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Intelligence Report: Armenia

Armenia –
a country in transition
Welcome to Infrastructure Investor’s Intelligence Report on Armenia. It is designed to deliver
a substantive overview of the Armenian economy and to provide those engaged in
infrastructure development with a concise guide to the opportunities and challenges that exist.
Like many former member states of the Soviet Union, Armenia
initially struggled to cope with its newfound independence in
1991. This profound social and political event was complicated by
the legacy of a natural disaster that hit in 1988 when the country
suffered a catastrophic earthquake. Add to this a bitter and longlasting territorial dispute with Azerbaijan and a closed border with
neighbouring Turkey and you begin to understand the challenges
that Armenia has had to face over the past two decades. In this
context it is not surprising that the country’s GDP halved in the two
years that followed independence and the country’s infrastructure
network buckled.
Since then, however, Armenia has progressed considerably and
infrastructure has been at the heart of this development. In the
energy sector, for example, the country has almost literally moved
from darkness into light, advancing from little over two hours of
electricity supply per day during the worst period, to round-theclock provision today.
While there is still much to be done with regard to the
country’s infrastructure, Armenia’s government has not been
slow in grasping that one of the keys to effective and sustained
development lies in having private capital participate. As
documented throughout the pages of this report, the government
has begun to embrace the public-private partnership (PPP)
model. It has approved PPP-enabling legislation, and it is already
beginning to reap the rewards as a result in a number of sectors.
Just ask Zaruhi Furunjyan, a senior advisor at KPMG in Armenia
who has been involved in infrastructure schemes in the water and
waste sectors in the country. She says: “Armenia has considerable
experience in implementing PPPs in the infrastructure sector.
PPPs in Armenia can be found in almost all sectors, including
communication, railroads, electricity, gas and water supply and
airports, with assets being privatised or given under concession
agreements to foreign investors, with the government acting as
contracting party and regulator.”
Challenges remain, of course. While acknowledging that the
quality of PPP regulation in Armenia has improved markedly
in recent years, Furunjyan adds the proviso that the Armenian
regulator’s “accountability and independence is still considered to
be insufficient”. Others point to ongoing occurrences of graft as an

obstacle, despite the fact that these can be regarded as being more
isolated and less as standard practice today.
Despite such hurdles, there is widespread agreement that
Armenia is in the process of becoming an increasingly interesting
market for private investors in, and developers of, infrastructure in
all segments of the asset class. Francesco Giustozzi, Armenian branch
manager of Italian construction and engineering company Renco,
whose infrastructure group has been involved in a number of projects
in the country, says the Armenian government is clearly determined to
transform the country’s infrastructure, and is providing a reliable base
for this in terms of consistent fiscal policies and regulation in order to
encourage international companies to set up in the country.
Arguably the biggest question over how Armenia’s
infrastructure will evolve is political in nature. If the country can
somehow resolve, or at least improve upon, its differences with
neighbouring Turkey and Azerbaijan, and if these borders reopen,
it would go a very long way to improving trade and infrastructure
links in all three nations. While this will not be easy to achieve,
there is hope that it is attainable in the future.
Regardless of whether and when these cross-border disputes will
be worked out, the government has made its domestic ambitions
very clear: it sees infrastructure as the centre piece of its master plan
to continue to grow the economy, and to lay the foundations for a
prosperous future for the Armenian people. The country has matured
politically in recent years, and the government is staffed with a
credible line-up of senior decision-makers who share a well-articulated
vision to carry their infrastructure plans through to completion.
This Intelligence Report documents this vision. On pages
8, 15 and 19, you will find on-the-record interviews with the key
government ministers who are driving the process. In addition,
Infrastructure Investor’s journalists deliver their own analysis of
the nature and scope of the investment opportunities to be found
in Armenia’s infrastructure projects. And for those interested
in finding out more about the direction in which Armenian
infrastructure development is going to be heading, key government
contacts are included at the back of the report. Armenia is an
ambitious, emerging economy and the report hopefully delineates
what this means for all those engaged in the financing and
development of a country’s infrastructure.
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The Caucasian tiger
Investment in infrastructure is playing a central role in Armenia’s effort to modernise.
The Republic of Armenia is a small landlocked nation situated
at the intersection of Europe and Asia. It is bordered by Georgia
to the north, Azerbaijan to the east, Iran and the Azerbaijani
exclave of Nakhchivan to the south, and Turkey to the west.
It has a mountainous topography covering an area of 29,800 square
kilometres with a population of just over 3.2 million at the most
recent estimate.
Armenia is a full member of the Commonwealth of
Independent States. It gained independence from the Soviet Union
in 1991. The capital and largest conurbation, Yerevan, is located
on the Hrazdan River, less than 20 kilometres from the Turkish
border along the west of the country. It is home to around 1.1
million people.
Armenia was one of the first countries in the world to formally
adopt Christianity, and the majority of Armenians remain
practicing Christians. Jewish and Muslim minorities also exist
in the country.
Political structure
Armenia operates as a semi-presidential republic with the
Armenian Republican Party’s Serzh Sargsyan president-elect and

Yerevan

head of the government. His government exercises executive power
in Armenia with prime minister Tigran Sargsyan, who is not related
to the president, nominated by parliamentary majority.
Armenia’s supreme legislative authority is its elected national
assembly. The last parliamentary elections took place in 2003.
Judicial power is administered solely by Armenia’s courts.
Despite relative stability over the past year, the results of the
most recent presidential elections in February 2008 were disputed
by former president and rival candidate Levon Ter-Petrosyan.
Violent protests ensued during which eight people were killed,
with a 20-day state of emergency declared to ease tensions.
Foreign relations
One of the biggest challenges to Armenia’s economic development
is its diplomatic relations with its neighbours. Disputes with
Turkey to the west and Azerbaijan to the east, in addition to the
Azerbaijani exclave to the south-west, resulted in the closing off
of a large portion of Armenia’s borders.
The country’s quarrel with Azerbaijan is territorial in nature
and relates to sovereignty of the Nagorno Karabakh region, which
de jure is part of Azerbaijan. Although a ceasefire in the conflict
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Source: based on a United Nations map

“Improved infrastructure is what will
drive Armenia’s transformation into
a modern and competitive economy.”
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was signed in 1994, relations
tens of millions of dollars annually to the Armenian economy,
between the two nations remain
through both coordinated and informal investment channels.
tense with occasional armed
A large part of the Diaspora travels to Armenia each year during
skirmishes still breaking out.
the summer months (see p. 21).
Armenia’s dispute with Turkey
relates largely to Turkey’s refusal
The economy and human capital
to formally recognise as genocide
the killing of around 1.5 million
The country’s nominal gross domestic product in 2008 was
Armenians between 1915 and
$11.9 billion, which equates to $3,700 per capita, up from
1923 by Turkey, which was part of $9.2 billion the previous year. The government’s budget forecasts
the Ottoman Empire at the time.
estimate Armenia’s 2009 GDP to exceed $13.6 billion. The
Despite the absence of diplomatic service sector makes up 43 percent of Armenia’s GDP, followed
relations, however, trade does
by construction (22 percent), agriculture (16 percent) and
occur between the two countries, manufacturing (13 percent).
and frequent flights operate
Armenia’s currency is the dram (AMD), made up of 100 luma.
between Yerevan and Istanbul.
During 2008 the Armenian dram had an average exchange rate
Improvement of the relationship
of AMD 306 to $1. For the first four months of 2009 the average
was given further hope last year
exchange rate has been AMD 337.3 to $1.
when Turkish president Abdullah
Inflation, which remained fairly low in the early to mid
Gül made a historic trip to
2000s, increased significantly last year as a result of higher priced
Armenia.
imported goods coming into the country, jumping from a 4.4
Since gaining independence
percent annual average in 2007 to 9 percent in 2008.
from the Soviet Union in 1991,
In June of this year Armenia’s unemployment rate was 7.8
Armenia has maintained a strong percent, up from 7 percent a year earlier. This had previously
relationship with Russia, which
been higher, well in excess of 10 percent pre-2000. The fall in
plays a crucial role in terms
unemployment has been facilitated by rapid economic growth in
of trade, gas and oil supplies,
the country in
Key Statistics
and to a certain extent military
the early 2000s,
protection.
especially in
2008
labour-intensive
Population
3.2 million
Armenia also has a good
sectors.
Nominal GDP ($m)
11,900
relationship with the US and is
Armenia is
one of the biggest beneficiaries
a member of
GDP per capita
3,700
of USAID assistance in the
the World Trade
AMD: USD exchange rate 306 (average)
region, receiving over $35
Organisation, the
Inflation
9%
million in funding from the
EU neighbourhood
Unemployment rate
7%
agency in 2008. In 2005 the
policy and part
Source: National Statistical Service of Armenia
US constructed one of its largest new embassies in the world in
of the free trade
Yerevan, at a cost of around $80 million.
regime which exists
between CIS countries.
The Armenian Diaspora
In spite of a somewhat fragile social infrastructure in other
respects, Armenia has maintained a comparatively strong
As a result of the often difficult social and economic circumstances educational system in relation to its post-Soviet peers, with a large
in the country over the past 100 years, Armenia has a sizeable
number of universities for a country of its size. Over 99 percent of
Diaspora spread throughout the world. Estimates suggest over
the population is literate.
seven million Armenians live outside the country, much larger than
The United Nations Development Programme’s 2006 Human
the 3.2 million resident population, with the largest communities
Development Index, which contains the most recent published
based in Russia, the US and Georgia. The Diasporans contribute
figures, put Armenia in 83rd place of 179 countries, placing
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it in the “medium human
development” category.
In the World Bank’s Ease
of Doing Business Index
published earlier this year,
Armenia was ranked 44th out
of 181 countries surveyed.
As with many developing
countries, graft is a serious
problem in Armenia and is
endemic in some sections
of society. Transparency
International, an NGO that
focuses on corruption, ranked
Armenia joint-109th in its 2008
global Corruption Perceptions
Index, level with Argentina,
Belize, Moldova, the Solomon
Islands and Vanuatu, and
lagging behind nations like
Mongolia, Rwanda and Bosnia
and Herzegovina.
Similarly, Global Integrity,
an independent organisation
that tracks governance and
corruption, gave the country
an overall rating of 58 out of
100, describing integrity in
the country as “very weak” –
the lowest possible group for
ranked countries.

