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Preface

The European Commission (DG Trade) awarded a contract to Ecorys in consortium with CASE,
signed in November 2012, to conduct a trade sustainability impact assessment (Trade SIA) relating
to the negotiations of a Deep and Comprehensive Free Trade Area (DCFTA) between the EU and
the Republic of Armenia.
Ecorys-CASE is aware of the important role of this study in providing input into the negotiation
process. The study takes place in parallel to the negotiation process, and the planning is discussed
with the European Commission to ensure optimal input in the negotiations on the basis of this
study.
This Final Report is based on the Terms of Reference, the Ecorys-CASE proposal that was
submitted to DG Trade, the inception and interim technical report, discussions with the Steering
Committee and Civil Society as well as progressing insights as the study results emerged.
This report presents the main findings of the study, encompassing:
•

A summary of the applied methodologies;

•

Overall analysis of the economic, social, human rights and environmental sustainability impact;

•

A summary of the consultation process and main inputs received;

•

In-depth analysis of sustainability impact for a set of selected sectors and issues;

•

A synthesis of the main potential economic, social and environmental impact;

•

Policy recommendations and flanking measures based on the identified impacts.

We would like to thank all stakeholders that asked questions or provided comments and
suggestions as this has improved the analysis in this Trade SIA.
The Ecorys-CASE Team
24 September 2013

This report was commissioned and financed by the European Commission. The views expressed
herein are those of the Contractor, and do not represent an official view of the Commission.
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Executive Summary

This is the Final Report (FR) for the Trade Sustainability Impact Assessment (Trade SIA) in support
of negotiations of a Deep and Comprehensive Free Trade Area (DCFTA) between the EU and the
Republic of Armenia. The objective of the study is to “assess how the trade and trade-related
provisions under negotiation could affect economic, social, and environmental issues in the EU and
Armenia (as well as in other relevant countries, in particular neighbouring developing countries).
Furthermore, it should propose measures (trade or non-trade – the so-called ‘beyond the border’
dimension/issues) to maximise the benefits of the DCFTA and prevent or minimise potential negative
impacts. It should also include a reference to the EU-Turkey Customs Union and assess the impact
of the future DCFTA on the Customs Union's functioning.” This Final Report presents the results of
Phase one of the Trade SIA. It covers the analysis of overall economic, social and environmental
impacts of the DCFTA.

Summary of methodology and approach
Our approach is based on the two elements of a Trade SIA described in the ToR and the Trade SIA
1

handbook : 1) economic, environmental and social assessments as such; and 2) stakeholder
consultations. The methodology used for this FR covers the following elements: screening and
scoping analysis, scenario analysis and quantitative modelling, additional quantitative social and
environmental impact analysis, and parallel stakeholder consultations.

Definition of the DCFTA scenario
We use a computable general equilibrium model (CGE model) to determine general equilibrium
effects of the potential DCFTA between the EU and Armenia. The quantitative scenario that is used
to simulate a likely outcome of the DCFTA is the following. First, we assume 100% tariff liberalisation
between the EU and Armenia. Second, we assume an average services non-tariff measures (NTM)
liberalisation scenario of 15 percent – this is a simple average of 7 percent for all services sectors
(essentially binding the existing services commitments) and a 95 percent liberalisation for the
communications sector. Additionally, we model either a limited or ambitious level of regulatory
approximation in the field of Sanitary and Phytosanitary measures (SPS) and Technical Barriers to
Trade (TBT), depending on the sector. The DCFTA is also assumed to lead to additional trade
facilitation and easier access for Armenian products to third country markets if regulatory
approximation materialises (25 percent of the level of approximation to the EU level).

Expected quantitative effects of the EU-Armenia DCFTA
Expected economic effects of the EU-Armenia DCFTA
Overall macro-economic effects
Both Armenia and the EU are expected to benefit from a DCFTA: in the long run the national
income gains are estimated at €74 million for the EU and even almost double for Armenia,
1

Available at: http://trade.ec.europa.eu/doclib/docs/2006/march/tradoc_127974.pdf.
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with €146 million national income gains. Given the size of the economies, the gains for the EU are
negligible in percentage terms, while for Armenia they imply a 2.3 percent increase in GDP.
Analysys of the effects of liberalisation with respect to the three different channels (tariffs, services
liberalisation and reductions in Non-Tariff Measures (NTMs)) shows that reducing NTMs is key to
reaping the positive effects for Armenia.
Looking at the trade impact of the DCFTA, the effects on trade are significant, with a 15.2 percent
increase in Armenian exports and an 8.2 percent increase in Armenian imports in the long run,
thus leading to an improvement in Armenia’s trade balance in relative terms.
Wages are expected to increase with 2.6 percent, while consumer prices slightly decrease,
hence leading to a quite substantial increase in disposable income. For the EU the effects on trade,
wages and prices are negligible.
Estimated third country effects
Liberalising trade between the EU and Armenia is shown to have a limited effects on
Armenia’s main trading partners. Although in absolute terms the effect on these countries is
negative, the estimated change is (not significantly different from) zero when expressed as
percentage of GDP.
In particular, the liberalisation of trade between the EU and Armenia is expected to have a negligible
effect for the EU-Turkey Customs Union.
Sector-specific changes in output
In terms of value added, the most striking change is the resulting 207 percentage increase in
the Textiles and Clothing sector. The driving force behind this increase is the removal of tariffs in
this sector. Two other sectors in which large relative increases in value added are expected are
Other Machinery and Equipment (50 percent increase) and Personal and Recreational
Services (16 percent increase). Vegetables, Oils and Fats and Motor Vehicles are the two sectors
with the biggest relative declines in production but because these are very small sectors, these
decreases will have negligible effects on domestic production.
Sectors that experience small positive relative changes but are more important sectors in terms of
total value added are public services and utilities. Sectors that are negatively impacted to a limited
extent but with relatively high shares of value added are finance and insurance, other processed food
and beverages and tobacco.
Sector-specific changes in trade
The largest increase in Armenian total exports in percentage terms occurs in the sector Textiles and
Clothing and Other machinery and equipment. Primary metals, by far the largest Armenian export
sector, shows a smaller but still significant increase in percentage terms (5.8 percent in the long run)
and accounts for the largest increase in absolute terms. Services sectors also account for a relatively
high share of the total increase in exports (Air transport, Business and ICT and Personal and
recreational services), but as they start from relatively smaller shares in total exports in the base
year, these changes are less significant in absolute terms.
Armenian exports to the EU are expected to increase in absolute terms notably in Primary metals,
Other manufacturing, Air transport, Other transport and Business and ICT services.
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The biggest percentage increases in EU’s exports to Armenia are expected to occur in the food
sectors, where baseline tariffs are high and baseline export levels are low. In absolute terms, the
most pronounced changes in EU exports to Armenia occur in the Other Machinery and Equipment
and Textile and Clothing sector. The export of other processed foods, Beverages and Tobacco,
Primary metals, Motor vehicles, Other manufacturing and Chemicals, rubbers and plastics are other
important sectors in total EU exports to Armenia that are expected to increase strongly in absolute
terms.
Expected social and human rights effects of the EU-Armenia DCFTA
Changes in relative prices and wages are among the key drivers of the social implications of the
DCFTA because they drive disposable income and affect poverty levels. The expected decline in
average price level in combination with wage growth suggests a positive social impact on average.
The overall welfare impact of the DCFTA at household level is determined by the combination of
expected price and wage effects. Average welfare is expected to grow by 2.5 percent in the longrun. Less affluent households benefit slightly less from the DCFTA, compared to the relatively
rich strata of population. However, the difference is modest: welfare in the top quintile increases
by 2.7 percent while for the lowest quintile by 2.3 percent. The DCFTA may therefore contribute to a
very small increase in inequality driven by differences in income and expenditure patterns. More
specifically, although average prices go down, food prices increase, and poorer strata of the
population spend a larger share of their income on food products.
The most vulnerable population groups in Armenia are people with low levels of education (below
secondary education), unemployed and inactive people, and children. Geographically, the most
vulnerable groups are urban populations with the exception of Yerevan, and inhabitants of the Shirak
and Lori regions. It is important to note that these groups are still expected to benefit from DCFTA in
absolute terms. For example poverty rates for these vulnerable population groups decrease.
The DCFTA is likely to contribute to job creation. At the same time employment reallocation between
sectors (expected to be necessary for above 7 percent of more skilled workers and close to 10
percent of low skilled workers) may be difficult especially for groups with weaker socio-economic
status. The DCFTA may also ignite several forces acting towards either improving or worsening the
situation with respect to labour rights. Overall effects in this sphere will be small, but we expect
positive forces to prevail. The impact on the size of informal employment is uncertain. We have not
identified any significant impact of the DCFTA in the spheres of extending social security schemes
and social dialogue.
With respect to human rights, the DCFTA is expected to mainly affect economic and social rights and
not cultural, civil or political rights. With respect to the economic and social rights, there are various
forces at play as indicated above for labour rights, and therefore the expected effects of the DCFTA.
The projected increase in welfare is likely to result in positive human rights effects (e.g. the right to an
adequate standard of living), while at the same time the effects on some human rights are mixed (e.g.
the effect on the right to safe and healthy working conditions will vary, depending on the sector).
Overall the effect is expected to be small but positive.
Expected environmental effects of the EU-Armenia DCFTA
The country faces a range of environmental problems and challenges. The most important of these
include air, soil and water pollution, and specifically: (1) soil pollution due to lack of functioning
municipal solid waste treatment systems; (2) surface water pollution due to the lack of proper waste
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water treatment and as a result of earlier human interventions in major water reservoirs; (3) air
pollution in cities mainly due to the old vehicle fleet and polluting house heating systems; and (4) land
degradation and deforestation leading to losses to biodiversity and resulting from poor agricultural
practices and industrial and mining activities.
The DCFTA is just one of several forces that shape environmental developments in Armenia. In
particular environmental effects of the DCFTA may be smaller relative to those stemming from
environmental provisions in the Association Agreement. The DCFTA is expected to bring a
combination of positive and negative environmental effects and the overall impact is difficult
to predict. In some sectors that have a significant bearing on Armenia’s environmental situation, the
impact is expected to be positive albeit small (e.g. agriculture, construction, energy efficiency), while
the expansion of the mining sector may increase environmental pressure.
The quantitative environmental analysis carried for one specific aspect of environmental
effects, i.e. air emissions suggests that in the long run the largest changes in Armenia’s
emission are expected for SOx (3.5 percent rise) and CO2 (3.9 percent increase). The bulk of
SOx emissions change is linked to the situation in ‘Primary metals’ sector. In monetary terms, this
translates to a total external costs of DCFTA estimated at EUR 11.2 million for Armenia in the long
run.
The DCFTA is expected to maintain the incentives for Armenia to more effectively implement
international environmental agreements relative to incentives inherent in currently existing unilateral
trade preferences under the GSP+ regime. A significant strengthening of these incentives is unlikely.
However, if any DCFTA effects materialise they are likely to be positive i.e. the DCFTA could to a
certain extent additionally encourage conventions’ implementation that should, in a gradual manner,
also contribute to solving some of the outstanding environmental challenges facing the country.

