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Child Poverty in Armenia*

Gohar Jerbashian
Areg Jerbashian

There is continual deliberation on what “poverty” means and how
to measure it. Perhaps the most convincing definition emphasizing
the relative nature of poverty is: Individuals, families and groups
in the population can be said to be in poverty when they lack the
resources to obtain the types of diet, participate in the activities
and have the living conditions and amenities which are customary,
orare at least widely encouraged and approved, in the societies in
which they belong.'

Poverty has a negative impact on children that not only affects
their material conditions but also limits their access to quality
healthcare and education, creating barriers for social inclusion,
and deteriorating the opportunities that others quite often take for
granted. Recognizing that a poor child with no future is a huge loss
of human capital for the nation, tackling childhood poverty must
be a cornerstone for building a progressive, modern society that
is both decent and successful.

Chip Children and Persistence of Poverty: Taking into
account that poverty in childhood results in malnutrition, loss of
health, and termination of education, the probability of overcom-
ing poverty is extremely low.? Malnutrition can begin in-uteri and
have life-long consequences on health, including cognitive devel-
opment. In general, physical environment, parental styling, cogni-
tive stimulation, health at birth, childhood health, childcare quality,
and participation in Early Childhood Development (ECD) pro-
grams are factors affecting intellectual development.® The partici-
pants of high-quality ECD programs are more likely “to pursue
secondary education, have less grade retention and less need for
special education, have lower dropout rates, higher levels of
schooling attainment, improved nutrition, better access to health
care services, higher rates of immunization, and experience less
child abuse and neglect. These children are more likely to have

higher employment rates and higher earnings, greater self-suffi-
ciency, lower welfare dependency, lower rates of drug use and
fewer criminal acts as both juveniles and adults, and lower incar-
ceration rates.”

Poverty risks largely depend on the structure of a household and
the number of its dependants. In Armenia, households having
children below age 7, or having three or more children are among
those most exposed to poverty risks. Children are the most vul-
nerable segment of Armenia’s population. In Armenia, 42.8 per-
cent of preschool-age children were poor and 11.5 percent were
very poor in 2003 (correspondingly 40.5/17.1 percent in
2002). These childhood statistics were the highest among all age
groups. The second highest level of poverty was in the 7-16 age
group for which the poverty incidence was 39.0 percent and
extreme poverty rate was 8.7 percent in 2003 (39.9/15.3 per-
cent in 2002).° Despite the noticeable progress recorded in
2004, 41.9 percent of children under age 5 were poor and 8.0
percent were extremely poor. This age group again was the largest
cohort of all groups recorded in 2004.° Why are so many children
poor? The main reason of this is that poor families usually have
more children than the national average. Additionally, poor families
are unable to invest sufficiently in the education and the health of
their children, exposing them to a high risk of persistent poverty
because their earning capacity is suppressed due to poor human
capital accumulation.

Households without or having less than four children feel they
belong to the middle-middle to the higher-middle social class,
while those having more than four children position themselves in
the lower-middle social class. In general, when the number of
children increases in the household, so do the feelings of poverty
and of belonging to a lower social class (see Table 1).”

Human Poverty — Health and Education: Poor health can
be both the reason for and the result of living in poverty. Poor
people are in a vicious circle: sick people are more exposed to
poverty due to the cost of trying to recover; meanwhile, those who
are poor are more vulnerable to disease and disability due to their

* On the basis of a study conducted through the Caucasus Research Resource Center-Armenia (Eurasia Foundation) Fellowship Program 2005, with financial

support from Carnegie Corporation of New York.
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Table 1: Self-Assessment of Economic Condition and Social Strata of H/H

Yerevan Kotayk
2004 2005 2005
Families with economic condition®  social strata**  economic condition*  social strata** | economic condition*  social strata**
no children 3.60 2.99 3.58 2.48 3.74 3.00
less than 4 children 3.77 3.34 4,11 3.70 3.68 2.96
4 and more children 4.00 2.14 3.75 2.25 410 2.06

Note: *1 being very good and 5 very poor, ** 1 being the lowest and 5 the upper levels
Source: Own calculations on the basis of CRRC Data Initiative 2004-2005Dataset

inability to pay for appropriate healthcare. Health and education
have a significant influence on the perception of households on their
socio-economic status. Households where a member is sick are
more likely to perceive themselves as poor than similar households
without members who are sick. Households with better-educated
heads and spouses are less likely to feel poor: the higher the level of
attained education, the larger the deviation from feeling poor. In
Armenia, households headed by individuals holding a university
degree assess their economic condition as being in poverty at 12.9
percent less than the general surveyed population.®

Due to inaccessibility to healthcare, 42.8 percent of sick people did
not see a doctor in Armenia in 2003. Healthcare services are finan-
cially inaccessible for the majority of Armenia’s population: 87.5 —
98.4 percent. Remoteness of the healthcare facility constituted only
1.2 percent of the reasons given by respondents for not accessing
healthcare. The highest priority of unmet needs for households is
healthcare, while better nutrition is second.’ Healthcare is such an
urgent need that households are often likely to take loans in order to
access the appropriate level of required services.™

Meanwhile, Armenia has seen an increase in the share of low birth-
weight babies recorded during the past few years, indicating poor
health at birth. The share of below-average-weight infants in-
creased from 6.8 percent to 8.4 percent (1990-2002). During
the same period, the incidence of anemia among pregnant women
increased by more than five times."" Unfortunately, during the past
few years, Armenia has also seen the quick spread of active
tuberculosis among juveniles. Morbidity from tuberculosis in chil-

dren between the ages of 15 and 17 increased by 4.7 times.'?

In Armenia, economic activity increases with the level of education
attained. Those people with post graduate and doctoral degrees
recorded the highest economic activity in 2002 (89.5 percent) than
those with some higher education (80.2 percent). The average eco-
nomic activity among those surveyed was 69.5 percent with the
smallest level of economic activity (17.0 percent) demonstrated by
those with elementary educations." The risk of falling into poverty
is the lowest in households whose heads have vocational and/or
higher (including incomplete higher) educations. High levels of edu-
cation do not always guarantee a well-off life: among those having a
higher education, 24.9 percent were poor and 3.5 percent were
very poor in 2003. Since 1998-99, extreme and general poverty
has dropped most of all among those Armenians who possess
secondary level specializations and/or university degrees. The
share of poor with tertiary educations declined by 1.7 times, and
the proportion of very poor dropped 5.2 times."*

During Soviet times, a very developed, pre-school educational
system substantially contribu-ted to the effective functioning of
the primary and secondary schooling network. It also provided
opportunities for parents, especially women, to enter the labor
market. During the transition period, the pre-school educational
system has undergone significant changes. In particular from
1996 to 2002, the set of public pre-school institutions (PS)
shrunk by 30.4 percent and the number of children enrolled in
these institutions decreased by 33.0 percent. In 2004, 19.8 per-
cent of pre-school age children were enrolled in the PSls, com-
pared to 39.0 percent in 1991."

