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E XE C UTIVE  S UMMAR Y  

 Armenia is a small, landlocked country bordered by Azerbaijan, Georgia, Iran, and 
Turkey. After independence from the former Soviet Union in 1991, Armenia embarked on a 
transition to a market economy and was initially able to carry through reforms and accelerate 
economic growth despite a lack of natural resources and border disputes. However, the global 
crisis in 2008–2009 brought an end to Armenia’s economic boom. Remittances and foreign 
direct investment (FDI) contracted and the economy went into a tailspin. Armenia’s middle-
income economy started to recover in 2011 but, with its construction sector depressed, growth 
rates were much more modest than they were in the 2000–2008 period. Before the global crisis 
began in 2008, Armenia had a debt-to-gross domestic product (GDP) ratio of 13.6% and a 
nearly balanced budget. In 2011, the ratio of central government debt to GDP reached 43%, 
close to the ceiling of 50% stipulated by the country’s Public Debt Law.  
 

When the Asian Development Bank (ADB) started operations in Armenia in 2006, it 
published an interim operational strategy (IOS) to guide its operations during 2006–2009. ADB’s 
Central and West Asia Department (CWRD) submitted a final review of the IOS (IOSFR) to 
ADB’s Independent Evaluation Department (IED) in June 2012, and the IED conducted a 
mission to the country in July 2012. The IED also carried out a desk study, interviewed staff 
members at ADB headquarters, and conducted a perception survey. This report evaluates from 
the IED’s independent perspective the submitted IOSFR, including the results and assessments 
reported. It also assesses the quality of the final review as a self-evaluation exercise and 
identifies lessons and recommendations to improve the design and implementation of ADB’s 
upcoming country partnership strategy (CPS) for Armenia, planned for preparation in 2013.  

 
During 2006–2011, ADB approved eight loans for Armenia (three sovereign, three 

nonsovereign, and two multitranche financing facilities) for a total amount of $1.17 billion. The 
lending focused on transport, urban development, medium-sized enterprises, commercial 
banks, and airports. ADB also approved three technical assistance (TA) projects for $1.3 million. 
 
 The Armenia country team in ADB’s CWRD rated ADB operations successful in the 
IOSFR. The IOSFR ratings of the IOS program were satisfactory in terms of strategic 
positioning, relevant, efficient, likely effective, likely sustainable, and satisfactory for 
development impact. The IOSFR recommended that ADB help the government to provide 
proper funding and institutions for road maintenance. It also recommended that ADB assess the 
country’s needs for assistance and set priorities for ADB’s support. In addition, the IOSFR called 
on ADB to strengthen management of regional TA projects in Armenia. 
 
 This IED validation report assesses the IOS and its results less than successful. The 
IOSFR rates effectiveness likely effective. ADB established its presence as a major source of 
infrastructure finance in the transport, water supply, and urban sectors in a short time. ADB 
operations that have been completed or are nearing completion have met their project 
objectives, despite the effects of the 2008–2009 economic crisis on the country.  This validation 
report accepts the IOSFR findings and rates the actual and expected impact of ADB support 
satisfactory, for the time being. Given the fact that the program is relatively new, it will be 
several years before the impacts of recently completed and ongoing operations are fully realized 
or can be evaluated. 

 
This report downgrades the rating of the program’s strategic positioning from satisfactory 

(as rated by the IOSFR) to less than satisfactory. This is because the IOSFR does not explain 
ADB’s shift from poverty reduction priorities to a more infrastructure-led focus on economic 
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growth. In addition, ADB did not take the small size of the country into consideration when 
planning the strategy. This report also downgrades the program relevance to less than relevant. 
The program was not strongly aligned with the country strategy. Choice of instrument was 
imbalanced and project readiness considerations were not incorporated in large multitranche 
financing facilities (MFFs) project designs. ADB did not utilize the full range of ADB’s available 
support instruments. Given the country context the use of two large MFF is questionable. ADB’s 
private sector operations were relevant to the country’s private sector infrastructure needs and 
aligned with ADB’s goal of financing rural enterprises and helping deepen the financial market. 
The program’s efficiency rating is downgraded to less than efficient from the IOSFR’s rating of 
efficient. Actual rates of return may be lower than expected because of start-up delays of two 
large MFFs, projects related cost overruns, potential lower benefits in a slowing economy and 
also due to the fact that the economic life of these assets may be far shorter than initially 
anticipated unless arrangements are put into place for sufficient O&M and financing ADB could 
have used available resources far more efficiently if there had been a better use of lending and 
non-lending support instruments. 

  
IED also finds the sustainability of the program to be less than likely sustainable, rather 

than likely sustainable as rated by the IOSFR. This is due mainly to the fact that financing for 
O&M of all rural roads was lower in 2011 than it was in 2008 and 2009, despite agreements with 
the government to boost it by 5% each year from 2010.  
 
 The IOS was not revised after the crisis in 2008–2009, and ADB’s country program 
operated without an approved country partnership strategy from 2010 to 2012. ADB prepared 
country operations business plans in 2007 and 2011 but these COBPs were not updated 
annually. ADB’s strategic assistance priorities were ad hoc. They reflected limited demand for 
ADB support in the power sector and strong demand for new loans in the urban sector, as well 
as a government request in 2009 for balance-of-payments support in the aftermath of the 
economic crisis. 
 
 This IED validation report offers the following recommendations for future ADB action 
and for the CWRD’s consideration during preparation of the CPS: 
 
(i) Public sector lending reduction. ADB’s public sector lending may need to be 

restrained to ensure the country’s overall fiscal sustainability. Given that the government 
expects to borrow only $200 million–$300 million per annum during 2012–2013 from all 
international financial institutions, ADB’s current lending targets may need to be scaled 
back. This can be done by adjusting the phasing of already agreed multitranche 
financing facilities and adopting a more modest lending pipeline. ADB should help the 
government set priorities for infrastructure investment, particularly in transport, urban 
development, and rural water supply. 
 

(ii) Supplementing infrastructure investments. ADB should also add value to its ongoing 
infrastructure investments by financing a program of complementary activities through 
small grants from ADB-managed TA trust funds. These grants could be used to enlarge 
the impact of these investments in reducing poverty, promoting climate change 
adaptation, building good governance capacity, and achieving gender reform goals.  

 
(iii) Expanding private sector operations. Private sector operations will need to play a 

more prominent role in the new CPS. Synergies between ADB’s public and private 
sector operations should be encouraged, and public sector advisory, capacity 
development, and policy dialogue support should complement catalytic private sector 
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investment operations. ADB private sector operations should target the financial sector 
and emphasize support for developing the institutional savings and capital market, 
including pension funds. Scope may also exist for ADB private sector operations to 
foster energy efficiency and develop clean sources of power.  

 
(iv) Knowledge and capacity development. ADB should develop a robust knowledge 

products and services and capacity building program in Armenia. The new CPS should 
define a program to cover both the core sectors of ADB support and areas where 
demand exists in economic management. In partnership with other development 
agencies, ADB should draw on this new knowledge to assist in policy and institutional 
reform.  



 

 

I. BACKGROUND INFORMATION 

A. Validation Purposes and Procedures 

1.  The Asian Development Bank (ADB) formulated and implemented an interim 
operational strategy (IOS) for Armenia during 2006−2009.1

 

 The Central and West Asia 
Department (CWRD) prepared an interim operational strategy final review (IOSFR) in July 2012 
to identify lessons from ADB operations under the IOS. These lessons are to serve as inputs in 
the preparation of a new ADB country partnership strategy (CPS) for Armenia to cover 
2013−2017. The IOSFR covered the IOS, ADB’s country operations business plans (COBPs) 
for Armenia for 2008−2010 and 2012−2013, and ADB’s support program in the country during 
2006–2011.  

2. This report (i) evaluates the IOSFR from the independent perspective of ADB’s 
Independent Evaluation Department (IED); (ii) assesses the quality of the self-evaluation in the 
IOSFR; and (iii) identifies lessons and recommendations to improve the design and 
implementation of the upcoming CPS, as well as the quality and accountability of future self-
evaluations. 
 

3. This report is based on (i) the findings of the IOSFR report; (ii) a desk review; (iii) 
consultations in Yerevan, Armenia, including a field visit to a project site by an independent 
evaluation mission from 9 to 20 July 2012 to fill data gaps and obtain feedback from in-country 
stakeholders; (iv) consultations with the country team at ADB headquarters and with the staff of 
ADB’s Armenia Resident Mission; and (v) a perception survey carried out by the IED.  

 
B. Country Context and Government Development Plans 

4. Country Context. Armenia is a landlocked, mountainous country in the South Caucasus 
region of West Asia. It is located between the Black and Caspian seas and bordered on the 
north and east by Georgia and Azerbaijan, and on the south and west by Iran and Turkey. It has 
a land area of 29,800 square kilometers and a population of about 3.3 million. About two-thirds 
of its people live in urban areas. Yerevan, the capital city, has a population of about 1.2 million. 
The economy had a gross domestic product (GDP) of just over $10 billion in 2011 and GDP per 
capita was $3,200.2

 
   

5. Most of Armenia’s arable land is located in the Ararat Valley and in other river valleys. 
Lake Sevan, the largest lake in the Caucasus, provides the country with sufficient water for its 
drinking, irrigation, and power generation needs. The country’s natural resources include small 
deposits of gold, copper, molybdenum, and zinc. Armenia is particularly vulnerable to 
earthquakes. In 1998, the second largest city, Gyumri, was heavily damaged by a massive 
quake that cost the lives of more than 25,000 persons.  

6. Due to past hostilities and continuing diplomatic tensions between neighbors, two of 
Armenia’s frontiers are closed. Since 2012, tightening of international sanctions on Iran has 
restricted traffic across its southern border with that country. This leaves Armenia with only one 
overland trade route, to the north through Georgia to Russia, which is its largest trading partner.  

                                                 
1  ADB. 2006. Armenia Economic Report and Interim Operational Strategy, 2006–2009. Manila. 
2  In purchasing power parity terms, average incomes in 2010 were equivalent to $5,700. IMF. 2011. World Economic 

Outlook 2011. Washington, DC. 

http://en.wikipedia.org/wiki/Black_Sea�
http://en.wikipedia.org/wiki/Caspian_Sea�
http://en.wikipedia.org/wiki/Georgia_%28country%29�
http://en.wikipedia.org/wiki/Iran�
http://en.wikipedia.org/wiki/Turkey�
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7. Armenia has a relatively large diaspora of close to 9 million persons. The largest 
Armenian communities outside of the country, in order of size, are in Russia, France, Iran, the 
United States, and Georgia. Remittances from workers and ethnic Armenians abroad reached 
$1.3 billion in 2011 (13% of GDP). Remittances and aid inflows average 19% of the GDP during 
2010–2011, making the economy highly dependent on foreign transfers to finance economic 
growth and sustain livelihoods.  
  
8. Armenia suffered profound economic decline in the 1990s after independence from the 
former Soviet Union. A wave of structural reforms that started in 2001 consolidated 
macroeconomic stability, improved governance, enhanced business confidence, and led to 
increased inflows of foreign remittances, investment, and donor support. The economy became 
increasingly market-oriented, open to trade, and driven by real estate and the minerals sector. 
GDP grew on average by 11% per year between 2000 and 2008, and average incomes 
advanced from less than $500 in 1994 to close to $3,700 in 2008. Fiscal deficits were small and 
monetary and exchange rates were prudent. Inflation was held in the single digits.  
 
9. The global crisis of 2008 and 2009 brought an end to this economic boom. When 
Russia’s economy slowed down, remittances and foreign direct investment (FDI) from that 
country contracted. Armenia’s real GDP tumbled by 14.1% in 2009, the largest decline of any of 
the Central and West Asia’s economies. Government revenues plummeted by 24% as a result, 
while a 20% decline in social security contributions threatened the government’s ability to meet 
its public pension requirements. The Armenian dram depreciated by 25% against the US dollar. 
This had a significant impact on the economy, 70% of which was based on the US dollar.  
 
10. The government responded to the economic crisis with a large fiscal stimulus program 
and an easing of monetary conditions. Spending in the social sectors and public pensions was 
protected, incentives were provided for small enterprise and agricultural investment, and a large 
public works program was mounted. In total, some $1.1 billion in quick-disbursing balance of 
payments support was provided during 2008–2009 by the International Monetary Fund (IMF), 
the World Bank, the Russian Federation, and other development partners. ADB provided $80 
million. Large flows of external support into the budget allowed the government to run a fiscal 
deficit of 6.5% of GDP in 2009, compared with an original fiscal deficit target for the year of 1%.   
  