Consultations and stakeholder engagement
Consultation is a key element of the study. We have a set of five main activities to involve
stakeholders in the study: 1) electronic consultation and documentation, including a website
(www.tsia.ecorys.com/armenia), with a feedback mechanism, discussion forum and electronic
newsletters and also a facebook page (Trade-sia/Armenia), 2) two public meetings in the EU for EU
civil society, 3) a Trade SIA Workshop in Armenia (flanked by face-to-face meetings), 4) attendance
of other relevant conferences, workshops, meetings, etc. in the EU and Armenia relevant to this study
and 5) personal interviews.
Some of the questions or concerns that have been raised and the study responded to include the
following:
•

The stakeholders (to be) included in the Trade SIA;

•

The applicability of the pan Euromed rules of origin Armenia;

•

The existence of monopolies/oligopolies in Armenia;

•

The DCFTA impact on animals;

•

The need to upgrade product quality and competitiveness to fully benefit from the DCFTA, which
requires investments in science and technology, a good investment climate and access to capital;

16

•

The risk that corruption will prevent to reap all benefits of the DCFTA;

•

The problems related to the trade with Turkey;

•

The risk of brain drain;
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•

The over-dependence of Armenia on the exports of raw materials.

Policy Recommendations and Flanking Measures
Our analysis has identified expected positive and negative sustainability effects of the DCFTA.
Appropriate policies and flanking measures can enhance the positive effects and/or help
mitigate or prevent the negative effects. We distinguish between recommendations that can
be addressed within the DCFTA (i.e. directly related to provisions to of the DCFTA) and those
that could be addressed outside the DCFTA (i.e. non-trade related (accompanying or flanking
measures). Recommendation concerning measures outside the DCFTA could be addressed to
national governments, the donor community, the private sector and/or civil society.
The main recommendations are presented in the figure on the next page.

Trade Sustainability Impact Assessment in support of negotiations of a DCFTA between the EU and the Republic
of Armenia

17

18

Trade Sustainability Impact Assessment in support of negotiations of a DCFTA between the EU and the Republic
of Armenia

1

Overview methodology and Phase 1

This chapter gives an overview of the methodology and conceptual framework that is being used in
2

this study. A more detailed explanation is available in the Inception Report for this study. It starts
with an overview of our general approach to the study, followed by a more detailed description of
the quantitative methods applied.

1.1

TSIA methodology and approach to this study

1.1.1 General approach: three phases
The main objective of this Trade Sustainability Impact Assessment (Trade SIA) is to assess the
potential economic, social (including fundamental rights) and environmental impact of a Deep and
Comprehensive Free Trade Agreement (DCFTA) to be negotiated between the EU and the
Republic of Armenia.
Our approach that is applied to this study is based on the two methodological elements of a Trade
3

SIA described in the ToR and the Trade SIA handbook . The three phases are characterised by
both quantitative and qualitative analyses and throughout the three phases, we will engage in
continuous feedback and consultation with key stakeholders to collect their input and to verify the
results and complement the analysis with their feedback.
The main activities and analyses conducted in these phases consist of the following:
•

Phase 0: Methodology finalisation and preliminary scoping of key issues (Inception);

•

Phase 1: Assessment of overall economic, social and environmental impacts of the DCFTA,
including:
-

Scenario analysis and Computational General Equilibrium Modelling (econometric
simulation) on DCFTA impacts at macro-economic and sector level;

•

-

Additional quantitative modelling of social effects;

-

Additional quantitative modelling of environmental effects;

-

Additional qualitative analysis of social (including human rights) and environmental issues;

-

Stakeholder inputs on key impacts to be expected.

Phase 2: In-depth analysis of up to four sectors or horizontal issues where we assess the
impacts of the DCFTA for Armenia and the EU. The selection of sectors or issues is based on
the outcomes of Phase 1. The assessment is based on causal chain analysis as well as key
stakeholder inputs;

•

Phase 3: Based on the findings in the previous phases, policy recommendations are
formulated. These can relate to both measures within the scope of the DCFTA and broader
issues.

1.1.2 Six main methodological pillars
This section briefly summarises what will be done with respect to six main methodological pillars.

2

3

The Inception Report includes, in particular, a more elaborated explanation on the quantitative approach in the overall
analysis of Phase 1.
Available at: http://trade.ec.europa.eu/doclib/docs/2006/march/tradoc_127974.pdf.
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Within each of the three phases of this study, we will apply six main methodological pillars
developed on the basis of our own experience based on previous Trade SIAs, the ToR and the
Trade SIA handbook. These six pillars are:
1. Screening and scoping analysis;
2. Scenario analysis and CGE modelling;
3. Additional quantitative and qualitative analysis;
4. Sectoral Analysis;
5. Causal Chain Analysis (CCA);
6. Dissemination and consultations with key stakeholders, including civil society.
Table 1.1 specifies in which study phases the different pillars are used for the analysis.
Table 1.1 Use of pillars in different phases of the study
Phase

Pillar 1

Pillar 2

Pillar 3

Pillar 4

Pillar 5

Pillar 6

Screening/

Scenario/

Additional

Sectoral

CCA

Consultation &

scoping

CGE

analysis

analysis

Phase 0: Inception

X

Phase 1: Overall analysis

X

X

Phase 2: Sectoral analysis

X
X

X

Dissemination
X

X

X

X

X

X

X

X

Phase 3: Policy
recommendations and
flanking measures

Pillar 1: Screening and scoping analysis
The screening and scoping analysis is mostly used for the identification of sectors and issues that
are crucial for the impacts of a DCFTA. A preliminary screening took place in the inception phase in
order to focus the methodology, and was done in more detail in Phase 1.
Four sectors or horizontal issues in total were selected that are most relevant for in-depth analysis
in Phase 2. This selection has taken place in close consultation with the Steering Committee, and is
based on the following selection criteria:
•

Criterion 1: Initial importance of a sector / issues for the economy;

•

Criterion 2: Impact as a result of the DCFTA;

•

Criterion 3: Social / environmental importance or impact;

•

Criterion 4: Stakeholder issues of special importance;

•

Criterion 5: Strategic importance of sector in the negotiations.

Pillar 2: Scenario analysis and CGE modelling
This pillar of the analysis covers the development of scenarios and econometric modelling.
Scenarios have been developed in close consultation with the Steering Committee based on the
assumptions regarding the likely outcomes of the negotiations, and also following the scenarios
used the Trade SIA EU – Georgia and Moldova. These will be compared to the baseline scenario of
a continuation of recent trends in Armenia. The model thus compares the situation with and without
the DCFTA.
The model used to quantitatively assess the potential effects of the DCFTA is a Computable
General Equilibrium (CGE) model. This is a dynamic and non-linear CGE model. Data used in this
model are based on the most recent version 8.0 of the GTAP dataset, which contains data
benchmarked to 2007, but which are projected to 2010 using actual historical macro-economic
data. The agreed assumptions and result indicators of the CGE model are presented in section 1.2.
More details on the CGE model are provided in Annex 1.
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Pillar 3: Additional social and environmental quantitative and qualitative analysis
To complement the CGE results, especially, regarding social (incl. human rights) and environmental
impacts of the DCFTA, we perform additional quantitative analyses of these issues. For instance,
the consumption effect and labour income effect that logically follow from the changes in trade
patterns are assessed making use of household level data for the social aspects (see section 1.3).
In addition, the costs of airborne emissions and greenhouse gasses are examined as the proxies
for environmental burden resulting from the shifts in trade activities (see section 1.4).
Next to these quantitative assessments, we conduct a qualitative analysis with respect to social
(incl. human rights) and environmental issues, examining the potential outcomes of the DCFTA in
combination with the implementation of international agreements, which Armenia had ratified. For
example, we look at possible changes in labour standards, or changes in environmental behaviour,
as well as the transformation of attitude to fundamental human rights. For this we use all possible
sources of qualitative information – available literature, the requirements of international
conventions, continuous consultations with relevant stakeholders etc.
Pillar 4: Sectoral or horizontal issue analysis
This pillar covers the in-depth analysis of a sector or horizontal issue that is selected through the
final screening and scoping analysis. The in-depth analysis is carried out for four sectors or
horizontal issuesy in Phase 2. Ultimately, the in-depth analysis aims to present more detailed
insights into economic (including impact on Small and Medium Enterprises (SMEs), social (such as
employment and wage effects in the sector), and environmental (including the effect of an increase
in transportation services) impacts resulting from the DCFTA. The analysis starts with the CGE
outcomes and the additional quantitative and qualitative analyses, and is subsequently
complemented with causal chain analysis, literature review work, interviews, inputs from sector
experts and possibly a partial equilibrium (PE) analysis.
Pillar 5: Causal Chain Analysis (CCA)
Causal chain analysis (CCA) examines the cause-effect relations between the proposed trade
measures and the social, economic and environmental aspects of impact that they will eventually
provide. This conceptual tool is in fact profoundly tracing the described links and inter-connections.
It provides a framework of analysis that is applied throughout the different Phases of the study,
including the sectoral and cross-cutting analyses. This framework is illustrated in Figure 1.1.
Pillar 6: Dissemination and consultation
Consultation is a key element of the study since the inputs of all stakeholders to the negotiation
process (businesses, administration, civil society, industry etc.) are needed to identify the main
issues in relation to the sustainable development effects of the DCFTA. Hence, we aim to involve
these stakeholders as actively as possible in the entire course of the study. A consultation plan
specifying the consultation activities, as well as a summary of input received so far, is provided in
Chapter 4.

Trade Sustainability Impact Assessment in support of negotiations of a DCFTA between the EU and the Republic
of Armenia

21

Figure 1.1 Causal Chain analysis: from trade measures to impact on sustainable development

Source: Trade SIA Handbook, chart 3 (from Indufor, 2004).

