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STRATEGIC OBJECTXW RESULTS REVIEWS 

Strategic Obiective 1.2: Increased soundness of fwl ~olicies and mana~ement 
practices' 

RESULTS FRAMEWORK NARRATIVE RATIONAL 

A. Transition Hvpothesi~ 

While macroeconomic stability has secured an immediate future for Armenia, improved fiscal 
management is necessary to encourage investment in private enterprise and to permit the 
Government to make capital improvements and provide needed services. The hypothesis 
guiding USAIDIArmenia's activities in the area of fiscal reform is that if the Government 
can generate sufficient revenue and restrict expenditures to essential services and capital 
expenditures, then public and investor confidence will hasten the access to new technology 
and investment which Armenia needs to launch export-driven growth. 

B. ~fitical Assumptions 

USAIDIArmenia's strategic approach to the achievement of SO 1.2 is based on several 
critical assumptions. Perhaps most important is that servicing Armenia's external debt will 
not force the Government to follow inflationary and unsustainable fiscal practices, e.g., 
unsecured loans to state-owned enterprises. Additionally, and particularly critical to the 
effectiveness of USAID's program in support of this strategic objective, is the assumption 
that Armenia's citizens will comply with fairly administered tax laws and regulations. The 
relationship between USAID and the U.S. Treasury must remain collaborative and productive 
(as it has been to date). It is important to note also that SO 1.2 is supported by two 
intermediate results for which IMF programs are solely responsible. These results, focusing 
on the establishment of a national treasury and the continued reduction in non-vital 
government expenditures, are essential if Strategic Objective 1.2 is to be realized. 

C. Causal Linkapes 

The results framework for Strategic Objective 1.2 reflects four principal intermediate results 

1 - 
The SO Team interpreted the statement of Strategic Objective 1.2 in fairly broad terms, moving beyond 

policies and practices to focus on the results of improvement in these areas, i.e., increased government revenues 
and moving towards a balanced budget . Although this is an interpretation which reflects a level of impact 
"higher" than a literal translation of the SO statement might suggest, it is completely consistent with ENI 
Bureau guidance materials (refer to the discussion of SO 1.2 in the ENI Strategic Framework memo of 
February 15, as well as the illustrative indicators list from the EN1 pilot project). 



necessary to the achievement of the SO. The first intermediate result, Improved, 
transparent, executive-based national budget process is implemented, points- to the current 
lack of "an internationally-accepted, market-oriented national budget law." The Strategic 
Objective Team believes that until a transparent and executive-based budget process is 
operational, the GOA will not have adequate guidelines or incentives to make productive and 
appropriate budget decisions and to manage towards a balanced budget. Intermediate Result 
1 is, in turn, supported by a set of intermediate results which focus on increasing the 
capacity within the Ministry of Finance to conduct budget and policy analysis; the 
development and use of new financial management systems and budget models; and, 
increasing the coordination between the legislative and executive branches in the budget 
process. 

Intermediate Result 2 highlights the need for the GOA to continue its reduction of non-vital- 
expenditures, such as cross subsidies to state-owned enterprises. Pursued through IMF 
programs and resources, IR 2 was identified as causally supporting the strategic objective 
because the reduction in unnecessary disbursements will permit the GOA to more efficiently 
target its expenditures. The SO Team did not develop "lower" level intermediate results for 
IR 2 (IMF conditionality currently drives the reduction in deficit spending; the Team 
therefore felt it was unnecessary to define any "lower" level IRs.) 

Increased public compliance with tax laws and regulations, Intermediate Result 3, and 
Increased public participation in the government securities market, Intermediate Result 4, 
both reflect the need to increase governmental revenues in order to facilitate responsible 
fiscal management. Without an increase in revenues, the government will not only be unable 
to direct funds to the many and varied economic and social needs that are extant in Armenia 
today, it will also be subject to greater pressures (political and otherwise) that distort the 
process of developing and implementing a budget. IR 3 is directly supported by two 
intermediate results that address major constraints to tax compliance: lack of public 
confidence in the tax system and an ineffective tax administration and collection system. 
While Mission programs address both of these intermediate results, considerable focus is 
placed on tax administration, particularly in terms of systems for file and pay income tax and 
property tax. Though neither USAID nor any of its partners are currently active in the area, 
the tax code reform is identified as a third supporting intermediate result that is critical to 
increasing public compliance with tax laws. 

Intermediate Result 4 is causally supported by three intermediate results, two of which are 
promoted via USAID resources. The first of these, IR 4.1, aims to increase the capacity of 
the MOF to manage the government securities program, permitting an expansion of the 
program as evidenced by an increase in the types and number of government bonds offered. 
Intermediate Result 4.2 reflects the need to develop and implement a complete and 
transparent set of regulations and procedures for operating the securities program, thereby 
encouraging greater public participation. The final intermediate result in the set recognizes 
the necessity of increasing public access to information concerning the government securities 



program, both in terms of relevant regulations and basic financial information. Currently, no 
partner or USAID activities are in place to support this IR. However, USAID sees this as a 
potentid area of future involvement. 
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PERFORMANCE DATA: BASELINE, TARGETS, AND ACTUAL RESULTS 

RESULT 
STATEMENT 

PERFORMANCE 
INDICATOR 

INDICATOR 
DEFINITION AND 

UNlT OF 
MEASUREMENT 

BASELINE DATA TARGETS AND ACTUAL RESULTS 

Actual 

- 
Actual 

- 
Actual 

- 
YEAR 
= 
95 

----- 
95 

----- 
95 

----- 

----- 

- 
Target - - 
8.0% 

----- 
12.0% 

----- 
10.0% 

----- 

----- 

- 
Target - - 
7.0% 

----- 
12.0% 

----- 
12.0% 

----- 

----- 

- 
Target - 
6.0% 

-----. 
12.0% 

-----. 
14.0% 

-----. 

-----. 

- 
Target 

- 
Target VALUE - 

10.0% 
W F ,  
1996) 

Increased soundness 
of fiscal policies and 
management practices 

1. Budget deficit as a 
% of GDP 

Definition: 
NIA 

Unit: 
% of GDP 

2. Tax revenue a8 a 
% of GDP 

Definition: 
NIA 

Unit: 
% of GDP 

3. % of natl. budget 
decentralized to local 
govt. 

Definition: 
NI A 

Unit: 
% of government 
expenditure. 

Definition: 

unit: 

---------------- 

Armenia S.O. X I 3  
/ 
/ 





m
 

.- 
.c 'Ef .-" 
a
 

.%
 
.- - 

$
3
 a

=
 

0 
'"

3
2

 
3
 

a PE zs 
'2

 
:s .r 

P .: 2 9 
.2 

"
$3- s

f Y
Q

~
 

B
~

B
Z

P
 

~
4
3
.
-
 

I I 
m
 

.- 
s 

I 
,I 

B 
I 

.- 
I 

E
q

 
I 

2 
I 

9
8

 
. 

6
 

.. 
6

4
 

I ..p
g

; 
-1

 
8 

3 
.a 

e 1 
.p

z=
.~

 
'i? 

I . 
0

 * 2
 

.. E 
B

g 2
%

 
I "lr.:. 

.s
t

 
3
 n

 ., 
I ~

~
4

~
8

 
a

n
.- 

c
 

.- 
.$

?
 2

0
m
 

!I%
 

p
:

2
g

 
'E,,, 

= s
r f 

&
 -
2
 

I.$ 8 
..= 3 
=

.+
 rg

 
. 

3
 

;;.p.p- 
t= 

-E 9
 

'5 
&

a
$

$
%

 W
I

S
 







Tax codes are 
conducive to 
accelerated, legitimate 
business activity 

3. ST1 ataff, 
paaiculady revenue 
agents, perform duties 
according to 
professional and 
ethical atandads 

4. Tnining is 
provided to ST1 for 
increasing the 
effectiveness of its 
existing tax auditing, 
collection, tax-payer 
service and 
enfotcement systems. 

1. US taxpayers 
permitted to file for 
foreign income tax 
credit 

2. Other foreign 
taxpayers permitted to 
file for foreign 
income tax credit 

Definition: Code of 
ethics developed, 
implemented and 
enforced 

Unit: 
Date code of ethics 
implemented. 

Definition: Training 
on tax administration 

Unit: # and content 
of tax administration 
courses 

Definition: IRS 
letter of d i n g  
permitting foreign 
income tax credit for 
foreign tax payers. 

Unit: Date IRS 
ruling approved. 

Definition: letter of 
ruling permitting 
foreign income tax 
credit for foreign tax 
payers. 

Unit: Date tax codes 
approved 

Armenin S.O. #13 
/ 
-r 







1.2 NARRATIVE ASSESSMENT OF PERFORMANCE 

Overall Progress: 

During 1992-93, Armenia incurred high fiscal deficits and experienced hyperinflation as a 
member of the disintegrating ruble zone. The Government introduced the dram in November 
1993, tightened government spending and strengthened the Central Bank's independent 
control over money supply and prudential normatives for commercial banks. The balance of 
payments support provided through the IMF's Structural Transformation Facility (STF), the 
World Bank's Institutional Rehabilitation Credit and humanitarian assistance from USAID, 
the European Union and other donors throughout the past three years has permitted fiscal 
policy imposed by the IFIs to be implemented and sustained. The dram has emerged as one 
of the stable currencies in the NIS, with about 5 percent annual fluctuation against the dollar 
in the past 12 months; the dram is fully convertible and there has been a small, real 
appreciation in its value against the dollar. In 1995 and 1996 the Government continued to 
liberalize prices, charge user-fees, downsize the civil service and push ahead with the 
privatization of state owned enterprises. Average monthly inflation fell from over 28 
percent in 1994 to 1.9 percent for the first 11 months of 1995. The fiscal deficit fell from 
56 percent of GDP in 1993 to 16 percent in 1994 and is expected to be under 9 percent in 
1995, principally due to sharp cuts in expenditures. 

In spite of the dramatic improvements due to tight fiscal and monetary policy, the fiscal 
situation remains weak. There is no market-oriented budget process or understanding of 
budget planning at the national level, particularly in the National Assembly; the problem is 
exacerbated at the level of local government where new administrative districts have been 
formed to assume responsibility for local services and capital development. There is no 
national treasury function, which impedes effective fiscal planning and cash management. 
Although Armenia has a liberal trade regime to support private enterprise, tax codes and 
regulations are not liberal enough to attract foreign investment. Even if the tax codes were 
more conducive to private enterprise the administration of the State Tax Inspectorate is weak. 
Citizens are not complying with present tax laws to pay personal and business income taxes, 
and there is too much dependence on a value-added tax which accounts for almost three- 
fourths of all tax revenue. The State Tax Inspectorate (STI) can not carry-out tax collection 
and audit functions efficiently and revenue agents engage in extortion because they are poorly 
trained and paid. Until citizens pay taxes, essential investment in infrastructure and services 
will go unmet and dependence on external financing must continue. The development of a 
broad and deep government securities market, including secondary markets is a high priority 
to restore confidence in the government's ability to finance essential public investment. 
Finally, the lack of accurate fiscal data which is available to the public underscores the 
tentative progress made towards transparent fiscal planning and restoration of public and 
investor confidence in the Republic's economic future. 