11. Armenia’s economy started to recover in 2010 and 2011 but, with the construction sector 
depressed, growth rates were far more modest than in the decade leading up to the economic 
crisis that began in 2008. Economic growth in year-on-year terms picked up gradually from 
2.1% in 2010 to 4.5% in 2011 (Table 1). It was mainly driven by the mining sector and, to a 
lesser extent, by agro-industries. Inflationary pressures moderated, mineral exports recovered, 
and the fiscal policy stance was tightened. The overall budget deficit narrowed from 5.0% of 
GDP in 2010 to 3.3% in 2011. The balance of payments steadily improved, with the current 
account deficit narrowing from 14.7% of GDP in 2010 to 12.4% of GDP in 2011. Exports 
(primarily minerals) surged by 20% in 2011 to reach $1.4 billion on the strength of stronger 
commodity prices. Imports rose by 9% to reach $3.5 billion, boosted by a gradual recovery in 
domestic demand and FDI.3

 
  

12. The effect of the economic crisis in 2009 threw the viability of Armenia’s growth model 
into question. Until then, the country’s growth had depended mainly on large remittance inflows 

                                                 
3 ADB. 2012. Asian Development Outlook 2012. Manila; World Bank. 2012. World Bank–Armenia Partnership: 

Country Program Snapshot. Washington, DC; IMF. 2012. Republic of Armenia. Staff Report. Washington, DC. 
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that were primarily used to finance investment in real estate.4

 

 The popping of a real estate 
bubble in 2009–2010 has left the country with widespread unemployment and a dearth of viable 
investment alternatives. At 4% of GDP, public investment in education and health is quite low 
when compared with the levels in other middle-income countries. This weakens the skills base 
and hampers the upward economic mobility of the low-income population.   

Table 1: Armenia—Key Economic Indicators, 2007−2011 
Indicator 2007 2008 2009 2010 2011 
Real GDP growth (%) 13.7 6.9       (14.1) 2.1 4.5 
Inflation (%) 4.4 9.0 3.4 8.2 7.7 
Government revenues (% of 

GDP) 
18.7 22.0 22.0 22.3 23.6 

Government expenditures (% of 
GDP) 

20.2 22.7 29.6 27.3 26.9 

Fiscal balance (% of GDP)      (1.5)         (0.7)         (7.6)        (5.0)        (3.3) 
Export growth rate (%) 16.7 (7.1)       (32.7)      57.0       20.0 
Trade balance ($ million)  (1,600.0) (2,664.0)   (2,081.0)   (2,033.0)  (2,080.0) 
Current account balance (% of 
GDP) 

      (6.4) (11.8)        (15.8)      (14.7)      (12.4) 

Public debt to GDP (%) 15.7 13.6 35.7 34.2 43.4 
() = negative, GDP = gross domestic product. 
Source: ADB. 2012. Asian Development Outlook. Manila. Statistical annex. 

 
13. Fiscal performance and public debt. In 2008, Armenia’s debt–to–GDP ratio was 
13.6%, and its budget was nearly balanced. In 2011, central government debt had risen to the 
equivalent of 43% of GDP, close to the 50% ceiling stipulated by the country’s Public Debt 
Law. Limiting the annual fiscal deficit to 2%–3% of GDP will be required in the medium term to 
reduce debt-to-GDP levels. This narrows the scope for external borrowing, particularly given 
the country’s continued vulnerability to external shocks.5

 

 In the long term, the country needs to 
nurture new sources of labor-intensive growth, improve human resource capacities, and remove 
impediments to doing business.  

14. Private sector development. Private sector development is critical to growth and 
employment generation in Armenia. Promotion of small and medium-sized enterprises (SMEs) 
is especially important. Armenia was ranked 98 out of 139 countries on market economy 
competitiveness in 2010, according to the World Economic Forum.6

                                                 
4 The share of construction in real GDP peaked at 26% in 2008 and had fallen to just under 15% by 2010. 

Construction activity in Yerevan reached nearly 90% of nationwide building in 2007–2008, and house prices 
increased by 2.5 times during 2004–2008. IMF. 2012. Republic of Armenia. Staff Report. Washington, DC. 

 Among six countries ranked 
in the Central and West Asia region, it outperformed only Tajikistan (116) and the Kyrgyz 
Republic (121). Starting a business in Armenia is relatively easy, but operating one is not. 
Armenia’s mostly closed borders are a major obstacle, as is an oligopolistic structure in the 
private sector. Business conglomerates have effective monopolies on imports and distribution, 
evade taxes, and generally operate above the law. Their predatory business practices 
discourage entry of competitors, raise costs and crowd out legitimate enterprises. Other factors 
hurting the business environment include (i) a shallow financial market, with total domestic 
lending to GDP of just 20% in 2011; (ii) a poor transportation network, which raises the costs 
and time required to trade across borders; (iii) heavy reliance on imported fossil fuels, and 
rapidly rising power costs; (iv) a low tax-to-GDP ratio (16.5%), which contributes to inadequate 
provision of essential public goods and services and reflects widespread tax evasion; (v) a large 

5  IMF. 2012. Republic of Armenia. Fourth Review under the Extended Fund Facility. Washington, DC. 
6  The World Economic Forum. http://www.weforum.org/ 



4  

informal sector; and (vi) harassment by the tax and regulatory officials (footnote 3). Deterioration 
in the natural environment also weakens the business setting. Key environmental problems 
include growing urban traffic congestion, the operation of an old nuclear power station, a lack of 
facilities for solid waste disposal, deforestation, industrial air pollution arising from a Soviet-era 
rubber and chemical plant.  
 
15. Business reforms are taking place in tax administration. These include risk-based 
approaches for audit, customs, and VAT refunds, and improvement in taxpayer services. Other 
reforms involve the easing of regulations for doing business, such as removal of unnecessary 
inspections and procedures. The government has also established a special regulatory reform 
unit to cut those business laws and regulations that can no longer be justified. The government 
is also implementing an action plan with 50 steps to make it easier to do business. These steps 
include reducing the cost of company registration, simplifying measures to resolve contract 
disputes, and simplifying tax payments and allowing electronic payment of customs duties for 
SMEs.7

 
 

16. Governance. Despite extensive efforts to improve public sector management and 
increase accountability and the voice of civil society, Armenia continues to suffer from systemic 
weaknesses in governance. Conflicts of interest in the public sector, rampant tax evasion, a 
large grey economy, and the ability of powerful business interests to exert de facto monopoly 
control over imports and domestic distribution remain to be addressed.8 The World Bank 
reported in 2012 that Armenia scores in the bottom third of all nations on the governance 
indicators for voice and accountability, control of corruption, and the rule of law, with little 
progress made since 2005.9

  

 Some steps are being taken to improve governance. The 
government’s Law on Public Service is aimed at addressing conflict of interest. Measures to 
introduce e-governance and deregulate the enterprise sector are also expected to reduce 
opportunities for corruption. Public financial management reforms are also underway, and are 
expected to improve internal and external audits, accounting, public procurement, and treasury 
administration.  

17. Poverty and unemployment. The poverty rate in Armenia fell from 56% to 27% due to 
double-digit economic growth from 1999 to 2008. In the wake of the economic crisis, however, 
the rate soared to 36%, with some 270,000 Armenians joining the ranks of the poor in 2010, a 
year when about 56% of the country’s people qualified as either poor or near-poor—the latter 
category being those with incomes less than 20% above the national poverty line.10 Rural areas 
and the poorest groups were hardest hit by the crisis. Their consumption expenditures declined 
by an average of 10%. Poverty continues to be most widespread in upland villages and small 
towns, and it affects large families, the elderly, and those with low levels of education the 
most.11 High urban unemployment and rural underemployment also contribute to the high rate 
of poverty. Armenia’s unemployment rate was estimated at 19% in 2010, using International 
Labour Organization definitions and measurement approaches.12

                                                 
7  ADB. 2012. Asian Development Outlook 2012: Confronting Rising Inequality in Asia. Manila.  

 Outmigration has also 

8 Armenia’s was 129 in Transparency International’s 2011 Corruption Prevalence Index ranking of 183 countries, 
above Azerbaijan  and Russia (which were tied at 143) but far behind neighbouring Georgia, which was 64. 

9 World Bank. 2012. Worldwide Governance Indicators: Country Data Report for Armenia. Washington, DC. 
http://www.govindicators.org  

10 Armenia’s poverty line was set at $2.50 per day in 2011. 
11 World Bank. 2011. Armenia: Poverty Update Using Revised Poverty Lines. Washington, DC. 
12 The official estimate of open unemployment was 5.9% in December 2011 but this estimate fails to take into 

consideration the large number of workers who are unemployed but do not register with employment services. 
World Bank. 2012. World Bank–Armenia Partnership: Country Program Snapshot. Washington, DC.  

http://www.govindicators.org/�
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increased due to poor employment prospects in the country and is particularly prevalent among 
the young. The government has mounted an extensive set of social support programs to help 
the poor but coverage is uneven, with just 40% of the poor benefiting from the family benefits 
program, the largest such transfer scheme.  
 
18. The Millennium Development Goals. Armenia is unlikely to meet the majority of its 
Millennium Development Goal (MDG) commitments. The country is on track to meet its MDG 
targets for reducing the number of people with HIV/AIDS and achieving environmental 
sustainability but will find it difficult to achieve its MDG targets related to poverty, education, and 
child and maternal mortality. It is also off-track on the gender MDG. Participation by women in 
the non-agricultural labor force declined from 52% in 1990 to 41% in 2010 and women hold just 
9% of the seats in the national parliament.13

  
    

19. Government Development Plans. The government’s development plans were 
contained in a poverty reduction strategy paper (PRSP) in 2003,14 a sustainable development 
program (SDP) in 2008,15 and a government action plan for 2012−2017 approved in August 
2012.16

 
 The SDP was still the guiding strategy document at the end of 2011. 

20. The primary goal of the 2003 PRSP was to reduce poverty through human development. 
Priorities included (i) macroeconomic stability and development of the private sector to promote 
sustainable economic growth; (ii) prudent monetary and fiscal policies, tax system reform, and 
improved governance; (iii) human development and improved social safety nets; and (iv) better 
infrastructure. The PRSP aimed to double GDP per capita from $2,819 in purchasing power 
parity in 2003 to $5,543 in 2012, to reduce the incidence of poverty from 42.9% in 2003 to 
26.3% by 2012, to double spending on education and health from 3.4% of GDP in 2003 to 6.1% 
of GDP in 2012, and to cut maternal mortality from 22.5 per 100,000 live births in 2003 to 13.0 
per 100,000 live births in 2012. These objectives were to be achieved by (i) enhancing 
economic growth to reduce poverty through an improved macroeconomic framework, 
institutional reforms, a better business environment, and higher agricultural production; (ii) 
enhancing human development through an improved social protection system and investment in 
human capital; (iii) developing supportive rural infrastructure; and (iv) expanding opportunities 
for job creation. The PRSP emphasized rural development and accorded priority to rehabilitating 
rural roads and irrigation systems, developing rural water supply, and introducing technologies 
to collect and process municipal waste. In the energy sector, the main priority was to improve 
the supply of electricity by rehabilitating the electricity transmission and distribution network, 
developing indigenous and alternative energy sources, and promoting energy efficiency.  
Inputs 
 
21. The government’s 2008 SDP served as a basis for 3-year and annual budgetary 
planning. The SDP had three key goals for the 2009–2021 period: (i) reducing poverty, including 
the elimination of extreme poverty; (ii) ensuring human development; and (iii) deepening 
economic growth and accelerating development of lagging regions. It included a strategy that 
aimed to spur growth and diversification of the economy through (i) fostering greater fairness in 
economic competition, (ii) improved regulatory frameworks for public–private partnerships, (iii) 
liberalization of the civil aviation sector, (iv) improving the regulatory framework in 
                                                 
13 Government of Armenia and United Nations Development Programme. 2010. Armenia: MDG National Progress 

Report. Yerevan.  
14 IMF. 2003. Republic of Armenia: Poverty Reduction Strategy Paper. Washington, DC. 
15 IMF. 2008. Republic of Armenia: Sustainable Development Program. Washington, DC. 
16 Government of Armenia. 2012. Priority Tasks for 2012. Yerevan; Government of Armenia. 2012. Government 

Activity Plans for 2012–2017. Yerevan. 
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telecommunications, and (v) easing of legal and administrative barriers for SMEs. 
 