& “Social Snapshot and Poverty in Armenia,” Statistical Annex, NSS, 2006, p. 163
? “Human Poverty and Pro-Poor Policies in Armenia,” NHDS/UNDR 2005, pp. 26, 81

10°G. Jerbashian, A. Jerbashian, “Child Poverty in Armenia,” p. 37-38

' Pierella Pachi, “Gender issues in the transition economies,” World Bank, 2002, pp. 129, 130, 134; TransMonee, p. 6, and “Health in Armenia 2004,” MOH,

pp. 92, 97
2 “Health in Armenia 2004,” MOH, pp. 39-40

'3 “Education, Poverty and Economic Activity in Armenia,” UNDR 2002, p. 67

14 “Social Snapshot and Poverty in Armenia,” NSS, 2006, pp. 51, 54-55

15 “Social Conditions in Armenia in 2002,” NSS, Yerevan, 2003, p. 7, 13, 17 and “NGO Report: Armenia,” p. 12 www.crin.org/docs/resources/treaties/crc.35/
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The enrollment rates in basic education are high (95%) and they
do not differ substantially across consumption quintiles. However,
the enrollment rates in high school are substantially lower-about
70.0 percent nationally-and the difference between poor and bet-
ter-off households widens by almost 10 percent. The enrollment
rates in pre-school/tertiary institutions are about 41.0/38.0 per-
cent among students from the richest quintile, and only 19.0/5.0
percent for those from the poorest households. Irrespective of
socio-economic status of the h/h, the enrollment rates by age and
sex are very similar for the 7-14 age group. At age 15 (the end of
middle/secondary education), there is a sharp decline in enroll-
ment numbers, especially among the poor, and it drops even
sharper at age 16. Nonetheless, some 20-30 percent of 17-20
year olds from the poorest quintile enroll into a tertiary-level
educational institution tends to prepare them with a specialty that
could help in the transition out of poverty.'®

Juvenile Crime: Crime not only harms individuals, it also ham-
pers the country’s social, economic, and judiciary development
as well as jeopardizes its most important societal values. Most
children who come into conflict with the law do so for minor, non-
violent offenses and, in some cases, their only 'crime” is that they
are poor, homeless and disadvantaged. Juvenile crime is not a
particularly dramatic problem in Armenia: the share of age 14-17
offenders among the disclosed ones was 5.4, 5.6, and 5.7 per-
centin 2003, 2004 and 2005, respectively.'” Only 0.8 percent of
14- to 17-year-old adolescents committed a crime in 2003 or
2004. In most cases, the juveniles engaged in light “traditional”
crimes (theft, larceny, robbery, hooliganism, bodily harm). Most
of the juvenile crime (67.3 percent in 2003 ') was committed by
those adolescents who did not work or study or who were socially
marginalized and poor.

Juvenile crime has specific causes. The “transition” period from
adolescence to adulthood is taking longer. For example, if 50
percent of young people age 18 had jobs in 1987 in Europe, by
1995 it took until age 20 to attain the same indicator.” This
extended period of social maturation brings with it an increased
risk of exposure to criminal involvement. In Armenia, 50 percent
of people age 30-34 (males age 25-29) achieved employment.?°
An increase in the number of women working and the absence of
affordable social services are other reasons attributed to the
increase in juvenile crime. While a woman’s unwritten “social role”

is the care and the upbringing of children, an increase in their
taking jobs outside the home combined with a reduction in the
number of childcare institutions and youth activity centers left
youngsters without supervision. At the same time, children have
significantly greater exposure to the “fruits” of the adult world.
They have direct access to this information via TV programs and
the Internet, which include violence, criminal activities, and erotic
films and stories. Images of violence promote the notion only the
physically strongest win in the world. The non-punishment of so-
cially sound criminal cases (including cases of corruption) up-
holds this image of such a winning “macho” person. Dual stan-
dards, especially in the sphere of education where the juveniles
spend most of their time, create distortions in child behavior.

Child Labor: Nearly one-fourth of 15- to 19-year-old people
were economically active' and 7.5 percent of them worked in
2004.% Also, 33.8 percent (22.1 percent) of working children
spend more than 25 (35) hours at work, which implies that they
spend more time at work than at school. Nearly 8.0 percent of
working children work more than 56 hours a week, which is too
much time, even for adults.” However, the acute financial hardship
faced by their families was the reason given by 63.6 percent of the
working children.

Conclusions and Recommendations: The importance of
eradicating child poverty is evident and is based on the manifes-
tation of negative impacts that poverty can have on child’s future
opportunities. Child poverty programs should ensure all children
have full access to high quality healthcare, and developmental and
educational programs. Keeping children and young people pro-
ductively occupied is one of the most efficient ways of preventing
anti-social juvenile behavior. In general, revitalizing PSls and sup-
porting children from poor families so they can enroll in high-
quality ECD programs and youth activity centers could have posi-
tive impacts on childhood poverty. In addition, taking measures to
increase the enroliment of vulnerable children into schools (espe-
cially vocational educational institutions) could ensure competi-
tiveness of these children in the labor market at adulthood and
help eradicate poverty in Armenia.

Gohar Jerbashian holds MS in Mathematics and MBA Deg-
rees, received respectively from YSU and AUA. She
taught (since 1978) different mathematical subjects (in-
cuding several focusing on application of mathematical

16 “Social Snapshot and Poverty in Armenia,” NSS, 2006, p. 98, 120
17 “RA Social Situation for 2003,” p. 156, 2004, p. 258, 2005, p. 158
18 “Statistical Yearbook of Armenia,” 2005, p. 183

19 “Lithuanian Human Development Report,” 1999, pp. 147-148, http://www.un.lt/images/socialine_raida/en/1999/10CHAPTER.pdf

2 “Labor Market in the RoA,” NSS, 2004, p. 18
2l “Labor Market in the RoA,” NSS, 2004, p. 17
% G. Jerbashian, A. Jerbashian, “Child Poverty in Armenia,” p. 55

% “Report on Labor Force and Child Labor in Armenia Survey,” TACIS, NSS, 2004, p. 17, 18, 72
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methods in various areas of economics) in Yerevan State
University ~ Since 1998, Gohar  Jerbashian  has  been
working in different  social ~sector  development  pro-
grams. Her recent research interests include: pension
insurance  system, poverty demography health system,
and social protection. Currently she works as Health
Systems Analyst in USAID funded Project NOVA.

Areg Jerbashian holds MS in Economics Degree from YSU.
While being a graduate student he passed internship in
EDRC. Currently he serves in Armenian Military Forces.

Cross-Country Analysis of Human
Development and
Economic Growth Interrelation

Karine Harutyunyan

Around the world and in Armenia, the study of the interrelation-
ships between human development and economic growth are in-
creasingly very important. In many developed countries, high
growth rates do not bring in proportionate improvements in the
socio-economic situation of the population. Simultaneously, many
low-income countries have quite high human development levels.

This article addresses a study of the interrelation between human
development and economic growth. The first section refers to
different types of interrelations between those two concepts in
various parts of the world. The second section attempts to cat-
egorize the countries by the strength and the significance of these
interrelationships, thus identifying the category to which Armenia
belongs and revealing possible development perspectives.

Figure 1: HD Improvement, Low Income Growth Rates

Interrelationships between Economic Growth and
Human Development

Human development implies expansion of the utilization and emer-
gence of human skills. Those skills refer to the improvement of
health, development of skills and education, as well as to the
opportunities to utilize those skills to ensure participation in so-
cial, political, industrial and cultural life and leisure.

Economic growth is a crucial pre-condition for human develop-
ment. Simultaneously, achievements in human development can
also contribute to economic growth. For example, two cause-
effect chains exist between economic growth and development
indicators. Existence of these cause-effect chains supposes an
upward spiral in the economy. In other words, high levels of human
development (HD) should eventually trigger economic growth
(EG), which, in turn, should result in even higher HD. Of course, the
opposite can also take place.

The analysis of 1975-2002 data on HD and EG of 177 UN-
member countries revealed that the HD and the EG trends may not
necessarily coincide. Therefore, one can conclude that no auto-
matic link exists between economic growth and human
development.

According to our studies, the following four types of links between
EG and HD indicators exist:

e Improvement in HD accompanied by slow income
growth. Such trends can be observed in countries with
both low HD (Ghana, Pakistan, Nigeria) and high income
levels (Iran, Algeria, Oman) (See Figures 1 and 2).

e Improvement in HD accompanied by high income
growth. Such trends can be observed in economically

Figure 2: HD Reduction, Low Income Growth Rates
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Human Poverty Index and its Modification
in Armenia

Tatevik Harutyunyan

Since the 1970s, the concept of human poverty became widely
used, mostly in developed countries. The experiences of a num-
ber of countries, first through social orientation, proved that
households are able to overcome poverty despite relatively
scarce economic resources provided the country, as a whole, has
achieved:

Ahigh level of basic healthcare services and access to them by all
population groups;

e Anequally guaranteed system of elementary and secondary
free-of-charge education for all children; and

e Access to safe drinking water and minimum sanitary condi-
tions for all, irrespective of the financial wealth of its house-
holds.

