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FINAL DRAFT
A LOCAL GOVERNMENT LEGAL SUSTAINABILITY PRIVATE 1 Legal Bas~s The legal
bas~s of local self-government ~n the Republ~c of Armen~a ~s generally regulated
by the Const~tut~on but ~s more spec~f~cally and most recently def~ned by the
LAW ON LOCAL SELF-GOVERNMENT, wh~ch was adopted by the Nat~onal Assembly on 30
June 1996, s~gned ~nto law by the Pres~dent on 22 July, 1996 and took effect 10
November 1996

In Art1.cle 3, "The Not1.on of Local Self-Government" and Art1.cle 4, "The
Pr~nc~ples of Local Self-Government", what 1.S outl~ned ~s a system of local
self government embody1.ng adm~rable pr~nc~ples of local empowerment, substant1.al
autonomy and the bas1.s for democrat~c local self governance For ~ts part, The
LAW OF THE REPUBLIC OF ARMENIA ON ELECTIONS FOR THE BODIES OF LOCAL-SELF
GOVERNANCE prov~des for elect~ons of the Commun~ty Head [Mayor l.n mun1.c~pal

commun1.t~es, Ch~ef of the Ne~ghborhood ~n the ne~ghborhood commun~t~es of
Yerevan and Ch~ef of the V1.11age l.n rural commun~t~es] and the Commun1.ty CounC1.1

I



to three-year terms of offlce, by unlversal, equal and dlrect suffrage Vla
secret ballot Communlty members l8 years and above are ellglble to vote Under
the LAW ON ELECTIONS FOR THE BODIES OF LOCAL SELF-GOVERNANCE, procedures e~lsted

for the rapld call1ng of extraordlnary electlons to flll vacanCles at the
Communlty Head or Councll levels However, thlS law has Slnce been replaced by
the Unlversal Electoral Code WhlCh now llmlts extraordlnary electlons to tWlce a
year, 1 e , the thlrd Sunday ln May and the thlrd sunday ln October Regardlng
the transltl0n to a more democratlc soclety, thlS lS , unfortunately, movement
ln the wrong dlrectlon

The Local Self-Governance Law essentlally establlshes a "strong mayor" system of
local self-government However, an empowered Councli lS equlpped wlth
countervall1ng powers, e g the councli must approve the annual budget for lt to
go lnto effect, the communlty chlef must provlde the councli wlth quarterly
reports on budget performance plus an annual statement regardlng budget
performance, the councl1 has operatlonal overslght rlghts and responslbliltles,
the councll may organlze an audlt of the performance of the budget, and ln the
flnal analysls, can petltlon the Marzpat for the removal of the chlef of the
communlty

In Artlcle 6, "The General Descrlptlon of the Powers of Local Self-Government
Bodles", the powers of local self-government entltles are dlvlded lnto thelr own
powers and those powers delegated to them by the Natlonal Government Thelr own
powers are further dlvlded lnto those WhlCh are mandatory and those deslgnated
as voluntary powers The Artlcle goes on to state that mandatory powers and
powers delegated to the self-government entltles by the Natlonal Government
"shall be subJect to mandatory fundlng and regular performance" It would
appear to the Team, that ln the current context of a weak economy, a pauperlzed
tax base, and a hlghly centrallzed flnanclal reglme, by statlng that mandatory
and delegated powers are subJect to mandatory fundlng, and then deflnlng those
powers so loosely and vaguely, thlS Artlcle sets the stage for constant frlctlon
regardlng the tlmlng, amount and adequacy of central government transfers
Voluntary and mandatory powers are by and large, too loosely and grandly
deflned to translate lnto speclflc operatl0nal budget amounts and programs WhlCh
are to be funded ]olntly

The breadth of the varlOUS spheres of actlvlty represented by both mandated and
delegated powers falllng to the Chlef of a Communlty may be grasped by the
followlng 11stlng

Artlcle 27, Protectl0n of the Rlghts of Cltlzens
Artlcle 28, Protectlon of PubllC Securlty
Artlcle 29, Defense
Artlcle 30, Plannlng, BUlldlng-up, Constructl0n and Land Use
Artlcle 3l, Publlc Utliltles and PrOV1Slon of Amenltles
Artlcle 32, Transport
Artlcle 33, Trade and SerVlces
Artlcle 34, Educatlon and Culture
Artlcle 35, PubllC Health, physlcal Culture and Sport
Artlcle 36, Labor and Soclal SerVlces
Artlcle 37, Agrlculture

2 Issues
Lack of communlty dlfferentlatlon by Slze There are 930 separate local self
government unlts The Law on Local Self-Government makes no dlstlnctlon by Slze
of communlty In relatlon to the scope of responslblilty The problematlc nature



of thls declslon becomes apparent when conslderlng a rough classlflcatlon of
local self-government unltS by Slze of populatlon

As deflned by the GOA, there are 47 cltles
Of these, 25 have populatlons of 10,000 to 60,000
There are 2 cltles wlth populatlons from 200,000
Yerevan has approxlmately 1,500,000 lnhabltants
There are 465 communltles wlth a populatl0n of 1,000
or less

250,000

lnhabltants

From the publlc admlnlstratl0n perspectlve, many of these atomlzed unlts of
local self-government are not vlable flnanclally or admlnlstratlvely, nor wll1
they be In the near future The varlOUS alternatlve solutlons, some In
comblnatl0n, whlch mlght be explored wlth the GOA under the aegls of a posslble
USAID local government lnterventlon r are

Consolldatlng 5 and more adJacent vlllages lnto a slngle, self government unlt
would start to produce more vlable unltS of local self-government Careful
structurlng of a unlfled councl1 could ensure equltable, democratlc
representatl0n
Dlfferentlatlng In law, the responslbllltles of smaller vlllages, and In so
dOlng, 11ghtenlng thelr admlnlstratlve burdens and brlnglng the demands more In
llne wlth thelr avallable human and flnanClal resources
Encourage small vlllages to contract wlth adJacent cltles for serVlces
Support demonstratlon proJects to undertake consolldatlon Vla the Inter
Communlty Assoclatl0n route proposed ln Artlcles 52, 53 and 54 of the Local
Self-Government Law