22. The SDP continued support for many of the policies and programs initiated under the 
2003 PRSP but put greater emphasis on upgrading transport, energy, and telecommunications 
infrastructure with enhanced participation by the private sector. Social sector priorities were to 
improve the quality of schooling at all levels and raise the public pension and social protection 
system toward middle-income country standards. The SDP aimed to improve governance 
through tax and customs reform, boosting pay and improving performance management in the 
public service, fostering e-governance, and strengthening public expenditure management. 
While rural development remained a focus area, a main objective was to speed up the 
integration of the Armenian economy into the global economy by boosting external trade. Large-
scale investments were envisioned to improve the national road network, to carry-out railway 
reform, and improve the power transmission networks to create a regional energy market. The 
SDP also planned investments to make the water supply and power sectors attractive to private 
investors and to foster foreign investment in banks as a step toward regional economic 
integration.  
  
C. Summary of Interim Operational Strategy Priorities and Development Partner 

Roles 

23. In early 2005, ADB undertook a series of initial missions to assess Armenia’s challenges 
and development opportunities, dialogue with the government and other stakeholders, and 
identify indicative priorities for possible support. Armenia formally joined ADB in September 
2005.17

24.  The IOS identified three broad priorities for ADB’s start-up operations in Armenia: (i) 
acceleration of rural development, (ii) promotion of the private sector, and (iii) enhancement of 
regional cooperation. The strategy was designed to help ADB learn quickly and add value by 
coordinating with development partners. To improve rural living standards, the IOS called for 
ADB to concentrate its efforts on water supply systems and waste management, rehabilitation of 
rural roads, and development of alternative sources of energy. ADB was to contribute to private 
sector development by exploring potential support in several areas: the improvement of 
regulatory oversight and economic governance; financial sector development, including 
inclusion of local banks in ADB’s Trade Finance Facilitation Program; local subsovereign 
finance; and financing for infrastructure development. In support of regional cooperation and 
economic integration, the IOS aimed to rehabilitate Armenia’s existing regional transport 
infrastructure to reduce costs of trade and transport, and to upgrade regional energy 
transmission networks to exploit Armenia’s hydropower resources for electricity exports. 
Support for good governance was to be mainstreamed in ADB sector support. ADB capacity 
development efforts were to focus initially on familiarizing government counterparts with ADB 
policies and procedures. Dialogue on government policy was to proceed once the government 
became more familiar with ADB policies and procedures.  

 In August 2006, ADB issued its IOS for Armenia, which was accompanied by a detailed 
economic report (footnote 1). The IOS was to cover 2006–2009 and was to be accompanied by 
a 3-year rolling COBP, the first of which was to be prepared in 2007.  

25. The IOS was not revised after 2009, and ADB’s country program operated without an 
approved country partnership strategy during 2010–2012. COBPs were issued in 2007 and 
2011 but were not updated annually. ADB’s strategic support priorities evolved into new areas 
                                                 
17 Since Armenia became a member of ADB in 2005, it has been categorized as a Group B1 country, eligible for 

financing from ADB’s concessional Asian Development Fund and from ADB’s   ordinary capital resources. 
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after 2009, reflecting limited demand for ADB financing in the power sector and strong demand 
for new loans in the urban sector, as well as a government request in 2009 for ADB to provide 
balance-of-payments support in the aftermath of the 2008−2009 economic crisis.  

26. During 2006–2011, ADB approved $1.17 billion in financing for eight projects in 
Armenia—three sovereign loans, three nonsovereign loans, and two multitranche financing 
facilities (MFFs). This included $404 million in concessional financing from the Asian 
Development Fund. Loan approvals were significantly greater in volume terms than was 
anticipated, while advisory technical assistance (TA) and ADB-managed TA trust fund grants 
were substantially less than what had been planned. Table 2 summarizes the actual program 
approvals for Armenia during 2006–2011. 
 

Table 2: ADB Assistance Approved for Armenia, 2006−2011 
Item Sovereign Nonsovereign  

Loansb 
Total 

Loansa MFFb Advisory TAb 

Number 3 2 3 3 11 
Amount 
($ million) 

164.000 900.000 1.325 108.000 1,173.325 

Share (%) 14.0 76.7 0.1 9.2 100.0 
MFF = multitranche financing facility, TA = technical assistance. 
a Two of the three approved loan projects were programmed for 2007 (loans 2351-ARM and 2363-ARM). 
b These were not programmed in either the interim operational strategy or country operations business plans. 
Source: ADB Independent Evaluation Department.  
 
27. The COBP in 200718 identified a lending portfolio to be financed from ADF resources 
and both loans were approved during the year: (i) the Water Supply and Sanitation Sector 
Project, $36 million;19 and (ii) the Rural Road Sector Project, $30.6 million.20

  

 A $17.3 million 
supplementary loan was also approved for the Rural Road Sector Project. Lending support for 
2008−2010 was programmed to be $188 million, including (i) a rural road sector project II for 
$50 million; (ii) a regional transport infrastructure project for $50 million in 2008; (iii) a 
governance and finance reform project for $38 million; (iv) an economic development and trade 
project for $50 million; and (v) a standby urban services to improve environment project for $38 
million in 2010.  A list of ADB’s loans and TA to Armenia during 2006–2011 is in Appendix 1. 

28. Although not programmed in the IOS for 2006−2009, two large MFFs were approved 
during the evaluation period—$500 million for the North–South Road Corridor Investment 
Program in 200921 and $400 million to fund the Sustainable Urban Development Investment 
Program in 2011.22

                                                 
18 ADB. 2007. Country Operations Business Plan: Armenia, 2008–2010. Manila.  

 The first tranche of $60 million for the North–South Road Corridor 
Investment Program was approved in 2009 and the second tranche of $170 million in December 
2010. The first tranche of $48.6 million in ADF resources under the Sustainable Urban 
Development Investment Program was approved in 2011. In 2009, ADB approved the Crisis 

19 ADB. 2007. Report and Recommendation of the President to the Board of Directors: Proposed Loan to the 
Republic of Armenia for the Water Supply and Sanitation Sector Project. Manila.  

20 ADB. 2007. Report and Recommendation of the President to the Board of Directors: Proposed Loan to the 
Republic of Armenia for the Rural Road Sector Project in Armenia. Manila. 

21 ADB. 2009. Report and Recommendation of the President to the Board of Directors: Proposed Multitranche 
Financing Facility and Administration of Cofinancing to the Republic of Armenia for the North-South Road Corridor 
Investment Program. Manila. 

22 ADB. 2011. Report and Recommendation of the President to the Board of Directors: Proposed Multitranche 
Financing Facility to the Republic of Armenia for the Sustainable Urban Development Investment Program. Manila. 
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Recovery Support Program (2 loans for $80 million).23

 
 

29. ADB provided support for three private sector operations during 2006–2011, including $3 
million for the Micro and Small Enterprise Financing Facility in 200724 and $65 million for the 
Small and Medium-Sized Enterprise Finance Program in 2011.25 ADB approved $40 million to 
cofinance the third and final phase of construction of a new terminal at Zvartnots Airport in 
Yerevan with the European Bank for Reconstruction and Development.26

 
  

30. The 2012−2013 COBP shifted ADB’s strategic focus from rural development to urban 
development, regional cooperation, and private sector development.27

 

 A lending program of 
$514 million was envisaged for 2012 and 2013. In 2012, this was to include (i) $114 million for a 
second water supply and sanitation project; (ii) $185 million for a third tranche of the North–
South Road Corridor Investment Program MFF; and (iii) $20 million for an investment operation 
for an improving access to finance for women entrepreneurs project. For 2013, lending priorities 
include (i) $70 million for the second tranche of the Sustainable Urban Development Investment 
Program MFF, (ii) $125 million for a roads project. Two capacity development TAs on improving 
access to finance for women and pension reform were envisaged for 2012. A policy and 
advisory TA on deepening growth and reducing poverty was also envisaged for 2012 and a 
project preparatory TA on capital market development was envisaged for 2013. 

31. In terms of lending programmed for 2012, only one project, which was funded by two 
loans, was approved. This was the Women’s Entrepreneurship Support Sector Development 
Program, approved on 25 October 2012 for a total of $40 million. Additional funding of $40 
million was also approved for the Water Supply and Sanitation Sector Project on 12 April 2012. 
The planned TA on improving women’s access to finance materialized with the approval of the 
TA entitled Capacity Building for Women's Entrepreneurship Support for $600,000. This TA was 
attached to the Women’s Entrepreneurship Support Sector Development Program. A TA to 
prepare a power transmission rehabilitation project, which was not planned, was also approved 
in 2012. 
  
32. ADB delivered considerably less advisory TA than was envisaged in the IOS and the 
2007 COBP. The 2007 COBP included annual $700,000 governance and financial reform 
cluster advisory TA projects in 2008 and 2009 and a $2 million grant from the Japan Fund for 
Poverty Reduction (JFPR) for community water supply. ADB provided a seminar on ADB’s 
operational policies and procedures for $150,000 in 2006. An $800,000 grant in 2007 for TA 
helped the government prepare a transport sector strategy. ADB approved $575,000 capacity 
development TA for institutional modernization to improve the business environment in 
December 2009 to support the introduction of an online business registry. Armenia has also 
benefited from 14 ADB regional TA projects for studies and capacity development support in the 
areas of social protection, information and communications, urban sector assessment, public 
management, procurement, land acquisition and resettlement, financial sector development, 

                                                 
23 ADB. 2009. Report and Recommendation of the President to the Board of Directors: Proposed Program Loans to 

the Republic of Armenia for the Crisis Recovery Support Program. Manila. 
24 ADB. 2008. Report and Recommendation of the President to the Board of Directors: Proposed Loan for Micro- and 

Small Enterprise Financing Facility; Manila. 
25 ADB. 2011. Report and Recommendation of the President to the Board of Directors: Proposed Loan to the 

Republic of Armenia for the Proposed Senior Loans ACBA Credit Agricole Bank, Ameriabank, Ardshininvestbank, 
Inecobank Small and Medium-Sized Enterprise Finance Program. Manila. 

26 ADB. 2010. Report and Recommendation of the President to the Board of Directors: Proposed Loan to the 
Republic of Armenia for the Zvartnots Airport Expansion Project (Phase 2). Manila. 

27 ADB. 2011. Country Operations Business Plan: Armenia, 2012–2013. Manila. 
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and solid waste management.  
  
33. Positioning ADB support has been complicated by the fact that foreign aid to Armenia 
has been large relative to the country’s limited absorptive capacity (4%–6% of GDP). ADB has 
also faced competition from development partners that have long-established cooperation 
programs. These include the IMF, the World Bank, the Russian Federation, the European Bank 
for Reconstruction and Development, the European Commission, the United Nations 
Development Programme (UNDP), the Japan International Cooperation Agency, KfW (German 
Financial Cooperation), the United States Agency for International Development, and the 
Millennium Challenge Corporation. International and national nongovernment agencies have 
also played an important role in earthquake relief and other forms of humanitarian support. The 
setting of aid priorities at the macro level has been difficult to achieve, although individual line 
ministries have tended to coordinate support within given sectors (Appendix 2).   
 

II. VALIDATION OF THE INTERIM OPERATIONAL STRATEGY FINAL REVIEW  

A. Strategic Positioning  

34. The IOSFR rated the strategic positioning of the IOS satisfactory. It concluded that the 
IOS was broadly aligned with the government’s development strategies and ADB’s corporate 
strategies and was correctly focused on ADB’s general comparative advantage in financing 
infrastructure projects. It concluded that the IOS aim to develop ADB’s expertise and 
relationships in a country in which it was starting its first program had been appropriate. The 
IOSFR withheld the maximum rating of highly satisfactory due to what it regarded as 
shortcomings. It concluded that ADB’s support for private sector development should have been 
positioned around improving the business environment, that the IOS lacked clarity on how ADB 
would meet its Paris Declaration obligations in Armenia, and that the results framework in the 
IOS suffered from weaknesses as a tool for managing for development results.    
 
35. The IED’s validation has rated strategic positioning less than satisfactory. While ADB 
established its presence in Armenia quickly, and the IOS was, in general, well-aligned with 
shifting ADB strategies over the period, ADB shifted its priority from poverty reduction to 
infrastructure-led economic growth. It also failed to take the small size of the economy into 
consideration, as was demonstrated by providing large infrastructure MFFs. 
 
