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PRIVATE SECTOR ASSESSMENT (SUMMARY) 
 
A. Private Sector in Armenia’s Economy and Business Environment 
 

1. The private sector has played an increasingly important role in Armenia’s economy since 
the early 1990s, when the country embarked on its transition from a centrally planned to a market 
economy.1 The private sector (including foreign-owned companies) contributed 86% of gross 
domestic product (GDP),2 and accounted for 78% of total employment in 2013.3 Domestic credit 
to the private sector increased from 6.3% of GDP in 2003 to 44.7% of GDP in 2013, and private 
investment comprised a significant part of gross fixed capital formation in 2013.4 Foreign-owned 
private companies operate in almost all sectors of the economy, producing most of the output in 
some sectors.5 All 21 commercial banks operating in Armenia as of early 2013 had foreign 
shareholders; in most of them, their share in equity was more than half. 
 
2.  The private sector mostly consists of small (including micro) and medium-sized 
enterprises (SMEs), which have been a major driver of economic growth and job creation in 
recent years. In 2009, SMEs comprised 98% of the total number of registered commercial legal 
entities and sole proprietors, and contributed 43% of total value addition in industry and services. 
Their share in total employment was 42.2% in 2009.6 
 
3. Public–private partnerships (PPPs) have been quite successful in Armenia. PPPs in water 
supply and sanitation have led to increased duration and improved quality of water supply, 
increased revenue collection (despite substantial rises in tariffs), and reduction of government 
subsidies.7 Owing largely to PPPs, the information technology sector expanded rapidly in recent 
years, albeit from a low base.8 Total investment in PPP projects in the water, telecommunication, 
transport, and energy sectors reached $2.7 billion in 2013.9   
 
4. Armenia has made considerable progress in improving the business environment over the 
past several years.10 Accordingly, Armenia’s ranking on the overall ease of doing business 
jumped to 45th out of 189 countries in the World Bank’s 2015 Doing Business report, from 49th 
place in the 2014 report.11 Its rankings are particularly high on the ease of registering property 
(7th) and starting a business (4th), but are fairly low on trading across borders (110th), getting 
electricity (131st), and enforcing contracts (119th). The Heritage Foundation and the Wall Street 
Journal ranked Armenia 41st out of 186 countries in the 2014 Index of Economic Freedom.12  
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B. Impediments to Private Sector Development 
 
5. Notwithstanding the recent strides in improving the business environment, many factors 
still impede the development of a vibrant and efficient private sector in Armenia. Among them are 
governance issues and inadequate domestic and international connectivity.  
 
6. Governance. Governance issues hindering private sector development, especially SMEs, 
include corruption (most notably in tax and customs administration, and the judiciary); close links 
between some government officials and private businesses; dominance of many sectors by well-
connected businessmen (called oligarchs) and the resulting lack of fair competition; and selective 
application of laws and regulations (particularly those relating to taxes, enforcement of contracts, 
and bankruptcy).13 Armenia ranked 94th out of 177 countries in Transparency International’s 2013 
Corruption Perceptions Index.14 Its percentile rank on most of the World Bank’s Worldwide 
Governance Indicators worsened between 2009 and 2011, when its percentile rank on control of 
corruption fell from 33.5% to 29.9%.15 Only a third of firms that participated in the 2011 European 
Bank for Reconstruction and Development (EBRD)—World Bank Business Environment and 
Enterprise Performance Survey considered the courts to be fair and impartial in Armenia.16 
Governance issues are the main reason why the informal economy is relatively large in 
Armenia.17  
 
7. Connectivity. Good connectivity within the country and with the rest of the world is 
particularly important to private sector development (PSD) in Armenia given its small size. 
However, both domestic and international connectivity is inadequate due to the country’s 
landlocked location, mountainous terrain, and geopolitical constraints, and deficiencies of its 
transport networks. The railway linking Armenia with Georgia is at present Armenia’s only railway 
connection with the rest of the world, but many segments of this railway are in poor condition. So 
are many parts of the international roads connecting Armenia with Georgia and Iran, and of 
domestic roads linking various parts of Armenia with each other and with the international roads.18  
 
8. Inadequate domestic and international connectivity raises the cost of doing business in 
Armenia and makes it relatively difficult for local businesses to achieve economies of scale and to 
integrate into global value chains. It is partly because of inadequate domestic connectivity that the 
population and economic activity—including private sector and SME activity—are concentrated in 
Yerevan.19 Inadequate international connectivity largely explains why international shipments are 
so costly and time-consuming in Armenia. The average cost of importing a 20-foot container to 
Armenia is estimated at $2,175 (compared with $1,595 in Georgia and $440 in Singapore) and 
the time needed for such a shipment is 18 days (compared with 10 days in Georgia and 4 days in 
Singapore), according to the 2015 Doing Business report.   
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9. Other factors. PSD in Armenia also suffers from business practices in the informal 
economy; a relatively heavy tax burden on SMEs (due in part to tax evasion by large, well-
connected businesses); difficulties with access to finance (particularly for SMEs); low quality of 
logistics services; overvaluation of the real exchange rate; and financial, informational, and 
technical barriers to trade.20 The high cost and/or unreliable supply of electricity is likely to 
become a binding constraint on medium-term PSD if Armenia does not enhance its energy 
security.  
 