The Team's conversatlons wlth GOA offlclals as well as local government elected
offlclals and staff revealed strong consensus on the need to ellmlnate the large
numbers of non-vlable separate admlnlstratlve unltS of local government Vla
consolldatlon

The dlfferlng roles of the Marzes The current Marz system lS a varlatl0n on
the famlllar "Prefecture" system It lS clearly a proJectlon of central
government power, and wlth ltS ablllty to remove the elected Chlef of a
Communlty, frequently seen as a potentlal enforcer In the course of thlS
Assessment r the Team was glven anecdotal examples of Marzpets exercls1ng thelr
power over mayors These examples were

In Vanadzor, the Mayor was charged wlth lmproprlety (nelther accusers
speclfled) and after a lengthy lnvestlgatlon, the Mayor was cleared
reportedly a Marzpet/Mayor vendetta

or charges
ThlS was

The Mayors of Abovlan and the Center Dlstrlct of Yerevan endured extenslve
lnvestlgatlons by marzpeds (they may have been polltlcally motlvated above the
Marz level) Both offlclals are members of the Natl0nal Assembly as well as
mayors The Mayor of Abovlan reported that no charges were ever speclfled to
hlm and he never knew why he was lnvestlgated or why the lnvestlgatl0n ended
after flve weeks of dally questl0nlng of hlm and hlS staff

Glven the tlme constralnts surroundlng the Assessment r the Team was not able to
pursue thlS lssue wlth the Mlnlstry of Terrltorlal Admlnlstratl0n to ascertaln
the number of mayors actually removed on an annual basls, the stated cause for
removal, and whether the removal was lnltlated by the Marzpet or by the Marzpet
actlng on the request of the local elected councl1



The Mayor's Assoc~at~on ~s attempt~ng to form a type
of legal defense comm~ttee that would work for a rule of law wh~ch would have
Marzpets and the GOA ab~de by more transparent procedures when conduct~ng

lnvest~gatlons and would ~nclude publ~c d~sclosure of allegat~ons and formal
exonerat~on ~f removal ~s not ach~eved

V~ewed from the perspect~ve of the larger c~t~es, towns, and commun~t~es, the
Marz, charged wlth "coordlnatlon" and an lnadequately def~ned mon~tor~ng

functlon, ~s ~ntrus~ve, a potent~al m~cro-manager ~n search of a role, a
totally unnecessary appendage of the nat~onal government meddl~ng ~n the affa~rs

of the local government un~ts and threaten~ng to comprom~se the~r new found
~ndependence However, seen through the very dlfferent pr~sm of the many
small, rural, subs~stence agr~culture commun~t~es, (wh~ch account for more than
50% of all local self-government un~ts ~n Armenla), usually lacklng ln the
bas~c human and f~nanc~al capltal necessary to undertake the very substantlal
dut~es and respons~bll~t~es devolved to local self government unlts by the Law
on Local Self-Government, the Marz ~s frequently seen as a welcome technlcal and
flnanclal resource center

The Team would argue that the needs of publlC admln~strat~on In Armenla would be
better served by

county

self-

from the Marz system and
natlonal government,

government
slmultaneously maklng

government
correspondlngly reduclng

dut~es, and clearly defln~ng thelr
new "county" (Marz) level of government

remov~ng the approxlmately 50 urban centers
permltt~ng them to relate dlrectly to the
retroflttlng the Marzes, convertlng them to
unlts wlth the correspondlng powers, and
the Governor an elected off~c~al,

establlsh a separate classlflcatlon of local
un~t conslstlng of the smaller vlliages,
thelr responslbliltles and
role v~s-a-V1S the

Currently, by law, the Slze of the staff of the local government un~ts ~s set by
the Natlonal Government, w~th the norms relatlng to populatlon s~ze ThlS lS
seen to be excesslvely lntruslve, and mlcro-management In the extreme

The salary of the Ch~ef of the Commun~ty ~s pegged to that of the Marzpat, w~th

the speclflc percentage cap dependlng on the populatlon Slze of the LG unlt In
quest~on, e 9

up to 40% for a commun~ty havlng less than 1,000 populatlon
up to 50% for a commun~ty havlng 1,001-5,000 populatlon
up to 60% for a commun~ty havlng 5,001-20,000 populatlon
up to 75% for a communlty havlng 20,001-75,000 populatlon
up to 85% for a commun~ty havlng above 75,000 populatlon

Th~s lS seen as usurplng the power of the elected Counclls to set the salary
flgure of thelr elected Commun~ty Chlef Furthermore, some of the Chlefs of the
larger urban centers have greater execut~ve and management responslb~lltles than
thelr correspond~ngMarzpat

The excluslvlty of the Natlonal Government's Treasury Operatlons In order to
effect transfers, the GOA malnta~ns bank accounts In the varlOUS clt~es The
problem ar~ses from the fact that these Natlonal Government treasury operatlons
also subst~tute for a local government treasury operat~on When
requlr~ng/wantlng draw-downs, commun~t~es frequently encounter that the funds
are e~ther not avallable, or thelr dec~slons on the destlned use of the funds



are challenged and questloned In addltlon l communltles are not permltted
lndependent treasury operatlons Even In the case where a communlty dlrectly
collects property taxes I the complete amount collected must be deposlted In the
respectlve GOA Treasury account

Late or lnsufflclent GOA transfers occaslonally have Communlty Chlefs vulnerable
to charges of fallure to execute mandatory or delegated functlons Taken In the
context of the Marzpat's ablllty to lnltlate removal of a communlty chlef l thls
lS an addltlonal source of frlctlon