September 09

State of infrastructure

In 1988 the north of Armenia
was hit by a major earthquake,
which devastated its infrastructure
and rendered tens of thousands
homeless. The disaster also shut
down the nuclear power station
that supplies over a third of
Armenia’s electricity.
The country was still in
the process of recovering from
this setback when it became
independent from the Soviet
Union in August 1991, after
which a period of hardship
and instability followed
that compounded existing
infrastructure weaknesses. On top
of the adjustment to Armenia’s
newfound independence, the
continuing war with Azerbaijan
added a further dimension of
instability to the equation.
Upon independence
Armenia’s GDP plummeted
by more than half from over
$2 billion in 1991 to less than
$1 billion in the two years
that followed, as its economy,
which at the time was largely
command-based, was unable to
Credit ratings
continue within an autonomous
environment. Armenia’s energy
Prime minister Tigran Sargsyan: PPP an essential tool
Earlier this year Moody’s issued
infrastructure, which had never
Armenia a Ba2 rating as part
been envisaged to be operated as anything other than a part of
of a credit opinion report.
the huge Soviet system, virtually collapsed, while the road and rail
The agency said the rating “balances the country’s manageable
networks, already in a crumbling state, were suffocated by an absence
government and economy-wide debt against its weak institutional
of maintenance funding. Social infrastructure was in a similar state,
capacity, modest economic development and medium event
while the water network and telecommunications infrastructure were
risk stemming from a concentrated economic base and volatile
in need of costly upgrades, too.
geographic location.”
Armenians fled the country in their masses and hyper inflation
In July 2008 Fitch Ratings upgraded Armenia’s country
took hold of the economy. The International Development
ceiling rating from BB to BB+, putting the improvement down
Association estimates that 80 percent of the population was living
to the economy’s rapid growth, rising incomes and a strong
on humanitarian assistance by the mid-1990s, with over half of
policy framework.
Armenians living in poverty.
Standard & Poor’s has not allocated a rating to the country to date.
But as the effects of the restructuring into a free market
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economy began to take hold,
Gdp growth
particularly those stemming from
Armenia’s nominal GDP 2004 – 2008
the eradication of controlled
Armenia's nominal GDP 2004‐ 2008
wages and prices and the
14,000
privatisation of most land and
small companies, Armenia’s GDP
12,000
and standard of living gradually
10,000
edged forward. The country’s
infrastructure and financial
8,000
$m$m
system also made progress.
6,000
This development continued
for a decade, with Armenia’s
4,000
admittance into the World Trade
2,000
Organisation in 2003 a milestone
in the country’s development
0
and a further catalyst for
2004
2005
2006
2007
2008
continued growth.
!"#$%&'()*+",*-(!.*+/+%*-(!&$01%&("2(3$4&,1*(
Today energy stands out as
Source: National Statistical Service of Armenia
the one sector where not only
the quality of infrastructure has
been dragged from third-world standards to a much improved level,
Government vision
but also where sensible reforms and astute management on the
part of the government have created a space in which the private
The Armenian government recognises that improved
sector plays a significant role. As a result, the sector generates ample
infrastructure lies at the heart of its economic growth, and has
power and also delivers considerable tax revenue to the government. set up infrastructure development as one of its policy priorities.
However, despite this progress there still remains some way to go in
Minister of Economy Nerses Yeritsyan, one of the key figures
creating a more stable and secure energy industry (see p. 11).
driving the country’s infrastructure thrust, says: “Improved
Transport infrastructure has also advanced a good deal since
infrastructure is what will drive Armenia’s transformation into
the mid-1990s, although here Armenia relies heavily on support
a modern and competitive economy, because this competitiveness
from donor institutions, as governmental financial resources and
is the number one goal that we have set for ourselves, and we
private sector interest in participating in projects are still insufficient recognise that our current infrastructure in the mid-longer term
to address the weaknesses. Nonetheless, several ambitious projects,
cannot currently support this ambition.”
including collaborations with neighbouring Iran, are in the pipeline.
Furthermore, the government is intent on exploiting the
Telecommunications infrastructure is still weak in places
power of the private sector in its infrastructure creation and has
and the monopoly controlling the fixed line network can hinder
approved public-private partnership-friendly legislation to facilitate
pricing and network development. However, the government’s
this. As Prime Minister Tigran Sargsyan told Infrastructure
focus on the IT sector, with the goal of developing the Armenian
Investor: “PPP is one of the essentials, one of the key pillars of the
e-economy, has led to internet coverage spreading to such an
government’s infrastructure policy, and our new legislation enables
extent that the development of fibre optic communication lines is
us to move ahead with some activities which were previously just
today a serious consideration.
lingering. PPP is an invaluable tool for any country in transition.”
While social infrastructure has made progress over the last 15
In 2007 the World Bank dubbed Armenia the “Caucasian
years, it remains a comparative weakness for Armenia, with the
tiger”, owing to the country’s concerted efforts to create an
healthcare sector in a particularly bad state. Between 1990 and
environment of macroeconomic stability and its pursuit of reforms
1997 the World Bank estimates that Armenia had 7.6 hospital beds
targeted at establishing a market economy well connected to
per 1,000 people, one of the lowest rates in the region and lagging
the rest of the world. Judging by the intensity of the Armenian
behind Azerbaijan (9.9 beds), Georgia (7.8), Kazakhstan (10.3)
government’s push to overhaul the nation’s infrastructure, this
and Uzbekistan (8.3).
label seems apt. ¥

GDP GROWTH
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View from the top
Tigran Sargsyan was appointed prime minister of the Republic of Armenia by his
predecessor and current president, Serzh Sargsyan (no relation), in April last year. Since
then he and his government have looked to establish a period of stability and encourage
economic growth after a difficult 20 years in the country. Formerly the chairman of the
country’s central bank, Mr. Sargsyan knows a thing or two about monetary policy and
financial management. In July, he sat down and spoke to Infrastructure Investor about his
plans for Armenia’s infrastructure evolution.

“Spending
money on
infrastructure
has a countercrisis effect,
which is very
important at the
moment.”

Intelligence Report: Armenia

Infrastructure Investor: How important is it for Armenia
to improve its infrastructure from where it currently stands?
Tigran Sargsyan: The development of infrastructure occupies a
considerable place in the policy of our government, so we’ve given
it great importance in a number of respects. The first consideration
is that spending money on infrastructure has a counter-crisis
effect, which is very important at the moment. Secondly, once you
have developed infrastructure it creates a favourable, conducive
environment for business and enterprise to flourish. And thirdly,
when you talk about massive projects like the development of the
railway network and a new nuclear power plant, then these schemes
will also ensure the country’s economic growth.

Keynote interview: prime minister

the best standards and criteria for a fertile business environment.
In this respect we have put forward a rather ambitious project –
the creation of a business environment of excellence in Armenia.
Also the second task would be complete enactment of the
existing laws and existing legislation. Of course we are facing the
challenges typical of countries in transition. Now our task is to
overcome these challenges, and foreign investment is an important
part of this.