ENI's Significant contributions: 



USAID funds two resident US Treasury Advisors--one for to enact the national and local 
budget process and one for government securities programs, including debt and cash 
management systems for the national treasury. 

The Treasury Advisor for Budget has worked with the Ministry of Finance to develop a 
draft national budget law that is modeled after a US state budget system. The draft budget 
law also meets the international budget standards of the IMF. The Ministry of Finance and 
the National Assembly plan to enact the national budget law. USAID, the World Bank, the 
new Ministry of Territorial Administration and the National Assembly completed recently a 
National Forum on Local Self-Government that focused on decentralized fiscal relations 
between national and local governments in Armenia. Two major tasks remain: to develop 
and formalize the fiscal relationships between national and local levels of government within 
the national budget law; and, to begin the large job of developing competence to carry-out 
the budget process and abide with the schedule and fiscal limits of the budget law. USAID 
and Treasury provided US training for key budget personnel in the Ministry of Finance and 
the National Assembly who must develop and implement the budget system for national and 
local governments. 

The Treasury Advisor for Government Securities assisted the Ministry of Finance and the 
Central bank to conduct the first public auctions of short term "T-Bills" to finance 
Government expenditures. The short term interest rates approximate market rates. To date, 
primary investors are mainly institutional. Secondary markets have not been created, 
although work has begun to introduce a registry to facilitate secondary marketing of T-Bills. 
The Treasury Advisor is assisting the Ministry of Finance design and implement a Debt 
Management Unit that will track all government debt and debt-service obligations. This Unit 
will work with the Debt Issuance Unit (i.e., government securities) to set quarterly limits for 
external and domestic public debt and to determine the timing and volume of treasury bill 
sales. 

Personal, property and commercial tax collections increase by 10% by the end of 1997. 
Tax revenue increases can be attributed to the development of legal property registration 
and valuation based on the unijied cadastre system and improvement in the administration 
of the national tax system. 

An improved system of annual budgeting (revenue and expenditure) lea& to greater 
eflciency in the targeting of public expenditure and a reduction in the budget &@it, to a 
level of not more than 7% of GDP by the end of 1997. 

Expenditures for bcal government as a part of the national budget increase from 10% to 
12% by the end of 1997, directly attributable to a decentralized, transparent budget 
process. 



By 12/97 enabling legislation will be enacted to achieve (a) a market in government 
securities; (b) competitive pricing of rents and municipal services within the public and 
private sectors; and (c) improved tax administration that increases revenues of the State 
Tax Inspectorate due to the development of a non-filer tax return, tax payer service 
programs, improved system of audits and the higher standards of conduct of ST7 agents. 

Expected h g m m  Impact by 2000 

Comnnnuing these activities to the year 2000, the Government will have the capacity to 
signijicmly increase budgetary inflows through tax collection and the sale of government 
securities and will totally eliminate subsidies to state-owned enterprises. The new budget 
law will lessen the efect of politics on the budget because there will be a transparent system 
which assigns responsibilities and authorities to national and local governments and 
increases transparent accountability over all expenditures. A m n i a  will be better able to 
track and service its external debt because of its internutionally accepted budget system and 
plan for development. The new national budget system will be based on accrual accounting 
methods and provide instructions on deficit and surpluses, delegation authorities and 
responsibilities and provide penalties fines and imprisonment) for maueasme at nutional 
and local levels of government. National budgeting will be '@nd account oriented, " i. e., in 
addition to general finds, trust finds, or other budget finds will be established to finance 
special development projects (e. g. , highways). 

With the establishment of new national budgeting and treasury Jirnctions and the on-going 
accounting conversion, USAID and the IFIS will finance the installation of an automated 
accounting system in key ministries and industries. This will complete the initial phase of 
planned flscal reform. The next phase will be the reform of the national property system with 
assistance being provided by USAID and the World Bank. Once both phases are completed 
the government will have reorganized and streamlined along Jirnctional lines, achieving 
signijicm jiscal reform. 

An increasing number of citizens will Pie and pay their personal and business income 
taxes creating suflcient revenue to meet debt servicing, capital developments and public 
services. Most important, A m n i a  will have suJicient revenue to provide quality education 
for all of its citizens, including continuing education for its workjiorce and basic education for 
its children. 
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Strategic Objective 1.3: Accelerated development and growth of private enterprise2 

RESULTS FRAMEWORK NARRATIVE RATIONALE 

A. Transition H-vpothesis 

Economic transformation and growth in Armenia can only be achieved with a rapid 
expansion of private enterprise. The hypothesis underlying USAID'S strategic approach 
towards the achievement of Strategic Objective 1.3,is if private enterprise is supported with 
competitive technology, capital and access to markets, then Armenia's highly educated, but 
largely undertrained or inappropriately trained workforce can compete in export and domestic 
markets. The transfer of technology and management that follows from increased investment 
will in turn drive an increase in productivity. A concerted effort to expand both domestic 
and export markets, when coupled with productivity gains, will drive the rapid expansion of 
private enterprise. 

B. Critical Assum~tion~ 
C 

The strategic approach being pursued by USAID in working towards SO 1.3 is founded 
on three critical assumptions. First, that Armenia has a comparative advantage over other 
labor markets because workers may be inappropriately trained, but they have a superior basic 
education, many scientific and technical skills and their wages are very competitive with 
other emerging market countries. Second, that the Nagorno-Karabach conflict and the 
energy and economic blockades will disappear in the next 1-2 years. Third, that Armenians 
can, and want to be, competitive and productive. Finally, Armenia will invest heavily in 
basic education to keep its labor force productive. 

The SO Team inserted an over-arching Intermediate Result (IR I), ex~anded export and 
domestic markets based on its determination that Armenia's best opportunity to achieve a 
robust market economy within the five year framework must be to quickly gain access to 
export markets. Although domestic markets were also deemed important, the population and 
purchasing power of Armenia's citizens are not sufficient in the medium term to catalyze a 
market economy. Achievement of Strategic Objective 1.3 is supported by four principal 
intermediate results. The expansion of markets is in turn causally supported by the 
remaining four principal intermediate results. 

2 The statement of Strategic Objective 1.3 has been slightly modified by the SO Team at USAIDIAnnenia, 
from "private enterprises" to "private enterprise." This modification reflects USAIDIAnuenia's focus on the 
private enterprise sector, broadly speaking, rather than on assisting specificlindividual private enterprises. 



Armenia's first priority will be to make it easy to import new, competitive technology into 
the country (IR 1. 2). This is the model that other countries with transition economies used 
when they found themselves with highly educated workers and no markets or production. In 
Armenia, the Government has selected six priority sectors for export market growth: 
financial services (banking, insurance, trade finance, commodity and currency trading); 
precision engineering and electronics; agriculture and agroindustry (high value horticultural 
products, wine, cognac and mineral water and projects to improve agricultural output); 
infrastructure and utilities (energy, transport and communication); extractive and chemical 
industries (including mining and processing of metals, minerals and construction materials; 
chemical and pharmaceutical production; and, textile garment manufacturing. As Armenian- 
based enterprises become more competitive, they will grow and new enterprises will form, 
both to compete with the growing enterprises and to meet their increased demand for inputs 
and services. IR 1.2 is supported by one intermediate result that aims to establish and 
expand 'external institutional linkages in the areas of applied science, high technology, 
commerce, finance and agriculture, in order to improve the prospects for technology transfer. 

Competitive technology requires financing from two sources--foreign investors who can 
also provide new technology and domestic investors who pledge collateral and cash for new 
enterprise to support and expand the economy. Foreign investment also brings with it 
existing links to external markets, a very important consideration in Armenia. Finally, by 
serving as models, enterprises supported by foreign investment also contribute to 
improvements in the management and technical capacity of domestic enterprises (this 
relationship is presented as a secondary causal linkage in the results framework). Three 
"lower" level intermediate results contribute to the achievement of IR 1.1. These focus 
respectively on, increasing the availability of financial services and products (an IR from the 
results framework for SO 1.4); improving the skills of the existing work force, and; 
increasing investor confidence. Progress towards these three intermediate results, together 
representing one of the two emphasis areas of the Mission's program in support of private 
enterprise, will result in an increase in the level of foreign investment flowing into Armenia. 
One additional intermediate result has a very strong causal relationship to progress towards 
increasing foreign investment - Intermediate Result 1.1.3.1, Improved flamework for 
economic policies, commercial laws and regulations and criminal codes for economic 
activities. To establish an improved enabling environment, the policy, legal and regulatory 
framework is probably the most important aspect, providing the key component necessary for 
increasing investor confidence and, eventually, investment. It is important to note that an 
improved legal, policy and regulatory framework is broadly fundamental to USAID's 
strategic approach in support of SO 1.3 in that it is directly causally related to a number of 
intermediate results. 

Intermediate Result 1.3, Increased access to credit by domestic enterprises, recognizes 
the need to provide capital to indigenous entrepreneurs to facilitate initial investment and 
operating expenses. Greater access to credit will allow for the creation and expansion of 
enterprises by allowing entrepreneurs to tap constrained or latent demand in the domestic 



market (i.e., by supplying products or services which are currently not available 
domestically, or are available only in short supply, but for which substantial demand would 
exist if the products or services were made available). IR 1.3 is causally supported by a set 
of three intermediate results, two of which reflect an important area of USAID activity - 
reform of the property registration process. Real estate is the largest physical asset in 
Armenia and is severely undervalued. The establishment and expansion of a legal system for 
the registration of real property will permit the development of a real estate market. This 
will in turn allow for the valuation of property and the establishment of formal, collateral- 
based lending programs, thus contributing to an increase in the credit accessible to domestic 
entrepreneurs. 

The final principal intermediate result supporting Strategic Objective 1.3 is Increased 
access to aport and domestic markets. Improved access to markets, for example through 
membership in the World Trade Organization, increases the opportunities for private 
enterprise in Armenia to compete and to expand and diversify the markets to which they sell 
their products and services. This may involve finding new markets or reconnecting Armenia 
with its traditional marketing partners in the former Soviet Union. 
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3.50 Team is exploring the possibility of procuring net capital inflow data disaggregated by investment and consumption. 

4. The current priority regarding the economic policy,legal and regulatory framework (PLR) includes the following commercial laws which are included in the draft Civil Code: Contracts and 
their enforcement; types of legal entities, e.g., definition of persons and companies; types of property and ownership rights; and, mortgage and security. Other laws may include commercial 
laws relevant to trade a d  investment, e.g., intellectual property. 

5.Key economic policies for export markets include: protection of intellectual property rights; tariff rates and strugtures; sector studies. Economic policy analyses for initial 1-3 years will focus 
on economic policy analysis required for accession to the World Trade Organization. 

