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Y erevan, Armenia

September 22, 2003

Dr. Kent R. Hill

Assgant Administrator

Bureau for Europe and Eurasia

U.S. Agency for Internationd Development
Washington, DC

Dear Dr. Hill:

| am very pleased to endorse the new five-year USAID Strategic Plan for Armenia. The
USAID program continues to provide critical assistance to Armeniaas it movestoward a
market-oriented democracy. The Post-Soviet collgpse in manufacturing and disruption of
trade reations, as well asthe political and socid isolation resulting from imposed border
closures to the east and west, continue to take a heavy toll on the country’ s economy and
socid structure; Armeniaremainsin need of assstance. The receptivity of our
counterparts and civil society to this assistance has been an important element of our
success to date, and will contribute substantiadly to the depth and durability of our future
achievements.

The dtrategy presented in this document supports areas of vitd interest to the United
States Government. A strong economy and an accountable democracy are critical for
Armenid s gability aswell asitsintegration into the community of nations. The Srategy
correctly emphasizes employment generation and poverty reduction as central themes.
In addition, the emphasis on human and ingtitutiona capacity development will ensure
that our programs properly focus on what we leave behind as well as how we get there.

Despite the comparably generous assistance levels for Armenia, we nonetheless had to
make some difficult choicesin sdlecting areasto asss. We have utilized our strong
existing coordination and cooperation with other donors, counterparts and civil society to
develop this strategy. | strongly support its programs and am confident that USAID will
be able to successfully implement them to move Armenia toward the democracy and
market economy that its people so richly deserve.

Sincerdy,

John Ordway
Ambassador
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PART I: ANALYSISOF THE ASSISTANCE ENVIRONMENT AND RATIONALE
FOR STRATEGIC CHOICES

U.S. Foreign Palicy Interestsin Armenia

“...thelong-term guarantors of Armenia’s stability are Armenians with the capabilitiesand commitment to
strengthen their market economy and democratic political system, and to resolve regional conflicts. The U.S. has
aclear national interest in helping Armenians facilitate thistransition and resolve their conflicts...”

Sinceitsindependence, Armenia has emerged as a strategically important country in the
Caucasus. Its progress towards becoming a stable, Europeant oriented and democratic country
with a trangparent, market- based economy isimportant to U.S. security and economic interestsin
theregion. U.S. naiond interestsin Armenia, and in the larger Caucasus region, revolve around
security, conflict resolution, interna reform and energy security.? A settlement of the ongoing
conflict with Azerbajan over the predominantly ethnic Armenian-populated enclave of Nagorno-
Karabakh, and a rapprochement between Armeniaand Turkey are both important U.S. foreign

policy gods. , :
i i e i
Armenia is a partner in reducing 7\——.;\'315__1,3 \‘Jﬂl'\gl::f’
threats to the U.S. and international ~
security from proliferation of wegpons ) Azerbaidjan
‘L A

of mass destruction, weapons
technology and expertise.®
Additiondly, U.S. tiesto Armeniaare
many and varied, from the culturd
bond of the large Armenian-American
Diaspora community to diverse
persona connections, commercial
interests, and broader politica
relationships.

EMENIA

Country Conditions

Low Risk of Conflict
In spite of features that suggest rdatively high socid, politica and economic risks of conflict,
Armeniais actudly ardativey sable country with low conflict vulnerability. Observed
irregularities in the 2003 presdentid dections, and rdatively large demonstrations protesting the
results, suggest that thereis some potentia for ingtability. Nonetheless, it appearsthat USAID
and the United States Government (USG) can strongly encourage fundamenta reforms, to
produce competition in the politica and economic system, with little fear that destabilization
might lead to violence in the short term.

! Draft Summary of Findings from December 2002 Review of U.S. Assistance to Armenia by the Office of the
Coordinator of U.S. Assistance to Europe and Eurasia (EUR/ACE) (hereinafter “EUR/ACE Assistance Review”).
2 EUR/ACE Assistance Review.

% EUR/ACE Assistance Review.
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High Educational Potential

Virtudly dl Armenians are literate, with gpproximately 80% having completed high schooal .

School attendance among primary to middle school-aged children is high in both urban and rura
aress and there are no sgnificant differences by gender. As students reach secondary school (15
16 years of age), attendance declines, particularly among males and among the poor, due to
problems of cost and access. However, completion rates remain high. Many inditutes of higher
education exist in Armenia, resulting in some 26% of urban women and 29% of urban men

having a university education.

While literacy rates are impressive, the quality of education received and its relevance to
Armenids current economic and political development isa seriousissue. Many members of the
labor force, trained during Soviet times, have obsolete kills and inflexible attitudes. Others
have received strong theoretical training, frequently in narrowly defined, highly specidized
fields, but have less kill in practica problem-solving techniques thet would hep them survivein
a comptitive marketplace.

Since the trangtion, Armenian schools have undertaken some reforms, but basic gpproaches to
teaching and learning have not changed substantidly. Asaresult, Armenias education facilities
are dill not adequately providing young people with the education and skills required to succeed
in amarket economy and participate in a democretic form of governance.*

To capitdize on Armenias educated population, widespread skill building, retraining and
retooling are needed that will enable Armenians to meet the changing demands of the labor
market and fully participate in nation building.

Diaspora Eager to Invest

The estimated five million Armenians living outsde of Armeniaare an important source of
investment and income for the country. Assistance from this group has included everything from
cash transfers, (mainly to family members) to the provision of food and clothing, to the
construction of a cathedral marking the 1700 anniversary of the adoption of Chritianity.

At independence, many wedlthy overseas Armenians began to invest in businesses, red edtate,
and other commercia operationsin Armenia. In addition, the U.S. Diaspora began to finance a
number of public projects. One particularly important current program is the massive public
works activity funded by awedthy Armeniant American. His grant of $145 million (equivaent
to seven percent of GDP) to rebuild Armenias infrastructure has put thousands of Armeniansto
work, abeit temporarily.

Thereis currently concern, however, that the Diagpora has become disiliusioned with the
corruption, lack of enforcement of contracts and dow pace of reform, and is not continuing the
rate of new investment in the country. It gppears that this group is now more willing to send
funding for charity then for invesment. There is confidence, however, that should the
investment environment improve, investments by the Diaspora would increase.

In addition to their direct investmentsin Armenia, overseas Armenians (particularly thosein
Europe and other parts of the former Soviet Union) are an important source of income for

* Thisissueis complex. While young people need to receive a good education and training, clearly there must be
jobs available for them to be able to use their skills. Currently, the lack of employment opportunitiesin Armenia
resultsin many highly skilled specialists and well-educated people being unable to find employment using their
skillsand specialties. They therefore frequently either work as unskilled laborers or, especially men, emigrate.
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Armenian households. Indeed, observers estimate that net annua transfers (mostly comprised of
remittances from the Diaspora) total $110 millior? or 4.6 % of GDP per annum. These
remittances not only help families to survive, but aso provide them with funds for arting smdll
businesses, buying property or otherwise investing in the country.

Macroeconomic Stability and a Growing Economy

Between 1991 and 1993, Armenia suffered a series of economic blows that caused redl GDP to
contract by 60%. Following mgor economic reformsin the early 1990s, the composition of
output changed dradtically, as unproductive sectors, particularly manufacturing, contracted
mainly due to the collgpse of regiond trade and payments agreements with the Baltic countries,
Russia and other countries of the former Soviet Union. As agriculture gained workers released
by industry, the average level of labor productivity in the economy declined after the mid-1990s,
because more workers were concentrated in lower value-added activities. Since 1993, a sound
monetary policy has contained previoudy high inflation. Meanwhile, average red GDP growth
of around 6% per year has been the norm. In 2002, red GDP growth reached 12.9%. The
Heritage Foundation ranks the economy as the most open of the Commonwedlth of Independent
States (CIS). In spite of these positive aspects, the country is not yet showing broad- based
growth patterns. The rdatively high average red GDP per capita growth in Armeniais
explained partly by the catching-up process after the sharp fall in output in the early 1990s. To
date, most of these increases have primarily benefited workersin afew rdatively small sectors of
the economy that employ asmall proportion of the labor force.

Major Constraintsto Development

Isolation

The Nagorno-Karabakh (NK) conflict resulted in Azerbaijan and Turkey maintaining an
economic blockade againgt Armenia. While some highway and rall traffic continues across the
Iranian and Georgian borders (and a small amount continues with Turkey through Georgia), the
blockade has a large negative impact on Armenias economy and its progpects for growth. The
fact that the country cannot access the larger economic zone within which it operated during the
Soviet era reduces access to imports (including inputs needed for industry) and makes exports
more codly. It dso cost the Armenians Sgnificant potentia revenues from the ail pipdine from
Azerbaijan to Turkey, which bypasses Armenia and instead travels through Georgia

Small Internal Market

Itiscritica for Armeniato develop avibrant internd market, especiadly given the difficulty in
export. Unfortunately, pervasive poverty coupled with the small sze of the country severdly
limits the possibilities for such an internal market.

Overly Strong Executive Branch and a Lack of Citizen Participation

The dominance of the Executive branch of government (e.g., the President and Minigter of
Justice have subgtantia authority over the judiciary) has reduced competition in Armenid's
political and economic spheres. Asaresult, rule of law is problematic, political parties are weak

® Thisfigure, aswell asall other macroeconomic indicators in this document, was excerpted from the IMF Country
Report #03-93, March 14, 2003.
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and the media are not truly independent. This Stuation dlows nationd-leve leadersto focus on
their persond interests at the expense of citizens' political, economic and socid interests.

A declining standard of living, coupled with rampant corruption and generdly unresponsive
government, discourages politica participation and reinforces citizens’ disillusonment with their
government. Many Armenians do not bdieve that civic activism can hdp resolve their
problems. Similarly, economic participation is consrained by the heavy hand of the executive,
the weakness of the rule of law, and the need for government connections in order to succeed.
Government is seen as an impediment in areas such as cusoms and tax services. Business
people tend to turn to the President or Prime Minister rather than administretive or judicia
bodies to resolve business-related problems.

Of particular concernisthe lack of sufficient inditutiondized mechanisms for citizen
involvement in the decison-making process. While there are afew examplesto the contrary,
frequently thereislittle participation. Policy tends to be formed to benefit the dite, rather than
the public. Inappropriate (and even contradictory) laws and regulations frequently do not
support Armenid s political and economic reform process. Further, the laws are inconsstently
enforced, further diminishing respect for the law.

Corruption

Corruption is undermining Armenias economic, political and socia reform process, and is one
of the cross-cutting themes of this Strategy, discussed below. Both "grand” corruption (misuse
of political power for private gain) and "petty” (adminigtrative) corruption are common.
Corruption is seen in the form of bribes, theft/illegitimate acquisition of assets, clientdiam,
political corruption and conflict of interest. Causes of corruption include the fusion of political
and economic power and the lack of separation between the public and private sectors. Grand
corruption is facilitated by lack of understanding of the role and tasks of the state; the lack of
meaningful separation of power among the executive, legidative and judiciary branches of
government; ineffective public adminigtration; imperfect implementation of monetary, credit and
tax policy; and generd wesknessesin the indtitutions of democracy, including civil society.
Tradition, low wages, low tolerance for risk and aweak professiona bureaucracy fuel petty
corruption.

Fighting corruption will not be an easy task. A World Bank-GOAM expert group developed a
draft anti-corruption strategy that was generdly viewed as a comprehensive assessment and an
ambitious framework for atacking corruption across all sectors. The GOAM later presented its
firgt draft of the Republic of Armenia anti-corruption strategy and action plan. The GOAM draft
was a considerably scaled-down version of the original strategy presented by the expert group.
Much of the substance and andysisin the origina Strategy was removed, leaving an unclear,
digointed and fragmented list of mainly legidative interventions. The GOAM has committed to
afindized anti- corruption strategy by the end of caendar year 2003.

Poverty

Despite high rates of economic growth, poverty in Armenia has been persistent. Basic poverty
indicators demondtrate little progress during the last few years. The poor were 50.9% of the totdl
population in 2001, with the extremely poor congtituting 16%. In 1996, the rates were 55% and
23%, respectively. Continuing high rates of poverty during rapid growth highlights a need for an
explicit role for poverty reduction in evaluating development efforts.
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There are Sgnificant differencesin the territorid dimensions of poverty. The 2001 Household
Income and Expenditure Survey, conducted by the National Statistical Service with assistance
from the World Bank, shows that smal- and medium-sized towns are the worst in terms of
poverty. Regiond peculiarities of poverty dso clearly demondtrate that the population of the
Earthquake Zone, those at high dtitudes, and those near the border are more exposed to poverty.

Recognizing the magnitude of the problem, both state and civil society proposed a nationd
strategy to reduce poverty. Independent experts were hired to draft a Poverty Reduction Strategy
Paper (PRSP), viewed by the Government of Armenia as an overarching strategy for nationd
development. The GOAM approved the PRSP in August 2003. The paper identifies the
fallowing main priorities: (i) pro-poor economic growth; (ii) public administration reform and

anti- corruption; and (i) human development, which focuses on addressing issues such as socid,
education, hedth, and infrastructure development. Employment generation isviewed asan
overarching theme in the PRSP as a means to reduce poverty. At the same time, the PRSP places
gpecid emphasis on targeted programs for the most vulnerable population. USAID/Armenia
closaly monitors the PRSP development process and links assistance under this strategy to key
PRSP priorities.

Energy Dependency

Armeniais poorly endowed with energy resources. In late 1991, Azerbajan shut the main
pipdine trangporting Russian gasto Armenia. Since then, asmdler pipdine through Georgia,
which is at times subject to disruption, remains the only source of natura gas supply for
eectricity generation and heating. This Stuation led to the re-opening of the Metzamor Nuclear
Power Plant in November 1995. Internationd nuclear regulatory agencies regard the plant as
inherently unsafe, despite extensve safety improvements made in recent years. Asaresult, it
potentidly endangers the hedth of al those living within its range, aswell as the environment.

While Armenia has significant ingtaled capacity and potentia for hydrod ectric power
generation, increased output from this source during the energy crids years caused the water
level in Lake Sevan to decline to an ecologicaly dangerous level. Such potentia for continued
overuse places alimit on production.

Underdevel oped Infrastructure

Armenids infrastructure, including weter, energy, trangport and communication, are outmoded
and in poor condition. Lack of adequate transgportation and the high cost of transportation have
been identified as key impediments to the development of athriving and efficient agricultura
sector. Uncertain supplies of energy prohibit industria output. Poor communications limit
business opportunities.

Dysfunctional Labor Market

Armenia slabor market is plagued with numerous problems, many semming from the Soviet
legacy. In addition, high levels of unemployment remain unaffected by annua high economic
growth. Few workers accustomed to the Soviet workplace display initigtive and
entrepreneurship, two important eementsin job creation. Workers aso are not receiving
educetion or training useful in the current job market, to alarge degree due to alack of
transparency and information in that market. There are some job placement centers operating
throughout Armenia, but with limited success. The outlook is dso dimmed by the likelihood that
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the government will have to lay off large numbers of workers, and by the lack of progressin
lifting the economic blockade of Armenia by two of its neighbors. The bright spots today are
increasing Diagpora investments in high-tech, eectronics, and production, a highly educated
workforce, some new training/certification programs, and a new generation entering the job
market with anew attitude.

Unequal Enforcement of the Law

Inconsigtent enforcement of the law is dosely linked to corruption, and is one of the most acute
problemsin Armenia. Irregularitiesin the rule of law serioudy congrain the business and
invesment dimate. For example, laws related to fair business competition are unfairly enforced,
contracts are not consistently enforced, and bureaucratic requirements can be used sdlectively to
harass disfavored businesses.

Within the judicia system, corruption and the strong influence of the Executive undermine the
impartidity of the courts. Courts do not follow a standard set of procedures, resulting in
incons stent judgments and alack of confidencein thejudicia process.

Lack of Objective Information and Public Awareness

While there is basic freedom of expresson in Armeniaand opinions are openly stated, politica
sponsorship drives reporting and clouds objectivity. The Armenian public hasalow levd of
understanding of the law and lacks familiarity with individua rights. The public cannot be
expected to exert itsrights, demand accountability from public officids or advocate for reforms
and change without a broader awareness of individua rights and mechanisms to assert them.

Pessimism and Public Disillusionment

Y ears of economic decline, increasing corruption, and exclusion from decison making, anong a
myriad of other factors, have contributed to widespread frustration and lack of hope for the
future among the generd population. The high rate of out-migration (the population has
decreased from 3.8 million in 1989 to 3.2 millionin 2001 — this officd GOAM figure includes
resdents who have left Armeniain the last 12 months) is one expression of this pessmism.

Lack of civic involvement, lack of corfidencein thejudicid system, an unwillingnessto invest

in Armenia, and the growth of the shadow economy are others. While improved living
conditions and continuing reform should help overcome the disillus onment, economic and
political progress are more difficult without active support and optimism from the public.

Gender Disparities

Petriarchd traditions and gender norms are till common in Armenia, even though both women
and men achieve high levels of education and have extensive work experience. Men rarely take
on any household work or child-rearing responsihilities, and their sense of worth often depends
on employment. For avariety of reasons, Armenian men are more likely to respond to economic
difficulties by emigrating, even to take menid employment that would be available a home.
Gender traditions feed into the decison to emigrate through rigid expectations of the man asa
breadwinner who should have a*“respectable’ profession.

This out-migration increases the pressure on women and families left behind, who are sometimes
abandoned when the man decides to make a new life abroad. The women who remain carry the
double burden of physcaly and financidly caring for children and elderly parents.
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Women are more likely to be unemployed, paid subgtantidly less, and discriminated againg in

the workplace. With femae-headed households more numerous, poor families are more likely to
be headed by women. Women are lagging behind in business ownership, except a the micro
level. Few women can be found in elected office or in leadership positionsin the private or

public sector. Even in an NGO sector dominated by women, men comprise the mgjority of NGO
leaders.®

The result of these gender disparitiesis not only a human rightsissue, but dso an under-
utilization of human capacity critica to successful development.’

USAID Experiencein Armenia and Prospectsfor Transtion

USAID/Armenia s partnership with the Armenian public and private sectors has been fruitful
and helped lay the groundwork for the opportunities that now exist. Since 1992, USAID, in
coordination with other donors, has been insrumenta in reformsin al economic and socid
sectors. This assistance helped to build a new economic system from the ashes of the post-
Soviet economic collgpse, contribute to the development of social services that are more
equitable, and build a more representative, responsive government.

USAID’ s rdations with the Government of Armenia (GOAM) matured subgtantially during the
past 10 years. The GOAM has evolved from a passive recipient of assistance into amore
demanding and responsible partner that works to coordinate and influence donor efforts. The
GOAM now emphasizes development assistance, and has developed its PRSP, into which it fits
donor activities.

To date, USAID/Armenia s Private Sector Program has focused on accelerating the systemic
restructuring of the economy toward a market orientation. USAID assistance concentrated on
commercid legd and regulatory reform, tax/fiscal/customs reform, capita/financia markets
development, accounting reform, information technology, and improved banking supervision. In
addition to these efforts to create an improved environment for private sector activity, USAID
directly asssted Armenian businesses and business associations, specificaly in the form of
credit, technica assstance, and training to micro, small-, and medium-sized enterprisesin the
aress of agribusiness, tourism, information technology, and jewelry. USAID aso supported
severd activities providing micro loans to smdl-scale entrepreneurs, including economicaly
active women living below the poverty line in under-served areas.

The Misson's Democracy Program asssted in developing more transparent, accountable, and
responsive democratic governance in Armenia To meet this god, the program worked with both
governmental and non-governmenta actors to strengthen democratic indtitutions and
organizations and to increase citizen confidence in them. In order to strengthen government
indtitutions, USAID worked with local governments to strengthen their capacity to manage
resources and respond to citizens concerns. USAID initiated a program to work with the
Nationd Assembly to improve its interna management and increase citizen access to the
legidative process and their representatives. USAID aso worked with legd professonasto
help develop a more trangparent and effective legd system. To strengthen non-governmentd

6 Somach, Susan D., “USAID/Armenia Gender Assessment Report & Action Plan” (hereinafter Gender
Assessment), March 2003.
" Gender Assessment.
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actors, USAID worked with NGOs and communities to increase citizens participation in public
policy development and the oversight of government. Findly, USAID worked to strengthen
independent media as a reliable source of objective information.

USAID/Armeniaadso implemented a comprehensive program to mitigate the short-term adverse
effects of the trangtion to amarket economy. The Social Transition Program focused on
strengthening and making sustainable key socid and primary hedlthcare sysemswhile providing
urgently needed services to the most vulnerable populations. USAID programs helped establish
the legd and inditutiona foundation for sustainable socid insurance systems and helped make
the provison of socid assstance and primary hedthcare more efficient and effective. Other
programs assisted the NGO and private sectors in developing capacity to provide urgent socia
services — focusing on nutrition and shelter — and primary health care. Smdl-scale community
infragtructure projects helped increase citizens capacity to meet their own needs.

USAID/Armenia s Energy Sector Program supported the efforts of the GOAM to privatize state-
owned enterprises in the energy sector, to promote economic and environmentd efficiency, and

to diversfy energy sources. Specific USAID interventions included a broad array of technica
assstance, human and ingtitutional capacity development, and equipment provision. These
resources were designed to improve commercia operations, revise tariff methodologies, initiate
legidative and regulatory reform, develop demand-sde management and other energy saving
measures, encourage innovative energy technologies and rehabilitation of existing technologies,

and rationdlize regiona energy trade. USAID provided assistance to improve Armenia s energy
Security, contributing to the USG god of closure of the unsafe Armenian Nuclear Power Plant at
Metzamor.

The Water Management Program was alimited effort desgned to complement ongoing USAID
activities and lay the groundwork for possible future collaboration in water management. The
program sought to improve the nationa policy/legidativelingtitutiond framework for water
quantity and quaity monitoring, induding the rehabilitation of monitoring sysems. It dso
supported local-leve efforts to develop and implement market- based approaches to improving
water qudity, and strengthened the indtitutional and financid sustainability and operationa
efficiency of sdected Armenian water supply entities. Smilarly, the Misson's Earthquake Zone
Recovery Program was part of abroad range of activities supported by USAID to help the
recovery of the regions affected by the devastating 1988 earthquake. Under this program, some
4,000 families who lost homes found permanent, adequate homes.

Under its FY 1999- 2003 drategic plan, USAID/Armenia continued to emphasi ze macro-leved
reforms — an emphagis that began in 1995 as the humanitarian crisis in the country began to
lessen. The FY 99-03 strategy, however, aso added a new, balancing "bottom-up™ approach
through more direct attention to expanding grassroots assistance. This new emphasis was added
in response to USAID's concern that widespread poverty potentialy could lead to unrest, and in
recognition of the fact that successful economic and palitical reforms require public
understanding, participation, and support.

Over the FY 1999-2003 strategic period, USAID's short-term interventions successfully reached
targeted vulnerable groups. Longer-term interventions aso produced significant results,
particularly in promulgating legal and regulatory frameworks across al sectors. With only afew
exceptions, Armenianow has laws and regulations on the books cons stent with a free market
economy and ademocratic politica system. A reflection of progressin development of a
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commercia framework is Armenid's on to the World Trade Organizationin February,
2003.

There was less progress, however, in implementing and enforcing this legd framework, and in
creeting the human and ingtitutiond capacity necessary for thisimplementation. Council of
Europe expectations for critical condtitutiona reforms were not redized. While achievements
were noteworthy, the high rates of GDP growth did not materidly improve the general standard
of living in Armenia during the FY'99-03 period. Thisindicates that the benefits of long-term
reforms are not yet reaching the broad populace — and the poor in particular — and that thereisa
continuing need for interventions with tangible impacts.

A Framework for USAID Assistance 2004-2008

Thevisgonfor USAID’s Misson to Armeniais “Collaborating with Armenian partnersto
achieve amore equitably prosperous, democratic and hedthy Armenia.”

USAID/Armenia developed five Strategic objectives and one program support objective to fulfill

itsvidon:

1. SO 1.3 - Increased Employment in a Competitive Private Sector: Cregting the economic
conditions necessary to provide Armenians with the opportunity to find sustainable
employment is critical to the country’ s long-term success.

2. SO 1.5-Secureand Sustained Accessto Energy and Water Resour ces: Proper and
efficient management of Armenia s physica resources, particularly water and energy, are
criticd components of the country’ s economic growth and sustainable devel opment.

3. SO 2.1 - Improved Democratic Gover nance: Increased participation in civic life and more
open governance inditutions through which to channd participation are necessary to
dimulate the demand side for improved governance and to hold government indtitutions
accountable through the democrétic process.

4. SO 3.2 - Increased Access to Sustainable, High-Quality Primary Healthcar e Services:.
Good hedth and nutrition, and awell-functioning hedth system that ensures accessto high
quality services, are critical if Armeniaisto bresk out of the vicious cycle of poverty, poor
hedlth, and low economic growth.

5. SO 3.4—Improved Social Protection: An effective and sustainable benefits system, in
addition to targeted vocationd training and work experience, is necessary to meet long-term
universal coverage commitments for the disabled and the ederly, as well as the short-term
needs of the unemployed and the poor.

6. PSO 4.2 - Cross-Cutting Initiatives and Program Support: Activitiesthat are broad in
nature, which contribute to the achievement of al of the Misson’'s Strategic Objectives, area
necessary component of an integrated strategy.
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Mission Vision:
Callaborating with Armenian partnersto achieveamore
equitably prosperous, democr atic, and healthy Armenia
013 SO 15: SO21L: SO32 SO 34:
Increased Secure and Improved Increased Access Improved Social
Employmentina Sustained Democratic to Sustainable, Protection
Competitive Access to Governance High-Quality
Private Sector Energy and Primary
Water Healthcare
Resntirces Services
| i i i |
L L . L :
|
PSO 4.2:
Cross-Cutting Initiatives and
Program Support

With Armenianow in its second decade of post- Soviet independence, the chalenges of the
trangition to democratic vaues and inditutions and a market-based economy are now more
nuanced. While the effects of the Soviet system linger, the current choices Armeniamust make
in its future development are more the product of broader political and economic forces abroad
and emerging asymmetries a home. Principa among these chalenges are high rates of poverty
and unemployment, which have been little affected by recent GDP growth. GDP growth has
been fuded by import subdtitution and internal consumption, but this simulusis likely to abate.
High flows of externd assstance and invesment, principaly from officia donors and the
Armenian Diagpora, may not be a sufficient or reliable basis for long term growth in the 7-8%
range required for a serious dent in poverty. Rather, a sustainable basis for future growth seems
to liein increased public and private investment impacting the broad economic, demographic,
and geographic landscape of Armenia® Armenianeeds to take a more aggressive stance fiscaly
and legidatively to ensure such investments take place and human and financid capitd is
deployed equitably and efficiently.