1.2

Computable General Equilibrium modelling specifications
The CGE modelling approach has been extensively discussed with the Steering Committee during
the inception phase of the study. The CGE methodology is schematically depicted in Figure 1.2.
The specifications of the model used are summarised below in this section.
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Figure 1.2 CGE methodology

1.2.1 Country specifications
In order to assess the impact of the liberalisation scenario for the EU-Armenia DCFTA, the following
10 countries / regions are included separately in the CGE model:
Table 1.2 Countries / regions included separately in the CGE model

EU27

Turkey

Armenia

Ukraine

Georgia

Iran

Moldova

China

Russia

Rest of World (ROW)

1.2.2 Base year
The base year used for the modelling is 2010. As indicated in 1.1.2, this base year is based on
2007 GTAP data brought forward using actual IMF figures on trade and growth (i.e. it is not a linear
projection, but an adjusted actual projection). That means that 2010 thus includes the crises (until
2010). This reflects far best the current situation under which the FTA is negotiated and since the
crises are not likely to be over very soon, it is also a possible longer-run scenario.
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1.2.3 Sector specifications
The sector selection and aggregation is based on the available classification from the GTAP 8.0
dataset that is being used. Some aggregations have been made in order to obtain a relevant list of
sectors for this exercise.
Table 1.3 below presents the 37 sectors that are selected for the CGE modelling in the Trade SIA
EU – Armenia (composed by aggregating some sectors from the original 58 sectors in GTAP). We
have split the table into the three main agriculture, manufacturing and services sectors.
Table 1.3 Sector selection for this TSIA per each of the major sectors
Agriculture

Manufacturing

Services

Grains and crops- GRN

Energy – EGY

Utilities – UTI

Veg, fruit, nuts oil seeds– VOS

Other minerals – OMN

Construction – CNS

Other crops- OCR

Livestock and Meat products – MPT

Trade – TRD

Animals products– ANP

Vegetable oils & fats – VOL

Other transport – OTP

Forestry products– FRS

Dairy products – MIL

Water transport – WTP

Fishing products- FSH

Sugar – SGR

Air transport – ATP

Other processed food - PRF

Communication – CMN

Beverages & tobacco – B_T

Financial and insurance – FIS

Textiles and clothing – TWL

Business and ICT – OBS

Wood, paper, publishing – LUP

Personal and recreation services –
ROS

Petrochemicals – P_C

Public and other services – OSC

Chemicals, rubber, plastics – CRP
Ceramics, cement and etc. – NMM
Primary metals – MET
Fabricated metals – FMP
Motor vehicles – MVH
Other transport equipment – OTN
Electronic, computers – ELE
Other machinery and equipment –
OME
Other manufactures – OMF
Source: GTAP 8.0.

1.2.4 Scenarios
In the CGE modelling exercise, two scenarios have been developed in order to adequately
distinguish between the economic developments without a DCFTA and with a DCFTA. In the
following, we outline the details of the baseline (do-nothing) and DCFTA scenario.
The baseline scenario discussed in this report assumes that there will be no DDA. The baseline
does include all FTAs until now, while also including the expected DCFTAs between the EU and
respectively Georgia and Moldova, as well as Russia’s accession to the WTO.
The scenario modelled contains three main elements of liberalisation:
1. Tariff measures;
2. Services non-tariff measures;
3. Other non-tariff measures (TBT and SPS).
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These elements are modelled in the way summarised in Table 1.4 and shortly elaborated below.
Table 1.4 Scenario DCFTA modelled
Element

Liberalisation

Tariff liberalisation

•

EU --> Armenia: 100% liberalisation;

•

Armenia --> EU: 100% liberalisation for all sectors;

•

Armenia --> EU: TRQs for some of the most important sensitive products.

•

EU --> Armenia: average liberalisation of 15% - specified per sector;

•

Armenia --> EU: overall liberalisation of 15% - specified per sector;

•

Armenia: addition 25 % NT/MFN spill-over effect to third countries.

•

EU --> Armenia: 4% / 6% point reduction in TCE;

•

Armenia --> EU: 6% / 10% point reduction in TCE;

•

Armenia: addition 25 % NT/MFN spill-over effect third countries.

Services NTMs

Other NTMs

1.

Tariff liberalisation

The scenario modelled includes a tariff liberalisation of 100 percent in all sectors (so no tariffs
remaining) for the EU exporting to Armenia. The same level of tariff liberalisation is modelled for
Armenian exports to the EU, a 100 percent liberalisation for all sectors, with a Tariff Rate
Quota(TRQ) for the most important sensitive products for the EU.
2.

Services non-tariff measures

Whereas tariff reduction mainly impact goods sectors, liberalisation in services sectors is modelled
in a different manner. The services non-tariff measures liberalisation scenario is based on the
scenario developed in the Trade SIA EU – Georgia and Moldova and on consultations with the
Steering Committee, and reflects binding existing commitments. Liberalisation is then modelled as
follows:
a. Broad national treatment (NT) and most favoured nation (MFN) liberalisation for all services
sectors of 7%;
b. The following exceptions to those liberalisation levels (sub a) apply:
-

95% liberalisation for communications (telecommunication, postal & courier services) into
EU and vice versa into Armenia.

This leads to an overall services NTM liberalisation of approximately 15% vis-à-vis the EU
(unweighted).
Based on the argument of NT/MFN spill-overs, we will assume that Armenian barriers with other
trading nations will go down by 25% of the assumed liberalisation level with the EU as presented
above. The rationale is that if Armenia adheres to EU standards, this leads to higher standards
being applied in Armenia and thus easier market access to third countries, which in turn leads to
the spill-over effect.
3.

Other non-tariff measures

In addition to tariff and service sector liberalisation, additional NTM reductions are of special
importance for all sectors in this DCFTA. Therefore overall NTM reductions for all sectors are
modelled, to account for impacts of regulatory approximation. In doing so, the following
assumptions are made:
•

The focus is mainly on SPS and TBT measures.
Approximation is not symmetric – Armenia will mostly approximate towards EU standards.
Modelling is hence done asymmetrically (Armenia double that of EU). EU reductions are,
however, not zero because regulatory approximation also means further access for EU firms,
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even if EU standards are higher from the outset (we look at differences in standards, as
opposed to the level of standards).
Other NTM reductions from the EU to Armenia:
•

4% point reduction in TCE for those EU sectors affected heavily by SPS and TBT differences
with Armenia;

•

2% point reduction in TCE for those EU sectors affected more lightly by SPS and TBT
differences with Armenia;

•

4

2% point reduction in TCE for all agriculture & manufacturing sectors due to trade facilitation .

Adding up these percentages, leads to NTM reductions of 4 to 6 percent, depending on the
importance of SPS/TBT in the sector.
Other NTM reductions from Armenia to the EU:
•

16% point reduction in TCE for those Armenian sectors affected heavily by SPS and TBT – 50%
is taken off to compensate for higher production costs to meet the higher standard = de facto
8% point reduction;

•

8% point reduction in TCE for those Armenian sectors affected more lightly by SPS and TBT –
50% is already taken off to compensate for higher production costs to meet the higher standard
= de facto 4% point reduction;

•

5

2% point reduction in TCE for all agriculture & manufacturing sectors due to trade facilitation .

Adding up these percentages, leads to NTM reductions of 6 to 10 percent, depending on the
importance of SPS/TBT in the sector.
Other NTM reductions from spill-over effects:
Similarly as for the services NTMs (see above), an additional MFN spill-over effect is modelled for
general NTM reductions as well, worth 25% of the liberalisation level with the EU.

1.2.5 Short-run versus long run scenarios
In the CGE modelling exercise, we compare the short-run effects to the long-run effects. The shortand long-run does not refer to a specific time period, but to the time it takes for economic effects to
adjust. In the short-run the capital stock is kept constant and fixed. In the long-run, we allow capital
to move freely. This means that the static short-run effect – without a dynamic investment effect – is
purely based on immediate cost and price effects the moment the DCFTA is signed. In the long run,
capital (that is fixed in investment projects in the short-run) is allowed to reallocate, which implies
that capital will move towards the more competitive sectors. These are the sectors that already
gained in the short-run and as a result of the changes from the DCFTA will now experience
improved perspectives (e.g. exports and output increases). Capital will flow towards such sectors in
the long run version of the model (like it will in the ‘real’ economy as a result of higher return on
investment prospects) and will in turn make a sector even more productive (and a declining sector
where capital moves out – less productive). The long-run effect is generally expected to take place
over a period beyond 5-10 years from the moment of implementation of the DCFTA.

1.2.6 Outputs from the CGE model
The CGE model provides outputs for the variables listed in the table below. The outcomes and their
interpretation are presented in the remainder of this report.
4

5
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The two percent point trade reduction figure has been agreed with and proposed by the Commission during the inception
phase of the EU – Georgia/Moldova TSIA. It is considered a conservative estimate for NTMs and has been used in many
past TSIA reports conducted by Ecorys. Most importantly, the TSIA EU – Georgia/Moldova, but also EU – India and EU –
ASEAN.
Ibid.
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Table 1.5 Indicators generated by the CGE model
Theme

Indicator

Measurement

1. Aggregate results

a.

Wages (skilled and unskilled);

a.

Percent change;

2. Sector results

3. Environment variables

b.

GDP;

b.

Percent change;

c.

Total exports;

c.

Percent change;

d.

Total imports;

d.

Percent change;

e.

National income;

e.

Billions of dollars;

f.

Terms of trade.

f.

Percent change.

a.

Bilateral exports;

a.

Percent change;

b.

Output;

b.

Percent change;

c.

Value added;

c.

Percent change;

d.

Employment - (un)skilled.

d.

Percent change.

a.

Emissions;

a.

Percent change in CO2

b.

Agricultural;

b.

emissions;
1. Percent change in output;
2. Percent change in land
use;

4. Social variables

c.

Fisheries.

c.

Percent change in fish catch.

a.

Unskilled wage changes;

a.

Percent change in household
income;

b.

Labour displacement;

b.

Percent of workers required
to move jobs;

c.

Measure of inequality.

c.

Change in share of unskilled
workers in total income.

1.2.7 Limitations
It should be noted that the CGE modelling is a powerful tool. However, it is also important to
understand the assumptions that underlie the model and limitations it has:
Assumptions:
•

Assumption 1: It is impossible to make cost adjustments for approximation – in terms of
domestic cost levels. We have used very conservative NTM liberalisation effects (e.g. 8%
instead of 16% for ambitious liberalisation; 4% instead of 8% for limited liberalisation) to take
this cost increase effect into account;

•

Assumption 2: The CGE model applies long run closure conditions that are based on
economic theory, but clearly relate to the long run and may not reflect the short-run situation or
even a long-run situation where other events have taken place (i.e. it assumes the ceteris
paribus condition). These closure conditions are among others: trade balance is in equilibrium,
and the assumption of full employment. Any deviations from this long run situation may lead to
(small) differences in results;

•

Assumption 3: The CGE model employed here uses an average firm and therefore does not
include the latest insights on firm heterogeneity (i.e. differences in productivity between
domestic firms, exporters and multinationals). This is a challenging data and modelling issue.
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Issues:
•

Issue 1: Tariff revenue changes affect the budget of the government in case tariff levels are
reduced. The CGE model does not explicitly generate separate estimates on the potential
losses in tariff revenues, but looks at the economy-wide picture: the effect of removing tariffs for
national income. This effect includes the loss in tariff revenues for government, but also the
more indirect changes in national income due to economic adjustments as a result of tariff
reductions, notably due to changes in production and consumption patterns due to initial
differences in the importance of tariffs in a sector.

•

Issue 2: If trade flows at present are zero because of some regulatory barrier that is totally
prohibitive, CGE cannot model anything because it does not have a base to start from – this will
have to be added qualitatively (e.g. based on shares in similar markets) after the CGE.

1.3

Social modelling specifications
Existing economic literature suggests that FTAs areas may not always be welfare enhancing.