Armenia S.O.UI.3;April 18, 1996;17:29 
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PERFORMANCE DATA: BASELINE, TARGETS, AND ACTUAL RESULTS 

BASELINE DATA RESULT 
STATEMENT 

PERFORMANCE 
INDICATOR 

INDICATOR 
DEFINWION AND 

UNR OF 
MEASUREMENT 

TARGETS AND ACTUAL RESULTS 

- 
Actual 

1998 

Target 

70% 

$5% 

296 

60% 

- 
Actual Actual 

- 

- 

- 

----------- 

- 
Actual YEAR - 

95 

95 

VALUE Target - 
75 % 

50% 

340 

Target - 
BO% kccelerated 

levelopment and 
:rowth of private 
:nterprise 

I .  Private sector share 
~f income in Yerevan 
ncreasee 

kfinition: Share of 
ncome from private 
lector in Yerevan. 

h i t :  % change 
ncome attributed to 
)rivate sector in 
Yerevan. (CEPRA 
lurvey since 1/96.) 

kfinition: 
Share of private sector 
o public sector 
:mployment.. (IMP, 
1996). 

!. Private sector share 
~f employment 
ncreases 

Unit: % change in 
~rivate sector 
:mployment. 

Expanded export and 
lomestic markets 

I. Value of exports, 
n real terms increases 

Definition: Value of 
:xports. 
:CEF'RA projects 
15 % increase per 
fear). 

196.8 US 
Mil. 

Unit: Monetary amt. 

1. Value of private 
lector exports, in real 
e m  incrcsses' 

Definition: Monetary 
d u e  of exports. 
W F ,  1996). 

Unit: Monetary amt. 
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1.3 NARRATIVE ASSESSMENT OF PERFORMANCE: 

Overall Progress: 

Armenia's economy suffered, as did other FSU countries, after independence in 199 1. 
Hyperinflation, loss of markets, depressed industrial output with consequential unemployment 
and underemployment of about 80 percent, collapse of government services sectors and no 
viable banks, the Nagorno-Karabkh war and a trade, transport and energy blockade by 
Azerbaijan and Turkey wreaked havoc with the economy and society. Beginning in January, 
1994 balance of payments support to the Government provided by the IMF and the World 
Bank, including massive humanitarian assistance provided by the United States and other 
donors, helped to ensure macroeconomic stability and institutional reform became possible. 
One foresighted reform was the equitable distribution of more than 60 percent of Armenia's 
arable land and most of the farm machinery and livestock to the country's citizens even 
before independence in 199 1. Although agriculture is close to subsistence levels, agriculture 
accounts for about 56 percent of GDP and employs 80 percent of Armenia's rural citizens. 
Housing stock was also privatized early on, and this has provided USAID a basis for legal 
reform of commercial law and the development of viable financial institutions based on 
collateralized lending. 

While macroeconomic performance has improved and stabilized, microeconomic 
performance has not. Production has declined to less than 20 percent of the levels before 
independence and up to three-fourths of private sector transactions occur in the informal 
economy. There is no doubt that new businesses are starting up and there is an increase in 
personal wealth--but about 10 percent of the citizens of Yerevan, for example, control about 
48 percent of the city's wealth, making Yerevan's income distribution equivalent to Malaysia 
and Argentina. Armenia's archaic trading mentality is working well, however, Armenians 
are trading unused industrial plant facilities for consumer goods which has resulted in short- 
term profit taking. This may be the best use of worn-out, energy-inefficient capital plants, 
however profits and savings from the informal private sector are not finding their way into 
banks for further investment in legitimate business activity. 

The absence of a commercial legal and regulatory framework and a viable commercial 
financial sector remain as large impediments to accelerated growth and development of 
private enterprise. The discussion of financial markets is covered in SO 1.4. While the 
framework for commercial legal reform is included in Armenia's draft Civil Code, the basic 
laws which govern business and commercial transactions will need to be developed quickly to 
encourage domestic reinvestment in legitimate business activity and corollary foreign 
investment. Commensurate with commercial laws and regulations is the need to adjudicate 
commercial disputes. 

The Ministry of Economy established recently a "trade point" which is designed to assist 
foreign investors and domestic firms with products and services. Much more market 



information and trade development and promotion is needed to put new markets within reach 
of Armenian entrepreneurs. 

USAID'S Significant Contributions: 

The expansion of export markets and corollary domestic markets is the primary focus of 
all USAID technical assistance under this Strategic Objective. In October 1993, USAID 
began a business development program that provided business management education and 
association-building that was dropped from the program in early 1995. USAID soon 
discovered that it was a wasted effort to try to jump-start a market economy in the absence of 
markets, especially financial ones. USAID began a three-pronged approach in early 1994, 
about the time that the IMF and World Bank reform conditionalities began to take hold to 
stabilize the macroeconomy. In, 1995, USAID opened Armenia's first commercial lending 
facility; loans were disbursed to small and medium businesses at market rates for the first 
time in recent history. This small and medium enterprise lending program works through 
viable commercial Armenian banks, which also strengthens the ability of the partner banks to 
market other lending programs. To develop the basis for collateralized lending, USAID 
assisted new apartment owners to organize associations and pay for housing maintenance and 
repairs through fees. The registration of new housing associations and building maintenance 
f m s  has proceeded rapidly. The enactment of Armenia's fvst market-oriented real property 

- law in January 1995 provides the basis of legal ownership, rights and responsibilities. Now, 
USAID and the World Bank have begun efforts to develop a property registration program 
which will strengthen lending as owners pledge collateral for business loans. 

USAID enlisted the support of its technical assistance PVOs, the Peace Corps and the 
USAID-funded USDA extension program to focus on markets and to support collateralized 
lending. Now, the major focus of technical assistance is to increase the number of credit- 
worthy entrepreneurs and small business loans. This refocus on credit-worthiness (vs. 
providing general business "advice") has contributed to greater clarity of purpose as we 
dialogue with PVOs, government and business leaders. 

Erpected progress by 1997: 

Technical assistance leads to the adoption of economic policies which establish an 
invesment climate that favors Armenian produced goods and services, utilizing the 
countryS highly-skilled labor force. 9) 12/97 the Government will choose to build or 
repair infastructure which favor its export policies, enact and enforce fairly 
internationally-accepted business laws and regulations, and eflectively solicit foreign 
investment and technology, concentrating on industries and services where domestic 
resources have a comparative advantage. Private$nns begin to compete successfilly in 
export markets by 12/97 with an anticipated 15 % annual increase each year thereafier. 

Commercial laws, regulations and procedures that includes but is not limited to sales 



contracts, commercial paper, bank deposits, letters of credit and documents of title, 
&$nition of persons and companies, mortgage and security are enacted by 12/97. 

Enabling legislation will be enacted and the institutional capacity to register land and 
real property will be established. By 12/97 an efective property tax administration and a 
real estate market will operate as evidenced by a system that oficially records title 
transfers. Commercial banks will use deeds as collateral for lending. The property 
registration system will support both the initial land allocarion process and on-going real 
estate market operations. 17ae informution in the system will be readily accessible to the 
public; registration of properties should be prompt; and, modest fees will be charged for 
the service. The enactment of legislation requiring the certification of real estate brokers 
by professional peers and/or licemure with associated training programs, will occur by 
9/97. The licensing of building contractors will take place by 9/97. 

Expected h g m m  Impact by 2000 

The Government$ policies and institutions will begin to reflect the realities of the 
externul markets in which Armenia must compete, setting the stage for the rapid import of 
new technology to put its skilled labor force back to work. 

r 

Armenia having gained accession to the World Trade Organization in early 1997 will then 
be in a position to establish a favorable trade regime with western markets possessing 
technology it nee& for the production of high technology, fimncial services, light 
manufacturing and the export of high-value horticultural products. USAlDS trade and 
investment program will assist US. and Armenian firms by continuing to reform and/or 
deepen the policy, legal and regulatory framework in a manner that will contlntlnue to 
promote and sustain the growth of the export sector. The program will also assist both 
government and the private sector to establish external institutional linkages in the areas 
of applied science, high technology, commerce, finance and agriculture in order to 
enhance an export led growth strategy. 

Armenia will direct its spending on capital projects to rehabilitate infastructure to 
stimulate economic activity which supports its comparative advantages. 

The &veloprnent of a fonnal real estate market will convince citizens and government that 
markets work: home and land owners will begin to trust a system that guarantees rights 
to the use of property; banks will increase lending because they can collateralize loans 
and foreclose; loan reflows will increase investor conzdence and external investment; 
and, Government will increasingly generate revenues fiom property taxes based on a 
system of tax laws and procedures that are applied fairly. 



ARMENIA SO 1.4 
Apro 8,1906 

Strategic Objective 1.4 NO USAID ROWWCW 

A more competitive and 
market-responsive financial ~0ct0r No USAID or Pwtm Rmarces 

(projsctsdwpdM-d 
Uuru USAlD hvduwnad) 

Timeframe: 2-5 years C 
Inw(nnw: 2-4 
)utnn: IMF EUKACIS, 
BRD 

Putnn: IMF, EUKACIS, 

IR 2: I n c W  pubk 
~ont#ancc h the b.nking 

rptm 

T i :  2-5 Y O U 8  

Pafinam: EUKACIS, IMF 

Timefmm: 1 
Pvtnn: IMF, EUKACIS, 

IMF, IBRD 

Timefrum: 2-5  an 
Putnrr: EUKACIS, IMF, 
IBRD, EBRD 

lhefrmm: 2 5  yam 
Pattnm: EUKACIS, IMF 1 

Putnm: EUKACIS, IMF 

T i i f rum:  2-5 yam 
Putnm: EUKACIS, IMF, 
IBRD, EBRD 

T i :  2-5 yam 
P.rtmrs: EUKACIS, IMF, 
IBRD, EBRD 

A 

- IR 3.2.1: CIpibl mrkots 
M t d n d ~ n d s d  



Strategic Objective 1.4: A more competitive and market-responsive financial sector 

RESULTS FRAMEWORK NARRATIVE RATIONALE 

A. Transition Hywthesia 

Economic expansion and income growth are critically dependent upon the mobilization of 
savings and the ability of financial institutions to function as efficient intermediaries between 
savers and investors. The SO Team believes that an efficient financial sector that offers a 
full range of financial services can attract increased levels of both domestic and foreign 
investment. Investment that moves through intermediary financial institutions will lead to 
more rapid transfer of technology, increased productivity and eventual sustained economic 
growth. USAID'S efforts in support of Strategic Objective 1.4 are based on the hypothesis 
that if there is an increase in the efficiency and viability of private and market-responsive 
financial institutions, then there will be a growth in public confidence in the banking system 
and an expansion of credit for legitimate business development and availability of financial 
services and products--both are needed if Armenia's financial sector is to facilitate an 
expanding economy. 