The FY 2004-2008 USAID strategy for Armeniatherefore hinges on (a) robust growth in micro
and smd|l/medium enterprises (MSMES) — the economic segment most likely in the near term to
create jobs, (b) companion public investment in a healthy and productive society, (¢) a climate of
governance conducive to those public and private investments, and (d) the presence of
trangparent, accountable ingtitutions that respond to the needs and demands of a vigorous,
informed and hedthy Armenian society. This narrowing of USAID/Armenid s Srategic

attention and engagement to people-level and enterprise-level impact has been made possible by
the generaly conducive development environment now in place: relive political stability, more

8 «Sustainable Economic Development Policy for Armenia’. UNDP/MTED. 2002
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or lessthe right set of macroeconomic policies, and a strong combination of formd and informal
externd financia flows that can couple with domestic savings for early results. Indeed, it isthis
political-economic setting, and the performance that created it, which isthe reason that Armenia
currently qualifies for consideratior? under the Millennium Challenge Account (MCA) —a
reflection of past achievement and prospects for future success.

A finer devefor program choices means that some broader structurd reform or ingtitutional
grengthening activities from the FY 1999-2003 strategy will be wrapped up or recalibrated over
the next couple of years. Financid and capital market development will concentrate more on
promoting affordable and equitable access to investment credit and on financia products such as
leasing finance and services such as credit bureaus of specia relevance to SMIEs. Strengthening
of socia services will focus less on generd socid insurance or benefits adminigtration and more
on ensuring that the system targets ass stance to the most needy and vulnerable and, whenever
possible, channds clients into productive employment. The health program will work to ensure
quaity carefor dl that is accessible, affordable, and financidly solvent. The energy and water
programs will am more directly at how the GOAM can make red commitment to ending theft
and corruption in the sector, and be rewarded for such performance, as Armeniaworks out
practical technica and financia solutions to bring heet, power, and potable water to the poor.

Crosscutting Objectives and Themes

In reviewing USAID's previous strategy period programs in terms of the development challenges
articulated in recently completed assessments (see Appendix V1), some programmatic gaps were
exposed. One — civil sarvice reform— isbeing adequately addressed through other donor
programs. Three others—

aweakened and often obsolete education system,
ill-prepared and unengaged youth, and
adysfunctiona labor market

— are closdy related under the dimengion of “human capacity”. Another dement in the human
resources dimension, gender-related problems, was seen as needing specid attention &t this
juncture in Armenia s development. Additionaly, three other troubling socid phenomena
congrain development in Armenia and, indeed, throughout most of the FSU:

pervasive and corrosive corruption;
old vaues and mindsets inherited from 70 years of Soviet behavior; and
wesk participation by citizens and civil society in the governance of their nation.

Tackling these seven problems will be a chdlenge for virtualy al SO teams, working done on
some issues and interactively on many of them. Thereis reason for optimism. The Armenian
public is becoming awakened and more voca about the excesses of centralized power, and
demonstrated againg irregularities in the Presidentid election of 2003. The Misson has found
receptivity to new lega ethics and professondism, and promoating self-help and cooperation

® Armeniaqualifies for the MCA in thefirst year of implementation on the basis of an application of MCA
methodol ogy using the most recent (early 2003) available data. Source: S. Radelet, Center for Global
Development, May 2003.
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among dtizens. 'Y oung people born after independence are now entering adolescence; selected
USAID effortsin NGO strengthening, independent media, education reform, entrepreneurship,
and environmental stewardship can collectively influence their vaues, attitudes, and behavior.
Community-based organizations are beginning to chalenge the old vaues that the citizenry must
passively await top down central government decisons. Congtituents and governments are
learning thet effective governance is atwo-way street with responghility and accountability by
both parties.

The Armenian Diaspora, embracing enormous energy, taent, and love of its homeland, can play
aleading role in advancing both its gods and the vison of the USAID srategy. The Diagpora
has wearied of a sometimes reca citrant GOAM bureaucracy, and is unlikely to support
government programs. Great potentid exists, however, for Diaspora support for norr
governmental solutions that USAID/Armenia believes are important for the country, including:
targeted humanitarian assstance in fields such as medicine, housing, and schools; support of
domedtic capital markets development through the purchase of debt ingruments of the fird-ever
Armenian trade finance company; and potentidly many others. This Strategic Plan will be
broadly shared with the American- Armenian community; the Misson desres that the joint
leveraging of resources— idedly, under the aegis of the Globa Development Alliance (GDA) —
will result in markedly better cost/benefit ratios for our mutua investments. Many Diaspora
organizations can raise funding privatdy for programsin Armenia, but lack the in-country
resources to manage and monitor these funds effectively. USAID/Armeniaisworking to
leverage these funds into exigting or future programs by demondgtrating that it can identify,
manage, evauate and report on activities and viable implementing partners of common interest
to USAID and the Diaspora

To track and monitor the management of USAID activities relevant to the cross-cutting srategic
themes, and to ensure adequate budgeting for them, the Mission has established a Program
Support Objective (PSO) and a companion inter-SO and interoffice team. The PSO team will
aso facilitate operationa coordination of cross-cutting themes.

Required Resources

Armeniareceives an annud earmark from Congress within the total budget provided to the New
I ndependent States under the Freedom Support Act (FSA). Given congressiond interest,
Armenia sfunding level over the last severd years remained dmost congtant.

At these levels, significant progress can be achieved over the strategy period toward the
establishment of a vibrant market economy, effective democratic governance and socid

protection for Armenians. No significant cuts in planned future programs would be necessary,
and planned completions of some ongoing programs during the strategic period — such as hand-
over of the socid security card system— would proceed as scheduled. At lower leves, the paring
of programs would have to be drastic:

the water supply development program under SO 1.5 would not be implemented, and
energy activitieswould be sharply limited to critica system efficiency and energy
consarvation efforts directly causd to the earliest possible closure of the unsafe
Metzamor nuclear plant;

future financia sector work under SO 1.3 would be limited to the essentid |egidative and
regulatory requirements to facilitate non-financid banking ingtitution (NBFI) and



USAID/Armenia
Strategy for 2004-2008

microfinance inditution formetion, at the expense financid and banking system
regulation and oversight unrelated to NBFI/microfinance overdgght, generd didogue and
assistance on tax and other fiscal policy reform, and cresting more MSME-friendly
environmentsin the commercid banking indudtry;

socid insurance system management assistance under SO 3.4 would be curtailed early
and/or find program development handed over fully to other mgor donors in the sector;

the number of present and planned partnersin the SO 3.2 hedth program would be
ggnificantly reduced, thereby diminishing the scope and depth of the overall hedth
initigive; and

no initiatives in the forma education sector would be pursued.

Strategic Objectives Start and End Dates

USAID/Armeniawill implement, monitor and report on the activities under dl five of its
drategic objectives during the full five-year duration of the strategy period through the end of
FY 2008.

Millennium Challenge Account

According to the latest data available (mid 2003), utilizing the till-draft qudification criteriafor
the MCA, Armeniawould be a Year 1 qudifier — the only part of the former Soviet Union to
meet this standard.’® Armenia exceeds the median score for qualifying factors with the important
exceptions of “civil liberties and politica rights’ and “public primary education spending asa
percentage of GDP.” Armenia’s 3-year budget deficit average aso exceeds the median score.
These missed qudifiers will be the subject of USAID didogue and possible technica
interventions over the course of the Strategic Plan. As noted, akey component of the strategy
will be expanding Armenian civil and palitica rights. USAID/Armeniais aso concerned with
poor GOAM performance in socid sector funding, which seems especialy shortsighted given
the high importance of Armenia s *human capitd” relative to the country’ s other resource
endowments. A gregter level of socia funding, coupled with a breskthrough in job cresting
economic growth, are essentia ingredients for a paradigm shift in Armenia s future prospects.
Better targeted and more robust spending may indeed threaten a prolongation of the government
budget deficit, but a somewhat higher level of federd spending can be viewed as aresponsible
long-term investment. USAID assistance programs — either in conjunction with MCA program
funding or in anticipation of it — will leverage other donor and possibly Diaspora contributions to
improve performance in these key qudifying aress.

Graduation

USAID experience e sewhere and present conditions in Armenia suggest that graduation from
U.S. bilaterd assstance islikely not obtainable until seven to ten years after presidentia and
parliamentary eections that produce reasonably high prospects of transparent, accountable and
effective government. The objective measure of graduation status would be attainment of
USAID/Armenid sgod of a“more progperous, democratic and hedthy Armenid’ at performance
levels equivaent to those of the Centrd European and Bdtic States at the time of their accession
to the European Union. Armeniawill need to have achieved a self-generating devel opment

10 At the time of preparation of this Strategic Plan, there was no official U.S. Government MCA list.
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momentum not dependent upon stimulus from the donor community or the Armenian Diaspora.
Already, Armenia has been sufficiently exposed to the fundamentals of good macroeconomic,
fiscal, and democratic practices; the next mgjor step toward graduation readiness is serious
GOAM poalitical commitment to gpplying those principles, under girded by public expectations
and cvic activism.

Formulation of the Strategic Plan

USAID/Armenia approached its strategy design process differently than it has done in the past.
Particular emphasis was placed on increasing the leve of participation of USAID FSNs and,
subsequently, promoting their ownership of the strategy. To promote more critica evauation
and independent thinking, most of the Strategy design teams were headed by FSNs. The design
of the strategy was founded on input obtained from USAID stakeholders and results of 20
evauations and assessments conducted by the Misson. In developing the new Strategy,
USAID/Armenia sought input from a broad spectrum of stakeholders, including GOAM
counterparts, implementing partners, non-governmenta entities, USAID/Washington, the State
Department and other donors. Asaresult, there is abroad and strong sense of ownership
throughout the Mission and among stakeholders of this Strategy.

The result of this more comprehensve gpproach to developing the Misson’s 2004- 2008 strategy
has been an unquestionable success. Engaging myriad stakeholders has strengthened the
drategic plan. Perhaps as sgnificant, this engagement has improved communication that will
enhance implementation of the Strategy, and that will enrich development beyond USAID
activities.

Washington Guidance

EUR/ACE Assistance Review

In December 2002, EUR/ACE reviewed al USG assstance to Armenia, setting strategic gods
for further assstance. During the formation of thisfive-year strategy, the furtherance of these
goas was conddered. The dtrategy’s Six objectives continualy reinforce those programs that
would contribute to these gods. Expanding the economy and job market, mitigating the socia
effects of this economic trangtion, partnering with the Armenian- American Diagpora, achieving
energy security, and encouraging necessary reforms in the spheres of corruption, the judiciary,
and financid markets are dl taken into account. Progress in these important areas would aso
asss Armeniato qudify for Millennium Chalenge Account funding. By implementing these

Sx objectives, our activities will be supporting identifiable U.S. nationd interests.

E& E Bureau Parameters Message

The May 2003 message referred to the results of the EUR/ACE assistance review and added
severd topicsthat AID/W wished to see addressed in the strategy. Additional cross-cutting aress
of concern included gender, youth, and indtitution-building to enable implementation of reform
legidation. Trafficking in persons also was noted as an important problem in Armenia. The
parameters message made SO-leve recommendations on various topics for the Misson to

pursue: in Economic Trangtion, improving the business and investment climate to create jobs

and stimulate GDP growth, addressing issues such as access to credit, targeting petty corruption,
and lessening obstacles to enterprise start-up; in Energy Security, prioritizing restructuring
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issues, including regulatory strengthening, and darifying objectives with regard to dternative
energy sources, energy efficiency, subsidizing poor consumers, and decommissioning the
Metzamor nuclear plant; in Democratic Trangtion, addressing the over concentration of
executive branch power, epecidly utilizing media and civil society to mobilize local political
activism and citizen participation, and reviewing prospects for enhanced legd education and
court adminigtration reform; in Socia Trangtion, focusing on lack of access by the poor maority
to basic socid services, improving income transfer targeting, promoting vocationd training and
job-cregtion strategies in alabor market context, and expanding direct, community-based
assgance; and in Hedlth Trangtion, implementing reforms improving service ddivery and
addressing sugtainability issues, induding hedth care finance, serviceffacility rationdization, and
management and procurement reform. The Mission was asked to consider a more common
grategic focus for its portfolio of educationrelated activities. The Misson has addressed dl
topics and issues raised in the EUR/ACE and AID/W reviews in the strategic plan.

Assessments and Evauations

USAID/Armenia commissioned 20 assessments and evauations (see Appendix V1) to review its
current portfolio, recognize programmetic gaps, prioritize srategic issues and identify emerging
opportunities as well as better focus on cross-cutting themes and potentia synergies. During
grategic planning, Mission staff drew on the findings and recommendations of these documents
asthe andytica foundation for strategic development and a framework within which the
identified Strateg ¢ areas and objectives were considered. The evaluations and assessments were
aso valuable as atoal for soliciting counterpart and other donor input into the Strategic process.
In addition, studies and analyses by other donors and organizations were used to supplement,
verify and complement USAID investigations.

Stakeholder Consultations

This strategy was developed over the course of three months. Most of the strategy design teams
were led by FSNs, with USDHSs playing the role of coaches and technical sounding boards. This
arrangement was chosen to enhance independent thinking and critica evaluation of program
successes, fallures, and future direction. In addition to greater interna participation, the Mission
activey sought the input of itsimplementing partners and counterparts.

Consultations with government counterparts included the Ministry of Trade and Economic
Development (MTED), Ministry of Hedlth (MOH), Ministry of Socid Security (MOSS), the
Armenian Development Agency (ADA), the Centrd Bank of the Republic of Armenia (CBA),
the State Revenue Service (SRS), The State Customs Service (SCS), Ministry of Finance and
Economy (MFE), Ministry of Justice (MQJ), the Securities Commission, the Centrd Depostory,
Armenia Energy Regulatory Commission (AERC), State Water Committee, the Congtitutional
Court, the Economic Court, the Court of Cassation, the Nationd Assembly, mayors and key
personnd of municipdities, Ministry of Urban Devel opment, Minigtry of Nature Protection,
Minigtry of Energy, State Commission for Protection of Economic Competition and the National
Commission on Televison and Radio. Nongate entities consulted included awide variety of
NGO associations, as well as sudent and media representatives. Donor consultations were
conducted with the World Bank (WB), European Union, IMF, IFC, EBRD, CoE, UNDP,
UNHCR, OSCE, GTZ, TACIS, Open Society Ingtitute, and Embassies of the United Kingdom,
Germany, France and the Netherlands.
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Development Partner Activities

The United Statesis the largest bilaterd
donor in Armenia. The second largest
bilaterd donor is Germany (private sector,
SME devel opment, export promotion,
infrastructure development, public
adminigration, and education). Other
bilateral donors include France (education,
hedlth sector, and culture), United
Kingdom (public sector reform, civil
society, and support for the nationa
census), the Netherlands (agribusiness),
Japan (private sector development and
technical assistance), Sweden (socid and
hedlth sectors, poverty reduction,
environment, governance and civil society,
and education), Switzerland (housing,
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socid sector, hedth, and dections), Belgium (hedth) and Itdy (hedth and culture).

The largest multilateral donor in Armeniais the World Bank (naturd resource management and
poverty reduction, foreign investment and export promotion, information technologies,
infragtructure, education, hedth, socia sector, agriculturd reform, municipa development,
trangport, and judicid reform). Armeniajoined the World Bank in 1992 and the Internationa
Development Association (IDA) in 1993. IDA lending has helped finance infrastructure
rehabilitation, including support for earthquake recongtruction, irrigation, power, road
maintenance, and municipa water. 1DA credits supporting the socid safety net and improving
access to services have included operations in health, education, and a socid investment fund
amed a improving basic socid and economic infrastructure. WB and USAID activities
complement each other’ s effortsin most sectors, particularly socid, health, and information

technology development.

Other multilateral donors include the European Union (energy, legd reform, environmert,
macroeconomic policy, governance, education, transport, SME development, and information
technology), the International Monetary Fund (macroeconomic policy), the United Nations
network of agencies, e.g. UNDP (poverty reduction, democracy and governance, post-criss
management, infrastructure, and information technology), UNHCR (refugee support), UNICEF
(hedlth, education, and socia sector), World Food Program, World Health Organization, and the

OSCE (anticorruption and e ections).

Most donors participate in forma monthly donor meetings, co-chaired by the WB, UNDP and
USAID. Over 20 sector-specific theme groups meet periodicaly as wdl, reporting criticad
technica and policy information to the donor coordination group. There are lso severd
Armenian Diaspora donors, the largest of which isthe Lincy Foundation (road network, Y erevan
public works restoration and improvements, SM E development, tourism and earthquake
recovery). The Open Society Ingtitute is dso active in Armenia (civil society, education, public

hedlth, culture, media, and judicia reform).

USAID/Armenia consulted most of these donors during the development of this strategy.
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PART I1: DETAILSOF STRATEGIC OBJECTIVES

Strategic Objective 1.3: Increased Employment in a Competitive Private Sector

The Economic Environment

The environment in which USAID/Armenia operates is difficult but promising. Armeniawas
one of the mogt indudtridized republics of the Soviet Union, exporting indudtrid, military, and
high technology goods, mainly to the other Soviet republics, and in turn relying heavily on them
for key inputs. During the 1970s and 1980s, industry accounted for more than two-thirds of net
material product (NMP) and employed a haf million workers. A mgjor setback to the industria
sector occurred in 1988, when nearly 40% of production capacity was lost as aresult of the
earthquake.'* The subsequent break-up of the Soviet Union combined with the collapse of its
trade, payments, and financia i
system dedlt a crippling blow to i o
Armenia sindustries, many of ol
which were essentidly non i ! - =
viable in the absence of the
Soviet command economy.
Armeniasred GDPis
estimated to have decreased by
gpproximately 60 percent
between 1991 and 1993, with
inflation hitting 11,000% and
the budget deficit balooning to 48% of GDP inthat year. Armenid s reform efforts regained
momentum in 1994 with the implementation of austere fiscal and monetary policies
complemented by the introduction of the Dram as the new nationd currency, athough the
Nagorno-Karabakh conflict and the attendant trade blockade clearly hampered recovery.
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More recently, economic performance has been impressve. Growth reached double-digit levels
in 2001 and 2002; real GDP growth for 2002 was 12.9%, and reached 14.8% in the first half of
2003. Successive governments have largely followed the World Bank/IMF s prescriptions for
fiscd and monetary policies and large-scale privatization of date assets. At three percent and
below (for 2002, below 2%), inflation ismodest. A sound, convertible nationa currency is
bolstered by remittances, private transfers (primarily from the Diaspora) came to 4.6% of GDP
in 2002. Armenid s reforms have earned the country the reputation in the West as one of the best
macroeconomic performers among the non-Baltic former Soviet sates. Indeed, Armenia’s
banking legidation is among the mogt liberd in the former Soviet Union; it places no restrictions
on foreign banks. WTO accesson underscores Armenia s achievements.

Notwithstanding recent gains, poverty remains widespread throughout the country. Armenia's
ten-year trangtion to a free market was characterized by a dramatic plunge in living sandards
with growth benefiting few and income disparities widening; haf of Armenianslive in poverty

and more than one in Sx in extreme poverty. Even after severa years of strong growth, output in
2001 was 25 percent below the level in 1991, providing for a per capita GDP of $700 for the

1 |ndustrial production includes energy output that was reduced because of the closure of the Metzamor Nuclear
Power Plant for safety reasons in the aftermath of the earthquake.
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country’ s estimated 3.2 million residents. Much of the growth that has occurred has been
narrowly based and has not had sgnificant employment effects.

Strategic Objective

The grategic objective of increased employment in a competitive private sector will be measured
by the number of full-time jobs created, which can be responsibly associated with USAID
interventions. USAID/Armenia s decison to focus its economic growth resources on cregting
employment opportunitiesin Armeniaiis based on the Misson' s view that sufficient systemic

and indtitutiona reforms are now in place to support increased numbers of sustainable,

productive jobs. The role of micro, smdl, and medium-szed enterprises (MSMES) is and will be
centra in decreasing unemployment and enhancing the competitiveness of indudtries.
Consequently, USAID/Armeniaintends to focus much of its srategy on the development of
sugtainable MSMEs.

Development of the private financia sector is an important component of this strategy. The
financia sector has not been afforded its own SO, however, as permitted within the E& E
Bureau' s Strategic Framework, since Armenian financia markets are seen in a supporting role to
enterprise and employment growth. The assessment process leading up to articulation of SO 1.3
consdered the full range of ggps and condraints in the economic enabling environment and one
— development of better functioning labor markets — will receive coordinated attention in SO 1.3
and in SO 3.4 because of its specid role in creating sustainable employment opportunities.

Development Hypothesis

Job cregtion in a comptitive private sector lies in both an improved business environment and
dimulation of MSMEs. Improving the operaiond characterigtics of the Armenian business
environment will clear the way for MSMES to capture market-based growth opportunities.

Firdt, there must be dedicated follow-though to implement the body of laws, regulations and
policies dready largdy in place, many of which were the product of earlier USAID assistance to
the GOAM. Organization wesknesses, bureaucratic intransgence, and outright rent-seeking
behavior remain amgor obstacle to achieve these gods. The transparency, consistency, and
capacity of existing regulatory bodies (e.g, the State Committee for the Promotion of Economic
Competition and the Naturad Monopolies Regulatory Commission) must be strengthened. In
parald, the voice of professiona and business associations must be stronger and more coherent
S0 that these associations are capable of participating in the on-going policy didogue with the
government and parliament as further “rules of the game” are developed. Capable association
management, growing membership, and a determination to advocate for continued reformare
mutudly reinforcing. A new culture of smal businesses, banding together to lobby for changein
government procedures and — too often — corrupt practices, will complement pardld efforts
under SO 2.1 to create a corresponding culture of openness, and acceptance of continua civic
participation, in Armenia s legidative and executive branches. More traditiond banking
indtitutions continue to need attention, especidly in consolidating the industry into stronger and
more progressive banks with improved corporate governance practices that expand their business
models beyond purchasing government T-hills

Smadler, more entrepreneuria businesses are likely to remain in the outer periphery of
commercid banks focus. Non-banking financid inditutions (NBFIs), through debt instruments
and equity investments, can fill much of thisfinancing gap. The Misson’s capital markets
program will emphasize this ssgment.
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One of the keysto strengthening the role of MSMESs is amore dynamic and responsive
microeconomic environment, wherein Armenian firms are able to create and sugtain jobs. In
support of thisgod, the linkages necessary for fully functioning productive sectors must be
strengthened; the microeconomic structure must be reshaped, principaly through afocuson
competitiveness, to give MSMESs the opportunity to capture economic opportunities. Business
“dudering,” which captures the backward and forward linkages of enterprises to associated
industries and service sectors, government, financia markets, world markets, and even academia,
will be an important analytica and operationd tool to ensure that the gaps are covered, the
constraints are addressed, and competitive aternatives are better understood. Woven throughout
this srategy will be the paramount questions of whether good jobs are being created, businesses
are making money, and poverty and unemployment is being whittled away.

Critical Assumptions

The development hypothesis holds true under the following critical assumptions:
Generd macroeconomic conditions (low inflation, favorable exchange rates, GDP growth)
will remain favorable;
Armeniawill maintain cease-fire conditions with Azerbaijan and will continue negotiations
on reaching a peace agreement;
Armeniawill continue to pursue regiona cooperation with neighboring countries; and
The government of Armeniawill formulate and carry out private sector reforms, rule of law
and anti-corruption initigtives

[llustrative Activities

IR 1: Improved Business Environment

Key “firg generation” financid and capital market reform objectives of earlier USAID drategies
have largely been achieved, dthough, as dways, degpening and consolidation of those reformsis
an ongoing process. These reforms mainly focused on freeing interest rates, diminating
subsidized or directed credit, strengthening regulation and supervision, ensuring the
independence of the supervisor, and privatizing banks. Assistance to the Central Bank of
Armenia (CBA) will continue at least for an interim period to work through the banking system’s
undercapitalization and dubious asset structures, unravel corporate governance problems, and
clarify the banks' liquidity and foreign exchange vulnerabilities. The program’s main focus will

be to avoid future financid shocks that would undermine MSME and job growth, and should
wind down midway in the strategic period.

“Second generation” reforms will include (1) encouraging the entry of new actors, such as credit
unions, leesing companies and other NBFIs especialy attuned to the needs of MSMESs too smdl
or too invigble to attract commercid bank interest; (2) further strengthening the legd and
regulatory infrastructure; and (3) creeting credit bureaus, rating services, and internationally-
accepted accounting and auditing standards that bring more trangparency to the investment and
lending process and build mutud trust between businesses and financid ingtitutions. Cregting
lega and adminigrative structures for the enforcement of repossession of assets (collateral) are
of particular concern to USAID. These innovations should collectively help raise the leve of
and access to credit by businesses and consumers, which has been declining relaive to GDP.
USAID will asss the CBA in implementing the NBFI regulatory framework pursuant to 2002
enabling legidation. Thusfar, the NBF segment of the financid market has been largdy
composed of micro-finance inditutions (MFIs). Done in abaanced manner, NBFI development
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can enhance domestic savings mobilization while weeding out weak or corrupt performers that
may have shaken out of the bank reform and consolidation process of recent years.

Beyond the financia sector, USAID/Armeniawill support efforts to create a more favorable
legd and regulatory environment for the growth of private enterprise. Projects aimed at reducing
regulatory barriers, improving protection of economic rights, and developing more efficient
mechanisms for resolving disputes fdl into this category. Tax policies that enhance growth in

the smdl business sector will also be supported. Findly, USAID/Armeniawill hep build the
capacity of businesses and professional associations to advocate for public policies that
encourage enterprise development.

