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Foreword

The National Human Development Report "Ten years of Independence and Transition in Armenia” is a result
of rewarding and extensive work carried out with the sponsorship and under the auspices of the United Nations
Development Programme.

We attach great importance to similar reports that are prepared by independent experts and view them as a
support to the irrevocable commitment of the Armenian authorities to build a democratic and economically advanced
state. Though the views expressed in the annual National Development Reports do not always coincide with the
views of the authorities, these reports can raise constructive discussions and public debates, which in turn will con-
tribute to a deeper understanding of the objectives and the actions of society and the State.

During the past decade almost all spheres of national life have undergone fundamental reforms. The in the
economic and democratic domains these reforms resulted in the creation of a legislative framework and established
prerequisites that enabled us to enter a qualitatively new phase of development. We know from our experience that
political stability is a major boosting factor for a country in transition.

Armenia’s aspirations on economic and social success are linked in the first place with the irreversible choice
of democracy and the organization of the State, with the major emphasis placed on the deepening of international
integration.

The results of reforms received high evaluation of the international community, as well as respective inter-
national organizations. At the same time, despite a considerable increase in economic indicators, there are issues
that are still unresolved or require further settlement, particularly in such areas as taxation, energy, public services,
and others.

Reform should also continue in the sphere of investment, education and health. | am convinced that the prob-
lems that Armenia has encountered are resolvable, albeit their complexity and multifarious nature.

I would like to commend the authors of the NHDR 2001 and those who have assisted in its preparation and
congratulate them with the successful completion and making it a reality.

Vartan Oskanian
Minister of Foreign Affairs
Republic of Armenia



Preface

Independence and transition to a market economy posed serious challenges to almost all post-Communist coun-
tries throughout the 1990s. Armenia was not an exception, and its path to an economically sound democracy has
been strewn with missed and grasped opportunities, predicaments of various nature along with windows for suc-
cess. The year of 2001, which was particularly eventful for Armenia, was the corroboration of that development,
meaningfully and symbolically integrating the "new" democracy with the centennial wisdom of this nation that was
celebrating the 10th anniversary of its independence together with the 1700th anniversary of the adoption of
Christianity as state religion. These same milestones were in the focus of the National Human Development Report
(NHDR) 2001, dedicated to the ten years of Armenia's independence and transition.

National Human Development Reports are the fruit of a close cooperation between the Government, the United
Nations Development Programme (UNDP) and the intellectual elite of the country. Prepared since 1995 in Armenia,
by a group of independent national experts sponsored by UNDP and promoted by the Presidency of the Republic
of Armenia, each NHDR presents a multitude of views and standpoints on a given topic, analyzes the situation in
the country through human-centered approaches, and makes recommendations for the solution of the vicissitudes
of transition.

Initiated in 1990, the first Human Development Report (HDR) introduced the concept of 'human development' with
a challenge to shift the world's attention to people as a means and an end of development. Since then, the HDRs
have contributed, through analyses of global trends and policy recommendations, to shaping the new, human-cen-
tered thinking, presented alternative development scenarios, voiced the concerns of the people worldwide. They
have been a source of knowledge, information and conceptual guidelines for NHDRs, which are prepared in more
than 130 countries starting mid 90s.

The HDR 2001, entitled "Making New Technologies Work for Human Development,” is again about people. It draws
on the opportunities and threats that new technologies bear for people in the different parts of the world. One of the
challenges, as the Report sees it, is "to help the countries identify the global and national policies and institutions
that can best accelerate the benefits of technological advances while carefully safeguarding against the new risks
that inevitably accompany them." As in previous reports, the issues raised and concerns and challenges voiced
relate to all the countries, regardless of their status, development and priorities.



Armenia’s potential in information and communication technologies, as a proclaimed priority for the country's devel-
opment, the globalization and integration trends that have become a reality today, the principles of good gover-
nance, reinforced by human development, have found their reflection in the NHDR 2001. The Report concentrates
on the political, economic and social developments over the past decade. It also outlines the achievements and loss-
es of this ten-year period of independence and transition, highlights the lessons learnt and gives recommendations
on further steps. In this context, the selection of good governance as the underlying theme of NDHR 2001 is very
pertinent, given that "good governance is perhaps the single most important factor for eradicating poverty and pro-
moting development.” The Report has made an attempt to view all these issues in mutual dependence, impacting
the global outcome with the involvement of all the players.

The evaluations and recommendations may be debatable. We do hope, however, that they will provoke nationwide
discussions on the ways and means for making Armenia a thriving democracy, where real political participation,
transparency in the decision-making process and pro-poor development are ensured.

Committed to objectiveness, transparency and dialogue, the group of authors has seen its main task in compiling
an informative and analytical document in the light of human development. The authors of the report have suc-
ceeded in meeting the challenge of presenting the picture of the country's accomplishments during the past ten
years, providing for a diversity of approaches and visions. We value the authors' intellectual independence and pro-
fessional integrity and the principle of participation and transparency of the entire process. | congratulate the group
of authors on their successful completion of the NHDR 2001 and hope that it will contribute to Armenia'’s future.

Joel Boutroue
UN Resident Coordinator

UNDP Resident Representative
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The much cherished Independence and new horizons
for economic freedom emerged in Armenia while caus-
ing drastic changes both in political and socioeconomic
systems. The impact of the dual transition, along with
many achievements, among which are freedom of
speech, multi-partisanship, establishment of democratic
institutions, etc., has been poverty and unemployment,
prostitution and drug abuse, lawlessness and corrup-
tion*, migration, social polarization and dependence on
external financial and economic centers. The wide-
spread popular discontent and emigration are clear indi-
cations that, for the general public, the status of political
independence does not countervail economic and social
losses. Access to fair and impartial justice is in need of
much improvement. To stop the devaluation of new,
fledgling democratic values and vindicate the losses
incurred by the society and make them meaningful, the
government should take the lead in addressing the
social needs of the country, bringing policy and practices
to levels that are adequate to the progressive global and
national tendencies as well as indicative of the perspec-
tives for Armenia's future.

The host of problems accumulated over the past ten
years are starting to be systematized and addressed.
However, a number of critical issues mentioned here-
after, need to be consistently given priority to:

Poverty Reduction

After a decade of economic reforms, one of the most
challenging issues is the widespread poverty with 55%
of the population living under the poverty line.
Comparative analysis of data available over the years
have revealed positive shifts in the depth and severity of
poverty as well as extreme poverty having decreased
from 27.7% to 22.9%. However general poverty yet does
not show any indication of being reduced. Poverty is
especially severe in the earthquake zone, the rural areas
where there is no possibility to cultivate land, borderline
regions and the urban population. Among the peculiari-
ties of poverty in Armenia (typical of the CIS countries)
should be mentioned that employment and education do
not always help people get out of poverty.

Armenia is among the six CIS countries that were select-
ed to prepare Poverty Reduction Strategy Papers,
(PRSP) planned for three years and expected to address
the issue from all angles, including both income and
human poverty. PRSP is seen as a chance for the coun-
try to reverse the process before poverty in Armenia
changes its transitional nature and becomes embedded
both in the lifestyle and mentality of the population.
Under the leadership of the Armenian Government and
the assistance of the international community and broad

Executive Summary

participation of civil society, the process has been unfold-
ing. The main priorities of the PRSP are to secure growth
with equity, provide access to health and education, cre-
ate employment and a reliable social security system.

Reinforcement of democratic
institutions and the rule of law

The legal framework for democratic governance was
mainly put in place during these ten years, which how-
ever has not turned Armenia yet into a state "ruled by
law" in the literal sense. The laws need to evolve further.
The elections process and rooting out of shortcomings,
some of which persist from year to year, require legisla-
tion improvement, reinforcement of implementation
mechanisms, and mature public awareness. Real inde-
pendence for media mainly depends on the country's
economic development, and the maturity of Armenia's
democracy and legal guarantees of the State (the ways
of putting pressure on media has changed but not dis-
appeared completely).

The balance between the responsibilities and authorities
among the branches of power has been an issue of
debates. The elaboration of Constitutional reforms,
planned to resolve these issues as well as balance the
authorities and responsibilities of the President of the
Republic of Armenia have been completed and are
ready for wide discussion. Despite large-scale reforms in
the judicial system, the independence of the judicial
authority proclaimed in the RA Constitution, has not
become a reality yet. The system is in need for further
improvement. The National Assembly, as the main force
for advocating people's concerns is presently not very
active. Its composition does not suggest that the con-
cerns and interests of the people are voiced on a regu-
lar basis. The "turnover" in parliamentary factions is
symptomatic of the fragmentation of political forces.
Improving the quality of governance and legislature
requires that at least the core of parliamentarians and
the government comprise professionals.

Civil society in Armenia, according to various evalua-
tions, is yet in an embryonic stage, the large number of
registered organizations notwithstanding. Among the
current peculiarities of the political field is that alliances
are established based on situational interests rather than
political similarities. Differences between the parties are
blurred; the ruling party is reluctant to take full responsi-
bility for development; there is a lack of tolerance within
a given party.

Of serious concern is the fact that almost all civil society
organizations, including trade-unions are registered as

11
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non-governmental organizations, which seriously
restricts the scope of their activities. Certain changes are
necessary in the legislation so that trade-unions gain
their importance and protect the workers' rights. NGOs
cover a large range of spheres with different interests
and targets, and very often fill in the vacuum. However,
there are cases when the activities are finance rather
than need-driven. They seem to be more interested and
skilled in service delivery than advocacy. The recently
formed NGO councils seem to enhance the capacity
building, inclusion in the decision making process.

Mobilization
of the Diaspora

Relations between the two branches of the Armenian
nation acquired qualitatively new perspective during
Independence. It went through a number of phases and
now can be characterized as a phase of "re-considering
each other in a new capacity". Along with extensive part-
nerships, charity, and development projects implement-
ed due to the efforts of the Diaspora, there are certain
problems, which require that the status of Diasporan
Armenians in the Homeland be changed. Flexible laws
should clearly outline certain obligations and privileges.
The status of Armenians who left this country in the new
wave of emigration in the 1990s should be clarified with-
in the traditional Diaspora structures, facilitating their
integration into organizations that operate in the commu-
nities abroad.

Realization
of state governance reforms

The RA State governance system could be character-
ized as a hybrid of old and new systems with redundant
staff and unclear functions and frequently occurring
"erroneous selection of top management". The efficiency
of the system is hampered by the lack of official strategy,
of mechanisms for securing general access to informa-
tion; of clarity in the delegation of functions and instruc-
tions at various levels of power, of clear cut goals and
priorities.

The steps undertaken by the government include the
creation of a committee on Public Reforms, the drafting
of a number of documents, including a crucial law on
Civil Service. The principal outcomes anticipated from
efficient implementation of the structural reforms of the
SGS, include determining the optimal number and struc-
ture of the State governance bodies, transferring certain
specific powers from the central governance bodies to
lower-level executive bodies, reducing State interference
in the economic activities of individual and corporate
entrepreneurs, building the public's confidence in the
Government, reducing the size of the shadow economy,
establishing a stable system of governance, raising the
personal responsibility of each state servant, and intro-
ducing self-governing systems regulated by the State.

Delopment
of local self-governance system

As the authority closest to the people, local self-govern-
ment is expected to ensure civil society building, decen-
tralization of power, economic development and solution
to problems related to utilities and service provision.
Though the Constitution of 1995 served as a basis to
introduce a system of local self-government, the legal
framework related to local self-governance needs
improvement, such as introduction of mechanisms to
exercise the rights of communities, to balance the
mandatory and delegated powers and the financial
resource of communities, to secure regular and uninter-
rupted allocation of earmarked funding, to take into con-
sideration the specifics of the communities as well as to
clarify the relations between the local and state authori-
ties.

The expeditious improvement of the system will require
improvements in administrative-territorial divisions and a
reduction in the number of communities. This will lead to
further advancement towards decentralization and
expansion of community powers, financial allocations to
communities and budgets that are within the scope of
the communities' mandatory and delegated powers,
improvement of the legislation related to local self-gov-
ernment and its implementation.

Economic Reforms

Economic reforms implemented in Armenia over the last
ten years, aimed at the formation of relations, institutions
and management systems inherent to a market econo-
my, had a positive impact and efficient solutions were
achieved. However, the approaches to such solutions
were neither holistic nor coordinated and they were often
incomplete and lacked coherence. As a result, even the
most timely laws and decisions were limited in terms of
their positive impact since various sectors of the econo-
my operate under different and sometimes contradictory
regulations.

The privatization process, which started in Armenia in
1991, could be divided into three stages - initial, large
scale and decelerated. The various ways of privatization
used to ensure a wide outreach proved an illusion of
social justice as there was no logical continuation to
make investments through appropriate tools and regula-
tions.

Already for several years the State has failed to recog-
nize that there has been no significant progress in priva-
tization since the investments made to privatize enter-
prises are largely insufficient; the number of operating
enterprises has decreased, resulting in an increase in
the number of unemployed; a large group of private pro-
prietors has not been formed, and an effective market
has not been established.



Steps to be undertaken while privatizing the remaining
enterprises include clarification of the privatization goals;
implementation of a correct policy for evaluating proper-
ty; carrying out comprehensive preparatory activities
prior to privatization; using flexible payment methods for
various types of privatization.

Economic growth in the development scenario of any
country is a necessary and critical issue. However, it
cannot be an end in itself. In Armenia it should aim
poverty reduction, addressing deep polarization in
incomes and inequality, promoting investments in the
human capital, small business, and social infrastructure.

Once the positive trends observed in the first half of
2001, such as outstanding economic growth, realization
of the income part of the budget, increase in export and
decrease of the negative trade balance continue to dis-
play an inter-linked and coherent growth pattern, this
may bring about a qualitative change in development
perspective.