B. Critical Assumution~ 

Two critical assumptions underlie the achievement of Strategic Objective 1.4: that a 
stable non-inflationary macroeconomic environment persists in Armenia; and that the IMF 
will continue its banking supervision program. Both assumptions contribute to public 
confidence and the availability of financial services and products. The second assumption, 
that, is more narrowly related to the potential for increasing public confidence in the banking 
sector. The IMF's bank supervision program has particular significance as it is the only 
current activity, supported either by USAID or its partners in this area, that addresses the 
critical public confidence constraint. USAID is considering a range of potential future 
activities that would also aim to increase public confidence, e.g., assistance to provide public 
education on banking functions in a market economy, publication of fiduciary financial 
statements and professional standards for commercial bank officers and managers. 

C. Causal Linkages 

As outlined in the preceding discussion, three intermediate results directly support the 
achievement of Strategic Objective 1.4. The first of these, Increased eflciewy offinuncial 
sector transactions, reflects both the technical and economic inefficiencies which exist in 
Armenia's financial sector today. In order for the financial sector to be "market- 
responsive, " it must be able to settle transactions and make payments to customers in a 
timely and accurate manner. Two intermediate results contribute to progress towards more 
efficient financial transactions: improved access to reliable and timely information and the 



installation of a state-of-the-art electronic payment system, a centerpiece of 
USAID/Armenia's financial sector portfolio. 

Intermediate Result 2, Increased public confidence in the banking sector, points to a 
result that is relevant to the achievement of many of USAID'S strategic objectives. Within 
the context of SO 1.4, public confidence is crucial because without it, revenue will not flow 
into financial institutions or into the sector as a whole. Whether it be in the form of savings 
(including remittances), loan reflows, etc., money must consistently flow into the financial 
sector if the sector to become deeper and broader and thus better able to serve the needs of a 
growing economy. Perhaps the primary determinant of the rate at which savings flow into 
financial institutions is public confidence. Directly contributing to IR 2 are three "lower" 
level intermediate results, none of which are supported by USAID resources. Perhaps the 
most important of the three is IR 2.2, which focuses on improving supervision of the 
financial sector. As stated previously, USAID is considering medium-term options for 
addressing additional components of the public confidence equation. 

A financial sector cannot be competitive or market responsive if it does not offer an adequate 
number and variety of financial services and products. Intermediate Result 3, Increased 
availability offinancial services and products, explicitly captures the need to expand the 
range of services available to enterprises, investors and depositors. Without a threshold level 
of investment, borrowing and savings options, potential actors will not enter the financial 
marketplace. Intermediate Results 3.1 and 3.2 address the two major obstacles which 
currently limit the availability of financial services. IR 3.1 aims to increase the capacity of 
financial institutions to manage and lend, while IR 3.2 focuses on increasing capital flows 
into the sector through the creation and expansion of capital markets. 

A fourth intermediate result, though it does not have a direct causal relationship with the SO, 
is equally as critical to the achievement of the SO 1.4, Improved policy, legal and regulatory 
framework. Intermediate Result 4 ,  contributes to the achievement of intermediate results in 
all three "stems" of the results framework and forms the foundation upon which the 
Mission's strategic approach to financial sector strengthening is built. New banking laws 
which may require USAID and other donor assistance include financial disclosure (sunshine 
laws), share registries, collateral, prudential normatives and secured transactions. 
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continuing education 
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PART 11: PERFORMANCE ASSESSMENT 
Table 1 - Performance Data 

Baseline. Targets and Actual Results 
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1. Value of financial 
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Definition: Liquid 
and fixed assets and 
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financial services 

Unit: Monetary 
value 

2. Financial sector 
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Definition: 
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1.4 NARRATIVE ASSESSMENT OF PERFORMANCE: 

Overall Progress: 

There is presently very little confidence in the banking system. During 1993 and 1994, 
several "Ponzi" schemes resulted in depositor runs, and about two-thirds of all commercial 
banks were dissolved by the Central Bank. More than two-thirds of all commercial banks in 
Armenia have less than $1 million dollars in capital assets. The Central Bank of Armenia 
(CBA) is the most important Government financial institution working towards economic 
restructuring at this time. The CBA has been completely restructured: enthusiastic, 
knowledgeable officers enforce existing bank laws and regulations and continue to nudge 
weak banks out of business. The installation of a modern electronic payments system will 
become the basis to communicate accounting, payments and settlement decisions among 
domestic banks and to corresponding banks overseas. There is hope that the electronic 
payments system which will operate throughout Armenia by the end of 1996 will become the 
model of the FSU and could be used to train other country's banking sectors. 

However, reform in the commercial banking sector is minimal at this time. Commercial 
banks are undercapitalized and their officers are undertrained. A large portion of 
commercial banks' assets are fictional or underperforming. The IMF and the World Bank 
have placed priority on strengthening banks' capital base by revising loan-loss regulations for 
write-offs and stopping dividend payments from unrealized gains or from banks that do not 
meet prudential requirements. Work continues to improve the legal framework for banks, 
however, financial legal reform is not well-coordinated between the Government and the 
National Assembly, exacerbated by the general lack of knowledge about market-oriented 
bank laws and regulations. 

Real interest rates for commercial loans remain high (30-40 %/month) and short term, 
and commercial banks still require 100 percent or more in highly-liquid assets as collateral. 
Hence, the informal sector continues to be the lender of choice. However, real interest rates 
should decline in the next three to five years as monetary policy tools and legal reforms 
begin to take effect and commercial bank officers increasingly learn market-oriented bank 
management and lending procedures. Banks, depositors and lenders will soon need a system 
of economic courts to provide lenders, savers and borrowers with legal recourse. Finally, 
the commercial banks must convert to international accounting systems to comply with 
central bank requirements, conduct financial transactions with foreign 
corresponding financial institutions and carry-on domestic banking operations in a more 
accountable and transparent manner. 

Midland Bank of Hong Kong opened a commercial branch in Yerevan in early 1996-- 
savings deposits for the first week exceeded $600,000, mostly from small depositors. 
Therefore, it appears that gaining public confidence is possible if western banking services 



are offered. Midland will focus on financial services (e.g., savings deposits, ATM); and 
lending will commence in the future. 
EM'S Signit"~cant Contributions: 

USAID, the European Union and the World Bank have cooperated to design and 
implement a modern electronic payments system for the Central Bank and the commercial 
banks. The payments system should be fully operational within Yerevan's commercial banks 
by mid-1996 and throughout Armenia by the end of 1996. 

A USAID-funded grantee opened Armenia's first commercial lending facility in Armenia 
in August 1995 for small and medium-sized enterprises. To date approximately 20 loans 
worth $400,000 have been made to manufacturers and agroprocessing firms. USAID's 
program works through two commercial banks, thus strengthening management skills and 
providing lending experience to bank officers; additional banks will be added as loan reflows 
permit expansion. 

A USAID-funded contractor began implementation of the conversion of the Soviet-era 
accounting system to an internationally accepted accounting system in 1996. Under its 
program, USAID and the Ministry of Finance will design, install and test accounting 
practicks and supporting automation systems and rules which comply with codified 
international practices. USAID's program will cooperate with the IMF's accounting system 
which is being installed concurrently in the Central Bank. Accounting conversion training 
will include selected state-owned and privatized enterprises to provide a full range of clients 
and further testing of the accounting model and training materials. 

USAID began a commercial bankers' training program in 1994. This bankers' training 
program was premature in that the market-oriented reform instituted by the CBA was not in 
full-effect and the amount of investment capital to lend was virtually nil. In 1996 USAID 
will redesign its bankers' training program to focus on commercial lending and other 
financial services to be provided by commercial banks, now that the Central Bank can 
provide the necessary prudential support and control of the commercial banking sector. 

Expected Progress by 1997: 

Value offinancial sector assets (or services) will increase 5-10% by 12/96; the value of 
ofl-shore financial investment as a total of all Pnancial sector investment funds will 
increase by 10% by 12/%. 

All commercial banks within the EPS network will meet by 12/96 the requirement to 
clear commercial transactions utilizing the EPS; three working days is the Government 
target, but this may not be possible um'l 1998. 50% of commercial banks subscribing to 
the EPS will request and utilize financial markets information available through the 



system by 12/96. 25% of commercial banks subscribing to the EPS will use the system 
for overnight capital markets. 

The commercial banks involved in training on accounting conversion will adopt 
internationally accepted accounting system by 9/9Z and, the W A  willfully adopt the 
IMF Chart of Accounts by 1/97. 

Fzjiy percent of all commercial banks who receive training and other technical assistance 
will ofer basic western banking services including savings instruments and risk lending at 
afordable market rates by 12/97. 

Two-thirdr of all commercial banks having participated in the training on the new systems 
of porffolio management and lending procedures will be in compliance with Central Bank 
pnrdential requirements by 12/97. 

Several targets for 1997 are ambitious and could be extended into FY98. With additional 
fmab available for banker training a more extensive training program could be implemented. 
In addition, subsequent to the implementation of the accounting conversion and banker 
training, USAID could address bank regulation, tax issues, and training of regulators, thus 
leading to more viable, eflcient commercial bank operations. 

Expected Program Impact by 2000. 

It is expected that USAID activities in support of competitive financial markets will have 
contributed to improving the enabling environment for the growth of private enterprise. 
Access to credit by domestic enterprises at aflordable market rates and afull range of 
financial services and products at competitive prices will result in increased confidence in the 
commercial banking sector and increased investment in industry, agriculture and business 
oriented services. 

After 9/97, USAD plans to expand its bankers' training program and will also seek to 
attract western b& to establish operations in Armenia. As private investment increases 
USALD will develop a trade and investment program to assist Amnian businesses import 
technology and management from the United States to enhance their productivity and 
competitiveness in external markets. Increasingly, foreign businessmen residing in Armenia 
will become the major source of both technical assistance and capital to enhance Armenid 
comparative advantage in both production and external trade. 
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Strategic Objective 1.5: A More Economically Sustainable and Environmentally 
Sound Energy Sector 

RESULTS FRAMEWORK NARRATIVE RATIONALE 

A. Transition Hypothesis 

While the Armenian power sector is past the crisis mode of operation that characterized 
1992-1994, it is now entering into an important phase of developing and implementing short- 
to mid-term energy policy. The Mission believes that the restructuring steps being taken by 
the Ministry of Energy should continue to be supported by USAID and its implementing 
contractors. The hypothesis guiding USAID'S activities in the energy sector emphasizes the 
need to support its commercialization and privatization efforts while simultaneously providing 
the Ministry with the hardware and systems for improving its technical and economic 
efficiency focusing on increasing the collection of revenues. 

B. Critical  assumption^ 

USAID's approach to achieving SO 1.5 is based on one assumption. It is that the energy 
sector is fundamentally capital intensive and USAID's financial resources can only offer 
limited support for commodity procurements. USAID needs to focus primarily on providing 
technical assistance (T.A.) in areas mutually agreed with the Ministry of Energy or on 
leveraging loans/grants from other multilateral organizations such as the World Bank and 
EBRD. It is important to note however that USAID'S ability to fund even partial commodity 
assistance is important because: a) it is appreciated by the Armenian government; b) it often 
provides critical as well as valuable task jump-starts (e.g. funds for meters); and c) this type 
of assistance differentiates USAID from other organizations only providing T.A. (such as 
EU/TACIS for example). 