The above-described theoretical statement, first presented to the
public in 1997 in Human Development Report', was based on
serious empirical research results. The latter served as the basis
for the development of the Human Poverty Index (HPI) method-
ology, according to which these three vital components can deter-
mine the level of poverty:

1. Improbability of living a long and healthy life (P1),

2. Limited possibilities for education and acquiring knowledge
(P2),and

3. Absence of a dignity lifestyle (P3).

The main indicator of the first component is the probability coef-
ficient of early death, i.e. the share of the population that, accord-
ing to demographic projections, will not live into its 40s. The
second component is reflected through the share of illiterate (who
do not read and write) in the total population. In addition, the third
component reflects the absence of necessary economic re-
sources expressed through a coefficient consisting of three indi-
cators. These indicators are:

e P, -the share of population (as % of total population) with-
out access to safe drinking water,

e P, - the share of population without access to medical
services,

e P, -theshare of children under age 5 who weigh below their
nation’s average due to malnutrition.

United Nations (UN) member countries calculate the HPI using the
following formula:

HPl = [1/3 ((P1)® + (P2)* + (P3)})]"® ,

P3 =13 (P, + P, + P,)
Based on cross-country comparisons, UNDP experts state that
the HPI largely reflects the vulnerability of households and indi-

viduals due to specific, adverse conditions in a country and the
high risk of their becoming poor.

Where:

Dynamic trends found through research on poverty, in particular
its multi-factor analysis through the application of regression
models, prove the need to continue updating and localizing the
index by taking into account the following:

e  Addition of new countries from Africa, Asia (in particular
China and India) and Latin America to the list of poor nations,
which included mainly former socialist countries where the
poverty phenomenon still needs comprehensive analysis in
order to better understand the applicability of the index in
transition countries;

e Strengthening of democratic principles in poor and develop-
ing countries, requiring these civil societies to examine new,
more qualitative indicators (such as social service quality,
customer satisfaction, etc.) in order to better assess human
poverty;

e Intensification of both anthropogenic (regional conflicts, ter-
rorism, wars, etc.) and natural (environmental shifts and
disasters, earthquakes and tsunamis, etc.) events, compel-
ling review of the human poverty concept to include new
poverty-conducive factors and risk characteristics;

e Continued globalization of developing countries, creating
controversies between imported foreign values and mainte-
nance of national identities, the consequences of which dis-
rupt human and cultural value systems developed through
centuries. Some contemporary psychologists and social
scientists view this phenomenon as negative, calling it a pro-
cess of human impoverishment and public demoralization.
This brings forward the human poverty concept in the con-
text of cultural-moral and national identity parameters.

Along with the need to review the HPI, there are necessary pre-
conditions for developing methodological and technical solutions
to the problem in Armenia.

"“Human Development Report,” UNDP, New York, USA, 1997
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First, since 1996, Armenia has compiled an extensive database
through household surveys used to build a statistical time-series
on poverty and major parameters linked to it.

Second, the methodological framework for the poverty re-
search and analysis has been improved and strengthened with
international experience contributed by World Bank experts, and
then adapted to Armenian social and economic realities.

Third, the skills required in collecting, processing and analyzing the
statistical data have improved through years of experience that
positively impacts the quality and reliability of poverty statistics.

Forth, since 2000, various poverty research and analytical re-
ports prepared in Armenia with assistance from UNDP identify
country-specific issues as well as include inter-regional compari-
sons. Together with extensive base information on poverty, the
methodology of a social monitoring system was developed with
UNDP experts to serve as a basis for developing social indices on
poverty and using them to calculate a number of indices (e.g.
social vulnerability, human poverty, deprivation, etc).

These factors prove that it is expedient to review and localize the
HPI and even modifying it. Thus, we describe proposed modifica-
tion approaches to the HP!I.

Modification of HPI

By studying the existing bibliography on poverty, its method-
ological approaches and its disaggregated data as presented
particularly in the Armenia Social Trends report published with
assistance from UNDP, one can conclude that the HPI concept can
significantly improve if it reflected the parameters of the following
concerns:

1. Highlevel of real unemployment,

2. Absence of home ownership,

3. No access to primary healthcare,

4. Absence of an in-house water supply, and

5. No access to secondary-professional education.

The Households Survey carried out among 6,816 households by
the National Statistical Service (NSS) RA between April 1, 2004,
and March 31, 2005, proves the urgency of these items. Accord-
ing to survey findings, about 20.7 percent of the population that
can be economically active is actually unemployed: this is three
times higher than in OECD countries and 2.4 times higher than in EU
countries. For Armenians accustomed to “total” employment dur-

ing the socialist period, having no permanent job is not only an
adverse economic situation, but also a social disaster that grows
into despair and a lack of confidence in the future for many
people. It is not a coincidence that about 45 percent of the unem-
ployed are “desperate,” people seeking a job for more than 24
months. In this regard, high unemployment rates are not only an
income determinant, but also a human poverty determinant;
therefore, it is well justified to include it in a modified HPI.

Not owning an apartment or a house in the market economy of
even a developed country is not a sufficient factor alone to con-
sider a person as poor. Low correlation coefficients of empirical
studies prove this statement. However, the situation in Armenia is
different. The fact is that about 10 percent of Armenian citizens
were dropped out of equalized privatization of publicly owned
housing. These people include those who lost their houses in the
1988 earthquake and refugees from Azerbaijan, who migrated to
Armenia because of the Nagorno-Karabakh conflict. Since the
indicators in the HPI reflect unequal conditions or restricted ac-
cess to certain public services for certain groups, we believe it
justified to include ownership or, rather, the lack of apartment or
home ownership, in a modified HPI for Armenia. Furthermore, a
1999 study among those living in the earthquake zone, refugees,
and other settlements unambiguously proved that home owner-
ship is a significant factor for poverty, and in particular, for human
poverty.

If these two indicators ensure “extension” of the HPI, then the
next two indicators narrow the compound index of a life with
dignity adapted to the Armenian reality. For example, access to
drinking water could be replaced with a narrower, yet more typical
view of human poverty in Armenia by indicating that portion of the
population without an in-house, centralized water supply. Mean-
while, the other indicator-no access to medical services-could be
modified to include that portion of the population that currently
suffers from diseases, but does not apply for medical assistance
because it cannot afford to do so (in the total sick population).

The fifth indicator-no access to secondary-professional educa-
tion-could replace the traditional indicator of “share of children
under age 5 with less-than-standard weight due to malnutrition.”
The justification for this proposal is two-fold. First, country statis-
tics, namely the Households Surveys, do not include regular data
on malnutrition and existing random data often comes from unre-
liable sources. Second, as healthcare providers in Armenia state,
malnutrition cases are very seldom seen and are difficult to be
considered as statistically significant.
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On the other hand, various studies show that a lack of access to
educational services, including secondary-professional educa-
tion and high school, are reasons for both poverty and human
poverty particularly among youth. This puts at risk the demo-
graphic development of a country by hampering activities such as
marriages and birth rates, and by boosting emigration among
youth. Therefore, the dignity of life component of a modified HPI
includes that portion of “the 15- to 17-year-old age group who
are not enrolled in the formal education system due to a lack of
financial resources.”

Thus, an HPI modified for the specific situations in Armenia pro-
poses to include the following:

MHPIArmenia=[1/4((P1)*+(P2)*+(P3)*+(P4)*)] "
Where:

P1— real unemployment rate expressed as that portion of the
unemployed in the total economically active population;

P2 — filliteracy, calculated as a share of half-literate (can read, but
not write) and illiterate (cannot read or write) in the total
population above age 10;

P3 — compound index of dignity of life, comprised of three
components and calculated as P3 = 1/3 (h + e + w),
where

(h) — Share of those who had current diseases, however
did not seek medical services for cost reasons, in
the total number of sick population,

(e) — Share of those in the age group of 15-17 not en
rolled in the formal education system for financial
reasons,

(w) — Share of households not connected to a centralized
water supply system (in-house) in the total.

P4 — share of those who do not own a house or an apartment.

As mentioned, where a modified HPI can be most useful is in
making comparisons inside a country with any breakdown. The
need for such comparisons first arose during the study, “Poverty
in Vulnerable Groups in Armenia.” In it, comparisons were made
between income and human poverty indicators among people
living in the 1988 earthquake zone, refugees and others. At that
time, the UNDP local experts group (A. Mirzakhanyan, N.