Among the main challenges of the capital market is the
establishment of mechanisms for converting the current
modest savings into investments and the absence of
investment and financial tools. The embryonic stage of
the financial market in Armenia is also conditioned by the
underdevelopment, or in some cases absence of neces-
sary infrastructures, namely independent evaluators,
realtors, stock exchange structures, brokerages, invest-
ment funds and companies, auditors.

The creation of an environment that ensures equal com-
petition based on legislation as well as practical mecha-
nisms requires expedient banning of the existing double
standards through legislative and administrative meas-
ures and imposing strict limitations on monopolization,
as well as efficient management of state property.

There still exists the belief in society that the former "flag-
ships" of the economy can be saved and revitalized. The
solution to this problem lies in the regulation of state
enterprise activities, their control, performance evalua-
tion, as well as a coordinated approach to their liquida-
tion, if they cannot be privatized or when there is no
alternative.

Of the past ten-year process of establishing statehood,
the introduction of a national currency, the Dram, repre-
sents an important stage. Present challenges include the
use of targeted and effective monetary policy tools,
which would ensure the manageability of inflation, while
adequately boosting the economy. The further develop-
ment of the banking system should be orchestrated by
adequate establishment of other institutional players,
such as insurance, investment companies, non-banking
financial and loan organizations.

Taxation Policy

Taxation policy is seen as one of the most powerful eco-

nomic leverages to promote economic development and
small and medium entrepreneurship. Legislation on tax-
ation underwent substantial review between 1997-2000
when fundamental new laws on taxes were adopted,
based predominantly on international standards.
However, some principal problems regarding enforce-
ment still remain unsolved in taxation legislation and the
administrative system. Under these circumstances the
promotion of sustainable and accelerated economic
growth does not translate into a taxation policy that will
also solve current fiscal issues.

The changes in taxation legislation at the end of 2000
created two major groups of taxpayers: (i) fixed and sim-
plified taxpayers and (ii) those taxpayers who prefer pay-
ing profit tax thus leaving the final choice to the taxpayer
and excluding any pressure from the State.

In the course of the next several years, and taking into
consideration certain proportions of the economy's
development, the taxation burden of businesses should
be gradually modified to put more stress on direct
income taxes, while preserving the boosting impact of
taxation mechanisms.

One of the most critical issues for an efficient taxation
policy is the transfer of jurisdiction exclusively to the
courts for imposing fines and penalties on undisciplined
taxpayers. The adoption of a law on inspections had a
substantial impact - double inspections are now strictly
limited and comprehensive inspection by any state enti-
ty is prohibited.

The Shadow Economy
and Corruption

The tough and inefficient taxation and customs policies,
governmental regulations and restrictions, as well as
corruption occupy a prominent place among the factors
contributing to the creation and expansion of shadow
economy.

Compared with other countries, the Armenian shadow
economy has a number of peculiarities, including that it
is not generally linked to criminal gangs; it is perceived
as "normal” due to its widespread nature and is quite vis-
ible. In the period of 1990-1994, the shadow economy
has secured social stability by creating an opportunity for
socially vulnerable groups to earn some income. From
1995-2000 the destabilizing and negative factors of the
shadow economy gradually started to prevail. Under
conditions of internal political tension, the expansion of
shadow economy was reflected in the relative reduction
of tax revenues. Through the specific relationship devel-
oped between politics and the shadow economy, the
incomes generated through shadow activities are used
for attaining political power. Assessments using the cash
money method indicate that the shadow economy in
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Armenia was at its lowest level in 1994 and then began
to increase, reaching its highest level in 1997. The
increase of the shadow economy in 2000 (60% of the
GDP, according to expert evaluation) as compared with
1999 (54.5%) can be explained by the unstable political
situation at the beginning of the year, following the
known events of October 1999, which prompted people
to evade taxes and operate in the informal sector of the
economy. If the expansion of Armenia's shadow econo-
my continue, Armenians may find themselves in a very
difficult situation in a few years.

Corruption in Armenia currently has spread to all
spheres of life and all forms, i.e. at the personal, institu-
tional and systemic levels. Among the reasons for cor-
ruption in Armenia are mentioned low salaries, inade-
quate punitive mechanisms, shortcomings in the legisla-
tion, an atmosphere of omnipotence accepted by the
society, etc. Two other factors that have had an impact
on the level of corruption in Armenia are the expansion
of international trade/business and the privatization
process.

The negative consequences of corruption for society,
conventionally divided into four groups: political, eco-
nomic, social and development problems, in fact para-
lyze the entire range of activities in the country.

Anti -corruption activities that have the support of all the
segments of society and the international community
include establishment of an anti-corruption commission;
adoption of a concept for combating corruption; design
of an anticorruption program, including improvement of
legislation, particularly in economic, judiciary and legal
areas as well as adoption of a special package of anti-
corruption laws.

Budgeting Process

In most cases, budgets in Armenia have been unrealis-
tic, repeating the same mistakes and shortfalls. They
have failed to identify discrepancies at the defining stage
of programmatic indicators, to determine the quarterly
proportions for state budget implementation, to imple-
ment numerous guaranteed budget lines, to provide
complete information on community budgets, and to
carry out sequester even in the most evident cases.
Under such circumstances, the provision of loans from
budgetary sources is questionable. As a rule, these
loans are not repaid on time, are often misused and are
regarded as a specific form of non-returnable budgetary
financing. It became an accepted practice to raise the
budget implementation rate artificially by clearings.
Particularly in 2000, 23,719 billion AMD worth of clear-

ings were made, which amounted to 11.3% of the state
budget implementation rate. The situation is promising in
the first half of 2001, with 99% of budget execution.

Elimination of 4-5 billion AMD worth of annual subsidies
to the energy and water resource spheres respectively
could bring about drastic changes in the budget struc-
ture, provided that the principle of mandatory payment
for the use of resources and services is reinforced
implicitly. The "freed" resources should go cover the
salaries of the budgetary sphere, and decentralization of
budget expenditures, in favor of local budgets.
Decentralization of budgetary means, given their highly
centralized nature, is seen as one of the most important
ways to make expenditures more targeted. The unified
system of state procurement is one of the measures
taken to increase the efficiency of budgetary expendi-
tures. Another step could be the establishment of a
treasury system with the incorporation of extra-budget-
ary funds, particularly the social insurance fund.

Investment

The current level of investments is largely insufficient
and is too low to ensure dramatic and stable growth.
Despite contributing factors, such as the commitment by
the Armenian Government, macroeconomic and political
stability, enabling environment and legislation, as well as
active Diaspora, the cumulative sum of foreign direct
investments (FDI) from 1995-2000 in Armenia was
approximately 580 million USD - the lowest among the
CIS countries after Moldova, Kyrgyzstan and Tajikistan.

The impact of investments on Armenia's economy can
be assessed as very limited, given the small volumes of
investments and their concentration in a very small num-
ber of companies. The two largest investment programs
implemented in Armenia resulted in the newly created
monopolies in the sphere of communication and gas
markets, with all the ensuing consequences. FDI has
had some impact on the development of exports,
although mainly in terms of products heavily reliant on
raw materials.

All studies of the investment environment of recent
years indicate corruption and particularly administrative
obstacles as major factors deterring investments. A num-
ber of high-priority steps should be taken to make the
legislation and regulations for investments predictable,
the judicial system trustworthy, investment supporting
infrastructures effective, insurance system against risks
established, investment promotion policies stimulated,
support, expertise and know-how of international com-
munity available.



Social Reforms

The social reforms implemented in Armenia do not yet
adequately address the fundamental social issues of the
population. Having a more tactical rather than strategic
nature, they were not based on a system of clearly iden-
tified priorities and objectives. The government's efforts
aimed at addressing the needs of the vulnerable groups
of the population are not sufficient, since especially chil-
dren, women and the elderly become the first victims of
harsh transitional difficulties. The drawbacks of the
social sector, which is yet in the formation stage, are due
to a lack of a comprehensive concept for social develop-
ment based on the real economic opportunities of the
country, the deficiency of the legal and institutional
framework for the sector as well as a lack of a system of
monitoring and analysis of social indicators allowing for
more predictability of the social consequences of
reforms.

Among the positive shifts are the structural reforms in
the sector, the creation of new structures for the popula-
tion's social protection, the adoption of numerous legal
instruments for the regulation of the sector, programs on
training and retraining of social workers, a more coordi-
nated cooperation with international organizations, rela-
tive automation of the management system for the social
sector, and various programs of reforms.

The targeted social assistance system introduced since
1999 is being improved, among other measures, through
the creation of social assistance councils under the aus-
pices of the regional social service centers. The elabo-
ration of a draft law on social assistance envisages a
shift toward a differentiated allowance scheme aimed at
improving economic conditions of the most vulnerable
households.

Pension System

During the last decade, the legal framework for pension
security has changed dramatically, and yet the pension
system operates on "as it comes" basis, i.e. all the finan-
cial resources entering the fund are fully spent on pen-
sion payments. The system presently involves 30%
more pensioners than 10 years ago. A 100% compliance
of mandatory social security payments (considerably
hindered by widespread shadow economy) would
increase the payments' volume 2,6 times as compared
with the current level, and the average pension would
have increased from 4,481 AMD to 11,650 AMD.

The role of the State, as the main donor of the pension
security system, has been drastically reduced. While in
1991 the state budget financed 70% of the system, at
present the budget allocations stand at 4.81% only,
reflecting a 14-fold decrease.

The roles and functions of the actors of the pension sys-

tem - the state, the employers and the employees, have
changed fundamentally. At the same time, the old princi-
ple of operation still holds. The pension size does not yet
depend on the size of insurance payments.
"Harmonization/Egalitarianism, i.e. the non-insurance
character of the pension system is viewed as the main
obstacle to its development.

To improve the system, the reforms should emphasize
the following two aspects: program policy development
and appropriate administrative management. Numerous
duplications of functions and lack of clear separation
between the duties and liabilities of different bodies
involved in the management of the pension system and
lack of any clear responsibility for the "end product” have
rendered the system ineffective. Management has never
been regarded in Armenia as an "effectiveness factor".
Of strategic importance is the creation of a pension sys-
tem that together with assigning a new role to the State,
will create favorable conditions for the members of the
society to "earn” their pension, and focus on those who
cannot take care of themselves.

In a comprehensive setting, the process should com-
prise the creation of a new pension system model, the
reform of its regulatory base, and legislatively stipulated
division of rights, functions and responsibilities between
state and local self-governance bodies based on social
partnership.

Employment and Labor

Analyses of the labor market of Armenia from 1994 to
2001 reveal that its situation is still extremely tense, with
growing disparity between labor supply and demand.
During the last years, Armenia's labor market has
demonstrated an increasing tendency in hidden unem-
ployment and hidden employment.

The officially registered unemployment level in 2000
stood at 11.7%, and in 1999 - at 11.2% (34.4% accord-
ing to independent evaluations). Unemployment is espe-
cially acute in the disaster zone and in urban areas.
Women still constitute a majority among the unem-
ployed. There is an increasing ratio of the unemployed in
the 31-50 age group. On the other hand, employment is
not a guarantee against poverty - of the employed 17%
is considered extremely poor.

Though the employment policy has begun to display
some features characteristic of a proactive policy since
1999, including the promotion of economic activity and
the creation of a corresponding favorable environment,
activities implemented in this regard are either inefficient
or non-existent. Components on training and creation of
a rehabilitation center for the disabled have not been
implemented either.

The legal framework for the labor and employment sec-
tor does not correspond to the actual economic situation
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and does not contribute to its improvement. It should be
fundamentally revised and brought into conformity with
the realities of the day.

The new draft Law on Employment and the draft Law on
the Mandatory Unemployment Insurance, as well as a
new Employment Code are currently being designed.
The Employment Code now in force neither corresponds
to the requirements of a liberal economy, nor does it
safeguard different types of ownership or provide for the
rights and obligations of hired workers.

Among the issues of priority for regulation of the employ-
ment domain are the design of a clear and comprehen-
sive policy for the labor and employment sector;
improvement of the management system for the sector;
dynamic amelioration of the corresponding legal frame-
work; organization of training programs inside enterpris-
es; creation of mechanisms for the latter's' active
engagement; increase in the public works system; adap-
tation of the remuneration levels to new conditions.

Today, when the current Labor Code is no longer capa-
ble of regulating emerging labor relations, social partner-
ship could be very timely to ensure the best possible
equilibrium of interests of various social groups, primari-
ly the employees and the employers. The Government
decree of March 2001 brought together all three actors
of the social partnership system - the state, trade unions
and employers onto the Executive Board of the Social
Security Fund of Armenia. However, these entities still
lack a real and practical substance, since it is perceived
that under the current socioeconomic conditions the par-
ties involved have nothing to "share". The new phase of
economic reforms in Armenia requires elaboration and
adoption of a coherent program of cooperation between
the state, the trade unions and employers with the imple-
mentation mechanisms enforced at all levels of the
social partnership, aimed at providing an axis for social

equity policy.

Migration as a Social Issue

Between 1988-1999 almost 3,250 million people
were part of one or another kind of Armenia's external
migration flows. The total number of those who left the
country from 1991 - 2000 is estimated approximately at
900 thousand. Most emigrants are men (more than 60%)
of active working and reproductive age (20-44 years).
There is a low ratio of children and especially of the eld-
erly, and the education level is considerably higher than
the average for the country.

The unprecedented migration levels of the last
decade have had a negative impact on the country's
demographics and can be counted among the key fac-
tors responsible for more than a two-fold decrease in the
marriage and natural growth rates. Migration has also
jeopardized family relations by causing long separations
among married couples and family units, impeding the

upbringing of children, and worsening the relations
between the sexes and generations.