6

FTAs can influence welfare and the social situation of population in different ways. A direct effect
occurs via changes in prices as a result of the new trade regime. Broader effects can be expected
due to changes in the macroeconomic situation triggered by a DCFTA, including faster economic
growth, changes in sectoral composition of an economy, wages and employment changes. These
effects are typically captured by CGE models, but they may translate differently into the social
situation of various groups of the population, thus affecting poverty and the distribution of welfare
among individuals and households. These social effects depend both on the aggregate
macroeconomic effects (e.g. changes in relative prices) and the characteristics of the analysed
economies, specifically the distribution of household income and expenditure shares among
economic sectors and particular product groups, which are difficult to incorporate into the CGE
model. Therefore, a closer look at social effects of the DCFTA beyond the CGE framework is
needed.
The key social effects that are typically analysed in the literature include the consumption effect and
the labour income effect. The consumption effect arises as a result of changes in relative prices of
the basket of goods and services purchased by households. For instance, higher food prices will –
other things being equal – particularly negatively affect poorer strata of the population that spend a
higher proportion of their total expenditures on food. As an illustration, our estimation based on
2010 household budget survey data for Armenia show that non-poor households spend on average
around 40% of their expenditures on food, while among poor households this share is a bit higher
and reaches almost 50%. Income effects arise when relative wages and/or prices of goods sold by
households (e.g. agricultural products) change.
The analysis carried out in this study follows the methodology presented in Chen and Ravallion
7

(2003) that allows estimating changes in welfare caused by changes in relative prices. This is a
two-step analysis. First, the relative price changes induced by the trade policy intervention (here, a
DCFTA) are obtained from the CGE model (see section 1.2). Then these results are incorporated
into the household level data and changes in the households’ welfare are simulated. Technical
details of this process are presented in Annex 2. This approach allows for a detailed analysis of
distributional effects among various groups of the population, including vulnerable groups and, in
6

7
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For a popular exposition see e.g. D. Rodrik, The Globalization Paradox: Democracy and the Future of the World Economy,
W.W. Norton, New York and London, 2011.
Shaochua Chen, Martin Ravallion (2003). Household Welfare Impacts of China's Accession to the World Trade
Organization, The World Bank Policy Research Working Paper 3040. For some comments on the methodology see Alain
de Janvry, and Elisabeth Sadoulet (2008). Methodological Note: Estimating the Effects of the Food Price Surge on the
Welfare of the Poor, mimeo, UC Berkeley.
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particular, effects on occurrence and severity of poverty and on inequality. Thus, this method
significantly enriches and details the information obtained from the results of CGE model.
The modelling relies on the data provided within the household budget surveys. Specifically, we rely
on the 2010 edition of the Household’s Integrated Living Conditions Survey carried out by the
National Statistical Services of the Republic of Armenia. This data covers 7,872 households and
almost 30,000 individuals (0.9% of the country’s population) from 11 administrative units, which
makes it representative at both the regional and national level.
Modelling of welfare changes by households provides information to calculate indicators that cast
light on changes in absolute and relative poverty, social inclusion, inequality and vulnerable groups
composition caused by a new trade regime. More details on calculation of indicators are also
provided in Annex 2.

1.4

Environmental modelling specifications
Regulation or any exogenous change might involve various kinds of environmental impacts that are
associated either with changes in environmental state (e.g. in emission level) or pressures (e.g.
airborne concentrations). Both changes, in environmental state or pressures, result in changes in
the environmental burden. We can identify four possible drivers of changes in the environmental
burden. These drivers represent changes in: i) the scale of the economy, ii) the output mix, iii) the
input mix and iv) the state of technology. The total change in environmental burden can be
8

decomposed into each of these effects (see e.g. de Bruin 1997; Stern 2002; or Ang 2004). Any
regulation or policy change, including changes in trade policy such as the DCFTA in this study, can
activate each of these drivers.
The first driver of changes in environmental quality is change in the scale of production, or of the
economy. Basically it means that an increase in the scale of production implies expanding
production at a given factor, output mix, and state of technology. Because there is no change in
factors or technology, the change in the scale of production also changes burden proportionally; i.e.
a one percent increase in production leads, ceteris paribus, to a one percent increase in the
burden. This is called the scale or the level effect.
However, different industries have different pollution and resource intensities. If economic activity
would reallocate from more pollution (resource) intensive industries to less intensive ones with
lower emissions (resource used) per unit of production, the overall environmental burden would
decline. This is referred to as the composition or structure effect.
The next two drivers of environmental change are related to changes in technology, which lead to
changes in emission (resource) intensity. Environmental intensity of production might be affected
either by changes in the input mix – when less environmentally damaging inputs substitute more
damaging inputs, for instance using low sulphur coal or natural gas instead of dirty lignite, or by
changes in the state of technology when innovations in process or product result in less resource
use or pollutant released per unit of production keeping the input mix constant. This used to be
called the intensity effect. An analysis of the intensity effect state would require incorporating the
environmental variables properly into, ideally, a dynamic-type model. One possible solution would
be attributing emission intensities for each factor (i.e. fuel type) in each sector for each country in

8

As shown in relevant economic papers (e.g. de Bruin 1997, Stern 2002; or Brůha and Ščasný 2005) any change in
environmental indicator might be then decomposed into the scale effect, the intensity effect, or composition effect. In the
case of emission indicators, Torvanger (1991) or Ang (2004) introduce also other two effects measured by changes in
emission coefficients and fuel share effect.
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the model. Such an exercise, however, would require environmental data at a very detailed level of
disaggregation, which are not usually available in standard data sources. Moreover, the effect of
induced technological change or innovation transfer would require using a very specific and
dynamic type model. This type of modelling is beyond the scope of this project. Therefore we can
assess any possible effects on the environment due to technology change and/or improvements in
product quality only qualitatively.
Changes to the burden on the environment do not necessarily need to have an impact on utility or
welfare of humans. However, if we attach an economic value to it, changes in the quality of
environment will be reflected in welfare or utility. In principle, one can distinguish two ways of
assessing the environmental effects. The first – ecologic perspective – considers any changes in
environmental burden that are measured mostly in physical terms and that we have presented
above. Although change in, for instance, a certain pollutant is a useful proxy indicator of potential
damage, it does not provide any information about welfare impact. The second – economic – one
tries to link the changes in burden to the effects on welfare. While the former approach can provide
a clear picture about changes in each measured state or pressure, it cannot be compared to other
results measured in terms of income or utility. On the other hand, results from the latter approach
might be linked and thus add up to the estimates from other approaches such as macro modelling,
allowing in such a way to draw a more integrated picture. A detailed look at each element of the
measured environmental state and pressures might be hidden in the final aggregate generated by
the latter approach. We consider the advantage of the latter approach in our study and thus use the
approach that allows us to link the estimates from CGE modelling with environmental impact
assessment.
This study therefore goes beyond a standard evaluation of environmental “impacts”, which usually
assesses the effect on state or pressures on the environmental quality. Benefiting from the results
from ExternE project series, namely from EU funded projects NEEEDS and CASES, we quantify
impacts of changes in airborne pollution on welfare. This approach has several advantages: first, it
allows considering several changes in state simultaneously by expressing damage in terms of
money that reflects corresponding welfare changes. Secondly, expressing the impacts in monetary
terms allows us to directly compare involved changes on the environment with other welfare
changes coming from CGE modelling results of chapter 2.
Our quantitative environmental analysis thus complements the macro analyses preformed in the
general equilibrium framework of the CGE model. Evaluation of environmental impacts is thus
based on the results from the CGE model, which are exogenous to our exercise. On the other
hand, the effects due to changes in environmental quality do not affect the endogenous variables in
the CGE model. Technical details on the calculations are presented in detail in Annex 3.
Data
Base economic output values are taken from the GTAP database and results of CGE modelling
(see Chapter 2). Emission of SOx, NOx, VOC, NH3 and particulate matters for Armenia are taken
9

from CLRTAP/EMEP online database. Specifically, 2007 emission data is used. The CO2
emission is already included in the CGE model used in this study.
External costs per unit of pollutant for the EU are taken from the database of default damage values
created within the FP6 funded projects NEEDS and CASES.

9
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Quantitative economic modelling results

In this chapter, we present and discuss the estimated effects of a potential EU-Armenia DCFTA
using a Computable General Equilibrium (CGE) model.
First, we present the general economic effects on a national, aggregate level. We then proceed by
taking a closer look at the economic results by examining the estimates on a more disaggregate
level, focusing on the trade liberalising measures and sector specific effects. Later in the chapter,
we present the resulting effects on environmental variables and social indicators. These indicators
are then used as input for the sustainability analysis in Chapter 3.

2.1

Overview Macro Economic Effects
We begin with the overall macro economic effects for the EU, Armenia and the Rest of the World.
The estimated results on GDP, national income, consumer prices, wages, and trade indicators, for
the short, as well as for the long run settings are presented in Table 2.1. The relative changes
presented in the table reflect changes with respect to the baseline and hence show what the impact
of establishing a DCFTA between the EU and Armenia is.
Table 2.1 Macroeconomic Variables
Variable/Country

EU

Armenia

Georgia

Moldova

Russia

Turkey

Ukraine

Iran

China

Rest of
the
World

Short run
National Income,

37.4

62.0

-1.3

0.0

-0.5

0.0

-0.5

-0.8

0.9

3.7

GDP, % change

0.00

1.06

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

Consumer prices,

0.00

-1.19

-0.03

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

1.36

-0.02

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

1.55

-0.02

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

-0.73

-0.03

0.56

0.00

0.00

0.00

0.00

0.00

0.00

0.00

4.86

-0.07

0.00

0.00

0.00

0.00

-0.01

0.00

0.00

0.00

10.68

-0.11

0.00

0.00

0.00

0.00

-0.01

0.00

0.00

74.2

146.1

-3.7

-0.2

-7.3

-0.6

2.5

-2.9

-8.7

-146.2

GDP, % change

0.00

2.33

-0.04

-0.01

0.00

0.00

0.00

0.00

0.00

0.00

Consumer prices,

0.00

-0.05

-0.02

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

2.55

-0.04

-0.01

0.00

0.00

0.00

-0.01

0.00

0.00

Million €

% change
Wages, less
skilled % change
Wages, more
skilled % change
Terms of Trade,
% change
Total Imports, %
change
Total Exports, %
change
Long run
National Income,
Million €

% change
Wages, less
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Variable/Country

EU

Armenia

Georgia

Moldova

Russia

Turkey

Ukraine

Iran

China

Rest of
the
World

Short run
skilled % change
Wages, more

0.00

2.74

-0.05

-0.01

0.00

0.00

0.00

0.00

0.00

0.00

0.00

-1.09

-0.01

0.33

0.00

0.00

0.00

0.00

0.00

0.00

0.00

8.23

-0.08

-0.01

0.00

0.00

0.00

-0.01

0.00

0.00

0.00

15.23

-0.10

-0.01

0.00

0.00

0.00

0.00

0.00

0.00

skilled % change
Terms of Trade,
% change
Total Imports, %
change
Total Exports, %
change
Source: CGE modelling calculations.