B) DEMOCRATIC PROCESS

11 Accountablllty
There appears to be a low degree of accountablilty of local governments towards
the cltlzenry Local governance lS generally not held accountable by any klnd
of organlzed groups such as cltlzen actlon groups or NGOs Accountablllty lS
towards the other dlrectlon l local government lS to some degree accountable to
central government and to the marzpeds Local governments have certaln
mandatory responslbllltles and standards I lmposed by central government and
monltored and enforced by marzpeds l whlch they must malntaln Marzped
monltorlng of "regular performance" In regard to central government norms lS
backed up by the power of marzpeds to submlt motlons of removal of communlty
chlefs to the central government

Munlclpal authorltles generally only hear from cltlzens on an lndlvldual basls
when they wlsh to lodge a complalnt over non-recelpt of utllltles or other
munlclpal serVlceS I not belng pald or not recelvlng thelr penslons l etc On a
few occaSlonS I the Team observed a llne of cltlzens cued In front of mayors'
offlces and was told they were there to complaln or ralse an lssue wlth the
mayor It lS lmportant to note that whlle mayors do recelve lndlvldual cltlzens
to hear thelr complalnts l the team found llttle eVldence of an organlzed attempt
on behalf of the cltlzenry to hold local government accountable for communlty
affalrs

Even to the degree to cltlzens do hold thelr local government offlclals
accountable for somethlng whlch lS adversely affectlng thelr Ilves, It lS often
a matter outslde of the munlclpallty's control, such as potable or lrrlgatlon
water lssues ThlS puts local government In an awkward posltlon as they recelve
complalnts but do not have the authorlty or flnanclal means to remedy them

2 Local Government Effectlveness
Local government In Armenla lS severally llmlted In thelr ablllty to be
effectlve The maln constralnt to effectlve local government lS thelr
lnsolvency, especlally In the smaller communltles Most communltles are slmply
unable to be very effectlve because llttle can be done wlthout the means to pay
for It Many of the problems faced by local government In Armenla today,
lncludlng thelr lneffectlveness, comes back to the fact that the Armenlan
economy lS rUlned and communltles have Ilttle tax base

Even beyond the lnsolvency lssue, the current law on Local Self Governance also
handlcaps local government effectlveness Whlle the Law on Local Self
Governance gave local leadershlp a number of responslbllltles they dld not
prevlously enJoYI It dld not glve them responslblilty for many of the
communltles most lmportant functlons such as the educatlon system, health carel
soclal serVlces and pollce Even In the sphere of actlvltles for whlch local
government lS responslble l they are unable to effectlvely mange them as they are
un- or under funded mandates



One common concern rece~ved from all mun~c~pal off~c~als the Team spoke to was
the~r lack of control over the pol~ce Armen~an pol~cel no matter where they
are posted l are not under the control of the mun~c~pal~ty The pol~ce answer
only to the M~n~stry of Internal Affa~rs Local governments are unable to
resort to the pol~ce ~n ma~nta~n~ng publ~c order Mayors reported that the~r

~nab~l~ty to manage pol~ce forces ~n the~r own commun~t~es made local government
less ~neffect~ve

One Mayor was frank ~n h~s d~scuss~on w~th the Team over the problems he was
hav~ng w~th the pol~ce ~n h~s commun~ty He attempted to make use of the pol~ce

~n hav~ng local bus~nesses pay del~nquent fees and dut~es (~tself a quest~onable

pract~ce) I both sources of ~ncome wh~ch flow d~rectly ~nto local government
coffers Accord~ng to h~ml the pol~ce merely extracted br~bes from del~nquent

bus~nesses, rather than collect~ng fees and dut~es Bus~nesses are also exposed
to extort~on from local cr~m~nal elements Bus~nessmen, the Mayor reported,
were loath to pay fees and dut~es because the c~ty was unable to protect them
from the pol~ce or from cr~m~nal gangs

Gr~gor Voskerch~anl the Mayor of Abov~an (populat~on 63,OOO) prov~ded another
example of how the lack of control over local pol~ce underm~ned h~s author~ty

and effect~veness as the commun~ty's leader He reportedly ~s unable to stop
~llegal bus~nesses (e 9 I the sale of gasol~ne w~th~n certa~n res~dent~al

ne~ghborhoods) and ~llegal construct~on from tak~ng place He sa~d that
resolut~on of such problems depended on the personal relat~onsh~p mayors have
w~th the head of the pol~ce w~th~n the~r commun~ty Th~s ~s part~cularly

embarrass~ng for h~m, he sa~dl because the commun~ty looks towards h~m to
ma~nta~n publ~c order In fact, at the top of the l~st of recommendat~ons

c~t~es and the 11 ne~ghborhoods of Yerevan, wh~ch recently attended a recent
local government conference ~n Yerevan, was that the Law on Local Governance be
changed so that the ma~ntenance of publ~c order be ~ncluded as a mandatory
respons~b~l~ty for local governments

Lack of control over mun~c~pal pol~ce forces by local government ~s not un~que

to Armen~a Many ENI countr~es structure pol~ce control s~m~larly Accord~ng

to an AID Democracy Off~cer, th~s ~s often a source of d~ssat~sfact~on for many
local off~c~als throughout the ENI reg~on

Pol~ce corrupt~on would most l~kely not cease ~f local governments controlled
pol~ce However, local pol~ce control m~ght make the s~tuat~on for local
bus~nesses more tolerable Mayors should be concerned about be~ng reelected and
may not want to upset the~r bus~ness commun~t~es too much by allow~ng the pol~ce

to harass them

The ~nab~l~ty of local governments to be very effect~ve ~s espec~ally true for
the smallest v~llages V~llages are confronted w~th many of the same serv~ce

del~very quest~ons urban areas face, but have budgets of somet~mes less than
$1,000 for an ent~re year Faced w~th a host of problems and few means to
resolve them, many v~llage heads choose to step down ~nstead As a result, an
off~c~al from the M~n~stry of Terr~tor~al Adm~n~strat~on sa~d that a local
elect~on could be observed somewhere ~n Armen~a on almost any g~ven Sunday