The growth of uncontrolled labor migration flows,
in spite of any negative impact, can be seen as a rather
positive factor in the mitigation of the country's unem-
ployment. However, this marginally positive aspect
quickly evolves into a substantial negative one in a
sense that this segment of the population prompts a new
wave of emigration.

In the absence of corresponding interstate agree-
ments, the protection of the rights of labor migrants
becomes an issue. Due to a lack of legal status, they are
often subjected to violations of agreements with organiz-
ers of their transportation and employers in the countries
of destination, including exploitation, violence, forced
labor and other violations.

During the last years, migration flows of the
Armenian population reached levels that visibly affected
the course of the country's economic development, its
social and demographic situation, morale and conse-
quently, national security. Until recently, in spite of the
growing migration rates, a national policy on migration
was nonexistent. Only in November 2000 the
Government adopted the concept on the state regulation
of migration which highlights the priorities of the migra-
tion policy and delineates the means for addressing
these priorities.

Education

The education system, while not having suffered irre-
versible losses, nevertheless, encountered very serious
problems during these ten years. State budget alloca-
tions were curtailed, the renovation and maintenance of
the educational institutions were drawn to a minimum,
teachers' training courses were shut down, etc.

The RA government provides free of charge full second-
ary and 20% of tertiary education. In reality, at both lev-
els of education significant supplementary payments
from family budget have become inevitable, which seri-
ously limits the access of insolvent groups to high quali-
ty education.

The challenge of securing a fair start for all at the begin-
ning of life remains the most important prerequisite of
social justice. However, the problem becomes even
more complicated given the meager allocations from the
state budget to the education sphere (about 2% from the
GDP as compared with 7-9% in the 80s), while expendi-
tures per student amount to about 40 USD. Both are
rather low indicators as compared with other countries.

The current reforms are directed at the education sec-
tor's structure, content and management. The public at
large, while having accepted that these approaches are
in line with democratic principles, remains rather cau-
tious about these innovations which should include opti-



mizing the system structure, cutting back the over-
extended network of schools and teachers, increasing
per school and per student allocations as well as teach-
ers' salaries.

There is a serious lack of coherence between the current
system that prepares specialists and market demand.
Thousands of young people with no particular form of
training are entering the labor market every year. This is
also due to a scarcity of relevant specialized education-
al institutions. On the other hand, institutions of higher
education continue to "produce" thousands of specialists
for which even in theory there is no market demand.

A number of innovations carried out in the RA educa-
tional sphere include the adoption by the National
Assembly of a law on approving the state program on the
development of RA education, aimed at improving the
quality of education.

Health

The fundamental transformations in the country drasti-
cally affected the health care system, bringing about
deterioration of birth and natural growth rates, even at
the background of relatively stabilized mortality rates.
Diseases that are considered to be provoked by difficult
social conditions are on the rise. The same holds true for
cardiovascular diseases and heart attacks, especially
among women. Cancer is highest in terms of morbidity
incidence and second for mortality. Tuberculosis is main-
ly found among young people. There is also a ten-fold
increase in sexually transmitted diseases (STD).

Universal access to healthcare is jeopardized particular-
ly for the most vulnerable groups. The healthcare system
works only at half of its capacity, referrals to polyclinics,
home and emergency ambulance calls have decreased,
indicating at insolvency of the population and a decline
in the quality of health care, rather than improved health.

A new healthcare system model, adopted by the
Government in 1997 was introduced to address the fol-
lowing four areas: organizational structure and manage-
ment of the system, network structure, funding, and
medical education.

The introduction of paid medical service, with all its draw-
backs and negative implications, was perceived as an
inevitable stage in the process of financial reforms since
the volume of operations under the targeted public health
programs have repeatedly exceeded the limits of project-
ed funding from the state budget. To make this transfor-
mation less painful for the population, a variety of health
care funding was envisaged, through the introduction of
the state order systems, medical insurance and direct
payment. A system of payments in the form of a global
budget for hospital services was introduced, effective 1
June 2000. It aims to ensure manageability of costs and
to introduce the utmost clarity in terms of the state's obli-
gations vis-a-vis healthcare assistance and services.

Reforms are ongoing in medical training in conformity
with market demands, through the reduction of the num-
ber of medical students, extending the time of education
for nurses and enhancing professional educational pro-
grams, regular renewal of licenses for doctors, nurses
and pharmacists. The radical changes undertaken in the
country are aimed at developing a preventive healthcare
system, increasing the accessibility of quality medical
services, and introducing the concept of a family doctor.

Culture

Independent Armenia has inherited ancient cultural tra-
ditions and values, as a powerful network of institutions
for the protection, development, education, creation, and
awareness building of cultural heritage, as well as favor-
able conditions and opportunities for the development of
the cultural industry. Hopes that independence will open
new opportunities and potential for cultural development
have not materialized.

The ten-year period could be characterized by three
main components, which were dominant in different
time-periods: the lack of any doctrine which came to
replace the prevalence of ideology in culture; preserva-
tion of cultural institutions at any cost; establishment of
direct contacts with foreign countries (often with unjusti-
fied show-off overtone).

An assessment of the last decade's cultural develop-
ment reveals that losses have been striking for a variety
of reasons. Of primary significance are: the drastic drop
in the volumes of printing, the cinematography crisis,
and the loss of dozens of libraries, culture clubs, muse-
ums, movie theatres, ensembles and artistic groups.
New groups have emerged, however their number is
tenfold less than those dissolved, while some of the new
groups had a very short life or appeared in crisis.
However, the most dramatic sacrifice has been made in
the area of cultural education and propaganda of cultur-
al values. Globalization's threat of widening cheap cul-
tural values has encountered almost no resistance.

The Cultural Development Agenda, the elaboration of
which was completed in October 2000, stresses the
preservation of the cultural heritage for future genera-
tions, support of artistic and creative activity, as well as
promotion of the reproduction and dissemination of cul-
tural values. In order to attain this fully acceptable goal,
the state has taken the path of democratization of the
management system, liberalization of cultural activities,
priority given to the cultural values of global significance,
and decentralization of culture institutions.

During the last decade, steps were towards accession to
international instruments in the domain of culture and the
formation of a national legal framework. Yet, the legal
instruments are not sufficiently enforced. Several
spheres are completely left out, while others are not re-
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gulated. The lack of financial resources, culture spon-
sorship, management skills makes the statements on the
democratization of the sector sound premature.

The lack of legal and economic instruments causes seri-
ous problems with decentralization of the system, more-
over, the Government exerts efforts to re-institute its
authority, which cannot be considered a long-term
approach. Information and communication technologies
are practically absent from the culture management sys-
tem. It is hardly possible that the priorities of the Cultural
Development Agenda could ever be addressed without
adequate information support and an in-depth situation
analysis.

Armenia’s Future
in a Globalized World

Perspective Directions:
Information and Communication
Technologies

Among the necessary steps to be undertaken by the
country are the idenfication and development of per-
spective spheres, determination of the country's stance
in globalization processes, and establishment and
enhancement of institutions or mechanisms for good and
effective governance. Presently, prospects are quite
good for advanced technologies, including information
technologies, research and development and other serv-
ices. Armenia has a unique opportunity to catch the
momentum of change and find its special place in the
rapidly growing global market based on its educated,
skilled, creative, innovative, flexible and productive
labor-force.

The production of small volume/high value Information
Technology (IT) products and other services related to
the computer industry is progressing rapidly. These
products and services are considered to be export nich-
es and the most promising sectors for Armenia's devel-
opmen. Software exports alone amounted to an estimat-
ed USD 20 million, according to independent evaluation.
All ICT sub-sectors enjoy sustainable growth, with the
exception of the "IT Hardware " sub-sector.

In spite of the fact that, compared with other industry
sectors, the IT industry encounters fewer legal and
administrative barriers, they still exist and are embedded
in the provisions of the Copyright Law, while the absence
of a law on electronic commerce and electronic signa-
ture hinders the development of this economic sector in
Armenia. Among the several constraints that limit
Armenia’s broader leveraging of ICTs in support of eco-
nomic development are limited Internet access and legal
restraints that hamper exploiting the Internet for
advancement of e-Commerce.

The ICT industry in Armenia enjoys sustainable growth,
with a three-fold impact on other economic sectors since
it is a promising industry sector; it provides the required
technological base for the development of other sectors;
its infrastructure attracts foreign investment.

The ICT sector is extremely flexible and can quickly
change its strategy, policy, and range of produced
goods, thus facilitating the transition of other industry
sectors in Armenia. The ICT sector has several essential
advantages by utilizing the available high quality human
capital; creating jobs with minimum investment capital;
exporting its products quickly and easily on any scale;
being extremely attractive for foreign investment, and
supporting Armenia's integration and competitiveness in
the world markets.

Recognition of the sector's priority and the programming
now underway (with financial and technical support from
all international organizations) may be considered the
first promising steps the Government has taken toward
the development of Armenia’'s ICT sector. Moreover, the
sector grows quickly and exerts pressure on the State to
eliminate the obstacles preventing its development. The
State is beginning to respond by clearly identifying its
tasks such as the creation of a competitive environment
in the sector of Internet services and endorsement of its
development; elimination of administrative barriers; elim-
ination of legal obstacles for the protection of intellectual
property rights, and implementation of reforms in IT edu-
cation system.

Globalization processes

As an independent and sovereign state, Armenia
became directly and actively involved in the globalization
and integration processes through accession to a num-
ber of international and regional organizations, participa-
tion in global conferences, etc. Yet, the country must
address a two-fold issue: identification of its agenda vis-
a-vis globalization and determination of the degree of its
involvement in globalization.

The consequences of globalization for Armenia, as a
"recipient country", lie primarily in the cultural and social-
economic domains, since integration into the global mar-
ket opens wide opportunities on the one hand, while
causing controversies on the other hand. For Armenia,
the threats of globalization are three-fold: its economic,
cultural and political pillars are endangered. The chal-
lenge for Armenia is to adapt to the globalized interna-
tional community in the best possible way, taking maxi-
mum advantages of the opportunities it offers and at the
same time mitigating its negative consequences through
identifying a system of "filters" that provides a selective
approach to what globalization offers; protecting nation-
al culture through further development and its universal-
ization; using regional cooperation to forge long term
partnerships in economic, social and cultural domains,
as well as in terms of security and other considerations.



Along the same lines, Armenian authorities should take
into account several objective realities of the globaliza-
tion process. The most relevant of these are:

=« Globalization is an objective phenomenon and its fur-
ther development and proliferation are unstoppable.

= Globalization means the unprecedented competition
of goods, services, labor, capital and technologies on
the international market. To effectively integrate into
the global economy, Armenia should gradually
increase exports from the technologically advanced
industry sectors.

= Armenia should attract as much investment from
transnational corporations as possible. At the same
time, the protection of the country's interests requires
active participation in such organizations and ade-
guate knowledge of global development trends.

=« Delays in addressing Armenia’s transition problems
will lead to a more acute manifestation of globaliza-
tion's negative impact.

= Armenia is favorably positioned geo-politically, and
so in this regard has much potential, once the
Karabakh conflict is resolved. Routing oil and gas
pipelines across the country's territory, rebuilding the
north-south highways and railways would be impor-
tant factors for attracting considerable volumes of
foreign investment. Additionally, Diaspora investors
may become the second most important factor. This
potential, should it fully materialize, will bring about a
positive impact of globalization for Armenia.

« Armenia should diversify its foreign economic rela-
tions to mitigate the impact of economic shocks,
bring the level of dependence on individual countries
to a reasonable minimum, and expand its coopera-
tion with more stable and developed markets.

=« Design of a new governance concept and training of
qualified professionals are essential to ensure that all
regulations and requirements of the global economic
development are taken into account at the national
level.

Good Governance Basis

Given the growing globalization and integration, the ris-
ing complexity of management hierarchies, the
increased scale of operations and the accelerating pace
of change in the economy (as with countries in transi-
tion), enhanced effectiveness of management and gov-
ernance, as well as rationality of administrative decisions
have increasingly become the focus of attention world-
wide. For Armenia to be effectively governed, Report
suggests a theoretical framework of systems of i) pro-
gram provision, ii) scientific substantiation and iii) effec-
tiveness assessment systems for RA management. The
creation and development of these systems is crucial
and needs to be undertaken urgently, since apart from

being the main prerequisites for effective functioning of
the country, they will also contribute to the democratiza-
tion of management processes, and increase the
involvement of specialists in the preparatory process of
decision making.

The operation of inter-related systems, described above
closely relates to all aspects and functions of gover-
nance. Being beyond the very process of management,
they will become a management infrastructure that
largely predetermines its effectiveness.

Delays in the elaboration of a program for creating the
above mentioned systems increase potential losses. The
creation and development of such systems will ensure
increased transparency and democratization of the man-
agement processes through the involvement of an
increased number of experts in the formulation, assess-
ment, adoption and implementation of decisions.

The suggested theoretical framework of systems may be
applicable to poverty reduction as well as human devel-
opment, allowing to reconsider previously used
approaches and receive better-substantiated solutions
to the problems that would take into consideration the
specifics of each country and society. The creation of a
similar structure would provide the Government and all
parties involved with conceptual recommendations,
guidelines and information on the existing HD problems
in the country.

The framework will also attribute to the change of HD
paradigm, which as a reality existing and evolving in time
and with time, needs clarification and perfection. While
presenting HD as a Development Paradigm, UNDP thus
made it a guideline for people's activities, i.e. a principle
in making and substantiating human-centered decisions.
At present, it is characterized as a process for expand-
ing people's choices, viewing people both as a means
and an end for development.

