EC 2006. 
71 The recent Wor ld  Bank Social Protection Administration Project (SPAP) in Armenia focuses on, among other 
subjects, the improvement o f  the effectiveness (including quality, efficiency, user satisfaction, and financial 
viability) o f  the public employment services. The services to be improved include j o b  search skill training 
programs, employer contact services, j o b  clubs and j o b  and vacancy fairs, staff training o f  the SES, and 
establishment o f  a modern management information system. 
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chances for job seekers o f  identifying job openings and breaking into the “hidden job 
market.” These techniques include: networking, informational interviewing, direct employer 
contact, and employment services’ electronic bulletin boards. 

Table 9.1: Impacts of  ALMPs Based on Experience of  EU Countries 

Intervention Summary of  overall Comments 
impact 

Significant positive impact Job-search Improved outcomes when: (i) combined with monitoring 
assistance (job 
brokerage and welfare to work  
counseling) 

on  the transition from 

(Re)training for 
unemployed groups (adult women), but 

Effective for some target 

not for others (adult men 
and youth) 

Youth measures Disappointing results 

Employment Positive effects o n  the 
subsidies probability o f  future 

unsubsidized employment 

Direct j ob  creation Positive results rare 

and enforcement o f  criteria, on  which the receipt o f  
unemployment benefits i s  conditioned; and (ii) job  
search activities l inked with participation in other 
programs, such as training. 

Fol lowing features enhance programs effectiveness: (i) 
small scale; (ii) targeted at disadvantaged groups; (iii) 
close partnership with local employers; (iv) training 
certified, and certificates recognized and valued by the 
market. 

Interventions such as pre-school facilities, measures to 
reduce early school-leaving, and improve basic s lu l l s  and 
the relevance o f  competencies provided by the education 
system seem to pay better dividends. 

Cost effective to target employment subsidies at specific 
groups (young men with high levels o f  education), and 
combined with counseling services. 

Should be short duration and targeted at the most 
disadvantaged groups, if used. 

Source: EC (2006). 

Another dimension in the provision o f  ALMPs i s  that a variety o f  services are needed to 
address three conditions commonly experienced by displaced workers who are trying to 
reenter the labor market (see, for example, Fretwell 2004): 

Frictional Unemployment: Displaced workers have marketable sk i l ls  for which there i s  a 
demand, but they need intensive job placement assistance. These services can have a 
substantial positive impact on reemployment and have low unit costs. 

Structural Unemployment: Displaced workers lack skil ls, or their sk i l ls  are not in demand, 
and need retraining to compete and reenter the labor market. Different types o f  retraining, 
including on-the-job and/or institutional training, are needed in these circumstances, and can 
help in reemployment at a moderate unit cost per worker. 

Lack ofDemandfor Labor: This i s  a particular problem in areas o f  high unemployment and 
in single-enterprise communities where many workers are laid off. Programs include small 
business consulting assistance, business incubators, public works, and micro-loans. These 
programs tend to be more expensive than other services, and to attract a l imited number o f  
participants, but they can be quite effective. 
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Entrepreneurship assistance. The promotion o f  self-employment for the unemployed or for 
workers threatened with redundancy could be one o f  the objectives o f  the SES and other 
government agencies. Support for self-employment i s  usually an effective measure helping 
the unemployed with entrepreneurial abilities (which is  admittedly a relatively narrow group) 
to start their own business and escape unemployment. Special emphasis should be given to 
entrepreneurship skills training in order to encourage youth and other target groups to start 
their own income-generating projects. On the negative side, very few among the unemployed 
typically take advantage o f  opportunities for self-employment. In both market and 
transitional economies, well-designed self-employment programs wil l  reach up to 5 percent 
o f  the unemployed (Wilson and Adams 1994). Those who participate will be primarily male, 
better educated, and in their 30s. The programs tend not to attract women. 

Relevant programs can involve providing financial and advisory support for start-up, or 
supporting the operating costs o f  small businesses. Small business advisory services usually 
provide assistance in business planning, including bookkeeping, financial, legal, marketing, 
and sales services; assistance in contacting local authorities; short-term training (for example, 
one to two weeks); and other consulting services to unemployed entrepreneurs who intend to 
start or who have started businesses during the past six months. Often there i s  “screening” 
whereby potential beneficiaries undergo an assessment that evaluates their likelihood o f  
success. 

Public programs to support small business loans can contribute to the removal o f  distortions 
arising from credit rationing. In many transition countries, self-employment programs are 
supported or are basically micro-credit programs. As an example, the Lithuanian Labor 
Exchange grants interest-free loans for a three-year period to unemployed who are going to 
organize their own business after completion o f  compulsory business organization courses, 
and who have property eligible to be provided as collateral, or a warrantor ( g ~ a r a n t o r ) . ~ ~  

Youth employment programs. One o f  the critical tasks for labor market policies in Armenia 
i s  to enhance the employability and to increase the employment rates o f  the youth currently 
unemployed or inactive. International practice confirms that a combination o f  preventive and 
curative policies i s  needed to try to prevent the emergence o f  youth employment problems 
and to deal with those that, nevertheless, do emerge. The OECD Employment Outlook for 
2002 pointed out that “the biggest payoff for disadvantaged youths comes fi-om early and 
sustained interventions” (OECD 2002). This i s  l ikely to be a more effective long-term policy 
than attempting to cure youth employment problems after they have emerged. 

