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FOREWORD

I am pleased to introduce the publication the Millennium Development Goals (MDG) Acceleration
Framework: Youth Employment in Armenia. This report is part of a wider UN effort to support
countries in overcoming challenges and achieving off-track MDG targets by 2015.

Progress towards MDGs has to be monitored and comprehensively reviewed at the country level,
taking into account new challenges and risks arising from recent global economic and financial cri-
ses. In order to support countries tackling new as well as structural challenges, the UN developed
and rolled out the MDG Acceleration Framework (MAF), which provides national stakeholders with
a systematic approach to identify and prioritize bottlenecks that are causing MDGs to veer off-track
or advance too slowly. Through the MAF process, the country develops a comprehensive, collabora-
tive, and focused plan of action based on prioritized solutions.

In light of this, the Government of Armenia has decided to apply the MAF to address MDG 1 target
on productive employment and decent work for all, including women and young people. The UN
Country Team (UNCT), led by UNDP and UNIDO, rolled out the MAF analysis, which does not
replace existing, nationally-owned planning processes and frameworks tackling youth employment
issues. The recommendations emerging from this report will help speed up the implementation
of existing strategies and programmes by identifying feasible and high impact actions, and cross-
sectoral partnerships.

The publication includes a focused, agreed upon Action Plan, emphasizing short-term measures that
can be implemented in two to three years, based on feasibility and impact assessments. At the same
time, recognizing the complexity of youth employment topic, efforts also have been made to address
longer-term systemic issues.

I am confident that this publication not only will improve the understanding of the challenges and
opportunities associated with promoting youth employment, but also will help implement coordinat-
ed actions in relevant areas, such as employment, education, business environment, and agricultural
development, in the context of broader approaches to expand opportunities for decent work for all,
especially or youth and women.

Implementation of high impact actions will require, in addition to strong political will and commit-
ment, partnerships atlocal, national and regional levels. In view of this, I would like to express my
sincere appreciation to our national and international partners, especially the State Employment Ser-
vices Agency, Small and Medium Entrepreneurship Development National Center, UNDP, UNIDO
and others who have already committed to the implementation of the Action Plan.

Today, young people’s voices should be heard, their creativity and enthusiasm supported, and their
rights respected. Let us join young people everywhere to help build a gateway to better future, and
ensure that decent and creative jobs are available and accessible to all youth

%‘A@ Dafina Gercheva,

UN Resident Coordinator
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Dear Reader,

Providing decent employment opportunities for youth is a key developmental issue for all. The long-
term competitiveness of a country depends on well-educated young people who are able to put their
skills to productive use for the benefit of the economy and society. Unfortunately, young people
too often are among the most vulnerable groups due to the lack of education and employment op-
portunities, which further contributes to wider societal challenges such as poverty. The Government
of the Republic of Armenia considers youth employment a high priority, and has been providing
targeted support through public employment and educational policies and services. This report, the
Millennium Development Goals (MDG) Acceleration Framework: Youth Employment in Armenia,
is a continuation of collective efforts to expand young people’s capacities and access to decent jobs.

This report identifies priority bottlenecks, as well as high impact and feasible solutions to existing
interventions for youth employment in the Republic of Armenia, such as matching the supply and
demand sides of the labour market, improving higher and vocational education for jobs in demand,
addressing disparities in regional development, and unemployment levels among women and youth.

In addition, the application of the MDG Acceleration Framework adds value to current efforts by
strengthening collaboration among various partners, such as the government agencies, private sec-
tor, civil society and international partners, including cross-sectoral partnership to implement the
solutions identified in the Action Plan. This initiative was also timely since it will contribute to
the operationalization of current plans and programmes to be undertaken by the State Employment
Services Agency and other partners, and is aligned with the priorities set by the Republic of Arme-
nia Government Programme (2012-2017). Recognizing that sustainable resolution of employment
challenges will also require comprehensive, structural solutions, the report also highlighted some
of these longer-term recommendations that will need to be implemented in addition to shorter-term
actions in the Action Plan.

We are pleased to introduce this publication, and we welcome your continued support and interest
in expanding Armenian youth’s capabilities and skills, so that they can build sustainable livelihoods
for both current and future generations.

~—— Shamam Harutyunyan,
Deputy Minister
RA Ministry of Labor and Social Affairs
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EXECUTIVE SUMMARY

v' At the UN Millennium Summit held in New York in 2000, the Millennium Declaration was
signed by 189 states, including Armenia, and eight goals were set, with 18 quantifiable targets
to be achieved by 2015. In 2005, four more targets were added. This report addresses MDG 1,
Target 2 (A) achieve full and productive employment and decent work for all, including women
and young people, which is currently off-track.

v' Analysis of Target 2 (A) indicators reveals that, in Armenia, to achieve MDG 1, problems as-
sociated with GDP per employed individual, and female and youth employment need to be
addressed. The report focuses on youth employment in rural areas, as migration from rural areas
has increased in the past two years. In addition to 60 percent of domestic migration stemming
from rural areas, the vast majority of employment in rural areas is in agriculture, a low-wage
sector with little diversification and innovation, and therefore, increasingly undesirable among
youth.

v' Programmes carried out by the State Employment Services Agency (state employment pro-
grammes), Youth vocational orientation centers (vocational orientation and career coun-
selin gservices), the Republic of Armenia (RA) Ministry of Sport and Youth Affairs (ac-
tivities particularly related to youth engagement), RA Ministry of Education and Science
(particularly, programmes on tertiary and higher education), RA Ministry of Territorial
Administration(proportional territorial development programmes, socio-economic develop-
ment programmes), as well as RA Ministry of Economy (business environment development)
are of high importance in terms of increasing youth employment.

v" Numerous public and private organizations have been established to support enterprise devel-
opment using multiple mechanisms. These organizations/programmes comprise two groups:
state institutions (and/or with state participation) and international organizations/donor funded
projects.

v Overall, the number of people employed as a result of these public programmes has increased
annually. In 2010, around 11.3 thousand were employed, of which 26.2 percent were young
people. Indeed, the share of employed youth has been steadily increasing.

v' The Government has implemented a number of reforms in the professional education system.
Reforms in Higher (Graduate) Education have been implemented in accordance with the
principles of the Bologna Process: the national framework of higher education qualification
has been approved; the new strategy of financing for universities has been developed and ap-
proved; requirements and terms of certification of professional education programmes have
been reviewed, the student mobility issue has been regulated, a credit system to finance research
in post-graduate education has been introduced. As part of reforms in Vocational or Tertiary
Education, 12 regional colleges were established and buildings renovated or refurbished. To
support national efforts, in 2006 UNDP Vocational Education and Training System Project
(UNDP-VET) was also launched, aimed at increasing youth employment opportunities via
strengthening and enhancing Armenia’s vocational-technical education system.



The Government has recently implemented a number of measures to reform and improve the
business environment. These include improved tax and customs regulations, simplifying regis-
tration and other procedures associated with starting a business, addressing problems associated
with foreign trade and economic competition, and urban development permits and inspections.
In this context, “Small and Medium Entrepreneurship Development National Center” Fund
(SME DNC) plays an important role as the main state institution supporting small and medium
entrepreneurship (SME) in the country.

In order to mitigate the consequences of disproportional under- development of marzes, the
Government has carried out a number of measures, such as infrastructure rehabilitation
schemes (irrigation and drinking water supply was improved, roads of special importance were
built and rehabilitated, internet and telecommunications coverage expanded considerably),
earthquake zone reconstruction(provision of apartments to families), affordable apartments
to young families (assistance to young families in need of housing improvement), and other
socio-economic measures.

The level of employment differs significantly between rural and urban areas. In 2010, employ-
ment in urban areas was 40 percent of total employment; in rural areas, about 67 percent. Over-
all, agriculture accounts for about 45 percent of all employed people. In 2010, 28 percent of the
young people (15-24 age group) living in rural areas were employed; of which 72 percent were
employed in agriculture. In rural communities, women are mainly employed in agriculture,
education, health and social work, and trade.

There are gender and generational differences in rural unemployment. In 2010, female un-
employment in rural areas exceeded that of male unemployment (6.4 percent and 5.8 percent
respectively). Youth unemployment rate in rural areas was about 22 percent; three times higher
than the average rate of rural unemployment.

In 2010, average wage in agriculture (the main sector for employment in rural areas) was AMD
44,000 monthly (US$ 117.8), much lower than average wages in financial and insurance sectors
(AMD 102,000 monthly; USS$ 273).

The share of informal employment is especially high in agriculture, about 97.8 percent, as com-
pared to about 56 percent in construction, and 49 percent in trade. It is worth mentioning that
informal employment is almost non-existent in finance, insurance, real estate, and international
organizations. In 2010, in rural areas, about 80 percent of employed young people aged 15-24
were informally employed.

In rural areas, the poverty level, at about 36 percent, appear slower in comparison with urban

areas (excluding Yerevan), at 45.4 percent. In rural areas, poverty rates were comparatively
lower among people with higher education: and among people with college education, about

29 percent, among those with primary education, 43 percent. It is disconcerting that nearly
one-third of employed are the working poor. Poverty among young people, especially in rural
areas, is mainly due to difficulties for this age group to find decent work.



v" Youth and young adults aged between 18 and 35 constitute a large share of migrant workers.
In 2010, people aged 20-39 accounted for 45 percent of those leaving Armenia; people aged
20-24 accounted for 12 percent.

v" Through the application of the MAF methodology, four priority interventions were selected
that affect youth employment: employment policy, vocational education, business and in-
vestment environment, and rural development/reduction of territorial discrepancies. For
each of the four interventions, a number of activities that would contribute to the MDG target
achievement are identified, as are bottlenecks that might impede their successful implementa-
tion. Possible short-term solutions are presented. The analysis is based on the available data and
discussions held during the MAF workshop (Aghveran,12-13 April, 2012) attended by UNIDO
and UNDP representatives, with the participation of representatives from civil society, private
sector and government agencies, such as the Ministry of Territorial Administration, the Ministry
of Planning, the Ministry of Labour and Social Affairs, including the State Employment Agen-
cy, international partners such as Heifer Foundation, Save the Children Fund, USAID, GIZ and
other UN agencies. This report presents the most feasible solutions that can be achieved with
current resources, capacities, and partners in the next two- to three years; the MAF Action Plan
identifies the key partners as well as an estimated budget.

v Activities in the scope of the “Employment policy: promote employment opportunities and
create workplaces for youth” intervention focus on effective public services such as training
and consulting related to youth employment opportunities and vocational orientation. The ac-
tivities target rural and borderline areas, and would be conducted at marz and community youth
centers. In addition, activities to provide economic/financial stimuli to improve employers’
willingness to hire qualified youth, and promote unbiased selection of employees regardless of
gender or civil status are presented.

v" The intervention “Education: provide youth with opportunities to receive quality educa-
tion complying with their aspirations, and capacities” includes activities such as strengthen-
ing accessibility and quality of professional education across the board, evaluation of education
quality and skills among unemployed people, improvement of a vocational orientation system,
including the lifelong learning system relevant to the labor market requirements, as well as the
provision of gifted students with opportunities to receive professional education in the world
recognized educational institutions.

v' The intervention “Business and investment environment: create a favorable business and
employment environment for young people in order to promote their business initiatives,
enhance non-agricultural employment in rural areas” identifies the following priority
activities: (1) provide newly-established and operational small and medium enterprises (SME)
(including youth start-ups) with credit guarantees, marketing and training services; (2) organize
events for youth in rural communities; (3) support women entrepreneurship (training and business
start-ups among women); (4) form youth-led farms, and agricultural product processing micro-
enterprises, and (5) create a Free Economic Zone on the premises of Zvartnots airport.
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Activities in the scope of the “Rural development/reduction of territorial discrepancies: sig-
nificantly decrease unproportional territorial development, contribute to increase of rural
population revenues” intervention include: provide quality and accessible local public services
across marzes; provide logistical, infrastructure and business support for sales of agricultural prod-
ucts; prepare development programmes for priority industrial/manufacturing sectors; investment
plan for development of regional/marz infrastructure; provide financial support for business start-
ups in highland and border regions; provide broad-based infrastructure projects aimed at socio-
economic development.

Having identified the priority interventions, bottlenecks impeding successful implementation of
these interventions were identified and prioritized based on potential impact and feasibility. Re-
garding youth employment policies, the main bottlenecks are: (1) lack of information and low
awareness of youth about state employment programmes and activities provided by Youth Centers,
(2) low awareness among youth of existing job openings, and (3) low motivation of employers to
hire youth. Regarding the vocational education system, the primary bottlenecks are poor coordina-
tion between the existing educational institutions, employers in both private and public sectors, and
employment agencies. In the area of business and investment environment, the main bottlenecks
are: low quality and insufficient financial and business consulting services for new and existing
businesses; low awareness of citizens, particularly youth and women, of support programmes for
small business development; insufficient financing and low affordability of loans for rural women
and youth. The priority bottlenecks that impede sustainable rural development are lack of access to
agricultural markets, extension services, quality inputs, and programmes to stimulate agricultural
production and employment. Some cross-cutting bottlenecks stifling development of the overall
business environment include availability of affordable financial services for the general public,
lack of coordination between private sector and public agencies and other key stakeholders in-
volved in youth employment, and lack of financing for special territorial initiatives in specific rural
localities.

To overcome these bottlenecks, numerous short- and medium-term solutions are suggested. In
order to accelerate the implementation of existing youth employment policies, the following near
term solutions have been identified based on impact on beneficiaries (youth) and feasibility of im-
plementation, and include the following: awareness raising activities of employment programme
and youth centers’ activities; creating an integrated labour market database; providing incentives
for employers to hire youth (e.g. tax breaks); and establishing a strong link between youth centers,
private sector organizations, and education institutions. The main solutions that have been proposed
for the vocational education system are the review of current vocational education curricula to im-
prove the match with the labor market demand, and the development of a public-private partnership
(PPP) between educational institutions and private sector. Three solutions have been identified to
improve the business and investment environment in the near term: improvement in the efficiency
and effectiveness of SME support services; new affordable loan services and other business support
services for entrepreneurs-beginners; promoting systematic exchange of experience and informa-
tion among (and for) female entrepreneurs, including the provision of business consultancy services
targeted for women. The priority solution for the reduction of the territorial discrepancies lies in
improving the coordination among state and non-state funded rural development initiatives, as well
as promoting and scaling up successful pilot programmes targeting youth in rural areas.



v In order to achieve sustainable youth employment, integrated and comprehensive actions to
improve the implementation of cross-cutting social, economic and financial policies and the
effective functioning of institutions are required. Incentive mechanisms targeting public and
private sector employers, providing access to financial and business development services, and
localized programmes (based on territorial specifics ) that support SME development in rural
areas are also needed.

v The solutions addressing structural issues that require longer-term commitments from all part-
ners are also presented in this report for further consideration by key stakeholders. In the
area of employment policies, two solutions have been proposed. The first involves strengthen-
ing regional and other export markets by facilitating the export and transit of goods between
main trade partners and Armenia, and supporting value-added measures to improve the com-
petitiveness of Armenian exports. The second involves developing legalized and protective
regional labour market exchange services. Regarding SME/business development, identifying
and addressing specific structural constraints for developing successful SMEs run by women
and youth, including the provision of financial and business development services, has been
proposed as a priority medium-term solution. Regarding rural development/reduction of territo-
rial disparities, two solutions are proposed: promoting specific value-added opportunities, for
value-addition of main agricultural and other exports, similar to “Fruit Armenia,” eco-tourism,
or other special initiatives; scaling up successful pilots by linking to regional trade markets.

v' Cross-sectoral and cross-cutting collaboration is essential to improve conditions for youth em-
ployment. Through the MAF Action Plan, the following key partners have been identified: the
Ministry of Territorial Administration, the Ministry of Economy, the Ministry of Labor and
Social Affairs, the State Employment Services Agency, the Ministry of Education and Science,
the Ministry of Sport and Youth Affairs, the Chamber of Commerce and Industry, the National
Statistical Service, SME DNC, the National Centre for Vocational Education Training and
other associations and private sector partners, and donors such as the World Bank, GIZ and oth-
ers. UN agencies, especially UNDP and UNIDO will also support the implementation of high
priority solutions in the short- and medium-terms. We estimate that US$ 2.6 million is required
to implement these high priority solutions in the near term.
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INTRODUCTION



It is well-known that 2015 is the target date set | other partners, applied the MAF to Target 2.A
for MDG achievement. Less than four years | of MDG-1 “Achieve full and productive em-
remain until that date. While the current view ployment and decent work for all, including
suggests that MDGs remain achievable in many = women and young people”. In particular, ex-
countries, success requires analysis of the nature | perts studied the impediments causing slow or
and scope of remaining problems, and devel- | decelerating progress of MDG-1, Target 2.A,
opment of priority solutions, where priority is , focusing on poverty and youth employment in
based on their impact for key target populations = rural areas, and considering cross-sectoral and
and the feasibility of implementation. Accelera- | cross-cutting issues. Additionally, a workshop
tion of progress in the remaining period is pos- | involving stakeholders and partners was orga-
sible with collective efforts and resources. | nized and attended by representatives of relevant
Government offices, UN specialized agencies,
In 2010, progress on the MDGs achievement | and civil society organizations (including those
was comprehensively reviewed, including the | representing youth, women, minority groups and
impact of new challenges and realities, such as | marginalized) to ensure that their views were re-
the global economic and financial crises, climate flected in the assessment. As a final result of all
change, as well as new evidence and innovations | implemented works, an Action Plan, built on the
to accelerate and sustain progress towards the | existing knowledge and experience, as well as
MDGs. In order to conduct such a review at the | in-country policy and planning processes, was
country level, the UN has developed and tested developed. The MAF Action Plan takes into ac-
the MDG Acceleration Framework (MAF). count, where relevant, issues of inequalities be-
| tween geographic regions and proposes solutions
This framework will help countries to analyze | accordingly.
why they are lagging behind on specific MDGs,
prioritize the bottlenecks impeding progress, and ' The following report summarizes the UNCT
identify collaborative solutions involving govern- | and Government’s work using the MAF meth-
ments and all relevant development stakeholders. | odology. The first chapter illustrates the socio-
It could also help to address new challenges re- economic situation in Armenia, MDG 1, Target
lated to meeting the MDGs in a particular country = 2 (A) identifying employment trends, as well as
context, and integrate new evidence such as the | business environment conditions, particularly as
strategic importance of energy and technology, | they relate to youth-led businesses and youth
the centrality of gender equality and women’s & employability in Armenia’s rural areas. The sec-
empowerment in relation to specific MDGs tar- = ond chapter presents recent sectoral reforms (for
gets and indicators, and innovations in national | each strategic intervention towards increasing
and sub-national efforts to accelerate and sustain | youth employment in rural areas) implemented
progress towards the MDGs. As a result of the | by the Government and partners. Chapter 3 in-
MAF, a focused, agreed-upon Action Plan ad- cludes disclosure and evaluation of main activi-
dressing the specific MDG that rallies the efforts | ties that have been implemented in the scope of
of governments and its partners, including civil | the strategic interventions. In the fourth and fifth
society and the private sector, is expected. chapters, bottlenecks impeding effective imple-
mentation of above-mentioned activities, as well
The UN Country Team (UNCT) in Armenia, in | as their possible solutions are described. The last
close collaboration with the Government and | chapter comprises the MAF Action Plan.

