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PROGRAM AT A GLANCE

Source: Asian Development Bank
This document must only be generated in eOps. 01102019152518166234 Generated Date: 07-Oct-2019 11:30:26 AM

1. Basic Data Project Number: 53248-001
Project Name Second Public Efficiency and Financial Markets 

Program
Department/Division CWRD/CWPF

Country Armenia, Republic of Executing Agency Ministry of Finance 
(MOF)Borrower Armenia

Country Economic 
Indicators

https://www.adb.org/Documents/LinkedDocs/?id
=53248-001-CEI

Portfolio at a Glance https://www.adb.org/Documents/LinkedDocs/?id
=53248-001-PortAtaGlance

2. Sector Subsector(s)      ADB Financing ($ million)
Finance Banking systems and nonbank financial institutions 5.00

Central banking systems 5.00

Infrastructure finance and investment funds 5.00

Money and capital markets 5.00

Small and medium enterprise finance and leasing 5.00

Public sector 
management

Economic affairs management 7.50

Public expenditure and fiscal management 7.50

Total 40.00

3. Operational Priorities Climate Change Information
Strengthening governance and institutional capacity Climate Change impact on 

the Project
Low

Sustainable Development Goals Gender Equity and Mainstreaming
SDG 1.a
SDG 8.10
SDG 9.1, 9.3
SDG 16.6
SDG 17.1, 17.17, 17.3, 17.4

No gender elements (NGE)

Poverty Targeting
General Intervention on Poverty

4. Risk Categorization: Low 
.

5. Safeguard Categorization Environment: C   Involuntary Resettlement: C   Indigenous Peoples: C
.

6. Financing

Modality and Sources Amount ($ million)

ADB 40.00
     Sovereign Stand-Alone Policy-Based Lending (Regular Loan):  Ordinary 
capital resources

40.00

Cofinancing 0.00
     None 0.00

Counterpart 0.00
     None 0.00

Total 40.00

Currency of ADB Financing: US Dollar 





 

 

I. THE PROPOSAL 
 
1. The proposed Second Public Efficiency and Financial Markets Program will help the 
Government of Armenia strengthen fiscal sustainability and develop financial and capital 
markets.1 The proposed stand-alone policy-based loan follows-up on previous assistance by the 
Asian Development Bank (ADB) in Armenia, and aims to continue (i) strengthening management 
of public debt and fiscal risks, to support the authorities’ efforts toward fiscal consolidation and 
managing key risk exposures more credibly; (ii) improving money market liquidity and financial 
market transparency, by deepening the government securities market and improving the 
infrastructure for money markets; and (iii) foster the development of corporate debt and equity 
markets, by enhancing corporate transparency and the legal and regulatory framework for new 
instruments and investment vehicles.2 This reform agenda will help deliver more predictable fiscal 
outcomes and policies, as required by the new program that the Government of Armenia 
approved in February 2019.3 
 
2. The government program aims to: (i) promote entrepreneurship, innovators, and their 
access to affordable and sustainable finance while ensuring efficient and sustainable fiscal 
policies and effective public debt management; and (ii) develop government debt markets to 
support high value human and capital investments.4 The government program also explicitly 
refers to a fundamental development prerequisite: the need to develop capital markets and 
financial institutions in Armenia, as the way to sustainably expand affordable financial services in 
support of private sector competitiveness.5  This is a pivotal common objective for both the 
government and the Central Bank of Armenia to pursue.6 The reform agenda pursued under 
ADB’s proposed approach implicitly seeks to promote a more confident government reliance on 
market-based financing, preferably in local currency.7 
 
3. The proposed assistance was included in ADB’s country operations and business plan, 
2019–2021 for Armenia, to help better and more sustainably mobilize financial resources to 
implement public policies and develop the private sector.8 The proposed assistance is in line with 
ADB’s Strategy 2030, which prioritizes developing the financial sector and capital markets to 
support private sector development and enhance financial stability (i.e. operational priority area 6 
to strengthen governance and institutional capacity). 