National income and GDP effects
As can be seen in the first row of the table, liberalising trade between the EU and Armenia will
result in national income gains for both regions. The long run estimated gains are about twice as
large as the ones in the short run setting. The DCFTA is shown to have a much more pronounced
effect on the Armenian economy than the EU’s. This result partly reflects the relative importance of
the EU and Armenia as trading partners for each other. For Armenia, the EU is a much more
important trading partner than vice versa, which implies that lowering the costs of trade will imply
larger economic gains for Armenia in relative terms. In addition, these expected – and estimated differences in relative gains also reflect the difference in relative size of the economies. Since the
EU is so much bigger in economic terms, a DCFTA between the two will have a much bigger
impact on the Armenian economy than on the EU’s. This is visible in the results, where the effects
for Armenia are shown to be significant, while European consumer prices, wages and trade are
shown to be unaffected in relative terms.
For Armenia, the DCFTA will have a significantly positive impact on the economy, which is shown
to increase over time. The short run setting is estimated to yield a national income increase of € 62
Million and the long run setting € 146 Million. These gains correspond to increases of 1.1% and
2.3% of GDP respectively. These results are in line with a recent study by Jensen and Tarr (2011)
on the impact of the DCFTA between the EU - Armenia, where the authors conclude that the
DCFTA between the EU and Armenia is likely to bring significant gains to Armenia.

10

Due to the reasons outlined above, the gains are thus expected to be smaller for the EU. Indeed,
national income is shown to increase by €37 and €74 Million in the short and the long run
respectively, which corresponds to negligible effects as shares of GDP. European consumer prices,
wages and trade are shown to be unaffected by a DCFTA with Armenia.
The contribution of the different trade liberalisation channels to the total gains in national incomes is
as follows. As discussed in Chapter 1, the proposed DCFTA contains a combination of different
trade policy measures taken in order to liberalise trade, i.e. (i) lowering of tariffs, (ii) a reduction of
NTMs and (iii) the liberalisation of services trade. Figure 2.1 below presents the estimated changes
in national income for Armenia and the EU mentioned earlier, but now decomposed to reveal the
separate effect of lowering tariffs, reducing NTMs and liberalising trade in services.

10
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Figure 2.1 Changes in national income divided by trade liberalising measure

Source: CGE modelling calculations.

As Table 2.1 showed, national incomes in the EU and Armenia are estimated to increase by € 37
and €62 Million respectively in the short run setting. As can be seen from this figure, reducing
tariffs, NTMs and services liberalisation are equally important for the European income gains. The
EU gains €27 million by the removal of tariffs with Armenia, € 24 million from the liberalisation in
services trade and € 23 million from reducing NTMs in trade between the EU and Armenia.
Armenia’s net gains in national income, on the other hand, are mostly caused by lowering NTMs. A
successful approximation process of Armenian legislation will result in national income gains of
€108 million per year in the long run. In the short run setting, NTMs are accountable for € 49 million
of the total € 62 million gain. Removing tariffs is shown to have a negative effect on national income
in the short run. This short run decrease is largely due to a direct loss in tariff revenues on imports
from the EU and an indirect loss in tariff revenues due to trade diversion, i.e. Armenia will import
goods from the EU whereas before the DCFTA these goods were imported -and tariff revenues
collected- from other countries. The effect of services liberalisation is significant and positive and
increases somewhat in the longer run setting compared to the short run (€ 29 and 37 million
respectively).
Trade and terms of trade effects
Overall, Armenian exports will increase by 11% in the short run setting, and a little over 15% in the
long run, when barriers to trade with the EU are lowered. Imports are also shown to increase, albeit
not as much as exports. Total Armenian imports will expand by 5% and 8% in the short and long
run settings respectively. The study by Jensen and Tarr (2011) also concludes that the most
significant gains of the DCFTA arise from the reduction of costs to trade with both the EU (the costs
decline by 2.5% of total production costs) and non-EU countries (by 2.2% of total production
costs).

11

The terms of trade for a country reflect how much their exports are worth in terms of imports. An
expected improvement (i.e. positive change) in a country’s terms of trade will imply that the nation
can afford to buy more imports for every unit of its exports sold. Concluding a DCFTA with the EU is
expected to worsen Armenian’s terms of trade somewhat, i.e. by 0.7% and 1.1% in the long and
short run settings.
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Wage and price effects
Armenian worker wages, on the other hand, are shown to increase by between 1.4% and 2.7% in
the short and long run settings, with the higher levels of increase in the longer run setting and for
the more skilled work force. Meanwhile, consumer prices are expected to initially decrease by 1.2%
per cent in the short run, and then stabilise back at the original price levels in the longer run setting.
The underlying reason behind the apparent re-bounce in consumer prices is due to changes in
investment, which leads to increased incomes and demand. The resulting increase in incomes and
demand puts pressure on prices to move back to baseline levels, although now at higher income
levels.
Third country effects
For the rest of the countries reported in Table 2.1, liberalising trade between the EU and Armenia is
shown to have a very limited effect. As can be seen from the second row, the estimated change in
GDP is zero for all other countries. In the longer run, only Georgian GDP and Moldovan GDP will
experience very small decreases, which are not significantly different from zero. Examining the
underlying factors driving these decreases, reveals that it is mostly attributable to the lowering of
NTMs between the EU and Armenia, which causes trade to be diverted from Georgia and Moldova
to Armenia.
Bilateral Trade Effects
In Table 2.1 above we reported the expected changes in total trade for the EU and Armenia. In this
subsection, we take a closer look at what happens specifically to EU-Armenian bilateral trade flows.
These effects are summarised in the table below.
Table 2.2 Changes in EU-Armenian bilateral trade, Changes in percent
short run

long run

Armenia exports to EU

12.54

12.35

EU exports to Armenia

26.77

29.05

Source: CGE modelling calculations.

While overall EU trade was shown to be unaffected by the DCFTA, EU’s exports to Armenia are
shown to increase by close to 30 per cent in the long run. Meanwhile, Armenian exports to the EU
are estimated to increase by around 12 per cent in both the long and short run settings. Later on in
this section, we will return to the sector specifics of these bilateral trade increases.

2.2

Sector Specific Changes
In order to find out more about the underlying changes across the economies, we now focus on the
disaggregate sector-specific changes in value added, output, employment, trade and resulting
effects on bilateral trade specifically. As previously pointed out, the effects on the EU are shown to
be tiny, and there are no significant sector specific changes to output, employment or total trade in
EU (no changes bigger than 0.02 per cent which is essentially no change).
Before analysing the results, we begin by taking a look at the baseline sector structure of the
Armenian economy. This will help serve as a starting point to understanding the directions of
change brought about by the trade liberalization, As shown in Figure 2.2 , Construction, which
accounts for 34.2 per cent of the baseline value added, is the largest sector in the country’s
economy. However, the sector is relatively less important in terms of employment, especially in the
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more skilled workers’ segment (The Construction sector employs 13.8 per cent of the country’s
more skilled workers and 24.2 per cent of less skilled workers).
Armenia's more skilled workers are concentrated to the services sectors. Here. Public and Other
Services account for the employment of 42.5 per cent of the more skilled workers The third biggest
sector in terms of more skilled workers employment is Utilities (10.7 per cent share). The goods
sectors employ only about 16.5 per cent of more skilled workers.
The sector distribution of less skilled workers’ employment differs from that of the more skilled
workers. Here the goods sectors’ share is 47.3 per cent, with agriculture and food processing
sectors being most important. Construction and Public and Other Services are the most important
less skilled workers’ employers among services sectors.
Figure 2.2 Baseline structure of Armenia’s value added and employment (based on wage bill), per cent

Source: GTAP.

Figure 2.3 and Figure 2.4 show the baseline values for Armenian exports and imports. As can be
seen from the figures, Primary Metals is the most important export commodity, especially so for
Armenias trade with the EU – the shares of Primary Metals in total exports and exports to the EU
are 19.9 per cent and 38.8 per cent respectively. The second biggest exporting sector (both in total
exports and exports to the EU) is Other Manufacturing – 10.7 per cent and 12.7 per cent
respectively. Other minerals are shown to be the third biggest export sector. However, for this
sector, exports are more concentrated to countries outside the EU. Third countries are also the
main destination for exports of Armenian Other Machinery and Equipment, Beverages and
Tobacco, Ceramics, and Electronics.
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The Energy sector composes the biggest share of total Armenia’s imports – 13.2 per cent; all of
which is imported from countries outside of the EU. Primary Metals and Other Machinery and
Equipment account for the second and the third biggest shares. Looking at the figure, it is obvious
that the structure of Armenia’s imports from the EU is quite different than the total imports structure,
with Other Machinery and Equipment constituting the main part (13 per cent share). The EU also
accounts for the lion’s share of the country’s imports of Other Minerals, Electronics, and Air
Transport.
Figure 2.3 Structure of Armenia’s exports value in the baseline, per cent

Source: GTAP.
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Figure 2.4 Structure of Armenia’s imports value in the baseline, per cent

Source: GTAP.

Table 2.3 below shows the resulting sector specific effects in the long-run setting for Armenia. The
first column contains the baseline shares of national Value Added attributable to each sector. The
second column shows the percentage change in value added and the following two columns the
corresponding changes in employment. The last two columns show the estimated changes, in per
cent, in total Armenian imports and exports.
Table 2.3 Sector Specific Shares of Total Value Added and Estimated Changes in percent, Long-run,
Armenia
Baseline

Sector

% change in employment

%

%

shares

% change

change

change

in total VA

in VA

less skilled

more skilled

total

total

(in %)