14



oY

CHAPTERT - Progress and Challenges
in Achieving the Priority MDG 1(2.A)

in Armenia



1. SOCIO-ECONOMIC SITUATION IN
ARMENIA

SYUNIK

Kapane

The Republic of Armenia (RA) is divided into
10 marzes and Yerevan city (12 administrative
districts), which includes 49 urban and 866
rural communities.

Armenia is a developing country with a high
Human Development Index (HDI equal to 0.716,
86th among 187 countries, UN 2011). Since
2002, Armenia has been classified as a lower
middle income country.! Recorded economic

growth between 1994-2001 moved Armenia up

from the low income status it held from 1991
to 2001, and created a basis for the double-
digit growth experienced between 2002-2007.
Average GDP per capita was US$ 804.3 during
this period (increasing from US$ 740.2 in 2002
to US$ 2,853.3 in 2007) and average economic
growth was 13 percent.

Construction, agriculture, manufacturing and
trade were the major sectors contributing to the
double-digit growth and rapid development in
the country, with construction sector playing the
prominent role. On average, about 70 percent of

| on average more than 45 percent of the total
| employment (almost the half).

|The economy of Armenia, like other countries
|in the world, could not withstand the conse-
quences of the latest financial-economic cri-
| sis. The first results of the crisis were evident in
| 2008, when the GDP real growth rate decreased
twice as compared to the previous years, fall-
ing by 6.9 percent. By 2009, the economic crisis
contributed to an economic decline of 14.1 percent.
lNowadays, Armenia is still in a stage of post-
crisis recovery: the country started to overcome
| the crisis consequences slowly, and in 2010, the
economy recorded a real GDP growth of 2.1per-
cent. By 2011, the Indicator of Economic
| Activity had a value of 5.9 percent?, with a fore-
| casted 4.6 percent.’

| Construction sector was hit worst by the

| crisis; its share in the gross output decreased,
leaving many jobless. Nevertheless, agriculture,
construction, manufacturing and trade remain

| the major sectors of the economy, accounting for

| 64 percent of the GDP in 2010, and remain the
focus in terms of development.

| Armenia’s economic prosperity in the early
2000 s reduced the incidence of poverty. Pro-poor
public programmes and those implemented by
| donor society contributed greatly. In 2008, the
| percentage of the population living in poverty was
only 23.5 percent, falling by 11 percentile points
|from that of 2004 (34.6 percent). However, in
| 2009, the negative impact of the economic crisis
worsened living conditions among different
groups of society, thus weakening achievements
| of previous years. Poverty incidence in 2010
increased to the level of 2005.

all employed people were occupied in these four |

sectors. During 2002-2007 agriculture sector has
been leading in terms of employment, ensuring

'Source “World Bank Analytical Classifications” at
http://data.worldbank.org/about/country-classifications/a-short-history
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While poverty incidence is higher in urban | 2. MDG 1 (2.A) status and employment
areas of Armenia (excluding Yerevan) at 37 | trends in the Armenia
percent than in rural areas, 28.4 percent,* poverty
incidence varies considerably by marzes. In | The Millennium Declaration was signed by 189
2010, it was comparatively low in Tavush and | states, including Armenia, at the UN Millennium
Syunik marzes (26.1 percent and 26.8 percent, Summit held in New York in 2000. Eight goals
respectively, calculated with a methodology = were set, with 18 specified targets that should
developed in 2010). In Shirak and Kotayk | be achieved by 2015. Those goals were later
marzes, poor people accounted for 48.3 percent | modified by participant states in order to take
and 46.8 percent of the population, respectively. into account particular country features.
In Yerevan, poverty incidence was 27 percent.
| At the World Summit in 2005, the UN General
Poverty analyses by age groups indicate that Assembly supplemented the targets of 8 MDGs
in 2010, elderly people (65 years and more) ' with another 4 targets. According to one of those
accounted for about 11 percent of those living | 4 targets, MDG 1 Target 2 (A)’, it is planned to
in poverty; about 18 percent were the youth | achieve full and productive employment and
(15-24 years), and children (14 and below) decent work for all, including women and
accounted for 22 percent. Larger households, | young people. Inclusion of this target into the
especially those with 3 and more children and | MDG framework is further evidence of the
elderly members, are at higher risk to become A prominent role given to employment in the
poor. Female-headed households are poorer ' poverty reduction process.
as compared to male-headed ones. Education |
also is a significant factor determining poverty | In 2010, UNDP Armenia published a “Second
incidence: people with higher education have MDG National Progress Report” which assessed
lower risk of falling into poverty. | achievement of MDG targets with a special
| scale®: MDG 1 Target 2 (A) achievement was
Looking back to the years of double-digit assessed as “unrealistic”.
economic growth, we can easily conclude
that consistent with adding new workplaces, | The following indicators were selected for
reducing unemployment and increasing labor | Target 2 (A) for Armenia:
income, there was a trend of significant pover-
ty reduction. This trend was aided by pro-poor |
public programmes, and increased effective- |
ness of the social benefits system of over time.
Nevertheless, the number one measure among
those aiming at poverty reduction has been |
ensuring employment of the population. |

Employment, as the most important precondition |
for poverty reduction, is among MDG 1 targets. |

| > Corresponds to the MDG 1 Target 1.B in the reviewed list of MDGs.
The list is available online at:http://mdgs.un.org/unsd/mdg/Host.
aspx?Content=Indicators/OfficialList.htm

4 poverty calculation methodology changed in 2010, and according to
the new methodology, poverty level was 34.1% and 35.8% in 2009 and
2010 respectively (a 3-level assessment was applied). The poverty indi-
cator values presented in the text are based on the old methodology. |

| % The report is available online at:http://undp.am/docs/Armenia_MDG_

National_Progress_Report_2010.pdf
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Table 1. MDG 1, Target 2(A) indicators and their target values by 2015

Indicator 2005 2006 2007 2008 2009 2010 Target value in
2015
GDP per person employed, in
constant 2005 PPP 1000 11.4 13.4 15.6 16.8 15.0 15.2 >31
international dollar
Employment rate (personsaged | ) | 434 48.9 51.9 48.1 49.6 >50
15 years and over), percent
Employment rate, female, 302 | 321 39.0 42.0 40.9 41.1 >45
percent
Employment rate, male,
56.7 59.0 61.6 64.6 56.7 59.9 >56
percent
Youth 15-24
outh(age 15-24years) | 540 | 55 57.6 36.7 40.8 38.8 <30
unemployment rate, percent
Proportion of employed
population living in poverty <5
(national poverty line), percent
Proportion of informally
employed in total non- 29 | 248 19.9 223 19.2 18.8 <16
agricultural employment,
percent

As seen in table 1, it is obvious that three indicators are problematic: GDP per person employed,
female employment rate, and youth unemployment rate. In analyses of female and youth employ-

ment, we especially focus on rural areas because:

 migration from rural areas increased in |
recent two years, and

e 60 percent of domestic migration is from
rural areas; |

e the vast majority of employment is in ag-
riculture, which is a low-paid sector and
not attractive for youth; |

e low diversification of working areas. |

As part of the Soviet Union, cities and towns
within the Armenian republican jurisdiction |
were considered urban settlements; villages and
districts were considered rural settlements with
little formal administrative jurisdiction. After |
Armenia gained independence, and lands priva-
tized, many urban enterprises were closed and|
released workers were provided with lands in |
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rural areas. People formerly working in indus-
try faced difficulties with effectively organizing
agricultural works.

Before discussing the indicators presented in the
table above, let us discuss employment situation
and labour market dynamics in detail.

Regulatory and legislative basis for employ-
ment

Legislative bases for employment in Repub-
lic of Armenia, as well as social security state
guarantees for unemployed people, are regulated
by RA “Law on social security in case of un-
der-employment and unemployment” and other
legislative acts. They make a legislative base
and are illustrated in RA Government annual



action plan, as well as in the Medium Term
Expenditure Framework (MTEF) and annual
state budget for employment regulation.

% RA Ministry of Labour and Social
Affairs develops and implements annual
employment regulation programmes. In
order to implement employment regu-
lation state policy, “State Employ-
ment Services Agency (SESA)” was
established in the Ministry as a separate
division.

SESA’s main objective is to implement
programmes developed to promote and ensure
conditions for full and productive employment of
the population. SESA’s main functions include:

v Consulting and recording of
jobseekers.

v Support to jobseekers in finding a
job and ensuring employees with
required vocational skills and
qualification for employers.

v Implementation of employment
regional and national programmes.

v" Implementation of programmes
targeted at employment of
non-competitive groups in labour
market.

v Analyzing and forecasting of the
labour market.

The Ministry also established on 14
December, 2006 “Youth vocational orienta-
tion center” a state non-profit organization, in
accordance with RA government decree N1915 to
conduct vocational orientation and career leading
informative-consulting services’.The scope of
services provided by the Center includes:

v Vocational orientation policy, develop-
ment of a methodology and tools (for

7 http://www.mycareer.am/arm/

different age groups) and implementation
of vocational orientation.

Disclosure of abilities, capacities, and
preferences of 14-16yearold young
people, provision of information and
consultancy on education, training and
vocational opportunities.

Providing information on educational
organizations and training centers,
conditions and preferences, continuous
education, labour market and different
sectors of vocational activities.

Development and organization of
informal training programmes for
increasing competitiveness of young
people in the labour market, directed to
development of skills on first entrance
into the labour market, job seeking,
proper self-introduction to employers,

easy integration in the work environment.

Leading jobseekers (including
unemployed people) to participate in
vocational training, qualification and
re-qualification courses in cooperation
with the State Employment Agency.

Development of a methodology for
representatives ~ of  target  groups
(parents and employers) to provide relevant
services, if necessary, as well as
provision of information and consultancy.

In marzes,
orientation

provision of vocational
services, focusing on
cooperative network creation and devel-

opment.

|RA Ministry of Sport and Youth Affairs im-
| plements activities particularly related to youth

(Department of Youth Policy).
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Priorities

of the RA State Youth Policy |

2008-2012, developed by the Ministry are the |
following:

v

X/

Ensuring youth with an opportunity |
to receive education relevant to their
aspirations, abilities, and capacities. |

Promoting employment and creating |
workplaces, and ensuring opportunity to |
receive education. |

Improvement of socio-economic condi- |
tions of youth. |

Promotion of healthy life behavior, and |
upbringing of well-adjusted, productive

Increasing efficiency and competitive-
ness of SMEs;

Ensuring availability of business devel-
opment services for SMEs;

Expanding the financial opportunities
for SME;

Promoting innovations and R&D activi-
ties of SMEs;

Assistance for establishment of new
SMEs;

Supporting international expansion of
SMEs’ activities.

youth.

| Employment dynamics in Armenia

From the point of youth employment, it |
is important to mention the programmes After experiencing several double-digit economic
implemented by the RA Ministry of 'growth years, in 2008, employment level was
Education and Science as well, | 52 percent in Armenia, but fell to 48 percent in
emphasizing tertiary and higher edu- | 2009, before increasing to 49.6 percent in 2010.
cation (Department of vocational/ter-
tiary/ education, department of high- | Let us consider economic growth and
er and post-graduate education, State | employment change trends. During growth
Education Inspection, Center of Education periods, the construction sector, accounting

for 25 percent of GDP in 2008, provided the
| main stimulus for economic growth. The num-

Programmes).

Programmes implemented by the RA Ministry , ber of employed people in construction doubled

of Territorial Administration are important in

that year as compared to the previous year. In

terms of proportional territorial development, |parallel with this construction boom, the number

which reflects local development policy and en-
sures implementation of local socio-economic
development priorities.

7
L X4

v" Ensuring a dialogue between SMEs and |
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| of people employed in the sector of operations
with real estate (renting and service provision)
increased as well. In 2009, a year of crisis, when
| construction  sector

declined by about

RA Ministry of Economy is autho- 42 percent, the number of employed people
rized to regulate business environment in = decreased by about 18 percent.

Armenia. In 2002, “Small and Medium |

Entrepreneurship Development National |Unlike construction, the manufacturing sector
Center of Armenia” a foundation was es-
tablished by the RA Government, whose

activities include:

recorded growth of 14 percent in 2010, although
the number of employed people decreased from
| the previous year by 6.1 thousand persons, or
by 7.3 percent. This result can be explained by

state: two possible factors: capital investments were



made in this sector, thus resulting in increased | Foreign trade is another important factor while
productivity, or the share of informal employ- | analyzing employment by sectors. Main trade
ment increased. | partners of Armenia are the Russian Federation
and the EU. In 2010, export to the EU accounted

| for SOpercent of total exports from Armenia.

Table 2. Economic growth structure and Emloyment® by sectors in Armenia, 2008-2010

Economic growth structure, Employment by sectors, percent
percentage point
2008 2009 2010 2008 2009 2010
Industry 0.3 -1.0 1.4 11.4 10.6 10.0
Manufacturing 0.1 -0.8 1.2 8.5 7.7 7.0
Mining and quarrying 0.1 0.1 0.3 0.7 0.7 0.7
Electricity, gas and water supply 0.2 -0.4 -0.1 2.2 2.2 2.3
Agriculture 0.6 0.0 -2.7 44.1 45.6 45.3
Construction 2.8 -10.7 0.6 5.4 4.6 5.1
Services 1.7 0.0 1.9 39.1 39.2 39.5
Net Indirect Taxes 1.7 -2.4 1.0 - - -
Total, percent 6.9 -14.1 2.1 100 100 100

| Export volumes to Russia and Germany amounted
to US $160.5 million and US $ 132.6 million re-
spectively, or 15 percent and 13 percent of total

Source: NSS of Armenia

Employment structure by sector has not changed
notably in recent years. Between 2004-2010,
agriculture accounted almost half of the total | Table 3. Export structure of Armenia by

| exports, respectively (see Table 3).

employment. In post-crisis 2010, agriculture countries in 2010, US$ million

declined by almost 16 percent, although employ- | Exports 1041.1
ment in agriculture remained steady at about || €IS countries 247.8
45 percent. Agriculture is a rather vulnerable Russia 160.5
sector in terms of natural disasters, and such a | Turkmenistan 8.9
concentration of employment in this sector is | Georgia 49.0
not preferable. Economic decline in agricul- Other countries 9.4
ture contributes to substantial 1ncome' reduction | Non-CIS countries 793.2
and unemployment for a large portion of the | Belzium —
elg .
population, especially in rural areas. To avoid
such a problem, it is necessary to promote | fran 848
agricultural processing and manufacturing in | UsA 82.7
rural areas, as well as to develop rural infra- Germany 132.6
structure. Processing firms will create demand | Great Britain 0.4
for agricultural goods cultivated by land owners. Turkey 1.3
Nowadays, when increased agricultural Other countries 1041.1

productivity is promoted, development of | Source: NSS of Armenia

processing will create new workplaces for |, 2010, main commodity groups were non-

people who currently are only occupied on their * precious metals and products made from them,
own land. | mineral products, and precious stones and
metals.

8Both formal and informal
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Table 4. Main commodity groups exported from

Armenia in 2010, US$ million

|

|

|

Exports 1041.1 |
Non-precious metals and products made 3324 l
of them |
Mineral products 306.8 |
Precious stones and metals 134.0 l
Ready food Products 131.1 :
Machinery and equipment 30.1 |
Plastics, rubber and goods made of them 15.5 |
Instruments and apparatus 7.3 !
Textile 6.8 :
Vehicles 5.0 |
Other 72.1 |
Source: NSS of Armenia :
|

Logically, the sectors whose goods are

successfully exported from Armenia and account |
for a big portion in total exports are attractive |
for investments and thus have a development !
potential. Therefore, involvement of women '
and youth into those sectors, as well as their:
involvement in production of those agricultural |
products which have exports potential would |
ensure jobs with higher wages and stability. |

Employment in rural areas

Nowadays, the level of employment differs be-

tween rural and urban areas. If in 2010, employ-

ment in urban areas was 40 percent, in rural

areas it was rather higher, about 67 percent. To
some extent, this can be related to high level of

employment in agriculture (about 45 percent of
all employed people). However, it is worth men-

tioning that many people in rural areas that help

their family members, would like to have other

occupation as a main job instead of continuing

partial employment in agricultural sector.

In 2010, only about 28 percent of young people
(15-24 age group) living in rural areas were em-
ployed, of which 72 percent were employed in
agriculture. Additionally, 5 percent of youth
were employed in education, health and social
works sectors, and another 3.7 percent were in
the trade sector. Construction and manufacturing

also ensured workplaces for them.

As presented in Figure 1 and Figure 2, women
and youth in rural areas were mainly employed
in agriculture, even when agricultural prod-
ucts exports are not among 3 most exported
commodity groups.

Figure 1. Youth employment by main sectors in rural areas, percent

B Agriculture

W Construction

Vianufactuiing
Finzncial ard insurance activity

= Electricity and gas supply

Other sectors

Source: Authors calculations based on the databases of the ILCS survey of the NSS of Armenia
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From this point, it is very important to contribute
to business development in rural areas to cre-
ate new workplaces and use potential of young
motivated people. Currently few employment

Below, average labour incomes by

tors of economy in rural areas are provided,
calculated based on databases of the ILCS 2011

S€C-

: survey of the NSS. As seen in Figure 3, in 2010,

opportunities, and an underdeveloped social and | average labour incomes in agriculture, which

cultural life in rural areas, not only lowers the
likelihood that youth will return to their com-

was the main sector for employment, were the
lowest, about AMD 44,000 monthly on average

munities after graduating from higher education | (or US$ 117.8 with average annual exchange

institutions in Yerevan or other towns, but also
increases the likelihood that they will enroll in
higher or technical education. About 60 percent
of young people in rural areas have secondary
education, and about 17 percent and 14 percent
have higher education and college education
respectively.