Policies should emphasize basic education and basic sk i l ls  and promote innovative 
approaches for improving the employment situation o f  young people in the informal sector. 
Among preventive policies, in addition to achieving a healthy rate o f  increase in the overall 
demand for labor, or relaxing labor regulations (especially setting minimum wages at a lower 
level for young people or eliminating i t  altogether), improvements in the national education 
and training system, and especially improving functional literacy among 15-24-year-olds 
(for example, more broadly defined literacy skills), seem to be key components to reducing 

l2 See: http://europa.eu.int/comm/employment~social/emplo~ent~strategylO4~national~en.htm. 
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unemployment among youth (Godfrey 2003). In many European countries, apprentice 
contracts have also proven to be an effective tool in making youth labor attractive to 
employers. 

As part o f  the World Bank SPAP project, a Youth Professional Orientation Center i s  being 
opened in Yerevan to provide specialized job  counseling, job placement, and professional 
orientation services to unemployed youth. Relevant career counseling services should be 
made commonly available to all students in general, vocational, and higher educational 
establishments, including free-of-charge vocational guidance; career counseling services 
should be tailored to specific target groups; access should be provided to information about 
various opportunities in education and continued education; assistance should be provided in 
human resource management, recruitment, retraining; and psychological support should be 
provided. 

Improving the efficiency of  training. In addition to vocational education and training 
(VET) programs provided by specialized education establishments, training i s  one o f  the 
most important employment services for increasing the competitiveness o f  the registered 
unemployed in the overall labor market and improving their chances o f  reemployment. 
Relevant programs offered by the Public Employment Services (PES) include vocational 
training and retraining, and courses on how to adjust to the ever-changing labor market 
through learning about how to communicate, using the current “language” o f  the workplace, 
and so forth. The activities o f  the PES in general are often evaluated on the basis o f  coverage 
of the unemployed by these courses, and on the cost-benefit effects o f  programs. However, 
evidence suggests that i t i s  difficult to overcome previous education problems with short- 
duration training programs. Programs may need to be better aligned with the profile and 
needs o f  the unemployed. 

A mismatch between the supply and demand for different trades i s  probably the most 
common problem o f  vocational training around the world, and Armenia i s  no exception. I t  
usually results from a lack o f  communication between enterprises and schools, and from the 
absence o f  regular flows o f  information on the sk i l l  requirements in the workplace and skil l  
shortages and mismatches in the labor market (Fretwell and others 2001). 

I t  is  therefore a priority to carefully assess curriculums in connection with an assessment o f  
l ikely labor demand, and to link the training with the skill needs o f  the private sector. L i n k s  
to the private sector could be encouraged through greater use o f  on-the-job training programs 
targeted to specific disadvantaged groups among the unemployed, such as youth or women. 

In order to move from a supply-driven to a demand-driven VET model, the overall state o f  
the labor market should be thoroughly analyzed, including new forms o f  employment, 
underemployment, and unemployment, components o f  labor force growth, age structure, 
industry and occupation structure, labor market segregation (for example, by age or gender), 
and regional imbalances. These allow not only the identification o f  the general trends in the 
labor market, but also the making o f  projections on labor supply and demand. 
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In addition to good general labor market information, there exist several other statistical 
instruments, including employer-based surveys o f  current and projected labor market 
 condition^.^^ Such surveys are focusing on actual and planned job creation and job 
destruction, and on key determinants o f  hiring and firing. The objective o f  such surveys 
would be to determine the degree o f  labor market flexibility, and to prepare projections on 
changes in employment and unemployment. A tracer survey o f  displaced workers would 
trace changes in labor market status (earnings, employment compared to unemployment, 
career developments), depending on the educational status o f  workers or unemployed 
individuals. Another approach would be to keep track o f  graduates fi-om some years after 
graduation, as part o f  labor market monitoring. 

As far as adult training i s  concerned, there i s  a need for the development o f  the principles of 
and the demand for lifelong learning, which ensures the continuum between initial and 
continuing training as an essential precondition for rapid economic growth. In Armenia, this 
concept has not been widely accepted among the population yet. 

Many transition countries have established tax incentives to encourage adult education. In 
Lithuania, the Law on Income Tax o f  Individuals envisions the possibility o f  receiving partial 
compensation o f  payment for studies. Upon submission o f  the annual declaration o f  income 
tax, amounts paid for studies or part o f  paid income tax may be compensated. 

In Hungary, employers pay a vocational training contribution equivalent to 1.5 percent o f  the 
wage. Employers that spend the same amount on apprenticeships, the training o f  their own 
employees, or on the development o f  a vocational training school are exempted f iom this 
contribution. In-company training, training related to investments creating new jobs, and 
training aimed at improving the competitiveness o f  small and medium-size enterprises and 
the development o f  entrepreneurial sk i l ls  are supported by grant schemes.74 

Older and disabled workers. The Government o f  Armenia has already taken steps to 
encourage the employment o f  older workers. The retirement age has gradually been extended 
and the conditions for early retirement have been made more stringent, which should be 
reflected in an increase in the employment rate among older citizens. Some transition 
countries have built-in incentives in the pension system to encourage longer job tenure. In 
Estonia, pensions are increased by 0.9 percent for every month that retirement i s  delayed. 
Thus, it i s  possible to receive an 11 percent higher pension through a one-year delay. 

Older workers receive less training than workers in other age groups. It i s  essential to reverse 
this trend because the productivity potential o f  older workers i s  not lowered by age, but by 
obsolete ski l ls .  In general, only lifelong learning will provide future older workers with the 
necessary sk i l ls  to adapt to changes in the employment market. Other measures include 
vocational rehabilitation, adaptation o f  working places, further training, retraining, and active 

73 Such surveys have already been conducted in Armenia with help from SIDA, and are planned as part o f  the 
Wor ld  Bank SPAP project. 
'4 See: http:lleuropa.eu.intco~employment~socia~employment~strategylO4~national~en.htm. 
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employment services for older workers or workers with disabilities whose vocational abilities 
have been damaged. 