II: When you’re planning your infrastructure investment
going forwards, how long term is your thinking?
TS: With operating and modernising your infrastructure, you
cannot be restricted or limited by time, because as new technologies
or societal trends appear, your infrastructure has to develop
alongside these. For example, with the fibre optic communication
network that we are now planning, we couldn’t even have dreamt
about this earlier; but today it is a necessity.
And of course tomorrow even newer challenges and newer
infrastructure will appear. Infrastructure needs constant and
perpetual development. Currently, the current state of Armenia’s
infrastructure is far below that of advanced countries, and we
have set ourselves the task of achieving the best European standards
in this. The best standards and the best practices.
II: Can you put a rough figure on the investment
required in Armenia’s infrastructure to bring it up
scratch?
TS: Of course it’s difficult to provide an overall estimate, but
just to sum up some of the biggest projects, there’s the construction
of the new nuclear power plant at Metsamor, which will cost $5
billion, and also the development of the North-South railway will cost
approximately $4 billion. The work needed on our motorways and
highways is a massive task in itself as well, so we are planning to spend
a further $1.5 billion in the next few years on this. And this doesn’t
even include what we need to invest in our rural road network.
This investment will come from a variety of sources, including
our budget, World Bank and Asian Development Bank, and of course
private investors.
II: Talking of private investors, could the Armenian
government be doing more to encourage foreign
private investment in its infrastructure?
TS: Our activities need to be implemented in a number of
directions in this sense. Firstly, our legislation needs to comply with

II: What are you doing specifically to promote foreign
investment in Armenia?
The government is developing and implementing special and
specific projects for this purpose. For one, we developed a special
project with Nasdaq OMX, where Nasdaq OMX became the 100
percent owner of our stock exchange and central depository. This
name that people can trust has inspired confidence among foreign
investors so they will become more active here until our stock
exchange develops further.
II: Are public-private partnerships part of this effort
as well?
TS: Yes, PPP is one of the essentials, one of the key pillars of our
government’s policy. Formerly there were some reservations about
the role of the government in this area. However, our new PPP
concept paper has enabled us to move ahead some activities which
were just lingering, which did not proceed, and which had stopped
progressing. We realise that the PPP concept is an invaluable tool for
countries in transition.
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“One big advantage that we have today
is that our macroeconomic and political
stability is continually improving.”
II: The sizeable and widespread
Armenian Diaspora is already a
huge source of investment in
the country. Do you think more
could be done to exploit this
source in terms of infrastructure
investment in the country?
TS: Exploit is probably not the best
word to use – our Diaspora is very sensitive!
We have put forward a new concept paper
called Armenian World, which will enable
anyone to become a member of the network
regardless of citizenship or nationality,
whether you are an Armenian national or
not. What matters most is that we do need
to have this investment in Armenia and this
investment should be beneficial to everyone
involved. In this sense we should not view
the Diaspora as a helper or as a supporter,
but as a full right partner.
II: A concept that has been touted
in the past is the establishment of
a Pan-Armenian Bank…
TS: This is one component, one element
of the concept paper. The national assembly
has already passed the requisite law on the
Pan-Armenian Bank. We have plans in place
and the resources to establish the bank.
We have hired experts who will be writing
the business plan and manage the process of
recruiting staff. These activities are ongoing,
and we hope that the bank will
start functioning later this year.
II: Private investment aside, with
development banks already
having played a significant role in
improving Armenia’s infrastructure,
do you foresee a continuing
relationship with these institutions
going forwards?
TS: Yes of course, without the assistance
of these development banks, the World
Bank, Asian Development Bank and
European Bank for Reconstruction and
Development, we couldn’t possibly have
overcome the financial difficulties that
we’ve experienced recently.

II: Armenia’s relations with its
neighbours Turkey and Azerbaijan
are far from ideal. How does
this impact the planning and
implementation of cross-border
infrastructure projects?
TS: The political tension does make
long-term infrastructure planning difficult,
of course – it is obviously better to have
amicable relations with one’s neighbours
than poor relations, this is an axiomatic truth.
Naturally, if we had diplomatic relations with
Turkey and with Azerbaijan, this would have
a positive impact on the development of our

infrastructure, especially infrastructure of
special regional significance. For example,
in many cases it would be more expedient
if gas or oil pipelines, for example, passed
through Armenia’s territory, rather than
avoiding the country as is sometimes the case
at the moment. If this infrastructure crossed
Armenia it would be economically beneficial
to us, there’s no doubt about it.
II: Staying on the topic of foreign
relations, something that the Asian
Development Bank is working on at
the moment, in terms of a feasibility
study, is reviving the old silk route
going all the way from China to
Istanbul. Although not currently
involved in these discussions, Armenia
could potentially form a very
important part of this route. Are
there plans to get involved in this
massive cross-border project?
TS: We are interested in the economic
calculations that come from studies into
major projects such as this, and hope
that Armenia will ultimately become a
participant of this project.
II: Are there any other major
infrastructure projects where
you’re working closely with
neighbouring countries?
TS: Yes. One example is the motorway
linking Armenia with the Georgian ports
of Batumi and Poti. We are also talking to
Iran about improving the road and rail links
connecting our nations.
II: How optimistic are you about the
infrastructure challenges ahead
of the country?
TS: We are working on an action plan
to address our comparative advantages
and disadvantages in this respect. One big
advantage that we have today is that our
macroeconomic and political stability is
continually improving; the challenge now
lies in getting foreign investors to wake up
to this fact. ¥
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Securing the country’s
energy supply
Following a challenging period in the early 1990s, Armenia’s energy network has overcome many of the problems that had previously dogged it - thanks in part to significant
private sector participation.
After the dissolution of the Soviet Union in the early 1990s,
Armenia’s energy network was in a dire state, as the country
attempted to cope with a portion of the Soviet power infrastructure
that was never intended to be operated as an independent grid.
The subsequent economic collapse in the country [see page
6] and a succession of severe winters exacerbated this power crisis,
which at its lowest ebb saw only a couple of hours of electricity
supplied each day.
Since the mid-1990s, Armenia has turned around its energy
sector through a combination of regulatory reform, donor
organisation assistance and private sector participation to the point
where it is now a more efficient pillar of the country’s economy
and a substantial generator of tax revenue. Armenia now not
only covers its own energy needs, but also exports electricity to
Georgia. It also maintains a mutually beneficial electricity exchange
agreement with Iran.
Its current installed power system capacity is 3,107.6 megawatts,
which meets Armenia’s domestic needs in addition to providing a
surplus for export.
In terms of natural resources, Armenia is dependent on
imported primary resources, with no significant oil, gas or coal
reserves available within its borders. It does however produce
primary energy domestically
through its hydroelectric and
nuclear power plants, which
represent a major proportion of its
Yerevan
total power output.

in an attempt to target this vulnerability. The policy’s threepronged approach looks to meet expected energy demand and
decrease import dependency; replace aging infrastructure by
making cost-effective investments; and use price signals in order to
use energy in a more rational and economical way.
Currently, just over 40 percent of the nation’s electricity is
generated at the nuclear power plant at Metsamor, located near
Yerevan. The plant, which is operated by Russian energy group
Inter RAO, originally had a capacity of 815 megawatts, although it
is now producing half of that after one of its two reactors was shut
down in 1989.
Today the plant is approaching 30 years of age and is expected
to come to the end of its useful life in around 2016. In 2007 the
government approved a strategy for the decommissioning of the
plant, which included the setting up of a special decommissioning
fund which will receive backing from the Ministry of Finance in
addition to allocations from electricity tariffs.
Furthermore, Australian energy services group Worley Parsons
has won a competitive tendering process to develop a new 1,200
megawatt capacity nuclear plant at the site of the existing plant in
Metsamor. The company is currently writing a study for the new
plant, and the proposed new power station is currently planned to
be fully operational within seven or
eight years.
Thermal power is the second
biggest source of electricity in
Armenia behind nuclear power,
supplying over 25 percent of the
Energy policy
country’s needs. Armen Movsissyan,
the incumbent Minister for Energy
Despite the progress that Armenia
and Natural Resources, says the
has made to date with its energy
government is trying to gradually
infrastructure, the government’s
replace the existing thermal plants
main concern remains energy
with more modern, efficient and
security. Following the energy crisis,
environmentally friendly generation
which was at its worst between
methods. The biggest thermal plant
1993 and 1995, the Armenian
is located at Hrazdan and is owned by
government devised its energy policy Metsamor nuclear power plant: crucial but aging
Russian state-owned company RazTES.
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“Private participation in our energy system is just as large
as the involvement on the public side, if not bigger.”
Transmission grid

Natural gas supply

Armenia’s electricity grid has inter-system connections in place with
all its neighbouring countries. However, in this sector Armenia’s
diplomatic disputes with Azerbaijan and Turkey (see page 3) again
impinge on its infrastructure; of the ten existing cross-border
connections, only five are currently in operation – two with Iran,
providing a mutually beneficial electricity exchange, and three
linking Armenia’s network to Georgia. Four previously operational
links with Azerbaijan and the Nakhchivan exclave are currently not
in use, while a further overhead line built to supply electricity to
Turkey has never been in use. If and when these borders reopen,
the unused connections would allow an immediate improvement of
the diversity of Armenia’s foreign electricity links.
Armenia is also in the process of reconstructing 13 110-kilowatt
electricity substations in its network with the help of a loan from
the Japan Bank for International Cooperation.