Female employment is an issue in rural areas of
Armenia, too. In rural communities, women are
mainly employed in agriculture, education, health
and social works sectors, as well as in trade. In
2010, female employment in rural areas was about
65.5 percent which was less than male employ-
ment. At the same time, female unemployment in
rural areas exceeds that of male unemployment
(6.4 percent and 5.8 percent respectively). More-
over, youth unemployment rate in rural areas was
about 22 percent exceeding average rate of ru-
ral unemployment by three times (average rural
unemployment rate was 6.1 percent).

rate or 211 int. dollar, PPP adjusted). Meanwhile
peopleemployed in financial and insurance sectors

:received about AMD 102,000 monthly on

average (or US$ 273 with average annual
exchange rate or 490.1 int. dollar, PPP adjusted).

Figure 2. Main sectors of female employment, percent

1.6%

1.1%

W Agriculture

B Education, health and social
works

W Trade

B Publicadministration

B Manufacturing

= Other sectors
2.2%

Source: Author calculations based on the databases of the ILCS survey of the NSS of Armenia
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Figure 3. Average labour incomes by sectors in rural areas, AMD
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Construction
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Source: Author calculations based on the databases of the ILCS survey of the NSS of Armenia

It turns out that in rural areas, young people
are mainly employed in sectors with incomes
lower than the average. Increased involve-
ment of youth in non-agricultural sectors would
notably increase their incomes in rural areas.

Informal employment

Below we discuss informal employment among
women and youth in rural areas. According to
the non-formal sector and non-formal employ-
ment in Armeniati survey conducted by the
National  Statistical ~ Service (NSS) of
Armenia’ with financial and technical support of
the Asian Development Bank (ADB), in 2009,
the majority of workplaces, 52.4 percent, were
created by organizations
followed by informal

in formal sector,
organizations, 37.8
percent, and households, 9.8 percent. About 52.1
percent of total employment was assessed as
informal (which is equivalent to 621,700 informal
jobs). Informal employment was higher among
women than men, 53.4 percent and 51 percent
respectively.

Informal employment is especially high in
agriculture, about 97.8 percent, in construction,
about 56 percent, and in trade, about 49 percent.

° Available athttp://armstat.am/file/article/informal_sect 2010a.pdf
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| Informal employment is essentially absent in
| financial and insurance sector, real estate, and
! international organizations. In 2010, in rural
Ialreas, about 80 percent of employed young
: people aged 15-24 were informally employed.
IAt the same time, informal female employ-
, ment level in rural areas was higher than male
| informal employment, 82 percent and 76 percent
| respectively. In general, informal employment
| level in rural areas was notably higher than the
| national average (50.4 percent), mainly due to
| the fact that the vast majority of rural population
I'is self-employed, or hired by other farms based
on oral agreements.

I
|
: 3. Analysis of Target 2 (A)

I
| Now having the employment snapshot in

| Armenia, we will discuss feasibility of the
| Target 2 (A) indicators situation in Armenia.

| Final output per employed'’ created in the coun-
I'try and presented in international comparable
! prices continuously grew during 2005-2008,
| making 16.8 thousand international dollar per
| employed. In 2009, a year of crisis, the value of
, this indicator decreased by about 11 percent and
| amounted to 15 thousand international dollars.

| 19 Both formal and informal.




Though in 2010, the final output per employed | Regarding the indicators describing population
grew by 1.3 percent, making 15.2 thousand , employment rate (total employed people/labour
international dollar, the indicator’s value force) here we face problems with low female
remained only half of the targeted 31 thousand | employment rate and high youth unemployment
dollar value. described above. In 2010, male employment

rate already exceeded the targeted 56 percent
Gross domestic product per employed person | (see Figure 4). Also, as an alternative indica-
can be considered an indicator assessing labor | tor, an employment-to-population ratio was

Figure 4. Employment rate (total, male and female), percent

70 ~

59.0 61.6 646 59.9

60 56.0

50.0
50
40
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20
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2005 2006 2007 2008 2009 2010 2015

B Employment rate, % B Employmentrate (male), % W Employmentrate (female), %

Source: NSS, Labor force in Republic of Armenia, 2001-2006
Social snapshot and poverty in Armenia, 2008-2011

productivity (output produced by one employed | 36.4 percent in 2010.

person). A low level of this indicator indicates a

general low productivity of the workforce in the | Male employment rate was about 60 percent in
country. And, as it is planned to achieve at least | 2010, and even if it remains unchanged in com-
31,000 international dollars by 2015, employ- ing years, there will be problems with ensuring
ment productivity should grow. achievement of the targeted value anyway.

Improvement of this indicator mainly depends The picture is different for female employment
on, and can be a consequence of, development in | rate. Recent trends are presented in the Figure 4.
various sectors of the economy, overall increase | The indicator demonstrated continuous growth
in employment and labor income, thus it is not ~during the pre-crisis years, and if the financial-
a subject to direct interventions. The indicator | economic crisis did not hit the economy of

Armenia, achievement of the target value of fe-

employment growth rate. For this purpose, it is | male employment rate by 2015 would be realis-
necessary to apply advanced technologies to the | tic. The value of the indicator in 2008 was lower

will increase when GDP growth rate exceeds

economy, production should operate more effec- than the target value by 3 percentile points, and
tively, and workforce should be more qualified. ' with the previous growth rates, it would achieve
| its target value in a year.
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However, female employment rate decrease |
in 2009, and increased only by 0.2 percentile
points in 2011, resulting in 41.1 percent. If such
growth trends continue, tar get achievementis |
unlikely. Analyses of female employment in ru-
ral areas showed that gender issues exist in rural |
areas too. That is why strong interventions are |
necessary here to accelerate progress towards

the achievement of MDG 1. |

It is worth noting here the assistance provided to
women on maternity leave. First, those women |
are provided with temporary disability benefit for |
the period of maternity leave. Second, and more
importantly, if a woman has to leave her work |
for a period longer than the maternity leave, she
receives child allowance from the Government
for two years, and the employer has to ensure |
her the same position when she returns. This re-
lationship is regulated by the RA Labour Code
and RA Law on Temporary Disability Benefits. |
Youth unemployment indicator’s target value |
achievement is another burning issue: in 2010, it |
reached nearly 39 percent, exceeding its targeted
minimum value by 9 percentage points. Overall |
unemployment and youth unemployment rates |
are presented in the Figure 5 below.

As is obvious in the figure, as well as from the
analysis provided above, youth unemployment
rate is considerably higher than the overall
unemployment rate.

We also give importance to informal employ-
ment rate in non-agricultural sector which
reached 18.8 percent in 2010: it should decrease
by 2.8 percentage points in order to reach its
targeted value. It is evident that the indicator has
demonstrated a decreasing trend during recent
years, which is a result of reforms and adminis-
trative strengthening, as well as increased aware-
ness and literacy among the population. As we
saw above, informal employment is especially
high in rural areas due to high level of self-em-
ployment and works carried out based on oral
and other informal agreements.

Summarizing, we give the highest importance to a
reduction of youth unemployment in rural areas.
Targeting young people is effective for a number
of reasons: they promptly respond to employment
programmes and get involved, easily absorb
technological advancements and are flexible to
comply with employers’ requirements.

Figure 5. Overall unemployment and youth unemployment rates, percent!

2005 2006 2007

m Youth unemployment rate(15-24 age group), %

m Overallunemployment rate, %

2008 2009 2010

Source: NSS, Labor force in Republic of Armenia, 2001-2006

1 16-24 age group was taken as youth in 2007. According to the methodology applied for 2001-2007, people who had not seek for job

in 4 weeks prior to the survey but were ready to start working were considered unemployed (EUROSTAT methodology). However,

the NSS based its calculations for 2008 on the ILO methodology which considers those people economically inactive. Changes in

methodology resulted in considerably lower level of unemployment for 2008 as compared to the previous year.
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Focusing on youth as a taiget in various
employment programmes will also benefit
young unemployed women, and thus improve
the overall female employment rate.

In the mid-term perspective, reduction of youth
unemployment is feasible through appropriate
sectoral development policies, including targeting
of youth through public employment schemes, as
well as through continuous investments to the
improvement of the business environment.

Poverty in rural areas

As mentioned in the socio-economic situation
described above, in Armenia’s rural areas, pov-
erty level is somewhat lower compared to ur-
ban areas (excluding Y erevan), at 36 percent
and 45 percent respectively. Poverty incidence
doesn’t vary much by gender in rural areas. Male
poverty level was about 35.8 percent and female
poverty level was about 36.1 percent, although
female-headed households are at higher risk to
be poor.

Poverty analysis by age groups in rural areas in-
dicates that children under 15 are at the highest
poverty risk. In particular, among 0-5 and 6-9

age groups poverty level was about 43 percent

and 46 percent, respectively. Households with
children comprise a bigger portion in total num-
ber of poor households and are thus are more
vulnerable. Poverty in 15-24 age group was

| This implies that people with professional edu-
| cation are better positioned to cope with sociao-
| economic difficulties

| Analyzing poverty incidence in rural areas by

| employment sector and type, we conclude that
in 2010, poverty among employed people was
about 31 percent and more than 44 percent among

| unemployed people. More than 77 percent of
poor employed people held jobs in agriculture,
and about 4 percent in construction sector. It is

| worth mentioning that average wages are com-

| parably lower in the agricultural sector.

|Poverty among young people, especially in ru-
| ral areas, can be mainly explained by obstacles
|to youth employment. Analysis shows that the
unemployment rate is quite high among youth,
|regardless of the fact that people who have
|land and get some harvest are also considered
| self-employed.

about 36 percent, and they made about 20 percent |

of the total poor.

Education is an important factor determining
poverty incidence. In rural areas, like at nation-
al level, poverty was comparably lower among
people with higher education, about 22 percent,
and among people with middle level of profes-
sional education, about 29 percent. The incidence
of poverty was about 42.5 percent among people
with primary education. More than 38 percent of
people with secondary education live in poverty.
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Migration and remittances

Migration remains a serious demographic problem
in Armenia. In 2010, Armenia was among the top
thirty emigrating countries in terms of percentage
of the population. The main destination countries
for migrant workers from Armenia are the Russian
Federation and other countries in the Common-
wealth of Independent States (CIS)". Evidence
suggests that young people aged 18 to 35 constitute
a large share of migrant workers. In 2010, people

In 2009-2010, the number of people in 15-24
age group fell to 239 thousand in 2010 compared
to 246.1 thousand in 2008.

Remittances to Armenia are a main source of
income for poor households. In 2011, money
of non-commercial nature received by indi-
viduals from abroad through Armenian banks

| totaled US$ 1.3 billion, which was mainly used

for food consumption and other basic needs.

aged 20-39 accounted for about 45 percent of peo- |

Those transfers were mainly from the Russian
ple leaving Armenia; those aged 20-24, 12 percent.

|Federation and the USA. Money transfers are

The number of people leaving and return-  usually received from people in permanent or

ing to rural areas during 2002-2010 exhibited a
cyclical trend. For example, during 2003-
2005, the number of people leaving rural areas
continuously increased, then, in 2006 it decreased
and again increased in the following two years.
In 2009, the number of people leaving again
decreased. Almost the same trend was noticed |
in the number of people returning to rural areas

(Figure 6).

temporary migration, and are mainly used for
| consumption.

|In the context of the present analysis, labour
| migration is given special importance. In 2010,
labour migrants comprised almost 60 percent of
all migrants, the majority going abroad. Among
| labour migrants, young people accounted for

almost 14.8 percent. The share of women among
| all migrants was rather small, 3 percent, and it
Migration is a problem not only for demographic | is especially small in case of external migration,

Figure 6. Migration in rural areas of Armenia, persons
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Source: NSS of Armenia, Armenian Demographic Handbook, 2011

reasons, but also from the point of labour 1 percent. In 2010, about 45 percent of labour
resources, as mainly young people, especially | migrants were from urban areas; 55 percent from
rural areas.

1 “Youth employment in Eastern Europe: Crisis within the crisis”, Interna-
tional Labour Organization (ILO), June 2011 |
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from rural areas, leave the country.




Figure 7. The number of population and youth in rural areas (as of the end of year), thousand persons
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4. Business environment and support
infrastructures

A favorable business environment implies not
only accessibility of affordable financial
resources and equal competitive conditions,

but also development and application of simple
and low-cost administrative procedures, and
ensuring effective public regulation and tax and
customs policies.

Ensuring a favorable business environment will
contribute to the establishment of new enterpris-
es, as well as to an expansion and prosperity of
existing firms in various sectors of the economy.
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Entrepreneurship is an important dimension of |
employment promotion. Promoting and develop- |
ing entrepreneurship among young people will !
yield substantial results. Young people tend to :
exhibit initiative and willingness to take risk. |
Moreover, young people express and are recep- |
tive to new ideas and innovative approaches. |
Many strive to establish and run their own busi- |
ness. Businesses run by youth, especially in rural !
areas, not only will contribute to prosperity of :
those communities, but also contribute to unem- |
I

ployment reduction especially among youth.

Business environment improvement is given a
special importance in the Election Programme
of the President of Armenia. In particular, the
programme seeks to create the best conditions
for business and investment by ensuring equal
competitive conditions, reduction of risks, sup-
porting formation enterprises, development of
innovative industry and high-value service, in-
dustrialization of agriculture and the full launch-
ing of the manufacturing and reprocessing
market chain, more affordable and accessible
financial services and other reforms.

Various strategic documents, such as the Sustain-
able Development Programme, RA Government
Programme for 2008-2012 emphasize the impor-
tance of improving the overall business environ-
ment. Besides, in 2008, the Government adopted
a concept note on “Center of Excellence” nation-
wide project for Armenia’s business and invest-
ment environment.

During recent years, the Government of Armenia
has implemented a number of business environ-
ment reform measures. In particular, procedures
for starting and registering a business were sim-
plified, reducing the time required from 20 days
to 2 days. Second, “one stop shop” principle was
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applied, which significantly decreased number
of activity types for which license was required,
etc. Third, the frequency of tax payments was re-
duced, and quarterly profit tax prepayments and
minimal payments replaced monthly payments.
An online system of submitting and receiving
tax reports was adopted. Fourth, the procedures
required and time involved in getting construc-
tion permits were reduced and simplified. Export
procedures and requisite documentation were
considerably reduced, and the number of com-
modity groups subject to obligatory certification
was decreased to 16 from 65. Similarly , “one
stop shop” for providing country origin certifi-
cate, as well as frequency of entities inspection
was reduced, etc.

Each year the WB issues “Doing Business” re-
port which includes calculation of an “Ease of
doing business” index and the ranking of over
180 countries. In 2012, Armenia took 55 ™ place
among 183 countries, improving its position of
61% from the previous year. Our country improved
its position to some extent for indicators to start
a business, construction permits, getting credit

and paying taxes, as well as resolving insolvency
indicators.

However, so far there are no special tax privi-
leges for start-up and established SMEs. As
mentioned above, policy reforms are related to
procedures and practices and not tax rates and/
or taxation regimes. In this field, business

support initiatives of the Government of RA are of
a “single initiative” nature rather than covering the

whole sector or region (e.g. the Government can
decide to postpone VAT payment for 2-3 years
while importing equipment for a particular
enterprise based on certain criteria).

Based on the index, Armenia lags considerably
in collection of taxes and the overall trade per -
formance. That is, the main obstacles faced by
Armenian entrepreneurs relate to tax payments
(frequency of reporting, and time and costs nec-
essary to prepare and submit those reports), and
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|requirements on documents for exporting and
importing, as well as financial and time costs.
However, procedures have been simplified in
| both sectors, and positive results are expected.

| Public and private organizations have been es-

|tablished and act in Armenia supporting enter-
prises in various means. Those support organiza-
tions/projects can be conventionally divided into

| two main groups: state institutions (and/or with
state participation) and international organiza-

| tions/donor funded projects.

| The first group includes organizations such as
The Chamber of Commer ce and Industry of
the Republic of Armenia, SME Development

| National Center of Armenia (SME DNC),

| Armenian Development Agency (ADA), Fund
for Rural Economic Development of Armenia

| (FREDA) and few others.

|
The second group is mainly represented by
USAID funded projects supporting SME and

| EBRD Business Advisory Services (BAS)

| Programme offering general type of SME as-
sistance and Rural Development Programmes
with agricultural and rural communities’ devel-

|opment focus (such as: Rural Assets Creation

| Programme (RACP)/IFAD, SDC funded proj-

| ects, USDA/CARD etc.).

| Most of the above organizations and/or projects
| offer different technical and financial assistance
|packages such as business and information ad-
vice, research and exchange, training and indi-
vidual consulting as well as co-funding for using
| professional consulting services and commercial
| credit (e.g. loan guarantees etc.).

| While business support schemes with state own-
| ership and/or participation are more of institu-
tional nature with limited but relatively secured
financing from the state budget, the second
| group represents mostly donor-funded projects
|of certain duration (though some local imple-



menting organizations continue operations at a | 5. Youth-led businesses and youth em-

smaller scale after formal completion of proj- |

ects: CARD, SDA/SDC etc.).

None of the above-mentioned organizations and/ |

or business support schemes has a special focus
on youth in terms of provided assistance pack-

ployability in rural areas

Youth employment has two major aspects that
should be distinguished: formal employment and
self-employment/ entrepreneurship opportuni-

age, though usually youth (and women) are en- | ties.

couraged to participate in organized trainings,
seminars, exchange and other “start-up entre-

The problem of unemployment does not begin

preneurs’ support” initiatives. However, the ma- | when a young graduate is faced with an obliga-
jority of general SME assistance receivers are | tion of having a relevant work experience and/or
SMEs with a certain level of sophistication (e.g. , professional expertise. The problem starts when

years in business/history, turnover, management

a graduate of a secondary school has almost no

requirements, credit history, financial position, | assistance in quality professional orientation and

collateral etc.). Currently, there are no pre-condi- |

tions set for assisted SMEs in terms of employ-

is mostly led by parents and trends in choosing
his/her future profession.

ing youth, women, or other vulnerable groups.
Therefore, the overall impact of those assistance | Nowadays, an interesting situation exists in Ar-
schemes is limited to general economic develop- | menia’s labour market. Employers require young
ment (e.g. growth of sales, production volumes,

employees with quality education, skilled and
registering new companies etc.) with only indi- |

experienced. However few employers are ready
rect consequences for reducing youth unemploy- | to provide financing to train their employees or

ment. |

In this context, Rural Development programmes |
are more effective in terms of supporting those |

organize internships for young specialists. More-
over, the education system in Armenia nowadays
is somehow weak in terms of modern require-
ments and advanced educational technologies.

youth living in rural areas and involved in agri-
cultural activities: animal breeding, horticulture

etc. Expanding economic opportunities for rural |

population through technical and financial assis-
tance, and improved access to agricultural mar-

kets, allow youth living in rural areas to seek |
income and employment opportunities in their |

communities rather than looking for alternatives
in Yerevan or abroad. In these programmes, usu-

This creates serious obstacles to the develop-
ment of young specialists.