A Model for the Future

Based on the analyses of the ten-year period of transi-
tion and independence together with the prerequisites,
constraints, opportunities and limitations, the Report
sees Armenia's future as part of post-industrial coopera-
tion, since it creates new development opportunities for
a country with scarce resources through the utilization
and development of human resources.

Armenia's development is seen in the framework of a lib-
eral economy, an open society and a social state.
Importance is given to the establishment and strength-
ening of institutions that guarantee freedoms. The provi-
sion of a social state is enshrined in the first article of the
Constitution of Armenia, which cannot be amended. It
implies the creation of a state that is exclusively oriented
towards its citizens (until now this is not implemented in
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legal and political practices). It is undeniable that ensur-
ing stability and security in the long term is possible only
under conditions of strengthening democracy and funda-
mental civic values. Therefore, recognition of human
development and human-centered laws as a top priority
will become a basis for the resolution of conflicts.

Given the absence of democratic traditions and weak-
ness of civic institutions, as is the case in Armenia, the
effectiveness of reforms is primarily conditioned by the
State's activities. Consequently reforms of the State's
governance system should be a top priority. Steps taken

to improve the investment environment will result in an
increase in the economic freedom index, and support the
formation of a middle class. All this poses certain chal-
lenges before the State and political system, the imple-
mentation of which is in the core of public concord.

To get on track toward sustainable human development,
the state and the political system must clearly define the
current agenda and make it public property: resolution of
conflicts, integration, creation of an efficient state, guar-
anteeing freedoms, formation of a competitive economy,
development of human resources.
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HUMAN DEVELOPMENT INDEX

Religion

Official Language
Currency
Exchange rate

Fiscal year

93/174 (HDR 2000)*

Armenian Apostolic Church
Armenian

Dram (AMD)

1USD =539.52AMD

January/December

72/162 (HDR 2001)

LAND AREA 29, 743 km?
01.01.2000 01.01.2001
POPULATION 3,803,395° 3,802,371
GDP PER CAPITA 485.0 USD 503.6 USD
LAND USE
Land used for agriculture (thousand, ha) 1,329 km?
Forests and reserves(thousand, ha) 1,316 km?
Land of other land-users (thousand, ha) 0,329 km?

* All figures are provided by the National Statistical Service of RA unless otherwise indicated

* HDRs present data with a two-year lag
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VITAL STATISTICS 01.01.2000 01.01.2001

Population density (person/ km?) 128 128
Population growth rate 0.2% -0.05%

POPULATION DISTRIBUTION

Urban 66.7% 66.6%
Rural 33.3% 33.4%
HEALTH
Life expectancy
at birth 73.2 years 72.5 years
Male 70.7 years 70.5 years
Female 75.5 years 74.5 years

Infant mortality rate
(per 1000 live births) 154 15.6

Maternal mortality rate
(per 100,000 live births) 329 52.5

Population per doctor

Population per hospital bed 161 172

EDUCATIONE®

1%, 2, 3 level
gross enrolment ratio
(7 and 17 years, annual, %) 60.2 59.6

Net school enrolment ratio, % 86.7 89.1

1%, 2™, 3 level
gross enrolment ratio
(7 -22 years, annual,

per 1000 people), including 597 572
General education system
(7-16 years) 790 776
Secondary vocational education
(17-20)’ 129 113
Higher education
(17-22) 153 146
Adult literacy rate 99% 99%

¢ Figures have been calculated based on the RA permanent population figure as well as the number of students of state and

nrivinta AdiiAaatiAanAal TnAtibodi A~
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01.01.2000 01.01.2001
ECONOMIC INDICATORS
Real GDP 1844.6 USD m 1915.2USD m
Real GDP growth
(annual % of change) 3.3% 6.0%
GDP by main activity
Industry 21.2% 22.1%
Agriculture 27.2% 23.1%
Construction 8.8% 9.1%
Services 34.9% 35.2%
Inflation
Inflation (December
of the current year as compared
with December of the previous year) 2.0% 0.4%
Inflation (average annual) 0.6% -0.8%
State Finances
Total Revenues 356.8 USD m 319.1USD m
Total Expenditures 432.9USD m 413.1USD m
Budget Deficit 76.1 USD m 94.0 USD m
External Sector
Balance of Payment
Exports (fob) 383.1USD m 446.8 USD m
Imports (fob) 919.1USD m 966.2 USD m
Net Private Transfers 79.7 USD m 85.6 USD m
Current Account Deficit -306.9 USD m -278.4 USD m
As % of GDP 16.6% 14.5%
External Debt 870.3USD m 859.5USD m
As % of GDP 47.2% 44.9%
Unemployment 11.2% 11.7%
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Introduction

The 2001 National Human Development Report (NHDR)
Armenia, prepared by a group of independent national
specialists and sponsored by the United Nations
Development Programme, with the Presidency of the
Republic of Armenia, representing the Government, is
the seventh consecutive Report issued in Armenia since
1995. Each NHDR has taken as its main theme a partic-
ular burning issue (social cost of transition-1995, pover-

ty-1996, social cohesion-1997, the role of the state-
1998, the evaluation of human development over five
years-1999, human rights-2000) and has analyzed it in
light of human development. NHDR 2001 reflects on the
developments of a decade long history of Independence
and transition. Based on analysis, outlined opportunities,
realities and necessary prerequisites, the Report presents
recommended approaches for Armenia's development.

Global HDR 2001- Making New Technologies Work
for Human Development

The Report is about how people can create and use technology to improve their lives. It is also about forg -
ing new public policies to lead the revolutions in information and communications technology (ICT) and
biotechnology in the direction of human development.

People all over the world have high hopes that these new technologies will lead to healthier lives, greater
social freedoms, increased knowledge and more productive livelihoods. However, many people fear that
these technologies may be of little use to the developing world - or that they might actually widen the
already savage inequalities between rich and poor. In the early 1990s the poorest 10% of the world's peo-
ple had only 1.6% of the income of the richest 10%. Without innovative public policy, the technologies
could become a source of exclusion, not a tool of progress. But managed well, the rewards could be
greater than the risks.

If new technologies offer particular benefits for the developing world, they also pose greater risks which
are the result of poor policies, inadequate regulation and lack of transparency.

These risks can be managed both at national and global levels. Nationally, the countries take advantage
of their being technology followers, make the most of regional collaboration, develop national scientific and
research capacities, strengthen regulatory institutions and mobilize local voices. On the global level, more
research is conducted, public trust in science is restored, information and experience are shared. The tech-
nological revolution and globalization are combining to create a new network age which is structured along
horizontal networks with each organization focusing on competitive niches. Many developing countries are
already tapping into these networks, with significant benefits for human development. In the network age
every country needs the capacity to understand and adapt global technologies for local needs. All coun-
tries, even the poorest, need to implement policies that encourage 1. innovation through stimulating
research and development (R&D) and entrepreneurship, 2. education systems to meet the new challenges
of the network age by improving quality, 3. mobilization of diasporas by using their expertise and
resources. The Diaspora's attitude towards returning to the home country is likely to change as the coun-
try develops and its prospects improve.

The Report calls for global action on four fronts:

= Creating innovative partnerships and new incentives for R&D- motivating the private sector, govern-

ment and academia to combine their strengths in R&D, both within developing countries and through
international collaboration.

= Managing intellectual property rights- striking the right balance between private incentives to inno-
vate and public interests in providing access to innovations.

= Expanding investment in technologies for development-ensuring the creation and diffusion of tech-
nologies that are urgently needed but neglected by the global market.

= Providing regional and global institutional support -with fair rules of the game and with strategies that
build the technological capacity of developing countries.
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This time too, the selection of the theme for NHDR 2001
was the result of extensive discussions at various levels,
dictated by a ten-year-period of Armenia's Independence
and transition. The population's disappointment with the
results of the transition period as well as the need for
choosing perspective and long-term policy have been
critical. An attempt was made in the Report to evaluate
the changes of the past ten years, compare progress
and regress, gains and losses, opportunities and con-
straints, achievements and setbacks. The emphasis of
analysis this year has shifted towards Governance and
good or effective governance, characterized by partici-
pation, transparency, accountability, rule of law, effec-
tiveness and quality® for the issue is more than urgent
and timely in Armenia.

All of mentioned above, obviously, cannot be discussed
in a single Report. Hence, NHDR 2001, while presenting
the ten-year period of Armenia's independence and tran-
sition, has concentrated on the issues that previously
have not been touched upon (or only superficially),
including pension reform, corruption, the shadow econo-
my, information technologies, systems of program provi-
sion, scientific substantiation and assessment of the
effectiveness of management. Others, such as Human
Rights and related issues, have been only touched upon,
since NHDR 2000 "Human Rights and Human
Development: Action for Progress" has covered those
issues in full length.

This year too, the Report has been faithful to its commit-
ments - to contribute to spreading knowledge, to raising
a nationwide discussion on the need for integrating
human centered concepts in the decision making and
policy design and implementation process. The Report
attaches special attention to the constructive diversity of
views, hence non-governmental organizations and indi-
viduals were given the opportunity to raise issues of
common concern, share their expertise and views (even
if these views are incongruent with those of the core
team of authors). We would like to reiterate that the
Report is prepared by a group of independent experts,
both the main text and the boxes, and does not neces-
sarily represent the opinions and views of the
Government or the United Nations.

The Report mainly covers the events from 1991 up to the
first half of 2001 and focuses on the dichotomy between
the perception and reality of independence and transi-
tion, the emerged opportunities, democracy processes,
the current issues of the state and local self governance,
the course of social and economic reforms and their

results. Given the evaluating and encompassing nature
of the Report, the team of authors tried not only to con-
centrate on the analysis of the ten-year period, but also
to look forward and consider Armenia's future in a glob-
alized world through identifying the perspective spheres,
viewing the impact of globalization processes and pictur-
ing Armenia in the post industrial world, as the most suit-
able model for the country. New technologies and the
ICT industry in particular are seen as engines for a
breakthrough, with a spillover effect into various
spheres, including the transformation of the Industrial
Economy to Information Economy.

Globalization processes, as an inevitable and external
reality, raise threats and simultaneously open doors for
unique opportunities that should be managed to mini-
mize losses and maximize benefits. "Without innovative
public policy and technologies, globalization could
become a source of exclusion, not a tool of progress"
hence as another necessary and critical prerequisite
emerges the need for the establishment of a framework
of governance tools, which will allow to secure the
utmost accuracy, substantiation, and comprehensive-
ness of decision-making in Armenia. It should certainly
integrate the human development through a closer con-
sideration of the paradigm of human development and
human centered concepts.

In regard to the status of human development in
Armenia, considerable progress has been made,
according to the Global Human Development Report
2001. Measured by the Human Development Index
(HDI), which comprises GDP per capita, adult literacy
and life expectancy, and through which UNDP ranks
around 170 countries worldwide to evaluate the policy
pursued by those countries from the point of Human
Development, Armenia has advanced from 87th place
(HDR 2000) to 72nd due to improvements in all the HDI
components - level of adult literacy, life expectancy of
already rather high indicators and certain economic
growth registered in the country. Such an advance can
be partially ascribed to the fact that 1998 was particular-
ly successful in all aspects. Besides, at the international
level, instead of the previous 174 countries, only 162
countries were included in the global ranking, hence
seven countries with traditionally high human develop-
ment were left out from the list, mechanically improving
Armenia's ranking. The NHDR authors' team hopes that
the recommendations rendered in this Report will also
contribute to making Armenia's advancement in human
development sustainable.
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1700™ anniversary of adoption of
Christianity as a State religion

"... The conditions of independent national Statehood make it imperative that relations between the Armenian Church
and the Armenian State should enter a new phase and be anchored in law. The Armenian Church and the Armenian
State are the Armenian people in their entirety. It is only through the harmonious union of these two complementary
spiritual and secular structures of the national life that we shall be in a position to create a prosperous and decent
future for our people. ....

... The Church's property, held in a nationwide ownership, has served and shall continue to serve the national pur-
poses in ecclesiastical, spiritual, cultural, educational, economic and other spheres of societal life...

... Let us have confidence in our triumphant capacity to be unanimous. May God fortify us all in our duty. May His True
Spirit, His Kind Spirit lead us to the land of the righteousness, to the light of wisdom. ...

... May the Grace of our Lord Jesus Christ and God's Love be with you all. Amen"

Excerpts from the Official Message (Kondak)
of His Holiness Garegin I,
Supreme Patriarch and Catholicos of All Armenians

The adoption of Christianity as a State religion by Armenia 1700 years ago was, above all, a universal achievement
for the entire civilized world. This historic event - a nationwide Conversion in A.D. 301 - symbolized the beginning of
an era crucially important for the entire Christian world.

It also provides convincing evidence that, in principle, the country embraces new criteria (anchored in hope, love, tol-
erance and compromise) for State governance, inner structures and for its relations with other countries. It is a blessed
system of human, social and inter-State relations, which for the first time was officially put into operation 1700 years
ago (in Armenia, as circumstances would have it), and for which now the entire civilized community worldwide is striv-
ing.

The celebration of this jubilee as a State event is symbolic in the 21st century since the concept of "State" is today in
need of incorporating "humanism," "charity,” "compassion," "mutual respect," "human dignity," and other crucial com-
ponents of the Christian lifestyle.

Holy See of Etchmiadzin
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The Armenian Apostolic Church and Human Development

The activities of the Armenian Church, especially during the first decade of Independence in the Republic
of Armenia, for the most part focused on social, educational and charitable contributions, albeit modest,
were well focused, specifically targeting and reaching the most vulnerable social groups. In an effort to
ensure decent living standards for the neediest elderly, nine charitable soup kitchens, serving each about
200 free meals daily, operate (in the Ararat, Armavir, Kotayk, Gugark, Gegharkunik and Syunik dioceses)
with the Holy See's funding within the framework of the implementation of the Armenian Church's Social
Services Programs. These Programs also provide for social groups that usually escape public attention,
financial and material assistance. The Armenian Relief Fund provides food, medication and clothing.