No natural gas is extracted domestically, and Armenia relies on
imports that are relatively plentiful. The first quarter of 2009 saw 868
million cubic metres of natural gas supplied by Russia alone. The
country’s well-developed gas pipeline infrastructure makes it one
of the best-connected in the region as well. Armenia was previously
dependent on a single gas pipeline, owned and operated by Russian
energy concern Gazprom, running from Russia through Georgia
into the north of the country which, despite the fact that Armenia
maintains amicable relations with Russia, is at risk of disruption by
hostilities between Georgia and Russia. However, this situation has
improved with the recent construction of a second pipeline in the
south of the country from Iran, which has the second largest natural
gas reserves in the world behind Russia. The pipeline, completed in
October 2008, has also been touted as a potential route for Iranian
gas supplies to reach Western Europe in the future.

Adding renewable energy to the mix
A helping hand to the small-HPP project sector has been a joint
Bank and finally the EBRD. Of the $14.7 million of approved
renewable energy programme between privately owned energy
commitments, just under $12.4 million has been disbursed to date.
investor Cascade Credit, the World Bank
The fund’s original target was to back
and the European Bank for Reconstruction
renewable projects in Armenia with a
and Development, established in 2006. At
production capacity of 40 megawatts, with
the heart of the programme is a $15 million
an annual production of 125 million
fund made up of $3 million from Cascade
kilowatt-hours. However, as asset prices
Credit, an organisation set up by Armenianhave been lower than expected, the $14.7
American entrepreneur and philanthropist
million committed has resulted in a total
Gerard Cafesjian, in addition to $5 million
capacity of 43.5 megawatts, with an annual
from the World Bank and $7 million from the
production of 159 million kilowatt-hours.
EBRD.
23 small HPP projects are included in
Headed by CEO Robert Dira and a small
the programme, ten of which are
Yerevan-based team, the fund has focused
operational. “There could be sufficient
on small HPP investments, although it also
interest for a second tranche of the fund
considered opportunities throughout the
to be implemented,” says Dira.
renewables space.
Cascade Credit is not the only fund
Since starting taking applications
backing small green power projects in
from projects in 2006, the fund approved
Armenia. Another noteworthy initiative
commitments of almost $14.7 million of
is led by German bank KfW, which runs
its $15 million total by the end of 2008.
a similar renewables programme in the
Exploiting Armenia’s water energy
According to the fund’s framework
country.
agreement, finance is disbursed in tranches: Cascade Credit is the
Outside the hydroelectric sector, Armenia currently makes
first to disburse money to approved projects, followed by the World little use of renewable energy. It does, however, possess substantial
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Power generation breakdown

Renewable potential
Owing to Armenia’s hilly topography, winter snowfall
at high altitudes provides abundant opportunities for the
use of hydroelectric power. The two largest hydroelectric
power plants (HPPs) are the privately-owned Sevan-Hrazdan
Cascade located in the Lake Sevan basin, and the publiclyowned Vorotan Cascade near Yerevan. To supplement them,
the Armenian government has in place a programme to
encourage the development of a host of small HPPs.
Over 70, mainly privately owned small HPPs already exist,
with a total installed capacity of around 81 megawatts are in
operation. Another 64 are at the planning or construction
stage, which would add a further 150 megawatts of capacity.
This scheme is being assisted by a fixed energy tariff for
any new hydro plants being built.

Nuclear
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Other
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renewable energy resources, which could potentially deliver
an estimated 30 percent of the country’s electricity demand
by 2030, according to the Ministry of Energy.
Despite an estimated potential capacity of 450 megawatt
offered by wind power in Armenia, the medium is used on
a relatively small scale. Just one wind energy facility has been
developed to date – located at Pushkin Pass in the Bazum
Mountains – by the Iranian Sunir Group. However, studies
are underway to supplement the 2.6 megawatt capacity of this
first plant, with several schemes in the pipeline for the next
two years.
Likewise, the solar energy potential in Armenia is also
significant, with the country’s average annual amount of solar
energy flow per square metre of 1,720 kilowatt-hours comparing
favourably to the European average of 1,000 kilowatt-hours. Yet
despite interest from a number of developers, no solar facilities
of notable size have so far been developed. Progress in this area
will require a number of technical and regulatory issues to be
resolved, such as the establishment of tariffs in the sector.
Yet another area of future interest is geothermal energy.
Research has even been conducted into the feasibility of developing
geothermal energy plants in the country. One site has been
discovered at Jermaghbyur which has sufficient high pressure hot
water resources to sustain a 150 megawatt geothermal power plant.

Harnessing private investment
Of all the infrastructure sectors in Armenia, energy has
been the one to utilise private investment the most. Energy
Minister Movsissyan says: “In addition to using the government’s
financial resources, we are trying very hard to create an
environment that will attract the private sector and encourage
it to participate and invest. If you look at our energy system
at the moment, the private participation is just as large as the
involvement on the public side, if not bigger. For example,
our transmission network, most of the small hydro plants,
the Sevan-Hrazdan Cascade hydro plant and the nuclear
station are all in the hands of the private sector.”
Movsissyan also argues that the legal and economic
frameworks are quite attractive here, as are the tariffs and
the prices in our energy market. The Armenian government
also goes some way to protecting businesses which operate here.
He sums up his vision for the future as follows: “We are
looking to develop an energy network which will enable
us to supply, without interruption, the population and also
the commercial sector of the country at the lowest cost
possible. This is the condition we would like our energy
independence and energy stability to be, and I am positive
about the future.” ¥
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Broadband Armenia
As Armenia seeks to become an e-economy, one project is being developed to enable
more broadband coverage.

The National Competitiveness Foundation is the result of
a public-private partnership between the Armenian government
and a group of prominent international businessmen of Armenian
origin. The foundation’s board of trustees, formed in 2008, is
known as the National Competitiveness Council, and comprises a
mix of ministers, including the prime minister, and members of the
foundation itself. Its goal is to develop the global competitiveness
of the Armenian economy, while also promoting sustainable
development in the country.
The Council looks to achieve this through mobilising strategic
investments which it hopes
will play an enabling role in
improving Armenia’s economic
system through certain aspects
of infrastructure, and
subsequently triggering further
investments. “It’s all about
creating investments which are
catalytic in nature,” says Pegor
Papazian, the foundation’s CEO.
The foundation specifically
focuses on the sectors of tourism,
healthcare and education &
science.
The project
One of the most ambitious
Developing the Armenian e-society
projects in the education and
science sector the foundation is currently planning is Broadband
Armenia.
Yerevan
The scheme is one component of the Armenian Ministry
of Economy’s larger E-Society Innovation and Competitiveness
Project, supported by the World Bank, which aims to create a
supportive environment for the development of an innovative and
competitive knowledgebased society in the
country. After making a
pitch to take ownership
of the project, the
foundation was
delegated responsibility
for the scheme by the

“It’s all about creating
investments which are
catalytic in nature.”

government.
Internet access, especially outside Yerevan, is one of the major
weaknesses holding back Armenia’s development. Of the country’s
3.2 million inhabitants, less than 200,000 are thought to have access
to the internet. Most access currently takes place using dial-up
connections through a limited number of providers, which can be
comparatively expensive compared to fixed-line telephone calls.
The initiative looks to address this limitation of the Armenian
economy.
Despite these challenges, the IT and telecommunications
sector is one of the most labourintensive sectors of the economy,
and the Armenian government
has publicly said it is one of its
biggest infrastructure priorities.
A number of large multinational
IT firms, including Microsoft,
have established operations
in the country. Armenia’s IT
sector is over $100 million in
size, representing more than
1 percent of the country’s
GDP, according to Armenian
consulting group EV Consulting.
Broadband Armenia
represents the base component
of the government’s
programme, and comprises
strengthening Armenia’s
broadband infrastructure - “beefing it up” as Papazian puts it, and
extending the coverage throughout the country. It also hopes to
enable other businesses enter the broadband arena, which at the
moment is limited to a handful of big telecoms companies, in
addition to providing alternative linkages to the outside world.
Currently Armenia is somewhat vulnerable with limited broadband
connections to neighbouring countries.
The foundation is planning on mobilising private investment in
the project, financing all work through PPPs, with the government
and World Bank providing supporting facilities. In fact, all of the
foundation’s projects are PPP-based.
Like the foundation itself, Broadband Armenia is in its infancy,
but the enthusiasm being shown by the National Competitiveness
Foundation and the government is a positive sign. ¥
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The visionary
Armenia’s outspoken minister for economy Nerses Yeritsyan has bold ambitions for the
development of the country’s infrastructure, and does not beat around the bush in detailing
how he envisages putting these plans into practice. Here he tells Infrastructure Investor how
he intends to harness the power of the private sector to make his vision a reality.
neighbours, and access to the sea should be faster and easier. But we
also see a reason for thinking differently about our infrastructure,
because with building physical infrastructure we could get a couple
of side effects, such as technology transfer, knowledge transfer
and better governance. This is because large projects will attract
foreign companies, foreign experienced road constructors, railway
constructors, management companies, traffic safety companies and
so on. This will help to improve governance because that’s key. It’s
one thing that you build good infrastructure, it’s another thing that
you maximise the value of that infrastructure.
II: What kind of structure could these future projects
take?
NY: We are very focused on PPPs. We are concentrating on
infrastructure that is strategically important to improve, taking into
account current traffic levels and looking at the sections which could
realistically be built as PPPs, with tolls, shadow tolls and so on, which
would allow us to reduce our cost of borrowing. There are certain
cases where, for example the relief of the country is such that we
cannot build high quality roads without a feature that will repay part