                                                
1  The government confirmed its request for ADB assistance in the January and March consultation missions. An initial 

design and monitoring framework is in Appendix 1. Transaction technical assistance will be provided (Appendix 3). 
2  Medium-term reforms in these policy areas were initiated under the Public Efficiency and Financial Markets Program 

(2017–2018). The proposed approach will finalize newly initiated and complementary reforms. 
3  Government of Armenia. 2019. Armenia Five-Year Government Program. Yerevan. 
4  On ensuring efficient fiscal management, see point 2 of section 1 and point 1 of section 3.2 of the government 

program (footnote 3). 
5  Footnote 4, section 5.3. 
6  Section 5.3 of the new program recognizes the need for reforms to reduce the gaps, barriers, and issues in Armenia’s 

financial intermediation to mitigate risks, lower credit interest rates, and increase banking stability and credit 
opportunities to private entrepreneurs. Categorical statements, e.g. in section 5.6, that developing market 
mechanisms to bring investors in entrepreneurial assets in contact with domestic savers is “an important precondition 
for sustainable development,” are noteworthy and explicitly referred to as (i) a way of giving Armenian citizens access 
to diversified saving opportunities “through the acquisition of bonds or stocks of non-financial corporations,” (ii) a 
justification for “expanding the availability of alternative financial instruments (e.g. through the development of 
investment funds) and making easier for non-financial corporates to enter capital markets to issue securities (IPOs),” 
and (iii) crucial to enable large-scale infrastructure investments and private sector participation in their development. 

7  A full 85% of Armenia’s public debt is in foreign currency. This is a fundamental source of vulnerability to external 
shocks. 

8  ADB. 2018. Country Operations Business Plan: Armenia, 2019–2021. Manila. 
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4. Recent ADB assistance supported substantive reforms that can, by themselves, trigger 
long-lasting changes in the institutional or policy environment. But these take time to become fully 
embedded in Armenian institutions and their practice. Through the proposed new assistance, the 
ADB and the government continue to build on past achievements, maintain reform momentum 
going forward and address emerging issues.  

II. PROGRAM AND RATIONALE  
 
A. Background and Development Constraints 
 
5. Potential output growth in Armenia is partly limited by low levels of investment, which 
declined from about 40% of gross domestic product before the financial crisis to less than 18% in 
2017–2018.9 A strong and sustainable rebound is unlikely, unless public efficiency and financial 
sector reforms address the high costs of local currency finance and the constraints to the financial 
system’s own maturity transformation capacity.10 Pricing benchmarks for financial contracts in 
local currency are currently nonexistent for most tenors or are very steep at the tenors that are 
available. 11  Risky foreign currency lending remains common practice, whether the parties 
recognize key risks or not. A systemic consequence is that the economy remains dollarized, 
vulnerable to external shocks and constrained from a price competitiveness perspective. 
Promoting financial deepening in local currency is of utmost priority. 
 
6. Core development problem. While Armenia’s financial institutions (predominantly 
banking) have improved over the years, financial markets remain nascent. This limits Armenia’s 
private sector development, constrains public finance and fiscal management, and threatens 
macroeconomic and financial stability.12 This problem is rooted in the three constraints below.  
 
7. Public debt and fiscal risk management. Gaps in public debt and fiscal risk 
management hold back fiscal credibility in Armenia. To ensure fiscal stability and sustainability, 
and reduce the resulting risk premiums, these functions need to become more credible, 
transparent, and effective in meeting their core objectives. Before ADB’s first intervention: (i) 
public debt management lacked effectiveness and strategic underpinnings; (ii) fiscal risk 
management was inadequate and significantly incomplete in scope, played no role in vetting new 
initiatives, lacked basic analytic methodologies, and exercised no risk management or mitigation 
responsibilities; and (iii) private sector provision of public infrastructure services lacked legal or 
regulatory underpinnings and was done in nontransparent and fiscally-adverse ways. ADB’s first 
program initiated the medium-term reform agenda to address these constraints. But key 
institutional upgrades still need to be completed. 
 