Though RA Ministry of Education and Science
and RA Ministry of Labour and Social Affairs
implement some education and training pro-
grammes (in particular, organize internships for
youth lasting several months in different organi-
zations, provides them with student benefits), for

ally there are no formal requirements for farmers | better results, support and motivation of employ-

to be legally registered; having a credit history |

etc. and assistance approaches are more flexible,
depending dependent on the context. Neverthe-

ers is necessary. It is important that employers
involve young specialists in their organizations,
and invest in their training and qualification.

less, as was mentioned earlier, those projects are |
usually limited in terms of project geographyl

This ensures their social responsibility commit-
ments towards society, on the one hand, and pro-
and duration. vides young employees with relevant skills on

the other hand.
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Even though SESA is implementing several | Accord-ing to various sources, 70-80 percent of
mechanisms (e.g. unemployment benefits, pro- | events organized by state bodies, NGOs and
fessional orientation and counseling, training international projects/organizations have been
courses, etc.) the quality of those mechanisms is | supplemental to formalized education.

far from efficient. According to various sources, | The lack of sense of initiative as well as quite
young people in Armenia mostly unaware of

these support mechanisms and their labor rights | many obstacles connected with establishing own

) business (including taxation policies and corrup-
in general. . . .

tion practices) result in few young people prac-
| ticing entrepreneurship in Armenia. Despite of

The high rate of youth unemployment (39 per- these facts, several private and incubator founda-

cent as of 2010) is connected not only with the |
difficult socio-economic situation of the country,
but also with the inconsistency between educa-

tions (e.g. EIF), as well as well-established busi-
| nesses, are developing different programmes to
] i encourage young people to begin their own start-
tion system’s products and the requirements of ups. Youth unemployment is one of the main rea-

the labor market. Even after passing through | sons of emigration. Young people, especially the

all the required stages of the 'ed'uc‘atlon, not‘ too | ones having a higher education and professional
many young people are optimistic (especially

- i 7 ambitions, choose to look for the continuation
outside of Yerevan) about getting employed in |

of their educational path (mostly post-higher

the profession they acquired at their educational | education) and then career opportunities abroad

institution. This indicates a missing link between

] e (mainly in the EU and US), whereas young peo-
state and non-state educational institutions (both |

ple with vocational or only secondary education

universities and the VET system) and labor mar- | (mainly rural youth) look for employment solu-

ket. . . .
_ _ | tions mostly in Yerevan and/or Russia.
As mentioned by numerous business repre-

sentatives and development experts during the | However, youth employment and creation of

interviews, the existing gap between the labor ] o )
| job opportunities for young people is one of the

market requirements and education provided by ) o
. main priorities of the Government of RA and

the VET system to youth remains one of the ma- |

jor impediments for addressing employment is-

sue in the regions of Armenia. Even when the

for some governmental and non-governmental
| institutions. A number of NGOs and businesses

. . . . started to address this question by opening their
companies have vacancies for certain professions | d Y Opening

requiring entry to mid-level professional educa-
tion, they struggle to find appropriate special-

ists amongst recent graduates. | Most rural people in Armenia still depend on
This is despite the fact that both state and various | agriculture for their livelihood and they will con-
international organizations/projects (e.g. UNDP, tinue to do so in the absence of alternative sec-
EU) implement VET system development policies tOrS development (e.g. tourism, services, produc-
and projects. | tion etc.). Over past twenty years, the situation
Therefore, more and more young people have in Armenian agriculture did not change much:
started to take part in short training courses or insufficient investment and deteriorating produc-
other educational programmes implemented | tive infrastructure resulted in widespread subsis-
through non-formal education, which seem to tence-level farming, low productivity, isolation
some extent help young people develop some of agriculture and the rural population from the
skills (like computer literacy, basics of business | rest of the economy. Although employment rates

and financial planning, management etc.) they | of the rural population, in some cases, are higher
need to get a job and/or start a business. than urban ones, total income from agriculture
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for most households is low, and underemploy- |
ment determined by seasonality of agricultural
activities is a serious problem. Survival strate-
gies dominate rural economies. In the long run,
an agricultural sector that is poor in investment |
and capital can hardly be sustainable and com- |

Quality youth employment in agriculture is only |

petitive, even in the internal market.

possible if young people can make a decent liv- |
ing by working on the land, be it as farm laborer,

contributing family worker, or an independent |
farmer. In developed countries, to be self-em- |
ployed is viewed quite positively as it is associ-
ated with independence (‘to be your own boss’).
In Armenia, being self-employed usually means |
being a small-scale farmer or earning a meager |
income in the informal non-farm economy. For
rural youth, current low level of income is hardly
an incentive to work on the land, but they have |
little choice because there are few alternatives |
outside agriculture. Therefore, focusing agricul-
tural extension efforts and other support schemes
on young people seems promising. |

An increase in labor productivity in agriculture,
and relevant labor shedding are prerequisites for
transforming from subsistence farming to agri- |
cultural business. To maintain the high employ- |
ment rates in villages, more nonagricultural jobs
in rural settlements need to become available.
This would lead to better integration of the rural |
population in the economic life of the country |
and to diversification of the sources of their in-
come. Also, labor mobility of the rural popula-
tion should increase. |
. . |
In this regard, development of supporting and
non-agricultural sectors such as tourism, and |
other agricultural and non-agricultural services) |
will absorb excess rural labor, particularly youth. |
Over the past several years, the Government of
RA is developing various projects (e.g. Tatev |
Tourism Development Zone, Dilijjan Financial |

Center, Jermuk, Sevan etc.) aiming to decrease

| disparity in country regional development and

stimulate non-agricultural sectors.

BOX 1. Creation of a Free Economic Zone at
Zvartnots International Airport *2

The Government of Armenia, with the objec-
tive of sustainable economic development,
introduction of new technologies into
Armenia, proportional regional development
and creation of new jobs, specifically empha-
sizes the policy of creating Free Economic
Zones (FEZ). Along with the policy formula-
tion, the Ministry of Economy carries out
certain projects, among which is the
programme of creating a Free Economic Zone
at Zvartnots International Airport.

The project started in 2008; the FEZ aims at
ensuring access to new and efficient markets,
increase in export volumes, creation of new
jobs, and attraction of foreign investments,
introduction of new technologies, and world-
wide recognition of Armenian brands and
development of business culture.

According to the project, the FEZ will be
granted tax and customs privileges. It is
intended to use “one stop handling” princi-
ple for all procedures: registration of an or-
ganization, import-export, crediting, report
submission, tax inspections.

The FEZ will have a logistics center that
will provide sorting, packing, freezing and
informational-consulting services, as well as
will include a certification laboratory conform-
ing to European standards and a network of
collection points for agricultural products
that will work with individual farmers by
providing storage services. Regional collec-
tion points will be established around the
country.

It is projected that the export volumes of
agricultural goods will increase by 20 per-
cent as a result of the project implementation
which implies that the incomes of agricultural
producers/farmers will increase, as well.

It is planned that the Law on Free Economic
Zones will be soon adopted by the National
Assembly. On the other hand, negotiations
with the immediate organizer of the FEZ -
Corporation America SA — will be completed
and an agreement will be signed.

12 Source “Armenia Economic Report 2010”, RA Ministry of Economy, 2011
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Under this project, negotiations continue
with the Armenian Association of Producers
of Jewelry and Diamond to establish diamond
and jewelry exchange/auction in the prem-
ises of Zvartnots Airport.

Tatev Revival Project®?

In the tourism sector, the public policy of the
Government is developed and implemented
by the Ministry of Economy led by the goals
stated in the Tourism Development concept:
increase the share of tourism in the growth of
national income, support proportional devel-
opment of Armenian regions, increase of the
welfare and poverty reduction.

The Ministry of Economy of Armenia,
together with the National Competitiveness
Foundation, initiated implementation of the
Southern Axis project which intends to revive
the Tatev Monastery and surrounding areas.

The historical and cultural monument of
Tatev Monastery, with its past educational
and religious traditions, being surrounded by
beautiful nature and based on the authen-
tic cultural values of Armenian villages, is a
destination that promises touristic success.

Tatev Revival project consists of the follow-
ing components: restoring the monastery,
developing of new touristic products and
tourism infrastructure, development of
ecological tourism and culinary tourism in
nearby villages, building a hotel and aerial
tramway. One of the main objectives of the
project is to revitalize the educational and
religious traditions of the Monastery by
creating necessary conditions for organiza-
tion of seminars, trainings, conferences and
scientific activities in Tatev and surroundings.

In October 2010, an aerial tramway was
commissioned between Halidzor and Tatev
villages, which is the longest reversible aerial
tramway in the world (5.7 km). Due to the
tramway, the monastery can be accessible
also in winter months which will contribute
to the economic development of the region
and allow prolonging the tourism season in
the country.

The lack of regularly updated econom-
ic strategy which would provide reli-
able data on the present and future la-
bor market demands as well as efficient
state policy and programmes for youth
employment promotion and mechanisms
for their implementation.

The conditions for entrepreneurship and
SMEs development do not motivate
the growth of youth self-employment.
Bureaucratic system, lack of financial
resources and access to credits create
obstacles for youth entrepreneurship

development.

Disproportionate  development between
cities and regions where the youth faces
three most important problems: unemploy-
ment, lack of access to cultural and sport
facilities, and access to good education.

Mismatch between the VET system sup-
plies and the labor market demands. Most
of the employed youth have jobs that do
not match their professional education.

The social partnership institutes have just
started its development and do not have
sufficient influence on youth employ-
ment issues.

Structural problems in agriculture: young
people usually have no incentives to be
employed in farming given the low pro-
ductivity, low level of incomes compared
to alternative non-agricultural occupation
and lack of support for “start-up” farmers.

| Some of those reasons are considered as bottle-
| necks for effective implementation of interven-

However, the analysis of numerous documents, | tions designed to increase employment described

research papers, local expert opinions and em- ' in a chapter below.
ployers’ interviews indicate the following rea- |

sons for large number of unemployed youth: |
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In the meantime, in Armenia, there are exam- |
ples of successful development projects and
support schemes having their positive impact
on a single community and/or region. The main |
issue remains consolidation of efforts, effective |
collaboration between numerous state and non-
state stakeholders, and replication of successful
models in addressing youth employment and |
self-employment/entrepreneurship development
related problems within a comprehensive state
strategy. |

BOX 2. Story of successful
development project and support sheme |

One of the numerous rural communities |
of Armenia is Qarahunj community (Syunik |
marz of RA) which is located 4 km away
from Goris at 1,250m above the sea
level. The community population accounts |
for 1,300 people — 320 households in |
total. The main areas of occupation for
village dwellers is agriculture: livestock |
and land cultivation (mostly cereals and |
fodder crops) since the climatic conditions
are not favorable for growing higher value
agricultural products. |

As the village mayor Mrs. Lusine |
Avetyan says: “Qarahunj village is no |
different from other mountainous rural
communities of Armenia: with similar
problems and efforts in addressing those. |
Underdeveloped agriculture and low |
yields, lack of employment opportuni-
ties and perspectives for youth, poor |
infrastructure etc. remain major problems |
the community faces every single day.

Our community had to recover after |
the collapse of the Soviet Union and
destructive effects of the war in Nagorno- |
Karabakh. During that period a lot of |
people left the Community in search of
jobs and better conditions. The migration
level was quite high. Though, traditionally |
livestock was always the main |

income source for our community,
especially in Soviet times, this sector
underwent significant drop in
post-independence period. The number of
households having even 1 cow was very

”

low...”.

Since 2000s, in cooperation with
different international organizations/
projects (e.g. SDC/SDA, World Vision,
USAID etc.) the vilage authorities are
trying to address these problems and
prevent migration (especial youth) from
villages.
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The story of Artak Manucharyan is rather
indicative in terms of development project
efforts preventing youth migration from the
village.

Artak Manucharyan was born in Qarahunj
community. Artak is 27 years old. He graduat-
ed the local secondary school. As opposed to
his friends and relatives after serving in army
Artak returned to the village and decided to
run a farm. As per Artak young people mostly
refuse farming because it’s a heavy activity,
to start up there is a need for some capital
and does not seem to be that profitable. “My
friends and some relatives prefer to look for
a job outside of the village. After army many
of my friends left for Russia or other countries
for seasonal work. | don’t have higher edu-
cation, job opportunities are limited for me,
that’s why after serving in army I’'ve decided
to return to the village, to stay with my fam-
ily and try farming raising the cattle” — says
Artak. Artak lives with his parents, grandfa-
ther and brother, which is disabled.

Artak learnt about the SDC funded “Livestock
Development Project” being implemented by
Strategic Development Agency (SDA) from
his neighbors. Within the project framework
Artak received training and improved his ani-
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mal husbandry skills, bought 1 cow and 2 heif-
ers on credit. “I bought the cattle on my own,
paid part of the debt selling the milk having
no delays in payments” — proudly states Ar-
tak. With the Project support Artak has also
participated in organized study tours visiting
exemplary farms, where he learnt about new
practices of cattle breeding, positive effects of
Al, saw cattle born in the result of Al

After the visits Artak has been actively im-
plementing new practices in his farm. “I al-
ready have 2 calves born in the result of Al.
The difference of traditional insemination
and Al is indeed obvious. In case of Al both
milk and meat productivities are higher.
Part of the milk we get is being processed
for our own consumption; the rest is being
sold to “Elola” milk processing factory. | also
solve the fodder issue on my own. During
the pasturing season I'm sending the cattle
to pastures, collecting graze for the rest of
the year. I’'m going to breed the bulls and sell
the meat by the New Year and will buy cow
again” — says Artak.

As Artak says livestock breeding is actually
the main serious income source in his vil-
lage, “of course it’s not easy, but | like farm-
ing. If you do it seriously and well thought-
out livestock can provide you with quite high
incomes. To me, I’'m sure it’s better than to
live far from family and to have a temporary
job.”



CHAPTER II - Strategic Interventions
and Recent Reforms



1. Labor policies and strategies | business climate and education system, as well as
proportionate regional development, indirectly af-

Various factors affect the level of employment in a | fect employment positively. Figure 8 depicts the

country —directly or indirectly. In particular, public | above-mentioned impacts.

employment programmes directly contribute to the

increase in employment level, while reforms in the |

Figure 8. Interventions affecting employment
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Based on our objectives and considerations, we want to focus on four main interventions: employment
policy, education, business and investment environment, and rural development/reduction of ter-
ritorial discrepancies, in part because of their potential impact on employment, and in part because of

their priority in the Government policies.
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2. Public Policy in Employment

The following projects and programmes were implemented in employment regulation area in 2011.

Table 5. Public programmes in employment regulation in 2011

Programme Number of benefi- Youth
ciaries

Partial compensation to employers for employing individuals 225 38

that are non-competitive in the labor market

Financial support for the business registration 148 18

Professional trainings 1,804 1,095

Compensation of relocation expenses for those changing employ- 32 13

ment location

Organization of internships for those who have specialization but 227 227

no working experience

Adaptation of working conditions for the disabled that are looking 11 2

for jobs

Organization of paid public works 1,197 357

Organization of Job fairs 14,670 14,670

It is worth noting that 701 individuals | looking for a job. The objective of this

were hired as a result of the professional training |
programme, 65 percent of them were young

people. 314 trainees were young people from | youth in non-agricultural sectors

rural areas who owned land, however, were

programme of the Employment Services
Agency was to promote involvement of

(e.g. IT sector, commerce, etc.) by deliv-

Figure 9. Numbers of those employed through public programmes and share of young people

among them
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| 3. Education Sector Reforms

ering training on professions that are demanded | From the perspective of youth employment pro-
in the labor market (programming specialist, en- | motion, higher (university) and secondary pro-
gineers, system administrators, office assistants, fessional (technical) education is an important
commerce specialists, cook, designers, etc.). | factor in the education system. The specialists,

| who will be later employed in various sectors

Organization of internships for those unem- of the economy, are prepared at this level. In

ployed that did not have any professional ex- many instances, youth unemployment is caused

perience and employment record also aimed at | not only by insufficient labor demand and low

promoting employment among the youth. | salaries, but also by insufficient skills of young

specialists and incompliance thereof with market

demand. This is mostly a matter of inappropriate

| choice of specialization and inadequate training

Overall, the number of people employed as a re-
sult of public employment programmes increas-
es each year (including young people). Figure 9
represents the numbers of employed, including
youth (as well as their share in total).

by professional education institutions. As men-
tioned earlier, the issue of professional orienta-
| tion arises already in high school. Students need
| counseling as they select a profession that is
compatible with their skills and capabilities and

According to the State Employment Services
Agency, in 2010, around 11,300 people were
employed, of which 26.2 percentwere young is demanded in the market.
people. The share of young in total increased

as a result of public employment programmes. | Any country that aspires to develop as a knowl-

edge-based economy cannot afford having an
All ambitious projects, which are already under- ' underdeveloped and inefficient education sys-
taken by the Government, will generate employ- | tem. Bearing this in mind, the Government con-

ment in construction sector for the upcoming | tinuously implements various measures and pro-
5-7 years, namely: Construction of North—South  grammes in order to improve the overall quality
Armenian Road Corridor (the project worth | of the education system and support young pro-
US$ 962 million jointly funded by the | fessionals. Secondary education system is entire-
Government, ADB and JICA); ly financed by the Government. The Government
also funds some of the students at universities,
Public employment programmes contribute to | and provides opportunities to study abroad. Fur-
the increase in overall employment, however, | thermore, the Government implements a variety
a favorable business environment is also of training programmes.
instrumental. Education programmes that |
train specialists to meet the requirements of | The Government implements a number of
employers also contribute to employment. | reforms in the professional education system.
Meanwhile, proportionate regional development
within the country will create prerequisites Reforms in Higher (Graduate) Education are
that distribute investments and businesses | implementing in accordance with the principles
more evenly, thus ensuring the creation of of the Bologna process: the national frame-
jobs in local communities (villages). work of higher education qualification was ap-
proved; strategy of financing for universities
Recent developments of these three areas | was developed and approved; requirements and
in Armenia are discussed . terms of certification of professional education
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programmes were reviewed; the student mobil- | RA Government has provided young people

ity was addressed, credit system for research in
post-graduate education was introduced.