36. Partner coordination and aid harmonization. The IOS was based on a thorough 
review of partner support in different sectors. The validation agrees with the IOSFR that ADB 
needed to “partner with other development agencies that have deep country and sector 
experience to expedite the learning process,” and that it pledged to “collaborate with and 
complement the activities of other external aid agencies.” ADB could have benefited from 
specific strategies on how this collaboration was to be pursued. The IOS made no mention of 
the Paris Declaration on Aid Effectiveness, the development of country systems, or any 
measures to meet ADB’s corporate commitments to bolster the effectiveness of aid. The 
validation agrees with the IOSFR that the IOS lacked strategies to enable ADB to meet its 
commitments to work closely on aid coordination. ADB was new to Armenia and could have 
applied lessons from the experience of other development partners, such as the World Bank. 
This would have helped ADB focus more attention on the need to build institutional capacity, 
deliver high-quality knowledge products, and support government-led policy reform.28

 
 

                                                 
28 World Bank. 2004. Armenia: Country Assistance Evaluation. Report No. 29335. Washington, DC. 
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37. Managing for development results. The IOS included a detailed results framework for 
the country overall and for each of the sectors proposed for ADB support. The results 
framework was revised in the COBP for 2012−2013 to take the power sector and other 
municipal infrastructure into consideration. A new program that just started up could not be 
expected to make a meaningful contribution to development results in a short period but the 
results specified in the framework were unrealistic and bore little resemblance to what ADB 
should have expected to deliver in the initial 3-year period. This report agrees with the IOSFR 
that the IOS results framework had unclear targets and performance indicators and lacked 
specific baselines or quantifiable targets. The IOS could have assessed the government’s 
monitoring or statistical reporting capacity. In addition, the validation noted that the results 
frameworks of individual projects envisioned under the IOS were not linked strongly enough to 
the IOS results framework.  
 
38. Strategic positioning would have been better if the IOS diagnosis had identified and 
addressed the country-specific challenges and opportunities better. In particular, the validation 
concluded that it is debatable whether the IOS and later ADB programs have been properly 
tailored to the particular needs of a small, middle-income, landlocked country. Armenia has a 
population of only 3 million, a small land area, mountainous terrain, and a GDP of just over $10 
billion. Two of Armenia’s borders have been closed during 2006-2011 and trade over a third has 
been hampered by international trade sanctions. ADB’s strategy and program for the country 
give no indication that either its smallness or its considerable isolation in a neighborhood 
afflicted by hostile relationships were considered in ADB’s approach, either at the beginning or 
later on in the 2006–2011 period. Although the government focus was on rural areas and ADB 
initially supported a rural road project, ADB later shifted its strategic focus to urban areas and a 
national highway. It did this through two large MFFs whose scale was similar to that provided to 
much larger economies in the region. The notion that major transport corridors would boost 
economic activity by fostering regional economic integration was applied without analytical work 
or consideration of the impact that closed borders have on relatively modest transborder trade 
and travel.  
 
39. ADB diagnostic work has paid limited attention to the sustainability of Armenia’s public 
debt, which has increased from 15.7% of GDP in 2007 to 43.4% of GDP in 2011. The 
government’s public debt law of 2010 imposes a debt-to-GDP ceiling of 50% on public 
borrowing. Public debt was less of a concern when the IOS was formulated in 2006 but when 
the COBP for 2012−2013 was prepared in 2011, ADB could have factored into its forward 
program the problem that the government was quickly approaching its statutory debt ceiling, but 
it did not. 
 
40. The diagnosis on which the IOS was initially based was descriptive rather than analytic. 
The IOSFR recognized that Armenia was in transition from central planning to a democratic 
market economy at the time but this report notes that the IOS contained very little discussion of 
the policy and institutional challenges that the country still faced to complete that transition. In 
addition, little consideration was given to whether a growth strategy predicated on large inflows 
of remittances invested primarily in real estate was viable. Likewise, the nature of the political 
economy, including the dominant role played by large conglomerates and the impact that 
predatory corporate behavior had on enterprise risk, was ignored in the discussion of the 
business environment.  
 
41. The validation found it regrettable that the IOS was not revised after the economic crisis 
of 2008–2009 and that the country program operated without an approved CPS from 2010 to 
2012. COBPs covering 1 year each were issued in 2007 and 2011. ADB’s strategic assistance 
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priorities were adjusted ad hoc to reflect limited demand for ADB support in the power sector, 
strong demand for new loans in the urban sector, and a government request to provide balance-
of-payments support in the aftermath of the 2008–2009 economic crisis. 
 
B. Program Relevance 

42. The IOSFR rated ADB’s program relevant. It concluded that the program was generally 
in line with the country strategy, with two main exceptions: it did not support the energy sector, 
as intended, and it financed an urban transport project while the IOS called for a focus on rural 
infrastructure and regional development. The IOSFR noted that regional TA reflected ADB-wide 
priorities more than Armenia’s needs, although some regional TA projects were relevant to 
ADB’s focus in the country. The IOSFR concluded that projects were of reasonably high quality. 
 
43. This report downgrades also the program’s relevance to less than relevant. The program 
was not strongly aligned with the country’s national poverty reduction strategy. Choice of 
instrument was imbalanced and project readiness considerations were not incorporated in large 
multitranche financing facilities (MFFs) project designs. ADB did not utilize the full range of 
ADB’s available support instruments. Given the country context the use of two large MFF is 
questionable. The lending program was broadly consistent with ADB’s country strategy, which 
did not preclude involvement in any sector. The few advisory TA projects that were provided 
were in line with country priorities. The considerable amount of regional TA support was less 
relevant to country strategy goals and priorities, although the majority of the projects were 
relevant to Armenia’s broader development challenges. In contrast to the IOSFR, the validation 
found that the quality of project design was mixed, that the choice of support instruments was 
imbalanced, and that project readiness considerations were not fully incorporated in project 
designs.  
 
44. Alignment with the government’s development strategy. ADB’s positioning with the 
government’s PRSP for 2003−2007 improved from a weak beginning. The PRSP prioritized 
human development to achieve poverty reduction and the government put considerable 
government emphasis on the social sector and safety nets. While other development partners 
supported the social sectors, ADB initially emphasized economic infrastructure. The IOS 
prioritized financial sector development even though private sector development was not an 
explicit government priority. While ADB focused its private sector support on improving access 
to financing for SMEs, the government’s emphasis was on improving the enabling environment 
for investment. The alignment improved after the government introduced the SDP for 
2008−2012. Agricultural infrastructure, water supply, and electricity generation were prioritized 
in both ADB’s IOS and the SDP. The SDP accorded more importance to financial market 
deregulation and to private sector participation in managing public utilities than had the previous 
government strategy. It also put more emphasis on regional cooperation, especially in the 
development of road, rail, and energy transmission networks.  
 
45. Consistency between the strategy and program. ADB approved $1.064 billion in 
financing for five public sector projects and programs during 2006−2011. Three were directly 
linked to the IOS priorities for rural infrastructure and regional investments—the Rural Road 
Sector Project, the Water Supply and Sanitation Sector Project, and the North–South Road 
Corridor Investment Program. The Crisis Recovery Support Program approved in 2009 was 
relevant because it was prepared quickly, fully aligned with the government’s crisis mitigation 
program, built on the government’s reporting systems to facilitate monitoring, and planned 
expeditiously after consultations with the government and key development partners However, 
the Sustainable Urban Development Investment Program, while responding primarily to a need 
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to improve urban transport systems and to jump-start construction activity after the economic 
crisis, was less relevant because the IOS did not aim to support urban transport. ADB provided 
financing for three private sector projects—one for private-sector infrastructure (the Zvartnots 
Airport Expansion Project), and two for financing SMEs (the Micro and Small Enterprise 
Financing Facility and the SMEs financing facility). The airport expansion project was an 
opportunity for ADB to provide a private sector loan and was designed mainly to improve ADB’s 
exposure in Armenia as a private financier of a showcase project.  
 
46. Alignment with ADB priorities. The IOS prioritized support for rural development, 
private sector development, and regional cooperation. Major investment operations were 
approved in 2010−2012 and projects were launched in new sectors such as urban infrastructure 
without an operable sector strategy and roadmap because no CPS had been prepared. ADB 
could have benefited from having a clear strategy or priorities specified for ADB’s nonsovereign 
support.  
 
47. Support instruments. The IOS was aimed mostly at establishing ADB operations in the 
country. In choosing support instruments, the IOS accorded priority to TA for capacity building 
on ADB’s operational policies and procedures, which was to be followed by lending operations. 
It did not define strategies for contributing to poverty reduction through support for policy reform 
or through the generation and dissemination of new knowledge or by pilot testing innovations. 
The IOS did not address the appropriate size for ADB lending operations or whether ADB would 
help build capacity to ensure readiness before lending began.  
 
48. ADB approved $1.33 million in TA for three advisory projects. All three were relevant to 
the need to launch an ADB lending program, improve the business setting in the country, and 
establish priorities and strategies for modernizing Armenia’s transport systems. The first TA 
project approved for Armenia was designed to introduce the government to ADB’s policies and 
procedures.29 Capacity development TA for Institutional Modernization to Improve the Business 
Environment aimed to support private sector development by building an online business 
registry.30 Another advisory TA aimed to develop a transport sector master plan for Armenia. A 
planned JFPR-funded TA project for rural water supply was not undertaken. ADB did not pursue 
other small-grant projects, although the government indicated an interest in piloting some small-
grant activities.31

 

 The volume of advisory TA support programmed was extremely small, 
compared to the policy reform and capacity building challenges facing the country, and in 
comparison with a huge public sector lending program. 

49. Armenia was covered by at least 12 regional TA projects designed and funded outside of 
the country program. They addressed a diverse range of subjects, including social protection 
indexes, studies of the informal sector, the improvement of financial disclosure standards, land 
acquisition and resettlement safeguards, strengthening procurement, promoting gender-
inclusive growth, financial supervision and capacity-building, and the identification of social 
waste management requirements. The majority were launched to address ADB corporate 
objectives, although some were relevant to the IOS of Armenia. For example, ADB’s regional 

                                                 
29 ADB. 2005. Technical Assistance to the Republic of Armenia for the Small-Scale Technical Assistance for 

Seminars on ADB Operational Policies and Procedures. Manila. 
30 ADB. 2009. Report and Recommendation of the President to the Board of Directors: Proposed Technical 

Assistance to the Republic of Armenia for the Institutional Modernization to Improve the Business Environment. 
Manila. 

31 ADB. 2006. Economic Report and Interim Operational Strategy: Armenia, 2006–2011. Manila. 
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TA for Mainstreaming Land Acquisition and Resettlement Safeguards in the Central and West 
Asia Region directly supported the design and implementation of ongoing projects.32

 
 

50. ADB did not use all its available support instruments. The COBP 2008-2010 listed an 
annual cluster of advisory TAs for governance and financial sector reform. However, these TAs 
were not pursued thus weakening ADB’s ability to contribute to economic policy dialogue.  
 
51. The expansion of the Zvartnots Airport was the only project that ADB cofinanced with 
other development partners. ADB could have made more use of the opportunities it had to 
advance policy and institutional reform while implementing its infrastructure projects. For 
example, the highly visible airport expansion project could have been used to advance an 
ongoing development partners dialogue on establishing an open skies civil aviation policy. The 
two loans that supported the Crisis Recovery Support Program could have included provisions 
to support reforms aimed at improving the investment climate and thereby reducing the 
country’s vulnerability to future economic shocks. Likewise, the North–South Road Corridor 
Investment Program, the country’s single largest infrastructure project, could have also 
supported policies aimed at setting clear road development priorities and ensuring that road 
maintenance funding was put on a sustainable footing.  
 
52. Project quality. The quality of the design of ADB-financed projects was mixed. Project 
preparation made use of thorough consultation with stakeholders, and the projects were in line 
with the government’s sector priorities. With the exception of the Rural Road Sector Project, 
none of the projects required supplementary financing. Government counterpart financing has 
been sufficient to meet its obligations in all of the projects.  
 
53. Multitranche financing facilities. ADB provided 2 MFFs to Armenia, both of which are 
still being implemented. While the government agreed to these large investments, ADB did not 
carefully considered readiness conditions for the MFFs for the North-South Road Corridor 
Investment Program and the Sustainable Urban Development Investment Program. The North–
South Road Corridor Investment Program was not anchored on a sound sector strategy. The 
preparation of these two MFFs did not include proper assessment of the institutional capacity to 
mount large and complex public investment programs. A transport sector master plan prepared 
with ADB support lacked costing and sector priorities for public investment, particularly for 
railways and urban mass transit subsectors. The North-South Road Corridor Investment 
Program MFF did not consider institutional arrangements for operation and maintenance (O&M) 
and road asset management to sustain the road network. The urban development program was 
not underpinned by municipal investment plans. Both programs were expected to require 
considerable involuntary land acquisition and resettlement, which will need close collaboration 
between ADB and the government on complying with the resettlement procedures.   
 