Some transition countries have established special employment protection for persons with 
disabilities. In Hungary, for businesses with more than 20 employees, the law prescribes a 
mandatory employment quota o f  persons with disabilities. If this quota i s  not met, the 
employer must pay a rehabilitation contribution. Those who employ disabled workers above 
the quota may make use o f  wage subsidies. Businesses with a high ratio o f  disabled 
employees might receive special subsidies. The labor market integration o f  people with 
disabilities i s  promoted by rehabilitation groups in the labor centers. In addition, 
comprehensive services are available in the so-called Rehabilitation Information Centers 
(RIC) in 16 county labor centers. 

As part o f  the World Bank SPAP project, a Job Rehabilitation Center i s  scheduled to be 
opened in Gyumri City with the objective o f  providing job rehabilitation, advisory, 
professional orientation, training, and job placement services for the disabled. Guymri i s  
located in the region most affected by the 1988 earthquake. 

Tackling long-term unemployment. High unemployment in Armenia i s  compounded by i t s  
long duration. Many o f  these jobless have no qualification, and/or a l ow  level o f  education. 
They may have multiple employment barriers, including cognitive and health-related 
barriers, and difficult home l ives (for example, lack o f  transportation, many children, child 
care problems, domestic violence), which makes their employability a problem. To tackle 
long-term unemployment, a policy mix combining training opportunities with active 
counseling and information on job opportunities has proved quite effective in a number o f  
European countries. However, the experience o f  some transition countries shows that such 
measures are often insufficient. The long-term unemployed should resort to a combination o f  
temporary employment (public works or subsidized employment), on-the-job training, and 
regular job-placement assistance (see Egger 2003). To  prevent inf low into long-term 
unemployment and to retain employability, especially young unemployed must be provided 
with effective job  search assistance or active labor market measures within the f irst 6 months 
o f  unemployment, while adult unemployed should be provided with the above services 
within the f i r s t  12 months o f  unemployment. Early interventions include profiling o f  job 
seekers to identify which one o f  the individuals or groups o f  unemployed are susceptible to 
long-term unemployment. The programs for relevant vulnerable groups typically include, 
among other things, the provision o f  employability and training plans, job and career 
counseling services, various aptitude tests, and vocational assessment tests. 

Addressing regional disparities. Like many other transition countries, in Armenia the 
disparities among regional labor markets caused by their uneven development potential are 
widening. There i s  an increasingly important role for regional development strategies and the 
involvement o f  key actors in policy on employment and education. 

Many European countries have established regional economic development planning 
services, which are intended to help communities develop the local economy and generate 
new employment and investment by identifying and marketing regional resources, potential 
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areas o f  development, and opportunities to potential investors. (See EC 2004a). Such services 
could help to ensure the l i n k s  between training provision and the development plans o f  the 
local economy through the development o f  local partnerships. Local economic potential 
studies have been initiated, as kind o f  local Action Plans for Employment, to identify labor 
market resources available, to promote and market local products and services, develop 
promotional materials on local economic potential and investment projects, and so on. 

These activities might be supported by special programs to support disadvantaged regions. In 
Latvia, the Regional Fund provides support and facilitates entrepreneurial activities in 
territories approved by the Cabinet o f  Ministers. The largest part o f  assistance granted 
consists o f  interest rate payments or partial interest rate payments for businesses, and co- 
financing for business training projects and municipalities developing their business support 
infrastructure (including funding for setting up tourism and business support centers). 

I t  i s  important that vocational training in marzes i s  being adjusted to the needs o f  the regional 
and local labor market. The training programs in VET should be focused on the key sectors 
o f  the region and implemented through the cooperation o f  all actors concerned. Labor 
markets are shifting largely according to local demand, and based on specially designed 
regional development plans, the local VET institutions may have a better perspective on what 
direction the local economy i s  moving in. 

Involving social partners. Social partners and other partnership groups representing 
organizations from different sectors can play an important role as a means o f  identifying 
local solutions to the challenges o f  economic and social transformations. It i s  especially 
important for local offices o f  the SES to develop partnerships with other public or private 
bodies in order to introduce local job-creation strategies to meet the new needs. Involvement 
o f  the social partners can be beneficial in order to achieve broad participation in preparing 
legislation, developing training content, and monitoring the activities o f  the SES and VET 
institutions to make them more responsive to new developments. 

Involvement o f  employers’ organizations would be an important instrument for minimizing 
sk i l ls  mismatch in the labor market. First, occupational standards, or employment 
specifications, must be defined by employers following procedures agreed upon by all 
stakeholders. Second, training standards, or learning specifications, could be used to define 
curriculums in training institutions. The content must be based on occupational standards 
(Fretwell and others 2002). The l i s t  (nomenclature) o f  vocational profiles should be reviewed 
and new occupational standards developed for them through consultation between economic 
actors, including the private sector, taking into consideration the current and future needs o f  
the economy. 

Until recently, social partners were dissociated from involvement in the vocational education 
system because they rarely participated in the decision making process (for example, the 
definition o f  sk i l ls  needed by the enterprises, the vocational profiles to be developed, and the 
qualifications to be provided). In 2004, the Ministry o f  Education adopted a VET Reform 
Strategy that identified the key problems and major targets o f  the reform: educational 
continuity, sk i l ls  provision according to personal capacity and to economic and labor market 
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needs, involvement o f  social partners, and lifelong learning. Following the Strategy, in July 
2005 a new law on vocational education and training was adopted, which improves the 
position o f  social partners. They are now recognized as full partners in the VET system. 
Nevertheless, at this stage no changes to the qualifications system are anticipated. Capacity 
building o f  decision makers and stakeholders in the area o f  VET and labor market programs 
in general can be identified as one o f  the policy directions in Armenia. 
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ANNEXES 

Figure 1: Share of M a i n  Sectors in Total Employment, Percent 
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Source: National Statistical Service and authors’ calculations. 