IR 2: Growth of Micro, Small, and Medium Sized Enterprises (MSMES)

Cresting the conditions whereby micro, smdl, and medium sized enterprises are able to flourish
isacritical component of creating employment opportunities for Armenians. In other CIS
countries, upwards of 90% of economic growth and new employment is attributed to MSME
development; in Armenia, that figure is closer to one-third. While IR 1 attemptsto lay the
foundations for economic growth through reforms to the environment for enterprise growth, IR 2
focuses on cregting the conditions whereby firms will have the tools a their disposd to take
advantage of growth opportunities. From asupply perspective, industry structuring must be
more efficient so as to enable firms to take advantage of the efficiencies and resources that will
support enterprise growth opportunities. On the demand side, markets and linkages must exist S0
that Armenian goods and services can find buyers.

For private enterprises to survive and grow, they must be able to compete in both domestic and
international markets. Thereisagroup of factors that collectively contribute to increased
competitiveness. These include the ability and readiness of companies to innovate and upgrade,
the degree of sophidtication of related and supporting indudtries, the availability of skilled labor,
and amore effective flow and interchange of information among the companies, indudtries,
professonds, and markets. Armenia currently faces the situation whereby most of these factors
are @ther partialy or completely missng. In order for Armenian companies, and for Armeniain
generd, to be comptitive, dl the above mentioned elements need to be improved
smultaneoudy. To addressthis need, USAID’ s assistance during the next five-year period will
concentrate on the following: (1) expanded focus on industry clusters that have the potentia to
excd, (2) promotion of a qualified workforce through workforce development programs, and (3)
more effective use of entrepreneur and jobseeker networks. The sharing of information through
entrepreneur networks crestes pressures on companies to innovate and improve. USAID will
explore the use of labor market intermediation, though entities such as “temp” hire firms, that
make the market between job seeker and would-be employer at lower, more risk-free transaction
cogts for both sides; SO 3.4 will team with SO 1.3 in this effort.

During the next strategy period, USAID/Armeniawill work toward effecting change in the
lending environment through bank, firm, and community leve interventions to simulate

increased financing for MSMEs. The proposed activities will seek to strengthen core
competencies of finance indtitutions lending to MSMEs and expand the network of these
inditutions, as well as hdp them introduce new MSME financing instruments (leasing, fund-type
ingruments, guarantees, etc.). Inditutiond srengthening of financid inditutions in this manner
will provide new opportunities for lendersand MSMEs dike. USAID/Armeniawill aso support
efforts to achieve 1SO standards, improve MSME business development services (BDS) to
facilitate financing, and to develop information systems that promote a transparent information
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clearinghouse for finance indtitutions and MSMEs. BDSs dso need to respond to market forces
rather than inadequatdly attempt to offer a broad range of servicesin all economic sectors.
USAID will work to wean the BDS segment from dependence on donor capital and raise service
quality to internationa standards.

Expected Results

By the end of the Strategy period, the Mission expects the following results:
Thelegd, regulatory and policy framework is more conducive to the fostering of labor-
intengve MSME growth;
The capacity of businesses and professiond associations to advocate for sound public
policiesis enhanced,
Commercia banks have greater competence and interest in serving MSME customer's,
New financing ingruments (leasing, fund-type indruments, guarantees, financia
cooperdives, eic.) are available;
The competitiveness of businesses, aswell as of supporting and related industries and
environments, i.e. business clugters, isincreased;
MSME bus ness development services are more widely available and qudity is
improved;
The &bility of the Armenian MSMEs to access financid markets, attract investments,
produce efficiently, and identify and explore new markets for their products is enhanced;
The utilization of innovative technologiesis greetly increased among micro, smdl and
medium enterprises,
More effective entrepreneur and jobseeker networks to foster improved competitiveness
are created, which will result in growth of the private sector and increased employment;
and
The mechanisms/organizations to assst the existing and newly emerging workforce to
acquire commercidly viable skills and/or to upgrade its knowledge base are in place.

Linkages

This SO supports the U.S. Embassy to Armenia s (MPP) Strategic God of Economic Prosperity
and Security. Itislinked to USAID’s Economic Growth Agriculture and Trade Rillar Goa 1
Economic growth/agricultural development encouraged and objectives 1.1 Critical, private

mar kets expanded and strengthened, as well as Goa 2 Human capacity built. Effortsto promote
reform, transparency, accountability, ethics and public advocacy are crosscutting and will al
contribute to Mission objectivesin SO 2.1, Improved Democratic Governance. This SO aso
contributes directly to the GOAM goa of Provision of Pro-Poor Economic Growth as outlined

in Armenia s approved Poverty Reduction Strategy Paper (PRSP) of August 2003.

Strategic Objective 1.5: Secure and Sustained Accessto Energy and Water Resour ces

The Energy and Water Environment

Despite continuing problems, Armenia (with USAID assstance) has achieved measurable
progress in the energy and water sectors. The Soviet era power grid remains essentidly intact.
Physicd infrastructure upgrades have been accompanied by regulatory reform and
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inditutionalization, especidly in energy, that have increased transparency, accountability, and
sdf-reliance. Power cuts have abated, raisng business confidence.

Even with the progress achieved, the energy sector remains wesk and vulnerable. Armeniahas
virtudly no fossil fud resources of its own and remains dependent on imported natura gas and
nuclear fud for between 70% and 80% of itstota energy needs. It has asignificant problem
with the sefety of its nuclear generation facility and nearly a quarter of the country’ s supply of
electricity has been unaccounted for or stolen, dthough this has improved markedly in the past
year. Armenid's access to Caucasus and Iranian/Centra Asian suppliesis hampered by
continuing political disputes. Links to Russian resources are problematic due to the ingtability of
the Georgian energy sector; however, Russan interests are now amajor owner of power
fadlitiesin Armenia and Georgia, which may change the dynamic for broader regiona proposals
for power cooperation that extend into Western Europe. The exiding dilapidated hegting
systems place unsustainable demands on eectric power supply; the cost of heeting is aburden
for up to 80% of Armenia s households, with the grestest burden of non-affordability and lack of
hest fdling on the poor.

Of specid interest and concern to the United Statesis Armenia s nuclear power plant, Metzamor.
The primary supplier of dectricity, with an operable capacity of approximately 400MW,
Metzamor does not meet western safety requirements, as it lacks a containment facility. It dso
suffers chronic cash shortages, resulting in basic maintenance and operationd difficulties. The
USG and EU have been pressing the GOAM to retire the plant.
A generdly accepted condition for the closure of the nuclear
facility is some combination of replacement capacity, load
shedding, and greater overdl system efficiency.

The hydroelectric capacity aready in place requires
rehabilitation. Small-scale hydro fadilities hold additiond
promise. In addition, impediments to development of other
renewable energy sources need to be overcome, and a market
for their application must be developed. These types of
sustainable energy demondtration projects contribute to
achieving globd dimate change objectives. Ultimately, the best
least-cost supply solution for Armeniaiis the development of a
regiona energy market in the Caucasus (including Azerbaijan,
Armenia, and Georgia); clearly, prospects are uncertain at this
time.

Two long-term demand side solutions can be exploited as well to bring Metzamor closure closer
to palitical and economic redity. Oneis conversion of dectric heating to other sources,
especidly naturd gas. The second is greater overdl system efficiency, specificdly through
limiting technicd (line) losses, anti-theft initiatives, and financid transparency and

accountability to counter misallocation, misgppropriation and chronic non-payment by the well-
connected.

Environmenta pressures are evident in dl sectors. Exigting inditutions are inadequately
equipped to effectively manage the wide range of existing environmentd problems. This
inadequacy extends to capacity, skills, and capital resources. Water from Lake Sevan has been
withdrawn for irrigation and hydroelectric generation at unsustainable rates, criticaly lowering
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the levd of the lake and causing deteriorated water qudity. Physica water dlocation among the
various regions of the country is uneven. Further, its provision is characterized by inadequate
infragtructure, theft, nonpayment of services, and misallocation of potable water. Land and
forest degradation has increased sharply as a result of weaknesses in land management, poor
agricultural practices, increased fue wood use, over-grazing, and uncontrolled collection of wild
edible and medicind plants and mushrooms.

Nevertheless, in recent years the government has begun to refocus attention on environmenta
issues. The 1998 Nationd Environment Action Program (NEAP) provides a srategic framework
for policy and investment. The Ministry of Nature Protection (MNP) produced a 1999
Biodiversty Country Study as Armenia sfirst nationa report to the Convention on Biodiversity
(CBD). Thiswasthe basisfor further development of anationd Biodiversty Strategy and

Action Plan

Strategic Objective

The drategic objective of secure and sustained access to energy and water resources will be
messured by the percentage of the Armenian population with affordable heat and 24 hour access
to potable water. SO 1.5 combines classic energy sector development and water supply/qudity
objectives that serve three overdl, interrdlated goas of U.S. assistancein Armenia: (@)
achieving energy security not based on unsafe nuclear power; (b) providing critica economic
infrastructure for growth and jobs; and (c) ensuring reliable and affordable access to essentid
utilitiesfor dl Armenians. The drategy addresses inditutiona development of the governing
bodies of the water and energy utilities and the delivery of safe, reliable, affordable and
accessible public utilities. The problems relating to water and energy, including heet, must be
solved to facilitate economic growth, raise Armenians’ living standards, and — not least
important — build mutua trust and common purpose among government, the private sector, and
the generd citizenry. This SO further supports President Bush's sustainable devel opment
initigtives for clean energy, water for the poor and globa climate change.

Development Hypothesis

To secure Armenid s eectric power resources over the medium to long term, Metzamor’ s 400
megawatts has to be replaced. Barring unexpected breakthroughs in the Nagorno-Karabakh
dispute or access to nearby Iranian supplies, the solution to Armenia s power balance amost
certanly must be found interndly. If widdy implemented, heating-reated fud switching to
direct gas hest (replacing pesk dectricity hegting that uses gas-fired generation) could save 400
megawaits aone, and could reduce Armenid s gas imports by 33-50% from resulting
efficiencies. A smdl hydro program could produce 200 megawatts — haf of Metzamor's
production. Smilarly, industrid and residentid efficiency programs — in various technicd,
regulatory, and anti-theft/anti- corruption dimensions — could save at least 200 megawaits.
Armenid swind energy potentia equals Metzamor’ s capacity, athough per kilowatt hour costs
il have to drop and on-line availahility increased for thisto be a serious contender. In redlity,
neither heating conversion, efficiency improvements or renewables done are likely to make up
for the loss of Metzamor. Consequently, the Mission believes prudence dictates a three prong
approach in the 2004-2008 gtrategic period to press forward in dl three areas smultaneoudy.
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Technica assgtance, and even mgor complementary investments from the World Bank and the
EU, cannot accomplish advances in these areas without deep GOAM commitment. USAID’s
success o far with the power sector metering activity isingructivein two ways. Firs, the
GOAM will move on key reforms given the right blend of financia incentives, and expressons
of donor concern and resolve. Second, the public will accept higher effective energy costs—
undermining politidans daimsthat subgdies are sacrosanct — if it deems the required sacrifices
to be equitable. USG agencies will impress upon the GOAM the urgent need to take whatever
legd, regulatory, and policy initiatives are necessary to further restrain consumption and increase
supply, without throttling growth potentia or putting the cost of energy supply out of reach of
the poor mgjority. Clear performance benchmarks and timelines— inside or outsde an MCA
context — together with the offer of expert U.S. assistance to break key technicd bottlenecks
under an MOU or smilar instrument, in close dliance with other mgor energy sector donors,
will be an important tool in our ongoing didogue. USAID will dso support forward-thinking
energy usersto organize and lobby for wise energy policies. Absent meaningful government and
public action on energy reform, USAID is prepared to scale back its commitment.

If and when regiond energy sources were to become available again, Armeniawould bein a
grong bargaining postion if it were to achieve both Metzamor closure and a stable, cost-
effective and pro-growth energy modd. While utility tariffs may have to rise even for the most
cost- effective energy investments to compensate for the loss of chegp Metzamor nuclear power,
USAID will seek GOAM commitment to compensatory means-testing tools such as metering
(already successfully proven) and differentid “ safety net” pricing to ensure that benefits of safe,
reliable power are affordable by the broad spectrum of Armenian citizens.

Restoring reliable potable water supply, atop priority for both the public and the GOAM, will
require reorganization and restructuring of the water sector Smilar to that dready achieved in the
electricity sector. Thiswould break the vicious cycle of non-payment leading to and reinforcing
low qudity of service. Successfully restoring 24-hour safe drinking water supply will especidly
benefit the poor, who cannot afford the water storage tanks of the middle class and rich.
Restructuring has dready begun. Its successful conclusion will not only improve the
environmenta sustainability of water resources management in Armenia and the qudity of life

of dl Armenians, but it will dso ensure the trangparent commercid operation of water
companies that is required to atract the substantia investments needed for system rehabilitation.
This rehabilitation, in itsturn, is crucid to support continued economic growth and reduce
opportunities for corruption. To provide the foundation for improved water systemsit is
essentia that water management and protection ingtitutions be further strengthened. Aswith the
energy sector, USAID will employ acombination of technical assistance, training, donor
coordination, and clear performance benchmarks to increase both public and private sector
capacity — and commitment — to implemert potable water supply reforms.

Critical Assumptions

The development hypothesis holds true under the following critica assumptions:
The GOAM will maintain commitments to rehabilitate the energy and water sectors,
Other donors — hilaterds, World Bank, IMF, and UNDP — will continue their effortsto
improve the energy and water sectors;
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Exogenous factors do not discourage the private sector from investing in the energy and
water sectors;

Redations with Russaremain on good terms, and relations with other countriesin the region
will not deteriorate further; and

The public will accept the tradeoff between increasesin utility tariffs, and the eventua
closure of Metzamor Nuclear Power Plant and its replacement with cleaner, sustainable
energy SOUrces.

Illustrative Activities

IR 1: Improved Performance of Inditutions for Sustainable Energy and Water Management
Nationd legidation for GOAM and Nationa Assembly action will be drafted and promoted as
needed to counter binding congtraintsin any or al of the three operationd prongs of this SO.
Implementation of the mechanisms of effective and baanced water management, including the
basin planning and management gpproach, are required to further develop water management
and regulatory inditutions, including the WM PA and BMO. NMRC — the energy and water
regulator — will be further strengthened to ded with nuclear safety investments or
decommissoning, as well as public access to information and participation in regulatory
proceedings. A civil society “watchdog” of GOAM regulatory and management bodies will be
encouraged through technicd assstance. Tranamission, dispatch, and settlements operations will
establish independent governance structures that congtrain inappropriate politica interference.
Condominium associations and other private heeting consumers will be encouraged to increase
their cooperationwith loca and nationd governments to develop hegating systems policies. The
impact of expected saffing cutsin energy utilities will be assessed to minimize adverse effects
on employment and labor markets.

IR 2: Improved Ddlivery of Heat and Water Supply

Various heat supply dternatives such as centra heeting rehabilitation and modernization, co-
generation, smal heat-only boilers for apartment blocks, and conversion to direct natura gas will
be developed to determine the cost, management, and environmenta benefitsin different
resdentid and commercid scenarios. Thiswork will be closely collaborated with mgjor donors
(such as the World Bank, Germany, and Japan) planning substantid capitd investments down
line. Customer information, billing, collection, and service cgpabilities of municipa

organizations, condos, and smilar private entities will be supported. Armenian entities
respongble for promulgating hedth, safety and environmenta standards in heat/energy supply
will be asssted to assess which technologies best meet these objectives. In addition, private
management for water supply companies can be used to attract private sector investment, and a
sgnificant part of the heat supply rehabilitation will be led by energy service companiesin
developing a competitive market for heet and other forms of energy efficiency. In combination
with strengthened commercia operations for heat and water supply companies, active
engagement will aso increase public awvareness of the benefits from energy efficiency and of the
need to pay for enhanced qudity of service in water and heat supply through redidtic tariffs

IR 3: Increased Energy Security

Settlement of Armenia s politica disputes with its neighbors and the ending of sanctions againgt
Iran would, separately or collectively, have positive energy supply and broader economic impact
on Armenia. Along with the governments of countriesin the EU and other donors like the World
Bank, the Embassy will continue to encourage the GOAM to seek regiond integration with its
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neighbors from energy, economic, and palitica standpoints. USAID will work with the GOAM
to vigoroudy undertake internad reformsin the energy and potable water sectors. USAID will
assist in developing the Least Cost Generation Plan, which evaluates renewable energy sources,
dternative sources of naturd gas, and means of financing and expanding the naturd gas
digtribution system. USAID will work with the GOAM, World Bank, and IMF to ensure that
poor-household energy cost mitigation mechanisms are operationdly built into the
implementation of the GOAM’ s Poverty Reduction Strategy Paper (PRSP). Public entities
involved in energy and water sector policy and management will be asssted in public outreach to
advocacy groups, NGOs, business associations and other ingdtitutions of civil society. Thiswill
be done so that they are better informed about both individua and group benefits from energy
efficiency and how these contribute to increased Armenian energy security. Loca think tanks
will be engaged and the media trained to bring fresh perspectives to the debate on public policy
choices. USAID will work with the GOAM and donors to ensure private sector approaches are
given firg congderation, and that commerciaization and privetization processes are fair and
transparent.

Expected Results

By the end of the 2004-2008 dtrategy period, the Mission expects the following results:
The percentage of the population with access to affordable heat and 24-hour potable water
will increase, benefiting al economic classes, but especialy the poor;
At least 200 megawaetts of eectric power will either be produced or otherwise freed up — or
implementation firmly underway — by a combination of heating-fuel switching, renewables
development, and system efficiencies,
Key energy and water resources management ingiitutions (e.g. Regulatory Commisson,
Water Resources Management and Protection Agency, State Committee on Water
Management, river basn management organizations, energy service companies, and
condominium associaions) will function openly and effectively;
Armenian energy sector markets will operate on a sound commercid basis, meeting the
interests and needs of consumers, producers, and intermediaries (utilities);
Legidation, regulations and standards will support the improved performance of key water
management inditutions;
More efficient energy use will be demonstrated through successful pilot projects, which will
be replicated in broader donor and GOAM programs,
Successful commercidization of renewable energy projects will contribute to reducing globa
climate change;
Corruption a al stages of production and didtribution of essentid utilities will be
sgnificantly reduced; and
Armenid s energy security will be significantly strengthened, and the country will be better
insulated from energy shocks through greeter interral, and as possible, external, source
diversity, trangparent energy planning and management, and fiscal and financid solvency.

Linkages
SO 1.5 supports the U.S. Embassy’ s overarching Mission Performance Plan objective of
Assisting Armenia in the acceleration of economic growth through the promotion of private

sector activities, regulatory reform, improved gover nment services, sustainable devel opment and

poverty reduction by promoting the rational management and use of its energy and water
resources. This SO supports the Presdentiad sgnature sustainable development initiatives for
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clean energy, water for the poor, and globa climate change and the USAID EGAT PRillar God 3,
The world’s environment protected and Objective 3.1, Improving energy efficiency and
protecting the environment. It isaso related to EGAT God 1, Economic growth/agricultural

development encouraged and Objective 1.1, Critical private markets expanded and strengthened.

SO 1.5 aso supports democracy programs having a direct impact on combating corruption,

linked with the Democracy, Conflict and Humanitarian Assstance Rillar God 5, Democracy
Strengthened and Objective 5.4 Encourage more transparent and accountable gover nment
institutions. It contributes to the Misson’s strategic objectivesin SO 1.3, Increased Employment
in a Competitive Private Sector, and SO 2.1, Improved Democratic Governance. Findly, this
SO contributes to the GOAM goal of Provision of Pro-Poor Economic Growth asoutlined in its
PRSP.

STRATEGIC OBJECTIVE 2.1: IMPROVED DEMOCRATIC GOVERNANCE

The Democracy Environment

Armeniainherited tremendous chalenges upon regaining itsindependencein 1991. In alittle
more than a decade of transition, the country has had mixed progressin transforming the Soviet
system into a democratic system of government. Much still remains to be doneto help
Armenians cregte atruly democratic Armenia. Citizens are il learning their roles and
responghilities in ademocratic system, and democratic inditutions remain in their infancy.

The Soviet legacy and the troubled path of democracy since independence present both obstacles
and opportunltlesfor thefurther development of democracy in Armenia. Corstraints to

o, Armenia s democratic development can be
categorized into three inter-linked and mutudly
reinforcing problem areas: dominance of the
executive branch, alack of democratic politica
i culture, and corruption. All democracy and
| governance problems fal into one or more of these
three categories. Significant progressin one area
cannot be made without also addressing obstacles
inthe others. Similarly, progress made in one
contributes toward progress in the others.

A mgor legacy of the Soviet systemisa
politicaly passve population coupled with
| indtitutions that do not enable civic participation.
Police stop another opposition protest in Yerevan after  The notion thet citizens might organize without the
:(ssﬁgtnoc:urf:Qgtgfs\;cl)g;lgsl)n 2003 Presidential Election. e Was_limited to afew dissdents. Th_e initial
democratic fervor prompted by the political
opening of the Gorbachev period produced massive civic activism in the country around
independence. But the extremely difficult socio-economic Situation following independence and
discouragement over the many problems with the development of the democratic system since
then have led to cynicism among many citizens. While they are not gpathetic, they are
discouraged by the events over the past decade that suggest citizens' voices find few sympathetic
earsin gate ingitutions and palitics, and have withdrawn from participation in public life into
private concerns. According to arecent USAID-funded survey, 74% (down from 88% in 2001)
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of the respondents strongly or somewhat agreed that people like them have little or no influence
on the way things are run in Armenia. Forty-sx percent indicated that they did not contact an
elected officia because it would do no good.*?

Recent demondtrations to protest the flawed 2003 presidentia eections are reminiscent of the
massraliesjust prior to the demise of the Soviet Union. It remainsto be seen, however, whether
the public will channel this energy into greeter palitica involvement or whether the

government’ s refusa to recognize citizen demands will create a populace that is dgected by the
futility of its efforts and becomes even more politicaly reclusve than before.

Without sgnificant checks from civil society and without the politica will to dlow a sharing of
power, an equa separation of powers will not come to fruition. As noted by the
USAID/Armenia-commissioned Democracy and Governance Assessment, “ Executive
dominance within the Armenian political system poses the greatest threet to D/G consolidation in
the country. Executive leaders have reduced competition sharply in the political and economic
spheres, and created a political machine through which they control the country. This engbles
them to limit or diminate citizen recourse, reducing Armenians capacity to chdlenge officids
use of their powers to enrich themsalves. Lack of recourse discourages palitica involvement by
citizens...™?

The extent of executive dominance was demonstrated during the recent presidentia eections.
Government officids at dl levels, both eected and appointed, not only campaigned for the
incumbent and utilized state resources to support the president’ s candidacy but also used their
position to intimidate voters and members of the oppogtion. The judiciary, in disregard of
Council of Europe recommendations and international standards of human rights, alowed the
detention of supporters of the opposition candidate during the campaign period prior to the
second round based on questionable adminigtrative violations. Defendants were not alowed
accessto their attorneys. Election officials themselves contributed to or alowed serious
irregularities to take place. Threats of job dismissal or arrest quieted some of the most active and
vocd candidate proxies and supporters of the opposition.

The lack of trangparency and accountability, dong with the weak economy, has created an
environment that alows corruption to flourish. Corruption is an enormous problem that affects
al sectors of the Armenian palitica, socia, and economic landscape and permesates al levels of
government. According to a Trangparency Internationd/Armenia survey, 84% of public officids,
80.4% of businesses and 80% of the public considered corruption as problematic, very
problematic, or extremely problematic. The entrenched Sate and business interests have little
will or incentive to disrupt the status quo. Despite pronouncements by the Government against
corruption, the GOAM has yet to demongtrate a genuine commitment to combating corruption.
Moreover, coupled with the public’ s acceptance of corruption as afact of life, weak challenges
from civil society have not been able to significantly impact the problem.

Nonethe ess, there has been some progress and a number of isolated successes, both within civil
society and the government, that sgna opportunities for change. Activities under the previous
strategic objective, “More Transparent, Accountable and Democratic Governance,” focused on
enhancing citizen participation, supporting the development of civil society and nort

12 | nternational Foundation for Election Systems (IFES), “Citizen's Awareness and Participation in Armenia, Survey 2002.”
Hereafter, unless otherwise noted, survey results referenced in this section are taken from this IFES survey.

13 ARD, Inc., Democracy and Governance Assessment of Armenia,” (hereafter DG Assessment), June 2002, p. 2.
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governmental organizations, and developing non-state print and broadcast media. In addition,
democracy activities strengthened the capacity of loca governments, parliament, and, to a
limited extent, the justice system.

Strategic Objective

This strategic objective consolidates the achievements of past democracy objectivesin asngle
integrated Strategic objective to improve democratic governance by both expanding civic
participation and strengthening governance inditutionsin Armenia. The measure of success a
the SO leve will be an improved Freedom House composite democretization score.

Development Hypothesis

To improve democratic governance, citizens of Armenia need both expanded opportunitiesto
participate in civic life and more open governance inditutions to channe participation into a
stronger, more democratic system of governing. Democratic governance is required to reform
the economic and socia system to better meet the aspirations and needs of Armenian citizens.
Improving democratic governance reguires grester citizen participation, which will come from
increased advocacy of non-governmenta organizations, more information provided to citizens
by media outlets, increased activism by young men and women, and greater community
involvement in resolving loca issues. These components will simulate the demand side for
improved democratic governance as well as hold government ingtitutions accountabl e through
the democratic process. The supply side for improved democratic governance is achieved by
Srengthening governance indtitutions, which in turn encourage civic participation.

On the demand side, NGOs, media, community activists and increesingly aware youth dl play an
integral and essentid role in ensuring that cals for reform come to fruition. On the supply Sde,
to effectively serve as a counterbalance to the executive branch, other branches of government
need to be strengthened. More opportunities for citizen participation are needed to address the
growing demand for participation. There are many possible avenues for citizen participation,
whether through local governments, the Nationd Assembly, or the lega system; yet, when taken
aone, none can have much of an impact on the strengthening of democratic governance.
Therefore, it is critica to view governance and civic participation as two sides of the same coin.
As pressure for reform through citizen participation increases, governance ingditutions must be
strengthened in order not only to have the capacity to accept greater citizen input, but also to be
able to demondrate to the public that their participation is not futile, and that these inditutions
can act independently. Vibrant civic participation and robust democratic ingtitutions — together
checking the power of the executive branch— need to work together to mest citizen aspirationsin
ademocrétic fashion while smultaneoudy holding the inditutions of governance accountable to
the citizenry.