C. Causal Linkages 

The results framework for Strategic Objective 1.5 reflects four principal intermediate results 
necessary to the achievement of the SO The first intermediate result, Increased Use of 
Improved Conservation Technology, addresses the problem of inefficient use of energy in 
industry, commerce, and residences due to poor maintenance, outdated technology, and 
relatively low tariffs combined with poor collection rates. Intermediate Result 1 is further 
supported by a set of intermediate results which will result in the enactment of a Energy 
Efficiency Law; reductions in energy use based on the elasticity of higher electricity prices, 
the results of a model task which will monitor the results of installing energy saving 
equipment and measures in 6 selected industrial sites. USAID funded the analysis and 
procurement of the equipment and is working closely with an EUITACIS contractor in 
monitoring the results. USAID is working closely with the World Bank and the Ministry of 
Energy to gradually incorporate different elements (O&M, debts, etc.) in calculating tariffs. 



Such changes will result in recovering perhaps 60-70 percent of operating costs at the retail 
and wholesale levels. 

Intermediate Result 2, Increased Private Participation in the Power Sector, highlights the 
need for the Ministry of Energy to obtain new sources of capital investment, management 
know-how and to decrease state subsidies to the ailing power sector. Privatization can assist 
in catalyzing this and will require two other intermediate results: a restructured, "unbundled" 
power sector and ratiJied laws related to privatization and other actions in the energy sector. 
The Ministry of Energy has already completed the first phase of restructuring by splitting 
Armenergo into generation, transmission, and distribution companies. Additional support is 
needed to complete and consolidate this process. An enacted energy law will provide the 
framework for additional subsector laws, provide a basis to boost investor confidence, and 
commit the GOA to establishing an independent regulatory agency. At this time, USAID is 
not providing resources to improve privately ownedjkl supply enterprises although it may 
be an area of interest in the future. 

Increased Technical/Economic Eflciency in the Power Sector, Intermediate Result 3, reflects 
the need to seriously review and address technical and economic issues affecting reliable 
service. It is based on six intermediate results: market driven energy tan$?? in place; an 
effective and progressive regulatory agency; reliable sources of oil, gas, and other@ls; 
reduced technical and non-technical system losses; improved metering and collections; and 
implementing intetnat2'onally accepted accounting standards in the generation, transmission, 
and distribution companies. 

Increased Use of Cost Effective Renewable Energy Sources is Intermediate Result 4. It 
focuses on the need to increase the energy mix in Armenia with environmentally safe 
renewable energy sources. USAID is providing engineering and financial technical assistance 
in preparing detailed data on hydro power plants most likely to qualify for multilateral loans 
from the EBRD and World Bank. USAID sees this as an area for increased future 
development. 
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1.5 NARRATIVE ASSESSMENT OF PERFORMANCE: 

Overall Progress: 

The Ministry of Energy has begun restructuring the energy sector. Armenergo, the state- 
owned electric utility, has been divided into generating, transmission, and distribution 
companies. The GOA expects that these companies will eventually be partially or fully 
divested. Plans are also underway to restructure Armgas into two state enterprises 
(transmission and distribution). The restructuring will be an on-going process with plans for 
spinning off non-power production enterprises (design, construction, etc.) into private joint 
stock companies. It is planned that in the next 5 years the power companies will also be 
candidates for privatization. A major problem has been the shortage of funds for purchasing 
fuel, plant maintenance and plant rehabilitation. While some rehabilitation needs will be met 
by upcoming World Bank loans, part of the solution to this problem is to increase tariffs and 
dramatically improve metering and collection functions. Continued assistance in the 
restructuring and privatization of the energy sector will be provided by USAID as the 
Ministry of Energy implements its restructuring plan. 

ENI's Signifkant Contributions: 

To date, USAIDB energy program has assisted the Ministry of Energy in achieving some 
major accomplishments in the restructuring of the energy sector. Armenergo, the power 
utility previously responsible for electricity generation, transmission, and distribution has 
been effectively broken up. Its current responsibilities involve primarily transmission, 
dispatching, and some limited power generation. Approximately 5 1 distribution companies 
have been established as separate state enterprises and it is expected that in 1997, these firms 
will be consolidated into ten joint stock companies open for partial or full privatization. The 
same is planned for the two to three generation companies. ' USAIDB 1997 program will 
build on these accomplishments and continue in assisting the Ministry of Energy in its reform 
efforts. 

Expected Progress by 1997 

The USAZD energy program is expected to leverage other donor support and the W A ' s  
own activities in order to achieve by the end of 1997 a 10.15 percent increase in overall 
industrial eflciency, a 5-1 0 percent increase in energy production, and a 15-20 percent 
decrease in energy consumption at the generation, transmission, and distribution level. 

1-2 new mini-hydro plants will have been privately financed by 9/97, thus establishing a 
framework for private power projects. An existing t h e m l  or hydro power plant and 
selected distribution companies will have been privatized by 9/97. 



With assistance from USAID, the draft energy law will be passed by Parliament by June 
19%. Power purchase agreements will be developed and in use between the generating, 
transmission, and distribution companies. Additional legislation, such as a petroleum 
law, will be drafted and presented to Parliament by 9/97. An eflectiveand progressive 
nutional regulatory commission will be established by the end of 1997. 

Selected generating, transmission, and distribution companies will continue the process of 
restructuring begun in 19% and will have begun training in accounting conversion wing 
intentan'onally accepted accounting system by 9/97. 

Electric bill collections, using USAID financed metering and billing systems, will have 
risen from an average of 30% in I995 to an average of 70% by mid-1997. Com'nue tang 
reform which will increase recovery of O&M,including debt and depreciation. 

Commodities and technical assistance in support of industrial/residenttntla1 energy 
conservation and the creation of an energy services sector should, assuming no decline in 
GNP, decrease the energy intensity of the economy to about 1,400 kgodcapita. 
Assuming an end to the embargo and regional conflicts, current power generation should 
increase from 17-18 million kwh/day to approximutely 22 million kwh/day. The Gwnwh 
Hydro Power Plant (HPP) and the Kanuker HPP rehabilitation projects along with a few 
smaller HPP projects supported by USAID will provide approximately 2.5 million 
kwh/day. 

With respect to technical system losses, there are now about 20-30% technical and non- 
technical losses at the generation, transmission, and distribution levels attributable 
largely to the absence of maintenance and electricity theft. The enhancement of 
generation capacity and the rehabilitation of both transmission and distribution systems, 
improved collection systems will increase system stability and thereby decrease technical 
losses to about twelve to PJteen percent. USAID will be instrumental in improving 
metering and collections in the power sector. 

Following initial privatization eforts, it is anticipated that assistance fiom the World 
Bank and USAID should result in the implementation of at least 1-2 independent private 
power (IPP) projects. Also the State Electric Utility, Armenergo, will be reorganized 
with certain generation, transmission and distribution facilities partially or fully divested. 
Training for conversion to internationally accepted accounting standards will have been 
completed at selected power generation, transmission, and distribution companies. 

Expected P m g m  impact to the Year 2000= 

USAID, in coordination with TACZS, should provide technical assistance, soJhuare, and 
hardware in such areas as methodologies of calcuZating tar&$ rates, conducting depreciation 
studies, and in the development of a viable local capital market which can be tapped for 



energy sector investment. Such assistance will be required since it is anticipated that tan$? 
based revenues combined with international assistance will not be adequate t o m  all 
necessary rehabilitation and new project requirements. This will be the case if the W A  
i n t e d  to close the Medzamor nuclear power plant and replace the lost capacity with new 
power plants. 

USAID should continue to ofer assistance to the Ministry of Energy to achieve the goals 
above as well as to encourage additional privatization in the gas and electric sector. 
Although up to 175 MW of private power projects should be on-line by 2000, the Ministry of 
Energy will require additional assistance to develop a transparent methud for the 
privatization of existing thermal and hydro plants. 

Continuing technical assistance in developing contracts and a broad legal framework will be 
especially beneficial for new joint stock companies and should help to promote foreign 
investment. A transitional regulatory body should be moving towards increased independence 
from the Ministry of Energy and Ministry of Economy by 9/98. Furthermore a scope of work 
for a pre-loan analysis of the district heating system which remains salvageable should be 
completed by 9/98. The results of this pre-loan analysis should enable the W A  to receive 
credit from the World Bank or the EBRD. 

The major state owned energy enterprises (Armenergo, Armgas, etc.) will have divested 
some of their non-energy units, and distribution companies and will have completed 
restructuring eports by 9/98. The financial system at the power and gas companies shuld 
also be finctioning according to international accounting standards. In addition, a 
modernized national billing and collection system is expected to be in place by FY 2000. 

With regard to indigenous sources of energy, the USGS will have completed its coal 
exploratory program with the resulting data made available to public and private developers. 
USAIDJ support in the oil sector, including the seismic analysis and a petroleum law, will 
set the stage for a promotional campaign targeted to foreign oil companies if reserves are 
large enough. A m n i a  should also focus on developing its alternative energy resources 
especially solar water heating which can decrease t h e m 1  and electric loah as well as 
provide an environmentally preferable method of heating water. 
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Strategic Objective 2.1: Increased, Better-Informed Citizens' Participation in 
Political and Economic Decision-Making 

RESULTS -WORK NARRATIVE RATIONALE 

A. Transition Hypothesis 

Increased access to information, the establishment and enforcement of civil and economic 
rights, a stronger belief on the part of citizens in the efficacy of social action, and greater 
confidence in political institutions will produce more informed popular participation in the 
policy-making process. 

B. Critical Assumptions 

. There is no worsening of the broad enabling environment for political 
organization/mobilization and press freedom. 

. The National Assembly can play a meaningful role in the political process, not 
withstanding its constitutionally circumscribed authority. 

I 

. There is no further significant erosion in overall economic conditions, which historically 
has tended to retard the growth of civil society and citizen participation in decision- 
making. 

C. Causal Linkages 

The legacy of Soviet autocratic rule has left the vast majority of the population cynical about 
and indifferent to politics. The problem of passivity is compounded by the Armenian 
Government's authoritarian tendencies, comparatively weak parliament and judicial branch, 
and protracted economic difficulties which generally steer citizens' attention away from the 
public realm. Strengthening Armenia's fragile democratic process depends in part on the 
capacity of intermediaries, primarily political parties and non-governmental organizations, to 
aggregate and promote citizen interests and thereby provide both a vehicle for popular 
participation and a stronger belief in the utility of such action. 