Figure 2: Employment Dynamics by Sector in 1994-2005 (1990 = 100) 
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Figure 3: Jobs in the State and Private Sectors of  the Non-agricultural Productive Sphere in 
1998-2005 
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Figure 4: Labor Indicators in Industry (1990 = 100) 
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Figure 5: Labor Indicators in Construction (1990 = 100) 
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Source: National Statistical Service and authors’ calculations. 

Figure 6: Labor Indicators in Trade and Public Catering (1990 = 100) 

Source: National Statistical Service and authors’ calculations. 
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Figure 7: Total Fertility Rate in Armenia, 1985-200475 

Source: N S S  (2005e). 

Figure 8: Labor Force Participation, Employment and Unemployment Rates by Age, Percent, 
2004 L F S  Data 

Yource: NES (2005b). 

75 The average number o f  children that would be born alive to a woman during her lifetime if she were to pass 
through her childbearing years (ages 15-49) conforming to age-specific fertility rates o f  given years. 
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Figure 9: Unit Labor Cost Dynamics by Main Branches in 1990-2003 

0.60 

0.50 

0.40 

0.30 

0.20 

0.10 

0.00 
1990 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 

Construction Trade 
Transport and cornnuncations - - Total -Agriculture 

Source: National Statistical Service and authors’ calculations. 

Figure 10: Ratio of  Annual Wages-to-GDP Per Capita in 1990-2003 
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Figure 11: Public Employment Service Staff: International Comparisons (2002,2003) 
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between total number o f  PES staff and sum o f  the-numbers o f  staff at the State Employment Service central office, and 
assistant (secretary) and support staff positions at the Regional Employment Centers. 
Source: State Employment Service; I L O  Summary o f  International Public Employment Services (PES) Administrative 
Statistics (Updated September 2003), ILO on-line database: 

Figure 12: Annual Public Expenditure on Labor Market Programs Per Officially Registered 
Unemployed: International Comparisons (2002,2003; U S  dollars) 
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Table 2: M a i n  Labor and Employment Indicators in Industry in 1990-2003 (Thousand 
Persons) 

2003 2002 2001 2000 1999 1998 1997 1996 1995 1990 
Total labor 138.8 143.1 169.6 179.7 195.2 209.4 228.9 255.0 302.9 498.0 
Industrial personnel 83.5 94.7 109.1 124.1 143.8 160 173.3 202.6 230.6 398.0 
Personnel on  5.0 15.6 36.6 40.9 64.4 81.6 72.7 101.2 66.0 
administrative leave 

Actual employment in 78.5 79.1 72.5 83.2 79.4 78.4 100.6 101.4 164.6 
reporting enterprises 

Job balance, total* -4.3 -26.5 -10.1 -15.5 -14.2 -19.5 -26.1 -47.9 -52.3 
Job balance inreport ing -11.2 -14.4 -15.0 -19.7 -16.2 -13.3 -29.3 -28 -33.1 
enterprises* 

ofwhich: ‘tforma1”jobs -10.6 -21.0 -4.30 -23.5 -17.2 8.9 -28.5 35.20 6.20 
Actual employment -0.60 6.60 -10.7 3.80 1.00 -22.2 -0.80 -63.2 -39.30 
change to the previous 
year 

reporting enterprises* 

Labor in mining and 121.2 124.0 151.6 161.9 176.4 189.1 210.8 242.2 292.5 490.4 
manufacturing 

Industrial personnel in 68.60 78.80 91.20 106.3 125.0 139.7 155.2 189.8 220.2 390.4 
mining and manufacturing 

Personnel in 7.64 18.71 36.54 40.90 64.40 81.60 72.70 101.2 66.00 
administrative leave 

Actual employment 60.96 60.10 54.66 65.40 60.60 58.10 82.50 88.60 154.2 
0 

Job balance, total* -2.86 -27.6 -10.2 -14.5 -12.7 -21.7 -31.4 -50.3 -54.4 

Job balance in non- 6.9 -12.1 4.9 4.2 2.0 -6.2 3.2 -19.9 -19.2 

Job balance inreport ing -10.2 -12.4 -15.1 -18.7 -14.7 -15.5 -34.6 -30.4 -35.20 
enterprises* 

ofwhich: ‘fforma1”jobs -11.0 -17.8 -4.36 -23.5 -17.2 8.9 -28.5 35.2 83.35 
Actual employment 0.87 5.44 -10.7 4.80 2.50 -24.4 -6.10 -65.6 -118.5 
change to the previous 
year 

reporting enterprises* 

* Sign “-“ indicates job cuts, and sign “+” - job increases compared to the previous year. 
Source: National Statistical Service. 