Another factor wh~ch ~nh~b~ts the effect~veness of local governance at the
v~llage level ~s a lack of understand~ng about the Law on Local Self Governance
Th~s Law ~s not well understood outs~de of the 18 c~t~es wh~ch were ~nvolved

w~th the Internat~onal C~tylCounty Management Assoc~at~on programs Many other



smaller c~t~es, and certa~nly most v~llages, are not aware of the dec~s~on

mak~ng author~t~es granted to them under th~s Law

V~llage counc~l members may have the least understand~ng of the~r author~ty

Many are reportedly detached from the dec~slon-mak~ng process Accordlng to
Armen Khoudaverdlan, Deputy Mlnlster of the M~n~stry of Terrltorlal
Adm~n~stratlon and a strong advocate of lndependent local government, vlliage
councll members are weak, frequently excluded by the vlliage head from decls~on

mak~ng, and even lack space ~n whlch to operate from

In such communltles, some dec~slon-maklng lS not percelved as a funct~on of
local government, even by the local government ~tself These communltles look
towards the marzpeds for d~rectlon The Marzpeds even prepare budgets for many
of them These communlt~es may to some degree st~ll percelve decls~on-mak~ng as
a functlon of central government to be merely executed by local governments

3 Transparency
Local government dec~slon-maklng In Armen~a today ~s generally marked by a lack
of transparency Armenla, as ~n the rest of the former Sovlet Unlon, has llttle
trad~t~on of transparency at any level of government Decls~on-makers do not
feel obllgated to create transparency In thelr operatlons and clt~zens do not
expect ~t

The Law on Local Self Governance mandates a certaln level of budgetary
transparency It prescr~bes that commun~ty ch~efs must make three-year
development plans and communlty budgets access~ble to the populatlon through
bulletlns and brochures However, the Assessment Team lS unaware that thls ~s

happenlng on any cons~derable scale

There are some ongolng attempts In ~ncreas~ng transparency at the local
government level The Nat~onal Democratlc Inst~tute (NDI) works wlth "It's Your
Cholce", a local NGO In settlng up town hall meetlngs In wh~ch local off~clals

answer clt~zen quest~ons NDI also works w~th communlty actlon groups

4 C1t~zen Part1c~patlon

There appears to be l~ttle c1t1zen part1c1patlon In local government There are
generally no establlshed forums for c1t1zen part~c~patlon 1n local affa~rs and
the populat~on does do not demand or even expect one Th~s lack of c~t~zen

part1c~pat~on lS probably a legacy of the Sov~et Un~on The Team was told on
several occaS1ons that there was s~mply no trad~t~on of c~t1zens ~nvolv~ng

themselves ~n the affa~rs of the~r leaders The closest form of c~t1zen

"part~c~pat1on" ~s probably Clt~zens trYlng to 1nfluence local off1C1als ~n the
form of compla~n~ng to them on an 1nd1v~dual bas~s

Th~s lack of c1t~zen part1c~pat10n may be due to the less-than-~deal

relat~onsh~p wh~ch appears to ex~st between c1t~zens and the~r leadersh~p The
Assessment Team was told by Khachatour Bez~rJ~an, the D~rector of the School of
Publlc Adm~n~stratlon that cltlzens generally mlstrust government, both at the
natlonal and local level ThlS ~s some degree understandable as a number of
natl0nal, parllamentary and local elect10ns have been overshadowed w~th

allegat~ons of w1de-spread fraud There may be a certa1n level of cyn1c~sm

wh~ch hampers c1t~zen part1Clpat~on as many have exper1enced that even when they
d1d part~c~pate 1n government by vot~ng, the results were man1pulated anyhow

Anecdotal examples prov1ded to the team suggests that the Armen~an m~nd set
regard~ng POl1t~CS may stll1 be rem~n1scent of the Sovlet era The populatlon
expects decls10n-mak1ng to flow from the top down C1tlzens are not accustomed

1



donor organ~zat~on

as soon as
The NGO Tra~n1ng

to be~ng asked how they th~nk commun~ty matters ought to be handled and the~r

leadersh~p ~s generally not act~vely sol~c~t~ng c~t~zen ~nvolvement

There are some examples of c~t~zen part~c~pat~on Vartan Surenov~an, the Mayor
of Charentsavan, reportedly cooperated w~th local NGOs ~n dec~d~ng on the des~gn

of a monument ded~cated to those who d~ed dur~ng World War II The Armen~an

Soc~al Investment Fund (ASIF) works together w~th c~t~zen groups, wh~ch many
t~mes overlap w~th commun~ty leadersh~p, ~n the scope and ~mplementat~on of
commun~ty ~nfrastructure development or rehab~l~tat~on proJects Save the
Ch~ldren uses a s~m~lar approach ~n the ~mplementat~on of the~r Commun~ty

Development ProJects The ASIF and the Save the Ch~ldren models have led to
~ncreased c~t~zen part~c~pat~on ~n that c~t~zens cooperated w~th local
government on the ~mplementat~on of local proJects Both organ~zat~ons have
~mplemented proJects ~n hundreds of Armen~an commun~t~es over the past four
years

5 Opportun~t~es For Part~c~patory Pract~ces

There are many opportun~t~es for greater c~t~zen partlc~pat~on, g~ven the
current dearth Some c~t~zen part~c~pat~on ~s even mandated by law The Law on
Local Governance states that one of the dut~es of commun~ty counc~ls ~s to
"per~od~cally meet w~th the populat~on of the commun~ty, and ~nform ~ts

electorate about the work of the commun~ty counc~l

However, w~th one except~on, the commun~t~es v~s~ted by the Team d~d not appear
to be SOl~clt~ng clt~zen partlc~patlon Increaslng clt~zen partlc~patlon may be
d~ff~cult glven, on one hand, the apparent lack of w~ll of most mun~clpal~t~es

to engage ~n such c~t~zen part~c~patory pract~ces and on the other, the general
apathy amongst the cltlzenry towards thelr government at all levels