The challenge confronting the Mission in this sphere is a long-term one that involves 
overcoming widespread skepticism about the basic integrity and effectiveness of state 
institutions as well as deep seated doubts about ordinary citizens' ability to effect change in 
policies which touch their lives. There is a Catch-22 here: citizens are unlikely to become 
involved in the political process in significant numbers until they sense that government 
institutions are willing and able to be responsive to their needs, but these same institutions 
are unlikely to be responsive until there is organized pressure from below. The creation of 



mechanisms for eliciting public input which then influences policy decisions ultimately will 
be necessary to achieve the SO Greater transparency can also be expected to contribute to 
more public confidence in the political process. 

Significant progress toward accomplishing the SO depends on two other conditions being 
met. First, improved access to and availability of information is essential if Armenian 
citizens are going to become knowledgeable participants in the policy-making process. This, 
in turn, requires a robust and professional independent media and a commitment on the part 
of the executive and legislative branches to make readily available to the public critical 
information on laws and regulations, budget matters etc. Non-governmental organizations, 
especially with those with analytical and research capacity, also can play a role in informing 
citizens and elevating the level of public discourse. 

Lastly, growing citizen participation in political and economic decision-making is contingent 
on the enactment and fair and effective enforcement of laws guaranteeing citizens full civil 
and political rights. Inadequate enforcement not only raises the potential risk of political 
involvement to unacceptably high levels, it also erodes public confidence in the rule of law 
and the political system more generally. Any of these developments threaten to weaken 
further Armenia's fledgling democracy. 
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2.1 NARRATIVE ASSESSMENT OF PERFURMANCE: 

Overall Progress: 

As noted in the Problem Analysis of the Strategic Plan, the period leading up to the July 
1995 parliamentary elections and constitutional referendum, and the elections themselves, 
indicated a marked turn from the progressive path to democratic institutions that Armenia 
had been on prior to December of 1994. Many elements of Armenia's burgeoning civic 
society suffered setbacks, including political parties, the NGO community, and independent 
media. However, signs of recovery of a strong, albeit unfocused, civic society have been 
visible in the last six months. 

The National Assembly itself, mindful of the constraints noted above, has been making 
small but impressive strides towards functioning as an independent legislature. Although the 
vast majority of elected deputies are of the ruling ANM Party, or an affiliate through faction, 
there is one avowedly opposition faction, and groups of "non-affiliated" deputies (those who 
were elected on the majoritarian ballot, rather than party list) who have begun to speak with 
an independent voice on areas of legislation or legislative practice of particular interest. 
Deputies appear both interested in developing relationships with their constituencies, and in 
leami* more about western parliamentary practices, particularly as relates to committee 
structures and hearings. Though the current legislative agenda is unrealistically ambitious, 
and not particularly well prioritized, deputies are taking their roles as legislators seriously, 
and are open and eager for western advice and expertise. 

Despite the constraints noted in the Problem Analysis, the development of an active non- 
governmental sector in Armenia is slowly coming to fruition. Humanitarian assistance NGOs 
are making efforts to better coordinate their activities, and are showing an interest in the 
larger issues of democratic reform. There are currently only a handful of strong advocacy- 
oriented NGOs, such as the human rights organization Avangard, and the equally active, if 
slightly less progressive, Young Lawyers' Union. However, as the political environment has 
cooled somewhat since the December 1995 shutdown of the Dashnak party, civic 
organizations have begun to recognize the role they might actively play in a democratic 
society. Contact with more advanced NGO entities and communities - both postSoviet and 
western - has proven to be a boost to Armenia's non-governmental sector, in allowing 
glimpses of the potential for civic participation in the country's struggle towards democratic 
transition. Though much will be required to nurture and sustain the growth of an NGO 
sector motivated and capable of playing a role in public policy debate, a foundation, albeit 
weak, is in place. 

The political "cool-off" of the last six months has been particularly positive for the 
independent media sector: existing independent print and television outlets have been 
producing openly critical pronouncements of government activities, and both existing and 
new outlets (particularly television) have begun to recognize the role of investigative 



journalism in a democracy. Though skills for this type of activity, both technical and 
creative, are still limited, the desire to provide quality western-style news coverage exists, 
and appears to be growing. The only current government impediment to this type of growth 
is not censorship or threats thereof, but the government monopoly on the technical needs of 
media, i.e. printing press, television and radio frequencies, etc. Though this is still a serious 
obstacle, the government has made promises to privatize media technology within a year's 
time. 

ENI's Significant Contributions 

Work with independent television stations throughout Armenia over the last six months 
has led to the development of an independent television network, a stronger understanding 
and capacity for objective professional journalism, technical improvements, improved 
managerial skills and focus on financial sustainability, and broad discussion of the 
importance of cooperation and journalistic ethics. 

Work with NGOs over the past six months has focused on capacity building, including 
advocacy and democratically-oriented NGOs. A core group of NGOs has been encouraged 
and strengthened in their pursuit of democratic reform initiatives, and have actively lobbied 
the GOA on several occasions related to legislation and decrees which might suppress civic 
participation, with some success in particular on work to revise the new NGO law. (SO 3.2) 

Parliamentary development work over the last three months has been aimed at enhancing 
the capacity and transparency of the National Assembly. In addition to developing working 
dialogues with NA factions, a series of workshops have been developed, focused on 
constituency relations, effective coalition building, and the importance and utility of public 
hearings. 

Work over the last three months with drafters of revised electoral laws has had 
impressive results: by first reading in the National Assembly, 4 out of 10 recommendations 
for improvement of transparencylefficiency/faimess within the electoral process have been 
incorporated into the new presidential and municipal electoral laws. 
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Strategic Objective 2.2: Legal Systems that Better Support Democratic Processes and 
Market Reforms 

RESULTS FRAMEWORK NARRATIVE RATIONALE 

A. Transition Hypothesis 

Enactment of effective and fair laws and regulations that protect civil and economic 
rights, fair, equal and timely enforcement of those laws and regulations, and citizen respect 
for those laws and the legal institutions which uphold them, will produce legal systems that 
better support democratic processes and market reforms. 

B. Critical Assumptions 

. There is no further significant erosion in overall economic conditions: such a downturn 
would 1) limit the numbers and attention of reformers and concerned citizens in the legal 
reform process, and 2) make unlikely significant increases in foreign investment and 
domestic entrepeneuralism crucial for continued and sustained commercial legal reform. 

. There is no resumption of large-scale conflict over Nagorno-Karabakh. 

. Donors such as the Germans currently, and the World Bank in future, will maintain a 
steady financial commitment to legal reform projects which complement and build upon 
USAID assistance. 

C. Causal Linkapes 

For a new legal infrastructure in Armenia to be firmly rooted in the principles of a rule 
of law system which supports democratic processes and market reforms, it will be necessary 
that the system be based on sound democratic market-based laws and regulations which are 
fairly and effectively enforced and respected by Armenian citizens. 

For those laws to be developed and enacted, Armenia's National Assembly must have the 
capacity and the independence to produce such legislation, including access to resources such 
as international laws, etc, and skilled deputies and staff. The new constitution provides a 
weak base for full protection of human and civil rights, but implementing legislation for 
those provisions which are included would do much to rectify the inherent weakness of the 
constitution. The main foundation for Armenia's commercial legal infrastructure - its 
economic constitution so to speak - will be it's new civil code. For economic growth and 
activity to develop in a rational, reasonably unhindered fashion in Armenia, and for Armenia 
to be able to successfully participate in the world market, this new civil code must be 
acceptable to western financial partners, and particularly, adhere to the IF1 (International 



Financial Institutions, World Bank, IMF, etc) conditionalities, and conditionalities for 
accession into the WTO (World Trade Organization). 

Not only will the laws put in place need to be appropriate to support a sound legal 
environment, they must be properly enforced. Armenia's soviet legacy presents a 
particularly difficult obstacle here: 75 years of "telephone justice", that is, party leaders 
telephoning procurators, procurators telephoning judges, and a "suitable" verdict and 
sentence passed has left a totally bankrupt judicial and criminal justice system, with few 
appropriately trained practitioners, and substantial pockets of corruption and grabs for power. 
The constitution does not provide for an independent judiciary: it allows the President to 
nominate directly or indirectly judges at all levels of the court system. There is room 
however for the gradual development of judicial independence, both on a legislative and an 
institutional basis. All members of the legal profession must be retrained in western legal 
concepts, and in their own new economic laws. The administrative capacity of the courts 
must be developed -such capacity is currently non-existent. The procuracy, which maintains 
much of its former power both in the letter of the law and in practice, must be restructured 
and retrained, to function as integral "team-players" in the criminal justice system, rather 
than arbitrary rulers. Finally, the new criminal code and criminal procedure code must be 
based on the sound protection of the rights of the accused, as well as ensure efficient 
processes. 

One of the main obstacles to the long-term success of the above two areas of reform is 
the profound level of distrust Armenian citizens have, particularly for the judicial system, 
and often fear of the procuracy itself. Under soviet rule, not only were citizens 
disrespectful of a legal system which they recognized as inherently unjust, many felt that to 
thwart the law was a positive moral statement, in effect subverting the system itself. It will 
be a long-term process to change the society's attitudes towards the law and its keepers. 
Though the above two areas will promote a greater respect from citizens by proving that 
these institutions can support and protect their constituents, greater government transparency, 
and the establishment of non-partisan non-governmental "watchdogu groups, will more 
quickly bring about greater citizen ownership of their own legal infrastructure. 



Armenia 2.2 PERFORMANCE DATA: BASELINE, TARGETS, AND ACTUAL RESULTS 
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2.2 NARRATIVE ASSESSMENT OF PERFORMANCE: 

Overall Progress: 

The National Assembly and its permanent committees have been active in soliciting 
advice and comments from international legal experts on a range of legislative acts pending. 
Their is a realistic recognition on the part of individual deputies, committee chiefs and 
parliamentary leaders that their skill levels are currently unequal to the task at hand. On the 
commercial side, though much initial legislation had been haphazard and inconsistent, recent 
iterations of the same laws have been painstakingly crafted to fulfill IF1 conditionalities; this 
precedent may do much to increase the level of professionalism on more civil-oriented 
legislation. Finally, the executive branch, since the establishment of this new parliamentary 
membership (and its inherent ruling party leaning), has not taken the measure of interference 
in legislative processes that it has by right of the constitution to take. Whether this is 
because the National Assembly has yet to push forward legislation at odds with the 
executive, or whether there is a limited degree of respect for the independence of the 
institution itself remains to be seen. 

Though the judicial system is in shambles, and is not as yet, as noted above, supported 
by appropriate legislation, again, political will seems to be strong to move forward with 
reform and restructuring. The constitutional court, after much delay, has been appointed, 
and it's role and responsibilities are currently under discussion on all levels of government - 
ministry of Justice, the National Assembly, and judicial incumbents themselves. Judges and 
legal practitioners appear to be receptive to western legal concepts and practices, and eager 
to absorb those international norms which best suit Armenia's situation. 