Irbashyan, N. Shahnazaryan and R. Eganyan) proposed amend-
ing the HPI by including the real unemployment rate? based on the
Households Survey 2000.

Subsequently in 2003, the results of the National Human Develop-
ment Survey, which involved 6,000 households and included as-
sistance from UNDP, served as the basis for modifying the HP!
from another viewpoint; that time for intra-country (regional)
comparison purposes’.

Of course, this approach to the modification of the HPI does not
pretend to be exhaustive. However, through the combination of
the above-described two approaches, we tried to include all indi-
cators by weighing them to reflect their respective significance.
For example, the indicator of not owning an apartment or a house
due to a high correlation with poverty was included in the modified
HPI with a weight equal to 1, but not as part of the dignity of life
parameter, which had a weighted value of 1/3. The real unemploy-
ment rate indicator also was assigned a larger weight, which re-
sulted in it having a total of four components rather than its tradi-
tional three components. Respectively, the 4™ root was applied
rather than the cube root.

During regional (marz-level) comparisons under a modified HPI,
regional coefficients can be developed that can be later used to
calculate the consumer basket (food costs of a typical household)
and base family benefit sums, or to define the salary rates of
employees in public social sectors (teachers, family doctors,
etc).
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Impact of Micro Insurance on Poverty
Reduction in Rural Areas

Gayane Movsisyan

Over the past 10 years, microfinance has expanded in Armenia,
helped by enactment and enforcement of a Law on Credit Organi-
zations that enabled the Central Bank of Armenia to develop a
strategy to regulate microfinance within this legal framework. The
developing microfinance market plays an important role in eco-
nomic growth and reducing poverty, especially in rural areas.
Currently, Micro Finance Institutions (MFIs) introduce various in-
struments to help the poor meet their financial needs. Despite this,
risk mitigation mechanisms for low-income households need more
development. Micro insurance could serve as an attractive and
efficient option to manage these risks.

Micro Insurance: Role and Importance

Poor people are always vulnerable and weak in the market. Al-
though they work hard, usually lack of risk protection threatens
their lives and property. Every day they cope with problems and
difficulties, which can easily destroy hard-won earnings and small
business achievements in one second.

Micro insurance is a financial risk management tool for low-income
households. The system protects the poor against potentially dev-
astating events such as death, property loss, serious illness or
natural disaster. Most of the poor overcome these shocks on their
own without any institutionalized mechanisms. In extreme cases, they
borrow money from friends or take emergency loans from banks,
credit unions or MFls. Sometimes, they sell their assets, close busi-
nesses, default on loans, reduce spending and consumption, or
remove their children from school to send them to work.

Micro insurance is a formal mechanism to assist the poor in better
managing their business risks because simply offering them credit
or aloan is not enough to help them maintain the gains they earn.
Micro insurance is a mechanism that pools risk from large num-
bers of people, helping them cope with unexpected shocks or
losses through regular and small payments (insurance payments),
which are withheld from a household's annual budget.

Areview of other industry’s new, formal options and mechanisms that
help businesses cope with high-stress risk events, shocks and crises
explains the growing demand for Micro insurance. Besides, Micro
insurance development greatly affects economic growth. If people

can manage risks, they can borrow more money to investment
thereby creating more jobs and wealth, increasing household income
security and improving social conditions in their rural communities.

Micro Insurance Requirements and Objectives

Globally, Micro insurance is a relatively young financial service and it
has proven itself useful through several “best practices” ap-
proaches in Uganda, Bangladesh, the Philippines and India. Nowa-
days in Armenia, like in other developing countries, it is time to
develop products that assist in reducing poverty, as well as support
small and medium businesses through better risk management.

Any insurance provider that offers micro insurance to low-income
communities should conduct a thorough market analysis, supply-
demand analysis and clearly understand the government’s requ-
lations and strategies for this specific service. The insurance pro-
vider should also understand the risks faced by low-income
households, as well as assess the complexity and uniqueness of
each type of insurance it wants to offer. Insurance providers
should have a clear description of the basic principles of micro
insurance, which are:

e Many people exposed to the same risk, but not all facing risks
at the same time;

e Determinable and measurable losses from risk events;
e  Fxistence of insurable interest;

e (alculations for the chance of losses; and

Economically affordable premium payments.

In providing insurance to poor households, micro insurance pro-
viders may face some difficulties. Many people do not really un-
derstand insurance and resist paying for any possible future ben-
efit. There could be a lack of reliable data for the actuarial analysis
in the low-income, informal market. It could be very difficult to
create and develop a well-organized system to handle small trans-
actions in the required places and engender trust.

Insurers, international donors, micro-financiers and govern-
ments all have roles to play in the development of the micro
insurance sector because investment in the micro insurance indus-
try could be much more efficient and important than providing
funds to specific programs. Donors should invest in education of
poor people on the benefits of micro insurance, its role in their
businesses, its importance to their household and perspectives
on what the lack of insurance could mean. It is also important to
encourage commercial insurers to use the already developed
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infrastructure that MFIs have in place. Governments, in turn,
should develop strategies and regulations to promote develop-
ment of the micro insurance industry.

Development of the Micro Insurance Industry through
MFIs

Different models can provide micro insurance: community-based
programs, full service providers, partnerships between MFls and
insurers, and MFl-based insurance.

In the community-based model, the community creates its own
micro health insurance or life insurance plans. Policyholders pay
small premiums to a fund and are entitled to specific benefits. The
community assumes responsibility for running the program.

In the full-service-provider model, insurance providers, banks and
even hospitals directly offer insurance. They are responsible for all
aspects of the service: insurance-related costs and losses, and they
retain all profits. This model is widely used in the general insurance
market, but not in rural areas and not among poor households.

The partner model is the cooperation of commercial or public
insurers with MFls. The insurers bear the responsibility for the
risk, and the MFls take responsibility for the distribution network.
This is the most effective and beneficial model for all three sides:
insurers obtain easy access to the market, MFls provide clients
with better and new services with lower risks, and low-income
households receive valuable protection that otherwise would not
be accessible to them. This model of partnership and collabora-
tion has become very popular and is rapidly expanding the micro
insurance industry in many countries such as India and Uganda.

Inthe MFI-based model, the institution runs its own insurance plan
for its clients. MFls take responsibility for both profit and loss.
Among MFls, life and loan insurance are very common.

MFls have important information about their clients. The knowl-
edge that they have developed through credit and savings pro-
grams could create an advantage over new participants to the
marketplace. MFls will be interested in entering the micro insur-
ance industry because it: reduces the household risk of their
clients, offers their clients protection, increases the repayment
rate, positively impacts the default rate, provides an additional
product to sell, improves profitability, and increases the
institution’s financial sustainability. Therefore, MFls not only con-
tribute to the industry, but also they may benefit from partner-
ships or from developing linkages with other insurance providers.

Taking into account market research, clients’ needs and demand,

MFls can offer diversified products, such as emergency credit;
loan, health, life and property insurance; and, in some rural areas,
even crop and livestock insurance. Emergency credits cover the
costs related to a crisis or financial shock in a controlled manner.
Loan insurance helps cover the costs of the default loans and
minimize the recovery rates. Health insurance helps cover a
household's hospital costs, surgical expenses, medications and
doctor fees. Life insurance covers the costs related to death.
Property insurance can protect against the cost of damage or
loss of any type of asset. Low-income households prefer to pro-
tect their livestock, homes, work-related tools and inventory.
Low-income Armenian households would prefer to protect their
crop because of the country’s sensitive weather conditions. How-
ever, this kind of insurance is relatively complex and very risky
because of the chance that all crop insurance clients can face the
same damage simultaneously.

Although recognized that MFIs could be important innovators in
the micro insurance field, they should conduct a thorough analysis
before entering into this marketplace. While designing insurance
products, MFls should familiarize themselves with micro insurance
principles, analyze their own experience and interests, as well as
understand the needs of consumers.

Conclusion

People living in poverty are always in need of various mechanisms
to manage against risks that affect their lives. Micro insurance is
one form of social protection and it can insulate poor people
against many problems. There is a demand for micro insurance
products and it is becoming a very important component to
helping alleviate poverty. MFls can be one of the providers of this
service to minimize the impact of unexpected difficulties and
problems. MFls are currently in the best position of providing
micro insurance to the poor and to micro and small enterprises.