Over 150 Sunday schools with over 5,000 students operate in Armenia under the patronage of the
Armenian Apostolic Church (AAC). Efforts currently underway to establish church services in penitentiaries
are carried out on the basis of relevant experience gathered and studied from the civilized countries of the
world, Britain first among them.

The World Council of Churches (WCC) has established a Round Table in Armenia which has been imple-
menting 53 projects in the social sector, in small business development and in spiritual and general edu-
cation (computer training). The WCC Round Table collaborates with the AAC diocesan leaders in Armenia
and involves representatives of the Armenian Catholic and Armenian Evangelical Churches as well as
some NGOs in its activities.

In the RA Armed Forces, 25 AAC clergymen perform their mission and at least 60 more are involved in
providing spiritual service for all army units and subdivisions. In order to provide that structure with the
appropriate charter the Armenian Church collaborates with the RA Ministry of Defense and the draft char-
ter has already been prepared.

The Nork, Arabkir and Malatia "Houses of the Children" (orphanages) that operate entirely under the aus-
pices of AGBU and the Holy See of St. Etchmiadzin provide children and adolescents training in crafts,
music, sports, dance, etc. while at the same time strive to raise them as true Christian Armenians. A Center
for Miniature Art operates in Kanaker, where children master the art of the medieval Armenian miniature
painters and scribes and also receive a general education in the arts. These unique educational centers
employ 230 expert teachers. Over 3,000 children and adolescents attend these classes and also receive
moral instruction. Youth Unions operate in affiliation with the "Houses of the Children".

Information System St. Etchmiadzin

1

Throughout its history, the Armenian Apostolic Church, in
addition to its spiritual-religious mission in the life of the
Armenian nation, has performed the function of preserver of
the national identity in educational, scientific and cultural
spheres, has led the national liberation struggle for cen-
turies, and has been the most influential ideological,
sociopolitical factor for our people.

During the short and difficult period of the first Armenian
Republic (1918-1920) a draft agreement for an alliance
between church and state was prepared for the purpose of
defining the legal status of the Armenian Church, increasing
its role in the state, and regulating its relations with the
state. However, due to the establishment of the Soviet
regime in 1920 this agreement was never finalized. During
the first decades of the Soviet era hundreds of clergymen
were tacitly persecuted and numerous churches were either
destroyed or closed. Although many churches and historical
monuments were reconstructed during the post-war
decades, church activities were constrained by the limits
drawn by the authorities.

The status of Armenia's religious life changed drastically

after 1991, when the Law On freedom of conscience and
religious organizations was adopted, (subsequently modi
fied and amended in 1997). The Constitution of 1995 guar-
antees the freedom of conscience and religion for every cit-
izen (Article 23) and bans the promotion of religious hatred
(Article 48). Following the adoption of Law, 50 religious and
church-based benevolent organizations were registered,
representing different 13 religious and confessional denom-
inations.

The Armenian Apostolic, Armenian Catholic and Armenian
Evangelic Churches are implementing coordinated
Christian and charitable projects. Hundreds of good deeds
have been carried out by the Jinishian Memorial Fund, the
Armenian Biblical Association, the branch of the ECLOF,
and The Armenian Round Table of the World Council of
Churches. In addition to joint projects, the above-mentioned
groups and other churches and religious organizations are
also implementing specific charitable activities.

The past ten years of independence have opened wide the
possibilities for the Armenian Church. It was necessary to
fill the gaps of the preceding years in a relatively short time.
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Destroyed churches were restored, new ones constructed,

the diocese re-structured, spiritual, educational and cultural
institutions have been established (Box 1). In 1991 the
Vazgenian School in Sevan was opened, followed by the
Spiritual School of the Shirak Diocese, and the number of
students at the Spiritual Seminary of the Holy See of St.
Etchmiadzin increased. The list of spiritual, religious-cogni-
tive, Armenological and theological books published at the
printing house of the Holy See multiplied during recent
years. Under the patronage of the Holy See, the following
TV programs are broadcast on a regular basis: Kantegh
(oil-lamp), Siretsek Zmimians (Love Each Other), Khoran
Luso (Sacristy of Light). Shoghakat TV studio periodically
covers the spiritual life of the Holy See and its Dioceses.
The exhibition "Treasures of the Armenian Church," which
has traveled to various countries, provided an opportunity to
thousands of visitors to become acquainted with the spiritu-
al and hand-made values of our ancient history.

Over the past 10 years of independence numerous issues
have been raised between the state and the church: restitu-

tion of property, artwork, items of worship expropriated during
the Soviet period, the increasing role of the Armenian Church
in education, culture, health care, social services. Eighty

years after the first "Alliance Agreement" was drafted, a
Memorandum of Intentions was signed in 2000 between the
Armenian Government and the Armenian Apostolic Church to

address these issues. In accordance with the spirit of the
Memorandum, Decision No. 616 (adopted in 2001) mandat-

ed the Government's return of 156 cathedrals and churches

back to the Armenian Apostolic Church (Box 2). During these
years other churches were given back to the Armenian
Catholic and Russian Orthodox Churches.

Hundreds of thousands of believers and pilgrims, both
Armenian and from the Diaspora, spiritual leaders and ser-
vants of sister churches all participated in the splendid cele-
brations and spiritual events dedicated to the 1700th
anniversary of the adoption of Christianity as a state reli
gion. This is clear evidence of the revival of the Armenian
Church's international reputation and the spirit of the
Armenian nation.

2

Preservation of Monuments in Armenia

Over the centuries, Armenians have established many monuments. Of the 30,000 historical-cultural mas-
terpieces registered in Armenia, Christian monuments occupy a significant place. They are considered
state property and until recently were managed exclusively by the RA Department of the Preservation of
Historical and Cultural Monuments. This Department was established in 1920 and since then has been
renamed, reopened and transformed several times, and has continuously carried out the official registra -
tion of ancient historical-cultural monuments, their surroundings, and the management and monitoring of

their preservation, rehabilitation and utilization.

The Department has partially or completely reinforced and restored about 300 monuments, including
churches and monastic complexes, and has transferred the majority to the Holy See St. Echmiadzin's
directorate (Gndevank, Kecharis, Haghartsin, Haghpat, Hayravank, Haritchavank, Makaravank,
Makenyats vank, Noravank, Sanahni and Sevani churches). For the most part, these structures are used
in accordance with their primary functional purpose and are subject to regular restoration and care. The
RA Law "On the Preservation and Utilization of the Historical and Cultural Monuments and Historical
Environment" adopted in 1998 gives the country certain rights in regard to Armenian historical and cultur-
al monuments abroad. As a result, the Department has participated in the restoration of a Tsortsori church
and the St. Tadev monastic complex in the Islamic Republic of Iran, and has shown its readiness to par-
ticipate in the restoration of Ani cathedral envisaged by the Turkish Ministry of Culture.

This law regulates in detail the responsibilities of related entities and ownership rights on the monuments
and the premises. Currently reinforcement and restoration, in line with the projects developed by the
Department and under its monitoring, are carried out in several churches and monastic complexes of the

Holy See St. Echmiadzin.

Initiatives on the part of individuals and organizations in some settlements for restoring and re-opening
semi-destroyed churches in cooperation with the Department are gaining momentum. Thanks to the joint
efforts of the Department and the International Council on the Preservation of Historical Environments,
Haghpat, Sanahin monastic complexes, Geghardavank, Cathedral of St. Etchmiadzin and its churches,
and the Zvartnots historical and architectural preservation have been included in the UNESCO World

Heritage Journal.

Gagik Gyurjyan,

Head of RA Department of the Preservation of

1Historical and Cultural Monuments
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The Republic of Armenia’s
decade of independence

Ten years have passed since the Republic of Armenia
regained its independence. It is a long enough period
that affords an opportunity for evaluating results and for
comparing opportunities, expectations and achieve-
ments. In such a brief presentation it is virtually impossi-
ble to do justice to all aspects of such intricate political,
legal and social processes. Nevertheless, we will try to
review briefly a few, juxtaposing political theory,
Armenian reality and certain historical parallels.

It is well known that a state’s independence is charac-
terized by a certain territory, by the population perma-
nently residing on it, by complete sovereignty over the
given territory, by international recognition and by a num-
ber of other factors. Given such generalized formula, it
has to be noted that for almost ten years this country has
indeed been independent.

The validity of this traditional formula notwithstanding,
we need also to emphasize that within the past few
decades the idea of independence has expanded to
incorporate new, additional criteria. The state’s econom-
ic security (independence), its current level of democra-
cy and social security and the population’s welfare have
become separate from political, military and other stan-
dards and have acquired an intrinsic value in the securi-
ty and independence systems. Nevertheless, in Armenia
these spheres are still far from an appropriate level. The
pace of their progress (if any) cannot be considered sat-
isfactory.

Armenia was always in the forefront of the democratiza-
tion process during the past three phases of its recent
history. Even as part of the USSR (1988-1991),
Armenia’s independence movement was gaining
momentum. Steps toward building democracy were
taken during the initial formation of the Third Republic
that was created within the Soviet Union and then later
as part of the CIS. However, a few years later the situa-
tion changed dramatically, as witnessed by the change
of power which occurred in an emergency before the
President’s term of office expired. Most recently, parallel
to the process of integration into European structures,
some efforts were made to improve the situation.

Nonetheless, democratic practices in a number of sec-
tors of immediate significance for individual citizens have

yet to reach satisfactory levels. One such area in need of
much improvement is access to justice. This situation is
conducive to a rise in the discontent of the public at large.

Once the Soviet Union disintegrated, Armenia found
itself in a most precarious situation, as compared with
other post-Soviet newly independent states. Problems
common to all the newly independent states, caused by
the collapse of the centralized economy, were exacer-
bated in Armenia by the consequences of the earth-
quake, the conflict with a neighboring country as well as
by refugees and an economic blockade. Under these cir-
cumstances the country’s leadership initiated a radical
restructuring of the economy and a process of decen-
tralization. The latter, albeit unquestionably imperative,
was implemented under difficult conditions. Top ranking
administrators were not prepared, professionally, for this
task. Their ideas on restructuring methodology were
over-simplified and based on “textbook” perceptions.
Such an approach, compounded by the continuous neg-
ative impact of the above-mentioned factors, brought
about a breakdown of the entire economy, social polar-
ization, mass out-migration of local manpower and,
eventually, a total dependence on foreign financial and
economic centers. It must be noted that the restructuring
process was marred by large-scale abuses. Those in
power took advantage of the vulnerability of individual
citizens who lacked legal and social protection. This had
an adverse impact, in turn undermining the confidence of
the people in the State.

For all of the factors mentioned above, within a certain
portion of the population negative attitudes to the very
idea of independence have come to replace the initial
idealistic perceptions. Armenia’s independence has
come to be professed as an underlying cause for current
privations. Historical experience shows that such per-
ceptions are quite stable and have a significant capacity
for destruction even when they do not lead to social
upheavals. They tend to perpetuate a distorted percep-
tion of the State by the general public and a loss of its
significance in the public eye. The resulting “it is not my
State” corollary and generate social apathy can, if
unchecked, pose an imminent threat to a state’s inde-
pendence (Box 1.1).
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1.1

Assessment of the results of independence

When over ten years ago some people in Armenia entertained an idea of seceding from the Soviet Union
and of achieving independent statehood, very few believed it was realistic. Public opinion polls conducted
in March 1991 revealed the entire range of all the concerns and anticipated dangers that existed at the
time. The majority of the people were skeptical about the ability of an independent Armenia to exist with-
out the support of the Soviet Union or Russia. The Disaster (earthquake) zone residents objected strenu-
ously to the idea of seceding from the Soviet Union. They were convinced that their ruined villages and
towns were not going to be restored if, by becoming independent, Armenia would be deprived of support
and assistance from fraternal Soviet Republics. The second argument (that came close to the first one)
against independence was neighboring Turkey. In the estimation of many respondents, occupation of
Armenia would be a matter of a few days.

Today the citizens of independent Armenia point to society's liberalization, broadening citizens' rights and
tangible successes in foreign policy as the most crucial achievements of the last ten years. The formation
of a strong and efficient army that achieved hard-won victories and helped overcome the "victim complex"
is also seen as a notable accomplishment. Formal recognition of the Genocide by many countries has
inspired the people's confidence and belief that they are capable of protecting their national interests. Ties
between Armenia and the Diaspora have grown stronger and more diverse. They are not merely cultural
but also economic and political in nature.

The above-mentioned achievements notwithstanding, the past ten years brought new problems and inflict-
ed losses. The enormous migration flows have fundamentally changed the traditional makeup of the soci-
ety. Economically weak, blockaded Armenia failed to provide a decent life for the 360,000 ethnic
Armenians who were forcibly expelled from Azerbaijan. A large-scale emigration, too, has had a strong
negative impact.

Serious demographic changes have occurred in the society. The percentage of women and the elderly has
increased whereas that of young, active people, who could become a core of the middle class, has
declined. Natural population growth has decreased as has life expectancy and the numerical strength of
ethnic minorities, whereas the ranks of the risk groups and marginal social groups have been swelling. A
sizeable share of the population lives below the poverty line. Poverty and unemployment, prostitution and
drug abuse, lawlessness and corruption have become a reality of everyday life making some people nos-
talgic for the communist system. That, in turn, leads to a devaluation of new, fledgling democratic values.
The transition period in Armenia is dragging on and is turning into a genuine tragedy for many people by
undermining the foundations of what they see as an appropriate way of living. The reforms have exacted
a high social cost from Armenian society.