USAID will attempt to increase competition within elite circles and de-concentrate power in
Armenia through a number of programs, including legidative srengthening, rule-of-law
programming, limited political party building (particularly to encourage women'’ s participation

in palitics), loca government capacity building, and civil society strengthening. Key to
addressing thisissue is the reinforcement of separation of powers and the promotion of
dternative voices and centers of power.

By supporting NGO advocecy efforts and non-state media, USAID isworking to ensure that
dternative points of view are raised and introduced into the decison-making process. In the
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classicd sensg, civil society challenges the gtate to bring about change. Recently, civil society in
Armenia has begun to assumethat role. Over the past severd years, USAID successfully has
supported the formation of acivil society. Under the new strategy, USAID will support NGOs
as effective, knowledgeable advocates for policy and legidative change.

Corruption is an enormous problem that crosses al sectors of the Armenian palitical, socid, and
economic landscape. While no one, ether in the government or private sector, denies that
corruption exigs in Armenia, there has been little evidence of palitica will to address this
problem. Attempts by the international community to engage the GOAM in developing avigble
anti- corruption strategy have thus far failed. Lack of politica will notwithstanding, there are
members of civil society who are ready and willing to take on this challenge. Given the cross-
sectora nature of corruption, USAID intends to support activities that directly combat corruption
and to continue to integrate anti- corruption e ements throughout the Mission’s portfolio.
Accepting recommendations in the Rule of Law/Anti- Corruption Assessment, USAID efforts
will continue to strengthen the Nationd Assembly, the Chamber of Control (Armenid s supreme
audit indtitution) and, possibly, the judiciary; to promote the implementation and enforcement of
codes of ethics for judges and lawyers; and to increase trangparency and accountability in dl
sectorsinwhichUSAID operates. USAID will support NGO, media, and private sector efforts
both to mobilize popular will againgt corruption, and to implement activities that combat
corruption.

Critical Assumptions

The development hypothesis holds true under the following critical assumptions:
NGOs, media outlets, and politica activists will be alowed to operate without a significant
crackdown;
The economy will not deteriorate to the point where citizens become either completely
disengaged or revalt;
Armeniawill remain politicaly stable, without widespread internd conflict; and
Hodtilities with neighboring countries will not be re-ignited.

[ llustrative Activities

IR 1. Civic Participation Expanded

A ggnificant thrugt of USAID’ s new srategy will be
encouraging civic participation & al levels, in an effort to
engage citizens in the decison making process. Asnoted in
the DG Assessment, USAID has found that citizens will
become engaged when they can see the direct impact of
their participation. Moreover, it has become evident that
many community issues are ether nationa issues aswell, or
are affected by decison making at the nationd level.

USAID plansto build on this by broadening efforts to foster
citizen participation at the grassroots level and by drawing the linkages and facilitating advocacy
efforts a the nationd leved. The Mission will strengthen advocacy NGOs, by providing core-
funding and advocacy grants aswell astailored technical assstance. It will aso strengthen non-
state media, particularly by supporting assstance that will heighten its business acumen,
consolidate the over- saturated market, and improve objective reporting. The Mission will dso
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work to encourage civic activism among youth and increase community involvement inlocd
concerns.

Although society as awhole bears the costs of corruption, it is also society’ s tolerance or
indifference that alows corruption to flourish. Accountability for corruption aso ultimately
rests with the population at large. USAID will support public avareness campaigns, involving
NGOs, media, and the private sector, that cover both the costs of corruption and the shared

responghility in combating it.

IR 2: Targeted Governance Indtitutions Strengthened

USAID will assst targeted government ingtitutions to improve their internad management
systems and their ability to implement trangition reforms, to strengthen their oversight and fiscal
respongbilities (the latter especidly relevant to local governments), and to help them increase
their public accessibility and accountability. To that effect, USAID will provide assstance to the
nationa legidature, loca governments, and the legd sector.

An increased focus on youth— Armenia s future leaders — is particularly important in rule-of-law
(ROL) programming; therefore, an integrd part of the ROL assstance will be legdl education.
Given the lack of progress toward judicia independence and the lack of political will on the part
of the judiciary to even push for its own independence, USAID has decided to shift assistance
from thejudiciary, in generd, to legd education until judges begin to promote their
independence and to act as independent arbiters, and not as agents of the executive. Inthe
meantime, work with the judiciary will be limited to maintaining contact for the purposes of
monitoring the sector and encouraging reform. 1f the GOAM and judges clearly indicate that
they are genuindy committed to establishing the judiciary as an independent branch of
government, the Missionwill selectively restart programs with the judiciary.**

Although USAID has provided support for political party strengthening over the past five years,
the very nature of the system has hindered party development. There are roughly 130 political
parties registered with the Ministry of Justice, of which only 25 to 30 could be said to be truly
active, though only a handful has broad popular support or distinct ideologies or platforms.
Given the lack of progress to date and the current environment, USAID will limit politica party
development efforts to encouraging women's participation in politics and developing women
political leaders. Currently only four of the 131 parliamentarians, none of the forty-seven
mayors of cities, and only thirteen of the 930 heads of communities are women, yet more than
three-quarters of Armenians say that they are more likely to vote for afemde rather than amde
candidate if sheisequdly qudified.

Expected Results

By the end of the 2004- 2008 strategy period, the Mission expects the following results:
Citizenswill be more engaged in locd community issues,
Y oung men and women will be more involved in politica and civic activities,
NGOswill successtully advocate for their condtituents’ interests at the local and natiord
leves,
Civil society will be mobilized and take specific actions to combat corruption;

14 USAID assistance for the establishment of “Economic Courts”, an important element in building investor and
general business confidence in the rule of law, will be administered under SO 1.3
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A more competitive media sector will provide objective and baanced information on public
iSSues,

Targeted loca governments will have improved technica and manageria capacity;

Citizen input will be incorporated and inditutionalized into nationa and local decison
making processes,

The Nationd Assembly will increasingly and more effectively counterbaance the executive
branch; and

Lawyerswill enter the legd sector better trained and more knowledgeabl e about substantive
iSsues.

Linkages

SO 2.1, Improved Democratic Governance, supports the E& E Bureau objective of better-
informed citizens participation in political and economic decision-making, and through that
objective, islinked to the DCHA pillar and the Agency objective of the devel opment of a
politically active civil society and the USAID-State performance goa of measures adopted to
devel op transparent and accountable democratic institutions, laws, and economic and political
processes and practices. This objective aso supports the Agency’ s other democracy objectives
regarding political processes and more transparent and accountable government ingtitutions and

the E& E Bureau'srule of law and loca government objectives. In Armenia, this objective

supports one of the MPP sthree overarching godss, advancing the process of democratization to
provide an efficient government that respects the rule of law and is responsible to its citizenry.
This SO aso contributes directly to the GOAM god of Improvement of Human Devel opment
and Protection of Human Rightsasoutlined in its PRSP.

Strategic Objective 3.2: Increased Accessto Sustainable, High-Quality Primary Healthcare
Services

The Health Sector Environment

During the Soviet era, Armenians had the longest life expectancy, and one of the best developed
hedthcare systems, of dl the Soviet republics. The system was known for impressive hedlth
outcomes, which were attributed to factors such as the population’s wide access to education,
water and sanitation, and a comprehendve range of state-subsidized medicd services. Post-
independence economic conditions, however, placed new demands on, and revealed
ineffidendiesin, the Soviet-gtyle hedth sysem.

In the early 1990s, the capacity of the Armenian government to maintain the country’ s hedth
system was limited due to a severe reduction in revenues. Currently, Armenia spends too little
on hedthcare (about 6.4% of the total annud nationd budget, or about 2% of GDP, in 2001). A
large portion (53%) of the budget is devoted to curative, hospita care, at the expense of primary,
outpatient care. Currently, it is estimated that private financing, much of it through informd
payments, represents about two-thirds of nationa health expenditures.
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The mgjor causes of death in adults are Smilar to those in developed countries. cardiovascular
disease, cancer, and accidents.™ Acute respiratory infections and diarrhed diseases account for
nearly hdf of dl infant deaths. Armenia sinfant mortality rate (36 per 1,000 live births) is

nearly double that of Russa. The 2000 Armenia Demographic and Health Survey (ADHS) data
suggest that anemia rates among children (24%) may have doubled over the last severd years.
Armenid s materna mortdity ratio™® is saeven times greater than the average for Western
Europe.!” Totd contraceptive prevaence is 61%, but only 22% for modern methods. The tota
fertility rateis 1.7; the totd abortion rateis 2.6.

Although Armeniais consdered alow HIV prevaence country (<0.1%), dataindicate a
concentrated epidemic among drug users (15%) and prisoners (5.5%).'® Prevaenceislow in
commercid sex workers (<3%), pregnant women (<0.5%), and men who have sex with men
(4.5%). Knowledge of HIV transmissonis high, yet not reflected by hedthy sexud behavior
such asregular condom use. Armenia has the lowest incidence of tuberculosis (42.5 cases per
100,000) in WHO' s Eastern European region, but underreporting is strongly suspected.”® All TB
rates in the region, including Armenia s, have been on therise for severa years.

Throughout the country, utilization of hedthcare servicesislow. Outpatient visits declined by
42% between 1991 and 2000. The ADHS found that lack of money was the most frequent
reason given by respondents for not seeking hedlthcare. In rurd areas, accessto servicesis
further inhibited by geographic barriers, asillustrated by disparitiesin the use of antenatal
(ANC) services. The median number of ANC vidts among rurd women is three, compared to
gx by urban women. Between 1996 and 2000, 16% of rural women gave birth & home,
compared to 1% of urban women. Among children with acute respiratory infections, only 29%
of urban and 19% of rurd children were taken to a hedth professond for care. The nationd
average for sunting in children (low height for age) is 13%, and is three to four times more
prevadent in rurd areasthanin Y erevan.

Without adequate financing over the past decade, hedlth facilities have fdlen into disrepair,
workers wages have gone unpaid for up to 18 months, information systems and providers skills
have not been updated, and community outreach services have not been maintained. The
scarcity of resources has aso congtrained the government’ s ability to implement reforms.
Moreover, the historical legacy of an authoritarian, top-down approach to healthcare
adminidration has discouraged individud initiative and gifled management and indtitutiona
development at the regiona and local levels.

Minigry of Hedth (MOH) responsihilities have changed sgnificantly since the hedth sysem
was decentraized in the mid-1990s. Ownership authority for al but afew tertiary facilitieswas
transferred from the MOH to regiond authorities and/or locd governments. Hedlth faailities
became semi-autonomous and more responsible for their own financing. However, thereis no
mechanism in place that requires facilities to be accountable to regiond and loca authorities.

15 Statisticsin this section are from the 2000 Armenia Demographic and Health Survey (ADHS) unless otherwise
noted.

16 48 deaths per 100,000 live births.

17 Datafor Western Europe, UNICEF 2002.

18 USAID/Armenia HIV/AIDS/STI Strategy FY 2003-2008, and the National HIV/AIDS Center.

19 WHO EuroTB statistics for 1999. Armenia srateis half the average for the region.
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Today, the centrl MOH'’ s roles include hedlth policy and regulaions, strategic planning,
development of nationa programs, drug policy, and licenang of medica personnd and facilities.
It also retains decision-making authority for the health sector budget, resources aloceation, and
pricing of sarvices. Regiona and locd hedth officids are responsible for operationdizing
national programs and enforcing MOH policies and regulations, yet have no budget support from
the nationd level or avoice in resource dlocation.

The State Hedlth Agency (SHA), created in 1998 to serve as the principa public buyer of hedlth
sarvices, isthe conduit for 80% of state funds for hedthcare. State funds to cover services
authorized under the Basic Benefits Package (BBP) are transferred from the SHA, now located
within the MOH, directly to hedth facilities. Facilities generate additiond revenues by

providing other services (outside the BBP) and private care. However, the inefficient
management practices that prevailed under the old system continue under the new. Locdly
elected governments have limited capacity to advocate or fund better services. Hedlth reformers
recognize that the current attributes, roles and responsibilities of the different stakeholders must
be modified if privatizatior?® of hedth sarvicesisto effectively evolve.

Rurd hedth posts*, located in smdl villages, are run by nurses, midwives, and/or feldshers and
are supervised by gaff from nearby polyclinics and ambulatories. Officidly, therole of the FAP
gaff has been limited. For example, patients seeking routine materna and child health (M CH)
services are supposed to be referred to physicians. However, FAP st&ff is often forced by
circumstances to ddiver services for whichitis not properly trained. The FAPs have dso
deteriorated Since independence, but with a minimum of improvements, they remain avery
viable option for ddivering qudity primary heathcare (PHC) to rura populations.

USAID support to Armenid s hedlth sector began in the 1990s with a focus on improving the
qudity of overdl care and women'’s hedlth services through a program that linked premier U.S.
hedthcare inditutions with select hospitals and polyclinicsin Y erevan and four of Armenia s 11
regions. U.S. partners leveraged consderable matching funds, ingtilled new hedlth provider
vaues, and improved the quaity and administration of services. In later years, USAID financed
efforts to improve primary care a community centers that served the ederly and the
handicapped, and mobile medica teams that provided hedlth services to hard-to-reach
populations. Without this assstance, the beneficiaries would not have accessed any hedthcare.

In August 2000, USAID began its flagship five-year Armenia Socid Trangition Program (ASTP)
to support MOH reforms. Activitiesindude: design and implementation of the organizationa

and regulatory framework for family medicine as the predominant speciaty for PHC; open
enrollment for the population to receive state-funded PHC services, MOH/SHA and hedlth
facilities information systems; better targeting of vulnerable populations; reducing corruption
through trangparent contracting, cost accounting and financia management practices, and laying
the groundwork for sustainable, nationa PHC coverage. ATSP s successesinclude: ASTP pilot
gtes formaly recognized as nationd hedth system pilots; anew, unified curriculum for family

20 The “privatization” of health facilitiesis more of an “autonomization” at this point in time.
21 Rural health posts are called feldsher acousher posts (FAPs). Feldshers areasmall and dying cadre of mid-level
provider.
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medicine training developed and adopted; family medicine departments established; and
population enrollment and quality improvement programs introduced in pilot Sites. Moreover,
the MOH’ s Primary Hedlthcare Strategy (for 2003 —2008) and the recent National Hedlth Policy
draft document (for 2004-2015) notably incorporate many of the strategies being promoted and
piloted under ASTP.

To complement ASTP efforts and reinforce MCH programs at the primary care leve,
USAID/Armenia has supported efforts to improve providers performance in reproductive health
(RH), MCH, and sexudly transmitted infections (ST1s) including HIV/AIDS prevention. A
pioneering initiative to prepare primary care providers to respond appropriately to gender- based
violence cases was aso undertaken, and may serve as amodel for government and NGOs to
focus more intensvely on this neglected area. Since 2001, USAID partners have worked with
policy makers at the nationd level on RH policy and norms, and with local hedth authorities and
primary providersin Lori and Shirak regions on RH service quaity and organizationa issues.
Enhanced RH hedth services should contribute not only to the increased use of modern
contraceptive methods, but aso to areduction in the number of abortions.

While hedlth reform efforts have evolved consderably since the 1990s, it is premature to predict
the find outcome. Current health services are till characterized by antiquated and costly
fadilities, and avertica, highly specidized, nontintegrated approach to care. The unpopular
optimization of hedthcare gaff and fadilities, part of the MOH reform agenda, has only been
patidly redized. There are dill too many providers, underutilized facilities, and an

ingppropriate skill mix. Some highly trained specidists oppose attempts to promote family
medicine practice. The Basc Benefits Package — designed by reformersto meet the basic hedlth
needs of the country’s most vulnerable people — has been less effective than envisoned at the
time of itsintroduction in 1998. Itsimplementation remains problematic despite four revisons.
Findly, anumber of other hedth financing and equity issues have yet to be satisfactorily
resolved.

Strategic Objective

USAID’s support to the GOAM is designed to increase access to sustainable, high-qudity PHC
in program areas. Achievement of the SO will be measured by increased utilization of family
medicine sarvices, improved clinical skills of providers, and increased client satisfaction. During
the first few years of the srategy period, activities will continue to be largely concentrated in
Lori, with targeted ass stance to vulnerable populations in other regions. Based on results with
policy development and adoption at the nationa level and implementation of reforms & pilot
PHC sites, assistance may be extended to other regionsin the latter years of the Strategy.

The objective has atwofold gpproach: it will address MOH capacity and ingtitutional needs on
the one hand, and reinvigorate PHC sarvices a the hedth facility level on the other. USAID
partners will work closdy with the MOH, the SHA, regiona and local government authorities,
hedlthcare professonas and managers, consumers and communities, and other donorsto firmly
establish the framework and expand support for family medicine and other reforms. A concerted
effort will be made to incorporate client perceptions of qudity careinto PHC programs to
address low service utilization rates.
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In recognition of the continuing economic hardships endured by over haf the population,

USAID will continue to provide assistance to meet the immediate needs of Armenia’'s most
vulnerable populations, targeting especidly the elderly and the rurd poor. Mobile medica teams
will be used to serve these neglected groups. In the interests of sustainability, the teams will
develop referrd systemsto fixed Ste facilities and may charge nomind fees. Family medicine
norms and standards will be gpplied.

Development Hypothesis

Within an environment of limited resources, the efficiency of anationd hedth sysem can be
improved by shifting services away from specidized and hospitd servicesto primary care and
family medicine practice. Primary care has the capacity to increase its scope of services through
g&ff training, provison of up-to-date diagnostic services, evidence-based trestment protocols
and access to drugs and supplies. The additiona cost of providing awider scope of services at
the primary care leved isminima since the personnd and infrastructure are aready in place.
Family medicine physcians are generdists who are competent to treat approximeately 85% of
hedlth problems, which reduces the need for alarge number of specidists and trandates into cost
savings for both patients (consumers) and the hedlth system asawhole.

Strengthening PHC will ensure that the entire population
will have access to the most cost-effective, essentia
sarvices that have the greatest impact on the hedth satus
of the Armenian people. Consumer-oriented serviceswill
enable innovative enrollment- based health schemes to
become aredity. The availability of quality PHC services
in polyclinics, ambulatories, and FAPs will free up
hospitals and other tertiary indtitutions to focus more
exclusvely on curdtive care. Wédl-desgned community
education programs that promote hedlthy life styles and preventive care, aswell asraise
awareness about communicable diseases (such as TB and HIV/AIDS), will spark public interest
in, and demand for, family medicine and qudity PHC services.

Targeted approaches, such as a continudly refined BBP and transparent financing practices that
take into account the needs of the poor and vulnerable are necessary to ensure equity during
difficult economic times. A commitment of additiond financid resources for hedlth is necessary
but not sufficient for scaing up interventions. Building effective and efficient sysemsthat are
responsive to client needs is of utmost importance for increasing access. Worldwide studies
suggest that significant increases in use of services can occur when providers and services are
customer-focused and where provider-community didogueis an integrd component of hedth
system design and implementation.

Critical Assumptions

The development hypothesis holds true under the following critica assumptions:
The MOH will continue to prioritize and pursue sector reform, to expand PHC and family
medicine, and address regulatory and hedth financing chalenges;
The overdl state budget for the hedlth sector will gradudly increase over time;
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MOH resources for PHC will gradudly increase, with a concomitant decrease in the
percentage of tota MOH budget dlocations for tertiary care;

The World Bank and other donorswill continue to support improvements of the healthcare
infrastructure and systems reform;

The Armenian economy will remain sable or improve dightly, with only amargina incresse
in the number of individuas employed in the forma sector; and

I nfectious diseases such as tuberculosis and HIV/AIDS will continue to be addressed by
other donor programs and/or sources of financing (GTZ for TB, and The Globa Fund for
HIV).

[ llustrative Activities

IR 1. Strengthened indtitutional capacity to implement the GOAM/MOH primary hedthcare
reform agenda

USAID will strengthen the capacity of ingtitutions — schools of medicine, the National Inditute
of Hedth, regiond hedth departments, hedth provider organizations — to improve the enabling
environment for PHC and to prepare family medicine providers for service a the primary care
leved. To build asustainable foundation for PHC, USAID will work with the MOH to identify,
test and implement improved healthcare financing mechanisms and promote practices, such as
cost accounting and financid management, to achieve greater transparency and accountability.
Moving client payments for services from the informd to the forma system will counter the
mindset of enabling corruption and show healthcare managers and providers that the cost of
services can be recovered in aprofessiond, ethica manner. Other regulatory reforms will be
prioritized and addressed, such as the reduction of state guarantees and revision of the BBP for
vulnerable peoples, the introduction of new provider payment systems, expanded financing
options, more trangparent contracting practices and provider licensing, and increased competition
for provison of sarvices. USAID will dso pursue the continued optimization of sector
resources, the revison of roles and responsihilities of various cadres of providers, and
enforcement of performance standards for PHC professonals.

IR 2. Improved service ddivery in priority PHC disciplines

USAID’s hedth sector assstance aso focuses on clients directly benefiting from improved PHC
savices, through the discipline of family medicine. Thiswill be done by incorporating dients
perspectives on quality care into services and strengthening the in-service technica and
adminigtrative cagpacity of the MOH, SHA, regional hedthcare authorities, primary care
fecilities, service providers, and professona associations. USAID will also support strategies,
such asthe use of mohbile medical teams, to provide PHC services — induding supplementa
feeding for children under three and pregnant and lactating women — in poor, remote
communities that have no easy accessto hedlth services. Assistance for services will concentrate
on provider professondism, system efficiency, sustainability and customer orientation. Lessons
learned and resultsin the field will be fed back into the system and used to inform and/or modify
policy, norms and standards that are promulgated by the central and regiona hedth authorities.
Specid emphases will be placed on strengthening MCH services, especidly in the FAPsand
rurd ambulatories, and on ST control and prevention activities. These will complement
HIV/AIDS interventions financed from other sources, such asthe Globa Fund to Fight AIDS,
Tuberculoss and Mdaria, which isone of 17 USG development-related Presdentid initiatives.
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USAID will continue to monitor the TB Situation and may collaborate during the strategy period
with MOH and other donors currently activein TB work (e.g., GTZ), if the need arises.

Expected Results
By the end of the 2004-2008 strategy period, the Mission expects the following results:
The regulatory environment &t the nationd leve will facilitate the improvement and
expansion of PHC services,
The MOH and regiona governments will have a greater capacity to plan, implement, monitor
and regulate hedth service ddivery, including hedlth cost financing;
New hedthcare financing mechanisms will bein place;
Cost accounting systemswill be functioning in targeted facilities;
PHC services will be ble to agreater proportion of the population;
The quality of PHC sarvices will be sgnificantly improved;
Client satisfaction with PHC services will be increased; and
Management, supervision, and technical skills of PHC providers will be strengthened.

Linkages

This SO 3.2 supports the MPP s Goa Paper 3 Performance Goal 2 of Economic institutions,

laws and policies foster private-sector economic growth, sustainable development, and poverty
reduction by contributing to its Strategy 3, Strengthen social safety-net and help individuals
adjust to market systems. This SO islinked to USAID Agency God: World Population
Sabilized and Human Health Protected, and to Global Hedth Fillar Support Objectives SSO 2,
Increased use of key maternal health and nutrition interventions and SSO 3, Increased use of key
child health and nutrition interventions. Efforts under this SO, through its IR1 Strengthened
institutional capacity to implement the GOAM MOH PHC reform agenda will have a cross-
cutting effect, contributing the Misson objective of Increased Democratic Governance. This SO
aso contributes directly to the GOAM goa of Provision of Minimal Welfare for the Population
asoutlined in its PSRP.

Strategic Objective 3.4: Improved Social Protection

The Social Safety Net Environment

Basic socid protection programs ceased to exist with the collapse of the Soviet Union, followed
by an amost complete collgpse in the Armenian economy. Assistance for the country’s
vulnerable population was elther eiminated or severely reduced, as anew Armenia struggled to
sudtain itsdlf and rebuild both its economy and its infrastructure. This was true aso of pensions
for the dderly, wdfare assistance for the most needy, assstance for the mentally and physicaly
chdlenged, subsidized housing, and unemployment benefits for those in career trangtion.

Chronicaly inadequate GOAM budgets mean that essentia socia benefits provided to the most
vulnerable populations remain woefully substandard. This Stuation isal the more darming

since the private sector has not devel oped enough to provide productive work, and the demands
on the dtate for assstance are il substantia. More than onein Sx Armenians (17%) dill lives
in extreme poverty. Providing for the very young, the disabled and the elderly are fundamenta
socid obligations that are embraced by Armenid s Ministry of Socid Security (MOSS). A large
fiscad deficit, though, prevents it from providing adequate core benefits. Pensions currently
average $13.50 per month, Poverty Family Benefits are $13 per month, and unemployment



USAID/Armenia
Strategy for 2004-2008

assgance is $5 per month. These bendfits are well below the minimum living standard of $34
per person per month.

The Minigtry is eager to create programs that encourage people to cross-train and/or retrainin
order to break their dependency on assstance. The Minigtry is adso committed to employing the
systems necessary to track “safety net” benefits and ensure that payments are timely, fair and
adequate. USAID’sinterest isin ensuring that state benefits are truly targeted on the most needy
and vulnerable, and in assgting the unemployed to obtain the right skills for the marketplace,

Over the lagt five years, Armenia, with USAID support, made greet stridesin socia insurance
systems managemert. The Nork Center for Information and Analysis was established, and its
daff developed the system for administering and tracking the poverty family benefit and socid
security cards, Smilar to those in the United State. Socia security cards will be used to
adminigter and monitor citizens benefits. The center so hosts a computer repair fecility that
maintains al computers for the MOSS and itsloca socid service offices.

To further develop synergiesin the socid protection environment, USAID assisted MOSSin
cregting apilot Integrated Socid Service Center (1ISSC) in Vanadzor (in Lori marz). This center
introduced data sharing I T systems and integrated family assistance benefit adminigtration,
pensions, disability determination, unemployment compensation, employment programs and
other socid services. An Actuariad Sciences faculty and program were established a Y erevan
State Univergity, and the program has matriculated itsfirst class of actuaries. These actuary
skillswill assist the Ministries of Socid Security and Healthin forecasting and administering
future benefits needs. Complementing these skills, the Nationa Statistics Service continues to
provide computer training and population datato GOAM saff.