MFls should cooperate, innovate and develop the micro insurance
industry in collaboration with insurance providers, thus reducing
vulnerability and playing a key role in the process of alleviating
poverty.
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Poverty: Parallels between Armenia and Turkey

Arman Gabrielyan

Turkey is the economically strongest neighbor of Armenia. Per capita gross domestic product (GDP) in comparable prices is two times
that of Armenia; however, Turkey is characterized by significant incidences of poverty as well as an unequal distribution of income,
education and healthcare services. The present article draws parallels of poverty and human deprivation between Armenia and Turkey.

According to official statistics, 25.6 percent of the Turkish population was poor and 1.3 percent' was extremely poor in 2004. The
respective indices for Armenia were 34.6 percent and 4.6 percent?. Since both countries use the World Bank methodology - based on
household surveys - these indices can be viewed as comparable.

Particularly, both in Armenia and Turkey, poverty indices were measured based on per capita consumption. In both cases, the
consumption indicator included not only the value of consumed goods (including one’s own production and assistance), but also
estimates of long-term goods. However, the two countries used different poverty lines and comparability scales.

In order to make the two indices comparable, the poverty indices of Armenia were re-calculated according to the national poverty line
of Turkey. The comparability scales resulted in the re-calculation of the average consumption in Armenia to the purchasing parity of
Turkey. Likewise, Armenian poverty indicators were re-calculated at the Turkish poverty line and the comparability scales in Armenia were
adjusted for the comparability coefficient of Turkey.

The 2004 poverty line in Turkey equaled TRL 190.5 million per month per 1 adult, equivalent to AMD 34,669, calculated at 2004 TRL/
USD and AMD/USD PPP? exchange rates. Similarly, the food poverty line in Turkey equaled AMD 14,702.

Table 1: Poverty Lines per 1 Adult, 2004

Armenia Turkey
AMD PPP $ Current $ | Min liras PPP $ Current $ AMD
Poverty line 19,373 132.6 36.3 190.5 237.2 133.9 34,669
Food poverty line 12,467 85.3 23.4 80.81 100.6 56.8 14,702

Source: NSS, TurkStat and calculations of the author

" TurkStat 2006: 2004 Poverty Study Results, News bulletin 27, Feb. 14, 2006.

2 “Social Snapshot and Poverty in Armenia,” NSS, 2006.

3 Purchasing Power Parity coefficients are respectively: TRL 0.803 min/US dollar and AMD 146.147/US dollar. Source: IMF International Economic Trends, 2006
April Database.

16

EPP IIl - 2
ninn



Articles

The comparability coefficient for Turkey was calculated as a ratio of the average consumption of a household in Turkey (TRL 889 million)
consisting on average of 4.11 members to the average consumption per capita adult (TRL 381 million), which equals 2.34 (TurkStat,
2006).

According to the 2004 Households Survey of the National Statistical Service (NSS) RA, the average household in Armenia included 4.2
individuals*. According to the compatibility scale of the NSS and economies of scale, a household consisting of two adults and two
minors is equivalent to 2.83 adults®. Therefore, an average household of 4.2 individuals is equivalent to 2.97 adults.

Consequently, per capita adult consumption indicators in Armenia and Turkey can be made comparable (to the extent the grouped data
allows) by multiplying the consumption indices in each deciles by 1.27 (=2.97/2.34).

The 2004 consumption indices in population deciles were published by the NSS in 1999 spring prices (NSS, 2006). In order to calculate
them at 2004 prices, we used the NSS price indexes: according to them, the cumulative consumer price index from March 1999 to
December 2004 equaled 115.2 percent. Thus, the average per capita consumption in Armenia, after adjustment for prices and
comparability, equaled AMD 34,184 in 2004.

Table 2: Compatible Per Capita Adult Consumption in Armenia (AMD)

Decile  groups Average  Consumption
1999 spring prices December 2004 Prices
According to NSS RA According to TurkStat
compatibility ~ scale compatibility  scale
1 10,141 11,684 14,842
2 13,531 15,589 19,803
3 15,580 17,950 22,802
4 17,342 19,980 25,381
5 19,309 22,246 28,260
6 21,500 24,771 31,467
7 24,024 27,678 35,161
8 27,344 31,503 40,020
9 32,929 37,938 48,194
10 51,870 59,760 75,915
Average 23,357 26,910 34,184

Source: NSS RA, TurkStat and author’s calculations.

Table 3: Poverty Lines in Armenia and Turkey, as Share in Per Capita GDP and Per Capita Adult Consumption * (2004, %)

As share in per capita GDP As share in per capita adult consumption**
Armenia Turkey Armenia Turkey

Poverty line 3.4 3.2 57 50

Food poverty line 2.2 1.3 36 21

* All indices are calculated at PPP coefficients.
** Armenian indices for per capita adult consumption are adjusted for the TurkStat compatibility scale.
Source: IMF, author’s calculations.

* “Social and Economic Situation in Armenia: January-September 2005,” NSS, 2005.
% In 2006, 1 adult equivalent was calculated by the formula: (A+ ocC)®, where A is the number of adults, and C is — minor members in household, o is the
compatibility coefficient (NSS estimate is 0.65), whereas [3- economies of scale coefficient (NSS estimate is 0.87).
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The Beta-method® for parametric estimation of the Lorenz curve was applied to estimate the Lorenz curve for grouped consumption
indices and the re-calculated poverty indices for Armenia. It is worth noting that, in order to test the results obtained through the Beta-
method, the latter were compared to the NSS official statistics: they matched 1998-99 data completely, whereas the 2004 extreme
poverty indices matched, while the 2004 poverty indices deviated by upwards of 1.7 percent.

Applying the Beta-method of the Lorenz curve calculated for the above-described poverty lines and consumption indicators showed
that consumption by 63.4 percent of the Armenian population is below the Turkish national poverty line. As we have already noted, only
25.6 percent of the Turkish population lives below that same line.

Table 4: Poverty Indices in Armenia, Calculated According Turkish National Poverty Line, (calculated as beta-
method of Lorenz curve), (%, 2004)

Share of the poor (PO)|Poverty gap (P1) |Poverty severity (P2)

Poverty line (AMD 34,669) 63.4 18.9 7.5
Food poverty line (AMD 14,702) 3.6 0.6 0.2

Author’s  calculations

These findings were not unexpected since the average income in Turkey is much higher than in Armenia. In particular, according to the
Households Survey, per capita income in Turkey was 3.3 times that of Armenian households and consumption per one adult in Turkey
was twice that of one adult in Armenia.

Nevertheless, along with the level of income, poverty closely correlated to the unequal distribution of income, as well as to the limited
access to education and healthcare services, both of which are low quality.

Income Inequality
Income in Armenia is distributed slightly more unequally than in Turkey. The wealthiest 10 percent of the population in Turkey is richer than
the lowest decile by 13.7 times, whereas in Armenia that difference is 20.8 times. Simultaneously, the share on incomes of the first two

quartiles is 16.7 percent of the total in Turkey and 14.3 percent in Armenia.

Table 5: Per Capita Income Distribution (%, 2004)

Income

Armenia Turkey

1% 20% 4.57 6.04

2/ 20% 9.75 10.69

34 20% 14.94 15.22

40 20% 22.11 21.88

5" 20% 48.63 46.17

10" 10% 32.30 30.89

Gini  coefficient 0.436* 0.40

* Estimated through Beta-method of the Lorenz curve. In the NSS publications, Income Gini coefficient (0.395) is calculated for the consumption of one adult.
Source: NSS RA, Food Security and Poverty, April 2006, Table 5.4, TurkStat, Bulletin37, 2006 and author’s calculations

¢ The method was first proposed by N. Kakvani and is considered one of the most efficient among those meant for parameter estimation (See, e.g. K. Cheong,
‘A comparison of alternative functional forms for parametric estimation of the Lorenz curve,” University of Hawaii at Manoa, 1999.) The results of our
calculations with the Beta-method were subsequently compared with the least squares method. Results showed the sum of squared errors under Beta-method
was smaller. The equation for Beta Lorenz curve is: L(p)=p-op?( 1-p)%, where L is the sum weight of consumption, p is the sum weight of the population
(0e>0, 0<PB<0, 0<6<0). For more details, see G. Datt, “Computational tools for poverty measurement and analysis,” FCND paper N.50, Oct. 1998. Calculation
of poverty indices for this method can be performed through Povcal software (http.//www.worldbank.org/LSMS/tools/povcal). We have developed the algorithm
for these calculations in Eviews software. (The algorithm, as well as the details of calculations and data used in the article can be found at http://
users.freenet.am/~ysuecon/edrc web page.)
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Reforms in the education sector in Turkey began in 1997, when mandatory education was extended from five years to eight years. These
reforms in primary education were planned in 1973; however, their actual implementation was postponed almost three decades.