54. ADB’s activities in Armenia have generated few knowledge products other than regular 
reports in Asian Development Outlook—a report on the transport sector, an urban sector 
strategy, and a country governance assessment. This is despite the importance of new 
knowledge that has been gained through ADB’s efforts to catalyze change in a middle-income 
nation in transition from central planning to a market economy. Background studies that 
supported the preparation of ADB’s investment projects often went into considerable detail on 
sector development challenges and strategies, but the key findings and lessons from these 
studies could have been disseminated more widely.  

                                                 
32 ADB. 2009. Proposed Technical Assistance to the Republic of Armenia for Mainstreaming Land Acquisition and 

Resettlement Safeguards in the Central and West Asia Region. Manila. 
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C. Efficiency 

55. The IOSFR rated the country program efficient, on the grounds that the economic 
internal rate of return of the completed Rural Roads Sector Project, at 27%, was well above the 
cost of capital, and that the expected rates of return at appraisal of other ongoing projects were 
14%–20%. Projects in Armenia have been designed and approved in 1 year, which is about half 
the average time ADB takes to process a loan. Projects have been implemented expeditiously, 
except for the North–South Road Corridor Investment Program, which has been affected by 
long start-up delays. Difficulties in coordinating regional TAs and in capturing their findings also 
pulled down the efficiency rating.    
 
56. The validation report downgrades the country program to less than efficient. ADB’s early 
public sector loans in water supply and rural roads have delivered their expected outputs and 
outcomes in a cost-efficient manner. The Rural Roads Sector Project was completed within 
estimated costs and exceeded its targets for rehabilitating rural roads, reducing average surface 
roughness, and lowering vehicle operating costs. The number of towns and villages that 
received improved water supplies and bulk water meters under the Water Supply and Sanitation 
Project exceeded the appraisal target, and significant progress has been made in tariff 
collection efficiency and in reducing non-tariff water. In the case of the Crisis Recovery Support 
Program, ADB financing made a timely contribution to the government’s efforts to protect social 
spending and to implement programs to deal with the effects of the 2008–2009 economic crisis.    
 
57. The estimates of the economic internal rates of return of ADB’s large ongoing 
infrastructure projects were all above the cost of capital at appraisal. Although it is too early for a 
firm conclusion, actual rates of return may be lower than expected because of start-up delays, 
cost overruns, lower benefits in a slowing economy, and the fact that the economic life of these 
assets may be far shorter than initially anticipated unless arrangements are put into place for 
sufficient O&M and financing.  
 
58. ADB’s early projects were supervised and implemented in a timely, cost-efficient 
manner. This was an important accomplishment, given that the program in Armenia was new 
and implementing and executing agencies needed to be familiarized with ADB policies and 
procedures. The Rural Road Sector Project was initially delayed but ultimately the project was 
completed only 9 months after the expected completion date of 31 December 2010. 
Construction of the airport terminal under the Zvartnots Airport Expansion Project was also 
completed early, in July 2012, 9 months ahead of schedule. Completion of the resettlement 
component of that project, however, has been delayed for several years due to difficulties in 
obtaining land titles and securing suitable housing for families living near the runway. 
 
59. Procurement and land acquisition and resettlement arrangements caused start-up 
delays for the large infrastructure MFFs. As of mid-2012, the North–South Road Corridor 
Investment Program was 51% through its expected duration of 7 years but only 30.5% of total 
financing under the first two approved tranches had been disbursed. After ADB’s successful 
Rural Road Sector Project, the project management unit (PMU) in the roads directorate was 
wound up and a new PMU was set up for the corridor investment program. The start-up of the 
Yerevan roads component of the Sustainable Urban Development Investment Program was 
delayed for almost 18 months. ADB expects that the disbursement rates of both MFFs will 
improve. 
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60. The efficiency of ADB’s TA for capacity building and policy reform has been mixed. A 
transport sector master plan was prepared under the advisory TA attached to the rural roads 
loan but limited evidence exists that the plan has been used. Regional TA, such as projects for 
measuring the informal sector, scaling up the social protection index, and enhancing financial 
disclosure standards has generated valuable analysis and reports, However, ADB had not 
pursued further follow-up actions and institutionalization of the findings and recommendations.  
 
61. Resource-use efficiency has deteriorated significantly in recent years. There have been 
serious start-up and implementation delays with the North-South Road Corridor Investment 
Program and with the Sustainable Urban Development Investment Program. As of mid-2012, 
the North-South Road Project was 35% through its expected duration of 7 years, but 
disbursements were only 4% of total financing under the first two approved tranches and in the 
case of the Yerevan roads component of the Sustainable Urban Development Investment 
Program project startup has already been delayed for nearly one and a half years. After a 
successful Rural Road Sector Project, the PMU in the Roads Directorate was wound up and 
then a new PMU for the North-South Road Corridor Investment Program MFF was created from 
scratch, with the head of that new PMU changed five times in two years.  ADB could have used 
available resources far more efficiently if there had been a better combination of lending and 
non-lending support instruments. ADB could have deployed more sufficient TA for capacity 
building and policy reform, and could have applied proper readiness filters to its investment 
operations. These approaches would have ensured more timely and efficient investment 
operations. If more progress had been registered in sector policy and institutional arrangements, 
then the benefits of large infrastructure investments would have been higher and more secure. 
 
D. Effectiveness 

62. The IOSFR rated ADB’s program effective on the grounds that the few projects that 
could be credibly assessed had achieved or were likely to achieve their expected outcomes. 
The IOSFR noted that many of the program projects were at too early a stage in their 
implementation for their likely outcomes to be assessed. This validation report rates the 
program’s effectiveness as likely effective. The objectives of those operations that are 
completed or are nearing completion have been broadly met. Targets that were set for country-
level results must be interpreted with caution since the effects of the global economic crisis were 
particularly severe in Armenia during 2008-2009.  
 
63. Establishing a country presence. Because Armenia had become a member of ADB 
only in September 2005, the primary objective of the IOS was to establish ADB’s presence as 
the country’s partner and to initiate lending operations. ADB started providing loans and 
technical assistance to Armenia in 2007. ADB opened a resident mission in 2008; and, by the 
end of 2011, had approved $1.17 billion in sovereign and nonsovereign loan financing. ADB has 
become known as a leading financier of economic infrastructure in the country, particularly in 
the road transport, water supply, and urban transport sectors.  
 
64. Performance of completed projects. The projects that are completed or near 
completion have largely met or exceeded their outcome objectives, including the following 
examples:  
 

(i) The Water Supply and Sanitation Sector Project was expected to provide 
310,000 people with service for at least 12 hours per day by 2012. In 2011, the 
project had already provided more than 360,000 people with service for an 
average of 13.7 hours per day. As of July 2011, 40 bulk water meters and 15,000 
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water meters for domestic consumers had been installed in 97 project towns and 
villages. Non-revenue water was reduced to an average of 75% in the project 
areas. Tariff collection efficiency improved from 40% in 2007 to 76% in 2011. The 
number of beneficiaries with access to full-time water supply increased from 
29,000 in 2007 to 39,000 in 2011. Before the project, just 40% of consumers 
were satisfied with their water supply. By 2011, some 88% were satisfied with 
their water supply. 
 

(ii) The Rural Road Sector Project was expected to upgrade about 220 kilometers 
(km) of high-priority roads included in the Lifeline Road Network Program. 
Despite the need for a supplementary loan to mitigate the shortfall in initial cost 
estimates, the project had upgraded 268 km of lifeline roads by 2011, 
contributing substantially to improved rural mobility, and resulting in a significant 
reduction in transport and vehicle operating costs. Rural travel times have been 
reduced and there has been an increase in economic activity in the areas with 
better rural roads.  

 
(iii) The Armenia Crisis Recovery Support Program was designed to provide fiscal 

support to the government’s efforts to (i) increase social protection expenditures, 
(ii) create new jobs through public investment programs, and (iii) protect core 
public expenditure programs in the social sectors. With the support of ADB and 
other partners, the government maintained social sector expenditures at more than 
the planned level of 7.9% of GDP in 2010, boosted spending on family benefits 
and unemployment benefits programs, and injected nearly AMD14.1 billion into the 
economy to help offset the decline in private investment. Support was less 
successful in job creation—ultimately, the government’s public works program was 
far smaller than anticipated due to insufficient local government finance.  

 
(iv) The Zvartnots Airport Expansion Project was completed ahead of schedule. This 

was due in part to ADB’s financial support. The modernized airport now serves 
as a vital link between the domestic economy and the large overseas Armenian 
diaspora.33

 

 On 20 September 2011, the new terminal was put into operation a 
year ahead of schedule. It occupies 34,000 square meters, was designed for 
high earthquake stability, and can service up to 3.5 million passengers annually. 
Travel demand has exceeded the project’s forecasts, and the number of 
passengers served increased by 11% to 1.6 million in 2010. The number of 
flights increased by 13% during the same year. Total arrivals reached 1.8 million 
in 2011, with 26 international airlines serving the airport. The private 
management company’s operating revenue for 2010 stood at $123 million, which 
was 26% higher than in 2009.  

65. Capacity-building achievements. ADB’s TA has contributed to modest institutional 
capacity building in a number of areas. A number of diagnostic and knowledge products have 
been generated, including a transport sector development strategy, public–private partnership 
options in the water sector, a study of municipal waste options, e-procurement initiatives, a 
governance risk assessment, financial sector analysis, research into social protection indexes, 
examination of the nature of the informal sector, and an urban development strategy. Several of 
these products contributed to a better understanding of the country’s challenges and 

                                                 
33 The project was to be financed commercially but the commercial financing that was to be provided by Nomura-

Brazil was withdrawn due to the 2008–2009 global financial crisis. ADB stepped in to be a co-sponsor.  
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opportunities. Within the time available, however, the validation found little evidence that they 
had informed public policy making or institutional reforms.  
 
66. Contribution to country-level results. Half of the outcomes targeted in the IOS country 
results framework were achieved by 2011. The vast bulk of those that were not achieved were 
affected by the 2008–2009 economic crisis. The validation report concurs with the finding of the 
IOSFR that the IOS country results framework was not a good basis on which to assess ADB’s 
effectiveness at the country level. This is because few of the targeted results related directly to 
ADB’s program, and half of the targeted outcomes were achieved without any input from ADB, 
but through the contributions of other development partners instead.  
 
67. Contributing to good governance. The IOS called for good governance to be 
integrated into ADB’s sector support. Although there was support for adherence to ADB’s 
policies and procedures for procurement, social and environmental safeguards, and financial 
reporting in specific projects, there is little evidence that better management of public 
investments has spread throughout the sectors or through the economy as a whole. Substantial 
efforts were made to encourage adoption of ADB’s policies on involuntary resettlement in the 
two MFFs and the Zvartnots Airport Expansion Project. Application of ADB’s social safeguards 
has remained problematic in all three, however. Reducing corruption risks and improving public 
sector financial management remains important. While ADB has provided some support for 
procurement and audit, future support has to be less ad hoc and taken in coordination with 
efforts of other development partners to improve public sector financial management and 
deregulate the business environment.  
 
E. Sustainability  

68. The IOSFR rates ADB’s program as likely sustainable on the grounds that the agencies 
involved in implementing ADB projects are capable, or are expected to become so; that the 
policy environment for each project is sound; and that capacity-building efforts are proceeding 
well. It said the rating would have been higher if road maintenance funding had been sufficient 
and if institutional arrangements for maintaining rural roads were clear. 
 
69. The validation assessed the program less than likely sustainable. This is because the 
government continues to emphasize capital investment at the expense of asset management 
and maintenance; utility tariffs are restrained at low levels to ensure affordability; and there is 
little rational planning or priority setting in infrastructure investment. Close to three-quarters of 
ADB’s commitments to Armenia are for transport investments. Although these projects have 
required that funding for road O&M increase by 5% per annum, national spending on roads was 
less in 2011 than what it was in 2009. Given the country’s harsh climate, inadequate O&M can 
shorten the economic life of the country’s roadways substantially. The responsibilities for 
maintaining rural roads are spread across several government agencies, resulting in a lack of 
coordination and neglect. Although the government has agreed to develop an asset 
management system, fund road O&M adequately, clarify ownership arrangements for rural 
roads, and develop a detailed road transport plan, little progress has been made on any of 
these fronts.  
 