C. Government’s Private Sector Development Strategy  
 
10. The government attaches vital importance to the development of SMEs in creating jobs, 
improving living standards, and reducing poverty. It also recognizes that a lot still needs to be 
done to create a favorable environment for PSD in Armenia, and that PPPs can make a 
substantial contribution to the country’s economic development. Therefore, the government 
intends to press ahead with its recent efforts to improve the business environment, foster SME 
development, and make effective use of PPPs. The Armenia Development Strategy 2025 
provides for a broad range of policies and measures aimed at further improvement of the 
business environment, including further streamlining business regulations, developing e-
government, optimizing the inspection system, modernizing the judiciary system, improving the 
country’s internal and external transport links, and enhancing the reliability of power supply.21 The 
strategy also calls for targeted support of certain sectors, such as export-oriented and information 
technology industries, tourism, agriculture, and SMEs (especially SMEs operating outside of 
Yerevan and SMEs owned by women and young people). Furthermore, the strategy calls for 
greater use of PPPs in developing the tourism and information technology sectors, creating and 
developing free economic zones, and promoting exports.  
 
11. The new government program,22 a medium-term action plan, provides for additional and 
more specific measures to improve the business environment.23 Another important government 
document that has significant implications for PSD is the Strategy of Export-Led Industrial Policy, 
which was adopted in 2011. This document sets out the priorities, principles, and tools of the 
government’s industrial policy and aims to provide a strategic framework for all activities and tools 
used by the government to boost the development of the real sector of the economy (including 
SMEs) and to expand and diversity exports. It calls for cooperation between the government and 
the private sector in implementing sector strategies, enhancement of the business environment 
through improvements in the regulatory framework and physical infrastructure, and government 
support of firms (particularly SMEs) with export potential.24 Hence, all these government 
documents discuss—to varying degrees—the main impediments to PSD in Armenia, including 
governance issues and inadequate internal and international connectivity. A major challenge for 
the government is to carry out the action plan and implement the strategies effectively. Tackling 
some governance issues (such as corruption and the dominance of oligarchs) will be particularly 
challenging and require strong political will.   
 
D. ADB’s Experience and Strategy 
 
12. Previous program. The interim operational strategy (IOS) for Armenia of the Asian 
Development Bank (ADB), which was approved in 2006 and guided ADB’s operations in the 
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country in 2006–2012, aimed to boost the private sector primarily by promoting finance sector 
development.25 In 2006–2013, ADB approved loans totaling $130 million for three private sector 
projects, and a grant of $575,000 for capacity building technical assistance (TA) aimed to foster 
PSD by building an online business registry.26 During this period, ADB also implemented several 
regional TA projects that included Armenia and aimed to support PSD.27   
 
13. The final review of the IOS concluded that the IOS approach to supporting PSD could 
have been more closely aligned with the government’s priorities by aiming to improve the 
business environment instead of focusing on finance sector development. All projects (including 
those under regional TA) whose effectiveness could be assessed in 2012 were rated effective in 
achieving the expected project outcomes.28 While disagreeing with some of the ratings of the final 
review, the validation report on the final review concluded that ADB’s private sector operations in 
Armenia 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. One of the 
recommendations of the validation report for ADB’s future strategy and program in Armenia was 
to expand private sector operations.29 
 
14. Future public and private sector lending. ADB’s public sector operations will seek to 
strengthen the enabling environment for PSD by promoting external and internal connectivity, 
developing secondary urban areas, and enhancing energy security. ADB will prioritize private 
sector participation wherever possible to help the government implement its ambitious public 
investment program while keeping the overall debt level within the legal limit. ADB will provide 
financial assistance to nonsovereign projects to which ADB can contribute value addition and 
leverage third-party funding. ADB's private sector operations could take place in energy,30 
transport, and export industries, where associated domestic business generation could be 
transformative for the economy.31 ADB’s participation in private sector operations will be 
instrumental in promoting awareness of environmental and social best practices as well as use of 
state-of-the-art technologies. ADB will explore and, to the extent possible, help the government 
develop PPPs in transport, energy, tourism, and information technology, as well as in delivery of 
municipal services, especially in secondary towns. 
 
15. Knowledge products and services. ADB’s policy analysis and advisory services will help 
improve the business environment, foster SME development, attract foreign direct investment, 
develop the knowledge economy, and make effective use of PPPs. ADB’s presence in private 
sector operations will facilitate adoption of international due diligence, governance, and 
transparency standards. To further strengthen the policy environment in Armenia, ADB’s policy 
dialogue will involve, among others, issues related to the legislative and regulatory framework for 
effective PPP transactions, particularly the merits of establishing a dedicated centralized PPP unit 
in the country. Policy dialogue will include measures and policies to remove other PSD- and PPP-
related constraints identified in ADB’s diagnostic study.32  
 

                                                
25

  ADB. 2006. Armenia: Economic Report and Interim Operational Strategy, 2006–2009. Manila. 
26

 The loans were for Sevan-Hrazdan Cascade Hydropower System Rehabilitation, Small and Medium-Sized 
Enterprise Financing Facility, and Zvartnots Airport Expansion Project; the TA project concerned institutional 
modernization to improve the business environment. 

27
  Capacity building for financial institutions, and enhancing financial disclosure standards in Armenia, Azerbaijan, and 

Georgia. 
28

  ADB. 2012. Country Strategy Final Review: Armenia (2006–2011). Manila.   
29

 ADB. 2012. Validation Report—Armenia: Validation of the Final Review of Country Operations, 2006–2011. Manila.  
30

  In early 2013, ADB approved a nonsovereign loan ($25 million) to the International Energy Corporation for the 
Sevan-Hrazdan Cascade Hydropower System Rehabilitation Project.   

31
  In the finance sector, ADB may seek opportunities for access to finance, particularly by SMEs, and possible 

investments in nonbank financial institutions, among other activities. 
32

  Armenia’s PPP assessment and opportunities report evaluates the existing PPP environment in the country, and 
identifies key constraints and actions for potential future ADB interventions. 