8. Government securities and money markets. Gaps hold back efficiency and liquidity in 
Armenia’s government securities and money markets. Before the first ADB program, debt 
securities issuance practices and communication were wholly inadequate for developing market 
benchmarks (price discovery), and systematic new practices were needed to gradually reduce 

                                                
9  The pre-2009 capital inflow and credit-induced construction boom had fueled much investment. The contraction in 

investment as a share of gross domestic product is expected to end as of 2019, and pro-growth policies by the 
government can help revive it, especially if business environment challenges and geopolitical risks are addressed. 

10  Maturity transformation is a key function of banking. The maturity mismatch that is needed to facilitate long-term 
investment projects, while serving agents’ liquidity needs, is a key driver of the net interest margin in banking. The 
term refers to the difference in the residual contractual maturity between assets and liabilities. 

11 At the current Central Bank of Armenia  policy rate of 5.75%, risk-free rates for highly liquid instruments with a 5-year 
tenor are about 8.5% (and above 10% for a 10-year tenor). With risk premiums, maximum tenors on offer by 
commercial banks in Armenia in local currency are now below 24 months on average at rates of about 13%. 

12 Insurance is only around 1% of the financial system’s assets. Interbank markets are less than 10% of banks’ funding. 
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liquidity premiums in government debt securities. Lack of market-making frameworks also 
impeded price discovery. The first ADB program supported reforms and institutional development 
efforts to address these gaps, but this reform agenda now needs to be completed. 
 
9. Legal frameworks and corporate transparency. Problems in key legal frameworks for 
new instruments and the protection of investors, along with deep deficiencies in corporate 
transparency, continue to hinder progress. Before the first program, gaps in legal frameworks for 
new financial instruments and asset classes hindered investor interest and the issuance of new 
financial instruments. Lack of corporate information practices also constrains the broadening of 
investor/issuer bases in Armenia’s debt and equity markets. The reforms designed and 
implemented under the first program need to be continued. 
 
10. The joint consequences of these root problems are: (i) high dependency on foreign 
currency loans and exposure to currency risks; (ii) very high and time-varying liquidity premiums 
for public debt issuance (with exchange-rate premiums dominating the pricing of government 
securities); (iii) low financial deepening and access to finance (and high dollarization); (iv) lack of 
fiscally-responsible mechanisms to attract private participation in public infrastructure. 
 
B. Policy Reform and ADB’s Value Addition 
 
11. Post-program engagement framework and policy reform momentum. In line with 
good practice, the proposed approach will focus policy attention and reform capacity on a small 
number of important and challenging actions under each of the reform areas below. The ongoing 
post-program engagement framework to the first program (2017–2018) helped keep the 
momentum in policy dialogue through recent and challenging political circumstances.  
 
12. Reform area 1: Strengthening public debt and fiscal risk management policies and 
practices. Reform efforts will continue to help improve the government’s debt management 
practices and fiscal risk management.13 The proposed approach aims to achieve: (i) significant 
upgrades in fiscal credibility, with a market development friendly issuance program that dominates 
debt policy and borrowing practices; (ii) a complete and effective framework to promote only 
fiscally responsible and planning-relevant public–private partnerships (PPPs) in place; (iii) 
established capacity to manage and assess the risks in the current stock of concessions 
(equivalent to 10% of gross domestic product); and (iv) risk premiums and rating outlooks (and 
faster fiscal consolidation) that gradually reflect all these efforts to enhance fiscal credibility. 
 