Within the framework of these reforms, the government increased considerably its investments in the education sector’; one of the most
significant achievements was the increase in primary education. In 1996, the net enrollment rate in primary education equaled 81
percent, but grew to 89 percent in 2004. The same index in Armenia was 94 percent.

The number of illiterate adults in Turkey is considerable: about 6.5 million people are illiterate of which four-fifth are women.

In general, access to education and enrollment in school is more favorable condition in Armenia than in Turkey:.

Table 6: Enrollment in Education and Literacy (%, 2004)

Turkey Armenia
Enrollment in Primary Education
Net 89 94
Gross 93 101
Gross enrollment in all Education systems™* 69 74
Adult literacy rate 87.4 99.4

*Excluding  pre-school

Source: UNESCO Institute for Statistics

However, what about the quality of education? In order to perform qualitative comparisons, international test results were examined:
Armenia participated in TIMSS?, whereas Turkey participated in PISA%. Both programs aim to evaluate mathematics and natural sciences
knowledge. The test results for the two programs are not fully compatible; for example, TIMSS focuses more on classic mathematics
while PISA focuses on mathematics for everyday use. Nevertheless, we attempted to evaluate the assumed results of Armenian students,
if they would have participated in PISA. The main assumption is that the average ratio™ for the countries that participated in both
programs approximates the possible test results for Armenia in PISA (based on actual TIMSS results).

As a result, the mathematic knowledge possessed by Armenian students (during their last year of general school) considerably
exceeded that of Turkish students. In the natural sciences realm, Armenian students only partially exceeded their Turkish counterparts.

Table 7: Average Test Results for Mathematics and Natural Sciences, PISA (score)

Mathematics Natural ~ Sciences
Finland 549 548
Hong Kong 545 539
(Czech Republic 528 523
USA 476 491
Russia 472 489
Armenia 461* 445%
Turkey 413 434

*Estimate
Source: IEA, 2004, Findings from IEA’'s Trends in International Mathematics and Science Studly at the Fourth and Eighth Grades, Mullis et al, Martin et al. OECD,
2004, Learning for Tomorrow's World: First results from PISA 2003.

7 Average annual additional expenditures in the education sector from all sources in 1997-2002 reached USD 3 billion. Source: llhan Dulger, “Rapid coverage
for compulsory education,” 2004, World Bank.

8“Trends in International Mathematics and Science Study,” organized by International Association for Educational Achievement: 46 countries participated.
*Programme for International Student Assessment, organized by OECD: 41 countries participated in 2003.

1918 participated both to TIMSS and PISA, the correlation of their results for mathematics is 0.87, for natural sciences it is 0.97.
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The major indicators describing the healthcare situation in Turkey were slightly better than those in Armenia, except for maternal
mortality rates'".

Table 8: Life Expectancy and Death Probability

Armenia Turkey

Life expectancy at birth(years, 2004)

Male 65 69

Female 72 73
Healthy life expectancy at birth(years, 2004)

Male 59.4 61.2

Female 62.6 62.8
Probability of death in the age group of 15-60 years (%, 2004)

Male 24.8 18

Female 1.1 11.2
Infant mortality rate, under 1 (1000 live births, 2004) 29 28
Maternal mortality rate,(per 100 000 live births, 2000) 55 70
Death cases to tuberculosis (per 100 000, 2004) 12 5

Source: World Health Statistics 2006, WHO.

Like in the case of poverty, these findings cannot be qualified as unexpected since per capita expenditures in healthcare are much lower
in Armenia compared to Turkey.

Table 9: Healthcare Expenditures

Armenia Turkey
Total Per Capita Expenditures* (US$ PPP, 2003) 302 528
Per Capita Public Expenditures (US$ PPP, 2003) 61 378
Total Expenditures* in GDP (%, 2003) 6 7.6
Public Expenditures/State Budget Expenditure (%, 2004) 7.4 15

*Public and private expenditures
Source: NSS RA, Turkstat, World Health Statistics 2006, WHO.

Conclusions

In summary, although the poverty lines used in Armenia are far below those used in Turkey, the share of the poor in Armenia is one-third
higher than Turkey and the share of extremely poor in Armenia is 3.5 times higher than in Turkey. Furthermore, if we calculate the share
of population under the line equivalent to the Turkish poverty line, 63 percent of the Armenian population falls below poverty line.

What concerns the indicators closely correlated with poverty, such as income distribution and healthcare, are that they quite closely
match in both countries, though the situation in Armenia is slightly worse. Meanwhile, the education indicators in Armenia are much better
than in Turkey.

Arman Gabrielyan is a lecturer of International Economics at the Yerevan State University PhD.

""" Probability of the mother dying during pregnancy and within 42 days after childbirth.
niinnm
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Social Capital Concept and its Role in
Development Policy

Hasmik Minasyan

The concept of social capital, largely defined as “those features of
the social organization, such as networks, norms and public con-
fidence that support collaboration and coordination for mutual
welfare,” has gained wide use in social science discussions and
adds dimension to physical and human capital factors.

While internal group collaboration for a common interest - links
between family, friends and community as a form of an “insurance
net” - is a very old social phenomenon, it was never discussed in
a coordinated manner within the context of development. Before
its inclusion, development policies focused on economic theories
and social potential. They overlooked discussions about the abil-
ity to self-organize and cooperate, as well as the important impact
legal and institutional environments have on economic outcomes

Among contemporary studies on social capital, Robert Patnam'’s
“Making Democracy Work: Civic Traditions in Modern ltaly” is the
most fundamental study (1993). By analyzing the democratic ex-
periences in Italian communities, Patnam concluded that demo-
cratic institutions in Italy were viable due to a centuries-long tradi-
tion of civil participation. By becoming part of the culture, orga-
nizations can reflect the community that, in turn, ensures collective
actions that benefit the common good. It is from here that the
traditions of accountability and fundamental participation stem.

Patnam views the ability to cooperate for a common interest or
good - in other words, social capital - as relatively stable and
difficult to change over time. According to him, societies are either
endowed or not endowed with social capital. Meanwhile, other
theoreticians (Krishna, 2000), based on time-series analysis, be-
lieve that social capital can be built up within a short period under
adequate interference.

The concept of social capital has developed significantly since
Patnam: its boundaries expanded from inter-group cooperation
to cooperation between different strata and groups of society. In
fact, Woolcock and Narayan (2001) classify the existing ap-
proaches to social capital in the following four directions.

1. Group Approach

This approach assimilates social capital with associations, clubs,
and civil groups at local levels. Proponents of this approach
evaluate social capital in a positive light, discussing how it brings
only improvements to communities. The major shortcoming of
this approach is that it omits potential adverse consequences of
social capital. For example, the group approach may ignore the
consequences of a group or an association pursuing goals that
are dangerous for the community as a whole, such as mafia,
terrorism, and similar actions or outcomes.

2. Network Approach

This approach expands the boundaries of the Group Approach. In
addition, to intra-group relations, the Network Approach focuses
on inter-group relations. Along with numerous advantages, the
major idea behind this approach states that the cost borne by
membership in a particular group is the responsibility of each
member, including those that are not economically beneficial (e.g.
non-participation in other groups and processes.) Furthermore,
at various stages of development, individuals can benefit from
participation in different groups and a person’s optimum evalua-
tion of participating in different groups can change through time.
Proponents of the Network Approach distinguish intra-group ties
and inter-group bridges and they believe that positively impacting
social capital depends on the correct balance between these inter-
relations.