70. Sustainability is also a concern in other sectors. In the water supply sector, where ADB 
has supported one operation, tariff collection efficiency improved from 40% in 2007 to 76% in 
2010. The latest tariff increase was in 2010, when the rate rose to AMD180 per cubic meter, 
which covers only the operating and some urgent maintenance costs of the utility. Moreover, no 
revenue is collected for about 70% of the water supply now distributed in ADB’s project towns 
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and villages and this percentage of non-revenue water has not declined since the project was 
completed. Although the water supply company that ADB is supporting (the Armenian Water 
and Sewerage Company) is relatively competent, tariff restraint constrains its ability to expand 
its operations.34 The government failed to comply with the loan covenant on the preparation of a 
tariff plan for setting tariffs on an annual basis. The covenant on a tariff increase in January 
2010 to fully cover operating costs was also not complied with. As a result, the long-term 
financial viability of water supply operators continues to be in serious doubt.35

 

 In the urban 
sector, municipalities depend heavily on central government transfers to meet their budget 
requirements. The degree to which the municipalities will have sufficient resources to meet the 
recurrent cost obligations of new investments financed under the Sustainable Urban 
Development Investment Program hinges on securing increases in government transfers or on 
greater municipal authority for mobilizing revenue, neither of which appears likely in the near 
term.  

71. How much of institutional capacity developed with ADB support will be sustained is in 
question. In the water supply sector, a first-class utility has emerged. By contrast, support that 
was provided to build a solid road development unit in the directorate of roads was wasted when 
new PMUs were established outside of the government to manage the North–South Road 
Corridor Investment Program and the urban transport components of the Sustainable Urban 
Development Investment Program. The government shows little sign of having adopted ADB’s 
project management, social and environment safeguards or reporting practices on a wide basis. 
The government’s laws and regulations for procurement, accounting, auditing, resettlement, 
land acquisition, and reporting apply standards that are quite different and more lax than ADB’s. 
In several areas, ADB’s capacity development support has simply not been institutionalized. 
New techniques for measuring a social protection index and measuring the informal sector were 
introduced and were appreciated but have not been updated by the country’s statistical 
authorities because of financial constraints. A regional TA for enhancing financial disclosure 
standards recommended the adoption of international accounting standards, and these are to 
become mandatory by law in 2013. Nonetheless, accounting regulations have not yet been 
issued and little effort has been made to introduce international accounting standards to the 
country’s SMEs.  
 
72. In a narrow sense, ADB’s program support for crisis recovery could be considered 
sustainable, largely because the economy has started to grow again. However, the factors that 
led the economy to be vulnerable in the first place—i.e., a high degree of dependence on 
remittances from Russia, a narrow economic base, closed borders with neighboring countries, 
low levels of public spending for human resource development, and high structural 
unemployment—were not addressed. Given that the crisis has left the government considerably 
more indebted and on a growth trajectory that is far less buoyant than in the pre-crisis years, it 
would be difficult to conclude that the root causes or risk factors that precipitated the 2008–2009 
financial crisis have been overcome in a sustainable way.  
 
73. The validation report concurs with the IOSFR assessment that the private sector 
operations are most likely sustainable. The Zvartnots Airport is being operated in a 
commercially sound manner, and the banks that have been assisted through ADB credit lines 
are profitable and growing. Financial support for SMEs is likely to improve since the commercial 
banks are shifting their portfolios away from lending for large real estate projects, which 

                                                 
34 The Armenian Water and Sewerage Company was named Water Performer of the Year at the Global Water 

Summit held on 1 May 2012 in Rome.  
35 ADB. 2012. Project Information Sheet: Water Supply and Sanitation Sector Project. Manila.  
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performed poorly in the economic crisis, to a more diversified mix of trade and retail loans. At 
the same time, a high degree of dependence on foreign sources of official finance in the 
domestic banking system weakens incentives for domestic savings mobilization and 
undermines the long-term sustainability of the banks.  
 
74. Overall, the validation found that ADB can do more to ensure that its operations and 
their outputs and outcomes are sustained. This is less an issue of a government’s ability to 
afford to properly maintain its assets and more one of ensuring that (i) sector policies guarantee 
that services will be delivered efficiently and sustainably, (ii) adequate institutional arrangements 
are made before major projects are launched; (iii) agreements reached on infrastructure 
planning, tariff setting, and asset management are adhered to strictly; and (iv) policy dialogue 
focuses on setting infrastructure priorities, building implementation capacity, and sustaining 
economic infrastructure investments. 
 
F. Development Impacts  

75. The IOSFR rated the progress made towards achieving country, sector, and cross-sector 
impacts satisfactory. It reported that ADB had helped improve connectivity, the country’s 
business environment, and access to SME finance. It found that progress in raising rural welfare 
had been mixed. Access to water supply was better but rural poverty had increased, largely due 
to a deep 2009–2010 recession brought on by the 2008–2009 global economic crisis.   
 
76. This validation report accepts the IOSFR findings and rates the actual and expected 
impact of ADB support satisfactory, for the time being. Given the fact that the program is 
relatively new, it will be several years before the impacts of recently completed and ongoing 
operations are fully realized or can be evaluated. Nevertheless, ADB’s public sector loans have 
made an important contribution to poverty reduction in several ways:  

(i) Improved rural connectivity. Almost 1,200 km of rural roads had been 
improved with ADB financing. Vehicle operating costs and rural travel times have 
been significantly reduced. 
 

(ii) Improved international connectivity. The Zvartnots Airport in Yerevan, opened 
1 year ahead of schedule in 2011, has contributed to a steady increase in 
passenger arrivals while serving as a flagship model for privately operated, 
energy efficient airport terminals. If an open-skies policy is put in place, Armenia 
could witness a substantial reduction in aviation costs and improved aviation 
access. 

 
(iii) Improved access to rural drinking water. In 97 project towns and villages, 

improved water supply has contributed to a tripling in consumer satisfaction, a 
reduction in technical water losses. In the ADB-assisted villages and towns, the 
risk of water supply systems grinding to a halt has been removed.  

 
(iv) Improvements in the business enabling environment. ADB’s TA projects for 

Enhancing Financial Disclosure Standards in Armenia, Azerbaijan, and Georgia 
and Institutional Modernization to Improve the Business Environment contributed 
to a steady improvement in the country’s business environment, starting in 2009. 
Armenia was recognized as one of the top five leading reformers in the Doing 
Business Rankings for 2011.36

                                                 
36 World Bank/International Financial Corporation. 2012. Doing Business Rankings in 2011. Washington, DC. 
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(v) Better access to finance for small and medium-sized enterprises. Although 

Armenia’s banking system remains shallow, it performed well during the 2008-
2009 economic crisis, and SME financing is steadily increasing. ADB has 
contributed to improved financial market access through two nonsovereign 
operations (the Micro and Small Enterprise Financing Facility in 2007 and the 
Small and Medium-Sized Enterprise Finance Program in 2011). 

 
(vi) Easing negative crisis impacts. The payments of salaries, pensions, and 

unemployment insurance that were facilitated by the financial support provided 
under ADB’s Crisis Recovery Support Program helped to soften the impact of the 
crisis on Armenia’s middle class and poor.  

 
77. ADB’s project completion report said qualitative evidence showed that its completed 
Rural Road Sector Project was significantly improving living standards in the project areas. 
According to the report, “leaders in all communities, particularly in remote areas, stated that 
community life improved significantly since the roads were improved and communications 
between neighboring communities improved greatly.”37

 

 The validation was not in position to 
confirm this. 

78.  ADB’s North–South Road Corridor Investment Program and the financing of the 
Yerevan Bypass under the Sustainable Municipal Development Program were designed to 
lower the costs of trading across borders and improve domestic market access. With the border 
to Turkey still closed, the economic impact of the North–South Corridor and even of an 
improved Yerevan–Georgia road may be modest at best. While civil works will boost economic 
activity in the short term, the displacement of businesses operating alongside the existing 
Yerevan – north border road will adversely affect local economic activity.  
 
79. The fact that the results frameworks for the IOS and subsequent COBPs and the design 
and monitoring frameworks for a number of the projects were either ill-defined or overly 
ambitious makes it difficult to compare actual program results with what was planned. An 
example of what could, in hindsight, be described as an unrealistic set of targets was the 
expected impact of the Crisis Recovery Support Program. It aimed at annual economic growth 
of 13%–14% by 2013 and a reduction of the poverty rate to 25% to restore 2007 levels. The 
economic growth target is unlikely to be met, with growth at 2.1% in 2010 and 4.5% in 2011, 
and IMF forecasts for growth in the 4%−5% range through the 2012−2014 period. The poverty 
rate in 2010 was 36%, which is a substantial increase from the 27.6% level recorded in 2008.  
 
80. The IOSFR provided a detailed assessment of project impacts against the targets in the 
IOS results framework.38

 

 ADB’s program contributed to most of the country’s long-term 
development goals listed in the results framework and the country has made clear progress 
toward four of the six goals. However, the majority of the performance indicators in the results 
framework lacked baseline or target data or had no available data for monitoring performance. 
In other cases, as in targets for FDI, no clear relationship existed between ADB’s interventions 
and FDI inflows.  

                                                 
37 ADB. 2011. Completion Report: Rural Road Sector Project in Armenia. Manila. p.11. 
38 ADB. 2012. Country Strategy Final Review: Armenia, 2006−2011. Manila. Supplementary Appendix 9.  
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G. ADB and Borrower Performance 

81. The IOSFR rated ADB’s performance satisfactory. It concluded that ADB was 
responsive to the country’s needs, particularly in meeting urgent financing gaps with the Crisis 
Response Support Program and the Zvartnots Airport Expansion Project. Both of these 
interventions were coordinated closely with the efforts of other development partners.  
 
82. This validation report concurs with the satisfactory rating for ADB’s performance. ADB 
was responsive to the government’s request to finance major infrastructure projects. For 
example, when other external financiers dropped out of the second phase of the Zvartnots 
Airport expansion, ADB moved in quickly to fill the financing gap.  
 
83. ADB responded in a timely manner to provide countercyclical budget support to the 
government during the economic crisis in 2009. Although an emergency budget support facility 
was not available for ADF-eligible countries at that time, the Armenia country team responded 
creatively by designing two program loans that were delivered expeditiously and, in effect, 
provided budget support that could be disbursed quickly.  
 
84. The loan projects that were implemented during the IOS and COBP period were 
supervised from ADB headquarters. Two were implemented ahead of schedule. Others have 
suffered from substantial delays, which suggest that more attention should have been paid by 
ADB to project readiness. Start-up delays for the two MFFs indicate that ADB substantially 
underestimated the government’s capacity to plan, manage, and implement major infrastructure 
projects. Continuity in supervision has also been a problem. Several projects have suffered from 
turnover in project managers—the water supply projects, for example, have had five ADB 
project managers in 5 years.  
 
85. ADB encouraged use of improved project safeguards. This included the building of 
government capacity for land acquisition and resettlement, which has become increasingly 
important as the country develops a major road corridor and aims to build new urban roads. 
However, ADB should have taken a more systematic approach to resolving the conflicts 
between its social safeguards and the government’s land acquisition and resettlement 
regulations. ADB provided support to promote the use of safeguards by coaching the relevant 
executing agencies and through the regional TA on Mainstreaming Land Acquisition and 
Resettlement Safeguards. Internal coordination within ADB on safeguards issues was weak, 
particularly between ADB’s Private Sector Operations Department and the CWRD, and between 
those managing regional TA activities and those managing country support.  
 
86. ADB has encouraged partnerships with civil society organizations in Armenia. An ADB 
nongovernment organization (NGO) forum meets regularly, and several NGOs are monitoring 
ADB projects in the field. NGOs have drawn attention to serious resettlement problems in the 
airport project. ADB was quick to respond to their concerns.  
 
87. ADB has not provided a mix of lending and non-lending support to Armenia. Emphasis 
was placed on large-scale loans, even though the small size and the complexity of the country’s 
economy should have suggested far more emphasis at the start on policy advisory and capacity 
building TA and pilot projects. Only one small-scale grant was mobilized from ADB’s trust funds, 
for preparing an electronic business registry. Small project grants could have played an 
important role in extending the poverty impact of infrastructure operations, in pilot testing 
innovative approaches, in building good governance capacity, and in mainstreaming thematic 
objectives into the program. Government officials had little knowledge of the ADB’s various trust 
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funds—ADB staff did not make a sufficient effort to inform their government counterparts of the 
trust funds’ existence and opportunities.  
 
88. ADB’s information outreach has also been deficient. While the resident mission has 
cooperated well with NGOs through the NGO forum, very little effort was made to distill and 
disseminate the findings from the analytic work that went into ADB projects for the government 
or other stakeholders.  
 
89. The establishment of the Armenia Resident Mission in 2008 has helped to foster the 
exchange of information between development partners that have representatives in Yerevan. 
In the water supply sector and in the case of rural roads, the main development partners have 
supported common policy and institutional reforms. However, ADB made insufficient efforts to 
mobilize cofinancing for major projects or to generate additional resources for capacity building 
and policy reform support.  
 