USAID’seffortsin Socid Assistance Reform resulted in improved legidation and more
purposeful targeting of benefits. The number of families receiving socid ass stance decreased
from 210,000 to 145,000, and ass stance was refocused towards families with children. To
complement these efforts, the GOAM strengthened the audit systems and reformed the appedls
gystem. Yerevan State University established a Socid Work program and continuesto train
socid workersin both outreach services and benefits adminigration. Additiondly, acurriculum
for counsdling and benefit administration was crested.

Finaly, the immediate needs of vulnerable populations were addressed through programs such as
soup kitchens for the e derly, mobile medical teamsthat deliver basic hedth care servicesto
remote areas, and public works programs that offer temporary employment while improving
community-identified public fadilities

Strategic Objective

Over the course of the Strategic Plan, this SO will improve socid protection by strengthening
assistance systems for the vulnerable, offering vocationa training and direct work experience,
and enauring that essentid insurance programs are operationaly sound and responsive. Success
in obtaining this god will be measured by red increasesin GOAM benefits payments, fewer
Armenians below the food poverty line, effective use of socia security cards in tracking benefits
for the most needy and al insurance recipients, and reduced levels of unemployment. USAID’s
program will complete current projectsin benefit adminigration and data gathering/tracking. It
will complement these programs with intensive, short-term vocationd training, skills-based labor
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development programs, improved socia services created through better targeting, and socia
partnering with quaified NGOs to improve service ddivery.

Socid Protection is defined here as an overd| benefits system that addresses both the long-term
universal coverage needs that will be provided by the state to individuds (such as pensons for
the elderly) and the short-term protection needs (such as Family Poverty Benefits and socia
housng). This drategic objectiveis closaly linked with SO 3.2 (hedth) in ensuring the basic
framework for Armenian’s socid needs. Through its support of employment assstance systems
(especidly re-training), and helping labor markets to generate jobs for the unemployed, SO 3.4
isaso linked to the employment objectives of SO 1.3.

Development Hypothesis

To truly improve socid protection programs, the Misson will focus on three core aress:
improving socid assstance services to the most vulnerable, induding assistance with housing
when necessary; re-training labor in order to reduce the need for government subsdies; and
edablishing operationdly vigble socid insurance systems.  Effectively re-training the joblessand
the underemployed will have dual fiscd effects increasing the gainfully employed workforce,
which will result in a hedthy tax base, and reducing the unemployment benefits burden on the
GOAM budget. Smilarly, building socid insurance systems, such as pension reforms that build
financid security for the future ederly, are needed if the Structurd integrity of public financesis
to be established and preserved. The launch of the socid security card system, which will be
used to track and administer benefits, will be completed within two years.

Absent attention to these structural problems, the Armenian public sector, the donor community,
and NGOs will be mired in acute humanitarian crises. The Misson will work cosdly with other
donors and the GOAM, and expects to exit most of the socia insurance systems work before or
at the end of the strategic planning period. Also, the Misson’s vocationd training and labor
development program will be part of amgor multidonor effort that includes World Bank and EU
programs. Thesetraining and labor development programs will be designed so that women are
adequately prepared to enter new professions and are equaly regarded as qualified candidates for
al employment, even in traditionaly mae-dominated work sectors. NGOs will continue their
impressive work in direct assistance and advocacy. Additiondly, USAID will help promote
improved partnerships between the GOAM and NGOs to creste better targeting of the vulnerable
populations and their needs. These changes will ensure that resources are used efficiently and
effectively.

Critical Assumptions

The development hypothesis holds true under the following critical assumptions:
The MOSS will remain committed to strengthening and targeting its socid protection
services and programs,
Unemployment leves will not rise. (NOTE:  Future efforts in optimizing government
work forcesin the civil, educationa and medica sectors could result in ashort-termrise
in unemployment, whichis expected to be offset by an improved economy and more
private sector job opportunities);
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Remittance levds will remain gable. Any dramatic reduction in remittance leves will
result in an increase in demand for government assistance and subsidies, thus diminishing
the type and leve of assstance that can be offered; and

Population leveswill remain gable.

Illustrative Activities

IR 1: Improved Socid Assstance Programs for Targeted Populations

USAID, together with the government, donors, and NGOs, will work to better target meaningful
assstance to the unemployed and vulnerable groups, and to build a broad socid consensus and
socid conscience for such targeting. Building mutud trust and credibility through effective
service delivery will be akey component of this strategy. Nationd implementation of the socid
security card system will ensure benefits flow to the unemployed and the needy, while saving
scarce budgetary resources by providing clear targeting of recipients. USAID will dso help
MOSS to expand its organizationd capacity, including assstance in clarity of scopes of work,
sructura improvements, and long term program planning and implementation, asis noted in the
GOAM’s PRSP.

USAID will actively promote NGO/GOAM collaboration P
in socid partnerships and help cultivate improved
communications, to combat the fear, mistirust, and
misinformation that currently exists between government
and NGOs USAID will dso help NGOs and MOSS to
increase public awareness of services offered, laws,
individud rights and respongibilities, digibility
requirements and service restrictions. Programs such as
mobile socid workers and printed and audio materias will
help disseminate information about the socid assstance
program to populations often overlooked by the system
due to geographical, geopoalitical and economic redlities.

IR 2: Reduced Need for Government Subsidies

In order to improve Socia Protection in Armenia, not only
must there be better socid assistance and insurance
services, but there also must be a reduction in the number
of people requesting these services. Thus, USAID and MOSS, dong with other donors, will
enhance skillstraining and labor development programs. These programs, coupled with

vigorous private sector job creation, are critica for bringing unemployment and poverty levels
down. A reformed education system— largely the province of other donors— will be the

principal means of cresting skilled entrants into the [abor force. However, another substantial
cohort — the presently un- and under-employed, especidly older school drop-outs— needs itsown
killstraining programs. The centrd and regiond governments, and the NGO community, must

be involved in the process from the Sart so that they are able to continue the programs
independent of intensive outside support, and so that they are confident in their abilitiesto

identify employment needs, address employer concerns, provide appropriate training and market
their services and customers.
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Short-term voceationd training will help prepare adults whose skills have been displaced and/or
outdated by the recent, drastic changesin Armenia s economic Stuation. Since employment
centers (Republican Employment and Labor Agencies) already exist, USAID will partner with
the GOAM, donors, implementing partners, and — mog criticaly — private businesses to develop
demand- driven, comprehensive training programs that develop the skills needed to secure jobsin
the areas where the unemployed live. Thiswill hep prevent urban migration levels that cannot
be sustained by government resources. The first task will be to identify potentidly dynamic
indugtries and determine which absent skill sets are inhibiting growth. Training programs will
differentiate the supply and demand for labor within specific economic sectors and geographic
areas, and promote equa access, regardless of sex or age. The latter will be particularly
important for reducing the number of femae-led househol ds dependent on government subsdies,
and to mitigate the existing gender-based pay inequities. The vocationd training programs will
complement the World Bank commitment to improving secondary education through skills
training programs. USAID will aso assst in restructuring Employment and Labor Agenciesto
improve benefits distribution and access to information about job vacancies and employer
expectations. These sarvices will satisfy many of the training and employment readiness
concerns identified by both the GOAM (PRSP) and in USAID’s Human Capacity Development
report.

Labor development programs, including specific public infrastructure projects, will be targeted

to capitaize on the kills being taught in employment centers, serving not only as short-term
options for family income, but aso to provide the necessary work experience to help participants
begin career trangtions. Labor development programs will benefit socia service programs by
combining the opportunity to train workers and provide short-term work contracts with the
structural and operationa needs of socia service programs such as homes for the ederly,
orphanages, or centers for the disabled.

IR 3: Operationaly Viable Socid Insurance Programs Established.

The Armenian working public that expects, judtifiadly, that socia insurance programs such as
pensonswill be there for them when the time comes must have confidence that GOAM
adminigration is up to the task over the long haul. Otherwise, the delicate socid balance
between those who need access to the socia insurance systems now, and those investing in the
country’s socid insurance schemes for the future, will collgpse. With thisin mind, USAID will
work with the GOAM over the next five years to maintain and solidify its existing socid
insurance systems and embrace new support areas for the vulnerable, such as disability benefits.
The Mission expects to complete most of the components of its socid insurance program at the
end of this SO, but in order for that to occur, legd, inditutional and IT areasto prepare for the
sugtainability of socid insurance programs must be improved. Collection systems must be
strengthened and closaly monitored, particularly in the Socid Insurance Fund (SIF.)? To
combat corruption and ensure timely payments in the benefits sysem, USAID will support
accounting and budgeting reforms. USAID is committed to ensuring thet the tools are in place
for MOSS to continue to enhance and implement the socia insurance programs when USAID
leaves.

22 The SO 3.4 team will work closely with the SO 1.3 team and the GOAM to ensure that the administration of
insurance systems does not unintentionally burden SME formation or, especially, job creation with anon-
competitive total wage bill. Other anti-employment aspects of the labor code will be analyzed aswell.
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For socid insurance programs to be sustainable, there must be awillingness among the generd
public to trust the system to protect them and provide justly for them. Thistrust will not come
eadly, asmost Armenians are well aware of the system of graft that deters legitimate dams.
Educating the public about policies and regulations will encourage citizens to demand just
trestment from the system and to seek counsd when it fallsthem Also, USAID will support
systems that track benefit contributions and employment activity, log inquiries and complaints,
and address personnel issues such asjob responghilities, al of which will guide the efforts for
greater transparency.

Expected Results

By the end of the 2004-2008 drategy period, the Mission expects the following results:
Exigting Integrated Socid Service Centers (1SSCs) will be fully functional and provide
appropriate services,
More frequent socid partnerships between GOAM and NGOs will occur;
Accounting reform will be implemented and greater trangparency will be achievedin
budgeting for SIF;
Local government fisca and adminigtrative capacity to provide socia services will be
strengthened;
Living conditions for the elderly, orphans, the disabled and the very poor will be improved in
generd;
Financing of labor development programs will be less centrdized; and
Republican Employment and Labor Agencies will be restructured to improve ther capacity.

Linkages

SO 3.4, Improved Social Protection, supports the Embassy MPP Goa of Economic Prosperity
and Security as outlined in Performance God Paper 2, by contributing to its Performance God 2

of Economic institutions, laws and policies foster private-sector economic growth, sustainable
development, and poverty reduction through its Strategy 3, to Strengthen social safety-net and
help individual s adjust to a market system.

This SO supports the USAID Agency god, Broad-based economic growth and agricultural
devel opment encouraged, by contributing to EGAT/PR’ s objective of adequately addressing the
needs, capabilities, and vulnerabilities of the poor and contributing to the achievement of the
Millennium Development Goal of reducing poverty by half by 2015. It aso contributesto
EGAT/PR/PASS objective of reducing the risks and vulnerabilities of poor populations and
other disadvantaged groups to income shortfalls, short-term food deficits, and/or the loss of
personal or collective assets

Within this strategy, SO 3.4 supports SO 1.3’ s efforts to achieve Increased employment in a
competitive private sector by contributing to its IR 2.1.2, Increased opportunities for workforce
development. It supports SO 2.1’ s efforts of Improved Democratic Gover nance by contributing
to itsIR 1.4 Increased community involvement in addressing public issues and IR 2.2 More
responsive and effective local government. This SO aso contributes directly to the GOAM goa
of Provision of Minimal Welfare for the Population asoutlined in its PRSP.
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Program Support Objective4.2: Cross-Cutting I nitiatives

A number of important programs and initiatives have impact across the Mission’'s Strategic
Objectives. Since these initiatives support achievement of the overdl program vison, the
Misson has judged that it is inappropriate to formulate complete results frameworks for them.
Program Support Objective (PSO) 4.2 will fund activities that are broad in nature, which
contribute to the achievement of dl of the Mission's Strategic Objectives.

Gender Differentiation

In some program areas, such as materna and child hedith activities within SO 3.2 or labor
market development and employment creation programming under SO 3.4, gender
congderations may affect the gpproach taken within agiven activity. In others, such as
enhancing the role of women in political party building in SO 2.1, and widening the pool of
potential women borrowers as well as providing non-financid business development skills
programs to increase the productivity of women-owned small enterprisesin SO 1.3, specific
activities are designed to directly address gender issues. To ensure that gender is addressed, all
activities designed, implemented and assessed under this strategy will take into account
differences and inequdities between men and women. All results framework indicators will be
disaggregated by gender to the greatest extent feasible.

Trafficking in Persons

The Bureau of Internationa Narcotics and Law Enforcement Affairswithin the Embassy is
vigoroudy addressing trafficking in persons. USAID stands ready to address additional
Armenian needs as they emerge, such as providing economic opportunity to those deemed
especidly at risk of being trafficked, raisng public avareness, and warning or assisting actua or
potentid victims. Thisis an areawhere potentid exists for a GDA with interested Diasporan

parties.

Human and I nstitutional Capacity Building

Thisdrategy emphasizes performance improvement of individuas and indtitutions criticd to the
achievement of the Mission’s srategic objectives. Without mgor improvements inindividua
and inditutiondl performance, thereislittle likeihood of successful implementation of
government reforms. Heretofore, the Mission's participant training program has had more
generd sKills-building objectives. To improve performance, enhancements in knowledge, skills,
and dtitudes (KSAS) through training interventions are necessary, but not sufficient. The
Missonwill therefore use performance and indtitutiond needs andyses and will sress
coordination of KSA enhancements through training with other technica assistance interventions
designed to ameliorate non-KSA performance barriers.
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Eurasia Foundation

The Misson will continue to fund Eurasia Foundation activitiesin Armenia, in line with its core
grant.

Education

Washington guidance for preparation of the FY 2004-2008 strategy, especialy the “ parameters
message,” asked the Mission to review the coherence, structure, and priorities of its ongoing and
planned education sector-related activities. This guidance — and the Mission' s pardlel concerns
— reflects the emergence of more sharply-etched issuesin educationd qudlity, relevanceto the
demands of the new economy, and equitable access for the poor and very poor &t the primary,
secondary, and higher education levels. Approximately a decade after independence, reforming
formd education in Armeniaisincreasingly critica to sustainable job creation, ademocratic

cvil society, and long-term poverty reduction.

Under this Program Support Objective, the Mission has created anew FSN postion to, in part,
continue andysis of the problems and opportunitiesin the sector, and to facilitate the didogue
with mgjor sector donors (World Bank, EU/TACIS, and GTZ) and the GOAM. This new
coordination function aso will build on ongoing education aspects within other SOs across the
Mission’s portfolio to ensure that criticd programmatic gapsin forma education, where USAID
has a comparative advantage and where budget resource limitations permit, are being
systematically addressed. The following are examples of Misson educationd interventions,

most of which are part of other SOs, that will start or continue in the new strategy period include:
the American Universty of Armenia endowment; civic and economics education in secondary
schools, alaw faculty development program at Y erevan State University (Y SU); development of
accounting and audit curricula at Y SU; development of a unified family medicine curriculum at
the State Medical Universty (SMU); development of a business curriculum at the State
Engineering Universty of Armenia (SEUA); and assstance for curriculum reform, adult
education, and outreach programs of computer science departments at three universities— Y SU,
SEUA, and the State Indtitute of Economy (SIE). These USAID-managed activities complement
current FSA-funded public diplomacy (Embassy) activitiesin Armenia, notably the Project
Harmony (PH) School Connectivity Project, the Educationa Partnership Program (EPP), the
Junior Faculty Development Program (JFDP), the Middle School Leve Teacher Training
Program (MLT), Curriculum Development for Pre-Service Education, and Curriculum

Deve opment for School Adminigtration Leadership Training.

A summary of recent assessments and andyses in education commissioned by or otherwise made
available to the Mission can be found a Appendix VII. The Misson will continue consultations
with its stakehol ders on its coordinated work in the education sector.
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Appendices

Appendix |: Results Frameworks

Results Framework

USAID/Armenia has identified the intermediate results that will be used to achieve increased
employment in a competitive private sector. They areillugtrated in the following chart:

Strategic Objective 1.3:
Increased Empl oyment ina
Competitive Private Sector

IR1L:

Improved Business Environment

IR11:
More effective
policy, legd, &

regulatory
environment

IR12
More developed
financial and
capital markets

IR 2:

Growth of Micro, Small, and Medium Sized

Enterprises(MSMES)

IR2.1:
Improved
competitiveness

IR2.2:
Increased access
to finance

IR2.3:
Increased
capacity to
conduct business
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Results Framework

USAID/Armenia has identified the intermediate results that will be used to achieve secure and
sustained access to energy and water resources. They areilludrated in the following chart:

Strategic Objective 1.5:

Secureand Sustained Accessto Energy and

\A/atar Poeniirrac

IR 1: Improved Performance of I nstitutions
for Sustainable Energy and Water

IR 2: Improved Delivery of Heat
and Water Supply

IR 3: Increased Energy Security

M anagement
IR 1.1: More IR 2.1: Strengthened IR 3.1: Increased non-
| transparent commercia operations heat energy efficiency
governance of of sector entities

utilities provisioning

IR 1.2: Strengthened
management and
commercia
operations of energy
ingtitutions

IR 1.3: Strengthened
management and
commercia
operations of water
institutions

IR 2.2: Successful
demonstration of pilot

coneepts

IR 3.2: Successful
demon-stration of
renewable energy

concepts

B |

-

IR 3.3: Increased
regiona energy
cooperation and trade
(USG, other
governments, and
donors)

Appendix | -
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Results Framework
USAID/Armenia hasidentified intermediate results that will be used to improve democratic
governance. They areillugrated in the following chart:

Strategic Objective 2.1:

Improved Democr atic Gover nance

IR1:
Civic Participation
Expanded

IR 1.1
Stronger advocacy
NGOs

IR 1.2:
Targeted media
outlets operating in a
sustainable business
modality

IR1.3:
Increased civic
activism among
young men and

women

IR 1.4:
Increased community
involvement in
addressing public
issues

IR15:
Popular will and
action mobilized

against corruption

IR 2:
Targeted
Governance
Institutions
Strengthened

IR2.1:
More responsive
and effective
parliament

IR2.2:
More responsive
and effectiveloca
government

IR2.3:
More transparent
and effective lega

system

Appendix | -
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Results Framework

USAID/Armenia has identified the intermediate results that will be used to achieve increased
access to susainable, high-quality primary healthcare services. They areilludrated in the

following chart:

Strategic Objective 3.2
Increased Accessto Sustainable, High-Quality
Primary Healthcar e Services

IR1L:

Strengthened institutional
capacity to implement
GOAM/MOH primary

IhAnlthhAaar A v ~AF A e
IR 1.1
Improved capacity of
educational

institutions to prepare
PHC providers

IR1.2:
Improved healthcare

financing mechanisms
and practices

IR1.3:

Improved regulatory
environment for
health services

ddivery

IR2:
Improved service
delivery in priority
primary healthcare
disciplines

IR2.1:
Expanded and

enhanced services at
the primary care level

IR2.2:
Improved management

and administration of
services

IR2.3:
Outreach services

provided to vulnerable
populations

IR 2.4:
Increased consumer-

driven demand for
quality services and
healthy behaviors
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Results Framework
USAID/Armenia hasidentified intermediate results that will be used to improve socid
protection. They areillustrated in the following chart:
Strategic Objective 3.4:
Improved Social Protection
IR 1: IR2: IR 3:

Improved Social Assistance

Reduced Need for Government

Operationally Viable Social

Program for Target Populations Subsidies I nsurance Programs Established
IR1.1: IR2.1: IR3.1:
Strengthened mechanisms Expanded servicesin Developed framework and
for service provision employment centers infrastructure
IR 2.2 IR3.2:
IR1.2: Targeted labor development Increased transparency and
Increased public awareness programs accountability

of programs/requirements
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Appendix I1: Preliminary Performance M anagement Plan (PMP)

Strategic Objective 1.3: | ncreased Employment in a Competitive Private Sector

INDICATORDEFINITIONS
RESULT PERFORMANCE AND UNITS OF BASELINE 2004 2005 2006 2007 2008

STATEMENTS INDICATORS MEASUREMENT DATA
Year | Vaue | Target | Actual | Target| Actual | Target | Actual | Target | Actual | Target | Actual

SO 1.3 | Increased Employment | Number of FTE* jobs | Increased number of full

in a Competitive created, disaggregated time equivalent MSME 2003 |M1,600| M1,800 M2,50( M 3,100 M3,800 M4,600
Private Sector by gender employees resulting from F 400(F 700 F 1,000 F 1,400 F1,700 F1,900
USAID-supported T 2,000( T2,500 T3,500 T4,500 T5,500 T6,500
interventions
IR 1| Improved Business Number of new
Environment businesses established

in assisted areas
disaggregated by owner

gender
IR 2| Growth of Micro, Total value of sales,
Small, and Medium disaggregated by
Sized Enterprises domestic sales and
(MSMEs) export

NOTES: *FTE = Full Time Equivalent; A full PMP will be completed in collaboration with GOAM and implementing partners in FY 04,
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Strategic Objective 1.5: Secure and Sustained Access to Energy and Water Resources
INDICATOR DEFINITION
RESULT PERFORMANCE AND UNIT OF BASELINE 2004 2005 2006 2007 2008
STATEMENT INDICATOR MEASUREMENT DATA
Year | Vdue | Target| Actual | Target | Actual | Target | Actual | Target | Actual| Target | Actua
SO 1.5 | Secureand Sustained % of population with Percent of population with
Accessto Energy and | access to heat supply access to:
Woater Resources and potable water - 24 hr potable water; 2003 [ 10% 20% 30% 40% 50% 65%
- affordable heat. 10% | 15% 20% 30% 45% 60%
Unit of Measurement- % of
population.
IR 1| Improved Performance | Selected Armenian Key energy and water-
of Institutions for Institutions/Agencies/Ag resource management
Sustainable Energy sociations/NGOs ingtitutions (e.g., Regulatory
and Water functioning effectively | Commission, WMPA,
Management SCWM, BMOs, ESCOs and
Condo Assocs.) functioning
effectively.
UNIT OF MEASUREMENT -
Index of effectiveness:
1= established;
2=performed some functions,
3=performing most functions;
4=performing effectively all
functions
IR 2| Improved Delivery of | Number of customers Number of customers
Heat and Water connected to sustainable | — a Connected to sustainable
Supply heat distribution centers; heat distribution centers
number of customers —b. Receiving improved
receiving improved quality of water services
quality of water services
Unit of Measurement
— a Number of customers;
— b. Index of improved
quality of services:
1=number of customers
with access to 6h potable
water;
2=12h;
3=18h;
4=24h
IR 3| Increased Energy Generation needs MW of renewable generating
Security replaced by energy capacity (including
efficiency and hydroelectric) facilitaed
renewable energy pilots | through USAID assistance
and reduced consumption
from energy efficiency pilots.
NOTES: A full PMP will be completed in collaboration with GOAM and implementing partnersin of FY 04.
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Strategic Objective 2.1: I mproved Democratic Governance
INDICATOR DEFINITIONS AND UNITS OF
RESULT PERFORMANCE| MEASUREMENT BASELINE 2004 2005 2006 2007 2008
STATEMENTS INDICATORS DATA
Year | Vadue | Target | Actual | Target| Actual | Target | Actual | Target | Actual| Target | Actual
SO 21 | Improved Democra- Freedom House assessment of democratization. A
Democratic | tization genera score for democratization addresses political | 2003 | TBD | TBD* TBD TBD TBD* TBD*
Governance | Assessment | process, civil society, independent media, and * * * *
governance and public administration
IR Civic Percentage Definition: A list of basic information questions will
Participatio | of targeted be included in a survey to determine what
n Expanded | population percentage of targeted population exhibitsincreased
exhibiting civic consciousness and activism (as defined by %
civic of citizens with civic knowledge and skills,
consciousnes | exhibiting democratic values, and participating in
sand political activities).
activism. This indicator is based on illustrative indicators
included in the USAID/G/DG Indicators Handbook.
Unit of measure: Percent
IR2| Targeted Scorecard of | Definition: A scorecard will be calculated, based on
Governance | citizen various criteria dealing with different aspects of
Institutions | accesstothe | citizen access to decision-making processes at the
Strengthene| governance | national and local levels.
d processat al | Thisindicator isbased on illustrative indicators
levels included in the USAID/G/DG Indicators Handbook.
Unit: Index Score
NOTES: *Freedom House baseline data for 2003 will be available in 2™ quarter of FY 04 when out-year targets will be set. A full PMPwill be completed in collaboration with GOAM and implementing
partnersin of FY 04.
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Strategic Objective 3.2: Increased Access to Sustainable, High-Quality Primary Healthcare Services

INDICATOR DEFINITION

RESULT PERFORMANCE AND UNIT OF BASELINE 2004 2005 2006 2007 2008
STATEMENT INDICATOR MEASUREMENT DATA
Year | Vdue | Target| Actual | Target| Actual | Target | Actual | Target | Actual| Target | Actual
SO 3.2 | Increased Accessto | Utilization ratesfor Family | Number of clients by facility numeric| numeri numeri numerid numeric
Sustainable, High- Group Practices (FGPs), (FGPs FAPs, €tc) per yearin | 2003 * basdling c c baseling baseline]
Quality Primary FAPs, and other health program areas + 15% basdlin baselin + 30% + 35%
Healthcare Services | facilitiesin program areas. increase) e+ e+ increass increase
20% 25%
increas increas
e e
Improved clinical skills % of changein clinica skills
among family medicine of family medicine providers | 2003 * baseling baselin baselin baseling baselineg]
providersin FGPS and measured by direct +10% e+ e+ + 25% + 30%
staff of FAPs observation, periodic review 15% 20%
of clinical protocols’
adherence, etc.
Increased client % of changein client
satisfaction reported by satisfaction (measured by 2003 * baseline baselin baselin baseling baselineg]
facilitiesin program areas | survey) in program areas + 20% e+ e+ + 35% + 40%
compared with baseline 25% 30%
IR 1| Strengthened
institutional
capacity to
implement primary
healthcare reform
IR 2| Improved service
delivery in priority
primary healthcare
disciplines

NOTES: *baselines to be established within 1¥ quarter of FY 04; A full PMP will be completed in collal

boration with GOAM and implementing partners in FY 04.
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Strategic Objective 3.4: I mproved Social Protection
INDICATOR DEFINITION SAND
RESULT PERFORMANCE UNITS OF MEASUREMENT BASELINE 2004 2005 2006 2007 2008
STATEMENTS INDICATORS DATA
Year | Vdue | Target | Actual | Target| Actual | Target | Actual | Target | Actual| Target | Actua
Improved Social | Reduction in percent | Percent of people living in extreme
Protection of population below poverty. Monetary determination of | 2002 | 18% 16% 19% 18% 16% 15%
food line. extreme poverty is adjusted for
annual rates of inflation.
Note: Target figures are estimates
based on available information from
annual household surveys.
IR 1| Improved Social
Assistance
Program for
Targeted
Populations
IR 2| Reduced Need
for Government
Subsidies
IR 3| Operationally
Viable Social
Insurance System
Established
NOTES: A full PMP will be completed in collaboration with GOAM and implementing partnersin FY 04.
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Appendix V: Biodiversity Analysis

The USAID drategic program in Armeniafor 2004-2008 does not include a specific
environmental SO, nor does it have a direct focus on environment issues through any particular
Strategic Objective. Environmenta issuesthat affect biodiversity areindirectly addressed,
however, through a number of proposed activities, in particular those to:

Promote more efficient and environmentally sound management of energy and water
resources under Strategic Objective 1.5 (Secure and Sustained Access to Energy and Water
Resources);

Potentially develop ecotourism under SO 1.3 (Growth of Micro, Smdl, and Medium Sized
Enterprises), in the event  that tourism is identified as a suitable clugter;

Encourage civic participation at the grassroots level by strengthening advocacy NGOs,
working to encourage civic activism among youth, and increasing community involvement in
local concerns, to develop the linkages and facilitate advocacy efforts at the nationd leve
under SO 2.1 (Improved Democratic Governance); and

Address such crosscutting issues as anti-corruption, human and inditutiona capacity
development and a strengthened participatory relationship with the GOAM under PSO 4.2
(Cross-Cutting Initictives).