13. Reform Area 2: Improving government securities market and money-market 
infrastructure. Reform efforts will continue to be deployed to increase liquidity in government 
securities and money markets, ultimately helping to gradually reduce foreign currency risk 
exposures by public and corporate borrowers and lenders.14 The proposed approach aims to help 
establish a liquid yield curve along key tenors, promote liquid money-markets in terms of trading 
turnover, and establish formal pricing benchmarks in local currency. This will require reforms and 
                                                
13  The program will do so by, for example, strengthening the Public Debt Management Department’s analytical capacity 

and formal practices to mitigate risks in debt issuance, and in being more transparent and bolder in public debt 
management objectives over the medium term. MOF will also operationalize the new fiscal risks management 
department. A full-fledged risk vetting and monitoring mechanism for PPPs is needed. Parliament will approve a 
fiscally responsible and planning-relevant PPP law, and the staffed PPP unit will fully integrate with the newly 
established public investment management frameworks and practices.  

14  The proposed approach will ensure that each medium-term debt strategy update is implemented within its benchmark 
targets and with more stringent targets to reduce foreign currency exposures and increase reliance on government 
securities issuance. This will also require legal amendments to ensure repo contracts become standardized, can be 
safe from recharacterization risk, and are mainstreamed by differentiated prudential treatment. 
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bolder market-based public debt issuance efforts that, in local currency, are tantamount to taking 
on more refinancing risk in exchange for a prospective reduction in liquidity premiums, and, in 
foreign currency, preserve benchmarks for currency hedging instruments. The confident 
implementation of increasingly more stringent medium-term debt management strategies will 
continue to necessitate transaction technical assistance (TA).   

 
14. Reform area 3: Broadening base of instruments and investors and enhancing 
corporate transparency. This reform will sustain previous efforts to strengthen the legal and 
regulatory framework for new instruments and corporate transparency, to encourage both more 
active investors and issuers and develop capital markets.15 At the end of the proposed program, 
ADB expect capital (corporate) markets to become more active. 
 
C. Impacts of the Reform 
 
15. The impact of the reform program will be increased fiscal sustainability and resilience in 
the financial sector of Armenia by 2020. This is aligned with the government’s policy priorities and 
its focus on, among other things, improving governance and public sector management.  
 
D. Development Financing Needs and Budget Support 
 
16. The government has requested a policy-based loan for 2019 of $40 million-equivalent, 
and flexibility with regards to budget and reform support in the next fiscal years. 16 The current 
fiscal overperformance in tax revenue, the recent success with sizable market-based debt 
issuances, the currently planned strategy to address Eurobond redemption challenges well in 
advance of end-2020 and by preserving the benchmark, and the current medium-term fiscal 
projections all produce significant uncertainty with regards to development financing needs in 
2020–2021. Also, the government is facing difficulties in budget execution in 2019, which might 
produce non-negligible expenditure carryovers to 2020. It is important to remain flexible going 
forward, in view of the uncertainty that surrounds the government’s general financing 
requirements during 2019–2021.17 In line with the objectives of ADB’s current assistance to 
Armenia, the government is also eyeing to fill remaining gaps with much higher reliance on 
market-based domestic borrowing, and ADB will continue supporting this and other reform 
objectives through a new Post-Program Engagement Framework (PPEF 2).18  
 
E. Implementation Arrangements 
 
17. The Ministry of Finance will be the executing agency. The Central Bank of Armenia, the 
Ministry of Economic Development and Investments, and Ministry of Finance will be implementing 
agencies in their respective reforms in each output.19 The implementation period is November 
2018–September 2019 for the reforms included as Tranche 1 conditionality, and October 2019–
September 2021 for the PPEF 2.20 

                                                
15  Regulatory reforms will be promoted to implement the new law on mortgage lending, the newly amended covered 

bonds law, and the newly amended laws on securitization and ABSs. The program will also promote insolvency 
reforms and introduce elements of modern corporate law.  