The just settlement of the Karabakh issue, the lifting of the blockade of Armenia, the overall prevalence of
justice and gradual economic resurgence will be required to vindicate the losses incurred by the society
and make them meaningful.

Gevorg Poghosian
President of Armenian Sociological Association

The developments mentioned above began almost a
decade ago. Their negative dimensions are still promi-
nent, especially in economic and social spheres, which
are most important for the people. Subsequently, the

possibility of their essential influence on the whole struc- standing possibilities for cooperation.
ture of Independence still holds. Among the positive
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changes (e.g. safeguarding freedom of speech, beliefs
and political activities) and opportunities brought about
by Independence, the Armenia- Diaspora relations are
worth mentioning, as they could potentially result in out-



Armenia-Diaspora relations

As an independent state and a subject of international
law, the Republic of Armenia faced new challenges
which were not necessarily and immediately perceived
by the Diaspora, since such an historical development
was rather unexpected.

Only ten years ago the two branches of the Armenian
nation were given unlimited opportunities to decide for
themselves which directions and forms of mutual rela-
tions would be most beneficial. Both parties have made
concerted efforts to meet each other half way. However,
much more is yet to be done. Along with the desire to
move and act in concert in political, social and ideologi-
cal fields, many kinds of moral-psychological, historical
and social issues and aspirations have surfaced and
have even gained prominence.

In the first years of independence the traditional
Armenian political parties (Armenian Revolutionary
Federation, Liberal Democratic Party, Hnchakian Social
Democratic Party) returned to the Homeland. They invig-
orated the national spirit and brought about a liberaliza-
tion, which, at that time, became a foundation and cause
for free "competition" of political and civic associations.
This has been a remarkable phenomenon that can be
accounted for, first of all, by the independence gained
and the establishment of democratic principles and fun-
damental freedoms in the Republic of Armenia. Today,
however, the situation is entirely different. The Homeland
is gradually becoming a pacesetter for the traditional
Armenian political trends and a generator of new ideas
in the nation's political thinking, since everything that had
been imported has been mastered and exhausted.
Besides, the needs and imperatives have changed, too,

which in fact manifested the next phase of Armenia-
Diaspora relations. Political parties that have struggled
and survived in foreign lands for decades will have to
challenge new areas of responsibility and long-term
goals in Armenia. As fast-growing opinion has it, it is like-
ly that very soon Armenia will be "exporting" to the
Diaspora fundamental conceptual frameworks for all tra-
ditional political parties and large non-governmental
organizations.

The Armenia-Diaspora Pan-Armenian Conference held
in Yerevan on September 22-23, 1999 confirmed, in a
sense, the leadership role and significance of the
Homeland. Various representatives of Armenian commu-
nities from more than 50 countries attended the
Conference. Their presence was compelling evidence
not only of a common history and destiny but also of
common goals and objectives shared by all Armenians
worldwide for the near future. These goals include,
among others, a settlement of the Karabakh conflict that
will be acceptable to the people of Karabakh, the
Armenian Causet! and the process of international recog-
nition of the Armenian Genocide, economic cooperation
and Armenia’s firm guarantees for foreign investments,
and unification of the two Catholicosates of the Armenian
Apostolic Church.

Also within the framework of the Conference a joint
Business Forum of the RA and Diaspora business peo-
ple was held to discuss the principal directions for eco-
nomic collaboration. Both counterparts stressed in their
presentations the necessity of establishing reliable
means for information sharing and promoting the com-
munications industry (Box 1.2).

The Armenian Diaspora as a significant factor of economic

development

The large, affluent and seriously motivated Armenian Diaspora certainly represents Armenia's significant
competitive advantage and must become one of the benchmarks in developing foreign economic policy

(Table 1).

In the current investment portfolio the majority of the largest investment programs are related in some way
to the Diaspora. Quantitatively, enterprises created with the participation of foreign capital (PFC) were
founded mostly by investors from countries with a large Armenian community (RF, USA, Iran, France, etc.)
and this tendency still holds. This can be proved by the current, as well as anticipated investments in met-
allurgy, information technologies, tourism and instrument production.

The Diaspora is the main investor in Armenia's economy, hence a special strategy must be developed and

conducted towards it.

t "Armenian Cause" (belongs to Armenian Revolutionary Federation) through its commissions worldwide protects the demands and national

1.

33



1.2 |

Countries Enterprises, registered with %o** Diaspora Population***
Table A PFC (total 1908)*
Russia 457 23.9 2.5 - 3 million
Iran 396 20.8 170.000 - 200.000
USA 276 145 1 million
France 75 3.9 350.000 - 400.000
United Kingdom 57 3.0 6.000
Georgia 56 2.9 450.000
Lebanon 55 29 100.000
Syria 41 2.1 60.000
Germany 40 2.1 20.000
Canada 30 1.6 50.000
Cyprus 30 1.6 3.000
Bulgaria 27 14 Over 10.000
Other countries 368 19.3

*Source: RA NSS (January, 2001); **lbid; *** RA MFA.

Programs realized by the "Lincy" Foundation

Of all the programs carried out by Diaspora organizations, those conducted by the "Lincy" Foundation
(Lincy) are the largest and longest running, and they have become a decisive factor in the country's eco-
nomic development.

In 1998 an investment program was signed by Lincy, the RA Government and the RA Central Bank which
was directed at the development of small and medium sized business. Businessmen could obtain credit
for not more than 15% per year. The main goal of the program was poverty reduction, job creation, pro -
duction growth and the development of the services industry.

A new "Memorandum of Understanding" was signed between Lincy and the Government in November,
2000, according to which new financial resources were added to those as yet unspent. The program's
overall cost was 165 million dollars ($75 million are credit resources, $90 million - grants). In this frame-
work, 2 credit programs and 5 grant programs are underway.

For the first credit program, which was designed to develop small and medium sized business, 20 million
dollars of the resource "portfolio" ($45 million) were allocated. Good examples of effective and successful
investments can be found in the Ararat and Artashat cannery (round $4 million), a paint production facility
owned by the "Shen' concern, exploitation of "Armavto" cast-iron melting facilities, as well as the estab-
lishment of a Dutch green-house business. As of July 2001, 44 programs have been financed, the major-
ity of which belong to the industrial sector. This constitutes about 62% of the amount spent. The remain-
der of the projects are related to the agricultural and services sectors. Projects financed by the Lincy
Foundation have another important component. Jobs have been created as a result of these projects
(directly, about 2,000 and several thousand, indirectly) not only in Yerevan but also in Kotayk, Ararat,
Armavir, Lori, Gegharkunik and Aragatsotn marzes.

The second credit program ($30 million) strictly focuses on promotion of foreign investment in Armenia's
economy. Investors who plan to set up business in Armenia may apply for credit. Through this program the
state in fact offers the foreign investors to share their risks.

The following 5 projects will be carried out in the framework of project grants: housing construction in the
Disaster zone ($15 million), road network construction and renovation within the Republic ($38 million),
reconstruction and renovation of about 20 historical and cultural monuments (including Matenadaran, the
Opera and other theaters, historical and cultural museums, etc - $10 million), development of tourism infra -
structure, including Tsakhkadzor ski resort, establishment of Armenian International Youth Center, hotel
complexes ($20 million), renovation of the center of Yerevan ($7 million).

Narine Sahakyan

34




The establishment of the Hayastan Pan-Armenian Fund
in March 1992 was indeed well timed. Its major objec-
tives are assisting Armenia's economic development and
reforms, improving research, education, culture and
health care systems, overcoming the grave conse-
guences of the devastating earthquake of 1988 and con-
tributing to the implementation of projects that benefit the
Karabakh Armenians and Armenians forcibly deported
from Azerbaijan and other projects of pan-Armenian
importance.

Most notable among the numerous projects implement-
ed by the Hayastan Fund within the past few years is the
Goris-Stepanakert Highway. This was successfully com-
pleted and put into operation in November 1999 and
links Karabakh to Armenia. Most of the funds for this
project were raised by a Yerevan-Los Angeles telethon
that has now become a tradition.

Within the past few years, the question of international
recognition of the Armenian Genocide, as a national idea
and a common "value", has become one of the most
important guarantees for coordinated activities between
both western and eastern parts of the nation. Nevert-
heless, this process requires that the approaches and
joint actions from the Diaspora and from the Homeland
be more precise, since it is now obvious that the recog-
nition process will continue at the level of international
organizations and bodies, in parliaments of advanced
countries and in reputable commissions.

Today the Armenian lobby is widely spoken of in the
world, especially in connection with the ongoing process
of gaining international recognition (by France, Russian
Federation, Greece, Lebanon, Cyprus, Argentine,
Uruguay, etc.) of the Armenian Genocide perpetrated in
the Ottoman Empire between 1915-1923.

Lobbying at the community level by ethnic minorities
worldwide serves the needs of the natural, albeit com-
plex, process through which they assert themselves. The
Armenian lobbying experience has shown that the issue
is beyond the narrow boundaries of a community, i.e. the
goal is much broader. In fact, it is nationwide. At the
same time, any initiatives, however important and
responsibly undertaken, should never endanger the
Motherland and the Armenians living there. While
describing Armenia-Diaspora relations over these ten
years of Independence it is worth mentioning some of
the organizations active in promoting these relations and
among them is Armenian Assembly of America (AAA),
the largest organization in the U.S., headquartered in
Washington, DC, which promotes public understanding
and awareness of Armenian issues (established in
1972). Its programs encourage greater Armenian-
American participation in the American democratic
process and the civic and economic development of
Armenia and the unfettered right of Nagorno Karabakh
to self-determination. Current developments in Armenia
are at the center of Assembly's attention, hence separate
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structures constantly work with the US Congress and
Administration. Among the Assembly's many successes
are leadership in advocating for formation of the
Congressional Caucus on Armenian Issues (now totaling
105 Members), initiation and establishment of the
Armenian National Institute dedicated to the study,
research, study and affirmation of the Armenian Geno-
cide, and substantial U.S. aid to Armenia and Nagorno
Karabakh.

The Armenian General Benevolent Union (AGBU) was
established back in 1906 in Cairo. It contributed signifi-
cantly to repatriation after the World War Il. About 50
years later AGBU resumed its activities in the Homeland.
It gives preference not to humanitarian assistance but to
important projects that propel the country's development
forward. AGBU is a principal sponsor of the Cathedral
that is being constructed in Yerevan. In 1999 it was one
of the sponsors of the First Pan-Armenian Games and of
the Armenia-Diaspora Conference (mentioned above). It
also sponsored the establishment of the American
University of Armenia.

The role and significance of another US-based Armenian
organization, the Armenian National Committee, in the
fair treatment of the Armenian Cause and the Genocide
issue can hardly be overestimated. The ties of this organ-
ization with the Homeland are strengthening day by day.

Large community-wide Armenian organizations and
associations operate also in France, Russia, Lebanon,
Iran, Greece, Argentina, Uruguay, Australia and else-
where. Nonetheless, presently, it is impossible to
unequivocally define the common national mentality of
Armenians living outside Armenia. Each individual's ori-
gin, upbringing, economic and political conditions of a
given country as well as generational and other factors
determine a sense of identity. Hence, there is certain
dichotomy present in the civic, psychological-moral and
even national identity of Diasporan Armenians. Many of
them are, on the one hand, full-fledged citizens of their
country of residence. They bear the social norms of their
given society. On the other hand, they are members of an
ethnic community. This duality leaves its imprint on atti-
tudes and values. The two separate versions of the
Armenian language (eastern and western) also have
quite a tangible negative impact and there is no easy way
to solve the problem. Thus, serious discussions about
nationwide values, i.e. values that are unquestionable for
both parts of the nation, and about their common ele-
ments, significance and promotion are absolutely neces-
sary.

Strange as it may seem, it is a fact that the Diaspora does
not have an unambiguous attitude towards the much-
debated issue of dual citizenship. Contrary to the widely
held impression that the majority of Diasporans are in
favor, in fact the communities that are striving for it are
few, since dual citizenship is closely related to a number
of serious factors and local civil laws.
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Perhaps it is still early, but in the near future it would be
advisable to avoid State, official coordination of Armenia-
Diaspora relations and the establishment of formal
Councils and Commissions. Now, after 80 years of bar-
riers and isolation, we seem to have entered a new his-
torical period of rediscovering each other in a new
capacity.

The moral-psychological gap is predicated on the legal
status of each of the parties. We believe that

« the status of Diaspora Armenians in the Homeland
should be changed. Flexible laws should outline clear-
ly certain obligations and, of course, their privileges;
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=« the status of Armenians who left this country in the
new wave of emigration in the 1990s within the tradi-
tional Diaspora structures should be clarified; in gen-
eral it is becoming an urgent matter that their inte-
gration should be facilitated, as full-fledged mem-
bers, into organizations that operate in the communi-
ties abroad.

Answers to the problems outlined above will be forth-
coming when the conditions of supremacy of law, lawful-
ness and democratic values and the consolidation of
democracy can be secured.