Job balance in non- 7.34 -15.2 4.88 4.20 2.00 -6.20 3.20 -19.9 -19.20 
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Table 3: Main Labor and Employment Indicators in Construction in 1990-2003 (Thousand 
Persons) 

2003 2002 2001 2000 1999 1998 1997 1996 1995 1990 
Total labor 
Personnel 
Personnel in administrative 
leave 
Actual employment in 
reporting enterprises 
Job balance, total* 
Job balance in reporting 
enterprises* 

of which ‘Iformal” jobs 
Actual employment change 
to the previous year 
Job balance in non-reporting 
enterprises* 

37.2 36.1 41.2 46.5 53.6 56.7 59.7 68 76 184.1 
17.7 18.4 19.2 22.7 26.3 26 34.2 36.8 46.1 137 
0.8 1.7 3.2 4.8 5.1 5.7 

16.9 16.7 16 17.9 21.2 20.3 

1.1 -5.1 -5.3 -7.1 -3.1 -3 -8.3 -8 -20.8 
-0.7 -0.8 -3.5 -3.6 0.3 -8.2 -2.6 -9.3 -12 

-0.9 -1.5 -1.6 -0.3 -0.6 
0.2 0.7 -1.9 -3.3 0.9 

1.8 -4.3 -1.8 -3.5 -3.4 5.2 -5.7 1.3 -8.8 

* Sign “-“ indicates job cuts, and sign “+” -job increases compared to the previous year 
Source: National Statistical Service. 
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Table 4: Number and Size of  Enterprises in Industry in 1990-2003 

2003 2002 2001 2000 1999 1998 1997 1996 1995 1990 
Total number o f  registered enterprises 9354 9077 8677 8234 7887 7394 6504 5216 2744 
operating in industry (annual average) 

% of total number of registered 19.44 19.46 19.24 18.98 18.8 18.74 19.27 20.43 20.84 
enterprises 

Average size o f  registered enterprises, 14.84 15.77 19.55 21.82 24.75 28.32 35.20 48.89 110.4 
industrial personnel per enterprise 
Number o f  enterprises reporting to the 2053 1815 1721 1234 1177 1050 786 786 773 767 
N S  S 
Average size ofreporting enterprises 40.77 52.18 63.39 100.5 122.1 152.3 220.4 257.7 298.3 518.9 
(by industrial personnel) 
Average size o f  reporting enterprises 38.26 43.58 42.13 67.42 67.46 74.67 127.9 129.0 212.9 
(by actual employment) 
“Formal”jobs (administrative leave) in 2.51 8.60 21.27 33.14 54.72 77.71 92.49 128.7 85.38 
reporting enterprises, thousand 

% to industrial personnel 6.15 16.47 33.55 32.96 44.78 51.00 41.95 49.95 28.62 
Average output per reporting 134.6 131.7 121.2 160.6 158.2 168.5 229.9 227.6 227.5 487.6 
enterprise, mi l l ion  1995 constant drams 
Number ofnon-reporting enterprises 7301 7262 6956 7000 6710 6344 5718 4430 1971 
Average size o f  non-reporting 5.90 5.34 6.99 6.77 6.54 6.71 8.60 10.14 27.46 
enterprises, employee per enterprise 
Memorandum item. Value added in 19.8 18.8 20.1 21.8 21.1 19.9 22.4 23.4 24.2 30.2 
industry, % 
of GDP 
Source: National Statistical Service and authors’ calculations. 

Table 5: Armenian Agricultural Sector: a Comparative View 

Value Employment, Labor Employed, 
added, % o f  the wor ld productivity, % to labor force 

YO o f  the total 1000’ US dollars 
wor ld total 

Wor ld  (2000) 100 100 0.98 42.47 
Europe (2000) 11 1 .o 10.81 4.18 
Nor th  America (2000) 16 0.4 37.58 3.24 
South America (2000) 12 4 2.95 22.35 
Countries in transition 7 2 3.44 10.71 

Middle East and Nor th  5 3 1.64 37.26 
Afr ica (2000) 
Afr ica (2000) 6 12 0.49 51.16 
Asia (2000) 21 38 0.54 54.07 
China (2000) 22 40 0.54 66.40 
Armenia (2003) 0.048 0.04 I . I 7  41.37 

(2000) 

Source: World Bank (2003b); ILO (2004b). 
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Table 6: Labor Productivity and Fixed Capital per Personnel in Industry by Sector in 1990- 
2003 (million 1995 constant Drams)* 

2003 2002 2001 2000 1999 1998 1997 1996 1995 1990 
Labor productivity per 
personnel 
Industry, total 

Energy 
Mining and manufacturing 

Metallurgy 
Machinery and 
metalworlung 
Chemical industry 
Timber industry 

Building materials 
Light industry 
Food processing 
Other sectors 

Fixed capital per personnel 
Industry (excl. energy), total 

Metallurgy 

Manufacturing 
Machinery and 
metalworking 
Chemical industry 
Timber industry 
Building materials 
Light industry 
Food processing 
Other sectors 

3.312 2.526 1.913 1.597 1.296 1.106 1.043 0.883 0.746 0.977 
1.731 1.597 1.657 1.798 1.659 1.624 1.812 2.360 2.674 7.956 
3.655 2.713 1.963 1.564 1.241 1.030 0.953 0.784 0.655 0.639 
7.154 6.798 6.852 5.336 3.633 2.771 1.562 1.821 1.950 4.262 
0.796 0.436 0.347 0.214 0.144 0.171 0.208 0.250 0.246 0.330 

1.302 1.143 1.169 1.164 0.812 0.826 0.727 0.668 0.565 0.861 
1.700 1.225 0.738 0.657 0.245 0.379 0.766 0.271 0.276 0.355 
2.901 2.276 1.484 1.161 1.413 1.502 1.264 0.948 0.747 1.230 
0,457 0.303 0.264 0.181 0.161 0.148 0.123 0.089 0.209 0.346 
7.427 6.954 5.679 4.556 4.037 3.372 3.305 2.216 1.787 4.233 
6.793 5.465 3.595 4.385 5.540 4.242 5.019 4.391 2.688 0.713 

4.202 3.079 2.294 1.668 1.251 1.019 0.738 0.508 0.397 
11.15 6.964 7.537 7.338 7.880 6.824 4.366 4.149 3.856 
2 

