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ARMENIA MICRO ENTERPRISE DEVELOPMENT INITIATIVE
Analysis of Micro Credit Demand in Armenia

OBJECTIVE OF THE ANALYSIS

The primary objective of this analysis is to assess the micro-credit demand in Armenia. As a
target market for micro-credit this analysis focused on registered as well as non-registered
Micro and Small Enterprises (MSE) and small agricultural farms.

METHOD

Using the data collected by Alpha Plus Consulting and making some basic assumptions
regarding the level of profitability of micro-businesses and their repayment capacity, the
MEDI team derived the consolidated demand for micro-credits by MSEs in both dollar value
and number of borrowers. Following this, we disaggregated this estimate to further estimate
demand in each Armenian Marz. The assessment of rural micro-loans was conducted with
the same logic, utilizing the data available from the National Statistical Service.

ESTIMATION OF MSEs DEMAND FOR MICROCREDIT
Respondents’ profile

Geographic coverage

In order to create a comprehensive survey we looked at the broadest possible geographical
area covering all of Armenia. The survey distribution was determined by combining two
factors: i) distribution of total population by marzes', and ii) distribution of registered
businesses by marzes. In Table 1 the general distribution of respondents by regions
(marzes), including Yerevan, is presented.

Table 1. General distribution of respondents by regions (marzes)

Marz* #

Aragatsotn 10
Ararat 24
Armavir 36
Gegharkunik 36
Kotayk 56
Lori 60
Shirak 73
Syunik 41

Tavush 23
Vayots Dzor 6

Yerevan 400
ToTAL 765

! the results of the recent census were used
2 (in alph. order)
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Size

There are two main criteria in determining the size of MSEs surveyed included the number of
employees and the businesses turnover. Of these two criteria we believe that the number of
employees is a more accurate measure because business turnover was not thought to
always be reported accurately by the respondants.

1 employee

15-2 I
5-25 employees —

56 /7%

104/ 14%

8-15 employees 2-8 employees
—7

)
261/ 34% 344/ 45%

Line of business (sectors)

During the design of the survey, potential
respondent MSEs were conditionally divided
into two main equal groups: MSEs with 1 — 8
employees and those with 9 — 25 employees.
In the analysis, however, these groups were
further split into smaller groups, as presented
in the figure on the left. The smallest sub-
group of MSEs consists of self-employed
microentrepreneurs (7%), the largest MSEs
(15-25 employees) account for 14% of
respondants and those MSEs with between
2-8 and 8-15 employees account for about
80% of the respondents.

The survey focused on MSEs represented by three main sectors of economy: small-scale

production, services and commerce.

Table 2. Distribution of respondents by sectors

Marz Sector
Commerce Service Industry
Aragatsotn 3 3 4
Ararat 8 8 8 Commerce
Armavir 16 12 8 Industry, 281, 235,31%
Gegharkunik 9 20 7
Kotayk 14 22 20
Lori 19 26 15
Shirak 25 19 29
Syunik 13 10 18
Tavush 7 11 5
Vayots Dzor 2 1 3
Yerevan 119 117 164
TOTAL 235 249 281

Formally registered or not

Formal registration was not a requirement of surveyed respondents. The table below is
provided by way of further background but was derived as a result of random sampling and

is therefore only an estimate.

Table 3. Formally registered and unregistered MSEs: distribution by region, size and sector

Factors Registered formally Total
Yes | No

Regional

Marzes 343 20 363
Yerevan 360 39 399
Sector

Commerce 229 5 234
Service 237 11 248
Industry 237 43 280

USAID / ARMENIA MICRO ENTERPRISE DEVELOPMENT INITIATIVE




CHEMONICS INTERNATIONAL INC.

By monthly turnover

The respondents were conditionally divided

Other, 0.5% Below $200,
10.6% into five categories according to the MSE
v $200$500,  respondent's monthly turnover: MSEs with
' 13.1%
monthly turnover below $200, from $200 to
$500, from $500 to $1,000, from $1,000 to
_\_ } $500-$1,000, "
10.5% $2,000 and above $2,000. The Exhibit to
AbO‘QEE&OOOv $1,000-62,000, the left summarizes the distribution of
10.7%

MSEs by level of income.

MSE Credit Demand Assessment Logic

As a basis for our analysis we have
used the data on MSEs monthly
turnover, increasing the self-reported
monthly turnover in each category by 10.60%
50% to account for shadow income.
Then we have calculated the
monthly profits of MSEs in different
income groups assuming that the
profit of an average MSE is 25% of 0 From $37.50 to $75
its turnover. Next we estimated

repayment capacity of the MSEs v 0 From $75 to $150
sureveyed. In this analysis we have 10.50%

assumed that MSEs are able to ® More than $150
allocate 20% of their profits to repay 10.70%

the loans.

With the knowledge of repayment capacity in each category and by making some additional
assumptions on the terms of the loans (duration and interest rate) we can estimate the
appropriate loan sizes that MSEs in each group can afford to borrow. Assuming a 12 month
loan term and 2 or 3% declining monthly interest rate, the loan sizes corresponding to the
repayment capacity in each category are as following:

MSEs Repayment Capacity

O Less than $15

36.50%
W From $15 to $37.50

13.10%

Loan Sizes in case of 3% loan Loan Sizes in case of 2% loan

10.60% 10.60%
O Less than $149 @ Less than $159

@ From $140 to $373 @ From $160 to $397
13.10% 13.10%
O From $373 to $746 0O From $398 to $793
O From $746 to $1,493 0O From $794 to $1,586
10.50% 10.50%
W More than $1,493 B More than $1,587

10.70% 10.70%

36.50% 36.50%

Finally generalizing the numbers to total number of MSEs which have expressed willingness
to borrow (75% of all respondents) we have derived the MSEs micro-credit demand in
Armenia.