3. Institutional Approach

This approach brings in a new concept. It views social capital as
the outcome of the political, legal and institutional environments
within a given country. Social capital is viewed not as an indepen-
dent variable, but as dependent on other variables such as civil
freedoms, quality of the bureaucratic system, legal system, and
so on. Despite the fact that this approach brings institutions into
discussions, its major shortcoming diminishes the potential for
social forces and processes that come from lower social levels
because it focuses on macro-level policies and ignores the role
and the ability of the community.
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4. Synergic Approach

The most comprehensive approach, it believes that communities,
central governments and the private sector are incapable of en-
suring optimum conditions for development when acting alone.
Rather, the Synergic Approach believes interaction and collabora-
tion between all three sectors are necessary to achieve sustain-
able development. The social capital-mutual confidence and coop-
eration for the achievement of the common interests-is viewed
from a broader perspective. This approach states that govern-
ment, the corporate sector and civil society that reflects the inter-
ests of even the lowest levels, should establish a common discus-
sion forum to define goals and to measure achievements. The
government has an important role to play in this approach, creat-
ing and promoting the conditions necessary to empower and
ensure involvement from all sectors in discussions.

The Role of Social Capital in Development Policies

Despite growing attention on social capital, applying its practical
use and assessing its impact on development policies remain
difficult tasks, often done on intuitive levels.

Involving social capital in development programs links commu-
nity-based development to participation and social cooperation.
Meanwhile, information dissemination about the needs of different
groups and their capabilities, along with creating a sense of con-
fidence among the group members remain vital forces that will
make development sustainable.

The importance of social capital is undeniable from the viewpoint
of efficiencies of small community projects. At this level, the exist-
ing resources of social capital, experience, and cooperation to
solve problems among the poor strengthens with the addition of
technically well-developed program solutions. Moreover, experi-
ence shows community projects are much more efficient when the
beneficiaries directly contribute to their development and imple-
mentation.

From the broader perspective of macro-economic growth and
sustainable development, a number of channels exist that can
ensure the positive outcome of the social capital elements includ-

ing:

e Ensuring afavorable environment for investments as a result
of increased civil confidence;

e Promoting information exchange that can reduce transaction
costs through inter- and intra-group networks;

e Enabling resiliency to economic shocks by creating consen-
sus among the middle class that can mitigate the conse-
quences of these shocks; and

e (reating possibilities for sustainable development through
optimum distribution of resources and responsibilities,
starting with cooperation between public and private sectors
on community projects.

Within the framework of development and poverty reduction pro-
grams especially in rural areas, serious study must be given to the
level and the specifics of existing social capital; when necessary,
these program should be guided to ensure they achieve the de-
sired social and economic outcomes. The policies developed
through cooperation and broad consensus such as those as-
sumed under these various social capital approaches can provide
positive results in terms of both efficient allocation of resources
and achievement of socially just programs.
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Economic Trends in Armenia: Summary of
2006 1 Half

Real sector

Per capita GDP in the first half of 2006 reached USD 561, thus
increasing from its level in the same period of 2005 by USD 86.

The recorded 11.9% economic growth was mostly determined by
growth recorded in construction and services, with 4.9 and 2.3
percentage points respectively. The highest growth rate was re-
corded in construction - 35.3%, whereas the industry even
shrank by 1.1%. As a result, the share of the industry in the GDP
decreased by 4.4 percentage points, reaching 20.8%

53% of the GDP was generated due to manufacturing, 36% - due
to services and 11% - from net taxes (excluding subsidies).

Fiscal Sector

During the first six months of 2006, the Government Budget
revenues increased by 20.4% as compared to the revenues dur-
ing the same period of the previous year, thus reaching 24% of
the GDP. The growth rate of expenditures exceeded that of rev-
enues by 2.8 percentage points, thus, resulting in a budget deficit
equivalent to 1% of the GDP.

The increase in Tax Revenues by 19.5% took place mostly due to
increased in Profit tax and VAT revenues by 41.5% and 13.5%,
respectively.

The increase in Expenditures by 36.5% took place due to in-
creased allocations to education and science (36.5%), healthcare
(39.5%), social insurance and social security (21.3%). Mean-
while, allocations to transport, roads and communications sector
increased by 79.5% as compared to January-June allocations of
the previous year.

Procurement of goods and services by the public sector, the
major expenditure area, grew by 19.8%. The largest increases
were recorded in the allocations to the net lending and capital
expenditures (40.8% and 35.1% respectively). Interest pay-
ments on external public debt and subsidies decreased by 5%
and 1.8% respectively.

Foreign Trade

As compared to the same period of 2005, exports of goods
decreased by 0.6% during the first six months of 2006. Simulta-

neously, imports increased by 19.9%, thus, worsening trade bal-
ance by 45.5% (or USD 161 min) and reached 29% of the GDP.
The trade deficit (excluding the humanitarian assistance of USD
29.1 min) equaled USD 484.5 min.

The reduction in both exports and imports of precious and semi-
precious stones, precious metals and products thereof by 17.2%
and 21.3% respectively constrained the growth of both total ex-
ports and imports.

Exports growth was negatively affected also by the decrease in
exports of non-precious metals and products thereof by 9.3%.

The imports growth was mostly determined by increased imports
of cars (vehicles and equipment) by 13.7%, non-precious metals
and products thereof by 7.8%, as well as mineral products and
transport means by 15.3% and 9.2% respectively.

Monetary Sector

According to the preliminary data of the CBA, the Broad Money
increased by AMD 12.2 bln (3.4%) during June, 2006 reaching
AMD 370.8 bln. This was the result of the increases in Cash outside
the banking sector and Dram-denominated demand deposits by
AMD 8.9 bln and AMD 4.4 bin respectively. Simultaneously, FOREX
deposits decreased by AMD 1.3 bin.

As compared to June, 2005, the Broad Money increased by
22.2%, namely, Dram deposits grew by 44%, while FOREX depos-
its - by 1.8%. Despite the continuous “Dramization” (as opposed
to former dollarization) in the economy, FOREX deposits still ex-
ceed the Dram deposits 1.7 times.

Exchange rates

The Dram exchange rate appreciated against all major currencies
during June, 2006, thus, continuing the trends of the previous
month.

The highest exchange rates of USD, EUR and RUR during March
were AMD 427.1, AMD 550.8 and AMD 15.9 respectively. The
largest fluctuation during the month was recorded in the EUR
exchange rate: by AMD 28. Consequently, the average reference
exchange rate during January-June equaled AMD 444 against 1
USD, AMD 545 per 1 EUR and AMD 16 — per 1 RUR.

The Dram depreciated against all major currencies as compared
to December, 2005: by AMD 31.4 against USD (7%), by AMD 7.6
(1.4%) against EUR and AMD 0.2 (1.1%) —against RUR.
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Armenia: Main Macroeconomic Indicators

2003 2004 2005 2003 2004 2005 2006
Real Sector Annual First Half

Nominal GDP (min AMD) 16246 19079 22440 5205 6080 7107 809.5
Per capita GDP (USD) 8744 11134 15246 2763 3373 4746 560.7
Real Growth of GDP (%) 140 10.5 140 155 95 10.3 119
GDP Deflator (%) 46 6.3 32 29 6.7 6.0 18
Inflation (average, %) 47 70 0.6 32 76 23 0.2
Inflation (end of period, %) 8.6 20 -0.2 6.8 45 14 43

Main Branches of Economy (real growth rate, %)

Industry 15.6 22 74 18.8 52 46 -11
Agriculture 42 142 1.2 30 82 10.2 72
Construction 455 15.3 35.1 55.6 1.3 278 353
Transportand Communications 8.3 19.5 132 14.1 159 95 185
Trade and Public Catering 141 10.6 9.6 120 10.2 49 138
Services 8.6 1.7 109 121 185 133 10.8

State Budget (by financing)