As part of reforms in Vocational or Tertiary
Education, 12 regional colleges were estab-

lished in all marzes of Armenia and the capital; |

buildings of those colleges were renovated or
refurbished, together with modernization. This
initiative was implemented as a result of joining
the Torino process of the European Education
Foundation in 2010 and with the objective of
reforming the vocational education in accordance
with the requirements thereof. Moreover, for
optimization purposes, 10 percent of vocational
educational institutions were merged or restruc-
tured in 2011-2012.

UNDP Vocational Education and Training
System Project (UNDP-VET)" launched in
2006 in Armenia. It aims at increasing working
opportunities for youth via strengthening and

enhancing the vocational education sys tem in
Armenia.

More than 26 VET institutions are included in the
Project, assessed their needs and potential,
upgraded technology, developed subject syllabi
for all specialties, published new materials,
curricula, textbooks and manuals, as well as
trained instructors on the new curricula.

Labour market demand trends were taken into

account while selecting the following 4 areas of
focus included in the Project:

v" Construction and Maintenance of

Buildings,

v Craft/technical/vocations,

v’ Agricultural vocations and food
processing,

Tourism and services, including,
business hospitality, trade, etc.

13 Please see http://www.vet.am/en/index webpage

with an opportunity to study abroad. Based on
intergovernmental agreements signed in 2007-
2011, 742 young people left for abroad to
receive higher and post-graduate education.
Besides, with creation of “Luys” foundation,
43 young people in 2009-2010, 68 young people
in 2010-2011, and 143 in 2011-2012 were provid-
ed with support to study in the best 25 universi-
ties of the world.

4. Improving the business and investment
environment

Improvements in the business environment and
creation of a favorable investment climate have
important roles in Armenia’s economic develop-
ment and expansion. This has been noted a num-
ber of times by officials and stated in different
strategic papers and policies.

Special emphasis on business climate improve-
ment is made in the Sustainable Development
Programme of the Government for 2008-2012.

| Furthermore, a concept paper was developed by

the Ministry of Economy of Armenia in 2008 to
transform Armenia into the best country in the
region to do business in. The concept paper is

| titled Excellence Center in business and invest-

ment climate.

In recent years, the Government of Armenia
implemented and continues to implement a num-
ber of measures to reform the business environ-
ment namely in tax and customs, business starting
and registration areas, as well as in foreign trade
and economic competition and urban develop-
ment permits and inspections. As mentioned in
the earlier, procedures necessary to start and
liquidate a business were simplified.
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The list of goods subject to certificaion was
reduced, the frequency of tax payments was
decreased, together with switching from
monthly to quarterly for profit tax prepayments
and minimum payments by resident entities.
Furthermore, online tax reporting system was
implemented, construction permit issuance pro-
cedures were simplified, list of documents and
procedures required for exports of goods was
significantly reduced, the number of goods sub-
ject to obligatory certification was reduced from

| As of January 1, 2012, within the framework
of SME State Support Programme 201 1, 2,485
start-up and operating SMEs have received sup-
| port from SME DNC, covering nearly 90 percent
| of marzes of RA.

However, while the lion’s share of the assisted
| SMEs received technical assistance, very few
| received credit (less than 10 percent). Since all

those financial tools are managed by commercial

banks and/or credit organizations, with rather

65 to 16, "one-stop-shop" principle was introduced| strict credit eligibility requirements (e.g. credit

for the Country of origin certification, as well as
the frequency of inspection visits was reduced.

Activities and measures directed towards busi-
ness environment improvement contribute to the
establishment of a favorable investment climate
which will, in its turn, promote creation of new
companies and expansion of existing businesses,
thus, resulting in the creation of new jobs. Espe-
cially in rural areas, mere simplification of busi-
ness registration procedures is not sufficient for
starting new businesses. It is necessary to ensure
the inflow of investments and pursue policies
that will provide for expansion of businesses
throughout the country, not just in the capital
city and other large cities.

In this context, an important role belongs to the
“Small and Medium Entrepreneurship Devel-
opment National Center” Fund (SME DNC) as
the main state institution supporting small and

medium entrepreneurship (SME) in the country .

Having a well-developed network of regional
branches and representative offices covering all
marzes of Armenia, SME DNC offers a range of
technical and financial support services, such as:
provision of information and consulting on all
the aspects of doing business in Armenia, devel-
opment of human resources, sales and exports
promotion, supporting start-ups and provision of
Loan Guarantees, equity financing, seed capital,
partial subsidizing of credit interest rates.
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history, collateral, cash-flow etc.), the number
of SMEs meeting the requisite criteria is really
| limited. In early 2000s, when micro-finance in-
| stitutions were rapidly growing and expanding
their operations, they were able to provide rela-
tively more accessible financial services to small
| and micro-entrepreneurs, since mid 2000s all of
| them had to pass through Central Bank licens-
ing and regulations. Nowadays, there is a little
difference between commercial banks and credit
| organizations/micro-finance institutions offering
financial services to SMEs. Some of them pro-
vide loans under discounted percent conditions
| (by 2-4 percent lower than the market rates), if
| financed by special lending programmes (e.g.
World Bank, MCC/MCA etc.). However, the
scope and outreach of those special programmes
| are usually limited and do not cover large
| number of SMEs.

|In close cooperation with donors and interna-
| tional organizations, SME DNC is implementing

SME support projects such as “Support to SME

Development in Armenia” (jointly with UNDP)
| aiming to support the implementation of the
| SME State Support Programme and improve the

knowledge and business skills of start-up SMEs
|and contribute to the increase of employment
| and business opportunities for the poor and so-
| cially disadvantaged at regional and local levels.

| SME support also is focused on donor-funded
| projects, such as USAID Enterprise Develop-



ment and Market Competitiveness (EDMC) Pro-
gramme'?, which aims to increase the productiv-
ity and competitiveness of selected value chains
of IT, Tourism, Pharmaceuticals and Agro-pro-
cessing. Objectives of the Programme, amongst
others, are enhancing workforce skills and en-
trepreneurial development (including “start-ups”

| urban areas, as well as to other countries.

| Disproportionate economic and social develop-
ment is an acute problem in Armenia. In fact,
|the problem exists not only in urban-rural di-
| mension, but also between Yerevan and marzes.
Even poverty indices prove this: poverty in Yere-

Figure 10. Extreme Poverty and Poverty Incidence in Yerevan and marzes in 2010, percent

46,8
) e e @
4 35,8 483 37,1
40 L 2 ® 5 '
5 | @ 28,9 TER i
Extreme 30 | ‘ ’
33
poverty 25 ?
20 | 27,1 4 .
Povert 15 |
® v o 52 58
s 1322 28 29 14 14 :
0: 1,70, 22, 12
e(;\,b Qf'bo 90’& ’b@;\ ’??.\\Q o‘.\\q \9&\ ’@*0\ '\"S& 06& 0"’0& 4‘\"}\
& *Q} ¢§' N & ,bko‘ © 2 S\ & <2
\a @ o ©
e COQPO A’b

Source: “Armenia: Poverty and Social Snapshot”, NSS of RA, 2011

established by youth), and improving business
environment in Armenia through variety of in-
struments, such as: research and analysis, techni-
cal and financial assistance, policy reforms etc.

EBRD established Business Advisory Services
(BAS) and the Enterprise Growth Programme
(EGP) aim to improve the competitiveness and
level of sophistication of the MSME sector in Ar-
menia by providing micro, small and medium-
sized enterprises with assistance from experienced
advisors (both: local and foreign).

5. Regional development policy

Disproportionate economic development in re-
gions of Armenia negatively affects demograph-
ics and social and cultural life, largely contribut-
ing to the migration of youth from rural areas to

" Launched in the end of 2011

| van significantly differs from its level in marzes.

| Poverty incidence is relatively low in Aragatsotn
and Armavir marzes which are not far from the
capital and in many cases inhabitants of these
| marzes work in Yerevan. Poverty incidence is
| the lowest in Syuniq marz: this can be explained

| town where one of the largest industrial compa-
nies of Armenia — Zangezur Copper-Molybde-

by highly developed mining industry in Qajaran

num Plant — operates. Poverty is the highest
| in Shirak marz.

| For comparison purposes, it is worth mentioning

| that in 2010, the permanent population of Yere-
van constituted 34.2 percent of total population

| of Armenia (See Figure 1 1); 26 percent of the

| poor lives in Yerevan. This also illustrates the
disproportionate distribution of poverty across

| the country.

|
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Figure 11. Poverty in Incidence in Yerevan and marzes, 2010, percent
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Source: NSS of RA, Demographic Handbook of Armenia, 2011

Figure 12. Average salaries in Yerevan and marzes in 2010, AMD
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Statistics indicates that the employment rate in|
Yerevan is low in comparison with marzes. The
fact is that, according to the NSS methodology,
those involved in agricultural land cultivation |

part of the household’s consumption) are con- |

(even if the crops are used exclusively for per-
sonal consumption, constituting the significant

sidered employed, thus increasing employment |
figures in marzes. In 2010, employment level in

agriculture in Armenia was around 45.3 percent |
(both formal and informal). |
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At the same time, in 2010 the level of average
salaries in Yerevan in comparison with marzes
is above the national average with the exception
of Syunik marz (See Figure 12).



In many marzes, especially in rural communi- | As part of the Earthquake Zone Reconstruc-
ties, infrastructure is under-developed or in | tion in 2007-2011, the Government of
disrepair, non-agricultural employment is low, , Armenia provided apartments to 5332 families.
no entertainment centers exist, and migra- The programme is intended to continue, provid-
tion is high. Currently, almost all graduate and | ing another 1720 apartments in 2012, in order to
vocational educational institutions, as well as  fully solve the problem of families left without
cultural and entertainment centers are concen- shelter as a result of the earthquake.

trated in Yerevan. Indeed, 61 out of total 99 |

museums, 18 out of 28 theaters, and 17 out of 19

. ) ) | Starting in 2010, the Government also imple-
concert organizations are located in the capital.

ments “Affordable Apartments to Young
| Families” programme which provides assistance
Such discrepancies lead to youth migration from | to young families in need of housing improvement.
marzes, especially from rural areas, diminishing Such families are eligible for mortgage loans at
heir potential to contribute to developing local ' lower interest rates and down payment. Currently,
communities due to their own entrepreneurship | the Government subsidizes 4 percentage points
and certain government support, is decreasing. for mortgage loans in marzes, thus the effective
interest rate is 6.57 percent. In addition,
procedures for issuing construction permits
were simplified. Such initiatives support young
families and create incentives for them to stay in
| their communities.

During the years of the Soviet Union, the |
picture was different. Yerevan was not the
only developed city in the republic. Leninakan
(today’s Gyumri) was an industrially and
culturally developed town. In Kirovakan

(today’s Vanadzor), the chemical industry was = Agricultural loans were provided at lower rates
developed, separate rural areas and districts were | to relatively poor communities (assessed based
specialized in some branch of industry. After the | on criteria set by the Government), together with
Soviet collapse, during years of crisis, many privileges in receiving fertilizers and other
large enterprises were closed, infrastructure was | incentives.

destroyed, and cultural centers stopped operating.
This situation resulted in high rates of migration.
Nowadays, RA Government makes investments |
for infrastructure renovation and mitigating |
territorial disparities.

The  Government implemented  Cultural
Programmes in marzes, specifically theater
and concert shows, presentation of Armenian
movies, performances in Yerevan of artis-
tic groups from marzes, as well as “Library-

In order to mitigate the consequences of | on_Wheels” in remote communities and other
such disparities, the Government of Armenia gctivities.

carried out a number of measures during the

recent years.
| In order to ensure harmonic development of

| communities, taking into account capabilities

o L in collecting revenues, as well as the need for
measures, irrigation and drinking water supply | i )
. expenditures to carry out mandatory functions
systems were renovated in a number of commu-

nities. Roads of strategic importance to regional | Of communities, the'Central Govemment pro-
development were built or reconstructed. Inter- vides financial donations to communities to re-
net and telecommunications coverage expanded duce differences in community budget revenues.

considerably. Furthermore, procedures were | As mentioned earlier in this report, several rural
simplified for connecting to the electrical grid dtevelopment don(?r-ﬁ,}nded pr.oje.cts Operate %n re-
for residents and small and medium businesses, ' gions of RA contributing to elimination of existing
reducing the number of days and fees required. | disparity between Yerevan and marzes/regions.

As part of the Infrastructure Rehabilitation
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Rural Assets Creation Programme (RACP)/
IFAD

Over the last fourteen years, IFAD has invested
in five projects/programmes in Armenia support-
ing the renovation of irrigation systems at the
secondary and tertiary levels, the establishment
and training of water users’ associations, the
provision of rural financial services, and the re-
construction of social infrastructure, inter-related
package of rural business development training,
and loans for investment and working capital for
small and medium on and off-farm private enter-
prises, etc.

The objective of the RACP is to reduce rural
poverty level in Armenia by increasing the net
assets and income level of poor farmers through
introduction of modern horticulture. The objec-
tives are to be achieved by developing horticul-
ture value chain, rural financing, and restoration
of rural infrastructure.

The “Horticulture Value Chain Development”
component aims to increase production volume
and net income of small-scale producers through
the implementation of a value chain programme
for fruits and nuts. Under this programme, a
newly-established “Fruit Armenia” company
will enter into contract farming arrangements

with small-scale producers and establish modern |

orchards on land held by such small-scale pro-
ducers. Under the contract farming arrangement,
for the 12 years subsequent to establishment of
an orchard, Fruit Armenia will process and sell
the yields and retain a certain percentage of the
value of the products.

“The Fund for Rural Economic Development in
Armenia" (FREDA) was established in 2009 in

| between the Government of Armenia and the

| International Fund for Agricultural Development
(IFAD) aiming to alleviate poverty through the
economic development of rural areas in Arme nia.

| The overall goal of the “Rural finance” programme

| is to foster development and sustainable
economic growth of rural small-holder farmers
and rural small and medium size enterprises by

| supporting the provision of financing to private

| small and medium rural businesses with strong

| FREDA is the first investment fund in Armenia
|with a rural focus. FREDA makes investments
in rural SMEs with growth potential (and work-
ing with poor rural producers) by providing in-

linkages to poor rural producers.

| novative financing instruments and capital and
| management assistance. This enables enterprises
to improve their competitive position and con-
tribute to the acceleration of rural development.

|
| SDC funded projects

The Swiss Agency for Development and Coop-
eration (SDC) assistance to Armenia is provided
| in the fields of Economic Development and Em-
| ployment, Disaster Risk Reduction, and
Recovery and Reconstruction.

| “Economic  Development and Employment”
section of the SDC Strategy for South Caucasus
2008-2011, namely: farmers acquired knowl-
| edge/capacities to make informed and ef ficient
| use of resources and market channels; principles

| level; interaction between tar get groups and local
| self-government is enhanced through institution-

of disaster risk-reduction are applied at local

| al capacity-building and participatory decision-
making. The project approach is the “making
markets work for the poor” (M4P), which helps

the framework of the "Rural Finance" Component| to build links between the farmers and other market

of the "Farmer Market Access Programme in
Armenia" (FMAP), which is a joint activity
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|players, so that both parties mutually benefit from
| such cooperation relationship.



Two major projects are in process in Syunik | Other projects
marz of RA.

a.

|World Vision, UMCOR", CARD'® and some
“Syunik Livestock Development Proj- | other organizations are implementing various
ect” is implemented by “Strategic Devel- | local rural development projects in different re-
opment Agency” (SDA) NGO and aims gions of Armenia in the areas of communities’
strengthening of the livestock sector and | facilities rehabilitation, health (including HIV/
the increase of income and job opportu- | AIDS) and children programmes, promotion of
nities for farmers in 40 rural communi- micro-enterprise development, agricultural ex-
ties of Goris and Sisian. The project fo- ' tension and cooperatives establishment etc.
cuses on the dairy and meat value chains |
and aims specifically to increase farm-
ers’ knowledge in farm management and
breeding techniques, support farmers’ ac- |
cess to vital services such as agricultural |
inputs, artificial insemination, machinery
services, financial services, and others,
strengthen farmers’ access to sales mar- |
kets, processors and traders. |

“Rural Development in the Region of |
Meghri” is implemented jointly by IN- |
TERCOOPERATION, (Swiss Founda-
tion for Development and International
Cooperation) and SHEN NGO. The proj- |
ect goal is an increased and sustainable
income of small-scale horticulture pro-
ducers (value chains of fig, persimmon |
and pomegranate) through higher profit- |
ability of production and enhanced ac-
cess to markets. That is being achieved
through capacity-building to the benefit |
of horticulture producers and other mar-
ket players and in strengthening linkages
among market players with a view to |
improve access to relevant services and |

market information.

' United Methodist Committee on Relief

' Center for Agribusiness and Rural Development Foundation —
| successor of former USSA MAP project
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Strategic Interventions

1. Key interventions and priority activities

For each of the four interventions, we consid-
ered a number of activities that would contribute
to the MDG target achievement. Our analysis is
based on existing strategic plans, such as 2012-
2017 Government Programme, and informed by
participatory consultations with key stakehold-
ers, such as donors (UNDP, UNIDO), NGOs, ex-
perts. Many of the existing policies and endeav-
ors have been described in the previous section,
and the following have been identified through
the review of existing programmes and projects,
as well as the available data.

Employment policy: Promote employment
and job placement for youth Increase effec-
tiveness of employment related public services
(employment, vocational orientation, prepara-
tion and training, consultancy), especially in ru-
ral and borderline areas

v" Ensure gender equality, including equal

Education: Provide youth with opportunities
to receive qualitative education complying
with their aspirations and capacities

v' Strengthen professional education to meet
labour market requirements.

v Apply criteria to evaluate education qual-
ity of unemployed people.

v Develop a vocational orientation system,
and Lifelong learning system relevant to
the labor market requirements.

v" Improve accessibility to professional edu-
cation.

v" Provide gifted students with opportunities

to receive professional education in world
recognized educational institutions.