Infrastructure Investor: Does Armenia need improved
infrastructure to be more internationally competitive?
Nerses Yeritsyan: Yes. Basically, improved infrastructure is the factor
that can drive our transformation into a modern and competitive
economy, and competitiveness is the number one goal that we have
set for ourselves. We do recognise that our infrastructure is not
currently able to support this ambition in the mid to long term. This
is especially the case when it comes to removing disparities between
Yerevan and the regions of Armenia and improving the productivity
of these regions.
II: What improvements are required, and how can you
deliver them?
NY: We need better roads, better connections with our

“Improved infrastructure is the factor
that can drive our transformation into
a modern and competitive economy,
and competitiveness is the number one
goal that we have set for ourselves.”
of the loan to finance its construction; so instead of taxing for roads,
people will pay to use those roads.
And as an obvious example we are currently discussing
constructing a 300 metre bridge in the south of the country to the
best international standard, which might cost $20 million. I was
asking how much it would cost to develop an ordinary bridge versus
this one, and the engineer told me the difference would be 30
percent. In the life cycle of this bridge, which is the life cycle of the
loan that we are going to take to finance the bridge itself, in these
20 years for sure we will get this 30 percent back if we put a toll on
the road.
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“We want to provide a fantastic opportunity for investors in our
infrastructure, but also – through our OMX Nasdaq stock exchange
– an effective and liquid exit route for investors in the country, too.”
II: Do you envisage relying less on development banks
and more on the private sector for infrastructure
investment in the future?
NY: The development banks will play the role of a catalyst.
There are some good ideas on how we could proceed about this,
like the Koreans and Indians have done in developing structured
infrastructure funds, comprising a bit of equity and also bonds, and
using this to finance infrastructure assets. Your physical infrastructure
is an asset; then when you issue liabilities to finance it, the system
becomes much more transparent and will attract PPPs and private
investment. Ultimately smaller investors will also get a chance to help
finance our infrastructure, including the locals. It’s just a matter of
how we design our system. We are talking about a couple of billions
of dollars of funding from all sources in the next five to ten years.
II: So you need to put the appropriate legislative
framework in place?
NY: For this to work we need to create the capacity and the
institutional setting, and with that in mind we have approved our
PPP concept paper. We have different pieces of legislation
in different laws and rules, which set the basis for PPPs and
concessioning, but we still need a comprehensive kind of institutional
structure that is supported by a single law and improves transparency.
We have approved the concept, we have pretty good capacity building
resources on the ground, and it is my sincere belief that in six months
to one year’s time we will have a state-of-the-art type of PPP legal
framework.
II: Is it difficult to plan projects far in advance while
borders with Turkey and Azerbaijan are closed?
NY: Some elements of our infrastructure plan will materialise
over the next three to five years, but the major part will come later
on, depending on how we fix our relations with our neighbours, and
hopefully things will start to accelerate. Our position is this: we take
the lead. Once we’ve built great infrastructure, we will be in a much
better position to sit around the table and discuss regional issues
because we have the physical infrastructure already in place. It’s a bit
of a risk, but we want to take that risk.
II: Other than transport, are there infrastructure
sectors where there is potential for increased private
sector involvement?
NY: Waste management, for one. There is a study underway for
Yerevan city and we are also launching a similar study for the rest of
the country. This project will comprise waste management, sanitary
cleaning of streets and squares, collection and processing, and will
be out for concession, perhaps as early as 2010. In total 370,000 to
380,000 tonnes of waste will be covered by the Yerevan project. We

will then follow up with the rest of the country, and the European
Bank for Reconstruction and Development is already interested in
investing in this – they are a catalyst and other investors will follow
them. We will announce an international tender to attract the best
competitors for that.
Another asset we have in mind is broadband. In connection with
our e-government concept, we would like to have a couple of major
internet service providers involved in developing the high speed
internet infrastructure outside of Yerevan, eventually covering the
entire country.
In terms of social infrastructure, we are also going to implement
a PPP project for an ID card certification centre. We have already
announced a tender for a consultant to design this PPP for us.
Likewise we have plans to launch tenders for projects in tourism
and health infrastructure, and for a new logistics centre at the airport
as part of its free economic zone.
II: You said yourself you have some very ambitious plans
for the country’s infrastructure. When will the results
start to be apparent?
NY: Major spin-offs in three to five years. By spin-offs I mean
first class sections of road, first class bridges, first class tunnels that
demonstrate in a concrete way how we have improved things. That
will take three to five years. In five to 10 years we’d like to maximise,
or finish whatever we’ve started as a first phase. And then will come
the second decade, to really get Armenia’s infrastructure to a stateof-the-art level. Infrastructure is something that if you put it in place,
it pays for itself many times over in the resulting economic growth.
We want to provide a fantastic opportunity for investors in our
infrastructure, but also – through our OMX Nasdaq stock exchange –
an effective and liquid exit route for investors in the country, too.
II: Has the credit crunch caused you to curb these
ambitions at all?
NY: No. We’ve just started catching up from the heavy transition
from the Soviet planned economy to a market economy, and later
on we had to go for new types of infrastructures. Since the crisis
hit us, infrastructure has remained a priority. In fact, the crisis in
itself provides also an opportunity to us, because we can make
reforms, we can be much more open to foreign investments into
the infrastructure projects, because our internal resources are not
adequate, and we need to spend on infrastructure because that’s the
only way of solving the unemployment issue of the country. Therefore
in a sense it’s much more of an opportunity than a cost. And once
the projects are in place, the crisis will be over, hopefully – and then
we will get the private sector really involved afterwards. It’s a good
preparatory period for us, and we started before the crisis; during the
crisis we will follow up to make sure we get to where we want to be. ¥
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Building out the networks
Armenia is a landlocked nation with closed borders to the east and west of the country,
a mountainous topography and just two airports offering international flights.
Developing the road and railway networks is therefore a key task.
In the years that followed Armenia’s independence from the
Soviet Union in 1991, its transport network fell into a state of
disrepair that has only started to move in the right direction in
the last decade. There is still a long road ahead, but some exciting
new projects are on the horizon.
Gurgen Sargsyan, Armenia’s Minister
of Transport and Communications,
reflects on the work that has been
done already: “Over the last four
of five years we have made massive
progress in improving our road
network, although there remains
a lot of work to do on our system,
which comprises a wide variety of
roads. Supranational institutions
have played a big role in this
Roads: big projects afoot
development so far.”
One of the drivers of the country’s
transportation policy is the fact that diplomatic tensions with
neighbours Turkey and Azerbaijan remain unresolved, to the effect
that the borders with both countries remain closed. While the
government is currently focused on developing transport links into
Georgia and Iran, it is however in good stead to resume links to
Turkey and Azerbaijan if and when relations improve.
Roads
Armenia’s road network is 7,700 kilometres in length. In terms of
passenger movement, road vehicles account for the vast majority
of passenger transportation (around 90 percent in 2007, the most
recent measure available). Railways account for a fraction of
movement, with less than 0.5 percent. Metros and trams represent
the remainder of passenger movements. The rail network is largely
used for freight traffic (30 percent of total freight in 2007), with
road movements again the dominant method and accounting
for 56 percent of freight movements. Oil and gas are transported
mainly through Armenia’s pipeline infrastructure, which
accounted for 14 percent of the country’s total freight movements
in 2007.
In addition to pending plans for the north-south corridor
scheme [see page 18], another of the government’s major
transport projects is a rural road rehabilitation programme.
Backed by the Japanese Development Bank, the aim of the project
is to ensure that every village in Armenia has a high quality road

connecting it to the main highway network by 2012.
There have not yet been any road PPPs in Armenia, and to date
there exist no plans to implement any. One factor barring this is
that there is not yet sufficient traffic flow to lure private developers.
However, the government remains
open to the concept in the sector,
according to Sargsyan: “Of course we
understand that working together
with the private sector on the road
network is a very good idea, but we
also need to understand that any
representative of the private sector,
when he’s investing his money, is
waiting for a return. We are aware
that this concept could be useful in
the future.”
Rail
Armenia has a 750 kilometre railway network, although 300
kilometres of this currently not in use. There are three rail exits
from the country, although only the one leading into Georgia is in
operation. The one to Turkey, which has been closed since 1983,
would be a key trade route if and when the border opens. Sargsyan
says Armenia keeps this line in good condition, so that should the
border open at some point in the future, it would be operational
within months. Similarly in the road network, two highway links to
Turkey which are currently closed are kept in working order should
relations with the country normalise.
One scheme which could transform Armenia’s rail sector is the