The Mayor of the C~ty of S~slan, a rec~p~ent of ICMA tra1n~ng who had also been
on an ICMA study tour to the US to observe Us local government, told the Team
that he was plann~ng on encourag~ng c~tlzen part~clpatlon 1n h~s c~ty He lS
plann~ng a publ~c d~Scusslon of the budget, wants to ~ncorporate c1t~zen 0plnlon
~n budget formulat1on and ~s plannlng on broadcastlng hear~ngs on telev1s~on and
radlo The Mayor also wants to conduct publlC op~nlon polls He po~nted out
that ~ncreaslng c~t~zen part~clpatlonwould be a d~ff~cult process g~ven the
level of c1t~zen pess~m~sm

6 NGOs and Local Governments
The Armen~an NGO sector appears to be large for a country wlth a populatlon of
only approx1mately 3 m~lllon There are approx~mately 1,800 NGOs reg~stered

w~th the M~n~stry of Justlce Of th~s flgure, the Team learned that
approx1mately 250 of them are consldered to be operat~onal as def~ned by a
USAID-funded NGO tra~n~ng center WhlCh measures human resources, flnanclal and
serv~ce capac~t~es and a number of other cr~terla

Very few, ~f any, NGOs are susta~nable w~thout ~nternat~onal

fund~ng There ~s a concern that most NGOs m1ght d~sappear

~nternat1onal donor funds are no longer ava~lable to them
Center largely shared th1S op~n~on

But for one notable except~on, the Team d~d not f~nd that NGOs appeared to have
any s~gn~f1cant 1nfluence on local government affa~rs When quer~ed, local
government off~c~als d~d not appear to have strong t~es w~th NGOs operat~ng ~n

thelr commun~tles In one case, a maJor was not aware of any lnd~genous NGOs In
h1S commun1ty and the Team found out only afterwards from another source that
there was 1n fact one



The one NGO that may potent~ally have the greatest ~mpact on local governance ~s

the Assoc~at~on of Armen~an Mayors Th~s Assoc~at~on ~s already act~vely

lobby~ng the central government on changes they bel~eve need to be made to the
Law on Local Self Governance Th~s NGO ~s d~scussed ~n greater deta~l ~n

Sect~on X of th~s report

The Team met w~th one NGO ~n the C~ty of Ashtarak (populat~on 33,000) The
Center for Publ~c In~t~at~ve ~s pr~nc~pally ~nvolved ~n c~t~zens' r~ghts and
women's health needs The Center has 62 members and occas~onally a~rs the~r

agenda on local telev~s~on

Fenya Tevan~an, the NGO's pres~dent, reported that they had a congen~ally

relat~onsh~p w~th local off~c~als She also added that, ~n general, central
government off~c~als tolerated NGOs and also took t~me to meet w~th them, as
long as they were not ~n oppos~t~on to government Ms Tevan~an compla~ned that
NGO l~fe was concentrated ~n Yerevan and that NGOs outs~de of the Cap~tol

rece~ved l~ttle attent~on by ~nternat~onal donors A lack of f~nanc~al means,
accord~ng to Ms Tevan~an, was the NGO's ma~n constra~nt

The econom~c cr~s~s ~n Armen~a, d~scussed ~n greater deta~l below, ~s probably
hav~ng an adverse effect on the development of a v~able NGO sector The Team
was told that wh~le there ~s a culture of g~v~ng that was fostered even dur~ng

Sov~et t~mes, there ~s currently not much surplus money ava1lable to the
populat1on that they could contr~bute towards NGO membersh~p fees

7 Local Government And Pr~vate Sector Part~c~pat~on In Econom~c Development?
The Assessment Team d1d not come across any mun1c1pal~t~es wh~ch act~vely

encouraged pr~vate sector part~c~pat~on ~n econom~c development (through tax
hol~days, free ut~l~t~es or any other such means) However, some of the mayors
the Team spoke to were themselves entrepreneurs 1n the~r commun~t1es and were
operat1ng restaurants and factor~es (th~s appears to be ~n contrad~ct~on to the
Law on Local Self Governance wh~ch states that commun~ty ch~efs may not be
~nvolved any other k~nd of pa~d work w~th some except~ons)

It should be noted that econom1C growth 1n Armen~a today ~s a d~ff~cult

prospect The country ~s poor ~n natural resources, cred~t for bus~ness

development ~s proh~b~t~vely expens~ve, access to ~nternat~onal markets ~s

d~ff~cult because of an econom~c blockade and the domest1c market ~s small An
unknown large number of the populat~on was able to supplement the~r meager
salar~es and pens~ons w~th rem~ttances from Armen~ans l~v~ng ~n Russ~a

However, the current econom~c cr~s~s ~n Russ~a has negat~vely affected even that
source of ~ncome Econom1C development of the pr1vate sector w~ll requ~re much
more than mun~c~pal encouragement

The Assessment Team v~s~ted an SME ~n the C~ty of Abov~an (populat~on 63,000)
Th1S small factory employs 320 persons (In three sh~fts) and produces glass
bottles The company's d~rector reported a neutral relat~onsh~p to the
mun~c~pal government Accord~ng to h~m, the C~ty ne~ther encouraged nor
hlndered h~s bus1ness The b~ggest constralnt to bus~ness, accord1ng to h1m,
was the h~gh rate of taxat~on set by the central government It should be
noted that a Clty off~c~al was present dur~ng the ent~re meet~ng and that th~s

may have d~scouraged the dlrector from freely talklng Also, as the Team later
found out, thlS factory recelved gas and electrlc~ty even dur~ng Armen~a's worst
years when nobody else rece~ved e~ther Th~s may be an ~nd~catlon that the
factory's d~rector lS well-connected and that problems wh~ch could lmpact
ordlnary bus1nessmen do not effect hlS operat~on