Total Revenues and Grants (bln AMD) 2920 3022 3747 1196 1282 1612 194.0
Total Expenditures (bin AMD) 3127 334.0 4175 1256 1351 164.3 2024
Deficit (bIin AMD) 207 317 428 6.0 6.9 31 84
Tax Revenues (% to GDP) 131 13.1 136 179 18.0 18.7 19.6
Total Expenditures (% to GDP) 19.2 175 186 24.1 222 23.1 25.0
Deficit (% to GDP) 13 17 19 1.2 1.1 04 1.0

External Sector

Exports (FOB, min USD) 685.6 7229 9504 31741 3342 4291 4377
Imports (CIF, min USD) 12795 13507 11,7679 6024 6246 7880 951.2
Trade Balance (% to GDP) 212 176 16.7 322 26.8 235 285
Exports Growth (%) 35.7 54 315 415 54 284 0.6
Imports Growth (%) 29.6 56 309 484 37 26.2 199
Ex. rate (AMD / USD, average) 578.8 533.5 457.7 586.5 558.2 462.9 4439
Ex. rate (AMD/USD, end of period) 566.0 4858 450.2 5848 5345 4423 41838

Monetary Sector

Broad Money (end of period, bin AMD) 2338 2859 365.6 1948 2327 3033 3708
CBA Net Foreign Assets (bin AMD) 157.8 149.3 2376 1294 1397 20141 2493
Broad Money Velocity* 6.9 6.7 6.1 2.7 26 23 2.2
Multiplier 2.05 218 1.85 1.92 217 2.00 1.94

* Calculated as a proportion of Nominal GDP to Broad Money.
Source: NSS of RA, EDRC calculations.
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Consumer markets

A 1.2% deflation was recorded in the consumer prices during
June, 2006, including a 2.1% deflation in prices for food products
and 0.2% - in prices for services, whereas the prices for non-
food products grew by 0.3%.

The most prominent decrease in food prices was recorded in
prices for fish products (19.5%), vegetables and potatoes
(14%) and fruits (2.9%). Simultaneously, prices for eggs in-
creased by 1.1%.

Among prices for services, inter-city transportation prices de-
creased by 1.9%, whereas that of communication, telephone

(telegraph) — by 1.5%. Simultaneously, prices for intra-city trans-
portation and tailor services increased by 0.8%.

Among non-food product group, the prices of construction mate-
rials, jewelry, as well as cars and petroleum grew by 2.4%, 1.6%
and 1.3% respectively.

As aresult, the consumer prices grew by 4.3% during December,
2005 —June, 2006, whereas the average prices in January-June
2006 decreased by 0.2% as compared to the prices in the same
period of 2005.

The GDP deflator was recorded at 1.8% for the first six months of
2006.

Yelena Manukyan is EDRC Expert, PhD. She is also the
assistant to the Mathematical Methods and Modeling
chair in the Armenian State University of Economics.
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Statistical Data

Poverty Indicators

Hereby we summarize the main poverty indicators for the last years (the most fresh data). Methodological changes took place in the
calculation of poverty indicators: the presented data is calculated according to the new methodology. For methodological clarifications
please see “Social Snapshot and Poverty in Armenia: Statistical-Analytical Report (based on 2004 Household Survey)”, NSS of RA,
Yerevan, 2005.

For other poverty and social indicators please visit also the website of the Economic Development and Research Center (www.edrc.am),

Economic Database section.

Table 1: Main Poverty Indicators in Armenia

1998/99 2004 2005

Poverty Incidence, % 56.1 34.6 29.8
Extreme Poverty Incidence (extremely poors), % 21.0 6.4 4.6
Poverty Gap, % 17.2 7.4 5.4
Poverty Severity, % 7.2 2.4 1.6
Gini Coefficient by Income Inequality 0.60 0.40 na
Gini Coefficient by Consumption Inequality 0.30 0.26 na
Poverty Incidence, %

Capital City (Yerevan) 58.4 29.2 23.9

Urban Areas 62.1 36.4 30.7

Urban Areas (excluding Yerevan) 65.5 43.9 37.8

Rural Areas 48.2 31.7 283
Extreme Poverty, %

Capital City (Yerevan) 24.8 6.1 3.6

Urban Areas 26.2 7.5 5.3

Urban Areas (excluding Yerevan) 27.4 9.2 7.2

Rural Areas 14.1 4.4 3.2
Poverty Line (monthly average)

AMD 17,663 19,373 20,289

usp* 338 38.9 44.9
Extreme Poverty (Food) Line (monthly average)

AMD 11,210 12,467 13,266

usb* 21.5 25.0 29.3

* The calculations are based on the average exchange rate for the IV quarter of 1999, 2004 and 2005, equal to AMD 522.6, AMD 498.5 and AMD 452.4

respectively.
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Table 2: Poverty by Marzes (percent)

Armenia
Yerevan
Aragatsotn
Ararat
Armavir
Gegharqunik
Lori

Kotayk
Shirak
Syunik
Vayots Dzor

Tavush

1998/99
56.1
58.4
60.5
52.3
41.7
49.9
62.6
61.7
75.8
53.1
34.7
293

Statistical Data

Table 3: Poverty by Gender (percent)

Non Poors

Poors

Very Poors

1998/99

441
55.9
20.9

Poverty Incidence

2004 2005

34.6 29.8

29.2 23.9

35.4 32.3

32.7 30.9

36.0 31.6

41.9 36.8

313 28.8

39.3 34.5

48.8 42.5

36.5 28.9

28.9 19.2

30.5 25.8
2004 2005

Male

65.0 69.9
35.0 30.1
6.4 45

1998/99

21.0
24.8
22.8
13.3
10.2
11.3
30.0
245
33.0
18.7
12.9
9.3

1998/99

43.7
56.3
211

Table 4: Poverty by Level of Education (for 16 years old and above, percent)

Primary or less
1998/99
2004
2005
Lower  Secondary
1998/99
2004
2005
Secondary
1998/99

Non Poors

37.7
62.6
70.1

36.7
57.4

63.0

411
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Poors

62.3
37.4
29.9

63.3
42,6

37.0

58.9

Extreme Poverty

2004 2005
6.4 4.6
6.1 3.6
5.6 3.1
6.4 7.4
6.6 3.8
4.5 2.9
4.5 5.8
9.2 8.7
10.4 4.3
5.9 2.3
4.1 1.8
33 3.8
2004 2005
Female
65.7 70.3
343 29.7
6.4 4.6
Very Poors
23.7
7.2
4.4
27.8
8.7
6.7
24.0




Statistical Data

e o
Non Poors
2004 61.8
2005 65.6
Specialized  Secondary
1998/99 44.4
2004 68.1
2005 73.9
Tertiary  Education
1998/99 55.1
2004 80.5
2005 84.6

Poors

38.2
34.4

55.6
31.9
26.1

44.9
19.5
15.4

—

7.2
5.3

19.4
5.6
3.8

13.4
2.6
1.9

Very Poors

Table 5: Number of Pensioners, Social Pensioners and Persons with Disabilities and Average Size of Pensions

and Benefits

Total number of pensioners, persons
out of the total population, %

Labour pensioners, persons
out of the total population, %

Number of social pensioners, persons
out of the total population, %

Number of people with disabilities, persons
out of the total population, %

Amount of average monthly pension
(excluding military pension), AMD

Number of families covered by Poverty
Family Benefit System, AMD

Amount of average monthly benefit
per family, AMD

Sources:

2001

552,919
14.5

493,776
13.0

47,094
1.2

106,874
2.8
4,574

168,947

7,400

2002

543,646
17.0

485,446
15.2

46,675
1.5

108,361
3.4
5,748

175,743

6,750

2003

543,710
16.9

487,867
15.2

45,258
1.4

111,887
3.5
7,452

179,332

6,319

2004

540,298
16.8

486,019
15.1

44,672
1.4

135,716
4.2
8,672

171,002

7,829

2005

533,288
16.6

479,791
14.9

44,858
1.4

116,269
3.6
9,724

146,726

13,328

“Socio-Economic Situation of the Republic of Armenia for January-September 2006” monthly informational report, NSS of RA, Yerevan, 2006.
“Food Security and Poverty for January-June 2006” statistical bulletin, NSS of RA, Yerevan, 2006.

“Social Snapshot and Poverty in Armenia” statistical-analytical report, NSS of RA, Yerevan, 2005.
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