3.419 2.721 1.960 1.383 0.994 0.794 0.588 0.376 0.283 
2.169 1.755 1.227 0.937 0.747 0.653 0.509 0.349 0.271 

5.658 3.310 2.605 1.102 0.541 0.610 0.362 0.276 0.223 
2.363 2.159 1.339 1.492 0.741 1.169 0.293 0.177 0.137 
2.505 2.086 1.955 1.655 1.472 1.066 0.923 0.585 0.528 
1.049 0.730 0.611 0.594 0.354 0.266 0.241 0.141 0.096 
6.656 6.473 5.135 3.461 2.608 1.847 1.536 0.921 0.689 
14.49 16.15 10.70 18.10 17.26 16.56 12.03 6.680 4.220 
8 4 4  1 6 5 9 

* Labor productivity i s  calculated by dividing output in constant 1995 prices by the number o f  personnel in the sectors of 
industry. Fixed capital i s  presented at book value. 
Source: National Statistical Service. 

138 



Table 7: Unemployment Rate by Age, 1998/99 and 2004 (Percent), ILCS 

Age groups 1998199 2004 
Total (1 6+) 27.0 19.3 
16-24 
25-54 
55-64 

45.9 
26.5 
20.9 

43.0 
17.2 
13.7 

65+ 6.5 5.0 
Source: World Bank and NSS (2006). 

Table 8: Participation, Employment and Unemployment Rates by Regions, 1998/99-2004 
(population 16 +), ILCS 

Rural Including: Urban Total 
Yerevan Other urban 

1998199 
2004 

1998199 
2004 

1998199 

Participation rate 
63.0 56.3 55.0 57.6 72.7 
60.3 53.8 53.8 53.8 72.0 

46.0 30.4 28.4 32.3 68.5 
48.7 38.4 38.0 38.8 67.2 

27.0 46.0 48.3 43.9 5.7 

Employment rate 

Unemployment rate 

2004 19.3 28.7 29.4 27.9 6.7 
Source: World Bank and NSS (2006). 

Table 9: Population Forecast of  Armenia, 2001-2025 

Scenario I 2001 2005 2010 2015 2020 2025 2030 
Total population 3212.4 3243.4 3282.9 3313.1 3306.9 3253.9 3157.6 
Including: 
0-14 780.2 644.0 535.0 497.3 487.4 439.0 372.2 
15-24 581.4 630.4 601.7 484.8 364.6 325.6 337.5 
7-17 684.0 593.1 453.4 374.0 365.4 364.4 324.2 
16-retirement 1934.8 2107.2 2314.3 2347.7 2277.5 2164.2 2099.1 
15-64 2121.1 2237.1 2407.5 2451.2 2393 2292.7 2204 
Retirement+ 43 1.6 423.3 385.9 430.4 510.1 616.5 653.4 
65+ 311.1 361.2 340.4 364.7 426.3 522.2 581.4 

Scenario I1 
Total population 3212.4 3256.2 3313.0 3390.4 3434.9 3450.5 3424.0 
Including : 
0-14 780.2 657.8 565.1 565.7 583.2 570.2 519.9 
15-24 58 1.4 630.4 601.7 484.9 377.4 355.6 393.3 
7-17 684.0 604.6 459.6 397.0 413.6 437.8 420.5 
16-retirement 1934.8 2107.4 2314.3 2350.9 2293.0 2199.1 2169.4 
15-64 2121.1 2237.1 2407.5 2454.9 2413.3 2333.5 2284.9 
Retirement+ 43 1.6 423.3 385.9 436.1 523.6 643.4 693.2 
65+ 311.1 361.2 340.4 369.8 438.5 546.8 619.1 

Source: authors' calculations. 
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Table 10: Distribution of Households by Main Source of  Incomes, Percent, 2004 LFS 

M a i n  source of income Second source of income 

Salary (wage) 46.6 0 

Income from entrepreneurial 
activity 

3.1 0.8 

Income from self-employment 19.1 8.5 

Pension, other types o f  social aid 17.9 30.7 

Income from private peasant farm 6.9 31.8 

Income from real estate 0 0.9 

Help f rom relatives 5.9 26.5 

Income from sale o f  products 0.4 0.7 

Other 0.1 0 

Total 100 (933 households) 100 (449 households) 
Source: N S S  (2005b). 

Table 11: Distribution of  Employed W h o  Want to Change the Work Situation, By Reasons and 
Status of  Employment, Percent, 2004 LFS 

Total Employees Self-employed 
Prospective dismissal o f  people 0.4 0.8 0 
Expiration o f  the labour 
contract 
T o  earn a higher income 
Current work does not 
correspond to speciality 
T o  work more hours 
To work less hours 
Improving o f  worlung 
conditions 
Current work place i s  far from 
home 
Health reasons 
Other 

0.3 

80.6 
5.5 

2.7 
3 .O 
5.3 

0.9 

0.8 
0.5 

0.7 

78.9 
5.1 

3.2 
3.9 
4.7 

1.4 

0.7 
0.7 

0 

80.9 
6.3 

2.9 
2.5 
5.2 

0.6 

1.3 
0. 

Total 100 100 100 
Source: N S S  (2005b). 
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Table 12: Average Wages, Minimum Wages and Pensions in CIS States In 2003 and 2004 

Average Minimum Ratio of Average Average Ratio of 
wage, wage (as minimum monthly pension the 
2004 of end- wage to nominal wage (as of  average 

year), average converted into end-year, pension 

(US$) average 
wages, 
2003* 

2004 wage, 2004 U S  dollars 2003) to 

Azerbaijan, 
manats 
Armenia, drams 
Belarus, 
Belarusian rubles 
Georgia, lari 
(2003) 
Kazakhstan, tenge 
Kyrgyzstan, soms 
Moldova, l e i  
Russia, rubles 
Tajilustan, somoni 
Turkmenistan, 
manats 
Uzbekistan, sums 

483400 

4 1976 
350200 

126 

28200 
2203 
1104 
6828 
64 
1750000 

... 