16 ADB is also processing a policy-based operation in social sectors for budget support in 2019, for $10 million. 
17 The financing gap for 2019 is now projected at $175 million, and $1.1 billion for 2020-21. 
18 Successful implementation of these fiscal strategies in 2020–2021 will depend not only on the effective 

implementation of key reforms under the program but also on continuous fiscal revenue overperformance. 
19 The Armenia Stock Exchange and the Financial Markets Association of Armenia will be implementing partners. 
20 Loan disbursement will follow ADB’s Loan Disbursement Handbook (2017, as amended from time to time). 
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III. TECHNICAL ASSISTANCE 
 
18. Transaction TA in the amount of $825,000 is required to support reform implementation 
and build the capacity of the implementing agencies. The TA will be financed with $750,000 from 
ADB’s Technical Assistance Special Fund (TASF-other sources). 
 

IV. DUE DILIGENCE REQUIRED 
 
19. The following due diligence will be carried out during the program preparation: 

(i) Safeguards. No adverse safeguards impacts are envisaged as this is a policy-
based program.  

(ii) Economic. ADB will assess the economic benefits of the proposed reforms. 
(iii) Governance. ADB will agree on public financial management, procurement, and 

anticorruption issues and related capacity development with the government. 
(iv) Poverty, social and gender. No adverse poverty, social, or gender issues that 

require specific attention were identified. There are no gender elements. The 
program characteristics offer very limited potential for gender mainstreaming entry 
points. The mission team continues to pursue any opportunities, and the PPEF 
and TRTA will be potentially used for seizing gender mainstreaming activities. 

 
V. PROCESSING PLAN 

A. Risk Categorization 
 
20. The proposed program is categorized low risk. The proposed loan amount is below $50 
million. ADB’s recent programmatic assistance in 2017–2018 and the uninterrupted policy 
dialogue that its post-program engagement framework enabled helps support this classification. 
 
B. Resource Requirements 
 
21. The project team comprises ADB sector staff with expertise in the public sector, financial 
sector, and capital market, allocating an estimated total of eight person-months to process the 
program. A transaction TA is required to support the design and implementation of the program. 
 
C. Processing Schedule 
 

Proposed Processing Schedule 
Milestones Expected Completion Date 
Loan fact-finding mission 1st week of September 2019 
Staff review meeting 2nd week of October 2019 
Loan negotiations Mid October 2019 
Board consideration Mid-November 2019 
Loan signing  End-November 2019 

Source: Asian Development Bank. 
 

VI. KEY ISSUES 
 
22. During processing and implementation, ADB will pay attention to (i) maintaining reform 
commitment and managing political economy challenges in interagency coordination; (ii) ensuring 
timely TA to build government capacity to implement reform; and (iii) ensuring close collaboration 
with development partners, especially with the International Monetary Fund.  
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DESIGN AND MONITORING FRAMEWORK 
(Initial Draft) 

 
Country’s Overarching Development Objective 
Fiscal sustainability and resilience in the finance sector increased by 2022a 

 

Results Chain 
Performance Indicators with 

Targets and Baselines 

Data Sources and 
Reporting 

Mechanisms Risks 

Effect of the Reform 
Depth of financial 
markets 
increased 

By the end of 2021:  
a. Percentage of net domestic 

securities issuance in total 
public debt issued 
increased to 56% (2018 
baseline: 26%)  

b. Turnover ratio in 
government bonds 
increased to 10% (2018 
midline: 7%) 

c. Term premium between 
policy rate and average 
lending rate in local 
currency (over 1 year) 
decreased to 400 basis 
points (January 2016 
baseline: 900 basis points; 
December 2018 baseline: 
625 basis points)  

 
a. Annual medium-

term debt strategy 
updates (Figure 1 
of the current 
format) 

b. CBA statistics 
 
 
 

c. CBA statistics 

 
The current 
government 
commitment to 
reforms might not be 
sustained in the 
future, causing 
delays in 
implementing critical 
reforms. 
 