Long run

workers

workers

imports

exports

Grains and Crops

3.1

-0.1

-0.3

-0.4

12.3

1.9

Veg, fruits, nuts,

3.4

0.3

0.1

0.1

13.2

2.2

Other crops

1.3

-2.9

-3.2

-3.2

33.1

5.6

Animal products

3.8

-0.3

-0.5

-0.6

15.3

0.9

Forestry products

1.4

-0.6

-0.8

-0.8

14.4

-0.4

Fish products

0.4

0.3

0.5

0.4

10.7

8.2

Energy

0.0

-0.1

-0.5

-0.5

2.8

8.2

Other minerals

1.1

-0.3

-0.6

-0.6

3.1

0.3

Livestock and Meat

0.2

-6.5

-6.9

-7.1

35.1

0.4

oilseeds

Products
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Baseline

%

%

change

change

more skilled

total

total

workers

workers

imports

exports

-10.8

-11.0

5.8

4.5

-0.4

-0.9

-1.0

72.4

3.4

0.2

-2.1

-3.0

-3.2

3.2

4.1

Other processed food

3.5

-3.2

-3.6

-3.7

24.8

3.6

Beverages and

3.2

-2.6

-3.2

-3.3

24.9

-0.7

Textiles and Clothing

0.1

207.1

193.3

192.7

4.8

362.9

Wood, paper,

0.7

-5.5

-6.2

-6.4

8.1

0.7

Petrochemicals

0.0

1.1

0.0

-0.2

1.7

9.0

Chemicals, rubber,

0.0

-3.3

-3.9

-4.1

5.6

8.6

0.0

-6.0

-6.4

-6.6

9.1

1.5

Primary metals

1.1

2.8

1.9

1.8

6.5

5.8

Fabricated metals

1.0

-3.8

-4.1

-4.3

15.8

7.0

Motor vehicles

0.0

-22.7

-22.4

-22.5

4.4

-7.9

Other transport

0.0

4.3

3.7

3.5

7.2

17.5

0.0

8.3

6.7

6.5

5.9

20.8

0.2

49.8

46.4

46.2

0.7

69.4

Other manufacturing

0.8

-5.9

-6.5

-6.7

14.2

-0.6

Utilities

8.2

2.0

0.8

0.7

9.6

8.2

Construction

34.2

1.8

0.3

0.1

9.8

4.4

Trade

8.8

1.6

0.0

-0.3

14.4

9.1

Water transport

0.1

1.6

0.6

0.3

2.4

2.0

Air transport

0.4

7.4

6.0

5.7

5.7

23.6

Other transport

2.8

0.1

-0.7

-0.9

14.1

6.2

Communications

2.1

-0.3

-1.4

-1.5

10.3

-1.5

Finance and

1.4

-0.9

-1.3

-1.5

12.6

4.4

Business and ICT

0.4

7.7

5.8

5.6

1.1

18.9

Personal and

0.0

15.7

13.0

12.8

0.0

36.1

11.0

1.0

0.3

0.1

17.9

9.9

% change in employment

shares

% change

in total VA

in VA

less skilled

(in %)

Long run

0.0

-10.7

Dairy products

4.9

Sugar

Sector
Vegetables oils and
fats

tobacco

publishing

plastics
Ceramics, cement,
etc.

equipment
Electronics,
computers
Other machinery and
equipment

insurance

recreational serv.
Public and other
services
Source: CGE modelling calculations.

Lowering barriers to EU-Armenian trade will lead to increased imports across all sectors in
Armenia. The same is true (with a few small exceptions) for exports. The changes in employment
closely mirrors the changes in value added, which is an expected result based on economic
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intuition. This implies that most agricultural sectors are likely to see employment decreases in both
the skilled labour and unskilled labour sectors. On the other hand, many industrial sectors and
services sectors will experience in increase in employment after conclusion of the DCFTA. In terms
of value added, the most striking change is the resulting 207 percentage increase in the production
of textiles and clothing, and corresponding 363 per cent increase in total exports. The driving force
behind this increase is the removal of tariffs in this sector. More specifically, the driving force behind
this increase is attributable to the lowering of tariffs on imported inputs for this sector. In the Textiles
and Clothing sector, imported materials represent 30% of production costs. As import tariffs are
removed, the price of these imports are reduced by up to 8%, which reduces the Armenian total
production costs significantly, which in turn makes them more competitive on third markets, hence
leading to the large increase (363% ) in exports in this sector. In the short run setting (see Annex
4), the resulting increase in the production of Textiles and Clothing is only 62 per cent, which
pinpoints the importance of capital flowing into this sector in order for it to expand in the magnitudes
described above.
Two other sectors in which large increases in value added and employment are expected are Other
Machinery and Equipment (50 per cent increase in value added and 46 per cent in employment)
and Personal and Recreational Services (16 and 13 per cent respectively). Vegetables, Oils and
Fats and Motor Vehicles are the two sectors with the biggest relative decline in production but
because their base line shares of total VA are tiny, these decreases will have a negligible effect on
national production. Sectors that experience small positive relative changes but are more important
sectors in terms of total VA are public services and utilities. Sectors that are negatively impacted to
a limited extent but with relatively high shares of VA are finance and insurance, other processed
food and beverages and tobacco.
Other Machinery and Equipment accounts for a small share (0.2 per cent), of baseline value added.
This implies that the estimated 50 per cent increase in the sector’s value added, will not have a
noticeable impact on the total economy’s structure. Most of the increase is shown to be attributable
to the reduction of non-tariff barriers. The underlying factor behind this gain is that Armenian
companies benefit from lower prices of Other Machinery and Equipment imported from the EU,
which they use as inputs in the production. Most of the sector’s output is exported to third countries,
while the EU’s share in Armenia’s exports of Other Machinery and Equipment is rather low – only
about 2 per cent in the baseline.
The Armenian Motor vehicles sector is shown to contract by 22.7 per cent in the long run – primarily
due to lowering tariffs on EU imports. While the decrease in non-tariff barriers in the sector is shown
to have positive impact on its dynamics, this impact is not big enough to offset the negative effect
due to the reduction of import tariffs. In the baseline, the EU accounts for 30 per cent of Armenian
imports of motor vehicles, and this share is estimated to increase by about 11 percentage points
(p.p). Market share of domestically produced motor vehicles is only about 8 per cent in the
baseline, and it declines further as a result of the trade liberalisation.
Other Processed Food and Beverages and Tobacco are also shown to decrease as a result of
liberalising trade with the EU. Here, tariff reductions are shown to have the biggest effect on the
sectors’ dynamics, leading to a significant surge in imports from the EU. These two sectors produce
mainly for the domestic market, and thus currently benefit from a relatively high import protection
(import tariffs are 7.4 per cent and 21.3 per cent respectively). Consequently, the share of imports
in the total consumption in the baseline is quite low – 15 per cent for Other Processed Food and 19
per cent for Beverages and Tobacco, with the EU accounting for 23-26 per cent of the sectors’
imports. The shares of the EU increase as a result of the DCFTA by 7 p.p. and 11 p.p. for Other
Processed Food and Beverages and Tobacco respectively.
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Primary Metals, the main exports sector in Armenia, is estimated to increase somewhat (1.1 per
cent). Currently, the lion’s share of the sector’s output is exported, with the main import market
being the EU (80 per cent). The a priori level of tariff protection for Primary Metals in the EU is
already very low ( 0.5 per cent), which implies that tariff reductions are not a significant source of
gains. As expected, most of the increase is attributable to the lowering of non-tariff barriers.
The Financial services sector is shown to benefit from the resulting lower non-tariff barriers, which
imply a decrease in the price of services imported from the EU. In the baseline, imports of financial
services account for about 25 per cent of the Armenian market; of which the EU’s share is about
half. Most of the imported financial services are used for private consumption, thus competing with
the locally provided services. The reduction of non-tariff barriers, will lead to a decrease in the
import prices of financial services. This, in turn will increase competitive pressure on domestic
companies in the sector that are constrained by higher costs of skilled labour due to labour
reallocation to more productive sectors.
Next, estimated changes in EU-Armenian bilateral trade are presented. The baseline values of
bilateral trade in million Euros, along with the estimated percentage changes in bilateral trade are
presented in Table 2.4 below.
Table 2.4 Changes in Bilateral Trade, long run. Baseline exports fob gross values in million €, changes
in %.
Armenian Exports to the EU
Sector

baseline value

percent change

baseline value

percent change

Grains and Crops

0.9

1.47

0.0

28.3

Veg, fruits, nuts, oilseeds

1.6

-0.74

1.4

25.0

Other crops

0.3

3.77

3.9

58.8

Animal products

1.6

0.88

1.0

20.0

Forestry products

1.4

-0.30

0.1

29.3

Fish products

2.8

-1.07

0.0

11.0

Energy

0.0

3.67

0.0

23.8

Other minerals

30.8

0.01

62.3

4.0

Livestock and Meat Products

0.8

2.80

3.8

198.0

Vegetables oils and fats

0.1

2.99

1.3

125.1

Dairy products

3.1

1.53

5.1

182.4

Sugar

0.1

0.00

1.5

0.0

Other processed food

2.5

-2.81

22.7

60.4

Beverages and tobacco

3.6

-4.38

19.1

85.7

Textiles and Clothing

14.1

-4.30

32.7

54.5

Wood, paper, publishing

2.3

2.89

26.2

29.8

Petrochemicals

0.0

7.91

6.0

9.3

Chemicals, rubber, plastics

9.3

2.16

45.1

26.0

Ceramics, cement, etc.

0.5

2.17

15.3

58.0

178.4

4.71

66.5

19.3

Fabricated metals

0.8

3.47

23.8

23.4

Motor vehicles

0.2

0.42

37.0

43.5

Other transport equipment

0.1

6.98

0.4

87.4

Primary metals
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Armenian Exports to the EU
Sector

EU exports to Armenia

baseline value

percent change

baseline value

percent change

Electronics, computers

1.9

13.41

38.4

26.0

Other machinery and equipment

1.2

86.97

91.7

19.5

Other manufacturing

58.5

9.45

28.1

53.9

Utilities

9.6

40.60

0.8

46.0

Construction

10.5

18.31

2.4

10.2

Trade

19.6

20.67

16.6

18.6

Water transport

1.2

8.25

0.7

3.6

Air transport

14.8

48.81

35.4

19.5

Other transport

24.3

31.33

28.8

25.1

Communications

20.2

3.20

9.4

13.1

Finance and insurance

7.5

29.06

21.1

16.6

Business and ICT

18.7

45.32

30.3

-1.1

Personal and recreational serv.

3.4

78.25

17.9

8.3

Public and other services

13.6

23.91

11.0

31.1

Source: CGE modelling calculations.

As pointed out earlier, Armenian exports to the EU are heavily concentrated in Primary Metals (i.e.
close to 40 per cent of Armenian exports are attributable to this sector). Although baseline tariffs
are low in this sector, exports are expected to increase by around 5 per cent. This increase is
shown to be attributable to both lowering of NTMs and tariffs. Lowering tariffs will cause bilateral
export of Armenian Other Manufacturing (which is accountable for €58.5 million in baseline
exports), to expand by 9 per cent in the long run and Textiles and Clothing to contract by 4.3 per
cent per cent. Hence, the strong increase in exports of the Textiles and Clothing sector can be
largely attributed to trade with non-EU27. Meanwhile exports in the Other Mineral sector are shown
to be largely unchanged by the efforts to liberalise trade.
The biggest increase in percentage change of Armenian exports to the EU are expected to occur
across the services sectors, and are due to the liberalisation of services measures. However, these
baseline export values are relatively small, so the increases are from low values.
EU’s exports to Armenia are concentrated to in manufactured goods, with Other Machinery (13 per
cent) being the biggest export good, followed by Primary Metals, (9 per cent) Other Minerals (9 per
cent), Chemicals, Rubber and Plastics (6 per cent). The bilateral exports from the EU for these
sectors will increase by 19, 19, 26 and 4 per cent respectively. These increases are all driven by
the lowering of NTMs.
As can be seen from the last column, EU’s exports to Armenia are shown to increase across all
sectors. The biggest percentage increases (between 125 and 200 per cent) are shown to occur in
the food sectors, e.g. in Livestock and Meat products, Vegetable Oils and Fats and Dairy products.
The large increase is explained mostly by the lowering of tariffs, i.e. the baseline tariff lines in these
sectors are between 9 and 10 per cent. However, the baseline value exports in these sectors are
small, so in value terms these changes will not be very large. Thus these sectors will still remain
being small trading sectors. The most pronounced changes in bilateral exports from the EU to
Armenia occur in the Other Machinery and Equipment sector, which is a large sector in EU –
Armenia trade (worth 92 million euro) and sees bilateral exports increase with nearly 20% to almost
110 million Euro. The export of primary metals and chemicals, rubbers and plastics are two other
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important sectors in bilateral trade for the EU for which exports to Armenia will increase strongly
(with 29 and 26 percent respectively).