Strengthening of the rule of law

As a result of the elections conducted on May 20, 1991,
which were the first elections held on competitive basis
in the history of the Soviet Union, the Communist Party
lost power. This served as a catalyst for initiating the
establishment of a multi-party system in Armenia. The
Armenian National Movement (ANM) came to power.
The 1990 August 23 Declaration of the Supreme Council
marked the beginning of democratic reforms. The newly
elected Parliament (formed before the declaration of
Armenia’'s independence) set out immediately to form a
legislative basis for societal democratization. The Laws
On ownership and On foundations of privatization in the
Republic of Armenia (adopted respectively on October
31, 1990 and December 13, 1991) provided the legal
basis for a transition from the State monopoly to diverse
forms of ownership of the means of production. The tran-
sition to pluralism and a multi-party system was effected
by the 26 February 1991 Law On non-governmental
political organizations. Freedom of speech and of infor-
mation dissemination was secured by the 8 October
1991 Law On the press and other mass media. On June
17, 1991 the Law On freedom of conscience and reli-
gious organizations was adopted in order to safeguard
the freedom of belief. The democratic legal norms stipu-
lated by these and other laws were also reflected in and

advanced further by the 5 July 1995 Constitution. In
1996 the National Assembly adopted the Laws On local
self-government and On the election of local government
units which provided legal groundwork for the elections
of local governments that took place on November 10 of
that year. On November 1, 1996 the Law On non-gov-
ernmental organizations, which was a major contribution
towards the building of civil society, went into effect.

At present many of the democratic norms that underlie
the Constitution and laws adopted within the past ten
years need to evolve further. This is also testified in the
Resolution on Armenia's accession passed by the
Parliamentary Assembly of the Council of Europe. The
Resolution calls upon Armenia to meet certain commit-
ments, including the accession to European Conven-
tions and adherence of national legislation to European
democratic standards (Box 1.3). Currently laws are
being drafted which will be in harmony with those of
European democracies. To expedite the process, spe-
cialists from the Council of Europe are providing expert
opinions and advice. Work on constitutional amend-
ments, underway already several years, has come to an
end and the package of constitutional amendments is
ready to be discussed in the National Assembly.
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Armenia's first steps as a member of the Council of Europe

The Republic of Armenia became a member of the Council of Europe (CoE) on January 25, 2001. As a
political entity, the CoE promotes political stability, economic and social progress, democracy and human
rights protection in Europe. The unified standards and approaches have been designed to address the
above issues and to ensure progress in that field. On March 11, 2001 the RA Foreign Minister signed in
Strasbourg the European Conventions On Extradition, On Mutual Assistance in Criminal Matters, On
Laundering, Search, Seizure and Confiscation of the Proceeds from Crime and For the Prevention of
Torture and Inhuman or Degrading Treatment or Punishment, the European Charters of Local Self-gov-
ernment and For Regional or Minority Languages and the European Agreement on the Abolition of Visas
for Refugees. It is anticipated that the legal instruments mentioned above will be ratified within the pro-
posed timeframe. Armenia also deposited the document about accession to the Convention on the

Transfer of Sentenced Persons.

Khachatur Bezirjyan

With passage of the Law on non-governmental organi-
zations, Armenia in fact developed into a multi-party sys-
tem. The abolition of the Communist Party's monopoly
was a necessary, albeit insufficient, precondition in the
process of reforming state machinery.

The gap created by the collapse of the one-party system
was filled after the Laws On the RA Presidentand On the
election of the RA President were adopted on August 2,
1991. Through those laws and with further reinforcement
by the RA Constitution (1995), a semi-presidential sys-
tem of government was introduced in Armenia with a
skewed balance between the authorities and responsi-
bilities of the President, as many political forces assess
it. Since 1995 this issue has been raised repeatedly and
it is no accident that reconsideration of the President's
authorities is included in the package of Constitutional
reforms.

However, legislative changes and initiatives have not
turned Armenia yet into a state "ruled by law" in the liter-
al sense. One of the most important reasons can be
found in the fact that, despite large-scale reforms in the
judicial system, the independence of the judicial authori-
ty as proclaimed in the RA Constitution has not become
a reality yet.

Of the three main functions of the judicial authorities - 1)
exercise of justice; 2) judicial oversight; 3) judicial control
over laws, the activities of the judicial authorities in
Armenia are limited to the first two functions (the third is
not envisioned by law) and they are not implemented to
the fullest extent. At the same time, a judge's selection,
candidature, designation, suspension of duties, and pro-
motion are all carried out with overwhelming involvement
of the executive authorities. This essentially hampers the
independence of judges.

At present the efficiency and quality of examination of
economic disputes are particularly low. Delays and red
tape are counterproductive to the country's economic
development and pose an obstacle, albeit indirect, to
investments. In order to rectify the situation a two-level
court system has been proposed for hearing economic
disputes in parallel with the three-level court system cur-
rently operating in the Republic of Armenia. It will be
composed of the courts of first instance for commercial
cases (the relevant draft law has already passed the first
reading in the National Assembly) and of the court of
appeals (for more details see NHDR 2000).

One should mention in the first place that, because
Armenia has been deprived of statehood for centuries,
traditions and the mentality of "non-rule of law" states
have been inherited. Elimination of these traditions in a
decade is impossible. It will take a few generations.
These traditions are embedded not only within the cir-
cles of authority, but also in the public's perceptions. The
authorities should, by using legislative and management
tools, and through the enhancement of legal education,
contribute to the change in mentality and the establish-
ment of a truly independent judicial system.

All these, in turn, are among the main guarantees for the
protection of human rights. Through the August 23, 1990
Declaration, Armenia in fact adopted a new value sys-
tem, reinforcing its commitment to the principles of
democracy and human rights (Box 1.4). After
Independence, the Republic of Armenia as sovereign
entity acceded to and joined the major human rights con-
ventions and agreements, as well as initiated the work
on reforming domestic legislation in this sphere (see
NHDR 2000). The second chapter of the RA Constitution
reinforced basic human rights and freedoms.
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1.4

Human Rights Issues in Armenia

An overview of Human Rights (HR) developments in Armenia over the past ten years reveals that the main
reason for HR violation is the flawed implementation of laws. Often the principle "everyone is equal before
the law" does not work: people are more protected by their position and standing rather than by law. Of
course, the State is the main HR guarantor. However Armenian society in turn does not realize the neces-
sity for HR protection, which is a serious problem. Sometimes, large layers of society react to HR viola-
tions in this or that sphere driven by their political orientations and preferences rather than HR principles.

The most remarkable achievement in the sphere of HR over the past ten years is the freedom of speech,
some current difficulties and shortcomings notwithstanding. Freedom of association (non-governmental,
public-political organizations) is another major achievement of the past years.

The bulk of HR violations in Armenia refer to torture, inhuman and degrading treatment of citizens by law
enforcement bodies. Though complaints and claims are continuously made, no investigations have been
carried out in regard to accusations of torture (the only exception is the case of the death of an officer who
died of torture in an isolation cell in 1999).

The courts continue to use arrest as the main means even for cases which do not pose any danger for
society.

Brutal hazing is wide-spread in the army, and very often results in casualties.

Despite the continuous improvement of Electoral legislature, different types of violations were observed
both by local and international observers during the 1995, 1996, 1998 and partially the 1998 presidential
and parliamentary elections.

In 2000-2001 HR non-governmental organizations observed that the authorities imposed some limitations
on the right to hold peaceful meetings, demonstrations and processions. For instance the Armenian
Helsinki Committee is aware of nine cases when the requests of opposition political forces for rallies,
demonstrations as well as meetings were turned down, while the punitive machinery was put into effect in
cases when they were held.

By accession to the Council of Europe, Armenia has undertaken certain commitments, including the sign-
ing and adoption of a special section in the Criminal Code abolishing the death penalty, demilitarizing
imprisonment and detention systems by transferring them from the supervision of the Ministry of Interior
Affairs and National Security to the supervision of the Ministry of Justice, adoption of a law on alternative

military service and ensuring a non-discriminatory attitude towards all minorities.

Avetik Ishkhanian

Chairperson of the Helsinki Committee of Armenia

38

Another important path leading to a "rule of law" state is
the clear and precise determination of the scope of
authorities for state power. While determining the limits
of those powers, one should first of all proceed from the
necessity to secure the human rights protection and the
unconstrained operation of civil society. The relations
between the State and the individual should be based on
reciprocal responsibilities. It is also crucial that there be
a public awareness of the profound difference between a
citizen and a public official (a State body). A citizen is free
to do what is not expressly prohibited by law, whereas
"the State bodies and public officials shall be allowed to
take only such actions as authorized by the legislation”
(RA Constitution, Article 5).

The separation of powers between the legislative, exec-
utive and judicial branches of government is one of the
safeguards against the monopolization of power. In
order to ensure the constitutionally stipulated independ-
ence of the branches from one another, a system of
checks and balances operates. The system is essential-
ly a single whole of certain limitations for each branch

and of mutual restraints. The RA legislation, too, is
based on the principle of separation of powers of the
branches. However, the major reason why it does not
function properly is more in the lack of implementation
mechanisms combined with subjective reasons rather
than imperfection of legislation.

Parliamentarians are, for example, prohibited from hold-
ing a government position or to be otherwise gainfully
employed, with the exception of research, teaching and
artistic activities. However, the National Assembly
formed as a result of the 1999 elections comprises a
large number of businessmen. Having in fact preserved
their leading positions in businesses, they have formally
assumed the non-profit positions of presidents of busi-
ness or enterprise boards. The majority of political
activists see the solution to this problem in replacing the
existing majoritarian/proportional vote entirely with a pro-
portional one. That is the principle of party list elections.
However previous experience shows that businessmen
have been very successful in getting into the Parliament
through proportional votes too. It is necessary that at



least the core of the political parties consist of profes-
sional and experienced professional functionaries who
would become cadre for the parliament. The same prob-
lem resurfaces whenever a Government needs to be
formed. The policy formulation and political decision-
making are the undertaking that requires engagement of
highly professional politicians.

Transparency of government operations is an
important component of a democracy and a factor that
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may contribute significantly to the separation of powers.
Only through the transparency of authorities' operations
can the feedback be ensured which makes it possible to
keep the public at large informed about the implementa-
tion of reforms. This in turn would turn people into sup-
porters and active participants of the policies. It would
also help to gauge public sentiments and make neces-
sary adjustments in the strategic course.

Consolidation of democratic political
Institutions in the Republic of Armenia

1.4.1

Free and fair elections are the most important prerequi-
site for democracy. Elections are free if a citizen takes
part in voting and makes his choice without any fear of
suffering grave consequences for doing that, and fair if
all votes cast carry the same "weight". Though the 1990
elections were held in Soviet times, the elections were
free and fair and the forces that received the vote of the
people came to power. In Armenia's post-independence
period, the following elections took place: regular presi-
dential (in 1991 and in 1996), an extraordinary presiden-
tial election (in 1998), two regular general parliamentary
elections (in 1995 and in 1999) and two regular local
government elections. However, it could be said that no
change of power, in its classical sense, has happened in
Armenia. Starting with the 1995 elections, numerous
organized groups came to the Republic of Armenia on
observer missions. Only the observer missions of the
OSCE Office for Democratic Institutions and Human
Rights (ODIHR) met the international standards set for
the observer missions.

Elections

According to OSCE/ODIHR observers, the elections of
1995 were evaluated as free but not fair. The 1996 pres-
idential elections raised a wave of indignation in all sec-
tors of the population. Significant progress was observed
during the 1998 and 1999 elections, however if the
authority leverage factor was critical in the former, finan-
cial matters prevailed in the latter. At the same time, the
OSCE/ODIHR has reported that, after the 1995 parlia-

mentary elections, each subsequent election represent-
ed a new step on the way towards meeting the criteria
established by OSCE, which are set forth primarily in the
1990 Copenhagen OSCE document. The latest report by
the OSCE/ODIHR observer missions (in 1999) points
out, as principal shortcomings, certain violations and
flaws, some of which had been mentioned not only in the
latest but also in earlier OSCE/ODIHR reports (Box 1.5).
Overcoming these shortcomings requires improvement
in legislation and mature public awareness. Indeed, in
this way tangible progress could be achieved. At the
same time, the major prerequisites for holding demo-
cratic elections up to Western standards are a viable civil
society and other democratic institutions. One of the
drawbacks of the current election legislation is that, even
though it ensures that suffrage in the Republic of
Armenia is de jure extended to all citizens who have
come of age, in reality a sizable group of voters is
deprived of exercising their right to vote. Exceptions are
citizens who have been recognized by court as legally
incapable as well as those sentenced to imprisonment
and serving a sentence that took effect already.
Individuals deprived of their voting rights are those who,
on election day, are away from their places of residence,
perhaps some place else in the country owing to busi-
ness trips, medical treatment or other reasons, as well
as sick persons who are incapable or forbidden by doc-
tors to go to the polling station. Democracy requires uni-
versal involvement of citizens in the election process but
that has yet to be secured by the Election Code current-
ly in effect.
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1.5

Shortcomings recorded during the elections in Armenia

According to OSCE/ODIHR reports, the following principle shortcomings were identified: a) low quality of
voter lists, b) violation of time limits set by the election schedule, c) obstruction of free expression of their
will at the time of voting by military personnel in active service, d) confusion concerning the possibility for
refugees to take part in elections, e) presence of unauthorized individuals in the voting stations during the
voting and vote count procedures, f) concerning electoral commissions - 1) organization of elections by
political and not by independent body (the unified group of the OSCE/ODIHR observers at the 1995 elec-
tions), 2) electoral commissions of all levels are established during the election campaign period as a result
of which new members of the commissions do not have necessary experience and sufficient time for prop-
erly preparing the elections, 3) the right of political parties to change their representatives in the electoral
commissions which makes it virtually impossible to have professional and independent commissions, 4)
the identical procedure for the formation of regional commissions, as a result of which they all have the
same number of members irrespective of the number of registered voters in the region, which complicates
the operation of the Yerevan city electoral commission and of the regional electoral commissions in large

regions.