The program to promote more efficient and environmentaly sound management of energy and
water resources can be expected to have a positive impact on ecosystems and biodiversity, even
if it does not explicitly incorporate such concerns. In particular, the focus on support for
developing more effective delivery of heat and other non-heet energy efficiency and renewable
energy resource pilot projects will strongly and directly reduce the pressure for deforestation.
This, in turn, will create opportunities for enhanced conservation of forest ecosystems and
related biodiversity resources.

The new drategy’ s water sector activities focus primarily on enhancing the efficiency of potable
water supply companies. Asapractica matter, however, they necessarily involve aso providing
support to the nascent ingtitutions for integrated basin water management that have been crested
pursuant to the Water Code of 2002. These organizations include both national and locdl river
basin management organizations, which offer a clear opportunity to enhance loca capacity for
more effective water management. A key principle of the integrated basin gpproach to water
resources management is to incorporate an explicit accounting for the natural resource uses of
water, including ecosystem uses. This can be expected to contribute to improved management of
agueatic ecosystems and bio-resources.

Activities under the Strategic Objective to improve democratic governance will encourage civic
participation a the grassroots leve in variety of areas to be defined by loca stakeholder
interests. Although it is not possible ex ante to declare that these activities will include ones that
explictly improve the environment, local ecosystems, and biodiversity, it is possible and even
likely in the specific locations where these are priority local concerns. Past efforts to strengthen
advocacy NGOs and to increase community involvement in loca concerns have involved
environmentd activities. Further, civic activism among youth often involves a concern for the
environmen.
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The forces leading to environmental degradation, over-exploitation of natural resources and the
accompanying decline in ecosystem and species biodiversty are often linked to the corruption
associated with theillegd capture of rents through non-transparent resource extraction and use.
Thus, Misson crosscutting activities directed a anti- corruption, as well as those targeting human
and ingtitutiona capacity development and strengthening the participatory relationship with the
GOAM in developing programs should contribute directly to reducing threats to biodiversity.

The following recommendations are based on the full review and analys's presented in the
updated Biodiver sity Assessment Report of key biodiverdty issues and problemsin Armenia
and of the options available for enhancing Mission contributions to biodiversity needs under the
proposed USAID/Armenia Strategic Plan for 2004-2008. Given that the Misson's new drategy,
as noted above, does not have a specific environmental strategic objective, nor does it have a
direct focus on environment issues, it is proposed that activities with an environmenta impact be
integrated into the SOs as appropriate. The discusson above indicates clearly that there area
number of specific areas in which this approach can be expected to have a substantid, positive
effect on the environment and contribute to key biodiversity conservation needs.

1. Support community-based initiatives that build local participation for natural resource
management and biodiversity consarvation through grants to NGOs and other organizations.
This support can be provided through the planned energy and water sector programs, with regard
to thelr components related to expanding and degpening public participation in key management
decisonsfor these resources. As noted above, the focus on developing more effective hegt
supplies and enhanced energy efficiency will directly reduce the pressure for deforestation. This
fact can be used to leverage opportunities for enhanced community participation in conservation
of forest ecosystems and related biodiversity resources. Activities to strengthen the ingtitutions
of integrated basin water management aso offer a clear opportunity to enhance loca capacity for
more effective water management. Focusing even limited resources on efforts to incorporate
explicit accounting for the natural resource uses of water, including ecosystems, would

contribute to improved management of aguatic ecosystems and bio-resources. The Misson, in
implementing its energy and water programs, can aso pro-actively seek opportunitiesto
establish and expand partnerships (e.g., between internationd and Armenian environmenta
NGOs) to support these activities.

2. Support environmental NGOs to build capacity and develop local natural resource
management and biodiversity initiatives, in the context of srengthening civil society. Water and
energy activitiesthat affect natura resources management and conservation of biodiversity (as
described in point (1) above) can be coordinated as appropriate with activities to improve
demoacratic governance that seek to encourage civic participation at the grassroots leve in variety
of aress, as defined by loca stakeholder interests. In cases where these locally-defined interests
lead to activities that explicitly improve the environment, local ecosystems, and biodiversty,
efforts can be focused to strengthen advocacy NGOs and to increase community involvement in
loca concerns, as well as to improve the environment. Such assistance could range from smadll
grants programs to larger grants that would give selected NGOs the opportunity to develop more
detailed technica focus, including technical training and support, in ways thet combine civil
society strengthening and technica expertise.
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3. Review and analyze options to support information gethering, dissemination, and monitoring
systemsthat benefit dl stakeholder groups. The GOAM and MONP have taken initid stepsto
implement their obligations under the Aarhus Convention to increase public accessto
information and participetion in environmenta decisonmaking. Many of the forces currently
operating that contribute to environmental degradation, over-exploitation of natura resources
and the accompanying decline in ecosystem and species biodiversity are linked to the corruption
associated with illegd capture of rents, which can thrive only in an atmosphere of non-
transparency and suppressed public participation. Mission crosscutting activities directed at anti-
corruption, as well as those targeting human and inditutiona capacity development and
srengthening the participatory relationship with the GOAM in developing programs should be
used in program development to contribute directly to reduce the threats to biodiversity.

4. Continue to provide active support in information sharing and coordination among donors
and other organizations supporting environment in Armenia. USAID has been aleader in
organizing and participating in regular donor meetings on the full range of development issues.
In conjunction with other key donors in the environment sector — UNDP, the World Bank, the
German and other bi-laterd assstance programs, USAID will continue to ensure that donors
meet regularly with each other and with the GOAM and the MONP to discuss and harmonize
exiging and planned environmenta activities. This continued commitment to coordination and
information exchange will ensure that any proposed USAID interventions complement and
leverage other donor programs and avoid duplication.

5. Promote regiona cooperation as possble through information sharing, exchange vists,
conferences, joint Studies, and partnerships, focusing on potentia trans-boundary projectsin
water, energy or biodiversity conservation. Environment remains an area that presents
ggnificant opportunities for confidence-building measures at the technical level amed a
enhancing communication and laying the foundation for future cooperation between Armenia
and her neighbors, in particular Georgia, Azerbaijan, and Turkey. Armeniaand Azerbaijan have
dready engaged in very effective and enhanced technica level didogue on trans-boundary water
issues in the context of USAID-funded and other donor activities in the past three years.
Watershed protection, which can be extended to include sustainable forest management, wetland
protection, and biodiversity conservation, is an important element of improved water supply and
quaity and can be supported in the context of any broader, multi-donor initiative. In addition,
information sharing and environmental education cooperation offers alow-cost option for
increasing awareness and promoting environmenta initiatives, both nationdly and regiondly,
based on the experiences of the different countries. The potentid roles of the Regiond
Environment Center for the Caucasusin Thilis should be congtantly reviewed in this context.

Appendix V - 3



USAID/Armenia
Strategy for 2004-2008 Appendix VI

Appendix VI: Bibliography and Brief Summaries of Studies Used to Formulatethe
Strategic Plan

Armenia Labor Market Evaluation and Strategy Assessment
Education Development Center, Washington, DC, April 2003

Methodology and andysis:

A three- person assessment team used the anaytica framework caled SWOT (Strengths,
Weaknesses, Opportunities, and Threats) to organize and evd uate the importance of the wide
variety and types of information gathered for the labor market assessment. The team visited
Armenia and conducted interviews with government officias, USAID gaff, implementing
partners, and civil society groups. Before the team traveled to Armenia, they read extensively
and drew upon their respective experiencesto develop alist of potentid target industry clusters
and amenu of potentia interventions to strengthen the labor market.

Throughout, the assessment considers the labor market from three perspectives.

= The demand sde of the labor market, which provides the jobs, is the employer’ s need for
workers with certain capacities,

= Thelabor marketplace itsdlf, the connection between firms seeking employees and people
seeking jobs, and the regulatory, tax, and policy environment in which this occurs, and

= The supply sde of the market, which comprises workers, job seekers and potentia job
seekers. It o includes the education and training ingtitutions that help people gain the
skills and knowledge needed for employment.

Conclusons.

Indicators of labor market dysfunction abound in Armenia. The assessment team gave high

priority to options for crosscutting USAID technical assstance, to create a more efficient and

transparent labor market in Armeniaand thereby promote employment growth and poverty

reduction.

= Enhance the Capacity of Territoria Employment Centers,

=  Build Up the NGO Rolein the Labor Market as a Complement to the Public Sector;

= Enhance the Capacity of Business and Professona Associations to Provide Leadership in
Adoption of Best Practices in Workforce Development and Productivity Improvement;

= Encourage Development of Industry Clusters to Enhance Competitiveness,

= Use Public Service Employment More Strategicdly - as a Tool for Developing Marketable
ills, Developing Infrastructure for Economic Growth and Enhancing Locad Government
Capacity; and

= USAID should convene a series of conversations with groups of key Armenian partners and
other donorsto get their feedback on this assessment and to help USAID further refine and
prioritize the options proposed.

Human Capacity Devel opment Assessment
USAID, March 2003

Methodology and andysis:
The assessment was prepared by a three-member team that:
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» Reviewed the Mission resuts framework, including strategic objectives, intermediate results
and performance indicators,

* Reviewed key Misson strategic documentation, as well as recently completed technical
sector assessments and historical/operationa training documentation;

= Conducted interviews with relevant Misson personnd, training implementation contractor
and other implementing partners. The team dso interviewed representatives of organizations
and GOAM counterparts to which USAID has provided assistance; and

= Applied the performance improvement framework, focusng on its mgor implementation
stages.

Condusions.
= |ncreased HCD will increase Armeniads absorptive capacity for more development and
investment resources,
= Effortsto further strengthen inditutiona capacity can have a positive effect on reform
efforts,
= An HCD gpproach grounded in Performance Improvement will maximize the impact of
capacity building activities on both Armenian partner ingtitutions and sectord results;
= |mplementation of an HCD drategy will require changing USAID/Armenids focus from
training to human capacity development, by:
0 Changing the mindset of USAID, the HCD contractor and TA contractors
0 Changing the roles of the HCD contractor and the TA contractors (including utilizing new
programming options under PTP)
0 Changing procedures
The management implications of adopting an HCD approach include:
0 Changesin processes and the way in which projects are implemented
0 Monitoring and measuring changes in inditutiona capecity
0 Increased workload level for USAID activity managers and TA contractors

A Quick Education Sector Assessment
Aguirre International, March 2003

Methodology and andysis:

Work was carried out in Washington and Armenia between January 30 and February 26, 2003.
More than 50 meetings were held with: the Ministry of Education and Science (MOES) and
other Armenian education authorities, leaders, and experts, USAID, the World Bank (WB), the
European Union (EU), and other key donors, Armenian Diaspora organizations, public
diplomacy gteff in the U.S. Embassy; representatives of internationa and loca NGOs; alocd,
private consulting firm developing a higher education reform policy paper; and USAID
contractors.

In addition, the assessor reviewed documents, reports, and other relevant materia prior to and
during the assgnment, including recent assessments of the education sector in Armeniafrom
pre-school through tertiary levels.

Conclusons,
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The USAID-supported educeation initiatives were well designed and generally achieved their
objectives. However, as agroup, they could have accomplished more if they had been designed
and conducted within a broader educationa development Strategy.

The main needs of the education sector are to:

= Improve the qudity, relevance and efficiency of education services,

= Provide more equitable educationa opportunities for Armenian children and youthy

=  |mprove employment opportunities for graduates; and

= Increase the engagement of parents, communities, the private sector and the society at large
in assuring the educationd gods are met in afair, equitable and effective way.

USAID involvement in education (even if limited) would help sustain Armenian commitment to
educationd reform, help leverage other donor funds and provide opportunities for reform efforts
to draw on U.S. expertise in the sector.

USAID should focus its attention on genera education and/or higher education, rather than on
pre-school and vocational-technica education. Technical assstance and training should be the
principal componerts of any activity.

Options for asssting with genera education (grades 1-10) include:
Policy and dtrategic planning

Standards and curriculum

Assessment

Teacher training

Information technology

School decentrdization and governance

Education programs for out- of-school youth

Options for higher education include:

Policy and strategic planning

Targeted activities in support of USAID objectives
Student loan and scholarship programs

Renovation of academic staff

Reevant curricula and programs

Graduate education and research

Gender Assessment Report & Action Plan
Susan D. Somach, March 2003

Methodology and andlyss:

An independent gender specidist visted Armeniaand conducted interviews with government
officas, USAID gaff, implementing partners, and civil society groups. The specidist reed
extensvely and drew upon experiences to develop a framework for the assessment.

The Gender Assessment was developed within the framework of the following documents:

» USAID Automated Directive System (ADS), last modified 1/31/03;
= Maindreaming Gender: More Effective and Better- Targeted Development; and
=  USAID/Bureau for Europe and Eurasid s Strategic Framework.
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Conclusons.

»  Theresult of gender disparitiesis not only a human rightsissue, but also an under-utilizetion
of human capacity critica to successful development;

= Lack of time, due to the double burden of both family and economic responghbilities, is one
of the biggest barriers to women'sinterest and/or ability to pursue top postionsin business or
any type of elected position;

= |naddition to culture and tradition, lack of interest or politicad will congrains the promotion
of gender considerations,; and

= Opportunities for promoting gender considerations are facilitated by:
0 Armeniasgning and ratifying the Convention on Elimination of al forms of

Discrimination Againg Women (CEDAW)

0 The development of a Gender Plan of Action, which has been presented to the GOAM
0 The egtablishment of a Commission on Women and Children by the Ministry of Socid

Security

The reestablishment of a gender working groups and other gender initiatives by the local

UNDRP office

The Council of Europe and European Union stlandards on gender equdity

Foreign donor involvement in inditutiond, legal and regulatory reform

USAID's domestic violence programs

USAID'slocad governance activities

o

OO 0O

Assessment of USAID/Armenia’ s Direct Assistance Programs
USAID, February 2003

Methodology and andysis:

The assessment team was composed of aresident USAID saff member and a consultant with
extensive USAID experience. The assessment included meetings with USAID gaff, nationd
government officids, implementers, and program beneficiaries, both in Y erevan and the regions.
Poor weather and presidential eections that took place during the assessment reduced the
number of Ste vists and meetings with government officids from theinitid plan. However, the
team was able to draw on previous Ste vists and meetings to contribute to the findings and
recommendetions.

Conclusons:

Overdl, the direct assistance programs have supported the delivery of socid services and
primary health care to the most vulnerable, and provided short-term income to the unemployed
through public works activities. Although there are many lessons learned, the GOAM has been
dow to adopt some of these modelsin their development plans.

However, through the implementation of these programs, there are some critica lessons learned

which USAID can gpply to future direct assistance activities:

= Targeting to the person levd ispossible at ardatively low cog;

* Implementers must establish relationships with counterparts at the nationa and loca levelsto
support the sustainability of activities,

= Community involvement in the desgn and implementation of dl programsis criticd for
overal success,
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= Although programs may not be financidly sustainable in the near term, involving operating
partners in the design and implementation of al agpects of the programs will help to transfer
skills to those who remain after USAID funding ends,

* |norder to gain the maximum benefits for NGOs participating in the program, NGOs should
implement sgnificant components of programs and not smdl, sand aone activities, and

= USAID’ s breadth of programming and flexibility alows USAID to link direct assstance
activities with development activities.

USAID/Armenia Energy Program Assessment
USAID, February 2003

Methodology and andlysis:

USAID/W EE & EGAT provided ateam to perform an Energy Program Assessment on past and
to recommend future energy program activities. This Assessment included two visitsto

Armenia, including interviews with World Bank Country Representative; Washington Energy
Program Staff; Department of Energy & Nuclear Regulatory Commission Country Coordinators,
Department of State (EUR/ACE); GOAM Minigter & Deputy Minigter of Energy; GOAM
Deputy Minigter of Urban Deve opment; Chairman of the Armenian Energy Regulatory
Commission; the Generd Directors of ArmRusGasprom, Armelnet, Armenergo Nationd

Digpatch Center and Settlement Center; and USAID Contractors AEAI and PA Consulting.

Conclusons:

= |t gppearsthat the GOAM is committed to pursuing further reformsin the energy sector and
has the vison and politica will to continue to support privatization and energy/water sector
reform in pite of anticipated politically unpopular tariff increases and service terminations
(for nonpayment);

= Therole of the energy regulator will become more important in the future as it will need to
ded with the new "private" entrants to the dectricity system and other changes related to
commercidization, expanson and regulatory changes,

= Non-trangparency in the financid settlements and revenue adlocation system remains a
problem;

= Theovedl eficiency of the energy system coud be improved by subgtituting natura gas or
localized hot water, heat-only boiler heeting for eectric space heating and hot water supply;

= Therehabilitation and expansion of the gas digtribution system and the revision of tariffs and
regulatory guiddines are acritical priority for the GOA and donors,; and

= Affordability of energy by the poor and ederly isafundamenta problem. More attention
needs to be given to socid safety net implications of energy system development, particularly
for heating.

Assessment of Opportunities for USAID Assistance to Armenia in the Environment
USAID, January 2003

Methodology and andysis:

USAID/Armenia s Senior Energy Policy Advisor reviewed reports of work and analysis related
to the environment in Armenia. The review included assessments prepared for
USAID/Armenia s 1999-2003 Strategy, efforts under that strategy, work supported by other
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donors, policy and legd developmentsin Armenia, and independent analyses of environmentd
issuesin Armenia

In preparing the assessment, the author reviewed relevant background documents and

information on biodivergty, forestry, solid waste management, water supply and sanitation, and

indugtrid pollution and waste management. Due to time condraints, he did not specificaly

addressed watershed management, land management, toxic chemicass, energy, and radioactive

wastes. The mgor background documents referenced included:

= USAID Biodiversty Assessment for Armenia (1999);

* Republic of Armenia Nationa Environmenta Action Plan (November 1998);

= Republic of Armenia Rio+10 National Assessment Report (2002);

= Republic of Armenia Lake Sevan Environmenta Action Plan (April 1998);

* Republic of ArmeniaFirst Nationa Report to the Convention of Biologica Diversty (April
1998); and

= Republic of Armenia Interim Poverty Reduction Strategy Paper (March 2001).

Discussions were dso held with appropriate USAID staff members and stakeholders. The
individuas consulted included USAID/Armenia energy and water program Saff,
USAID/Washington environmenta program staff, Government of Armenia representetives,
implementing partners, and other donors.

Condusions.

=  Thewater program has redized substantial positive results and crested the strong desire on
the part of key Armenian counterparts for further support;

= Enhancing energy security remains crucid for Armenid s development and increased energy
efficiency and development of renewable energy resources are dementsto redize this god,

= While there remains awell-defined agendafor energy sector privatization and related
restructuring reforms; it is clear that this set of energy sector activitieswill declinein
importance over the next severd years and end before the end of the 2004-08 strategy period;

= Environment sector issuesin Armenia are set to increase in importance over the strategy
period 2003- 08, as the significance of effective environmenta protection and sustainable
natural resource management as cross- cutting ements of nationd policy grows,

= Armeniahas developed clearly articulated priority issues and proposed actionsin dl areas of
environmenta policy, incduding the development of the Nationa Environmental Action Plan
(NEAP) and the Lake Sevan Action Plan (LSAP); and

= Four potentid environmenta sector intervention aress are identified for consideration as part
of the misson’s new strategy: Sustainable resource- use management; Environmenta
management; Indudtrid pollution management; and Environmenta heelth.

Conflict Vulnerability Assessment
USAID, January 2003

Methodology and andyss:

A two-member team from Washington, DC conducted interviews during two weeks in October
2002 in Y erevan; the team aso held a brief conflict workshop with USAID/Y erevan staff and
selected partners, and traveled to Bagratashen and Noyanberyan in Tavush Marz to assess cross-
border trade and a town adjacent to Azerbaijan damaged in the Karabakh conflict.
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The team employed the conflict assessment framework devel oped by DCHA/CMM to help
organize and andyze therisks of civil corflict. The assessment evauates the type of risks of
conflict that Armeniafaces, and evaluates them rdative to past years and compared to other
countries. The Agency conflict assessment framework presents a synthetic view of the
conclusions of socid scientific research on conflict to date and the implications of thisanayss
for USAID programming.

The framework breaks down the most important categories of causes of conflict anayticaly to
facilitate the andyss of conflict risks. Four broad categories are the essentid building blocks of
conflict and might precipitate violent conflict on asgnificant sce. Each formsacritica Sepin
acausa chain that may ultimately lead to widespread violence. Without factorsin any one
category, conflict isfar lesslikely. When numerous factorsin dl four categories are placein a
region, country, or sub-region, and the risk of widespread violence increases draméticaly. The
incidence of conflict remains contingent, and might be sparked by awide variety of triggers.

Conclusons:

An andysis of potentid for violence related to each of the four causes of conflict revedls:

Moativesfor conflict: It isunlikely that these will attribute to conflict in the short- or medium-
term;

Organizations: SHf-imposed limits on party and dite competition limit the incentives to
use violence. Popular attitudes of disgust towards politics and particular
leaders encourage non-participation in politics rather than violence;

Ingtitutions: Opportunities for violence are congtrained by the relatively robust forces
of the state and other mechanisms within society; and
Regiond factors. It s;ems unlikely in the short-term that either Armeniaor Azerbaijan

would restart the conflict over NK. Should ingtability in Georgia devel op,
Armeniawould mog likdly try in the short term to minimize the risk of
conflict, rather than intervene.

Therefore, athough there are factors that suggest high risks of conflict, Armeniagppearsto bea
relatively stable country. However, if Armenia s democracy does not become more
representative and if the economy does not better provide for the population, grievances will
grow and therisk of internd conflict over the longer-term will become sgnificant. Changing
geopalitica circumstances coud either exacerbate or reduce pressures for conflict.

Implications for USAID: Given the relative sability in Armenia, USAID and the USG can push
hard for fundamenta reforms to produce competition in the politica and economic system with
little fear thet destabilization might lead to violence in the short term.

Armenia Rule of Law/Anti-Corruption Assessment
ARD, Inc., December 2002

Methodology and andysis:

An assessment team of four individuads conducted field assessment in Armenia from September
9 to September 27, 2002. In Y erevan the team met with GOAM cfficids, civil society
organizations, business associations, USAID/Armenia and the Embassy team, USAID
implementers and other internationa donors. In Vanadzor the team met with government
officias, NGOs and media. All members of the team attended interviews judged as most
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important. On other occasions at least two team members attended interviews, with rare
exceptions. Interviewing team members regularly briefed other members on interviews not
attended by the other team members.

I nterviewees were asked to provide information available from their perspective that relates to
rule of law and/or anti-corruption issues. Interviewers aso asked respondents to give their
opinions on the effectiveness of work and the amount of corruption in their area of focus and
their basisfor those opinions. Interviewees were asked to identify magor problems and suggest
solutions. They were dso asked to identify possible friends and opponents of reforms and the
possible factors that might motivate these players. They were asked to identify mgor congtraints
aswdl asfactors that might facilitate needed reforms.

Condusions.

The primary condraints to reform in the rule of law include:

= Lack of financid resources;

The absence of transparency;

Executive branch interference with judicid independence;

Systemic corruption is one of the most serious development challenges facing Armenig;

The GOAM has yet to demongtrate the sustained political will necessary to give corruption

the attention and resources it deserves,

= Thefusion of political and economic power and the lack of separation between the public
and private sectors are among the main causes of corruption in Armenia;

= Mgor condraintsto implementing public- private anti- corruption activities incude the
current low level of development of civil society organizations, the political passvity of the
Armenian public and the virtuad absence of any mutud trust between civil society actors and
public officids;

= Effectivey fighting corruption will require a much higher leve of commitment, leadership
and intervention than is currently demongtrated by the Armenian date, civil society entities
and donors, including the U.S. government;

=  Many of those who are in the strongest position to combat corruption are the very ones who
areits chief beneficiaries, and

= Themod sgnificant drivers of corruption in Armeniaare:
0 Public and private sector ingtitutions operate in an environment of low transparency and

accountability
0 Perverse public-private relationships plague the public sector and public sector reforms
areincomplete

An Assessment of USAID’ s Health Strategy in Armenia
Robert J. Taylor, Capri-Mara Fillmore, TatyanaN. Makarova, November 2002

Methodology and andyss

A three-person team visted Armeniafor three weeks in late April and early May, 2002. The
team was lead by a hedlth management and reform specidist, and included afamily
physician/epidemiologist, and a specidig in hedth organization and finance, with extensive
experience in the former Soviet Union. Prior to the visit, the team reviewed relevant literature.
During their time in Armeniathey conducted site vists and interviewed a broad range of policy
officids and hedthcare providers, in Y erevan and outlying regions. The team dso interviewed
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USAID officidsin Washington and Y erevan, gaff of implementing organizations in Armenia
and the U.S,, and other donors.