No progress can be seen on the front of citizen respect for legal systems. Not only is 
there no trust for the judicial process, there is a pervasive fear of the procuracy, based on 
both the Soviet legacy, and continued manipulation of the legal system. Citizens' also appear 
to be fairly skeptical about their elected officials' capacity and will to reflect their interests in 
developing the laws of the land; and where there is not skepticism, there is at least apathy. 

ENI's Significant Contributions: 

Work over five months on advising the drafters of the Civil Code, resulting in draft Civil 
Code of high qualityhased in large part on international democratic and market norms; 

Judicial conference in July 1995 brought judiciary together to discuss issues of 
commercial arbitration in a market system, court reform, judicial ethics and independence; 

Judicial training program to begin September, 1996. 
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Strategic Objective 3.1: Reduced Human Sufferning and Crisis Impact 

RESULTS FRAMEWORK NARRATIVE RATIONALE 

A. Transition H-thesis 

As a result of the 1988 earthquake followed by economic deterioration associated with the 
break-up of the Soviet Union and a trade blockade, there is a large proportion of the 
population who live below the poverty level. According to the United Nations, the cost of 
food alone to sustain an average Armenian family is $141 per month, whereas the average 
wage is about $4-5 per month. Remittances from the diaspora, massive humanitarian aid and 
income from informal economic activity, as well as reliance on extended families have been 
essential to survival. Until economic conditions can generate significant employment and 
household income, the vulnerable populations will likely continue to suffer. 

Following the break-up of the Soviet Union, Armenia experienced total disruption of existing 
social services, which were quite comprehensive under the old socialist regime. The 
Government and USAID have determined that it is not useful or productive to rely on the old 
Soviet system for the distribution of humanitarian assistance or the provision of social 
services. 

What is required is the an assessment and ranking of household poverty levels. In addition, 
public1 civic organizations and NGOs need to acquire the capacity to assess the social needs 
and determine appropriate assistance activities for vulnerable populations. Local NGOs and 
communities themselves presently lack the experience and capacity to perform this role. 

The GOA and donors can reduce human suffering by: 

(1) decreasing Armenia's dependence on external humanitarian assistance; and 

(2) improving the institutional capacity of the Government of Armenia (GOA), regional 
districts and local communities and NGOs to respond to the needs of vulnerable populations. 

B. Critical A S S U ~ D ~ ~ O ~ S  

If national income and employment rises through expanded trade and business activity, this 
will lead to a reduction in the size of the vulnerable populations. An improvement in the 
economic conditions will also increase government resources to assist both chronically 
vulnerable citizens and crisis event affected citizens. 

The blockade is contributing to Armenia's humanitarian crisis. The lifting of the blockade is 
likely to ease the situation significantly. 



Monetization of the internationally-donated commodities is politically acceptable to the GOA, 
USAID and other donors. 

C. Causal Linkages 

In order to ease the plight of the most 
vulnerable populations, the relevant Government ministries, regional administrators, local 
communities and indigenous NGOsIPVOs must: 

* satisfy the vulnerable population's basic requirements of food, shelter and medical care; 

* provide humanitarian assistance which mitigates sudden crises; and 

* help decrease the country's dependence on humanitarian assistance by providing 
transitional activities which will lead to sustainable development.. 

Responding to the present blockade-spawned crisis is reasonably straight forward in that it 
depends on meeting the most basic needs of the vulnerable population. It requires providing 
assistance to the recipients in a timely matter, ensuring short-term food security and effective 
coordination among assistance partners. 

Decreasing Armenia's dependence on humanitarian assistance can be accomplished by donors 
and the GOA working together to reinforce the social safety net, and by integrating 
development-oriented and humanitarian assistance activities. Increasing income-generation 
activities and the development of a vibrant civil society and market economy are key to 
reducing Armenia's dependence on humanitarian assistance. 

Putting in place selected preventive measures will limit the potential impact of future 
humanitarian crises. In addition to identifying and disaggregating society's vulnerable 
population (already underway through the PAROS project), the institutional capacity of the 
Ministry of Social Welfare and other relevant GOA agencies will need to be strengthened and 
donor coordination improved. 
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PERFORMANCE DATA: BASELINE, TARGETS, AND ACTUAL RESULTS 
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3.1 NARRATIW ASSESSMENT OF PERFORMANCE: 

Overall Progress: 

Working on behalf of the GOA, donors and relief agencies have concentrated on meeting 
food and fuel shortages for the most vulnerable. They have improved shelters for the 
refugees and homeless in the earthquake zone and assisted vulnerable populations to meet 
emergency winter needs though food and fuel distribution activities. The GOA's approach to 
addressing humanitarian needs has been to allow donors and relief agencies wide operating 
discretion, an approach which has achieved highly positive results. 

USAID has focused on three primary humanitarian activities: 

(1) creation of a computer data base of registered households ranked according to level of 
social vulnerability; 

(2) capacity building of local NGOs and civic action groups to provide or revitalize social 
services inadequately covered by the public sector; and 

(3) providing direct emergency assistance to vulnerable populations. 

ENI's SignZbnt Contributions: 

Seventy-percent of USAID assistance to Armenia since FY 1992 has been humanitarian -- 
predominantly foodstuffs, residential and school heating fuel, and fuel for the operation of 
thermalpowerplants. More than 175,000families, 35,000 shelters and 1,100schools 
received kerosene during the winter of 1995196 through the USAID-funded Winter Warmth 
program. The school heating program allowed schools to remain open in winter, increasing 
school attendance by fifty-four percent during the winter of 199411995. Food aid was 
provided before winter to approximately 71,000 vulnerable Armenian families along with 
desperately needed basic commodities (stoves, soap, clothing, blankets, agricultural products, 
etc.) for perhaps as many as fifty thousand vulnerable families. Bridging activities are 
creating employment opportunities for hundreds of unemployed workers in both the 
agricultural and light industrial sectors. This assistance will also help shift local expecations 
from humanitarian assistance to development through self-help activities. 

Since 1993, out of a total population of 3.4 million, there have been over 1,500,000 
recipients of USAID-funded food assistance through direct grants to CARE and sub-grants to 
U.S. PVOs under the Save the Children Federation (SCF) Cooperative Agreement. Under 
the SCF agreement, two projects provided pharmaceutical coverage to 368,000 women in 
Yerevan and children nation-wide under the age of fifteen. 



Until recently, however, humanitarian aid in Armenia was distributed to the population based 
on less than satisfactory social categories established during the Soviet era. The Ministry of 
Social Welfare is now working to put in place the USAID-funded needs-based voluntary 
registration program (PAROS) which is increasing the ability of the GOA and donors to 
target assistance to the most vulnerable groups. In July, 1994, USAID awarded a grant to 
the Fund For Armenian Relief to assist the GOA to improve the capacity of the PAROS 
registration data base. The program is also improving the criteria used to calculate the 
vulnerability ranking of each household. Government social workers are being trained to: 
(1) manage the data base; (2) verify the vulnerability status for individual households; and 
(3) design interventions for the most vulnerable households. 

During the first phase of the program, the Ministry of Social Welfare registered 600,000 
households. The program's first application was in April, 1995 as part of the USAID funded 
kerosene distribution activity for winter heating. Since that time, several other humanitarian 
activities have used the program to compile vulnerable population lists. All major 
international donors are using the PAROS program (e.g., World Food Program, ECHO, 
UNHCR). 

Since April, 1994, USAID has funded an NGO Training and Resource Center to promote the 
formation and capacities of local NGOs. Forty-three NGOs have graduated from a core 
management training program. Several NGO Center graduates have become implementing 
partners with international organizations or have received international funding to manage 
programs of their own. 

USAID funding to U.S. and local NGOs is also being used to provide management 
training, technical assistance and grants to local NGOs and civic action groups in order to 
increase local NGO and civic action group capacity to assess community needs and provide 
humanitarian and social services. 



PART III 

Status of Management Contract 

A. Special Mangement Issues 

Process. Svstems and Reporting: The reengineering process (i.e., the formulation of 
Strategic Plans, Results Review and Resource Request, and Strategic Objectives Reports 
through MRS), has required extraordinary time and effort of a very small professional staff. 
The focus on process over the past year, and particularly the last three months has been at 
the cost of program implementation. Examples include less than desirable attention to the 
Georgia and Azerbaijan programs; inadequate grantee and program direction and monitoring, 
and too little time spent in dialogue with the host government and other donors except in 
areas or with actions that could not be avoided. In sum, the process has forced us to be 
more insulated than we or others desire. Hopefully this major investment will now permit 
staff to return to substance, to focus on effective program management, including measuring 
and evaluating results; more and better reporting; and more time to interact with our 
providqrs and clients to ensure we are not out of tune with reality, or not detecting emerging 
impediments to achieving results. It is our expectation that the new systems are now largely 
in place and there will be no significant change in them over the next 2-3 years. In order to 
achieve the intermediate results, and ultimately, the strategic objectives to which we have 
committed ourselves, in the context of a dynamic transition period for both Armenia and 
USAID, our management tools, e.g., the R4, must remain consistent for the foreseeable 
future. 

Mana~ in~  and S u ~ m r t i n ~  SO Teams: Team leaders will need to operationalize new concepts 
and procedures to effectively involve and utilize their SO Teams (providers and clients, and 
the virtual team members from AID/W technical offices). More views are going to be 
sought and heard, and taken into account. If greater consensus and commitment are the 
results then intermediate results are likely to be achieved in a more timely manner with 
increased impact. But until SO Team leaders become experienced in the new approach to 
project/prograrn management, difficulties and/or implementation delays could be the result. 
Team leaders must operate as effective managers, particularly when it comes to planning, 
organization and directing the work of the SO Team. They must be effective decision 
makers, illiciting observations and advice upon which the right choices are made and actions 
will be taken. Also, it will be necessary for senior management to effectively support SO 
Teams, and determine the nature of direction SO Teams will require to effectively function. 
It is also clear that greater delegation of authority to AID Representatives and redelegations 
to SO Team leaders will be required if they are to have the necessary enthusiasm and 
authority to manage progress toward materially effecting the achievement of intermediate 
results; and if USAID Representatives are to be held accountable for managing for results 
across the program portfolio. 



Enhancine the Role of FSNs; One of the real costs of the reengineering process has been the 
limited time available to effectively enhance the role of professional FSN staff. This must be 
recognized by all American staff; vacancies must be filled with qualified FSNs; and SO 
Team leaders and senior management must be able to devote more time to train and 
effectively utilize professional FSN staff. In addition, management and SO Team leaders 
must increasingly delegate authority to FSNs so they can work effectively with both the 
providers and our host country clients. New skills are going to be required for FSNs to 
become effective members of SO Teams, and increased funding for external training will also 
be required. 
The Bureau will need to support the field with training funds and then conduct such training, 
hopefully at a NIS post. 