“Of course we understand that working
together with the private sector on the
road network is a very good idea, but
we also need to understand that any
representative of the private sector is
waiting for a return. We are aware
that the PPP concept could be useful
in the future.”
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development of a new line between the country and Iran, following
the trail of the ancient silk route. A trilateral working group
between transport ministries of the two nations and Russia, the
concessionaire of Armenia’s rail network, is looking at the project,
which would span the length of the country.
Like the north-south highway, the Asian Development Bank
is carrying out a feasibility study on the project. 60 kilometres of
the new link will fall on the Iranian side of the border. Iran, not
currently an ADB member, has agreed to fully finance the section
within its borders, in addition to stumping up a further $400
million for work in
Armenia’s territory.
It could also sell or
lend rolling stock to
Armenia. The total
value of the project
could reach $2 billion
and construction of the
line could potentially
Zvartnots airport: new terminal
start within three years.
Yerevan airport concession
Armenia’s largest international airport, Zvartnots Airport, located
near the capital Yerevan, is operated on a concession-basis by
Argentinean airports group American International Airports (AIA).
Like many foreign investments in Armenian infrastructure, the
concession of Yerevan Airport has a strong link to the Diaspora:
Eduardo Eurnekian, the Argentinean head of the concession
company, is the son of Armenian immigrants.
AIA was awarded the 30-year contract to operate the airport in
2002, and has since then invested heavily to improve efficiency and
service quality. The outlays include a new runway, a new terminal
completed in 2007 and a new building to house check-in and
luggage management facilities, set to be completed in 2012.
AIA has also had to contend with Armenia’s varied weather
conditions, as Zvartnots Airport is virtually unusable for around a
month each winter owing to heavy fog. To deal with this, in 2007
the government appended the concession of Shirak Airport, near
Armenia’s second city Gyumri, to the original agreement. This
alternative airport allows AIA to continue to operate international
flights throughout the year, and highlights the government’s
ingenuity in tackling the challenges unique to Armenia.
However, going forwards there are not likely to be further
airport concessions forthcoming in Armenia for some time.
Zvartnots still has the capacity to handle around double the 1.5
million passengers currently coming through each year, according
to the airport’s general manager Marcelo Wende.
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Project highlight: north-south corridor
The biggest transportation project that the government is looking
at is the north-south highway, an ambitious plan to develop a
road link spanning the entire length of Armenia. Supranational
institutions are also involved. The Asian Development Bank (ADB)
started a study into the project earlier this year, which it expects to
conclude by the end of the year. The World Bank is also showing an
interest in the project.
With only two borders open to Armenia – Georgia to the
north and Iran to the south – one of the main goals of the scheme
is to provide landlocked Armenia with improved road access to
Georgia’s seaports. Along the Georgian border there are three
working road links although only one, in the north east, is an active
trade route. The north-south corridor project would make the
north-west entry point, currently inadequate to support significant
trade traffic, a viable trade route, shortening Armenia’s access to
Georgia’s seaports by some 150 kilometres.
Road connections already exist along the proposed route of
the scheme, although they fall short of the country’s needs in terms
of quality and capacity. The study is currently looking to realign,
reconstruct and upgrade the roads to international standards.
There is also the possibility of developing further connections
linked to the corridor.
At this stage the project is expected
to be divided into four sections, with a
multi-finance facility behind each tranche.
The ADB estimates the total project cost to
be between $300 and $500 million for the
project as a whole, which will cover around
550 kilometres of new road.
Following the expected conclusion of
the study at the end of this year, discussions
regarding loan agreements, and perhaps
even some preliminary construction
North-south corridor
work, could begin. International tenders
are planned to be issued for the big contracts, with international
developers bidding for the project expected to work closely
alongside smaller local contractors.
The main construction work has been earmarked to start in
2010, and could take over three years to complete. One challenge
to the project is the harsh winters in northern Armenia, which
would cause works on the section of the project to grind to a halt
between November and March each year.
Once plans for the corridor take a more concrete form, a
further scheme being touted by the government is the development
of an east-west road link which would intersect the first route. ¥
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Making the numbers work
Tigran Davtyan, Armenia’s Minister of Finance, on how Armenia is planning to pay for its
new infrastructure.

Infrastructure Investor: Armenia’s infrastructure seems to
have come along in leaps and bounds since the country became
independent in 1991…
Tigran Davtyan: Yes. Infrastructure development has been a
priority of all the Armenian governments since independence,
and we’ve devoted huge resources towards this. Our state budget,
our own resources have funded a big part of this obviously, but
also donor institutions, especially the World Bank and the Asian
Development Bank, which we joined on September 27, 2005, have
helped significantly. And we hope private investment will play
an increasing role in the future. If you compare the situation in
Armenia between the early 1990s and what we have now – there is a
huge difference. But there is still a lot of work we have to do in the
future.
II: How far do you plan ahead when budgeting
infrastructure expenditure?
TD: Right now, during the crisis, you could say we are driving
the Armenian economy in manual, and at the moment the end
of this month seems long term! But in normal times we are
planning our budget for three years in a mid-term planning system.
Infrastructure-related capital investments make up around 20

“If you compare the infrastructure
situation in Armenia between the early
1990s and what we have now – there
is a huge difference. But there is still a
lot of work we have to do in the future.”
percent of our annual AMD 1 trillion ($2.7 billion) budget. Road
infrastructure spending, for example, represents around four
percent of this budget.
II: Surely the financial crisis must have impinged on
your spending plans?
TD: Yes, significantly, because we’ve had to cut or terminate
some of our expenditure in the budget, especially on road
renovation for this year, unfortunately, and the same for next year.
It’s around 50 percent each year. We are now working with our
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partners to fill this gap by attracting new credit from the World
Bank, Asian Development Bank and other sources to substitute
this, and maintain the level of public investment to at least the
same level that we had pre-crisis. Of course, we are increasing
our budget deficit, trying not to reduce our expenditure, trying
to keep the same level of expenditure that we had the previous
year. But we are trying to bridge this deficit by attracting foreign
resources, for example from supranational organisations, but also
from Russia.
II: Is there potential for Armenian banks to get
involved in infrastructure lending?
TD: We have an advanced, well-developed banking system,
and not one Armenian bank has collapsed during the crisis.
However, the banks’ scale is very small, typically too small to invest
in infrastructure projects: their capital base is too constrained
to participate in, say, $10, 20, 50 million projects, which are the
minimum threshold for any infrastructure project. It’s the same
with local developers – they don’t currently have the resources to
carry out entire projects, but there might be the opportunity for
them to take a portion of bigger projects. We need to upgrade
the scale of our economy for these Armenian companies to fully
participate in these infrastructure schemes.
II: Could the private sector be tapped more as an
investment source in infrastructure?
TD: At the moment it’s very difficult because the opportunity
for profit in our infrastructure is not there. For example, in the
transport sector we have a very complicated situation with several
closed borders and low traffic volumes which pose too many risks
for potential developers. But perhaps if the political situation
changes, borders open, this could change and it could become
more attractive. At the moment we see a continuing involvement
of the development banks in our infrastructure funding,
provided our debt to them doesn’t get too high and we keep
our macroeconomic performance in check.

“We have an advanced,
well-developed banking
system, and not one
Armenian bank has
collapsed during the
crisis.”
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Utilising the capital markets
Armenia does not currently use the international capital markets
to fund infrastructure projects. Deputy minister of finance Vardan
Aramyan explains why.
“The Armenian Government hasn’t yet issued any bonds
in the world capital markets, and currently we are financing
our infrastructure project from other sources that have more
favourable terms and are more affordable compared to the capital
markets. Meanwhile, the current financial market conditions don’t
look particularly attractive for economies like ours to raise finance
in the credit markets. However, we do understand that bond
issuance in the international capital markets can not only attract
new financial resources, but also serve as a useful benchmark for
our economy, which means that we are considering this option for
the future.
“On the other hand the history and experience of many
developing countries has showed that in raising finance in the
capital markets governments must be careful in two respects. Firstly
the issue of sovereign debt sustainability, and secondly in terms of a
country’s macroeconomic fundamentals.
“As a sovereign IPO is an important step towards opening up
the gates for portfolio investments, if your country’s economic
fundamentals are weak and are not given a dynamic upgrade from
structural reforms, ‘hot money’ can come in. This rapid influx of
funds can often exit the country just as quickly based on perceived
risk, which can then push your economy into an unsustainable
situation.
“All in all, we are considering all these issues before
approaching to the world financial markets.” ¥
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Diaspora

Tapping the
Armenian Diaspora
The seven million Armenians living outside the country form an important
source of funding.