Conclusons.

= USAID's hedlth program activities are on track and do not need mgor redirection. In fact,
maintaining the continuity and momentum of current activitiesisvitd. Any dramaic shiftin
course or emphasis could weaken the gains that have been made and restrain further
progress,

=  The GOAM's hedlth reform agenda hes three mgor thrusts: Improving accessto primary
hedlth care services, Improving hedth financing; and Optimizing hedth care facilitiesand
personndl;

=  USAID should continue to support and complete the reform process that has started, while
also supporting activities that address the immediate health needs of the most vulnerable; and

= To hdp build understanding and advocacy for family medicine, USAID should continue the
current practice of sponsoring study tours and hands-on training to expose GOAM leadership
to family medicine training programs and practices Sites.

USAID/Armenia HIV/AIDSSTI Strategy
The Synergy Project, November 2002

Methodology and andysis.

A team of three specidigs reviewed literature, and conducted Ste vidts and interviewsin
Armenia. Interview subjectsincluded representatives from severa national minigtries and
agencies (Hedth, Defense, National Statistical Service), regiond bodies, and direct care
providers. The team dso interviewed internationa donors, international NGOs and contractors,
and local NGOs.

Concdlusons.

= Even though Armenia has been considered alow HIV prevaence setting, and is classfied as
aBasic Country, the results of arecent HIV seroprevaence survey show Armeniato be more
likdy in the early stage of a concentrated epidemic;

= Thisisacriticd timeto intervene to prevent further soread of HIV from subpopulations a
higher risk to the generd population; and

= The GOAM has taken decisive steps in the past year to adopt a sound national strategy for
HIV prevention in line with UNAIDSWHO recommendations.

Evaluation of USAID/Armenia’s Social Transition Program (STP)
MSI, October 2002

Methodology and andysis:

The assessment team began its work in Washington, D.C., meeting with USAID officers familiar
with the STP program. The team aso met with severd of the STP contractors and World Bank
experts, and reviewed STP documents provided by USAID. In Armenia, the team conducted
more than 150 interviews, with USAID/Armenia staff, implementing partner staff, counterpart
GOAM agency officids, Armenian practitioners and clients of project sites, and community
volunteers. The team aso conducted Ste visits and organized aworkshop with invited
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counterpart and implementing partner participants. The team aso reviewed dozens of additiona
documents acquired in the course of meetings.

Conclusons.
Social Sector
»  The pace of development of non-governmentd inditutions, indluding financia markets,
insurance markets and corporate governance, could congtrain increased individua and
employer provison of socid insurance and benefits,
»  Assuring implementation of the persona code and socid insurance accountsis critica to
continuing the reform process, and
=  Gapsinthe current STP socia sector reform program include:
0 Employment, unemployment and the labor market (viewed as a serious gap)
0 Coordination and involvement of the Ministry of Finance and Economy
o Traning for socid policy implementation/management of government leaders a the marz
and local government levels
o Contracting with NGOs, including for-profit firms, for the design and delivery of socia
services and benefits

Hedlth Sector
= |n gpite of successes, progress toward establishing the basis for an effective and efficient
hedlth care system has been mode<t;

= Until GOAM officias and hedth care professonds have a greater understanding of STP
objectives and gpproaches and their roles under the reformed system, the sustainability of the
hedlth care reform process will be uncertain; and
=  Primary congraints to health sector reform include:
o Inflated workforce with limited understanding of the reform process
o Thelimited inditutiond and financid capacity of the Ministry of Hedlth to implement
reforms

NGO Service Ddlivery

= Although most of the NGO programs are socid or humanitarian relief programs, they do
have the potentia of generating long-term positive economic impact;

= Theimpact of USAID programs could be increased through increased reliance on Armenia
NGOs, however these firg require strengthening; and

= NGOs have the best chance of developing productive relationships with government at the
local level, where they are most likely to interact on issues of common interest.

Armenia Pension Reform Assessment
Denise Lamaute, USAID/E& E Bureau, September 2002

Methodology and andysis.

The author reviewed literature and conducted Site vigts and interviews in Armenia, during July
2002.
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Condusions.

= |f Armeniaisto have afiscdly sound and sustainable pension system that provides an
adequate income for retirees for severa generations, then some very basic changes should be
made to the Armenian penson systent

=  Thependon sysemin Armeniais adminidrativey and operationdly inefficient;

=  More effective compliance and enforcement measures should be ingtituted in conjunction
with an integrated governmenta gpproach to tax collection and compliance; and

= A sable and growing economy with a shrinking shadow economy is needed for successful
pension reform in Armenia

Democracy and Gover nance Assessment of Armenia
ARD, Inc., June 2002

Methodology and andysis:

A three-person Armenia D/G assessment team visited Y erevan and completed field
investigationsin 19 days. Team members interviewed a broad range of informantsin four
groups knowledgesble about governance in Armenia. The team interviewed roughly 100
individuals. The team asked respondents to list the two or three most serious D/G problems
currently confronting Armenia. Next, the team asked why respondents thought the actors
involved in creating these problems behaved asthey did. Findly, informants were asked to
uggest changesin indtitutional arrangements that would lead key actors to modify their
Srategies over time to consolidate democracy and good governance. Assessment conclusions
and recommendations reflect team andlyss of these interviews and documents addressing D/G
issuesin Armenia

Conclusons.

= The primary obstacle to consolidating democracy in Armeniais the dominant executive.
With no effective system of checks and baances to restrain the executive's decison making
and behavior, it is possible that Armenia could become increasingly authoritarian;

= Consolidating democracy in Armenia requires progressive empowerment of citizens, and

= DG attivitieswill be morelikely to succeed if they address problems of immediate interest to
citizens, where positive payoffs are likdly.

Armenia Financial Sector Srategy Review
USAID, May 2002

Methodology and andysis:
A USAID Banking and Financid Markets Specidist (with support from USAID/Armenia staff)
reviewed the supervisory structure and options for the future for the Armenian financid sector.
The review was coordinated with World Bank and Internationd Monetary Fund, which are
activein Armenia. Anaysiswas based on review of the legd infrastructure and discussions with
key staff of the:

- Centra Bank of Armenia (CBA)

- Minigry of Finance and Economy

- Securities Commisson
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- Insurance Inspectorate

- Banking Asociation

- Locd representatives of EBRD, USAID, World Bank, and the IMF

- Leading locdly active banks

- Audit companies

-  KPMG/Barents advisors to the CBA’ s Bank Supervison Department.

Concdlusons.

=  Thecurrent focus of banking sector activities on on-Ste supervison istoo narrow, leading to
missed opportunitiesin other areas. Advisors must be pro-active and have the flexibility to
become involved in any issue affecting the safety and soundness of the banking system;

= Effortsin the area of capita markets have prepared the way for capita market activity.
However, there are currently few digible invesment grade companies to take advantage of
thisinfrastructure in Armenia. Banks operating as intermediaries between the few exiging
buyers and sdllers could be a more cost- effective gpproach to capital markets for Armenia;
and

=  Development of athree-pillar pengon system is premature until an adequiate financia sector
foundation isin place.

Stuation Analysis on HIV/AIDSin the Republic of Armenia and Strategy Proposal for
USAID/Armenia
Chrigtian Fung, USAID, April 2002

Methodology and andysis:

In addition to reviewing secondary information sources in English, the author aso interviewed

over 20 individuas over three weeks in February and March 2002, including members of the
Government of Armenia (GOAM), United Nations (UN) agencies, internationd private

voluntary organizations (PVO), and indigenous non-governmenta organizations (NGOs). Al
stakeholders were invited to a discussion with partners on March 15, 2002. The author presented
adraft strategy, followed by an exchange among participants.

Conclusons:

= Although HIV prevaenceis currently low, experience in Eastern Europe in the late 1990s,
where HIV ratesincreased dramaticaly, indicates that there is reason to be concerned and to
take preventive actions;

= The GOAM and locd NGOs have the capacity to carry out HIV/AIDS programs;

= Avalable data raise more questions than provide answers. Data qudity is questionable; and

» There are savera unknowns reated to HIV/AIDS in Armenia, including the implication of
proposed hedth reforms (i.e. optimization) for prevention and care of HIV/STIs, gender
differences associated with HIV/AIDS prevention, and characteristics of high-risk groups
and how to reach them

Armenia Agriculture Assessment Team Report
USAID, March 2002
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Methodology and andysis:

A team of 3 USAID/Washington representatives, an USDA agriculture expert consultant, and an
agro-forestry expert assessed the state of Armenian agriculture and reviewed USAID and USDA
programs that address the chalenges facing Armenian agriculture. The assessment included
meetings and areview of other donor programsin the area, as well as visitsto a broad sector of
Armenian agribusinesses.

Concdlusons.

= Whilethe agricultural sector will continue to be important, it will not be the engine of growth
for the long-term; production capacity is limited;

= |nthe short to medium-term, agriculture will continue to be the primary sector for
employment and the mgor contributor to Armenia's GDP,

= Import subgtitution and the development of exports (especidly to other CIS nations) are
essentid for continued agricultura growth;

= For the export market, value added products (cheeses, processed fruits & vegetables, wine
and brandy) offer the grestest potentid;

= Limited availability causes processors to compete for a consstent source of quaity raw
products;

= Traning infood safety, certification, quality requirements, packaging and basic management
skills are needed to devel op export markets;

= Land consolidation is needed to increase the quantities of raw materids available for
processng;

= Thereisaneed for trade associations (for both producers and processors) to influence needed
legidation and government policy;

= TheUSAID and USDA programs generdly do not overlap, but may compete for some of the
best projects; and

= The USDA MAP credit programs (Strategic Loans, Producer Credit Clubs, AgroLeasing)
should be subjected to an in depth assessment by athird party.

Market Assessment for Microenterprise Services in the Republic of Armenia
Chemonics Internationd, February 2002

Methodology and andysis.

The assessment team conducted a review of policies, laws, regulations and supervision practices
as well as socioeconomic trends within Armeniathat can influence the size, nature, qudity and
development of MF products and services. The team held consultations through individud
mesetings with microfinance stakeholders, including domestic and internationa non-government
organizations (NGOs), government funded devel opment agencies, project implementing
agencies, donors, commercid banks, foundations, limited liability companies, consultants, and
microentrepreneurs. The Assessment Team devel oped two questionnaires for the study, used to
collect comparable information and to quantify the responses.

Usng the “Financid Sysems’ paradigm, the team andyzed the policy environment from both
the macro and sectord points of view, including a discusson of fiscal and monetary policies and
policies affecting the agricultural and financid sectors, dong with issuesin the legd

environment and in current or draft banking regulation and supervision.

Conclusons,
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= Some of the activities that donors can support to create an improved enabling environment in
Armeniaare:
0 Policy awvareness seminars and workshops for government officias
0 Encouraging new legidation to enable savings mobilization by gppropriately regulated
MFIs, accompanied by a medium-term component to develop regulation and supervison
to implement the new legidation
o Direct work with the CBA to improve understanding of microfinance issues, and further
grengthening of the CBA in its capacity to supervise commercid banks activitiesin
microfinance
0 Support proposed legidation on leasing and pledges of movable property, aong with
development of regulations and supervision procedures to implement the laws
0 Investigate design of an eectronic payment or cash trandfer system within Armenia.
0 Support development a private credit bureau
o0 Consder support business development services (BDS) in the package
= USDA'’scredit activitiesin Armenia distort the market for loans to agriculture-related
producersin Armeniaand are not sustainable.

Commercial Legal and Institutional Reform Assessments for Europe and Eurasia:
Diagnostic Assessment Report for the Republic of Armenia
Booz Allen & Hamilton, December 2001

Methodology and andysis:

The assessment was conducted by ateam of six expatriate lawyers with assstance from
USAID/Y erevan and locd private-sector counterparts. The team reviewed laws, regulations, and
related literature, relying heavily on prior work, with assstance in updating from local assstants
and various legd professonds. In Armenia, the team interviewed numerous government

officids, NGOs, multilaterd and bilateral donor agencies, judges, lawyers, investors,
businesspeople and investors to assess the commercid legd environment of Armenia

Condusions.

=  Armenidslegd environment does not provide the stability needed to attract investment;

=  Thehighest priority for long term commercid law development in Armeniais not in the laws
themsdlves (except secured lending), but rather in inditutionalizing systems of making and
enforcing those laws aready on the books;

= Thenew commercid court system offers an excellent opportunity to start changing the legd
and judicia culture for enforcement of contracts;

= Armenian commercid legidation does not provide adequately for economic growth through
the expansion of credit;

= Any dfortsto improve the legd environment would have important spin-offs for other areas
of USAID interest, including anti- corruption, the court system, the legislative process, civic
education; and

= Evenwith good commercid laws and an improved inditutional environment, small market
gze will continue to congtrain trade and investment unless Armenia becomesinvolved in
regiond trading groups and devel ops strong trade links with neighboring countries.
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USAID-Armenia SME Sector Assessment
PricewaterhouseCoopers, July 2000

Methodology and andyss

The team undertook areview of current USAID Armenia economic reform activities reating to
SME development. They then assembled and reviewed over one hundred documents (including
assessments, studies, strategies, reports, sector and sub-sector surveys) provided by arange of
Armenian nationd organizations, internationad donors and fund providers,

Using the collected data, the levels of stakeholder involvement (in terms of donors, government
agencies, and private sector players) were defined; next stakeholder groups were further
andyzed and divided into Macro, Intermediate and Sectord segments (the sectord level was
further divided into industry sectors and sub- sectors).

The team supplemented the document review with meetings with over 150 representatives of the
three segments, ranging from an Advisor to the Presdent and various Ministers at the macro
level, organizationd representatives at the intermediate level, and actua owners and managers of
firms a the sectord leve.

At each leve, the SME Sector Assessment Team utilized SWOT andys's (one Macro-leve
SWOT; two Intermediate-level SWOTS, and ten sector and sub-sector level SWOTS) to focus on
issues within each sector and sub-sector. The process also alowed a broader review and
evaudion of the SME climate exiging within Armeniato facilitate desgns for potentia

resulting projects.

Conclusons.

The mgor externd threats to potentid expanson of SVIEs generdly fal under the responsibility
of GOAM. Thelack of a Strategic Plan for SME deve opment is ahighly sgnificant obstacle, as
isthe lack of congstency and/or fully trangparent laws and regulations regarding taxes and
customs. The latter perpetuates bribery and the gray economy. All should contribute to an
enabling environment for SME development but fal short. A restrictive policy on ‘ open sky’
increases trangport costs on imports and exports (nearly al of which are shipped by air) and
severdy limits new market development opportunities. The current inter-regiona border issues
practicaly stop new market development opportunities both with the lack of reasonably priced
ground transportation dternatives. Thisis particularly evident with the furniture and building
materias subsectors because of the weight of required inputs.

The team determined that the following sub- sectors show the most promise in terms of targeted
support:

= Textilesand Shoe Manufacturing (sub-sector of Light Industry);

= Jewdry & Gem Processing;

=  Tourigm; and

= |T & Software Design (sub-sector of Communications Industry).
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Appendix VII: Analysisof the Education Sector
[ The Role of the Education Sector in Economic Growth

Two decades ago, the U.S. was reminded that “Learning is the indispensable investment required
for successin the "information age” we are entering.”*® There is widespread agreement that
education isimportant in facilitating economic growth, and of the need for educationa reform.
Indeed, the importance of education and the need for reform are recurrent themesin developed
countries amogt as much asin trangtiona and developing economies.

Beyond education’ s importance in an information-based economy, A Nation at Risk quoted
Thomeas Jefferson on itsimportance for civil society:

| know no safe depository of the ultimate powers of the society but the people themsdlves, and if
we think them not enlightened enough to exercise their control with awholesome discretion, the
remedy is not to take it from them but to inform their discretion.

The report spurred a discussion that continues®* Education is no lessimportant now, and no less
important for developing and trangtiond countries than for the United States.

The recognized importance of educetion is reflected in the vigor of the discussion, and in
assessment of education in development assistance. A USAID overview recognized the
methodological difficultiesin isolating the contribution of education to economic growth.?
Sources of andytic difficulty include variable lags between education and resulting economic
growth, issues of data comparability among national data sets, variable data qudity, lack of a
standard measure of educationd qudity, and the contribution of informa education. Thereview
notes that studies “found that the qudity of education was aso important, and in some cases,
more important than quantity.”2°

Education is obvioudy a complement to other human and socid capitd. Significantly, even with
effective education, “high levels of entrepreneurship are necessary to absorb [&] rapid expansion
in skilled labor.”?” Nelson and Pack, examining countriesin SE Asia, aso attempted to estimate
the significance of work experience. They conclude that an effective formal education sector is
necessary, but not sufficient, for economic growth. Education must be accompanied by support
for an environment in which entrepreneurs can create opportunities for skilled workersto be
productive, and in which al workers have an opportunity to participate.

Inits Poverty Reduction Strategy Paper (PRSP), adopted in August 2003, the Government of
Armenia embraced education as atool for economic growth. “Ensuring quality education and
enhancing its accesshility in the medium and long run are among the most important factors for

23 A Nation at Risk: The Imperative for Educational Reform, National Commission on Excellence in Education,
1983.
24 1998 saw publication of “A Nation Still at Risk” by the Center for Education Reform. An example of ongoing
discussion is“ Twenty Years after a Nation at Risk”, Christian Science Monitor, April 22, 2003.
22 Human Capital and Economic Growth: Theories and Evidence, USAID/W/EE/DGST, 2003.

Id., p. 3.
271d., p. 4, citing Nelson and Pack, Ec J, July 1999.
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economic growth, as wdl as poverty and inequdity dleviation. Further development of the
sector is perceived as the utmost priority for economic progress.”?®

A

Analysis of the Education Sector

Soviet Legacy and its Aftermath

Armenia s education system has been greatly affected by the economic and socid trauma
following independence from the Soviet Union in 1991. Armeniawas known for atradition
attaching high vaue to education, for having aliteracy rate close to 100 percent, and for a
comparative advantage rooted in its well-educated population. A devastating earthquake in 1988
was followed by trade disruption with the collapse of the Soviet Union, an unresolved war over
Nagorno Karabagh, and resulting closed borders with Azerbaijan and Turkey.

Armeniafaced adragtic deterioration in its education system aong with other public services.
The dramatic decrease in funding for education has made it nearly impaossible for the country to
maintain universal genera education, or to meet the requirements of an emerging market
economy and democratic society. The following problems faced by the education system stand
out as particularly troubling:

severe decline in public funding for educeation;

deterioration of physicd infrastructure;

closure of schools and universtiesin winter due to energy shortages and lack of hest;

lack of textbooks and teaching materids, and poor quality of those available;

low teacher sdlaries resulting in many highly quaified teachers/university professors leaving

the system for better paid job opportunities; and

inadequate teacher training.

Armenid s well-established educationd system avoids the task of building a system from scratch,
but dso includes the burden of reforming an operating indtitution. The current structure of
Armenia’s system could be described as afusion of the former Soviet system and some eements
of western practices, both European and American.

Pre-school (kindergartens);

Threetiersof general education (often times referred to as secondary education)

dementary school (grades 1-3)

middle school (grades 4-8)

high school (grades 9-10);

Vocational education

preliminary professiona beginning both in 8" grade and after completion of high school
(craftsmanship)

middle professional (after 10" grade in technical schools and colleges);

Higher education/Universities

Specid education and out of school education are considered to be an integral part of the system.

28 poverty Reduction Strategy Paper, Government of Armenia August 2003, p.79.
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Pre-school education has suffered most from the blows of the last decade. Mogt of these
inditutions (825) were transferred to loca governments, which generally lack the resourcesto
maintain them and now charge fees for enrollment. The number of pre-school indtitutions has
declined 34.2 % since 1991, with enrollment down 18%, to 53,000.

General education in Armenia does not distinguish between “primary” and “ secondary”
education. Schoolsin Armeniaare unitsinclusve of dementary, middle and high levels,

separate schools for each leve do not exigt. Thisis an important fact in examining enrollment
data, whether primary or secondary. Today Armeniahas amost 1,400 secondary schools with
560,000 students attending. The number of ingtitutions has increased 4.7%, in comparison to
1991; enrollment has declined 4.2%. Moreover, Armenia s generd education system faces many
and diverse problems, including inadequate funding, system inefficiencies, outdated curricula

and inadeguate assessment methods.

Vocational education has been affected dramaticaly, with the picture particularly blesk in
preiminary vocationa education. The 56 indtitutions now operating in the preliminary

vocationd system are 40% of the number of 1991. Enrollment has declined 93%, with the
number of students attending now at 4,494. Alongside 77 state colleges or professond schools,
63 private vocationa ingtitutions were created, most of them in different parts of the country.
However, enrollment has declined 13% since 1991.

Accompanying these quantitative indicators are a number of quditative determinants
contributing to the sector’ s decline. Undoubtedly, there has been a decrease in demand due to
economic collgpse. This results both from the inability of prospective studentsto pay, and the
irrelevance of the training for likely job opportunities. In addition, there has been an explosion
of private universities to attract those young people who formerly might have been enrolled in
vocationa education.

The developmentsin higher/univer sity level education have fdlen into the paitern typica of the
overdl system, but aso have their unique characterigtics. The system is comprised of 16
public/state universities with gpproximately 42,000 students. In addition, more than 70 private
universities have opened in the last decade. Enrollment in public indtitutions has decreased 35%
snce 1991, primarily because of the introduction of paid tuition in State universities and the
expangon of private universities. Even though tuition was necessary for surviva of the system,
the univergties dill face an array of problems, including outdated programs, curriculaand
teaching methods, loss of the best faculty, inadequate equipment, literature, and teaching
materias, and limited access to information technologies.

B. The Current Stuation

The need for educationd reform is obvious, and the GOAM recognizes thisneed. The executive
and legidative branches support education reform. The GOAM explicitly identified education
reform in the PRSP. “The main objective for the education sector isto upgrade quality of
education and enhance the access to it.”?° Further, the State [National] Program for Educational

29 PRSP, p. 33.
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Development for 2001-2005 (National Program, discussed below) was approved by Parliament
and has the status of law.

Even though there is broad agreement on the need for reform, andytica issues (including data
qudity) are present in Armenia as much as dsewhere. There are anumber of anomaliesin
aternative measures of secondary enrollment rates. The Misson isworking with Washington to
understand and reconcile these anomdies.  The Quick Assessment for Armenia (QA) notes that
“Primary school enrollment is said to be in the 80-85% range, which is down sgnificantly from
virtudly universal enrollment during Soviet times”3° The PRSP, though, reports virtualy
universal enrollment in generd education.®* The PRSP reports 2001 enrollment of 98.7% for
ages 8-15.3% Students ordinarily graduate at age 16 or 17, accounting for the enrollment rate
dropping to 91.6% at age 16 and 88% at age 17. UNDP s 2003 Human Devel opment Index
shows Armenia s literacy rate a 98.5% of those age 15 and above. This data strongly suggests
that those educated in post- Soviet years did well, despite the deteriorating system.

A smilar data divergence was reported but not discussed in aWorld Bank paper.®® For Armenia,
the 2001 net enrollment in grades 1-9, reported from household surveys, was approximately

95%, substantially higher than the gross enrollment rates reported from officia data* The paper
notes the Uzbekistan survey reports lower attendance rates than the official data, and treat thisas
indication of nontattendance. The Armenia data, on the other hand, report a higher attendance
rate from the household survey than from the officid data.

The most plausible explanation for this data anomaly in Armeniaisthat officia datainclude
families with children who are “temporarily” absent. That is, families with children are officidly
counted as resdent in an areg, even if they are “temporarily” living in Russia or e sewhere (and
therefore not attending schoal). The absence of the children from school is accurately included
inofficid data. The 2001 Armenian Census reports more than 200,000 citizens temporarily
outside the country, with approximately 3,000,000 present. Anecdota evidence suggests that
“temporary” emigration may explain some of the “missng” sudents. The children accompany
parents el sewhere for work, but are officialy counted asresident. Often, the mothers return with
the children when they are school-age. Other anecdotd evidence suggests that the rdatively low
rate for younger agesis dso related to universa mae conscription after school completion
(which provides an incentive for a delayed start to delay completion). As noted above, the
USAID/Armeniais working with Washington to understand and reconcile these anomalies.

Both of these scenarios (conscription planning and emigration) are consstent with Armenia's
observed enrollment rates by age. Enrollment in pre-school is quite low, at 11.2% for four-year-
olds and 17% for five-year-olds.*®> Enrollment rises to 30% a age six, even though primary
school enrollment formally begins at age seven (at which age enrollment is 47%;.36 The
enrollment rate for eight-year-oldsis 93.4%, rising to 98% for nine-year-olds.®’ Persistent

30 A Quick Education Sector Assessment, Richard Dye, USAID, March 2003, p. 3.

31 PRSP, p. 81.

%14,

33 public Spending on Education in the CIS-7 Countries; The Hidden Crisis, Burnett and Cnobloch, WB 2003.
34 Burnett and Cnobloch, pp. 7-8.
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emigration underlines another aspect of Armenia s Stuation: Many of the most employable
citizens emigrate to find work, while there is chronicdly high unemployment and
underemployment among those who remain. The Armenian education system, with its many
flaws, is producing more workers than Armenia can absorb, and these workers have exportable
job ills.

The PRSP recogni zes that the education sector is sgnificantly overstaffed and thet teachers are
undercompensated. Armenia s schools have an average of 11 students per teacher, compared to
14.3 in OECD countries®® Armenia schools aso have one non-teaching staff for each 18
students® In 2002, the average teacher sdlary in Armeniawas 41% of per capita GDP, well
outside the OECD range of 96-145%.%°

Even with dl the problems, reform is underway in the Armenian education syssem. Through a
World Bank (WB) program (discussed below), measures were undertaken to improve the
financid condition of schools, creeting incentives and mechanisms to alocate recourses more
efficiently. The concept of per-pupil funding (instead of per-class) was introduced first on pilot
bass, and was later expanded to cover more than 150 schools. By 2005, most of Armenid's
schools are expected to have trangtioned to the new funding modd. To dleviate the financid
burden for students and their families, the National Program envisions other measures related to
the system of fees and paid services in pre-school and higher education. The GOAM
acknowledges weskness in education management, and included reform in its nationd plan for
education. The WB-financed program supported the establishment of school boards/councils
and decentraization of authority. UNICEF aso worked with school councils and student
councils. Thereis abundant evidence of progress, aswell as of the need for further progress.