90. ADB resources have been geared to financing investment projects, with very little TA 
allocated to policy reform or capacity building. Regional TA has financed advisory services but 
these have been aimed at addressing issues of importance to several developing member 
countries rather than to Armenia’s specific priorities, or have merely complemented ADB’s 
lending program in Armenia. Very few knowledge products have been generated, hampering 
ADB’s ability to contribute effectively to policy dialogue or to participate in wider development 
debates. What little policy dialogue ADB has engaged in has dealt primarily with issues specific 
to its investment operations.  
 
91. All of the TA, including the numerous regional TA projects, was supervised from ADB 
headquarters, and several suffered from insufficient follow-up and from weak links between the 
TA findings and policy dialogue. For example, the regional TA in 2008 aimed at improving 
financial disclosure standards identified a number of deficiencies in financial reporting but no 
follow-up on these issues has occurred in ADB’s subsequent private financial sector operations.  
 
92. ADB’s IOS expired in 2009. From 2010 to 2012, the country operated without a valid 
CPS. ADB did not prepare annual COBPs. Instead, two COBPs were issued for the 2008–
201039 period and for the 2012–2013 period.40

 

 ADB’s lack of attention to country strategy 
formulation and business programming contributed to an opportunistic approach to financing 
projects and weakened accountability for delivering development results.  

93. Stakeholder survey findings. The IED validation team conducted a small stakeholder 
survey among a sample of government officials, development partners and NGOs familiar with 
ADB’s support to Armenia.41

                                                 
39 Footnote 18. 

 On balance, the responding stakeholders saw ADB’s support as 
responsive to the country’s needs and to the government’s requirements. They felt that ADB 
added value mainly as a financier, project developer, and supervisor of complex infrastructure 
projects. Stakeholders felt that ADB’s participation in policy reform and knowledge generation 
had been trivial; that few efforts had been made to share information or to coordinate with other 
donors; that frequent changes in project officers hampered implementation; that more attention 
was needed to the poverty impact of ADB investments; and that more project materials should 

40 Footnote 27. 
41 A total of 28 stakeholders were surveyed, and written responses were provided by five government agencies, three 

development partners, and three NGO representatives. 
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be prepared in the Armenian language. Some respondents also felt that more staffing and 
responsibilities should be delegated to the resident mission to permit timely decision making.  
 
94. The IOSFR rated the government’s performance satisfactory. The report said the 
government’s main strengths were ownership of the MDGs; its commitment to the Paris 
Declaration principles; a participatory approach to formulating the country’s development 
strategies; its active participation in project design; and its counterpart financing. Lack of 
government leadership in aid coordination and its noncompliance with loan covenants for 
financing road maintenance and for adopting water tariffs to cover water supply operating costs 
were cited as the main government shortcomings.  
 
95. This validation report concurs with the IOSFR’s satisfactory rating for the government’s 
performance. The government has provided broad strategic direction through its national 
development plans, a number of sector plans, and thematic strategies. However, while the 
government states that it is firmly committed to the MDGs, its financing for the social sectors (at 
4% of GDP for education and health) is far below international norms. In addition, despite 
meeting its counterpart financing obligations for ADB projects, the government has made an 
especially weak effort to mobilize revenue, which has resulted in underfinanced public services 
and insufficient funding of O&M.  
 
96. Armenia signed the Paris Declaration on Aid Effectiveness in 2011 and Armenia’s 
Ministry of Economy is authorized to lead aid coordination but meaningful government-led donor 
coordination has been lacking. This has led to a large number of donor-driven projects and to a 
competition among donor agencies for resources. In the case of ADB operations, the 
government has not yet made good on its commitments to improve funding for road 
maintenance, to develop a road asset management system, or to adjust water tariffs annually. It 
has also allowed capacity for managing ADB projects in the roads directorate to erode, and has 
overestimated its own capacity to manage complex transport investments. While the 2010 
Public Debt Law helps by establishing prudential limits for sovereign borrowing, it does not set 
priorities for the government in its use of foreign loan resources. The government should be 
given credit for the many steps it has taken to improve the business regulatory environment and 
to foster private sector participation in service delivery, but prospects for growth and 
employment generation would be much better had it made equal progress in tackling corruption, 
addressing noncompetitive business practices of the conglomerates, and resolving border 
conflicts.  
  
H. Overall Assessment 

97. The IOSFR rated ADB’s country strategy and program successful overall. It derived the 
overall rating by aggregating the performance ratings in six criteria—strategic positioning, 
program relevance, efficiency, effectiveness, sustainability, and development impacts—as well 
as from the actual and expected performance of projects implemented during the IOS period. 
The validation report downgrades the overall rating as less than successful. It downgrades the 
rating on strategic positioning to less than satisfactory from the satisfactory accorded by the 
IOSFR. It also downgrades the rating for relevance to less than relevant from relevant. This 
report downgrades efficiency as less than efficient. It downgrades sustainability to less than 
likely sustainable from likely sustainable. Table 3 provides justifications for these downgrades.  
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Table 3: Ratings on ADB’s Integrated Operation Strategy for Armenia, 2006–2011, 
 in Final Report and Validation Report 

Evaluation 
Criteria and 
Quality 

IOS 
Final 

Report 
Rating 

IED 
Validation 

Rating 

Reasons for Rating Deviation in Validation Report and 
for Quality Rating 

Strategic 
Positioning 
 
 

Satisfactory 
 
 
 
 

Less than 
satisfactory 
 
 
 
 

Several binding constraints to development were ignored. 
Armenia’s characteristics as a small, middle-income 
country in transition were not taken into account in the 
diagnostic analysis of the IOS. ADB’s strategy to foster 
harmonization, to mainstream thematic objectives, and to 
provide knowledge products and services was not clearly 
defined. ADB could have benefited from specific 
strategies on how donor partnership collaboration was to 
be pursued. The IOS made no mention of the Paris 
Declaration on Aid Effectiveness, the development of 
country systems, or any measures to meet ADB’s 
corporate commitments to bolster the effectiveness of aid. 
 

Program 
Relevance 
 

Relevant Less than 
relevant 

The program relevance is downgraded to less than 
relevant because the program was not strongly aligned 
with the country’s national poverty reduction strategy. 
Choice of instrument was imbalanced and project 
readiness considerations were not incorporated in large 
MFFs project designs. ADB did not utilize the full range of 
its available support instruments. Given the country 
context the use of two large MFF is questionable.  
 

Efficiency Efficient Less than 
efficient 

The program’s efficiency rating is downgraded to less 
than efficient. Actual rates of return may be lower than 
expected because of start-up delays of two large MFFs, 
project related cost overruns, potential lower benefits in a 
slowing economy, and also due to the fact that the 
economic life of these assets may be far shorter than 
initially anticipated unless arrangements are put into place 
for sufficient O&M and financing. ADB could have used 
available resources far more efficiently if there had been a 
better use of lending and non-lending support 
instruments. 
 

Effectiveness Effective Likely 
Effective 

Given that the majority of the activities are ongoing, this 
assessment is based on (i) initial outcomes achieved from 
the projects in selected sectors, namely airport, roads, 
SME. 

Sustainability Likely 
sustainable 

Less than 
likely 
sustainable 

O&M financing for roads is lower in 2011 than it was in 
2008, despite agreements to boost it by 5% each year. 
O&M arrangements for rural roads are unclear. Water 
tariffs have not been raised since 2009 and most water 
supplied under ADB projects still earns no revenue. 
Municipal capacity to finance recurrent costs of major 
investments is hampered by dependence on central 
government transfers. Little progress has been made in 
institutionalizing improved ADB project management 
practices and in adopting recommendations provided 
under capacity building TA. Sector policy and institutional 
capacities are little improved, and progress is particularly 
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Evaluation 
Criteria and 
Quality 

IOS 
Final 

Report 
Rating 

IED 
Validation 

Rating 

Reasons for Rating Deviation in Validation Report and 
for Quality Rating 

lagging in transport, urban, and water supply policies and 
institutional arrangements. ADB’s crisis-response support 
made little contribution to reducing the risks that made the 
country vulnerable to an economic crisis in the first place. 
The high degree of dependence of the commercial banks 
on foreign sources of wholesale finance leaves them 
highly vulnerable to changes in donor sentiment. 
 

Development 
Impacts 

Satisfactory Satisfactory  
 
 

Overall 
Rating 

Successful  Less than 
successful 

 
 
 

ADB 
Performance 

Satisfactory Satisfactory  
 
 

Borrower 
Performance 

Satisfactory Satisfactory  
 
 

 Final 
Review 
Quality 

 N/A Less than 
Satisfactory 

The final review is candid. However, lessons were not 
drawn and the degree to which ADB’s thematic objectives 
were realized was not assessed. The IOSFR did not 
comment on the reasons for ADB’s limited cooperation 
with other development partners. It did not discuss the 
implications of the government’s rising debt burden. It also 
failed to explain why ADB had played a limited role in 
policy reform or institutional capacity building. 

ADB = Asian Development Bank, IED = Independent Evaluation Department, IOS = interim operational strategy, 
O&M = operation and maintenance, TA = technical assistance. 
Source: ADB Independent Evaluation Department validation team findings.  
 
I. Lessons and Recommendations 

98. The validation identified three main lessons.  
 
99. Flexibility crucial to establishing ADB presence. ADB, although a late-comer to 
Armenia compared with other sources of development finance, successfully established a 
presence in a short time as a major source of infrastructure finance, particularly in transport, 
water supply, and in the urban sectors. The flexibility in ADB’s IOS allowed ADB to respond 
quickly when the government wanted to borrow. ADB was willing to offer generous financing for 
major infrastructure initiatives with few policy or institutional reform strings attached. ADB was 
able to respond quickly to help close the financing gap for the country’s international airport 
expansion and to provide financing to help the government maintain a countercyclical fiscal 
stance in 2009 during the economic crisis.  
 
100.  Flexibility a cause of drift and policy neglect. While the IOS flexibility had benefits, it 
was also a weakness. It meant that ADB’s positioning was accidental rather than planned and 
that the program in Armenia was subject to drift. Many sector goals, objectives, and targets 
were not well thought through. Flexibility led to the neglect of policy and institutional 
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prerequisites for sustainable results in a rush to lend. In recent years, ADB’s support to Armenia 
has been very much shaped by a lending culture within ADB to deliver big loans. Since 2009, 
ADB has operated without a country partnership strategy in place. This has allowed the country 
program to undertake a number of large operations that were not grounded on a solid diagnostic 
of country priorities, institutional capacity, or fiscal realities. The large (and difficult to implement) 
MFFs will consume the vast bulk of ADB’s public sector lending resources during the next CPS 
period of 2013-2017. Adding value to a lending program that is largely predefined by past MFF 
commitments will be the key challenge for the next CPS. 
 
101. Balancing lending and capacity building. A balance of program financing and 
country-tailored capacity development TA is needed to address country challenges. While ADB 
provided a large lending portfolio, it delivered very few capacity development or policy reform-
related TA projects or small-scale grants. The vast majority of its TA to Armenia was financed 
regionally. Regional TA, while effective in some instances, was a poor substitute for national TA 
because its priorities related to the needs of the region as a whole and were not shaped by 
Armenia’s country-specific needs. The government’s ability to implement the two large MFFs is 
questionable, particularly in the sensitive areas of land acquisition and involuntary resettlement.  
 
102. The IOSFR had three main recommendations: 

(i) ADB’s top priority in the future should be helping the government provide proper 
funding and institutions for road maintenance, and mainstreaming those into 
practice. 

(ii) ADB has to set priorities for future country partnership strategy support by 
assessing the country’s needs, assess development partner support in each of 
the identified areas, and assess the absolute priority for ADB’s support. This is 
especially important given ADB’s limited financial resources for Armenia. 

(iii) ADB has to strengthen management of regional TA projects by improving their 
monitoring and integration with the country program.  

 
103. This validation report supports these recommendations. Unless funding and institutional 
arrangements for infrastructure O&M are improved in transport, water supply, and urban 
infrastructure, the positive results of ADB support will be short-lived. Similarly, sharpening 
priorities is essential. Doing so in ways that position ADB support to complement what is being 
provided by other development partners is sensible at all times.  
 