Khachatur Bezirjyan
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1.4.2 Freedom of speech, independent
sources of information

Freedom of speech and citizens' free access to informa-
tion were declared fundamental values of independent
Armenian statehood from the very first days of its exis-
tence. They are also enshrined in the RA Constitution.
Governmental censorship was de facto lifted in 1990 and
completely abolished in 1991. The RA Law On the press
and other mass media adopted in October 1991 granted
the right to establish media outlets to all legal entities and
physical persons. In the very first post-Soviet year, a mar-
ket for multi-party and private periodicals emerged in
Armenia. The state monopoly over TV was broken up in
1991 and over radio in 1995.

In reality the practical application of legislatively stipulated
media freedoms has encountered certain obstacles. The
most important of these is absence of an economic basis
for the development of an independent mass media (Box
1.6). However, if the problem is mainly conditioned by the
level of the country's economic development, then over-
coming other obstacles impeding the freedom of speech
depends on the maturity of Armenia's democracy and the
legal guarantees of the State.

Independent Armenia has seen the press go through a
phase of politicization, due to direct pressure from the
authorities and as a result of the red tape which opposition
media face when attempting to register. If in the mid 90s
several cases of physical abuse towards unwanted jour-
nalists were documented, now the tendency to pressure

journalists by bringing them to court has become a trend.

Such outbursts of intolerance towards diverse views and
freedom of expression find no support among the pro-
gressive forces of the country and are rejected by the
Armenian State itself as well as by the logic of society's
development. Methods used previously to suppress
media have become discredited. It is highly improbable
that they will be used again. Furthermore, as a result of
Armenia's membership in the international democratic
community, new standards and criteria are applied, includ-
ing those concerning freedom of information.

The Council of Europe presented Armenia with a package
of demands, including the adoption of a new law on mass
media and transfer of the national TV from State to public
ownership and management. Public TV must now be
headed by an independent Council. In compliance with
these demands, the legal status of State TV changed in
early 2001. However, a special report on freedom of
speech and information issued last April by the CoE
Parliamentary Assembly criticized the RA Law On TV and
radio for having granted extremely great power to the
President over broadcast media. Indeed, the President
has been given the power to appoint members of the
Public TV & Radio Council and the National Commission
on TV & Radio, which regulates the activities of private TV
companies.

This episode from Independent Armenia's decade long
history testifies to the fact that the country is moving
towards democratic reforms. However, these reforms
require determination and consistence in practice.
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Who controls mass media content

One of the major obstacles to the growth of Armenia's information sector is lack of economic conditions
necessary for the development of independent media. The population's low purchasing capacity, the
underdeveloped advertisement market and dissemination constraints (most of the media's products are
sold in the capital city) have brought about the mass media's financial dependence on oligarchic circles.
As a result, most of the newspapers and broadcast media are catering not to the masses, i.e. to the needs
of the public at large, but rather to narrow political and economic interests.

This conclusion is corroborated by ample evidence unearthed by research conducted within the past few
years by the Yerevan Press Club (YPC). According to the data of a sociological survey conducted May-
June 2001, the country's population gives first preference to international news (57.5%), then to Karabakh
issues (46.5%), followed by economic (44.9%) and social (40.2%) issues covered by mass media. News
about the State bodies (26.4%) and of political parties (16.2%) are of less interest to the public and were
not included in the top ten themes of most interest to newspaper readers.

At the same time, as a review of the Armenian mass media carried out by YPC from 1998-2000 demon-
strated, the coverage of activities of the State bodies and of partisan issues occupied a significant place in
print and broadcast media (ranked 4th and 3rd respectively).

Yerevan Press Club

1.4.3 Independent Associations

At present there are around 100 registered political par-
ties in Armenia. Even though a sizable portion are still in
a formative stage, whereas some do not, in fact, operate,
this figure speaks of fragmentation of the political forces.
The formation dynamics fare as follows: from 1991-
1995, 50 parties were registered (in 1991 - 20; 1992-8;
1993 - 4; 1994-11; 1995-7). If the creation of parties was
a natural process in 1991-1992, starting with 1994-1995,
on the eve of new elections, artificial parties began to
emerge, driven by the political situation. An overview of
political history shows that influential parties or those
represented in the National Assembly in their majority
were registered in 1991-1992 (with the exception of the
Armenian People's Party, which is a separate issue).
These were, namely, the Armenian Revolutionary
Federation, the Armenian National Movement, the
National Self-Determination Union, the Communist Party
of Armenia, and the National Democratic Union.

In due course, the parties’ over-arching goal was to grow
large in numbers by artificial means and to serve as
structures for elections. The tradition of ill repute in
Armenia is to form political alliances on the basis of situ-
ational interests rather than ideological commonality.
This applies equally to the forces in power and the oppo-
sition.

One of the peculiarities of Armenia's current political life
is the lack of a clear classification between the victor and
the defeated, pro-governmental and oppositional forces.
It suffices to quote the opinion of the OSCE/ODIHR
observer mission about the political parties taking part in
the 1999 election campaign: "In many cases the plat-
forms of political parties did not differ essentially, which
made it impossible to draw a dividing line between the
opposition and pro-government parties. In many cases it
turned out that public confidence in a particular party

was a result of personal confidence in those parties'
leaders". The novel notion in Armenian politics of "con-
structive opposition,” for instance, is used to describe
those forces or parties that support or assist the author-
ities. At the same time, there is the notion of "radical
opposition" to describe those who reject authorities in all
matters. Both seem to be ineffective for the development
of the country.

One of the main obstacles to the development of politi-
cal parties is the ruling party's reluctance to take partisan
responsibility for "non-partisan” ministers. On the other
hand, some persons in circles of authority declare them-
selves either non-partisan or change their political pref-
erences depending on the changes in the country's polit-
ical situation.

Another obstacle is the yet unformed atmosphere of tol-
erance within a given party. Should any disagreement
arise internally, the minority is either ousted or leaves to
form a new party: a process of political party disintegra-
tion is clearly underway in Armenia.

Civil society organizations (CSOs) are equally impor-
tant components of democracy. Theirs is a different mis-
sion. They focus on areas and targets other than political
parties and bring together citizens to establish interest
groups. Over the past decade they have mushroomed in
number. They try to solve the problems they face by
either influencing political bodies and public officials
directly or by indirect influence through public opinion,
political parties and individuals. Interest groups can take
the form of non-governmental organizations (NGOs),
trade unions, charitable foundations, and lobbyist
groups, among others. The NGO formation dynamics
are as follows: from 1991-93, 505 NGOs were regis-
tered, in 1994-1996 -568, in 1997-359, in 1998-400, in
1999-286, in 2000- 287, and as of June 1, 2001-174
NGOs (Figure 1.1).
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Currently, almost all of them are registered as non-gov-
ernmental organizations since there is only one law on
non-governmental organizations, under which they could
possibly register. The only exception is foundations,
which are registered under the RA Civil Code. Armenian
NGOs are forming councils to establish contacts,
exchange ideas, mobilize resources and gather greater
consistency for large-scale projects. As of June 1, 2001

there are 2,579 registered NGOs in the Republic of
Armenia. According to a recent survey?, for the most part
NGOs are more interested in social service delivery and
in helping disadvantaged groups than in advocacy or
advancement of the democratic process. They are quite
active in public information and educational campaigns
dealing with relatively non-controversial themes related
to public order, health, or children's education.

The number of registered NGOs

1.1
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Foundations number 226. Among the actively operating
NGOs, many carry out their programmatic activities with
grant monies received from international and foreign
organizations. Trade unions (40 are currently registered)
now need to re-register on the basis of a new law On
trade unions that was enacted by the National Assembly
on August 18, 2001. Yet, it is premature to speak about
an established civil society. In the framework of a project,
"To enhance the efficiency of Radio and TV participation
in the formation of civil society," representatives of
NGOs, radio and TV companies and individuals from dif-
ferent cities of the country participated in a survey, the
results of which are most telling. The numbers of those
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who think that the formation of civil society in Armenia
has yet to begin and those who think that it is only in an
embryonic stage are nearly the same - 25-30% of all who
were surveyed?.

Each actor's potential commitment to reforms and will-
ingness to collaborate are vital for the solution of prob-
lems and for meeting the challenges on the way to
achieving the goal of a prosperous Armenia. At the same
time it is also important to accept each party's share of
responsibilities and powers vis-a-vis the State, civil soci-
ety and the private sector.



State governance and local

The citizens of Armenia exercise their power through the
bodies of state governance and local self-government.
The formation of those bodies, a clear-cut division of
their powers, functions and responsibilities provide a
foundation for building a developing and prosperous
country.

1.5.1

The RA State Governance
System (SGS)

The system of state power is an integral part of the leg-
islative sphere, state governance bodies and public serv-
ice through which principal state functions are carried out
and the problems facing the country are solved. The
state governance system (SGS) includes executive bod-
ies; executive powers are exercised by the RA govern-
ment, comprising the Prime Minister and Ministers®. The
RA President is the guarantor of the Republic's inde-
pendence, territorial integrity and security®.

The state governance aims at increasing the economic
might of the country, strengthening independent state-
hood, augmenting the living standards of the population
and safeguarding the sustainable development of social
relations. It should be seen as a system comprising the
state governance bodies, their functions, application
methods and means and interconnections between the
subjects and objects of governance. It is also a process,

4 Constitution of the Republic of Armenia, Article 85

self-government

since it is but a continuous implementation of powers,
which brings about change in social existence, phenom-
ena and events.

The existing SGS in Armenia is in more ways than one
out of line with present day requirements and urgently
needs to be reformed. State governance inefficiencies
result from the well-known "diseases" of weak powers.
These are, in particular, a lack of official strategy where
implementation is concerned, but also a lack of mecha-
nisms for securing general access to information and its
exchange between the branches of power. Furthermore,
duplication of functions and obscurity of instructions at
various levels of power, the lack of clear cut goals and
priorities, and no sense of purposefulness significantly
reduce state governance effectiveness (Tables 1.1; 1.2;
1.3).

Very often the general public has no understanding as to
the purpose and necessity of decisions made at various
levels of state governance. This is the result of a lack of
transparency in the authorities' activities and due to their
failure to inform the public in advance of the actions they
intend to take.

At present a strategy for the formation of an efficient
SGS is virtually non-existent. Such a strategy should
provide a foundation for structural and functional
reforms and for the improvement of public service.
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Structural reforms within the SGS should aim at:

= establishing a new, simple and conceptually unified
SGS;

=« uniformly setting the inner structures of the gover-
nance bodies;

= securing transparency and mutual accountability of
any functions of the governance bodies;

« a clear-cut division of the scope of goals, problems
and functions.

The following principles should serve as a basis for an
efficient SGS:

=« supremacy of individual's rights and freedoms;

« democracy, viz. securing the direct involvement of the
general public in the formation and functioning of
state bodies;

=« a clear division of tasks and functions of power;

« rule of law, i.e. strict compliance of the State machin-
ery with existing rules and regulations;

=« transparency of operations;
=« professionalism of public servants;

= acombination of elective and appointed positions and
optimal correlation between centralized and decen-
tralized levels;

=« a simple hierarchical structure for the State gover-
nance bodies.

Rather than directing the activities of the state gover-
nance system (SGS) towards the solution of crucial
strategic problems, so far only tactical actions taken
have been, including the reduction of budgetary
resources and partial changes in the management struc-
tures. As a result, the quality of public service has suf
fered.

Without financial assistance, it became impossible to
realize the large scope of the state functions inherited
from the Soviet system. In the meantime, today's SGS
could be characterized as a hybrid of old and new sys-
tems. Within the structures of the SGS one still finds
functions that have been held over from the past. These
are sustained by tradition but are no longer operational.

State governance bodies and their staff are unjustifiably
redundant, in terms of their number. This can be
accounted for by an inadequate division of tasks, func-
tions and powers, the unfounded nature of their inner
structures, and the public service system's inefficiency.
Probably the most important factor is the lack of a unified
conceptual framework for the formation and structural
composition of the SGS. According to two consecutive
surveys conducted® in 1996 and 2000 on the causes that
bring forth the inefficiency of state governance, "staff vul-
nerability," and "imperfect legislation and regulations"
are still seen as major problems. Together with that

"erroneous selection of top management" and "flawed
organization of the governance bodies" have acquired
special urgency (Table 1.1).

Currently SGS in Armenia includes, alongside the 18
ministries, over 30 various agencies and departments
that are affiliated with the government and subordinated
to the ministries as well as bodies stipulated by law.
Territorial administration is exercised in 11 marzes,
including the capital, Yerevan, which also has marz sta-
tus.

Prior to the formation of the current structure, a large
number of changes were made. From 1995-2000 over
20 structural changes (reorganization, merger, dissolu-
tion) in the composition and structure of the government
took place, affecting over 15 ministries (Table 1.2).
Meanwhile numerous internal structural changes
occurred within the then existing ministries.

In order to identify efficient and realistic levels of decen-
tralization of powers of the executive bodies, to formu-
late adequate policies and to establish efficient mecha-
nisms for the fulfillment of those functions, an in-depth
analysis was needed of the division of functions for each
sector and for all levels of governance. Such analyses
were made’. The functions performed by the SGS were
broken down, in organizational terms, into 5 groups.
Studies show that among the functions performed by
separate ministries more than 20% of overall functions
make up service provision and inspection, which in con-
formity with the conceptual approach to SGS reforms,
should be carried out by agencies and departments
(Table 1.3).

In their efforts to rectify the situation, the RA authorities
focus their attention on raising the efficiency of the state
apparatus and the quality of services provided to the
people. In 1998 a Public Sector Reform Commission the
Government of Armenia was set up and has been work-
ing successfully ever since. It has elaborated The con-
ceptual framework of structural reforms of the RA State
governance system. According to the design of this con-
ceptual framework large-scale activities in the RA
Ministries and in other agencies of State governance are
underway for the implementation of structural and func-
tional reforms.

A central role was given to the adoption and enforcement
of a law on civil service in Armenia. A working group