Business and investment environment: Create

status among men and women, and the a favorable business and employment envi-
| ronment for young people in order to pro-

right to receive equal pay for equal work.

Organize training services for youth at
marzes and community Youth Centers, in-
volving employment service specialists, as
well as representatives from higher educa-
tional system and business sector, in order
to match vocational qualification of youth
to the labor market demand.

Introduce economic stimuli aimed at in-
creasing employers’ willingness to make
an unbiased selection of employees re-
gardless of gender and civil status.

Introduce economic stimuli aimed at in-
creasing employers’ willingness to hire
youth with qualifications matching labor
market demand.
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mote their business initiatives, and enhance
non-agricultural employment in rural areas

v Provide newly established and operational
SME-s (including youth start-ups) with
credit guarantees, marketing and training
services.

Organize events for youth in rural com-
munities, aiming at providing skills and
capacities to apply innovative ideas for in-
creasing agricultural productivity.

Support women entrepreneurship and pro-
mote credit programmes directed to eco-
nomic initiatives of women, especially in
rural communities.



v Contribute to formation of youth-led farms | tablishing Tatev Tourism Center and de-
and agricultural processing micro- | veloping Jermuk City as a tourism destina-
enterprises in strategically located areas tion).

(border close areas, etc.). |
| These activities were evaluated for their pos-

v Create a free economic zone at the premis- | sible impact and feasibility of implementation.
es of Zvartnots airport (aiming at increas- The impact evaluation analyzed an additional
ing agricultural products export). | value from implementation of priority activi-

| ties; the per unit benefit from a resource spent to
Rural Development/Reduction of Territo- implement the priority intervention; the length
rial Discrepancies: Significantly decrease dis- of time to achieve the impact; and spillover ben-
proportional territorial development, and in- | efits for a target population including vulner-
crease the income of rural populations | able and poorest groups. The feasibility evalu-
ation considered stakeholder coordination and

v" Improve quality and accessibility of local |political will for implementation of solutions,
public services in marzes, including af- | including the Government and partners’ ability
fordable financial services, regional mar- | to plan, implement, and monitor the proposed
kets and community infrastructure. solutions; the availability of funds to cover the

|cost of solutions; and other additional factors

v" Support sales of agricultural products in- | such as potential risks that might impede the so-
cluding logistics, infrastructure and busi-  lution. Evaluations of the above activities were
ness services to ensure favorable condi- based on the available database, discussions at a
tions for free flow of agricultural products | UNIDO and UNDP workshop in Aghveran on
in producer-consumer chain. April 12-13,with participation of different na-

tional stakeholders (representatives from CS and

v Contribute to the preparation of priority |Govemment, as well as, experts on MAF from
sectors development programmes and in- | UNDP and UNIDO headquarters),'” as well as
troduction of those programmes to domes- | additional bilateral discussions with authorities
tic and foreign investors. and experts.

|

v' Invest in development of regional/marz | The priority interventions selected for step 1 of

infrastructure (including cooperation with the MAF analysis are presented in the table be-

private sector) aiming at notably improv- ' low.
ing conditions necessary for establishment |

of businesses. | The other interventions were not selected, either
due to comparably lower impact on the MDG
v In poor marzes and regions (in particular | acceleration, or to their low feasibility in terms
highland and border close regions), intro- | of required budget or capacity.
duce financial support for business start-  The next sections discuss the priority activities in
ups. more details

| 17 During the workshop, the methodology and country experiences, as well the core

v Implement broad-scale infrastructure pI'Oj- | results under MAF Step 1 (Chapters 1,2) were presented. Besides, the participants

ects aimed at socio-economic development Environment, and Agro Strategy and Reduction of Regional Disparities), and as a

| result of a group work, disclosed interventions and bottlenecks impeding their

formed 4 working groups (Employment policy, Education, Business and Investment

including North-South transport corridor,
transforming Gyumri into techno-city, es-

successful implementation were prioritized, as well as, recommendations on
| possible solutions were made.
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Table 6. Priority activities for each intervention

Intervention 1. Employment policy: promote employment and job placement for youth

Priority activity 1.1 Improve the effectiveness of public services (employment, vocational
orientation, training and business consultancy) especially in rural and borderline areas

Priority activity 1.2 Organize and coordinate vocational orientation and training services for youth

at marz and community youth centers, involving specialists from the employment services,
representatives from the higher educational system and private sector

Priority activity 1.3 Introduce incentives to increase employers’ willingness to hire youth with
qualifications matching labor market demand

Intervention 2. Education: provide youth with opportunities to receive quality education that

comply with their aspirations and capacities

Priority activity 2.1. Strengthen professional education to meet labour market requirements

Priority activity 2.2 Develop the vocational orientation system, and the lifelong learning system
relevant to labor market demands

Intervention 3. Business and investment environment: create a favorable business

environment for young people in order to promote their entrepreneurship, and increase
nonagricultural employment in rural areas

Priority activity 3.1 Provide newly established and operational SMEs (including youth
start-ups) with credit guarantees, marketing and training services

Priority activity 3.2 Promote financial and other services to support women entrepreneurs,
especially in rural communities

Intervention 4. Rural Development/Reduction of Territorial Discrepancies: significantly decrease

dis-proportional territorial development, and increase the income of rural populations.

Priority activity 4.1 Improve quality and accessibility of local public services in marzes, including
affordable financial services, regional markets and community infrastructure

| This activity aims to increase the effective-
ness of public services (employment, vocatio-
nal orientation, preparation and training,
consultancy) especially in rural and borderline
areas. As it was presented in the previous chapter,
Under the employment policy we discuss activi-  the State Employment Services Agency organiz-

Intervention 1. Employment policy:
promote employment and job placement
for youth |

ties that have been directly contributing to es professional training for the unemployed, and
employment creation (especially among youth). ' internships for those who have specialization but

| no work experience. The Agency also provides
partial compensation to employers for employ-
ing individuals who are non-competitive in the
labor market, as well as other services. The State

Priority activity 1.1: Increase the effective-
ness of public services (employment, voca- |
tional orientation, preparation and training,
consultancy) especially in rural and border- |
line areas

Employment Service Agency implements “Pro-
fessional training courses” programme, taking
into account discrepancy between demand and
| supply in labor market.
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The aim of the professional training courses is
to assist participants in finding a suitable job.
The training focuses on acquiring new abilities
and skills according to requirements of labor
market, as well as to carry out an entrepreneurial
activity. Youth Vocational Orientation Center,
founded by the Ministry of Labor and Social
Affairs provides vocational orientation services,
such as vocational awareness raising, an

| area youth with an opportunity to be involved in
training and vocational consultancy programmes.
Additionally, involvement of educational system

| representatives and other experts ensure match-
ing of the training with labour market demand.

| It is expected that this activity will potential-
| ly close 30 percent of the MDG gap by 2015:
young people will be trained and more qualified.

individual evaluation to determine what vocation ' Its partial impact can be realized in a year (full

would be appropriate based on his/her skills and
abilities, and business consultancy services that
help support with the selection of a vocation,
socialvocational adaptation, etc. An effective
implementation of these programmes with a
special emphasis on youth can lead to increased
youth employment.

This activity can cover a significant proportion
of MDG gap by 2015 (by 2015 at least 40per-
cent of the estimated number of youth in rural
areas will have increased access to public servic-
es), and is mostly focused on youth. With proper
implementation, its partial impact will be real-
ized within 6 months (full impact is realised in a
year). Funding for this activity is from the state
budget, however, funding is limited.

Priority activity 1.2: Organize vocational
orientation, preparation and training
services for youth at marz and community
Youth Centres, involving employment service
specialists, as well as representatives from

| impact is realized in 2-3 years). Youth in urban
and rural areas are direct beneficiaries. There
may be some practical difficulties in integrating

| different parties (business, education system rep-
resentatives) to implement the training in Youth
Centres. If public-private partnership is under-
taken, this issue may be solved. Besides, some

| issues related to weak capacities of youth centres
along with active participation of youth are ob-
vious. This should be supported by a conducive

| policy environment and technical and financial
support. However, funding from the state budget
and donor organizations is in place.

| Priority activity 1.3: Introduce incentives to

| increase employers’ willingness to hire youth
with qualifications matching labor market
demand

| This activity considers introduction of eco-
| nomic stimuli and other incentives to increase
the employers’ willingness to hire youth with

higher educational system and business sector, qualifications matching labor market

in order to match vocational qualification of
youth to the labor market demand

The second priority activity implies organizing
training services for youth at marz and com-
munity youth centres, involving employment
service specialists, as well as representatives
from higher educational system and business
sector, in order to match vocational qualifica-
tion of youth to the labor market demand.
The importance of this activity is that it is im-
plemented in communities and provides rural

| demand. Vocations in highest demand are for
construction and building maintenance, craft/
technical/ vocations, agricultural vocations and

| food processing, and tourism and services, inclu-

| ding, business hospitality, trade, etc. Young
people could potentially be seen as a relatively
risky group for employers, since they may not

| have a job experience, and thus they prefer to hire
middle-aged experienced people even for entry
level posts. That is why economic stimuli, such

| as tax breaks or other privileges, could motivate

| employers to hire youth.
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The level of tax breaks and other incentives need | Priority activity 2.1: Strengthen professional

to be considered carefully so they are significant
enough for employers to favor hiring youth.
Moreover, hiring young people and giving them
an opportunity for on-the- job training can be a
part of social responsibility strategy of firms,

as well as an investment in  young and diligent
people.

According to experts’ estimations, it is expected
to cover a significant proportion of MDG gap
by 2015 (by 2018 at least 50 percent of the es-
timated number of youth with appropriate skill
sets in rural areas will be employed (about 1 10
thousand)). The impact is entirely directed to
youth, with the majority directed to youth in
rural areas. Some employers will express will-
ingness to contribute to youth employment as
a social responsibility, and thus the partial im-
pact is realized in 6 months. The full impact is
expected to be realized in 1-2 years. There are
some concerns over planning and implementing
the tools for creating motivation, as well as how
to monitor the results, and whether there is suf-
ficient funding from the State budget. While new

financial sources are necessary, implementation
of this activity is feasible until 2018.

Intervention 2. Provide youth with
opportunities to receive quality education

complying with their aspirations and capacities

This section discusses priority activities aimed
at improving the educational system, which can
lead to increased youth employment. The
Government has implemented a number of
reforms in the professional education system

education to meet labour market
requirements.

| This activity, strengthening professional edu-
| cation to meet labour market requirements,
should include continuous training of instruc-
tors, revision of curricula based on labour market
| studies, and the development of a link between
|educati0nal system and employers. Nowadays,
this linkage is mainly ensured through intern-
ships.

| It is worth mentioning that the RA Ministry of

| Education and Science periodically reviews a

| list of qualifications (especially those financed
from the state budget), in order to assure compli-
ance with the labor market demand. The Cham-

| ber of Commerce and Industry of the Republic

| of Armenia also contribute to the establishment
of closer links between educational institutions
and businesses. Strengthening of the vocational

| education system can have a significant impact

jon the reduction of the MDG gap by 2015 (voca-
tional educational institutions’ students will have

| trades in demand with relevant skills and knowl-

| edge (about 35 thousand people annually)), and
the main impact is directed to rural youth. The
full impact is expected in 2-3 years (by 2015).

|

| Priority activity 2.2: Develop the vocational
orientation system, and the lifelong learning
system relevant to the labor market require-

| ments

The other priority activity aimed at improving
| the educational system considers development of
| vocational orientation system, and the lifelong

learning system relevant to the labor market

during recent years. The two priority interventions requirements. Nowadays, vocational orienta-

would also contribute to increased ef fectiveness
of the educational system so that it matches
labour market conditions.
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| tion services are provided to youth via different
| methods, such as visiting pupils in high schools
or youth centres. However, many young people
today still prefer to choose prestigious vocations,
| such as law, diplomats on international economic
| relations, medicine, etc.



government level, the involvement of schools | women led enterprises is of key importance.

and academic institutions will be necessary, and
| Priority activity 3.2. Support women entre-

preneurship and promote credit programmes

lessons learned from other countries would be

applied. Besides, lifelong learning programmes
directed to economic initiatives of women,

for newly-hired employees promote continuous
| especially in rural communities

learning, ongoing training, social inclusion for

them could also change the quality of work and |
Supporting women entrepreneurship and

promoting credit programmes directed to
| economic initiatives of women, especially in

working environment.

This priority has a significant impact on youth

employment (covering all potential students | rural communities is Vlewed.as an effective
instrument for entrepreneurship development

and adults) though it requires at least 2-3 years e '
and employment creation in rural areas, as is

to be implemented. Government willingness . e
and funding are in place, which ensures this | evident when considering the number of wom-

activity’s feasibility and accessibility by 2018. | " involved in private business (nearly 50,000

enterprises owned by women and/or women
| headed), their entrepreneurial skills and the level

Intervention 3. Business and investment

. . of social responsibility.
environment: create a favorable business | P y

environment for young people in order to |

. . Numerous research studies and assessments!®
promote entrepreneurship, and increase

. . | show that women are often more responsible
non-agricultural employment in rural

areas | while setting up and running a business (usually

a small/micro — one operated by family mem-

Priority  activity 3.1. Provide newly- bers), are less keen to make risky decisions, and

established and operational SMEs (includ- | are using the income generated more effectively
ing youth start-ups) with credit guarantees, | for the whole family benefit.

marketing and training services
| To date, female entrepreneurs have not been

blished and operational | adequately targeted by the state SME assis-

Providing newly esta -
tance schemes (except for a few individual do-

SMEs (including youth start-ups) with credit |

guarantees, marketing and training services 1" funded initiatives), which means there is a

| serious potential that is currently being under-

has been considered as a key priority in terms .
| utilized.

of stimulating the SME sector development
and employment generation (targeting both em- |

ployed and self-employed people). Though the

Government of RA undertakes certain measures

in this direction, mainly through SME assistance |

programmes implemented by SME DNC and

supported also by donor community (e.g. UNDP,

USAID etc.), nevertheless as discussed earlier

in this report, the coverage (in terms of number |

of assisted SMEs and start-ups) of those SME

assistance initiatives is rather limited, therefore =185, (oo eceived from different women business orga-
further expansion and involvement of youth and |  nizations such as: Women’s Forum, Association of Young Women of

Armenia, Women in Business: BAS/EBRD program etc. and researches
| conducted by different micro-finance service providers

D



Intervention 4. Rural Development/ |
Reduction of Territorial Discrepancies: |
significantly decrease significantly decrease
dis-proportional territorial development, and
increase the income of rural populations |

Priority activity 4.1. Improve quality and |
accessibility of local public services in marzes, |
including affordable financial services,
regional markets and community |
infrastructure |
|
Improvement of quality and accessibility of
local public services in marzes, including
affordable financial services, r egional markets|
and community infrastructur e is a complex |
issue, which has been in the center of the Gov-
ernment’s attention for quite some time. How- |
ever, various initiatives and programmes imple- |
mented to date in this area by the Government
and international organizations/donors, such as |
WB, MCA/MCC, ADB, and others have been |
targeting either a limited geographical area and/
or piloting different approaches in addressing
similar issues such as access to finance, regional |
markets development etc. Based on these initia- |

worked and what has not. However, there is a
need for consolidating various experiences, and |

tives, evidence has been generated on what has

extracting “best practice” solutions to be further |
scaled up in addressing territorial disparities.
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CHAPTER III - Bottleneck Analysis



In this chapter, we discuss the bottlenecks that
have impeded successful implementation of the
above-mentioned priority activities. For each
activity, bottlenecks are analyzed separately,
and in the Section 5 they are evaluated based
on their impact and availability of short-term
solution.

Intervention 1. Employment policy:
promote employment and job placement
for youth

Youth employment is of high importance and
many programmes aiming at increasing youth
employment are implemented annually by state
and donor organizations. However, there are
some bottlenecks impeding their successful
implementation. Bottlenecks for each priority
activity are analyzed below.

Priority activity 1.1: Increase effectiveness
of public services (employment, vocation-
al orientation, preparation and training,
consultancy) especially in rural and border-
line areas

During discussions with experts and various
stakeholders at the workshop in Aghveran, the
following bottlenecks were identified:

v' Unregulated sector of private
employment agencies, distrust of
these agencies among youth: There
are many private employment agencies
working in Armenia today. However,
few people apply to them when seek-
ing a job. Individuals express concern
that these agencies collect fees but
recommend jobs that are irrelevant to
their skills and experience, or the agen-
cies take the wage for the first month as
an additional payment for their interme-
diation.
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Due to this bottleneck, the private em-
ployment agencies have not been an ef-
fective link between unemployed people
and employers. Overcoming this bottle-
neck would benefit unemployed people
aged 16-24 (about 76.5 thousand per-
sons).

However, this bottleneck was not se-
lected as a priority bottleneck because
its impact is not very significant: only
a small fraction of unemployed people
apply to these agencies, and it may take
some time to change this situation. Be-
sides, these are private organizations that
function independently, so it may be hard
to influence their working conditions
through legislation.

Shortage of Government and Donor
funding for the employment pro-
grammes: due to shortage of funding
there is only one youth centre established
by the Government, and employment
programmemes are limited. Insufficient
funding limits usage of already applied
techniques, opening of new Employment
Centres (especially close to borderline or
far rural areas) and involving more un-
employed people to increase impact of
employment programmes. If this bottle-
neck is removed, young unemployed
people in 16-24 age group (about 76.5
thousand persons) could benefit. Addi-
tionally, employers, and the Government
will benefit indirectly.

This bottleneck was not selected as a pri-
ority either, since a notable increase in
financing from the state budget in short-
term is not likely, unless funding can be
made available from donors and/or pub-
lic and private foundations. However, in-
volving donor organizations or other par-



ties will take time, and thus, the solution,
in near future, is not feasible.

Low participation of youth (newly
graduated) and employers (coopera-
tion) in state employment programmes
due to low trust of the Employment
Centres’ work and insufficient capaci-
ties of Centres’ workers: one of the
reasons why many young people (mostly
students) are not involved in employment
programmes is the distrust towards many
Employment Centres’ work due to their
workers’ relevant skills and capacities,
as well as their casual attitude to work.
Many young people hesitate to get an un-
employed or a job seeker status because
of the stigma attached to this status, and
thus, do not apply to the State Employ-
ment Centre. For the same reasons, em-
ployers don’t apply to the Employment
Centre in order to recruit potential new
employees. If this bottleneck is removed,
young unemployed people, as well as
students who have willingness to work
(about 30 percent of students), will ben-
efit. Additionally, trust towards this gov-
ernment service will likely to improve.