2.3

Environmental indicators in the CGE model
Next, we take a look the expected effects of a DCFTA on the environment, which can be measured
in CGE through changes in land use, and CO2 emissions. The estimated effects on land use in
Armenia and the EU, as well as the changes in CO2-emissions for Armenia, the EU and the world
in the long run setting, are presented in Table 2.5 below.
Table 2.5 Environmental Variables, Long run setting, Emissions measured in Million MT CO2
Emissions

Percent Change in Land Use Intensity

European Union

0.0

0.00

Armenia

3.9

-0.37

World

0.0

World, %

0.00

Source: CGE calculations.

Liberalising EU-Armenian trade is not expected to have any significant effect on CO2-emissions.
Following the changes in production, Armenian CO2 emissions are shown to increase by 4 million
MT and no change is visible in the EU. In relative terms, this increase is shown to be negligible
globally. Thus, there will be no significant changes in world level emissions.
As can be seen from the second column of table 2.6, the DCFTA is not expected to have any
implications on the land use in the EU, while in Armenia, land use intensity is shown to decrease by
0.4 per cent. The reason for this is the contraction in production in some agricultural sectors in the
long run in favour of manufacturing and services sectors – that leads to a decrease in land use
intensity and thus a reduced pressure on the environment.

2.4

Social Indicators in the CGE model
Some of the estimated variables from the CGE analysis will be used as basis for the social impact
assessment in this study. These are presented in Table 2.6 below.
Table 2.6 Social indicators, long run setting, percent
Wage change

Labour displacement

Less skilled labour

More skilled labour

Less skilled

More skilled

European Union

0.00

0.00

0.00

0.00

Armenia

2.55

2.47

9.56

7.25

Source: CGE calculations.

The first column shows the estimated changes in wages for less skilled workers. In Armenia, less
skilled workers are, on average, estimated to experience an increase in wages of 2.6 per cent. The
return on more skilled labour increases a little less, by 2.5 percent.
The last two columns illustrate how much labour movement takes place between sectors for the
different countries. This is measured as the share of the labour force that will relocate across
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sectors as a result of the agreement . As could be expected, no labour relocation is estimated to
take place in the EU since the relative changes are too low to trigger shifts in employment. In the
longer run setting, 9.6 and 7.3 per cent of the less and more skilled Armenian labour force is
expected to migrate between sectors as a result of increased trade with the EU. In the short run
setting, the movement is much smaller (1.7 and 1.4 per cent for less and more skilled labour
respectively). This indicates that potentially in the long run, the pressure on the Armenian economy
to adjust to new sectors’ comparative advantages is significant. When we combine this with the
strong increases in wages for both skilled and unskilled workers, we conclude that the main reason
for moving between sectors is the opportunity to earn higher wages and have more job
opportunities elsewhere.

2.5

Synthesis and implications of CGE results
The purpose of this chapter was to present and discuss the estimated effects of liberalising trade
between the EU and Armenia using a CGE model. The model has incorporated trade liberalisation
assumptions with regards to tariffs, NTMs and barriers to services trade and analysed the
estimated effects in a short and long run setting.
Due to the asymmetry in size between the European and Armenian economies, the DCFTA was, ex
ante, expected to have negligible effects on the EU. This expectation is confirmed by the data. For
Armenia, there are significant economic gains stemming from liberalising trade with the EU. The
different trade liberalisation measures channels show that reducing NTMs is key to reaping the
positive effects for Armenia.
Allowing capital to move between sectors intensifies the adjustments of liberalising trade with the
EU, multiplying the sector specific changes in output and employment, and more than doubles the
aggregate income effects.
In terms of value added, the sectors expected to expand the most in Armenia are Textiles and
Clothing (over 200 per cent in the long run setting), and Other Machinery and Equipment (up to 50
per cent increase). Meanwhile Motor Vehicles and Vegetable Oils and Fats, Live stock and Meat
Products will contract most, by up to 23, 11 and 7 per cent respectively.
Current bilateral trading patterns are concentrated to manufactured goods, with Primary Meats
being the most important bilateral trading good. Armenian exports in the sectors that are important
in the base line are shown to increase. The largest increase in EU’s exports to Armenia is shown to
occur in the food sectors, where baseline tariffs are high and baseline export levels are low.
Armenian wages are expected to increase by between 2.6 and 2.7 per cent in the long run setting,
while consumer prices are estimated to decrease somewhat, which both would help alleviate
poverty.
The estimated effects on environmental variables are very small. CO2 emissions are unchanged
and Armenian land use is shown to decrease somewhat.

12

This is based, technically, on the weighted “standard deviation” in employment shares.

Trade Sustainability Impact Assessment in support of negotiations of a DCFTA between the EU and the Republic
of Armenia

43

3

Additional analyses of social, environmental
and human rights issues

The previous chapter contained the presentation and discussion of general results (both macroeconomic and sector-specific) concerning Armenia (and also the EU) potentially stemming from the
DCFTA. In this chapter we deepen the analysis by exploring further channels of impact and
distributional effects at the disaggregated level. We focus the discussion on social, environmental
and human rights impacts.

3.1

Additional analyses of social issues

3.1.1 Quantitative analysis of poverty and inequality effects
As discussed in Section 2.4, the CGE modelling exercise predicts that Armenia will benefit from the
DCFTA by achieving higher national income and wages. Expected decline in inflation in
combination with higher wages suggest on average a positive social implications of the DCFTA.
However, the CGE model does not allow for analysis of distributional effects of the DCFTA. Given
that households differ with respect to their consumption baskets and sources of revenues, different
types of households and different social groups may experience very diverse combinations of
positive and negative welfare effects. In this section we report the results of a quantitative
assessment of household income, poverty and inequality impacts of the EU-Armenia DCFTA based
on the methodology outlined in section 1.3 and presented in more detail in Annex 2. This approach
allows for an estimation of the consumption and labour income effects arising from changes in
prices and labour remuneration at the household level.
The DCFTA effects on welfare of Armenian households are modelled via five distinct channels:
•

change in non-food consumption expenditures due to changed consumer prices;

•

change in food expenditures due to changes in consumer prices on food products;

•

change in the value of the in-kind income from subsistence farming, employment remuneration,

•

change in cash income from the sale of agricultural products due to changed domestic prices of

•

change in cash income due to changed wage levels in the economy.

gifts from relatives and humanitarian aid due to changed domestic prices of food products;
food products;

It is worth noting that labour reallocations are another important channel potentially affecting
household welfare. Specifically, the ease of these reallocations will determine the pace of
realisation of DCFTA effects as identified by the CGE model and as further analysed in this section.
We return to the question on the importance of labour reallocations in overall social impacts in
section 3.1.2 below.
The price and wage data for this simulation exercise come from the CGE modelling, while data on
household income and revenue structures come from the representative household’s integrated
living conditions survey (ILCS), held by Armenian Statistical Committee in 2010. The majority of the
above-mentioned channels are related to DCFTA-induced price changes and in particular prices of
food products. It should be noted that food products have a substantial share in total household
expenditures, which determines the key role of related price swings in shaping overall DCFTA
welfare effects. For instance, for households from the lowest quintile of welfare distribution (i.e. the
least affluent 20% of households in Armenia) food products, either purchased or received in-kind,
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account for 67 percent of total consumption . The CGE model predicts a fall in food consumer
prices in the short run that should improve welfare of the Armenian population. Average household
expenditures on food products purchase is expected to fall by 1 percent. However, in the long-run
prices for some food products are expected to rise and welfare effect at the household level
depends on its own food consumption structure. In the aggregate, long-run food household
expenditures are projected to rise by 0.4 percent.
When in-kind food consumption is taken into account price decreases are associated with welfare
decline as in-kind consumption is a form of income rather than expenditures. However, domestic
food prices fall less sharply in the short-run than do consumer prices, and exhibit a clear growing
trend in the long-run. As a result the average welfare impact through the channel of in-kind food
consumption is neutral in the short-run and positive (1.3 percent in-kind income growth) in the longrun. The same tendency is observed when one analyses income from sale of agricultural products.
Short-run level is hardly affected while long-run impact is positive, although not very significant at
around 0.5 percent of relevant income.
Falling prices of non-food products and services have the positive effect on households’ welfare.
They allow households to spare on average up to 1.5 percent of the initial non-food expenditures in
the short-run and 1.3 percent in the long-run. However, this effect is significantly stronger for more
affluent households than for less affluent ones. The benefits of the top quintile is estimated at
around1.6 and 1.8 percent of non-food expenditures, while for the lowest quintile it is only 1.2 and
0.7 percent, in the short- and long-term, respectively. In contrast, effects through changes in food
prices are more evenly distributed.
Taken together price changes induced by the DCFTA provide a boost to households’ welfare
(measured as an aggregate expenditures per adult equivalent) to the tune of around 1 percent in
the short-run and 0.7 percent in the long-run. The benefits accruing to more affluent households are
somewhat stronger with welfare increases in the top quintile rising by 1.2 and 1.0 percent in the
short- and long-run. For comparison, the bottom quintile experiences welfare growth of 0.9 percent
in the short-run and just 0.4 percent in the long-run.
The wage channel has largely positive impact that is also more evenly distributed. Higher wages
are estimated to boost average welfare of the Armenian population by 1.8 percent in the long-run
(1.0 percent in the short-run). Effects through the wage channel are neutral with respect to the initial
income distribution (e.g. welfare of the lowest and upper quintiles grow at similar rates of 2.0 and
1.7 percent in the long-run).
It is a combination of the price and wage effects discussed above that determines the overall
welfare impact of the DCFTA. Average welfare, measured by aggregate expenditures per adult
equivalent, grows by 2.0 and 2.5 percent in the short- and long-run, respectively. Less affluent
households benefit slightly less from DCFTA, compared to the relatively rich strata of population.
However, the difference between them is modest and visible only in the long-run, when welfare of
the top quintile increases by 2.7 percent while for the lowest quintile by 2.3 percent. In the shortrun, average welfare gains of top and bottom quintiles are very similar, at 2.1 and 1.9 percent,
respectively. This still implies that the DCFTA may contribute to (small) increase in inequality.
Some households may see their welfare declining not only in relative but also in absolute terms.
However, the simulation results suggest that the overall share of population that may suffer welfare
13
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In the upper quintile this share is also relatively high – 44 percent. Aggregate consumption is used as a measure of welfare
according to methodology of Armenian Statistical Committee. The deciles and quintiles are set based on aggregate
consumption per adult equivalent as calculated using the data provided in ILCS.
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reduction related to the DCFTA is around 6.6% in the long-run (and 0.9% in the short-run). More
detailed characteristics of this small group are provided later on when we identify the groups of the
society that are most exposed to potential relative or absolute welfare losses.
Table 3.1 provides a snapshot of the modelled results on DCFTA-related changes in poverty and
14

inequality indicators in various decompositions . The absolute poverty rate (i.e. the share of the
population with aggregate expenditure levels per adult equivalent below an official upper poverty
line) slightly decreases in the short- and long-run (by 1.4 and 1.8 percentage points) down to 34.4
and 34.0 percent of population. However, the poverty line is set in baseline prices and hence
changes in price level caused by the DCFTA should normally affect the absolute poverty line itself.
Taking this effect into account the scale of poverty reduction is stronger in the short-run (2.2
percentage points reduction). The DCFTA is also found to limit the extreme poverty rate (official
food poverty) from the current level of around 3 percent to 2.7 percent.

