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World Bank, UNDP Co-sponsored Conference Tackles Issues on Armenia’s
Competitiveness, Offers Directions for Future Reforms

In Washington, D.C. In Yerevan
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Washington, D.C. May 21, 2008 — The Armenian International Policy Research Group
(AIPRG) hosted its annual conference at World Bank headquarters in Washington, DC, on
May 17-18, 2008. The event, co-sponsored by the World Bank, UNDP, and the Eurasia
Partnership Foundation, addressed issues related to Armenia’s global competitiveness —
how second-generation reforms can foster further economic growth in this small country in
the South Caucasus. Participants included representatives from academia, policymakers,
Armenian government officials, NGOs, donor organizations, media outlets, and graduate
students. Approximately 100 people were in attendance at World Bank Headquarters in
Washington and 50 people participated via videoconference from the World Bank office in
Yerevan.

AIPRG is a non-partisan, non-political and non-profit public organization that promotes
research in Armenia and among the Armenian Diaspora worldwide on issues pertaining to
Armenia’s economic development and growth with the aim of consolidating existing
expertise among researchers and practitioners of political science, law, and government
affairs. The group also aspires to advance capacity building by providing opportunities for
young professionals to develop their skills through research and interactions with experts in
their respective fields.

Armenia has recorded double-digit economic growth in the past seven years, with relatively
lower inflation rate as compared to other CIS, and stronger appreciation of the Dram. This
year, the conference addressed the conditions or reforms needed to sustain the rapid growth,
including maintaining external competitiveness of the Armenian economy.

In his opening remarks, Nerses Yeritsyan, Minister of Economy, stressed that "we are here
to learn and take ideas." The Minister further presented the challenges and key policy
directions identified in the recently announced Government Program. He emphasized that
"the Program sets ambitious targets to consolidate the stakeholders. Armenia's growing
global competitiveness will lead in setting the right targets. It will also help us to change the
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mindset and attitude. The Government has labeled five national programs as priorities:

Armenia as a center for excellence in doing business and investments, Education Center,
Health Care Center, Tourism Center, and Financial Center in the Region."

Welcoming remarks were delivered by Saumya Mitra, Lead Economist, World Bank,
Europe and Central Asia. According to Mitra, “The global competitiveness of the economy
— the theme of this conference — has several dimensions; and they are captured well in [this
conference] program that has a strong sense of both the policy and the practical, while
being based on sound theory and careful empirical work. It is particularly fitting in our
view that we try to think of a multi-faceted response to sharpening global competitiveness
as it is only through this path that long term growth can be assured.”

Seventeen papers were presented and discussed by participants covering topics including
dram competitiveness; productivity; financial intermediation; impact of aid on poverty
reduction and institutional capacity building; competitiveness of the tourism, IT and food
processing sectors; migration and the role of the Diaspora; market reforms and institutions;
and education. For the first time, papers were presented in both Washington and Yerevan
via videoconference, making for a truly interactive set of proceedings.

On the issue of Dram competitiveness, the dramatic appreciation of the currency over the
past few years has reduced previously existing undervaluation and has brought the real
exchange rate close to its equilibrium level. Despite the sharp appreciation of the Dram,
import prices have not fallen significantly due to insufficient competition between
importers.

Looking forward, improvement in external competitiveness could be achieved by making
further progress in structural reforms including improvement in the business environment,
increasing domestic competition and de-monopolization, reducing corruption and further
improvements with tax and custom administration, education and training.

Discussions of productivity began with an understanding that the rapid growth of the
Armenian economy since the mid-1990s is explained largely by productivity gains and
efficiency at the firm level. The inefficiencies inherited from central planning left much
scope for managerial improvements, labor shedding, and gains from inter-industry resource
reallocation. However recent efficiency gains in the most promising industry sectors--IT,
tourism, agro-processing--have been reversed since 2006 putting further sectorial
development in jeopardy. A future challenge will be to improve further the investment
climate, which will require broadening the scope of macroeconomic reform into a second
generation of reforms encompassing structural and institutional areas.

Financial intermediation was a topic of discussion as well. Despite far-reaching banking
sector reforms and a prolonged period of macroeconomic stability and strong economic
growth, financial intermediation banking (as measured by the ratio of the banking assets to
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GDP) has lagged behind other transition countries. Also, the spread between the lending
and deposit rates (one indicator of banking efficiency, the smaller the spread the more

efficient is the bank) have remained one of the highest. There is still a large potential to
increase cost efficiency and competition in the banking system of Armenia.

The importance of Armenian diaspora communities to the future development of Armenia
was highlighted. Empirical evidence confirming the importance of remittance flows for
maintaining household income and reducing poverty was presented. Approaches to
strengthening relations between diaspora communities and the mother country and
enhancing diasporan contributions to Armenian development were explored. Conference
participants discussed whether support from the diaspora is beneficial overall to Armenian
development, given the risk of dependency and blunting of incentives to work and get
education that such support brings. There was a general consensus that Armenian
institutions need to strengthen existing capacities to coordinate and manage international
and diasporan aid.

This was the first year that the AIPRG conference included a full panel on the subject of
Education reform. Speakers raised issues of importance relating to secondary, post-
secondary, and continuing education in Armenia, and provided a means by which
participants could contextualize the inextricably bound relationship between economic
development and education reform in the country. For example, reforms related to the
Bologna process in higher education institutions, as well as reforms in related to
management reform in secondary education, will require input, support, and coordination
from the Ministry of Education and Science, Ministry of Labor, and the private sector in
order to have success and traction in implementation.

“The issues and reforms we discussed at the conference are imperative for ensuring that
economic growth can be sustained going forward, “said Konstantin Atanesyan, Executive
Board Chairman of AIPRG. “Attention must be given to these areas to help ensure a fair
and level playing field for private sector development; choose strategic directions for the
country’s export-oriented branches of the economy, strengthen the governance of public
institutions, and modernize social sectors, especially public education.”

Papers presented at the conference will be posted on the AIPRG web site, and select papers
will be chosen for publication in an upcoming issue of the Armenian Journal of Public
Policy.