100000 

13000 
128390 

... 

6600 
100 
100 
600 
7 
... 

6530 

0.207 

0.310 
0.367 

... 

0.234 
0.045 
0.091 
0.088 
0.109 
... 
... 

1995 
14,l 

17,4 
65,5 

10,5 

78,5 
34,O 
31,8 
103,7 
8,6 
... 

35,8 

2004 
98,4 

78,7 
161,8 

... 

207,3 
51,7 
893 
237,O 
21,5 
... 

... 

119111 26.8 

7452 19.4 
113943 40.6 

16.5 13.0 

6617 24.9 
553 27.5 
21 1 20.9 
1747 29.2 
13.07 25.7 
... ... 

... ... 
Ukraine, grivnas 590 237 0.402 49,8 110,8 182 34.5 

*- Note: average pension in 2003 i s  calculated as an average for end-year 2002 and end-year 2003 pensions. Depending on 
the timing for pension increase during the calendar year, the actual average pension for 2003 may differ. 
Source: CIS STAT (2005). 

Table 13: Average Time Spent on Activities, Proportion Undertaking An Activity and Average 
Time Spent by Those Undertaking Activities During July 2004 (hours, minutes and percentage 

respectively; Armenian population 15-80 years; all  days) 

Average Proportion undertaking Average b y  those 
the activity undertaking activities 

Males Females Males Females Males females 
Gainful 5:18 1 :44 65 34 8:12 5:04 
employment 
Housework 1 :06 5:46 62 96 1 :45 5:59 
Personal 11:44 11:48 100 100 11:44 11:48 
needs 
Study 0:04 0:2 1 3 8 2: 17 4:30 
Free time 5:47 4:20 98 97 5:53 4:29 
Other, 0:Ol 0:Ol 2 0 1 :20 2 5 0  
unspecified 
Total 24:OO 24:OO 100 100 

Source: NSS (2005a). 
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Table 14: Distribution of  Respondent Rura l  Households b y  Size 
Of Agricultural Land, Percent 

Strata Landles House- House- House- Household Househol Household Househo Total 
s house- holds with holds with holds s with 2-3 ds wi th  s wi th  5-10 Ids wi th  
holds, up to 0.5 0.5-1 ha wi th  1-2 ha 3-5 ha ha agricul- 10 and 

YO ha agricul- agricul- ha agricul- agricul- tura l  land, more ha 
tura l  land, tural  land, agricul- tura l  land, tura l  % agricul- 

% Y O  tura l  YO land, YO tura l  
land, % land, % 

Strata 1.8 42.1 34.7 18.2 2.9 0.0 0.0 0.3 100.0 
1 
Strata 6.5 37.5 27.8 19.5 4.3 3.2 1.2 0.0 100.0 
2 
Strata 0.8 28.7 17.7 26.3 14.3 9.8 1.8 0.6 100.0 

Strata 1.8 22.0 15.9 24.1 12.3 16.6 5.7 1.6 100.0 
4 
Strata 1.9 31.2 8.7 9.4 10.6 13.1 15.6 9.5 100.0 
5 
Total 2.4 31.5 21.5 21.7 9.6 8.6 3.4 1.3 100.0 
Source: Rural Employment Survey 2005. 

Table 15: Investments in Fixed Assets (in billion Drams), 1999-2004 

1999 2000 2001 2002 2003 2004 
Total investments (excluding housing) 52.8 79.9 81.7 101.4 124.7 147.6 
Agriculture 10.5 6.6 5.5 6.9 6.2 7.3 

in % to total 20.0 8.2 6.7 6.8 4.9 4.9 
Memorandum item: 
Share o f  agriculture in GDP, % 27.0 23.2 25.5 23.4 21.5 22.6 

Source: National Statistical Service and authors’ calculations. 

Table 16: Stratification and Distribution of the Sample by Strata: Rural Employment Survey 
2005 

Strata Agricultural Share o f  Number o f  Share of Number o f  Share o f  
Vulnerability population surveyed surveyed surveyed surveyed 
Index (AVI)* in total households households, population population, 

Strata 1 Up to 15 17.0 340 17.0 1,670 17.2 
Strata 2 15-30 20.2 400 20.0 2,002 20.7 
Strata 3 30-60 33.5 660 33.0 3,147 32.5 
Strata 4 60-70 22.3 440 22.0 2,182 22.5 
Strata 5 70 and more 7.9 160 8.0 692 7.1 

for  population sample, YO % Y O  

Total 100.0 2,000 100.0 9,693 100.0 
* 0- least vulnerable, 100 - most vulnerable. 
Source: Rural Employment Survey 2005. 
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Table 17: Economic Activity and Unemployment: Rura l  Employment Survey 2005 

Strata Employ- Non-emp- Unem- Economi- Economi- Unem- Propor- Adjusted 
ment-to- loyed, % ployed, % cally cally ployment tion o f  unemp- 
populatio of  (share o f  active inactive rate, YO under- loyment 
n ratio, populatio unemp- popu- populatio employed rate, % 

YO (share n aged loyed PO- lation n, YO will ing to 
o f  emp- 15+ pulation (employed work full 
loyed aged 15+ + unemp- time (UR), 

populatio in total ) loyed), YO Yo o f  eco- 
n aged nomically 
15+ in active po- 
total) pulation 

Strata 1 77.4 22.6 0.9 78.3 21.7 1.1 33.6 9.5 
Strata 2 74.8 25.2 1.7 76.4 23.6 2.2 31.4 12.7 
Strata3 79.3 20.7 0.7 80.0 20.0 0.9 32.8 14.6 
Strata 4 81.0 19.0 0.5 81.5 18.5 0.6 36.1 17.1 
Strata5 85.6 14.4 0.4 86.0 14.0 0.5 31.0 17.3 
Total  78.8 21.2 0.9 79.7 20.3 1.1 33.2 14.1 

Source: Rural employment survey 2005. 