ANALYSIS OF MICRO CREDIT DEMAND IN ARMENIA 9
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Table 4. Demand for micro-credits by MSEs with the monthly turnover below $2,000

Number Loan Demand (3% loan) Loan Demand (2% loan)
of MSEs Marz Min Max Min Max
363 Aragatsotn $112,309 $245,343 $119,320 $260,657
872 Ararat $269,543 $588,823 $286,368 $625,578
1,308 Armavir $404,314 $883,234 $429,552 $938,367
1,308 Gegharkunik $404,314 $883,234 $429,552 $938,367
2,035 Kotayk $628,933 $1,373,920 $668,191 $1,459,681
2,180 Lori $673,857 $1,472,057 $715,919 $1,563,944
2,653 Shirak $819,859 $1,791,003 $871,035 $1,902,799
1,490 Syunik $460,469 $1,005,906 $489,212 $1,068,695
836 Tavush $258,312 $564,289 $274,436 $599,512
218 Vayots Dzor $67,386 $147,206 $71,592 $156,394
14,536 Yerevan $4,492,377 $9,813,715 $4,772,795 $10,426,296
27,800 $8,591,672 $18,768,731 $9,127,971 $19,940,290

Table 5. Demand for micro-credits by MSEs with the monthly turnover over $2,000

Number Loan Demand (3% loan) Loan Demand (2% loan)
of MSEs MARZ AT LEAST AT LEAST
296 Aragatsotn $441,329 $468,877
709 Ararat $1,059,189 $1,125,304
1,064 Armavir $1,588,783 $1,687,956
1,064 Gegharkunik $1,588,783 $1,687,956
1,655 Kotayk $2,471,440 $2,625,710
1,773 Lori $2,647,972 $2,813,260
2,158 Shirak $3,221,699 $3,422,800
1,212 Syunik $1,809,447 $1,922,395
680 Tavush $1,015,056 $1,078,416
177 Vayots Dzor $264,797 $281,326
11,823 Yerevan $17,653,145 $18,755,069
22,612 $33,761,639 $35,869,069

10 USAID / ARMENIA MICRO ENTERPRISE DEVELOPMENT INITIATIVE
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ESTIMATION OF DEMAND FOR RURAL MICRO-LOANS
Rural Micro-Credit Demand Assessment Logic

Using the data from 2002 Armenia Country Statistical Bulletin and assuming that the
cultivated land sizes in Marzes and proportion of each Marz in gross agricultural product did
not change significantly from 2002 to 2004, we have calculated the average gross income
per farm in each Marz of Armenia.

Table 6. Number of farms, size of cultivated land and gross output per ha in Armenian Marzes

Marzes Gross output Number of Cultivated Land per Income per

per ha (USD) peasant farms Land (ha) Farm (ha) Farm (USD)
Aragatsotn 1,259 37119 55771 1.50 1,892
Ararat 3,618 52902 33300 0.63 2,277
Armavir 2,241 50332 49996 0.99 2,226
Gegharkunik 1,578 48220 95148 1.97 3,114
Kotayk 1,905 37611 44278 1.18 2,242
Lori 2,145 32542 46202 1.42 3,045
Shirak 1,182 28251 80000 2.83 3,348
Syunik 1,854 12945 46301 3.58 6,630
Tavush 1,725 21938 31762 1.45 2,498
Vayots Dzor 1,866 12828 22267 1.74 3,238

Assuming that the repayment capacity of farms is 10% of their gross output and that average
duration of agricultural loan is 12 months with 1.5% monthly declining interest rate as a first
step we have derived the average rural loan size for each Marz. Then, with the presumption
that in agriculture as well as in case of micro and small businesses only 75% will be willing to
borrow, we have estimated the number of potential borrowers in each marz. Lastly by
multiplying the number of borrower by the average loans size in each marz we have
assessed the potential demand for agriculture micro- loans in each marz.

Table 7. Demand for rural micro-loans

Repayment Loan Interested

Marzes Capacity (USD) Size (USD) to Borrow Total (USD)
Aragatsotn 189 172 27,839 4,786,544
Ararat 228 207 39,677 8,212,620
Armavir 223 202 37,749 7,638,565
Gegharkunik 311 283 36,165 10,235,591
Kotayk 224 204 28,208 5,748,957
Lori 305 277 24,407 6,755,408
Shirak 335 304 21,188 6,448,387
Syunik 663 603 9,709 5,851,277
Tavush 250 227 16,454 3,735,953
Vayots Dzor 324 294 9,621 2,831,840

Total 251,016 $62,245,142

ANALYSIS OF MICRO CREDIT DEMAND IN ARMENIA 11
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CONCLUSION

The estimated number of potential borrowers across the country among the MSEs is around
50,400. Depending on loan interest rate and the distribution of MSEs in each income
category, the dollar value of demand ranges from $42.4 to $55.8 million. In agriculture the
demand for micro-credits is even higher, which is not surprising given the huge number of
peasant farms which have evolved as a result of land privatization in the beginning of tye
1990s. We have estimated that 251,000 potential borrowers across the country have a
potential demand for $62.3 million. Thus, total demand for micro-credits ranges from $104.7
to $118.1 million. It should be noted though that this is very conservative estimate of demand
which does not take into account important factors, such as the effect of the loan on the level
of incomes, the impact of economic growth on the number of businesses, the improvements
in technology, which might increase the agricultural output levels, and the like. Moreover,
estimates do not include the demand for non-business micro-credits, such as a broad variety
of consumer loans, educational loans, home improvement loans, heating loans, etc.
Therefore, in reality demand for micro-credits in Armenia is higher.

12 USAID / ARMENIA MICRO ENTERPRISE DEVELOPMENT INITIATIVE
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