It is worth mentioning, however, that
removing of this bottleneck requires a
series of complex steps. First, capacity
building of Employment Centres’ work-
ers needs to be improved, especially in
marzes. Second, involving the private
sector, especially enterprises and orga-
nizations that can become potential em-
ployers for youth is important. In time,
due to improvement in the quality of ser-
vices provided, youth may start utilizing
these services offered and trust may be
eventually improved. Measures requir-
ing a longer time frame and considerable
commitment from the Government have
not been included in the Action Plan,

which is focused on more feasible solu-
tions.

Lack of IT skills and access to online
resources for job seekers: many job
seekers, especially youth, do not have
appropriate IT skills to use online re-
sources as an effective way of finding
vacancies or to be registered for public
employment programmes or trainings.
More importantly, many young people in
rural areas simply do not have access to
internet. Thus, young people need basic
skills to use internet.

However, the impact of this bottleneck is
not very significant: not all information
on job vacancies and job requirement is
available online, not all young people
have access to computers. Moreover,
there are some issues related to increased
access to internet: internet is provided by
private organizations and increasing the
coverage is possible if those organiza-
tions find it profitable. Thus, a short term
solution of this bottleneck is not feasible,
and it is not taken as a priority bottle-
neck.

Lack of information on state employ-
ment programmes, especially, on poli-
cies and programmes aimed at ensur-
ing youth employment: this problem
results in low participation of young
people. Making information about state
employment programmes more available
will increase participation of the unem-
ployed. Young jobless people aged 16-24
will most likely benefit if this issue is
solved. This bottleneck was prioritized
because its impact on youth employment
increase is substantial, and its solution is
very likely in 1-2 years. The state em-
ployment programmes have been utiliz-
ing a variety of mass media channels,
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both in print and online, which are be-
coming available and more accessible.

v Lack of information for students and
unemployed people on labour market
demand: many unemployed people can-
not find a job due to insufficient infor-
mation of existing vacancies. Providing
unemployed people and job seekers with
the necessary information will help peo-
ple to assess available jobs and choose
the one that matches best their skills and
needs. Young unemployed people in 16-
24 age group (76.5 thousand persons) as
well as jobseekers in other age groups,
will benefit from removal of this bottle-
neck. Employers will also benefit from
increased awareness of potential
employees of their (employers’)
requirements and number and nature of
vacancies. Solution implies using all
possible ways of informing people.

This bottleneck was identified as a prior-
ity one as its impact in terms of overcom-
ing MDG target gap is strong. Besides,
creating an integrated database of avail-
able jobs is very likely in 1-2 years.

Priority activity 1.2: Organize vocational ori-
entation, preparation and training services
for youth at marz and community youth cen-
tres, involving employment service specialists,
as well as representatives from higher educa-
tional system and business sector, in order to
match vocational qualification of youth to the
labor market demand

For this activity the following bottlenecks were iden-
tified:

v" Lack of uniform standards for youth
centres’ activities and a weak coop-
eration among them: this issue stems
from the non-systemized work of these
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centres, and a general lack of experience
sharing culture. Establishing standards
(in relevant sub-legislative acts) will
help to monitor and evaluate the work of
youth centres, and will help clarify their
roles and responsibilities. Formalized
or institutionalized cooperation among
those centres will be useful as they can
exchange ideas and best practices. Young
unemployed people in marzes (about 44
thousand persons) will most likely ben-
efit from removing this bottleneck.

This bottleneck was not identified as
high priority because the Centers’ activ-
ity depends much on territorial and even
community specifics and needs, thus in
some cases applying the same criteria
will not be reasonable, and the solution
of this bottleneck in the short- or mid-
term is not deemed feasible.

Physical inaccessibility of youth cen-
tres for people in many communities,
as well as technically underequipped
centres and lack of trained human cap-
ital: young people in marzes especially
in rural areas do not have an opportunity
to attend youth centres in other marzes
as there is a small number of centres in
Armenia (either founded by the govern-
ment or donors). Thus, establishing new
youth centres, especially in remote areas
will enable more attendance and opportu-
nities for youth in marzes. Young people
will participate in training programmes
and build some relevant skills. Besides,
if these centers can be equipped with
necessary hardware and software, inter-
net and other necessary tools, they will
be able to expand the scope of their sup-
port to youth. Unemployed youth in mar-
zes (about 44 thousand persons) could
benefit from such improvements. It is
worth noting that the establishment of



new Youth Centers in marzes and provid- | tion of this activity has been: low motivation of
ing them with all necessary equipment , employers to hire recent graduates or young
is realistic and has been planned by the people with no work experience (providing
government. | an opportunity for on-the job-learning) or to
| organize internships and apprenticeship pro-
Though the solution of this bottleneck A grammes. As mentioned earlier, many employ-
requires about 1-2 years to realize fully, ' ers prefer to hire experienced people instead of
and requires continuous funding com- | youth and, in cases where youth are hired, only
mitments, and infrastructure in marzes E small percentage of employers regularly send
should be developed as well, it is priori- their employees to participate to various train-
tized due to its strong impact on improv- ' ings and discussions. If the Government were to
ing opportunities for youth employment. | provide some privileges or incentives, such as
tax holidays, tax credits, tax rate reductions, and
v" Low awareness of the community and administrative benefits to employers, this bottle-
marz population, as well as business- | neck can be solved in only a matter of time. In
men and experts of the activities of ex- | addition, providing young graduates with jobs
isting youth centres: lack of necessary , can become part of the social responsibility pro-
information results in isolation of youth = grammes showcased by employers. New gradu-
centres from employers and experts, and | ates will benefit most (about 34 thousand per-
in low participation of youth. If the bot- | sons annually).
tleneck is removed, about 44 thousand
unemployed youth in marzes (as direct ' The impact of this bottleneck is substantial and
beneficiaries) will benefit. Improving | its solution is feasible; 1-2 years are needed.
society’s awareness of youth centres’ | There are many ways to motivate employers to
activities through a variety of outreach hire young graduates (or young smart people)
activities (via internet, TV, through Local | and provide them with an opportunity to learn by
self-governmental bodies) is quite fea- | working or at least have an internship).
sible in the short-term.
| Intervention 2. Education: Provide youth
The removal of this bottleneck should | with opportunities to receive quality edu-
be accompanied with an improvement of | cation complying with their aspirations
the centres’ work, including equipping and capacities
the centres with modern technologies,
improved client services, and regular | As described earlier in the situation analysis, the
funding from the Government. This is | Government has implemented a number of re-
a complex process, but is rather feasible forms in the educational system. Donor organi-
in the short-term, and thus received high | zations have also notably contributed to improv-
priority. | ing education outcomes. However, there are a
number of bottlenecks in this sector, especially
Priority activity 1.3: Introduce incentives to in regards to the employment of recent gradu-
increase employers’ willingness to hire youth | ates. Bottlenecks are analyzed in the sub-sec-
with qualifications matching labor market | tions below.
demand |

The main bottleneck for successful implementa- |
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Priority activity 2.1: Strengthen professional
education meeting labour market requirements

The following bottlenecks that impede the im-
plementation of this activity have been identi-
fied, based on data analysis and discussions with
stakeholders:

v Inadequate linkage between voca-
tional education system and labour
market (employers):this issue results
in mismatch between labour supply and
demand. Employers representing food
processing and beverage (beer and soft
drinks) production; business hospitality
(hotels); and machine building industry
have expressed a willingness to cooper-
ate with the educational sector, based on
the results of the international Confer-
ence on Business and Education held in
Yerevan in 2011.These industries want to
hire the best graduate students without
intermediaries, and establish internships
for them.

v’ Potential employers can participate in
developing new curricula for jobs most
in demand, such as construction and
maintenance of buildings, craft/techni-
cal/ vocations, agricultural vocations and
food processing, tourism and services,
including, business hospitality, trade, etc.
Students in vocational education institu-

| v Existing vocational curricula do not

tions (about 35 thousand persons annually) |

will benefit from this improvement.

Even though there may be some chal-
lenges to the feasibility, as employers
usually announce vacancies on their
websites or by other means rather than
directly connecting with the educational
institutions to hire graduates, the bottle-
neck is prioritized due to its high impact
on graduates to find jobs in sectors where
there is high demand.
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address vocations in demand in Ar-
menia: in many educational institutions,
the curricula is comprised of subjects
that are out-dated and should be exclud-
ed or modified (e.g. in some vocational
schools, motor mechanics students learn
to repair motors of cars produced in the
former Soviet Union, however, nowa-
days those cars are replaced with cars of
Chinese, Japan, German and other ori-
gin). Besides, there are vocations in de-
mand, especially in the service industry
(e.g. hospitality industry, IT profession-

als) which should be added to the list of
vocations. Vocations in demand can be
determined by an extensive labour mar-
ket study conducted by private research
organizations or Government agencies.
Removing this bottleneck requires Gov-
ernment intermediation: all vocational
institutions (public or private) should be
coordinated, curricula and list of voca-
tions should be reviewed and controlled,
and experiences of foreign reputable in-
stitutions can be studied and adapted to
Armenia. This is a rather feasible process
in terms of planning and implementation.

Addressing this bottleneck may take lon-
ger than 2-3 years, as the practice has
shown that changes in the education sys-
tem will become evident only after sev-
eral years.

Insufficient up to date profession-
al literature in Armenian language:
due to lack of books and other materi-
als in Armenian (e.g. professional lit-
erature for motor car mechanics, IT
specialists), students have to study main-
ly in Russian or translate materials. This
creates additional difficulties for both in-
structors and students. Students minimize
the amount of academic literature they



read and sometimes base their learning |
mainly on lectures. If books and manuals
are translated into Armenian from other
languages, or are developed by Arme- |
nian experts, both students and instruc- |
tors will benefit greatly. |

However, the solution to this bottleneck |
is somehow unlikely in the short-term. It |
requires reviewing the existing curricula
and determining the priority areas based |
on labour market demand, and deciding |
whether to create a literature database
using various sources or direct translate
from foreign sources. This also requires |
funding and involvement of qualified |
specialists, etc. Thus the bottleneck is not
prioritized for the near term.

Thus the bottleneck is not prioritized.

Weak understanding of different vo-
cations by youth: many young people,
while choosing their future professions
when applying to a higher or tertiary ed-
ucation institution, do not clearly under-
stand in which sectors or organizations
they can be likely employed after gradu-
ation. Graduate students can hardly find
jobs relevant to their training and skills.
Better understanding of vocations and fu-
ture employment opportunities will help
students to orient themselves better while
choosing a profession and an educational
institution. However, labour market de-
mand is not the only determinant. Many
people choose their profession based on
their capacities and interests. Solving this

Priority activity 2.2: Develop a vocational
orientation and the lifelong learning system

bottleneck, the government can provide
a notable support to secondary school
graduating students.

relevant to the labor market requirements

v" Lack of public financing for education, However, this bottleneck is not priori-

especially for vocations that are highly
in demand: lack of financing limits op- |
portunities to improve education quality, |
such as: equip educational institutions
with modern techniques, supplement li-
braries with up-to-date literature, invite |
specialists from abroad or organize in-

tized, as there are many vocations that
are “reputable” no matter whether they
are in demand or not (economists, law-
yers, linguists, etc.). Thus young people
prefer them, even while realizing that
they might have problems with finding
decent jobs in the future.

ternships in universities abroad. Students

of higher and vocational educational in- | Intervention 3. Business and investment
stitutions (about 149 thousand persons | anvironment

annually) will benefit from full or partial |

removing of the bottleneck. Priority activity 3.1: Provide newly

established and operational SMEs
Though increased financing requires | (including youth start-ups) with credit
more resources either from the state  gyarantees, marketing and training services
budget, or from donor society via a
project, which is not likely in short-term | e following bottlenecks were identified for this
period, the impact of this bottleneck is | activity:
strong (as lack of sufficient financial re-
sources is one of the biggest obstacles in
every sector). |
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v Entrepreneurs-beginners’
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concerns |
about the cumbersome tax system and
an unfair competition: this bottleneck
has been expressed by various infor- |
mants during this assessment, and also |
is acknowledged by the government. The
overall improvement of business and |
investment environment in the country, |
and establishing equal opportunities for |
all entrepreneurs, remains a high priority.
Though the Government has been imple- |
menting certain reforms and improve- |

spections and unfair competition related |
concerns (based on real life experience) |

ments in this sphere, invasive tax in-

remain a serious issue according to SME |

Inadequate coordination of SME sup- |
port programmes in Armenia: was rec- |
ognized as another bottleneck hindering

sector representatives.

the SME development in Armenia. Im- |
proved coordination between main actors |
such as state institutions (e.g. SME DNC,
Armenian Development Agency, Cham-
ber of Commerce etc.) and internation- |
al organizations/donor funded projects |
will allow avoiding duplication of ef-

forts, raise outreach of implemented pro- |
grammes and improve cost-efficiency of |
limited funds available. For the moment, |
the number of SMEs that have received

assistance from various SME support |

rural areas of Armenia. Noticeable prog-
ress has been registered over past years
through infrastructure renovation proj-
ects initiated by the Government of Ar-
menia in cooperation with international
organizations. Nevertheless, people liv-
ing in remote mountainous regions suf-
fer the most from lack of good roads (to
access markets), water, gas etc. to estab-
lish/develop local businesses and attract
investments from Yerevan and/or abroad.

Low awareness of SME support pro-
grammes in Armenia: Low awareness
of SME support programmes in Arme-
nia is recognized as one of the obstacles
for many SMEs in rural areas. As is seen
from the statistics of SME DNC, and sur-
veys and assessments through other sup-
port programmes, the number of SMEs
receiving assistance from the SME sup-
port schemes does not exceed 4,000 (or
just 3 percent of all registered SMEs in
the country). Raising awareness amongst
start-ups and existing SMEs in rural areas
regarding available business counseling
and support services will allow to reach
out to a larger number of beneficiaries,
including young people who will launch
their own enterprises, as well as existing
SMEs who will hopefully grow to create
more jobs for youth.

schemes does not exceed 4,000 (out of | Priority activity 3.2: Support women entre-

over 130,000 registered in the country).
Therefore, the efficiency of using allo-
cated funds becomes critical.

|
Underdeveloped infrastructure and
obstacles to market entry: Underde-
veloped infrastructure remains one of |
the most serious bottlenecks hindering
development of the business and invest-

preneurship and promote credit programmes
directed to economic initiatives of women, es-
| pecially in rural communities

The following bottlenecks were identified forth is
activity:

Low affordability of loans, and limited finan-
cial and business services for rural women

ment environment in Armenia. This is | and youth for rural women and youth: Af-

especially true for remote regions and | fordable loans for rural women and youth en-



trepreneurs will have direct contribution in
achieving the MDG target since there are nu-
merous women entrepreneurs that are supported
by NGOs, unions, networks and various SME
support schemes/programmes and banks. As de-
scribed in the interventions chapter, currently
less than ten percent of SMEs receive financial
assistance in the form of loans with subsidized
interest rates. Affordable financial services can
be made available through a variety of sources
(such as the WB and others). However, special
regulations need to be introduced through the
Central Bank to bypass strict existing guidelines.
Once affordable loans can be made available,
they can be relatively quickly allocated through
existing channels, and can have an immediate
economic effect, particularly in rural areas.

Insufficient promotion of female entrepre-
neurs’ success stories and no platform for
exchanging experience and business coun-
seling: Lack of confidence and low awareness
of successful female entrepreneurs in Armenia
can be addressed through promoting networks
and “best practices” of women entrepreneurs
who have succeeded in business and are will-
ing to share their experience and advise others.
Sharing “best practices,” together with mentor-
ing through networks and associations, is rec-
ognized as an effective tool in promoting ideas
and concepts worldwide and can be used in the
Armenian context as well. Raising awareness
amongst rural women and youth on successful
female entrepreneurs’ together with available
support services will help unemployed women
and young people launch their own enterprises
and/or improve their existing ones.

Intervention 4. Rural Development/
Reduction of Territorial Discrepancies

Priority activity 4.1: Improve quality and
accessibility of local public services in marzes,
including affordable financial services,

| The following bottlenecks were identified for

| this activity:

regional markets and community infrastructure |

v' Discrepancy between rural community

budgets and the actual needs, includ-
ing ineffective use of community re-
sources: Discrepancy between the needs
of rural communities and their existing
budget resources (including both local
and centrally allocated revenues) remains
one of the most serious bottlenecks hin-
dering rural development in the coun-
try. This is especially true for remote
regions and rural areas of Armenia with
limited agricultural resources and low
level of business/ entrepreneurial activi-
ties. Though the Government of RA has
recognized this as a priority problem, the
limited state budget resources and weak
capacity of local self-government bodies
significantly slow down reforms in this
area.

Limited affordable and accessible fi-
nancial services (including credit, in-
surance etc.) in the regions, especially
for agricultural farming activities: Af-
fordable loans for agricultural activities
can have a direct contribution to achiev-
ing the MDG target for decent employ-
Lack of affordable/accessible
financial services is one of the major

ment.

factors preventing the agricultural devel-
opment and on-farm employment. Once
these services are available, they can be
relatively quickly allocated and have an
immediate economic effect in rural areas/
regions of RA.