C F~nanc~al Resources

Any d~scuss~on of tax revenues and publ~c f~nances ~n Armen~a must be undertaken
aga~nst the constant backdrop of an economy ever so slowly return~ng from
collapse, and a tax base that, ~f ~t has not d~sappeared, has been largely
pauper~zed

Based on ~nformat~on rece~ved from the Commun~ty Chlef of one of the m~d s~zed

c~t~es of Armenla, the revenue sources, and the per cent they represented of h~s

total budget were as follows

Land tax and Property Tax
Dut~es and Fees
GOA Subvent~ons and Subs~d~es

approx
approx
approx

30%
15~

40%-45~

By law, local self-government commun~t~es rece~ve 95% of both the Land and
Property tax collected ~n the~r commun~t~es Much to the chagr~n of the
commun~ty chlefs, the rates of taxatlon and the assessed valuatlons of land and
property are establ~shed by the Nat~onal Government and not the respect~ve

commun~t~es The land and property taxes form a s~gn~f~cant proport~on of total
local government tax revenues Interv~ews w~th the Tax Inspectorate revealed
that these two taxes form, on average, approx~mately 70% of total budget
revenues ~n the case of rural commun~t~es, and approx~mately 40% of total budget
revenues ~n the case of urban commun~t~es The rates of collect~on of these
taxes ~s low Many commun~ty ch~efs allege that th~s ~s due to the fact that
~ts collect~on ~s not a h~gh pr~or~ty for the tax ~nspectorate g~ven that 95% of
the proceeds go to the local commun~tles A recent change now places collect~on

of these taxes, from ~nd~v~duals not enterpr~ses, under the control of the
respect~ve commun~ty chlefs In add~t~on, commun~ty employees can be author~zed

to effect collect~ons

The Law on Local Dut~es and Fees, among other th~ngs, establlshes the types of
Local Dut~es el~g~ble to the communlt~es The l~st ~s as follows

For a l~cense to start constructlon, or change the exter~or of a bu~ld~ng

For a l~cense to take down a bu~ld~ng

For a l~cense sett~ng up temporary construct~on

For a one-year l~cense to sell tobacco products
For a one-year l~cense to sell alcohol drlnks
For a one-year l~censes to operate after m~dn~ght publ~c fac~lltles for
gambllng, cater~ng, saunas, other n~ght amusement fac~l~t~es

For a one-year l~cense to keep a dog
L~cense to carry out publ~c gatherlngs, man~festat~ons, demonstrat~ons and other
publ~c measures
L~cense to use the commun~ty's name ~n the t~tles of legal entltles
L~cense to bury ~n the commun~ty's cemetery

Local fees establ~shed are as follows

For approval of technlcal and econom~c condlt~ons and executlve documents on new
bu~ld~ng construct~on or chang~ng exter~or of an ex~st~ng bu~ld~ng

For Land measurement of plots to be rented or w~thdrawn from rent
For part~c~pat~on ~n tenders on ~mplementat~on of local government act~v~t~es

Th~s schedule of Dut~es and Fees ~s subJect to the local duty rates that are
establ~shed by the respectlve local counc~l, act~ng on the Mayor's proposal



However, the GOA Law establlshlng these Dutles and Fees also sets celllngs for
them, and at rather modest levels! Thls would appear to be one more example of
the Natlonal Government undercuttlng the theoretlcal powers of local governments
by settlng the operatlonal rules of the game at levels whlch effectlvely
emasculate local government authorlty

The Flnanclal Equallzatlon Law
The purpose of thls leglslatlon, as stated, lS to promote harmonlous development
of the communltles, reduce the flnanclal dlfferences between communltles and
facllltate the local governments lmplementatlon of mandatory powers The amount
of the budget subsldles to be provlded lS determlned by the GOA, whlch In
addltlon to taklng lnto account the local communlty per caplta lncome tax, land
tax and property tax revenue, also allocates funds based on locatlon In an
earthquake zone, and locatlon In border and/or mountalnous areas The basls for
the dlstrlbutlon among the dlfferent categorles lS not partlcularly transparent
Flfteen per cent of the lncome tax revenues collected are earmarked for
dlstrlbutlon under these flnanclal equallzatlon operatlons Whlle Equallzatlon
operatlons are relatlvely new and therefore, don't have an extenslve track
record, lntervlews wlth mayors and several flnance offlcers revealed
dlssatlsfactlon wlth the amounts recelved and complalnts that the bulk of the
"equallzatlon" funds were gOlng to the earthquake zone and the border areas

Whlle clearly taklng lnto account the dlstressed nature of the GOA's revenue
base, the Team would nevertheless llke to offer the observatlon that the
percentage of publlc revenues gOlng to local governments In Armenla lS
slgnlflcantly lower than lS the case In most other FSU or former Soclallst Bloc
natlons, themselves also embarked on the dlfflcult transltlon to lndependent
natlonhood, a market economy, and a more democratlc soclety featurlng the
emergence of more empowered, more autonomous local self-government unlts Absent
progress to lncreased flscal decentrallzatlon, (whlch lS clearly the deslred
solutlon If democratlc local self- governance lS truly the deslred end result)
the sharlng formula must be more generous, more transparent, wlth tlmlng and
amounts more predlctable