Armenia’s population
have become increasingly
of 3.2 million is dwarfed by
formalised, with teleconferences
the estimated seven million
to arrange funding channels
Armenian Diasporans living
organised with the key Diaspora
abroad. Of this number,
groups in centres such as in Los
around one million have left
Angeles and Paris. In addition,
the country since the 1988
the Armenian government
earthquake, forming what is
has identified the need for a
known as the new Diaspora.
more transparent, sophisticated
Prior to this, Armenians had
medium for reaching out to the
fled the country since the early
Diaspora to raise funds for larger
20th century to escape political
scale projects.
instability and economic
hardship.
Pan-Armenian Bank
According to the Union of
Armenians of Russia, Russia is
In response to this need,
the biggest base of Armenian’s
the establishment of the
Zvartnots Airport: Diaspora investment at work
living outside the country with
Pan-Armenian Bank has
a community of around 2.7 million. The US also has a significant
been put forward by the government as part of its Armenian World
Armenian community, home to around 1.7 million Diasporans.
concept paper. With the Armenian national assembly having
Furthermore, Argentina, Georgia, Iran, Lebanon, Syria, Ukraine
already passed a requisite law on the setting up of the bank, plans
and France all have upwards of 100,000 Armenians living within
are underway for it to be operational towards the end of 2009. The
their respective borders.
Central Bank of Armenia is heavily involved in the process, with
the new institution intended to enable Armenia to raise funds for
New Diaspora
major projects more effectively from global financial institutions as
well as private investors, both Diasporan and otherwise.
Armenians living abroad – especially the new Diaspora – are often
The business plan for the Pan-Armenian Bank is already
highly skilled and educated, and earn significantly more than the
underway, as are plans to recruit staff for the institution. At this
average domestic Armenian. For example, a study by the World
is stage it is estimated the bank will initially have a $100 million
Bank in 1995 estimated that the aggregate family incomes of
capital base.
Armenians living in California alone was 15 times greater than the
The Pan-Armenian Bank aside, Diasporans have played
GDP of the entire domestic Armenian economy. Nerses Yeritsyan,
a crucial role in major infrastructure projects in Armenia to
the Armenian Minister for Economy, says the potential financial
date. Eduardo Eurnekian, the Argentinean head of the concession
resources of the Diaspora worldwide comprise a capital base of
company that has renovated Zvartnots International Airport (page
$100s of billions.
18), is part of the Diaspora, as is Gerard Cafesjian, the American
Diasporans contributed significantly to Armenia’s rebuilding
entrepreneur behind the Cascade Credit renewable energy fund
effort following the earthquake in 1988, and since then remittances (page 12). ¥
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Social Infrastructure
Despite evolving considerably since independence, Armenia’s social infrastructure still has
some way to go. There are several interesting projects on the horizon, though.
Healthcare
Upon independence from the Soviet Union in 1991, Armenia’s
health sector was faced with a number of challenges. Access to and
use of health services was low, resources were poorly and inequitably
distributed, and the quality of care was
low, especially in the cities and rural areas
outside Yerevan. Furthermore there
was a high level of payment-on-delivery
expenses to doctors, with a large number
of narrow specialists and insufficient general
practitioners.
In the mid-1990s the Armenian
government started a healthcare reform
programme to improve its system, which
at the time provided 7.6 hospital beds per
1,000 people – the worst ratio in the region.
The reforms specifically sought to improve
access to healthcare for the poorest section
Improving healthcare
of society, which previously had little or no
exposure to services.
The reforms have had a significant impact. As of January 2006,
free access to polyclinic services was introduced for all Armenians,
which has resulted in the annual number of visits to out-patient
facilities per inhabitant increasing from 1.8 to 3.0 in the period 2001
to 2007. The proportion of individuals visiting primary healthcare
facilities in the bottom two quintiles of society has also increased
from 3.5 percent in 2003 to 6.5 percent in 2005, while between
2002 and 2005 there has been an almost 30
percent increase in inpatient admissions,
with a 44 percent increase amongst the poor
and vulnerable.

nuclear isotopes used for diagnostics with a PET scanner.
The project will also facilitate the establishment of a private
cancer clinic located near the cyclotron. The clinic will be owned
and operated by a group of French doctors, and will be the
first major buyer of isotopes produced by the Yerevan Physics
Institute. It is set to provide diagnostics, radiotherapy,
chemotherapy and eventually surgery, treating up to
1,000 patients per year.
Education
Armenia’s education infrastructure was not as dilapidated
as the health network upon independence, although again
it was some way below that of more developed countries.
Even older generations, at all levels of society, received
some degree of formal education. 99 percent of Armenians
are able to read.
Armenia’s higher education sector is strong in
comparison with the lower tiers of the system, with around
90 universities catering to about 110,000 students. There
are also a handful of foreign universities, including those
operated by Americans, French and Russians.
Convergence Centre for Education and Science

The National Competitiveness Foundation is also active in the
education sector, developing an investment project which will act
as the hub of a national higher education and science network.
The Convergence Centre for Education
and Science project is set to strategically
channel funds to leading scientific
institutions, universities and commercial
centres of research and innovation, and
Yerevan
Nuclear Medicine Centre
broker and promote the relationship
between these institutions and their
The National Competitiveness Foundation
counterparts abroad. It will also provide
[see page 14] has recently played a part in
shared services, facilities and equipment,
this evolution. The foundation is currently
in addition to housing the network’s
Scientific institutions to benefit
working with the government on a nuclear
governance and management structure.
medicine project, which has the potential of
The project will take the form of a mixed
becoming the cornerstone of the oncology value chain in Armenia.
use campus, renting office space to businesses that could benefit
The project consists of the purchase and installation of a cyclotron
from being co-located with scientific research, and including retail
device at the Yerevan Physics Institute, which will be financed
activity such as sports facilities, entertainment and restaurants.
through debt guaranteed by the Armenian government with a
Both this scheme and the nuclear medicine centre project are
subsidy from the Belgian government. Ultimately it will produce
currently at the planning stage. ¥
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The key economic and financial indicators of the Republic of Armenia.
2000

2001

2002

2003

2004

2005

2006

2007

2008

Nominal GDP, bln of drams

1,031

1,176

1,362

1,625

1,908

2,243

2,656

3,149

3,646

Nominal GDP, mln of USD

1,912

2,118

2,376

2,807

3,577

4,900

6,384

9,206

11,917

GDP deflator, %

-1.40

4.10

0.71

4.56

6.31

3.24

4.62

4.23

8.50

GDP real growth, %

5.90

9.60

13.20

14.04

10.47

13.90

13.20

13.75

6.80

GDP per capita, USD

593

659

740

874

1,113

1,523

1,982

2,853

3,689

Consumption/GDP, %

108.94

104.84

99.07

93.49

92.65

86.05

82.40

81.80

82.30

Private consumption/GDP, %

97.10

93.55

89.10

83.28

82.48

75.50

72.30

71.60

70.70

Public consumption/GDP, %

11.80

11.29

9.99

10.21

10.10

10.50

10.10

10.20

11.60

Investment/GDP, %

18.64

19.76

21.70

24.26

24.88

30.47

35.90

37.80

40.90

Net exports/GDP, %

-27.17

-20.68

-17.30

-17.88

-14.74

- 14.40

-15.90

-20.00

-24.90

Statistical discrepancy/GDP, %

-0.41

-3.91

-3.51

0.13

-2.78

-2.10

-2.40

0.40

1.70

Inflation (to Dec. of previous year),%

0.4

2.9

2

8.6

2

-0.2

5.2

6.6

5.2

Inflation (period average),%

-0.8

3.1

1.1

4.7

7

0.6

2.9

4.4

9

Exchange rate, Dram/USD, period average

539.51

555.06

573.35

578.77

533.45

457.69

416.04

342.08

305.97

Current account (mln.USD)

-278

-200

-148

-189

-20

-52

-117

-589

-1,355

Current account/GDP (including official transfers), %

-14.56

-9.42

-6.22

-6.75

-0.55

-1.06

-1.83

-6.40

-11.36

Current account/GDP (excluding official transfers), %

-19.92

-12.81

-8.53

-8.89

-2.25

-2.42

-3.09

-7.43

-11.99

Trade balance (mln.USD)

-463.53

-420.22

-368.76

-434.08

-457.95

-587.93

-895.86

Merchandise export (mln.USD)

309.90

353.11

513.78

696.13

738.31

*

1,025.45

Merchandise export (percent change)

25.32

13.94

45.50

35.49

6.06

Merchandise import, FOB (mln.USD)

-773.43

-773.33

-882.54

Merchandise import (percent change)

7.23

-0.01

14.12

28.06

5.84

33.15

20.63

45.57

34.56

Goods and services export (percent change)

16.64

20.77

29.28

29.51

18.50

32.20

6.66

17.65

-0.38

Goods and services import (percent change)

5.12

1.19

13.24

26.99

15.80

30.50

19.43

41.52

31.89

Goods and services export (in percent of GDP)

23.37

25.47

29.36

32.19

29.90

28.90

23.65

19.30

14.84

Goods and services import (in percent of GDP)