C. Critical Issues

The GOAM in its PRSP identifies three primary goas for education reform: A refocus toward
market requirements; enhanced quality to reach international standards, and improved
accessibility.*! The GOAM intends to pay “specia atention to educationa and training
programs with the objective to smooth the gap between the job opportunities (supply) and
requirements of labor market.”*? Thisis consistent with Nationa Program priorities. The
Nationd Program includes extenson of the per-pupil funding modd and improved management;
local control of schools and measures to increase accessibility; trandtion to a system with eeven
years of genera education; focus on market requirements for higher education; and modernized
curriculaand teacher training programs. These findings are remarkably smilar to the “main
needs’ identified in the QA: “1) improve the qudity, rdevance, and efficiency of education
sarvices, 2) provide more equitable educationa opportunities for Armenian children and young
people; 3) improve employment opportunities for graduates, and 4) increase the engagement of

®1d., p. 79.
¥4,

4014,

41 PRSP, p. 81.
4214,
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parents, communities, the private sector, and the society a large in assuring that educationa
gods are met in afair, equitable, and effective way."*3

The capacity to manage reform in generd educetion is closdy linked to system inefficiency.
Thisiswhy the reforms started by the GOAM and later supported by the WB focused (and will
continue to focus) on rationdization of staffing patterns, increasing the current pupil-teacher
ratio and the workload of teachers, and consolidating underutilized schools. Savings generated
by these measures will be directed to increasing teacher sdaries, upgrading teaching materids,
and maintaining fadilities and eguipment.

Other gods st out in the National Program are;
Trangtion to 11 years of schooling in genera education;
Study of market requirements for those holding bachelor’s, certified specidist and master’s
degreses,
Update of teaching plans, curricula, teaching materias to adjust the structure and the content
of education to the needs of a market economy;
Devedopment of a unified fee discount system, provision of textbooks, socid assistance to
vulnerable children, and adequacy of curriculain secondary and specid schoolsto ensure
access and inclusiveness in education; and
Improvement of teacher training methods, modernization of the content and structure of
teacher training programs, reorganization of the teacher retraining system, and establishment
of socia protection mechanisms to provide educationd ingtitutions with adequate human
resources.

The limitations rooted in current legidation and the exigting regulatory framework are clearly
understood by the GOAM. Refining the existing legidation, drafting and passing new legidation
(particularly regulating private and vocational education), protection of education entities,
clarification of roles and responsbilities, establishing standards, and ensuring consstency
between education legidation and related legd acts (e.g., the Law on Locd Sdf-government and
the Law on Norn-Commercia Enterprises) are seen among the priorities for system reform.

To reterate, the Quick Assessment identifies four “main needs’ of the education sector which
are generdly consgtent with the PRSP and the Nationd Program on education. The QA ligs:
“1) improve the qudity, rdlevance, and efficiency of education services, 2) provide more
equitable educationd opportunities for Armenian children and young people; 3) improve
employment opportunities for graduates, and 4) increase the engagement of parents,
communities, the private sector, and the society at large in assuring that educationa gods are
met in afair, equitable, and effective way.”**

Of these four “main needs’ two require action outside education. Employment opportunities for
graduates cannot be improved significantly within the education sector. The problemis
fundamentally an issue of stimulating economic growth to create employment opportunities, not
of educating students for unfilled positions. As noted above, there is persstent emigration from
Armeniato find work, and chronicaly high unemployment and underemployment among those

A, p. 14.
“0A,p. 14.
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who remain. Thereisno evidence of skilled postions routindy going unfilled in Armenia. With
al itsflaws, Armenian education produces more skilled workers than the economy can absorb.

USAID/Armenia, of course, recognizes the importance of education in economic growth (as
well asin the development of civil society). In Section I, above, we reviewed this area, and
endorsed the GOAM'’ s embrace of education asatool for stimulating economic growth.

Improving the efficiency of education servicesinvolves, among other things, terminaing
employment for alarge number of education sector staff. During the summer of 2003, the
GOAM diminated 4,000 teaching positions, leaving 54,000. The Misson agrees that improved
education will require staff reductions as well asimproved training for teachers and
adminigtrators. Consigtent progress in this areg, though, would be nearly impossible without
improved employment opportunities for displaced teachers and administrators as well asfor new
graduates. The focus on employment opportunitiesin the USAID/Armenia Strategy for 2004-08
(the Strategy) directly addresses the need for improved employment opportunities.

Theremaning “main needs’ identified in the QA are explicitly addressed by the GOAM through
a WB-financed project discussed below. Revised curricula, improved teaching methods and
better management are an important part of this project. Improved access to education is another
element. Decentralized control, with more community involvement, has aready begun and will

be extended in the continuation project.

To address underfunding of the system, the GOAM is planning to increase public funding of the
system both as a percentage of GDP dlocated to education and as a share of the state budget.*®
Increased funding for education, though, is necessarily linked to economic growth and enhanced
governmenta capacity. Effective education reform must be linked to broader strategic goals, to
alow management of the process, funding of reforms, and jobs for the graduates and displaced
teachers.

Theinability of Armenian graduates to find adequate work in Armeniais universaly recognized.
A Labor Assessment of Armeniarecognized that a significant impediment to employment isthe
dysfunctiond labor market, in large part alegacy of the Soviet mode rather than a set of market-
oriented mechanisms. The “highest priority recommendations focus on improving the capacity
of labor market intermediaries, sarting with the GOAM Republic Employment Center and
territorid employment centers”*® Improving education isimportant, of course. The GOAM
places a high priority on education, which is “an important and necessary activity that is being
pursued as a high priority by both the World Bank and the European Union —in generd
education and vocationa education, respectively.”’ Because of the high level of other donor
involvement, in SO many aress of education, the Labor Assessment generdly recommends
strategically sdlected “niche” roles for USAID, rather than a generic education objective*®

5 PRSP, pp. 79-83.

46 Armenia Labor Market Evaluation and Strategy Assessment (Labor Assessment), Education Development Center,
2003, p. 4.

47 |_abor Assessment, p. 50.

“81d., p. 50.
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USAID has identified and sdected interventions that focus on addressing this need for better
employment linkages between the populace and jobs asits best “niche’ role.

Ovedl, the problemsin Armenia s labor market have more to do with the weak functioning of
that market than with the qudity of labor available. A high qudity, educated labor forceis
Armenid s historical strength, fully gppreciated by the GOAM. Thereis awell-documented need
for reform in education to improve the competitiveness of the labor force, and to improve the
functioning of the labor market. The education sector has problems resulting from Soviet
ingtitutions and a decade of hard times after independence. Internationa donors, though, are
supporting the GOAM in abroad range of educationa reforms. To be most useful, USAID
assstance in education should be targeted to Situations with promise of impact, such as
improving labor market performance or developing skills for an emergent compstitive cluster of
businesses.

[II.  GOAM and Other Donor Activity
A GOAM

The Armenian government has undertaken several measures to address issues in education.
Three mgjor documents establishing polices and prioritiesin Armenia s education sector were
passed by the Government of Armenia (GOAM) over the last 5 years.

The Law on Education was adopted in 1999;

The State (National) Program for Educational Development for 2001- 2005 was approved by

Parliament in 2001 and has the status of law; and

The Poverty Reduction Strategy Paper was approved in August 2003.

The GOAM'’sreform agenda is well-defined, even if dightly ambitious. The State Program
admits the insufficiency of budgetary resources for implementing the reforms and calls for
exploration of extra-budgetary resources, without, however, lowering the level of public funding.
The implementation of reforms requires extensve donor involvement a dl levels, ether through
carrying on existing programs or designing and implementing new programs. Donor activity in
education has addressed dl levels. Contrary to a USAID report*® daiming that “higher education
and research recelved substantially more aid than any other sub-sector” and that “no funds were
recorded for secondary education,” the World Bank project (later referenced in the report and
discussed below) has targeted general education, and extensive further assistance has been
approved.

The GOAM recognizes that the *reduction of public spending in the education sector gaverise to
deterioration of the quality of education services”° It will be undertaking a second phase of
education reform, contributing $3-$4 million in addition to a $52 million World Bank loan
(discussed below). Armenia s 2002 expenditures on education, though, are only 2.2% of GDP,
compared to the OECD average of 4.7%. The PRSP calsfor thisfigure to rise gradudly to

49 Assistance to education in the Transition Countries from non-US Donors, USAID 2003.
0 PRSP, p. 79.
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3.8% by 2015.%! The executive and legidative branches support education reform.
Decentralized decisionmaking is making progress in Armenia®?

B. Donor Activity

The World Bank has been and remains the main player in generd education in Armenia. The
GOAM completed a WB-financed five year program (1998-2002) with three main components.
This project, while addressing fisca and efficiency issues, focused on textbook publication and
provision, introduction of new financid mechanisms, decentrdization of schools, and
rationalization of the school sysem. The project, however, has had alimited impact on such
qudlitative aspects of general education as curriculum content, teaching methods or assessment
methods.

The WB approved $1.2 million for a Project Preparation Fecility in anticipation of afollow-on
project that has recently been approved. The follow-on WB project was initidly planned for
$10-12 million and expected to run through 2007. Recent contacts with Bank management,
though, point toward a dramatic increase in thisamount. The WB now anticipates $52 million
over aperiod of 10 years, in three stages. Successful completion of each phase will bea
condition for funding the next. The rationale behind the Bank’ s decison isthat GOAM hasa
wedl-articulated and prioritized reform strategy, and that it intends to build upon the successes of
its previous project by focusng more on implementation of reforms.

The new WB project will have four principa components, in addition to asssting the Minisiry of
Education and Science (MOES) in project management and implementation:
- Development of anationd curriculum and an assessment system designed to develop and
measure the knowledge and competencies for the new economy;
Integration of Information and Communications Technologiesinto the teaching and learning
process,
Modernization of teaching practices, and
Assstance to the MOES to deepen ongoing reform for decentraizing school finance and
management and improving the efficiency of the sysem.

The EU has made education one of its priority areas, focusng on vocationd and technica
education, higher education, and information technology (IT). Thisreflects Armenia’s decision,
as part of its campaign to join the Council of Europe (CE), to develop its higher education
system dong European lines.

The EU, through TACIS, has been involved in vocationd training and education (VET). *Donor
assgtance to the VET sector has been limited up to now, with the EU and the German technical
ad agency (GTZ) asssting smdl projects. However, thisis due to change dramaticdly, with the
EU’ s decision to make the sector one of its priorities”®® Intervention in this sector started with
the establishment of the National Observatory of Armenia. The observeatory, located in the
MOES, supports VET reform by collecting, andyzing and disseminating information, providing

>l PRSP, p. 83.
52 Burnett and Cnobloch, pp. 5-6.
3 0A p. 4.
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policy makers with recommendations, advice and analysis. The Observatory’s reports on the
VET system underlie the EU-initiated project in the sector. TACIS saw VET asasector in
severe crissdue to low levels of ate financing, lack of popularity of vocationd education
(cdlosly linked to unemployment and the dow growth of manufacturing), and inadequate
enabling legidation. TACIS therefore correctly identified VET as a sector in need of magor
restructuring.

The TACIS program has been sgnificant scded down since the QA was conducted. Itis
currently set a € 3 million over a 30-month period and is scheduled to begin in fall 2003.
Program activitieswill beimplemented in three limited aress
Policy and structure development: develop a VET drategy, design and implement anew
VET law focusing on responghility of the system, decentralization of VET decison making
and finandng;
VET inditutions. propose and implement reforms of the most important ingtitutions for
improving VET quality, including schools, modern training systems, training and upgrade of
trainers, and
Employment and labor market: develop reform measure for improving employment and
labor market perspective of individuds.

The program intends to create/restructure alimited number of regiond professond
training/retraining centers, and develop and implement curricula for alimited number of
subjectg/professions. It will work in two regions of Armenia.

Other donors contributing to reforms and improvements in Armenia s education are the Open
Society Ingtitute (OSl), UNICEF, bilateral donors including the French, German, Itdian, and
British governments, aswell as private donors. UNICEF is active in pre-school education,
implementing a program aimed at the training of pre-school teachers and managers, aswell as
education of parents. It aso has projects to teach life skillsin schools, to print textbooks and to
work with children in need of specia protection.

The Open Society Inditute (OSl) has multiple projects in education, including scholarships to
study at the Central European University, London School of Economics, and the American
Univerdty of Bulgaria; establishment of telecommunication centersin schools, and course
development in humanitiesin higher education ingtitutions. OSI’'s Step by Step project was
launched in 1998 and supports improvements in pre-school and early eementary grades. Since
1999 the project has been expanded to cover nine marzesin addition to three cities, Y erevan,
Gyumri and Vanadzor. Step by Step has focused on the needs of refugee children and other
vulnerable groups.

Despite the absence of a designated UNDP education program, educeation activities are found
within virtualy al UNDP sector programs.

DFID does not have an explicit education program, but its work on public adminigtration reform
benefits public bodies in the education sector, such asthe MOES, marz level education offices,
and locd governments. The German government, through GTZ, has maintained an interest in
vocationd education and islikely to be involved in higher education reform, as part of a broader
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European effort. The Swedish internationa Development Agency (SIDA) wasinvolved in
development of the Education Management Information System (EMIS) a the MOES and has
had a continuing interest in gpecid education. The Dutch have done work in pre-school
education.

The U.S. State Department actively implements programs in support of Armenid s education
sector. Public Diplomacy (PD) programsin Armenia provide U.S.-based opportunities to
conduct research (Regiond Scholar Exchange Program, Freedom Support Act (FSA)
Fellowshipsin Contemporary Issues, Fulbright student and scholar programs, among others), to
pursue undergraduate or graduate studies, dumni support programs, and programs providing
scholarships to high school studerts.

PD dso works with Armenian schools to strengthen their capacity and train their teechers
through its Elementary Level and Middle School Leve Teacher Training Program. Another
important program is the Civic Education for Armenia s Secondary Schools aimed a developing
curricula, developing and publishing a Civic Education Teacher's Manua for 7" grade students
and publishing quarterly journds. A mgor PD-sponsored program is the Internet
Connectivity/School Linkages Program. Designed to provide secondary school classrooms
across Armeniawith internet access by donating Internet classrooms to schools, the program
meets an important need of the sector by developing IT infrastructure. So far 220 schools out of
amogt 1,400 Armenian schools have been connected. It is anticipated that 350 schools will be
connected by the end of the program in the next 6 months. A two-year extension to the project is
currently under consideration.

In higher education, nine University Partnerships were established under a program
administrated by the State Department designed to promote curriculum development and
adminidgrative reform.

In Armenia, the USAID-supported Eurasia Foundation has been relatively active in education.
Included have been such projects as. online civics education; textbook trandations; and libraries
(with OSl). A $3million IT project, focused on sdected university faculties - journdism,
economics, management, and computer sciences — is under devel opment.

The contributions of the Diagporato generd education, while substantia, have focused heavily
(90 % by one estimate) on schoal renovation and congtruction and provision of furniture,
materias, and equipment, including computers.

Donor activity in education has addressed dl the levels of education in Armenia. EU/TACIS
will focus on vocationa and technical education, and higher education. The follow-on World
Bank project substantiadly targets secondary education, and supports continued decentralization.
The U.S. Department of State supports a broad range of programs, from school internet
connectivity to exchange programs for sudents and teachers a al levels. USAID/Armenia has
supported a portfolio of strategicaly targeted education interventions integrated into substantive
activities
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Armenian education receives extensve donor support a dl leves, reflecting its high priority in
the GOAM'’ s development plans and broad popular support for education in Armenia. This
gtuation isimplicitly recognized in the PRSP s repested statements of the need to increase the
efficiency of the education sector.>* The WB project includes assistance to MOES in
implementing reforms as one of the dements of the program. Even with this heavy donor
involvement, there remain opportunities in areas ranging from vocationa education (which could
complement the competitiveness/cluster analys's discussed below), technica assistance, and
assgtance in regions not covered by the WB initictive.

B. Remaining Issues

The problems of Armenid s education sector are embedded in, and cannot be isolated from,
Armenid s broader need for development. Armenia s strong tradition of support for education
informs the GOAM'’ s emphasis on education in the PRSP and is reflected in strong donor
support for education reform. The GOAM recognizes that educeation is inadequately funded and
inefficiently ddlivered>® The funding level, though, reflects the disma state of the economy
rather than lack or regard for education. Similarly, the administration of education is not
dramatically worse than adminigtration at other government agencies. The presence of Soviet-
legacy proceduresis not surprisng in a country that was part of the Soviet Union until 1991. As
noted above, the GOAM recognizes the weakness in education manegement and the lack of
darity in the governing laws®® The WB-funded education program explicitly includes efforts to
improve the MOES s adminigtrative capacity and to provide a suitable legidative and regulatory
framework.

Two of the principa threats to education in Armenia are the difficulty families havein
supporting their children’s education and the inability of graduates to find work. Legidative
changes to improve access to education are important, but are necessarily restricted where half
the population livesin poverty. Even if universa accessto high-quality education were assured,
though, it would be pointlessif the graduates could look forward to no more than assistance
while their children are educated. Sustainable education reform must indude human and
indtitutional capacity development, to alow entrepreneurs to find qualified workers, and
educated workersto find jobs.

With other donor support for education reform, in generd education, in higher education, and in
vocationa and technica education, USAID can make its greatest contribution by helping to
remove impediments to effective reform, by identifying potentia industry clusters with
specidized skill requirements and assisting educationd indtitutions to provide those skills, and to
develop human and ingtitutiona capacity to support lifelong education.

V.  Strategic judtification for anticipated involvement in education

USAID/Armeniaincludes Education as a cross-cutting theme rather than as a Strategic Objective
inits Strategy for 2004-08 (the Strategy). This decision reflects consderation of twenty

> PRSP, pp. 79, 81, 85.
%5 PRSP, p. 79.
%6 |d.
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assessments conducted by the Mission and recognition of Armenia s high educationa potentia
asanationd grength, as well asthe deteriorating educationa system as a congtraint on growth
and the GOAM’s stated intent to improve its educationa system. Other donors have made very
subgtantial commitmentsto assigt in reform, to the extent that there is potentia duplication of
effort, for examplein IT, which istargeted by multiple donors.

Through its cross-cutting Education theme, USAID/Armenia anticipates a Sgnificant tacticd
involvement in education, targeted to its five Strategic Objectives. This Misson anticipates
involvement in education beyond the illudtrative activities described in the Strategy, athough
interventions will be selected to advance core objectives rather than purely addressed to
educationd reform.

The Strategy reflects careful consderation of a broad range of studies of Armeniaand therole of
education in Armenia s development, and a broad range of strategic options for education. One
option, regjected early, would be to generdly leave education to other donors. Under this
approach, USAID/Armenia would attempt an intervention in education only if it happened to
gppear within an independently-planned activity. A mgor, and obvious, shortcoming of this
goproachisthat it eiminates strategic thinking from an area as important as education.

To avoid this abdication of respongbility USAID/Armenia could, instead, more directly partner
with the World Bank on filling one of the severd gaps that they seein their project. Thiswould
necessarily be a small-scae effort within the context of the $52 million anticipated for the WB
project over ten years. Whether implemented through loose coordination or through a tightly-
integrated program (requiring even greater management effort), a specific focus on education
would divert both manageriad and financid resources from the Strategic Objectives chosen. Asa
practica matter, |loose coordination may not be possible. The breadth and scale of the WB
education program, coupled with the EU focus on vocationa and technical education, and higher
education, will require that USAID/Armenia design its education interventions to complement

the structural reforms under these programs.

A third dternative would be to use education, within a Democracy and Governance Strategic
Objective, as avehicle to focus on corruption. Thiswould not involve USAID in subgantive
education reform, but would complement broader system wide, curricular and other reforms of
the WB project. This approach, while possible, unnecessarily restricts our ability to participate
wherever we can be effective. USAID/Armeniais currently supporting teacher’ s associations
and other civil society actors who see corruption as one of the greatest impediments to
educationd reform. The Strategy includes anti-corruption as a cross-cutting theme in part
because anti- corruption cannot be consstently separated from the substance of activities. Just as
sgnificant for successful implementation of the Strategy, we think it likely that there will be
ubgtantive areas in which education interventions will be necessary to advance activities under a
substantive Strategic Objective.

The gpproach chosen for the Strategy focuses on education as a source of new skillstraining

within a broad competitiveness approach. The market part of the competitiveness/cluster work
will be conducted through the Economics Strategic Objective, with most of the skills, education
and training components of the competitiveness/cluster work conducted through the Democracy
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and Socid Trandtion Strategic Objectives. The competitiveness analysisis an important part of
the Strategy and one that the Mission is preparing to move ahead with when the Strategy is
approved. The Misson isrecognizesthat it must rely on assstance from DGST to make this
approach work, and also our colleaguesin the EG office in the Bureau.

The Strategy embodies nearly dl of the recommendations of the Quick Assessment, ina
structure that will guide development of specific activities. USAID/Armenia has added an
Education specidigt to the Misson gaff who will continue andyss of the problems and
opportunities in the sector, and fadilitate dialogue with major sector donors®’ By integrating
targeted education sector interventions into substantive Strategic Objectives, high priority, and
selected education activities will be better able to assist the long term sustainability®® of
Armenia s development.

USAID/Armenia has deve oped working relationships with key educationd inditutions as well

as with other donors active in the education sector. A partid listing of education interventions
demonstrates that each of the efforts has been Strategically targeted. As part of its democracy
and governance portfolio, USAID/Armeniaworked with MOES and supported a Civic Education
activity that trained teachersin every school in Armenia. To support hedth reform efforts, the
Misson isworking with the State Medical University and the Nationd Indtitute of Hedlth to
develop anew, unified family medicine curriculum for Armenia. New programsin socid work
and actuarid science a Y erevan State University were devel oped as part of the Mission's socid
trangtion work. The USAID/Armenia private sector program supports new curriculain
accounting and auditing, aswell as anationa accreditation system that mests internationa
standards. The Mission provided computer laboratories in three universities to support effortsto
develop the IT industry in Armenia American professors provide training in gpplied economic
research, raising the performance of participating loca researchers.

Thelist of targeted education interventions could be extended; these examples are sufficient to
demondtrate that USAID/Armenia has used targeted education interventions extensvely, and
drategicdly. There are certainly additiona activities, and ways to undertake already planned
activities, that address some of the systematic congtraints in the education sector, without the
massive Misson commitment to coordination with the World Bank or other education donors
implied by a separate Strategic Objective for Education. The Misson's competitiveness/cluster
work on the workforce skills training could — within the skills areas determined to be most
promising — pilot gpproaches to vocationa education that could be scaled up or replicated, in
other areas, by other donors or the GOAM. As part of the anti-corruption cross-cutting theme,
the Mission could develop approachesto ded with adminidtrative corruption in schools. This
would be an extension of current civil society work involving parent groups, loca press
reporting, and transparent citizen involvement.

Each of these interventions was undertaken through a substantive Strategic Objective, targeted to
advance education reform in ahigh priority area. The interventions can be focused because the
problem in education can be demongtrably linked to a problem in the broader society. Education

7 USAID/Armenia Strategy for FY 2004-2008, p. 45.
8 QA, p. 23.
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reforms not only advance the substantive development activity, they aso act as demondtrations
of broader reform possiilities.

USAID/Armenia proposes that future education interventions be integrated with Strategic
objectives, rather than undertaken as stand-aone activities. It isnot possible, or desirable, for a
five-year drategic plan to identify al tasks within the plan. Even so, the Strategy clearly

contempl ates education and Human and Ingtitutional Capacity Development (HICD)
interventions under multiple Strategic Objectives (SOs), designed to advance the devel opment of
Armenia SO 1.3 cdlsfor andysisto identify potential competitive clugters. In turn, targeted
education and HICD interventions will alow firmsin those cluserstoexcd. SO 21
specificdly includes legd education as part of itsrule of law and youth focus. SO 3.2 identifies
srengthening schools of medicine among itsilludrative activities. Through public works
programsin SOs 1.5 and 3.4, USAID has consulted with MOES to select schools for upgrading,
with renovated heeting, indoor plumbing, and eectrica systems. Other activities under SO 3.4
will enhance skills training and labor devel opment programs to more closdly dign labor supply
and demand, in an effort closaly linked to the Misson’swork in SO 1.3; once indugtriesin which
Armenia has a comparative advantage are identified, the labor development portion of SO 3.4
will work with employment centersto train people in the skills these industries demand, thereby
working to increase employment in the country. The Misson plansitsfirst HICD pilot for these
employment centers. SO 4.2 includes Education and HICD among cross-cutting themes. To
reduce financid barriers to education, a pilot student loan program recently began at the
American Univergty of Armenia, with USAID support provided through the Eurasia
Foundation. The Strategy plainly anticipates activity in the education sector, targeted to advance
Substantive devel opment objectives.

The Misson agrees that among the needs of Armenian higher education is continued access to
U.S. modds and resources. USAID/Armeniaintendsto avail itsdf of the expertise within DGST
for assstance in planning activities thet fit within its proposed SOs. Thiswill ensure that some

of these activities can provide mode s for the broader systemic reform in education thet is
essentia for Armeniato develop and provide the kills its private sector and its citizens need to
succeed. With Armenia s decision to develop its educationd system aong European lines, and
the very substantial assstance from other donors to assst in that development, we believe that
Mission education interventions should be carefully tailored to the requirements of specific
development activities. The Misson anticipates continued support to make U.S. expertise
available where needed. Thisassstance, like al Mission efforts, will be srategicaly designed to
help create a more secure, democratic and prosperous Armenia, digning our strategy with the
Department of State/lUSAID Mission: “Create a more secure, democratic and prosperous world
for the benefit of the American people and the internationd community.”>®

%9 Strategic Plan Fiscal Y ears 2004-2009, U.S. Department of State and USAID, 2003, p. 1.
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