D) Munlclpal SerVlces and Practlces

1 Condomlnlums, Prlvatlzatlon and Market-Orlented Technlque
The greatest progress belng made In the area of mUlllclpal serVlces and assets
through prlvatlzatlon and market-orlented technlques lS through the condomlnlum
program lntroduced by lCMA In 1993 Leglslatlon now recognlzes condomlnlum
assoclatlons as legal entltles The Law on Local Governance glves communlty
chlefs the mandatory power to supervlse and asslst In the formatlon of
condomlnlum assoclatlons By the end of 1998, approxlmately 40~ of Armenla's
houslng stock should be reglstered as part of a condomlnlum assoclatlon

The flrst plece of leglslatlon whlch recognlzed condomlnlums assoclatlons as
legal entltles was flawed and had to be revlsed That law permltted the
resldents of only one apartment bUlldlng to form a condomlnlum assoclatlon
Glven that the average bUlldlng In Armenla contalns about 60 apartment unlts and
that many Armenlan households have llttle dlsposable lncome, many condomlnlums
were not flnanclally sustalnable Thus, new leglslatlon slgned by the Presldent
on May 7, 1998 allowed for any number of lndlvldual bUlldlngs to JOln together
In a condomlnlum

lCMA founded the Real Estate Assoclatlon and Condomlnlum Tralnlng (REACT)
Center REACT provldes tralnlng for condomlnlum presldents and accountants In
the area of property management and accoUlltlng Courses are offered at an

If



~ntroductory and advanced levels Such tra~n~ng ~s v~tal to the success of the
Condom~n~um program because ~t ~s not enough to s~mply reg~ster assoc~at~ons

res~dents must also be prov~ded w~th the leadersh~p and management tools needed
to run an assoc~at~on

ICMA also helped found the Nat~onal Assoc~at~on of Condom~n~um Owners (NACO)
wh~ch was reg~stered ~n September 1997 Wh~le ~n~t~ally nurtured both
f~nanc~ally and manager~ally, NACO now has a good chance of becom~ng

susta~nable, they have now collected enough membersh~p fees to carry them for 10
to 12 months beyond February 1999

Many mun~c~pal~t~es have embraced the condom~n~um concept because ~t helps to
allev~ate the tremendous respons~b~l~ty of car~ng for the hous~ng stock, much of
wh~ch ~s ~n an advanced state of d~srepa~r due to deferred ma~ntenance Once a
condom~n~um assoc~at~on ~s formed, ~t becomes respons~ble for collect~ng ~ts own
fees and for the prov~s~on of ~ts own clean~ng, ma~ntenance and repa~rs

On the other hand, some mun~c~pal~t~es have reportedly res~sted the
condom~n~zat~on of the~r hous~ng stock W~ll~am Schlansker, ICMA's Country
D~rector, told the Team that certa~n mayors may be benef~t~ng from ma~ntenance

fees collected by the JEKS (publ~c hous~ng ma~ntenance serv~ces) from non
condom~n~m~zed, mult~-res~dent~al bu~ld~ngs for ma~ntenance When a mult~

res~dent~al bU~ld~ng becomes a condom~n~um, JEKS can no longer collect fees from
them For th~s reason, some mayors, accord~ng to Schlansker, have act~vely

d~scouraged condom~n~um format~on

The creat~on of condom~n~um assoc~at~ons ~s ~ncreas~ngly lead~ng to the
pr~vat~zat~on of urban serv~ces, wh~ch were formerly prov~ded by the state, and
market-or~ented techn~ques Many condom~n~um assoc~at~ons compet~t~vely

contract w~th pr~vate compan~es for trash removal and bu~ld~ng ma~ntenance

Somet~mes, condom~n~um assoc~at~on members w~ll carry out work themselves
~nstead of pay~ng condom~n~um membersh~p dues Th~s ~s a necessary alternat~ve

to pay~ng condom~n~um fees ~n a soc~ety where even a few dollars per month ~s

beyond the means of many

In the eyes of the GOA, espec~ally the Pr~me M~n~ster, the Condom~n~um program
has been h~ghly successful The PM has advocated s~nce early 1999 to keep the
condom~n~um format~on process go~ng and has reportedly developed a number of
proposals on how to use the assoc~at~ons created (at the t~me of th~s wr~t~ng,

we unfortunately do not have any of the PM's proposals)

The Team feels that the Condom~n~um program should cont~nue to be supported,
whether through ICMA or through another contractor The creat~on of condom~n~um

assoc~at~ons ~s help~ng to foster a new market for pr~vate ma~ntenance serv~ces

At the same t~me, assoc~at~ons help rel~eve local governments of the
respons~b~l~ty of car~ng for the hous~ng stock F~nally, foster~ng the creat~on

of condom~n~um assoc~at~ons ~s an excellent way to get c~t~zens ~nvolved ~n

grassroots act~v~t~es

2 Mun~c~pal Infrastructure And Serv~ce Del~very Plann~ng

The Team found that some mun~c~pal~t~es v~s~ted had plans wh~ch pr~or~t~zed

~nfrastructure development The Yerevan Commun~ty of Achapn~ak has an ~nventory

of the~r hous~ng stock and a pr~or~ty l~st of the work that each bu~ld~ng needs
The C~ty of Charentsavan had the ent~re c~ty, ~ts bu~ld~ngs, road, commun~cat~on

l~nes, etc , catalogued ~n a computer-based, geograph~c ~nformat~on system
Th~s c~ty also had a database of ~ts ent~re populat~on and calculated proxy
poverty ~nd~cator Th~s ~nd~cator was used to prov~de ut~l~ty subs~d~es to poor



households At the same t~me, the c~ty more aggress~vely collect~ng from
households who were deemed not to be poor Th~s system has resulted ~n a 30%
~ncrease ~n ut~l~ty fee collect~ons

However, plann~ng and pr~or~t~z~ng ~nfrastructure development ~s only one
aspect, actually hav~ng a budget to carry out any work ~s another The Yerevan
Communlty of Achapn~ak knew what work needed to be done but could only ~mplement

a small fract~on of lt such as resurfaclng roads, plantlng trees and other, non
capltal lntens~ve proJects They are pet~tlon~ng central government for the
rema~n~ng balance they need stat~ng that ~f certa~n bUlld~ngs are not
selsm~cally re~nforced, they wlil collapse In the event of an earthquake