-50.54

-46.15

-46.59

-50.08

-45.50

-43.30

-39.73

-39.00

-39.68

Foreign direct investments, net (mln. USD)

104.19

69.87

110.74

120.51

245.61

232.66

450.09

700.95

925.29

Official transfers, net (mln. USD)

102.51

71.89

54.70

60.19

60.96

66.07

79.96

94.46

75.24

Private transfers, net (mln.USD)

85.55

102.09

118.66

158.29

368.89

457.59

614.00

850.30

1,062.39

Services, net (mln.USD)

-55.80

-17.78

-40.69

-68.34

-98.93

-119.96

-130.39

-212.54

-324.80

Factor incomes, net (mln.USD)

52.90

64.46

88.20

94.49

107.42

132.79

215.17

278.78

471.32

Compensation of employees including border, seasonal and other
workers’ remittances, (mln.USD)

76.95

72.52

105.43

133.74

259.52

295.76

446.32

576.58

760.22

Trade balance (mln.USD)

-584.25

-535.60

-482.01

-593.89

-627.80

-827.82

*

*

*

Trade turnover (mln.USD)

*

*

*

1,965.09

2,073.62

*

3,183.56

*

5,480.77

*

*

36.10
*

2.05
*

*

*
1,123.99

16.69
*

*

Import of goods, CIF (mln.USD)

884.73

877.43

987.17

1,279.49

1,350.71

Import’s annual growth, %

9.06

-0.83

12.51

29.61

5.57

33.39

21.64

49.10

35.00

Import of goods/GDP, %

46.28

41.42

41.54

45.58

37.77

36.77

34.32

35.50

37.02

Export of goods (mln. USD)

300.49

341.84

505.16

685.60

722.91

973.92

991.95

Export’s annual growth, %

29.70

13.76

47.78

35.72

5.44

34.72

1.85

17.20

-7.20

Export of goods/GDP, %

15.72

16.14

21.26

24.42

20.21

19.87

15.53

12.63

8.97

External debt, mln. USD

858.72

905.44

1,097.68

1,182.93

External debt/GDP, %

44.92

42.74

43.15

39.10

33.07

22.43

18.88

15.74

Import’s coverage, months

3.90

4.07

4.69

4.30

4.05

3.81

5.07

5.54

*

2,191.61

-6.07

*

1,205.64

4,411.64

*

*

1,069.13

1,577.14
13.23
*

Sources: National Statistical Service of Armenia, Socio-Economic situation of Armenia monthly bulletin, Ministries of Finance and Economy of Armenia		
*Data not available
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(continued...)

The key economic and financial indicators of the Republic of Armenia.
*

Openness of Economy, (%)

73.92

71.62

75.94

82.27

75.50

72.23

63.38

58.30

Total revenues, bln.dram

172.13

193.58

228.32

292.04

302.20

374.75

441.48

588.04

195.42

Tax incomes and duties, bln.dram

152.55

168.81

198.62

227.45

267.04

321.53

385.13

505.54

151.00

Total expenditures, bln.dram

222.89

244.38

263.91

312.70

333.90

417.24

481.18

634.73

217.17

Deficit (-) / surplus (+), bln.dram

-50.75

-50.80

-35.59

-20.66

-31.70

-42.5

-39.70

-46.69

-21.75

Total revenues/GDP %

16.69

16.46

16.76

17.99

15.84

16.71

16.62

18.67

*

Tax incomes and duties/GDP %

14.79

14.36

14.58

14.01

14.00

14.34

14.49

16.05

*

Total expenditures/GDP %

21.61

20.78

19.37

19.26

17.50

18.60

18.10

20.15

*

State budget deficit/GDP%

-4.92

-4.32

-2.61

-1.27

-1.66

-1.89

-1.49

-1.48

Weighted average yield of government securities, %

24.82

20.94

15.72

13.44

7.32

5.10

6.45

6.78

8.92

Weighted average maturity of allocation of government securities,
days

219

287

382

544

863

1,007

1,557

1,302

1,858

Loans’ interest rates of the commercial banks

26.12

27.36

18.83

20.93

18.17

17.29

17.20

16.45

16.50

Deposits’ interest rates of the commercial banks

15.34

13.52

8.45

6.41

4.42

6.45

5.59

6.16

7.71

*

Sources: National Statistical Service of Armenia, Socio-Economic situation of Armenia monthly bulletin, Ministries of Finance and Economy of Armenia		
*Data not available
					

Inflation
Armenia’s inflation rate 2000 – 2008

Current account
Armenia’s current rate 2000 – 2008
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Armenian current account 2000‐2008
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Ministry of Economy of RA

Ministry of Energy and Natural
Resources of RA

Ministry of Transport and
Communication of RA

Vahagn Badalyan

Aram Vardanyan

North-South Road Corridor
Development policy design

Infrastructure project:

Infrastructure project:

a.5 Mher Mkrtchyan str., Yerevan 0010,
Republic of Armenia
t. + 374 (10) 58 58 48
e. vsimonyan@mineconomy.am
www.mineconomy.am

a. G
 overnment House 2 , Republic Square,
Yerevan 0010, Republic of Armenia
t. +374 (10) 52 16 95
e. vbadalyan@minenergy.am
www.minenergy.am

a. 28 Nalbandyan str., Yerevan 0010,
Republic of Armenia
t. + 374 (10) 56 07 93
e. ardaram@mail.ru
www.mtc.am

Ministry of Economy of RA

Ministry of Energy and Natural
Resources of RA

Ministry of Transport and
Communication of RA

Levon Vardanyan

Grigor Mnatsakanyan

Varos Simonyan

Department of EU and International Economic
Affairs, Head of Department

Infrastructure project:

Hayk Mirzoyan

Department of Industry, Head of Department

Infrastructure project:

Gyumri Technocity
Free Economic Zone in Zvartnots
airport of RA		
Municipal Solid Waste Management
In Yerevan
a.5 Mher Mkrtchyan str., Yerevan 0010,
Republic of Armenia
t. + 374 (10)58 95 11
e. hmirzoyan@mineconomy.am
www.mineconomy.am
		

Ministry of Economy of RA

Mekhak Apresyan

Department of Tourism and Regional Economic
Development, Head of Department

Infrastructure project:

Development program of Jermuk city
Strategy Development
a. 5 Mher Mkrtchyan str., Yerevan 0010,
Republic of Armenia
t. + 374 (10)56 05 05
e. mapresyan@mineconomy.am
www.mineconomy.am

Foreign Relations Department,
Head of Department

Electricity and Natural gas

Development Department, Head of Department

Infrastructure project:

Electricity and Natural gas
a. G
 overnment House 2 , Republic Square,
Yerevan 0010, Republic of Armenia
t. +374 (10) 52 79 80
e. techpolicy@minenergy.am
www.minenergy.am

Ministry of Transport and
Communication of RA

Hrant Beglaryan

First Deputy Minister of Transport and
Communication of RA

Infrastructure project:

North-South Road Corridor
Project implementation
a. 2
 8 Nalbandyan str., Yerevan 0010,
Republic of Armenia
t. +374 (10) 59 00 02
e. fdepmin@mtc.am
www.mtc.am

Ministry of Transport and
Communication of RA

Alexander Bakhtamyan

Transport PIU State Institution of the Ministry
of Transport and Communication, Director

Infrastructure project:

Lifeline Roads Improvement Project
a. 2
 8 Nalbandyan str., Yerevan 0010,
Republic of Armenia
t. + 374 (10) 54 57 48
e. atp@arminco.com
www.mtc.am

Armenian Road Directorate,
Assistant Director

Rural road construction project

Department of Development Programs
and Investments, Head of Department

Infrastructure project:

Armenian road network construction
and maintenance
a. 28 Nalbandyan str., Yerevan 0010,
Republic of Armenia
t. + 374 (10) 59 00 44
e. aram@rambler.ru
www.mtc.am

National Competitiveness
Foundation of Armenia

Pegor Papazian

National Competitiveness Foundation
of Armenia, CEO

Infrastructure projects:

1. Nuclear Medicine Project
2. Convergence Center for Education
and Science
3. Broadband Armenia
a. 5 Mher Mkrtchyan str., Yerevan 0010,
Republic of Armenia
t.+ 374 (10) 58 35 21
e. info@competearmenia.org

25

Published by:
PEI Media London
Sycamore House
Sycamore Street
London
EC1Y 0SG
T: +44 20 7566 5444
F: +44 20 7566 5455

PEI Media New York
3 East 28th Street
7th Floor
New York
NY 10016
T: +1 212 645 1919
F: +1 212 633 2904

PEI Media Singapore
11 Stamford Road
#02-07 Capitol Building
Singapore
178884
T: +65 6838 4561
F: +65 6334 4391

www.peimedia.com
PEI is the leading financial information group dedicated to the alternative asset classes
of private equity, real estate and infrastructure globally. It is an independent company
based in three regional offices – Singapore, London and New York.

September 2009 / www.infrastructureinvestor.com