Geopolitical risks can 
eventuate, e.g. 
through a 
deterioration of 
regional 
relationships. 

Reform Areas under 
Subprogram 1 
 
1. Strengthened 
public debt and fiscal 
risk management 
policies and practices 
  
 
 
 
 
 

Indicative Policy Actions 
 
By 2019: 
1.1 Charter of Fiscal Risks 

and Statistics Department 
approved (2018 baseline: 
no department) 

1.2 Fiscally responsible PPP 
law approved (2018 
baseline: no legal 
framework for PPPs) 
 
 

 
  

 
 
 
1.1-3.2. Documentary 
evidence collected 
from official sources 
for program 
processing 
 
1.1-3.2 Official 
communications and 
reports from the 
Ministry of Finance, 
CBA, and MEDI 

 
 
 
Delays may arise 
from sudden changes 
in administrative 
procedures, ministry 
leadership, and/or 
major staff turnover. 
 
External financial 
shocks to emerging 
markets might 
change borrowing 
conditions. 

2. Improved 
government 
securities market and 
money market 
infrastructure 
 
 
 
 
 
 

2.1 Medium-term debt 
strategy benchmarks met 
and targets updated to be 
more stringent (2018 
baseline: previous annual 
updates often did not 
meet targets) 

2.2 GMRA road map 
implementation is on 
track (2018 baseline: no 
GMRA implementation) 
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3. Broadened base of 
instruments and 
investors and 
enhanced corporate 
transparency 
 

3.1 Insolvency amendments 
introduced to strengthen 
creditors’ rights and raise 
creditors’ recovery rates 
(2018 baseline: no such 
legal framework) 

3.2 Modern elements of 
corporate law approved 
by Parliament (2018 
baseline: no such legal 
framework) 

  

 

 

Budget Support 
ADB: $40 million (regular OCR) loan for Subprogram 1 in 2019 
Borrowing for Subprogram 2 in 2020 or 2021 will be determined by development financing needs 
TA:   $750,000 (TASF-other sources). 

ADB = Asian Development Bank, CBA = Central Bank of Armenia, GMRA = Global Master Repo Agreement, MEDI = 
Ministry of Economic Development and Investments, PPP = public–private partnership, TA = technical assistance, 
TASF = Technical Assistance Special Fund. 
a Government of Armenia. 2019. Armenia Five-Year Government Program. Yerevan. 
Source: Asian Development Bank. 
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PROBLEM TREE 
 
 

Consequence #1: Ineffective mobilization and 
channeling of domestic savings and foreign investment 

in the economy into productive investments and 
infrastructure development 

Consequence #2: Limited policy tools 
to deal with macroeconomic shocks and 

financial instability 

Consequence #3: Increased risks to 
financial stability (because of high 

dollarization) and to fiscal 
sustainability 

CORE DEVELOPMENT PROBLEM: Undeveloped financial markets (low financial 
depth in dram) 

Low bank lending in dram, and limited access by banks to 
capital markets for wholesale financing (as issuers) 

Low appetite for 
infrastructure securitization 

Low trading liquidity in interbank money markets (secured or 
unsecured) and government securities markets, and no risk-free 

benchmarks for pricing of financial contracts and securities 

Limited participation by domestic 
contractual savings and/or pension funds 

and foreign investors 

Root Cause #2: 
Incomplete infrastructure for money 

markets, weak systemic liquidity 
management by the Central Bank of 

Armenia, misguided public debt 
policy, and weak public debt 

securities’ issuance practices 
 

Root Cause #1: 
Risks to fiscal stability from weak 

public debt management; weak 
control and/or monitoring of SOEs 

and PPPs; weak (PPP and SOE) 
fiscal risk appraisal, management, 
and monitoring; and weak policy 

environment for PPPs 

Root Causes #3: 
Weak institutional and/or 
legal underpinnings for 
corporate transparency, 

gaps in the legal framework 
for financial securities 
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