The C~ty of Charentsavan, a reclplent of USAID-funded budgetary tra~nlng through
ICMA, had an lnnovat~ve approach to formlng a capltal budget and uSlng ~t for
urgent repalrs and proJects wlth hlgh publ~c V1Slbll~ty The Mayor
compet~tlvely contracted for certaln urban serv~ces WhlCh he found could be
carrled for less than lf the Clty dld them The money he saved went lnto the
Clty'S capltal bUdget The Clty also sold publ~c property, the proceeds of
WhlCh flowed lnto thelr cap~tal budget The capltal budget was then used to
renovate the communlty's theater They also plan on bUlldlng a sports complex
wlth funds from the cap~tal budget The Mayor reported that these proJects had
not only resulted In real lmprovements, they had lncreased publlC trust In thelr
government

The Mayor of Slslan, wh~le he dld not have a cap1tal budget, managed to obta1n
some ~nternat1onal donor fund1ng for the rehabll1tatlon of the Sls1an Art
Gallery and Art School He obtalned fundlng from another ~nternat~onal

organ~zatlon for the repalr of the communlty's MUS1C School Whlle there are
probably other lnfrastructure repalrs that were more lmportant than art and
mUS1C schools, such as the C1ty'S water dlstrlbutlon system, the fundlng
rece~ved was nowhere close to what was needed The Mayor therefore wlsely chose
to use hlS Ilmlted fundlng for proJects wlth wlde publlC vls~b111ty

In general however, ~t appears that most local governments are barely able to
keep up wlth ma1ntalnlng thelr eX1stlng 1nfrastructure Plann1ng addltlonal
lnfrastructure development would be a theoretlcal exerClse In the absence of any
slgn1f1cant flnanClal means Accordlng to Deputy Mln~ster Armen Khoudaverdlan
of the M1n1stry of Terrltorlal Adm1nlstratlon, many local governments do not
know how to plan capltal budgets for even the ma1ntenance of eXlstlng
~nfrastructure Munlclpal1tles practlce tr1age to keep thelr crumbl1ng
lnfrastructure from fully collaps1ng

Another constra1nt 1n mun1clpal1t1es be1ng able to plan lnfrastructure and
serVlce del1very development 1S the1r lnabll~ty to borrow funds Wh1le local
governments 1n theory have the authorlty to borrow money as per the Law on Local
Self Governance, 1n pract1ce, none have ever borrowed any Several layers of
government would have to approve any borrow1ng and even 1f they dld, 1t lS
unl1kely that f1nanc1al 1nstltutlons would lend funds to any un1t of Armenlan
local government because of thelr 1nsolvency

3 Potable Water
The provls1on of potable water lS a part1cular problem throughout Armenla Most
urban areas rece~ve only a few hours of water In the morn1ngs and evenlngs
Part of thlS problem 1S due to the way responslb111ty for the potable water
del1very system 1S d1vlded Natlonal-Ievel authorltles are responslble for
prov1dlng water to a meter at commun1ty's boundary The commun1ty 1S then



respons1ble for all d1str1but1on systems w1th1n the commun1ty
also respons1ble for collect1ng water fees from 1tS res1dents

The commun1ty 1S

Water fees are based on a person-per-household bas1s because there are no water
meters to mon1tor a household's water consumpt1on Water fee collect1on rates
are at only about 30% because many c1t1zens res1st hav1ng to pay for an errat1c
water supply and/or are unable or unw1ll1ng to pay for somethlng Wh1Ch had
pervas1vely been prov1ded far a SYmbOl1C amount Local off1c1als are unable to
cut off water to households for non-payment because 1) there lS no physlcal
means to cut off Just one household w1thout cutt1ng off the entlre bU1ld1ng and
2) even 1f water could be cut off at a res1dentlal level, 1t would be
pol1t1cally unacceptable to do so as water, unl1ke other ut1l1t1es such as
electr1c1ty, 1S Ilfe-susta1n1ng

At the same tlme, commun1t1es have to pay the nat10nal water author1t1es for
100% of the amount of water that passes through the c1ty-w1de meter However,
local author1t1es the Team spoke to est1mate that 40% to 60-0 of the water the
commun1tles were rece1v1ng lS be1ng lost to underground leaks Even the few
water fees commun1t1es manage to collect are turned over to the nat10nal water
author1t1es so 11ttle 1f any resources are ava1lable for ma1nta1n1ng the system
Many mayors the Team spoke to regret hav1ng 1nher1ted water dlstr1but1on systems
1n very poor cond1tlon w1thout the f1nanC1al means to ma1nta1n them

Several mayors noted that they had been glven respons1b1llty for serV1ce
del1very systems WhlCh were In a hopeless state of dlsrepalr, such as the
potable water del1very systems or houslng ma1ntenance Other more lucrat1ve
serv1ces, notably electrlc1ty, has rema1ned 1n the hands of the central
government

4 Res1dent1al Electr1c1ty
Cost recovery for electr1c1ty has advance much further along than for water
Armen1a went from hav1ng a sporad1c electr1c1ty del1very system start1ng from
1992 (because of an energy embargo and other compl1cat1ons) to 24 hours of
electr1c1ty 1n 1995 onwards Th1S was accompl1shed by approach1ng a nearly 100~

electr1fy b1ll collect1on rate

One step had to be taken before collect1ons rates could 1ncrease Electr1clty
meters throughout the country were removed from w1th1n houses and apartments
where they had been and put In publ1C areas 1n lock boxes ThlS was done for
two reasons, 1) to prevent res1dents from tamper1ng wlth meters thereby show1ng
less consumpt1on and 2) to allow authorlt1es to cut a household off for non
payment
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