104. Looking ahead, the government must cope with the rapid buildup of public debt during 
2007−2011. Several years of fiscal consolidation are anticipated, with annual fiscal deficits of 
2%–3% of GDP anticipated over the 2013–2015 period. New sources of growth will need to be 
nurtured to reduce the country’s dependence on remittance inflows and real estate investment. 
Stubborn impediments to operating private businesses, including pervasive corruption and 
noncompetitive practices of business oligarchs, will need to be forcefully addressed. Armenia 
suffers from frequent natural disasters, including mudslides and earthquakes. With global 
warming, extreme weather events are bound to intensify. For a landlocked nation that is 
surrounded by larger and more dynamic economies, regional cooperation and economic 
integration would seem to be a logical path towards greater prosperity. In this instance, 
however, with two of Armenia’s four borders effectively closed to trade and territorial disputes 
and open hostility between the country and Azerbaijan, the returns on investments to tap 
markets in neighboring countries will be uncertain at best.  
 
105. Based on the above analyses, the IED validation reports makes the following 
recommendations for future ADB action and CWRD’s consideration in the next CPS: 
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(i) Lower public sector lending. To improve macro fiscal sustainability, the 
government will need to keep its borrowing impulses in check for many years to 
come. Over the next CPS period, the government expects to borrow only $200 
million–$300 million per annum from all sources (including 12 international 
financial institutions and bilateral lenders). Roughly one-third of this will be used 
to restructure the finances of Armenia’s largest public company. ADB’s lending 
targets may need to be scaled back by changing the phasing of the already 
agreed MFFs and by adopting a more modest lending pipeline. ADB also needs 
to make a great effort to help the government set priorities for infrastructure 
investment, particularly in transport, urban development, and rural water supply. 

 
(ii) Adding value to ongoing infrastructure investments. ADB has to endeavor to 

add value to its infrastructure investments by supporting a complementary 
program of small grants financed from trusts. These grants could be used to 
expand the impact of the investments in terms of poverty reduction, promotion of 
climate change adaptation, development of capacity for good governance, and 
enhancement of gender reforms and benefits. More emphasis should also be 
placed on encouraging the government to adopt sound infrastructure sector 
policies by, for example, establishing sustainable asset management. ADB 
likewise needs to focus on supporting the government in improving transport 
planning, developing O&M financing and arrangements for the roads sector, 
adopting a clear time-bound program for financing the provision of lifeline roads, 
and encouraging adoption of an open skies policy for civil aviation.  

 
(iii) Expanded private sector operations. With limited space for public sector 

lending, private sector operations will need to play a more prominent role in the 
new CPS. New sources of growth and employment must be nurtured. When 
feasible, synergies between ADB’s public and private sector operations should 
be encouraged, and public sector advisory, capacity development, and policy 
dialogue support should complement catalytic private sector investment 
operations. The new CPS should define strategies for contributing to private 
sector development through sovereign and nonsovereign support in an 
integrated manner. ADB’s financial sector support should be delivered primarily 
through its private sector operations and should emphasize support for the 
development of the institutional savings and capital market, including pension 
funds. ADB’s private sector operations may also offer some scope for fostering 
energy efficiency and developing clean sources of power.  

 
(iv) Robust knowledge products and capacity building. ADB should develop a 

robust knowledge products services and capacity building program. Armenia is a 
middle-income country and change can be catalyzed by providing new 
knowledge and advice on a wide range of topics, independent of ADB’s lending 
program. The new CPS should define a knowledge products services program, 
both in the core sectors of ADB support and through demand-driven support for 
economic management as a whole. Advisory and capacity building technical 
assistance should be designed to draw on new knowledge to assist in policy and 
institutional reform. This should be done in partnership with other development 
agencies. A better balance will need to be struck in Armenia between use of 
ADB’s limited TA resources for project preparation and their use for policy and 
capacity building support.  
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III. CONCLUSION AND ASSESSMENT OF THE QUALITY OF THE FINAL REVIEW 

106. This validation assessed the overall quality of the IOSFR based on the following 
subcriteria: (i) whether it was evidence-based; (ii) whether it was candid; (iii) whether it 
understood and applied the evaluation criteria well; and (iv) whether it provided good analysis, 
logical sequences, and coherent storylines. The validation found the IOSFR to be candid, 
particularly in identifying the shortcomings in the results frameworks and citing insufficient 
funding for road maintenance as a major risk to program sustainability. The IOSFR was also 
meticulous in its comparison of the actual and expected outcomes of ADB’s lending and 
technical assistance support at both the sector and country levels.  
 
107. The IOSFR applied the evaluation criteria provided by the IED guidelines, although 
lessons were not drawn and the degree to which ADB’s thematic objectives were realized was 
not assessed. The IOSFR did not comment on the reasons for ADB’s limited cooperation with 
other development partners, although such cooperation was an explicit objective of the IOS. 
Likewise, it did not discuss the implications of the government’s rising debt burden. It also failed 
to explain why ADB had played a limited role in policy reform or institutional capacity building. 
Despite a brief mention of ADB’s support for the Zvartnots Airport expansion and two credit 
lines, the IOSFR provided little discussion of the results of ADB’s private sector support. The 
linkages between ADB’s private sector operations and the sovereign lending support for SMEs 
were not discussed. The findings and key lessons from the 2012 project completion reports for 
the Rural Road Sector Project and the Crisis Recovery Support Program were not reflected in 
the IOSFR. Taking both its strengths and weaknesses into account, this validation report rates 
the IOSFR quality less than satisfactory.  
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ADB  L oans  and Technical As s is tance to Armenia, 2006–2011 

Year 
Programmed 

Year 
Approved 

Loan/ 
Investment/ 
MFF/TA No. 

Project Name Approved 
Amount 
($ million) 

Financial 
Statusa 

Description 

A. Sovereign Loans  
2007 2007 2363 Water Supply and Sanitation 

Sector Project 
36.000 Active Water supply and sanitation 

improvement in about 140 
settlements 

 
2007 2007 2351 

2467 
Rural Road Sector Project 
 
 

     47.920b 

 
 

8 Dec 2011 Upgrade about 220km of high-
priority roads in the Lifeline 
Road Network Program 
 

 2009 2529/2530 Crisis Recovery Support 
Program 

80.000 15 Oct 2009 Aimed to finance social sector 
expenditures to protect 
vulnerable sections of the 
population from the adverse 
effects of Armenia’s economic 
recession 
 

B. Nonsovereign Loans  
 2007 7264/2358c Micro- and Small Enterprise 

Financing Facility (Inecobank) 
       3.000 21 Aug 2008 Lend to commercial banks to 

enable them to expand their 
business of lending to micro 
and small enterprises 
 

 2010 7308/2620 Zvartnots Airport Expansion 
Project 

40.000 22 Aug 2011 Construct a new terminal for 
the country’s international 
airport 
 

 2011 7343/2810 
7344/2811 
7345/2812 
7346/2813 

Small and Medium-Sized 
Enterprise Finance Program 

65.000 19 Dec 2011 
13 Apr 2011 

 
Active, 

agreement 
not signed 

 

Loans to enable participating 
commercial banks to build 
their portfolios of loans to 
small and medium-size 
enterprises. 
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Year 
Programmed 

Year 
Approved 

Loan/ 
Investment/ 
MFF/TA No. 

Project Name Approved 
Amount 
($ million) 

Financial 
Statusa 

Description 

C. Multitranche Financing Facility  
 2009 35 North–South Road Corridor 

Investment Program 
500.000 Active Upgrade the North-South 

Highway corridor between the 
borders with Iran and Georgia, 
focusing on the segment 
between Yerevan and Gyumri 
 

 2011 56 Sustainable Urban 
Development Investment 
Program 

400.000 Active Investment program targeting 
a range of urban connectivity 
and mobility improvements, 
aiming to improve transport 
efficiency, reliability, and 
safety, and reduce congestion 
 

D. Advisory Technical Assistance  
 2005 4660 Seminars on ADB Operational  

Policies and Procedures 
0.150 31 Mar 2009 Training for senior government 

officials from various agencies 
on ADB's strategic objectives, 
operational policies, 
modalities, and procedures 
 

 2009 7414 Institutional Modernization to 
Improve the Business 
Environment 

0.575 Active Develop an online business 
registry 

 2007 4973 Transport Sector Development 
Strategy 

0.600 30 Mar 2009 A long-term Transport Sector 
Development Strategy 2020 
was developed. 

ADB = Asian Development Bank, MFF = multitranche financing facility, No. = number, TA = technical assistance. 
a Status as of 15 August 2012. For sovereign operations, this date refers to the financial closing date. For nonsovereign operations, this refers to the date when the loan was 

completely disbursed. 
b Includes a supplementary loan of $17.32 million, approved on 7 November 2008. 
c Part of Investment No. 7264/2358-REG: Bank Eskhata (Tajikistan), Inecobank (Armenia), Ineximbank (Kyrgyz Republic), approved on 22 October 2007, for $20 million. 
Sources:  Basic Data: loans, TAs, grant and equity approvals; Loan Financial Information System; Technical Assistance Information System.
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Development Partners Active in Key Sectors in Armenia 
 

ADB = Asian Development Bank, DFID = Department for International Development, EBRD = European Bank for 
Reconstruction and Development, EU = European Union, FAO = Food and Agriculture Organization, GTZ = Deutsche 
Gesellschaft für Technische Zusammenarbeit GmbH, IFAD = International Fund for Agricultural Development, IFC = 
International Finance Corporation, IMF = International Monetary Fund, JBIC = Japan Bank for International 
Cooperation, KfW = Kreditanstalt für Wiederaufbau, NGO = nongovernment organization, PRSP = Poverty Reduction 
Strategy Paper, UK = United Kingdom, UNDP = United Nations Development Programme, UNEP = United Nations 
Environment Programme, UNHCR = United Nations High Commissioner for Refugees, UNICEF = United Nations 
Children’s Fund, UNIDO = United Nations Industrial Development Organization, USAID = United States Agency for 
International Development, USDA = United States Department of Agriculture, WFP = United Nations World Food 
Programme, WHO = World Health Organization. 
Source: World Bank. 2012. World Bank Partners in Armenia. Washington, DC.  
 

 Sector  Lead National Agency 
 

Partners 
Poverty reduction PRSP Steering 

Committee 
IMF, UNDP, USAID, UNHCR, NGOs, EU, GTZ, 
DFID, UNICEF, World Bank 

Macro-stabilization and 
structural reform 

 Ministry of Finance IMF, Russian Federation, World Bank, ADB, IFC, 
EBRD, USAID 

Governance,  
corruption 

Public Sector Reform 
Committee 

IMF, EU, DFID, USAID, GTZ, UNDP,  
NGOs, World Bank 

Health Ministry of Health USAID, UNDP, WHO, UNICEF, UNHCR,  
GTZ, Global Fund, World Bank 

Transport Ministry of Transport and 
Communications 

Lincy Foundation, EU, UNDP, USAID, 
IFAD, World Bank, ADB 

Education Ministry of Education and 
Science 

UNICEF, EU, UNHCR, WFP, GTZ,  World Bank 

Agriculture,  food 
safety, rural 
development 

Ministry of Agriculture, 
Ministry of Territorial 
Administration 

EU, FAO, WFP, IFAD, USDA, GTZ,  
UNHCR, DFID, UNDP, USAID 
UNIDO, NGOs,  World Bank 

Decentralization Ministry of Territorial 
Administration 

USAID, EU, UNDP, World Bank 

Energy (heating,  
renewable) 

Ministry of Finance and 
Economy, Ministry of 
Energy 

EBRD, JBIC, EU, USAID, GTZ, IMF, UNDP,  
Cafesjian Fund, World Bank 

Private sector 
development 

Ministry of Industry and 
Trade,  
Armenian Development 
Agency 

USAID, GTZ, UK, EBRD, EU, Eurasia 
Foundation, IMF, UNDP, World Bank, ADB 

Natural resources, 
environment (including 
water resources 
management) 

Ministry of Nature 
Protection 

UNDP, EU, FAO, UNIDO, USAID,  
EBRD, GTZ, UNEP, NGOs, World Bank 

Financial  Central Bank, Ministry of 
Finance and Economy, 
Securities Commission 

IMF, USAID, USDA, GTZ, EBRD, World Bank 

Water State Committee on 
Water Economy 

USAID, UNDP, UNHCR, IFAD, WFP, KfW, World 
Bank, ADB 

Social protection Ministry of Labor and 
Social Issues 

UNDP, UNHCR, USAID, EU,  
UNICEF, NGOs, World Bank 
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LINKED DOCUMENT

http://www.adb.org/Documents/CPS/FRV/?id=ARM-2006

Armenia: Country Strategy Final Review, 2006–2011

http://www.adb.org/documents/armenia-country-strategy-and-program-2006-2011-final-review

http://www.adb.org/documents/armenia-country-strategy-and-program-2006-2011-final-review
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