Table 18: Average Monthly Income from Crop Production per Household, Drams 

Average monthly o f  which: Average monthly Income f rom 
income f rom crop income from estimate of income f rom crop production 

production per production own production per sold/bartered as 
household soldhartered, consumption, hectare of land, share o f  total 

(including own dram dram dram estimated income, 
consumption in Y O  

household/farm), 
dram 

Strata 1 20,175 12,100 8,075 33,074 60.0 
Strata 2 2 1,695 16,729 4,965 3 1,904 77.1 
Strata 3 2 1,252 8,293 12,960 16,475 39.0 
Strata 4 17,904 5,182 12,722 1 1,404 28.9 
Strata 5 35,474 8,521 26,953 13,644 24.0 
Total  21,538 9,961 11,577 17,654 46.2 
Source: Rural Employment Survey 2005. 
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Table 19: Average Monthly Income from Livestock per Household, Drams 

Share of Average monthly of which: Income from 
households income from income from estimate of production 

engaged in animal livestock production own sold/bartered as 
husbandry, YO Production Per sold/bartered, consum- share of total 

household dram ption, dram estimated income, 
(including own YO 
consumption in 

household/farm), 

Strata 1 
Strata 2 
Strata 3 
Strata 4 
Strata 5 

40.4 6,399 2,427 3,971 37.9 
41.9 8,386 2,890 5,496 34.5 
56.1 14,168 3,825 10,343 27.0 
60.9 22,558 8,630 13,927 38.3 
61.2 36,880 14,014 22,866 38.0 

Total 64.9 15,321 5,254 10,067 34.3 
Source: Rural employment survey 2005. 
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Table 21: Distribution of Regional Employment Centers (REC) by Number of Job-seekers 
and Unemployed per Staff Member, December 2004 

Number of  job-seekers Number of  unemployed 
Number of job-seekershnemployed per Number of % of total Number of % of total 
REC staff centers number of centers number of 

centers centers 
< 50 0 0.0% 3 6.3% 
50-100 6 11.8% 13 27.1% 
101-200 17 33.3% 17 35.4% 
201-300 14 27.5% 11 22.9% 
301-400 6 11.8% 2 4.2% 
>400 8 15.7% 5 10.4% 
Memorandum items 
The largest value for regional centers, per REC 56 23 
staff 

REC staff 
Average for the country by a l l  regional centers, 344 265 
per REC staff 
Source: Survey o f  Regional Employment Centers 2004. 

The smallest value for regional centers, per 1,132 911 
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Table 22: Public Expenditure on Labor Market  Programs: International Comparisons 

Unemployment rate Public expenditure 
ratio of GDP 

% % of GDP expenditure to 
unemployment rate 

OECD, average (1985) 8.2 2.29 0.28 
OECD, average (1998) 7.7 1.96 0.26 
OECD, average (2001) 6.4 1.64 0.26 
OECD, average (2002) 6.9 1.77 0.26 
Czech Republic (1998) 6.5 0.36 0.06 
Czech Republic (2001) 8.2 0.45 0.05 
Czech Republic (2002) 7.3 0.45 0.06 

Slovak Republic (2001) 19.3 0.91 0.05 
Slovak Republic (2002) 18.6 0.94 0.05 
Slovenia (1998) 7.7 1.21 0.16 

Slovenia (2002) 5.9 0.88 0.15 
Bal t ic  States 

Slovak Republic (1998) 12.6 1.25 0.10 

Slovenia (2001) 5.9 1.04 0.18 

Estonia (1998) 9.9 0.16 0.02 
Estonia (2001) 12.6 0.22 0.02 

Lithuania (1 998) 13.3 0.25 0.02 
Lithuania (2001) 17.0 0.27 0.02 
Armenia (1 998) . . . (9.4) 0.10 ... (0.01) 
Armenia (2001) 38.1 (10.4) 0.07 0.002 (0.01) 
Armenia (2002) 35.3 (10.8) 0.08 0.002 (0.01) 
Armenia (2003) 31.2 (10.1) 0.07 0.002 (0.01) 

Latv ia  (1 998) 14.1 0.72 0.05 
Latv ia  (2001) 13.1 0.64 0.05 

Note: Data for OECD are calculated as unweighted averages for those countries for which data for corresponding years 
are available. Particularly, for 1985, 1998,2001 and 2002 unweighted averages are calculated based on data for 19, 25, 
23 and 19 countries, respectively. 
Unemployment rates are based on labor force survey statistics. For Armenia, in parenthesis officially registered 
unemployment rates and corresponding ratios o f  GDP spending to unemployment rates are presented. 

Source: National Statistical Service, State Employment Service, OECD 2004b, Employment Service o f  Slovenia, 
Statistical Office o f  Slovenia, OECD data base, TransMONEE 2003 Database, UNICEF IRC, Florence, “Labour 
Flexibility and Migration in the EU Eastward Enlargement Context: The Case o f  the Baltic States”, Ezoneplus Working 
Paper No. 1 1,2002. 
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