Lack of access to agricultural markets,
extension services, quality inputs &
services to stimulate agricultural pro-
duction & farm employment: Along-
side with affordable financial services,
access to agricultural markets, exten-

63



64

sion services, quality inputs and servic- |

and farm employment. While financial |
services require significant financial re- |

es is crucial for agricultural production

sources from the State budget, therefore |
should be implemented in a targeted man-

ner covering specific group (e.g. women, |
youth in rural area) creating a favorable |
environment for markets development is |
of more regulatory and facilitating na-

ture. There are numerous market players, |
donor-funded projects and organizations |

good pilots that have been implement- |
ed in particular regions/marzes (see the |

working in this field and there are some

Situation Analysis chapter for details). If |
supported by the Government (e.g. orga-
nizational support, replication of “good
models” etc.) and facilitated by regional/ |
marz authorities the replication of these
projects/initiatives can have a noticeable
impact in the foreseeable future. |
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CHAPTERIV - Accelerating MDG
Progress: Identifying Solutions
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In order to accelerate the progress towards the | with potential employers in youth centers or
MDG target on youth employment, the bottle- marze employment centers are expected to
necks discussed above should be solved within a ' raise the involvement of youth in the employ-
short-term period. For each priority bottleneck, | ment programmes. This solution can improve
one or more solutions have been introduced. |the participation of young unemployed people
These solutions are mainly feasible in the short- (about 76,500) in public employment services
term or mid-term period (requiring 1 to 3 years, | and may contribute to the increase of employ-
the latest by 2018). | ment among youth. This measure can indirectly
contribute to poverty reduction, and gender
It should be noted that all bottlenecks and solu- = equality in terms of increased female employ-
tions identified during this assessment were im- | ment. About 1-1.5 years are needed to fully
portant (e.g. in terms of geographical coverage, | implement the solutions, also notable techni-
number of people etc.). Nevertheless, prioritiza- cal difficulties can be foreseen: TV and radio
tion embedded in the MAF methodology was ' programmes can be designed and implemented
used to evaluate their impact (including cross- | by professional agencies that can cooperate
cutting impact), and feasibility. Some of the bot- | with the State Employment Services Agency.
tlenecks with a potential for high impact were Besides, funding from the state budget and do-
left out considering the current absence of real- | nors is likely, but the exact sources should be
istic solutions in the short-term. Consequently, | determined.
only bottlenecks with high priority ranking were
picked up and proposed for the next step, solu-  Priority bottleneck: Lack of information for
tions identification. | students and unemployed people on labour
| market demand
Intervention 1: Employment policy: pro-
mote employment and job placement for ' In order for the students and unemployed people
youth | to become properly informed of existing op-
| portunities, we suggest creating an integrated
Priority bottleneck: Lack of information on database on the labour market by the State
state employment programmes, especially on | Employment Services Agency, including the
policies and programmes aimed at ensuring | collecting information on vacancies from em-
youth employment |ployers in various sectors, and periodically
analyzing and disseminating the job trends
To solve this bottleneck, we suggest to imple- | and other data to the wider public. In this
ment a set of advocacy and awareness rais- | regard, in order to organize data collection ef-
ing activities on public employment pro-  fectively, the State Employment Services Agen-
grammes, including the following: provide cy should collaborate with employers (busi-
the public with information on ongoing pro- | nesses, NGOs, public sector), the Chamber of
grammes on a regular basis via mass-media; | Commerce and Industry of Armenia and other
develop a TV programme devoted to youth organizations. This activity will enable the cov-
employment issues; organize periodic meet- ' erage of a big proportion of people lacking in-
ings with youth in rural areas. The solution | formation. The full impact will most likely be
proposed is rather comprehensive and feasible | realized within one-two years. It is worth men-
in the short-term, requiring only moderate fund- tioning that the State Employment Services
ing. Informative TV and radio programmes, |Agency is able to maintain the database, ensuring
organizing regular and interactive discussions | the regular updates and accessibility online.
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The impact of this measure is long-term, and | B) Another solution to the existing bottleneck is
likely to benefit those with access to media and | proposed: implement capacity building mea-
information outlets. However, there are some sures for the employees of youth centres. The
technical concerns about creating and maintain- | training programmes should focus on improving
ing the complex database. But, the database cre- | the employees’ computer and business counsel-
ation and periodic update, as well as its avail- | ing skills, and providing centres with modern
ability online, do not require much funding, and = equipment (computers and other office tech-
its financing from the state budget is likely, as | nology). In the future, the trained personnel of
well as garnering support from employers and | youth centers can organize trainings on comput-
other stakeholders. er skills for local youth. This solution can help
address the existing problem, and young people
Priority bottleneck: Physical inaccessibility | in marzes are most likely to benefit if existing
of youth centres for people in many commu- | and newly established youth centers are properly
nities, as well as technically underequipped equipped and workers are skilled (76.5 thousand
centres young unemployed people are direct beneficia-
| ries). However, at least two years are necessary
A) In order to solve this problem, new, well- A to equip centers with relevant techniques and to
equipped youth centres in different marzes train employees. The political will and funding
adjunct to the State Employment Services or | is likely from the state budget. However there
as separate divisions should be established. | are some technical difficulties with connectivity
These centers should have access to inter- and ICT in general, but these can be solved with
net, and have their own websites (or sepa- ' time.
rate pages at the State Agency’s website) so |
that youth are able to register online. Even | Priority bottleneck: low awareness of the
though it is relatively easy to create such centers community and marz population, as well as
in each marz, it may be more costly to open and | businessmen and experts of the activities of
maintain them in remote and borderline rural ar- | existing youth centres
eas. Creation of online information sources will
enable many young people to register for em- In order to raise awareness of stakeholders, we
ployment programmes and trainings; however, | suggest disseminating the centres’ activities
internet is not always available in rural areas. | via mass media, organization of meetings with
Thus, the impact of this measure is likely to be  local and expatriate businessmen, sponsors
higher if infrastructure reforms take place (ICT, ' and experts. This will help youth become more
transport, etc.). Currently, there is Youth Career | aware of youth centres, help establish networks
Centre of the RA Ministry of Labor and Social | amongst themselves, in addition to connecting
Affairs and a number of youth centres founded with key partners and sponsors. As divisions or
by donors (Oxfam, USAID, UN). Even though | adjunct bodies of the State Employment Servic-
this measure can be fully implemented within | es Agency, youth centres could serve as a strong
two years, it is very important to maintain the , link between young unemployed and employers.
political will, so that such centers are established For complete implementation, at least one year
and well maintained in all marzes. Funding from | is needed. Though there are some concerns over
the state budget to this activity has been already | the willingness of businesses to cooperate with
secured. the State Employment Services Agency, this can
be resolved.
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It is worth mentioning that no complicated tech-
niques are required, thus no concerns about ca-
pacity exist, and the funding from the state bud-
get and donors is likely. Apart from the State
Employment Services agency, other parties (em-
ployers and experts) are involved in this mea-
sure, thus some concerns about their willingness

| not yet been finalized and funding sources are

uncertain. Thus, though this solution seems to
have a strong impact, it is not feasible in the

| short-term period.

Intervention 2: Education-provide youth

| with opportunities to receive quality edu-

to cooperate exist. However, if real benefits are
realized or Government takes relevant steps to

| cation that comply with their aspirations

| and capacities

motivate them, the issue can be solved in the

medium-term. |

| Priority bottleneck: Inadequate linkage
between the vocational education system and
labour market (employers)

Priority bottleneck: Low motivation of em-
ployers to involve recent graduates or young
people with no work experience (giving an |
opportunity for on-the job-learning and |
training) A contributing factor to youth unemployment is
low cooperation between the vocational educa-
One of the causes of youth unemployment is the | tion system and potential employers. In order to
solve this problem we suggest strengthening the

link between youth centres and educational

difficulty with job placements for recent gradu-
ates, as major corporations and the public sec-
| institutions (schools, vocational education in-
| stitutions, higher education institutions), and

tor do not have a systematic approach of hir-
ing youth for entry level positions. We suggest

defining tax privileges and other incentives
for employers who involve young specialists
without work experience, especially in rural
and borderline areas. Young unemployed peo-
ple (about 76.5 thousands) as well as students
will benefit much if employers are motivated to
hire them. Tax breaks can be a sound motivation
for employers. For example, in 2009-2011, tax
breaks were given to small and medium busi-

strengthening their role as an intermediary be-
tween the labour market and educational institu-

| tions. Youth centres, as divisions of employment
ploy
| centers (or adjunct bodies,) can serve as a strong

link between graduate students of tertiary edu-
cational institutions and schools, and employers.

| This solution requires about two years to be fully

implemented. It is worth noting that the political
will is in place: two key governmental bodies

nesses in order to foster hiring. However, the | (the State Employment Services Agency (sepa-
impact can be realized in one-two years: wide | rate division of the RA Ministry of Labor and
discussions, public hearings are necessary, and = Social Issues) and the RA Ministry of Education
changes in the legislation are expected. There = and Science expressed strong interest in cooper-
| ating. Besides, a tripartite collaboration between

| educational institutions, youth centers and em-

are other concerns as well. When young employ-
ees are professional and skilled, with education

received abroad (even if they don’t have relevant
experience), unequal conditions and benefits
may be created by various employers. Besides,
this can create disadvantages for middle-aged
or older unemployed people. Moreover, as this
measure implies changes in the state budget rev-
enues and legislation, political commitment has
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Priority bottleneck: Existing vocational cur- | ing vocational subjects in specific sectors, which
ricula do not address vocations in demand in | are:
Armenia

| I. IT and printing-publishing specialists
This problem weakens the linkage between | (publishing houses and IT/communica-

tions industry);
for improving labour supply in the short- and |
long-terms. The following two solutions are | 2. Technology of cheese and milk produc-
suggested here. | tion and nut/fruit processing (food pro-
cessing industry);

education and labour market, but yet is crucial

A) First, the vocational educational pro-|

grammes for the export-oriented sectors need | 3. Operation of heavy machinery, construc-
to be prioritized, and the curricula develop- | tion and road building (construction
ment should involve employers (in sectors sector);

most in demand). New curricula development |

should include subjects that provide students with | 4. Rolling stock and railway infrastructure
skills most required by employers; for example, technicians (railway)

computer and IT skills, marketing and public
relations skills, foreign languages, maintenance | This measure will have a strong impact especially
of machinery (including cars, office equipment, | if the curricula are reviewed and new subjects are
etc).The benefit is mutual: new students can ben- included that address the present needs of these
efit as their skills will match the existing labour | industries that are most likely to drive job cre-
market demand, and employers will have an op- | ation. Both students and employers stand to bene-
portunity to hire young specialists matching their | fit directly, as skilled instructors will prepare good
requirements. About two years will be needed specialists. Specialists from abroad can be invited
for the full impact to be realized. While there are | to hold training sessions on subjects that are new
some concerns about employers’ willingness to | for Armenia. All these activities require about 2-3
cooperate, this issue can be solved with time if = years. However, there are minor concerns about
State Employment Services Agency, the Cham- = the readiness of educational institutions to ac-
ber of Commerce and Industry and other bodies | tively participate in these training programmes,
negotiate with employers. Cases of successful | as well as an effective organization of training.
cooperation between educational institutions and This issue can be easily solved with proper coor-
employers/corporations can be widely dissemi- ' dination. This solution requires a public-private-
nated. There are no concerns about the technical | partnership (PPP), and funding and strong support
capacity of collaborating parties, and the funding , from the private sector is necessary.
from the state budget is likely. This makes this
suggested solution both feasible in the near term, | Priority bottleneck: Lack of public financing
and yielding high impact for youth employment. | of education, especially for vocations that are
highly in demand
B) Along with involving employers, instructors |
teaching vocational subjects should be trained | Lack of financing is a rather serious problem in
to prepare specialists for sectors prioritized | almost all sectors. Education is not the exclu-
by the export-oriented industrial policy. sion. Thus, our recommendations comprise both
increased funding and effective usage of existing
As an example, it worth providing the follow- | funds.
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A) In order to increase the efficiency of finan- | operate with private sector is in place, and the
cial resources spent on education we suggest to process will be coordinated by the appropriate
develop a system that defines a number of ' government agencies. Besides, there are no con-
students to be financed by the Government | cerns about capacities (Government or research
(through a state order) in higher education | institutions) to develop effective partnership
and vocational education institutions based mechanisms, and funding from the State budget
on the analysis of the existing and projected | islikely. Thus, this solution is rather feasible.
labour market demand. This measure will help |
to partially solve the problem of insufficient fi-

nancing as the state financing will be based

Intervention 3. Business and investment
environment: create a favorable business
on labour market demand and thus more effi- | environment for young people in order

cient. Full impact can be expected in 2-3 years. | to promote their entrepreneurship, and
However, there may be cases when, based on

| increase non-agricultural employment in
the labor market study, financing of particular

rural areas
vocations (which are not in demand) from the |
| Priority bottleneck: Inadequate coordina-
tion of SME support programmes in Armenia

state budget is decreased and transferred to other
vocations. This can result in some discontent
among students and educational institutions. In
addition, there are some concerns about the po- | Removal of this bottleneck is related to improv-
ing efficiency of delivery of SME support ser-
vices through better coordination between
| relevant state institutions and donor funded
| projects and as a result improved efficiency in
the use of limited funds allocated by the state

and international organizations/donors.

litical will to change the mechanisms of defin-
ing the eligibility for the Government financing
schemes. On the other hand, the state Employ-
ment Agency and local research organizations
have relevant capacities to carry out labour mar-
ket demand analysis and develop mechanisms to
define the number of students whose education |

will be financed by the Government. Funding | For instance, besides the SME DNC, which is
from the state budget is likely. Thus, the activity funded from the state budget and supported by

is feasible in the mid-term period (up to 2018).

B) Another possible solution to this bottleneck
is the development of mechanisms for Public-
private partnership (PPP) of vocational edu-
cational institutions and employers (for par-
ticular vocations, employers may have their
investment). In case of PPP private sector fi-
nancing will cover part of financing in specific
educational institutions, and later hire their grad-
uate students or organize internships for them.
Here again about two years are needed. Even

| UNDP, there are other donor funded projects (e.g.
| USAID, IFAD, etc.) working in this area. The

lack of coordination and cooperation between
various projects can be observed while traveling

| to regions and speaking with sector representa-
| tives. Regular meetings between the state and

donor funded projects, exchange of information
on implemented programmes and future plans

| can help improve the efficiency of SME support
| services and potentially expand the geographical

coverage to assist a larger number of SMEs.

though this arrangement cannot fully resolve | The solution does not require significant expen-

potential concerns regarding decent work place-
ments for new graduates, the PPP can provide

ditures, but needs a workable mechanism for ef-
fective coordination, and political will to imple-

some guarantees for entry level job security. It | ment those activities that will most likely benefit

is worth mentioning that the political will to co- | SMEs and young entrepreneurs in the country.
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Priority bottleneck: Low awareness of SME | Priority bottleneck: Insufficient promotion
support programmes in Armenia | of female entrepreneurs’ success stories and
no platform for exchanging experience and
Lack of awareness of SME support programmes | business counseling.
partially explains the relatively modest figures |
of assisted SMEs (with only 10 percent receiv- , Creation of a network of experience exchange,
ing financial and business support assistance). business counseling and dissemination of best
Together with improved coordination between | practices by businesswomen is viewed as an
responsible agencies, scaling up of business de- | effective tool to encourage and stimulate unem-
velopment services, including sharing of suc- ployed women and youth in rural areas to de-
cess stories of enterprises in rural communi- = velop their own business ideas and start an entre-
ties can help remove this bottleneck. It is also | preneurial activity. Together with available SME
relatively feasible to implement in the next cou- | support services and affordable loans, learning
ple years. This solution does not require signifi- from a “success story” of real Armenian female
cant additional expenditures but more efficient ' entrepreneurs can act as a catalyst for entrepre-
use of SME DNC of Armenia, a nationwide net- | neurial aspirations among other women. This
work that has extensive field presence, and has | solution does not require significant expendi-
the ability to attract more SMEs and young en- tures, but more efficient use of existing channels
trepreneurs from their regions. | for information dissemination (e.g. SME DNC
| branch network countrywide, printed materials

| Intervention 4: Rural Development/
Removal of this bottleneck requires the creation | Reduction of Territorial Discrepancies:
of new affordable loans for new entrepreneurs, significantly decrease dis-proportional
especially for young people, through targeted in- ' territorial development, and increase the

Priority bottleneck: Low affordability of  and TV programmes).

loans for rural women and youth

terventions by the Government in the country’s | income of rural population

financial sector (e.g. review of existing subsidies

on loans and interest rates, special lending criteria

for the poor and vulnerable groups with no collat- | Priority bottleneck: Lack of access to agri-
erals, etc.). The targeted interventions should pro- | cultural markets, extension services, quality
vide appropriate incentives to existing commer- inputs and services to stimulate agricultural
cial banks and credit institutions to enable them = production and farm employment

to provide affordable loans to women and youth |

who are involved and/or want to get involved in | Removal of this bottleneck is related to coor-
entrepreneurial activities in rural areas. The solu- dination of state and non-state funded rural
tion requires not only legislative and regulatory | development initiatives/projects and replica-
review by the Central Bank, but also needs fund- | tion of “successful’ models in other regions.
ing from the state to cover the difference between | This area is recognized by the state as a prior-
existing commercial interest rates on credits and ity and is reflected in the Agricultural and Rural
other social support measures such as the Afford- | Sustainable Strategy for 2010-2020 and various
able Housing Programme for Youth. Once such | projects that have been/are being implemented
funds are allocated, and new regulations are set in | by various actors (e.g. World Bank Agricultural
place, the solution can bring measurable impact = PIU, MCC/MCA, IFAD, SDC etc.).

on youth employment. |
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For instance, successful commercialization of
livestock related extension/community veteri-
nary services by SDC funded “Syunik Livestock
Development Project” and other projects have
been implemented based on the priorities set by
the Agricultural and Rural Strategy for 2010-
2020 of RA.

The Ministry of Agriculture can take a more
pro-active role in coordination, networking and
facilitation amongst various actors in the area of
agricultural and rural development, and help im-
prove the efficiency of donor and state funded
programmes, as well as the geographical and
programme coverage expansion based on best
practices. Some progress in this area has been
registered but needs to be further accelerated.
Though the solution cannot be fully achieved by
2015, still a significant progress can be envis-
aged addressing needs of at least 50 percent of
the rural population.
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Below, longer-term solutions, that would notably improve youth employment, are presented in three
areas (employment policy, business environment and investments, and rural development).

Table 8. Longer-Term Solutions Supporting Structural Issues

INTERVENTION LONG-TERM SOLUTION
Employment v Strengthen regional and other export markets:

0 Support measures that facilitate export and
transit of goods between Armenia and trade
partners in the Commonwealth of Indepen-
dent States (CIS) and the European Union
(EU) countries

0 Support marketing, packaging and other ser-
vices to improve the competiveness of Arme-
nian exports, especially agricultural goods

v" Introduce and develop legalized and protective re-
gional labour exchange services with key countries
(Russia, Belarus, Ukr aine, other CIS ¢ ountries),
This measure can help protect the rights of labour
migrants (especially youth), and can also serve as
a counseling and experience sharing initiative. Di-
aspora can play signi cant role in this process

SME/business development Identify and address specific structural constraints for
developing successful SMEs run by women and youth,
such as access to regional markets; competitiveness
of products, financial and business support services

Rural development/reduction of territorial | v* Identify specific opportunities for export value-

discrepancies added, such as Fruit Armenia, eco-tourism and
other special initiatives based on regional specifics
and assets

v’ Scale up successful pilots by linking to regional
trade markets
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