Contractme and Procurement: We have not seen the impact of reengineering on these 
critically important functions. Reengineering and especially managing for results in a 
timely, effective manner requires that contracting actions move through OP in less than the 
100-150 days which is the present norm. We are not in a position to identify the problem - - 
is it simply the lack of contracting officers; the contracting system or procedures; or is it a 
new procedure(s) that delays timely action? Are there conditions under which more 
contracting authority can be delegated to EXOs andlor AID Representatives? Whatever the 
problem it must be fixed as a matter of urgency if contracting is not to be a drag or major 
impediment to achieving results in the field by an otherwise reengineered Agency. A 
Regional Contracting Officer stationed in Kiev has not been replaced. Having that expertise 
nearby is definitely part of the solution. We feel that one RCO is not enough to handle the 
contracting needs of the Region. For example, last year it took six months for the RCO to 
complete a contracting action for USAIDIArmenia. 

Staffing: USAIDICaucasus requires the strong support of the Bureau to fully staff 
USAIDICaucasus on an urgent basis. This involves filling 2 USDH positions, 2-3 USPSCs 
and three senior FSNs. As we restructure the mission to fully accommodate the staffing 
requirements of SO Teams we will seek authority to hire additional professional FSN staff. 
At present we do not have the authority to do so. It is also probable that we will need to 
increase our FTE ceiling by 1-2, thus necessitating a NSDD-38 amendment. Given the 
current, or soon to be, vacancies in the present staffing pattern we cannot achieve the 
intermediate results in the timeframes presently established. Given our current FTE ceiling 
every effort must be made by the mission and the Bureau to seek relevant (and highly 
competent) skills and experience for the SO Team Leader positions, as vacancies occur. On 
May 15th we will have two vacancies responsible for providing the leadership for SOs 1.2, 
1.3, and 1.4. While we have determined how to cover this personnel gap in the short-term, 
our solution is not sustainable. The economic restructuring and energy sector activities will 
not be adequately managed from now until suitable USDH officers are assigned to Yerevan. 

Monitoring Results: Many of the preferred indicators for monitoring progress towards 
intermediate results will require survey data which is either in short supply or nonexistent. 



There is little or no indigenous capacity for developing and implementing these types of 
surveys, nor are there resources currently available for supporting local or U.S. based 
consulting of this type. Either funds will need to be programmed into existing and new 
grants and contracts for this type of monitoring activity, or a separate "monitoring" line item 
must be added to the country budget for engaging individuals and organizations to provide 
these services. 

Budeetine Control: We accept the political realities that impact upon country allocations - - 
this is beyond our ability to appreciably influence. It is our understanding that the R4 will 
significantly influence both bottom lines and allocations of program funds among Strategic 
Objectives. But if we are to effectively reallocate funds among SOs, and among activities 
under a SO, to achieve intermediate results as circumstances and priorities change, the 
Bureau needs to identify mechanisms and procedures that will permit a quicker 
deobligationfreobligation of funds. It is suggested that AID Representatives, as part of their 
management contract, have such authority - - to be exercised upon a formal justification and 
recommendation of SO Team leaders. It is recognized that an AID Representative will, 
possibly often, be confronted with competing recommendations; but given histher 
management contract with the Assistant Administrator, it is the Representative who is 
responsible for achieving "contractible results", and who is, in the best position to determine 
the trade-offs among competing demands for program resources within the R4 framework. 
In the final analysis the AID Representative will be held accountable, under histher contract, 
for the actions taken. Another area that needs attention is the apportionment process. The 
Agency obtains apportionments typically within the second quarter of the fiscal year. In a 
period of reduced funding and lessening pipelines every effort needs to be made to receive 
apportionments from OMB in the first quarter, so that reservations of program funds can be 
obtained in the field no later than December. The problem for the field manager is not only 
the absolute funding level hefshe has to work with, but not knowing when the funds will be 
available to obligate. And lastly if we are to achieve the identified results within the 
specified timeframe it is absolutely critical that our program budget not be driven by, or 
encumbered with, one or more Congressional earmarks; earmarks will require both a 
revision of our Strategy and results framework undoing much of our efforts over the past 
Year- 

Conclusion; The above highlights what we consider to be the most significant management 
issues, as we view the prospects for achieving our Strategic Objectives. If the majority can 
be resolved, and particularly the staffing issues, we believe the reengineering process - the 
new framework and associated systems - can both direct and improve the mission's overall 
productivity. We are excited and fully committed to achieving the Strategic Objectives we 
have identified. We are committed to helping Armenian reformers achieve the targeted 
results as we believe they are crucial to achieving major progress during the transition to a 
democratic market-oriented economy in Armenia. 



B: CFR 216 Environmental Analysis Issues 

As the Armenia program for FY 96-98 does not anticipate any authorization of capital 
construction, no requirement for environmental assessments is expected. Any new activities 
are likely to consist of technical assistance efforts qualifying for a Categorical Exclusion. 

C: New Partnership Initiatives 

BOBBY HERMAN IS PREPARING THIS SECTION. 
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A. Annex I (table - Program Funding Source) 

E. Life-of-Objective Funding Levels 

The format and historical data necessary for this table has not been received from the 
AID/W. 

F. Program Management Requirements 

Guidance and funding levels needed for this section covering operating expenses, staffing and 
workforce requirements have not yet been received from AID/W. 

G. Annex 111 (field support by Global Bureau) 

No support from the G Bureau to USAIDIArmenia is built into the country program for FY 
1996-98. While close and cordial consultative relations are maintained, no formal financial 
linkages are anticipated. 

H. Composition of Strategic Objective Teams 

S'I'RATEGIC OBJECTIVE TEAMS FOR ARMENIA 

ENTERPRISE AND ECONOMIC RESTRUCTURING TEAM 

S. 0. 1.2 Increased Soundness of Fiscal Policies 
and Fiscal Management Practices 

S . 0. 1.3 Accelerated Development and Growth of Private Enterprise 

S.O. 1.4 A More Competitive and Market - Responsive Private Financial Sector 



CORE TEAM 

Charles Johnson 
Melissa Schwartz 
(To be selected) 
(To be selected) 
Sue Thomton 
Greg Gajewski 

EXPANDED TEAM 

Susan Jones 
Steve Anlian 
Richard Russo 
Kevork Khrimian 
Laurens Ayvazyan 
Armen Darbinian 
Armen Keshishian 
V. Papava 

VIRTUAL TEAM 

Bryan Kurtz 
Alexandra Braginski 
M. Pollock 
Barton Verey 
Hans Shrader 
Jim May 
D. Lubbick 
D. Nummy 
T. Briggs 
Giovanni Caprio 
Natalie Cropper 

Interim Team Leader, SIGDO, USAID 
DemIGovernance Officer, USAID 
Finance and Private Enterprise, USAID 
Economics Advisor, US AID 
Econ. /Political Officer, Embassy 
Economist, CEPRA 

IMF , Resident Representative 
Housing Advisor, ICMA 
U.S. Treasury 
U.S. Treasury 
Eurasia Foundation 
Dep. Minister of Finance 
Ministry of Finance 
Ministry of Economy 

EMIPER, Wash. 
EMIPER, Wash. 
ENIIPER, Wash. 
ENIIEEUD, Wash. 
ENIIED, Wash. 
ENIIEDISB, Wash. 
U.S. Treasury 
U.S. Treasury 
U.S. Treasury 
Economist, KPMG 
Finance Officer, USAID 

S.O. 1.5. A More Economically Sound and Environmentally Sustainable Energy Sector 

CORE TEAM 

David Lieberman 
Harout Topsacalian 
Melissa Schwartz 

Team Leader, PDO, USAID 
Energy Advisor, IDEA 
DemIGovernance Officer, USAID 



EXPANDED TEAM 

Bella Markarian 
Garen Galustian 
Amen Arzumanian 

VIRTUAL TEAM 

Bob Ichord 
Gordon Weynand 
Jim Bever 
Roy Plucknett 
Mark Ward 

DIG Project Asst., USAID 
Deputy Minister of Energy 
Energy Consultant, IDEA 

ENIIEEUDIEI, Wash. 
ENIIEEUDIEI, Wash 
ENUEEUD, Wash. 
M/OP/E, Contracts, Wash. 
Regional Legal Advisor, Moscow 

DEMOCRATIC GOVERNANCE 

S.O. 2.1 Increased, Better-Informed Citizen5 Participation in Political and 
Economic Decision Making 

2.2 Legal Systems That Better Support Democratic Processes and Market 
Reforms 

CORE TEAM 

Melissa Schwartz 
Bella Markarian 
Charles Jonson 
Sue Thornton 
David Franz 
Bruno Kosheleff 

EXPANDED TEAM 

John Karren 
Megan McLean 
Dick Andrews 
Dan Bolger 
Ann Gardner 
Matthew Karanian 
Laurens Ayvazian 
(To be selected ) 
Suzy Antonian 

Aremnia 

DemIGovernance Officer, USAID 
DIG Project Asst., USAID 
SIGDO, USAID 
Econ. /Political Officer, Embassy 
Cons. /Pol. Officer, Embassy 
Asst. AID Repesentative 

National Democratic Institute 
National Democratic Institute 

National Democratic Institute 
Internews 
IFES 
NGO Center 
Eurasia Foundation 
ABAICEELI Rep 

Local Rep. American University of 



Natalie Cropper 
Greg Gajewski 

VIRTUAL TEAM 

Christine S heckler 
Eileen Wickstrom 
Steve Bouser 
Mitch Benedict 
Corbin Lyday 
Keith Henderson 
Bobby Herman 
B r e n h  McGrath 
John Christman 
John Knechtle 
David Bronheim, 

Finance Officer, US AID 
Economist, CEPRA 

ENVDGIPSPM, Wash. 
ENI/DG/PSPM, Wash. 
EMIDGIPSPM, Wash. 
ENIiDGIPSPM, Wash. 
ENIIDG, Wash. 
EMIDGIRLG, Wash. 
ENIIPCS, Wash. 
ENI/PD, Wash. 
ABAICEELI 
ABAICEELI 
ARDlChecchi 



HUMANITARIAN RESPONSE 

S .O. 3.1 Reduced Human Sufferings and Crisis Impact 

CORE TEAM 

Bruno Kosheleff Team Leader, Asst. AID Rep 
(To be selected) Humanitarian Relief Coordinator 
Nara Ghazarian Humaniatarian Relief Asst. 
Artashes Kazakhetsian Humaniatarian Relief Asst. 
Peter Davidian Humaniatarian Relief Asst. 

EXPANDED TEAM 

Stephen Vance Save the Children 
Melissa Schwartz DemIGovernance Officer, USAID 
Adam Roeser Finance Analyst, US AID 
R. Bogoyan Minister of Social Welfare 
Roy Kelegian Fund for Aremnian Relief 
Arminda Pappas Fund for Democracy and Development 
Ellen Pierce CARE 

VERTUAL TEAM 

Dagnie Kreslins 
Dennis Culkin 
Kent Larson 

E M  /OIC/Caucasus, Wash. 
EMIHRJEHA, Wash. 
EMIHR, Wash. 