15

The pro-rich bias in

distribution of DCFTA-related gains that was discussed above implies that the relative poverty rate
is expected to go up, albeit to a very limited extent (by 0.1 percentage points in the long-run).
While the poverty rate (headcount) is probably the most often used poverty indicator, an important
drawback of this measure is that it is insensitive to income / expenditure distribution below the
poverty line. For instance, the poverty rate will be unaffected when poor people become poorer.
This deficiency is overcome by the poverty gap, an indicator which reflects the depths of poverty
and can be thought of as measuring the average distance of poor population welfare from the
poverty line. Our simulations show that the poverty gap calculated against absolute poverty line and
extreme poverty line is likely to fall as a result of the DCFTA. The most visible reduction takes place
in the short-run, especially when one considers the change in the poverty line. The absolute poverty
gap and extreme poverty gap go down by 1.4 and 1.0 percentage points respectively, suggesting
increasing welfare of the poor population.
Yet another measure of poverty impacts of the DCFTA is provided by poverty rates calculated for
values close to the absolute poverty line. The poverty headcount at 80 percent of the absolute
poverty line decreases (maximum by 2.8 percentage points). Hence, the share of the population
with income slightly below the absolute poverty line increases as a result of the DCFTA. This can
be interpreted as another sign of DCFTA reducing the depth of poverty in Armenia. Furthermore,
the share of population with welfare slightly above absolute poverty line (up to 120 percent of the
line) is predicted to fall, i.e. the group at risk of poverty is likely to decline thanks to the DCFTA.
As noted above, the DCFTA may lead to an increase of inequality. However, inequality indicators,
such as decile and quintile ratios and the Gini coefficient, calculated by percentile groups, prove
that this increase is very modest or even negligible. The decile dispersion ratio, i.e. the ratio
between income of the highest and lowest deciles, increases by less than 0.05 in the long-run.

14
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Definitions of indicators are provided in Annex 2. Methodology for estimating absolute and relative poverty lines is also
provided there.
These results – especially for extreme poverty – are broadly similar to those reported by EDRC EDRC (2012), EU-Armenia
Trade Liberalization: a poverty and social impact analysis, Yerevan,
http://www.edrc.am/images/Publications/Analytical_Papers/trade_liberalization_psia_eng.pdf that was based on CGE
results taken from the study y Jensen, J. and D. G. Tarr (2012), “Deep Trade Policy Options for Armenia: The Importance
of Trade Facilitation, Services and Standards Liberalization,” Economics: The Open Access-Open Assessment EJournal,,Vol 6, 2012-1. http://dx.doi.org/10.5018/economics-ejournal.ja.2012-1. Our results are somewhat more optimistic
as regards impact on overall poverty compared to the EDRC study.
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Table 3.1 Estimates of DCFTA impact on poverty and inequality indicators
Baselin

Initial poverty lines

Adjusted poverty lines

e
Short-run

Long-run

Short-run

Long-run

value

value

value

value

Poverty rate (headcount)
absolute poverty

35.8

34.4

34.0

33.6

34.0

extreme poverty

3.0

2.7

2.7

2.6

2.7

relative poverty

8.3

8.3

8.4

--

--

absolute poverty

21.3

20.5

20.2

19.9

20.2

extreme poverty

9.0

8.2

8.9

8.0

8.6

relative poverty

11.8

11.8

11.9

--

--

Poverty gap

Inequality indicators, based on aggregate expenditures per adult equivalent
Quintile dispersion ratio

3.60

3.61

3.62

--

--

Decile dispersion ratio

5.16

5.17

5.20

--

--

GINI

0.246

0.247

0.247

--

--

Dispersion of poverty headcount around poverty line
80% of the absolute line

19.4

17.8

17.3

16.6

17.2

120% of the absolute line

56.1

54.4

53.6

53.0

53.6

80% of the relative line

2.3

2.2

2.3

--

--

120% of the relative line

21.0

20.9

20.7

--

--

Absolute poverty headcount by sex
Male

35.6

34.2

33.8

33.4

33.7

Female

35.9

34.5

34.2

33.8

34.2

Absolute poverty headcount by age
0-18

41.3

40.0

39.5

39.1

39.4

19-29

35.3

33.7

33.4

33.1

33.4

30-39

36.4

34.8

34.3

33.9

34.2

40-49

33.4

32.2

31.7

31.2

31.6

50-59

32.5

30.7

30.4

30.1

30.4

60+

31.8

30.5

30.5

29.8

30.5

Absolute poverty headcount by education (age>17)
Illiterate

43.4

43.4

43.4

43.4

43.4

Non-complete primary

31.6

31.6

31.6

31.6

31.6

Primary education

42.1

41.2

41.0

40.6

41.0

General secondary education

45.2

44.6

43.8

43.3

43.8

Secondary education

40.3

38.7

38.4

37.9

38.4

Preliminary vocational

33.9

32.7

32.7

32.5

32.7

education
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Baselin

Initial poverty lines

Adjusted poverty lines

e
Short-run

Long-run

Short-run

Long-run

value

value

value

value

education
Vocational education

31.0

29.4

28.9

28.6

28.9

Non-complete higher

25.0

24.7

24.2

24.6

24.2

Higher education

18.6

16.9

16.8

16.4

16.7

Post-graduate education

4.3

4.3

4.3

4.3

4.3

education

Poverty headcount by place of residence
Yerevan

27.1

24.3

24.4

23.7

24.3

Other urban

45.4

44.3

44.0

43.5

44.0

Rural

36.0

35.6

34.8

34.7

34.8

Poverty headcount by geographical region
Yerevan

27.1

24.3

24.4

23.7

24.3

Aragatsotn

28.9

28.8

28.8

28.0

28.8

Ararat

42.4

41.5

40.8

41.2

40.8

Armavir

33.0

31.0

30.0

29.5

30.0

Gegharkunik

43.6

43.3

42.4

42.5

42.4

Lori

45.9

45.2

45.1

44.5

45.1

Kotayk

46.8

46.7

46.2

46.1

46.2

Shirak

48.3

47.2

46.8

46.0

46.8

Sjunik

26.8

26.6

25.7

25.5

25.7

Vayots Dzor

37.1

36.8

35.9

35.9

35.9

Tavush

26.1

25.8

24.7

24.7

24.7

Poverty headcount by employment status
Employed

29.6

28.3

27.7

27.5

27.7

Unemployed

43.5

41.7

41.6

40.6

41.6

Inactive Population

38.7

37.1

36.9

36.3

36.8

Students (age>17)

25.6

25.2

24.7

24.7

24.7

Housekeepers (age>17)

35.3

33.0

32.8

32.2

32.7

Pensioners

38.2

36.3

36.6

35.9

36.6

Memorandum items
Poverty lines, AMD per adult equivalent
absolute poverty line (upper)

33,517

33,517

33,517

33,119

33,499

extreme poverty line (food

19,126

19,126

19,126

18,929

19,204

22,737

23,161

23,271

--

--

poverty)
relative poverty line

Note: Data for small population groups, like illiterate people, people with non-complete primary education, or post-graduate
education is not representative due to limitations of the household survey data (ILCS).
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The above analysis also allows identification of the most vulnerable population groups in Armenia
and analyse their (relative) situation in case the DCFTA is implemented. These groups include
people with low level of education (below secondary education), unemployed and inactive
population, and children. Geographically, the most vulnerable groups are urban populations
excluding Yerevan, and inhabitants of Shirak and Lori regions still suffering from the 1988
earthquake. It is important to note that these groups still benefit from DCFTA in absolute terms and
e.g. poverty rates among them decrease. However the scale of this positive effect is not larger than
one observed by less vulnerable groups of the population. Hence, the gap between welfare of
vulnerable and affluent groups does not close. This can be seen by looking at relative poverty rates
calculated by different population groups and reported in Table 3.2.
Relative poverty calculated at the level of specific population group and more specifically its
changes related to the DCFTA provide information on how particular groups fare relative to the
population average. i.e. whether given groups gain more or less than the population average as a
result of the DCFTA. Table 3.2. results indicate slight decline in relative position for the
unemployed, inactive population, pensioners, and illiterate (as 91% of them are pensioners). The
worsened (relative) situation of these groups is rooted in their economic inactivity (or
unemployment), as they do not benefit from the projected DCFTA-related increased wages.
Another relevant measure of potential DCFTA vulnerability also reported in Table 3.2 is the share of
the population of the given groups that is projected to suffer an absolute welfare reduction as a
result of the DCFTA. For illustrative purposes and also to better inform potential policy decisions of
the Armenian authorities that may want to address the identified vulnerabilities we separately report
the results concerning welfare losses solely due to DCFTA-related price changes and the overall
effect, i.e. including both price and wage changes. Considering the simulated overall impact of the
DCFTA absolute welfare losses are concentrated among pensioners and – to a lesser extent – also
inactive and unemployed populations. The phenomenon is almost non-existent among those who
are employed. When observed from the perspective of age distribution the problem potentially
affects those aged 60 years and older. It is more pronounced among less educated groups and
specifically up to the level of completed general secondary education. Geographically it affects
urban other than Yerevan, while not being an issue in rural areas. The residents of Shirak region
have the highest chance of experiencing absolute welfare losses, followed by those living in Lori
and Kotayk.
Focusing on employment status we observe that the share of those who suffer long-run absolute
welfare reduction (overall as well as due to changed prices only) is much higher among
unemployed, housekeepers, pensioners relative to those who are employed.
More educated people are more likely to suffer absolute welfare deterioration due to changed
prices. However, due to the working of the wage channel the risk of absolute welfare losses taking
into account all analysed DCFTA effects is found to decline with the level of education – from above
10 percent among those with at most general secondary education to 3-4 percent among those with
tertiary education. The explanation lies in differentiated income sources and employment
possibilities. Highly educated individuals are much more likely to be employed and enjoy DCFTArelated wage increases. In contrast, people with low level of education rely more on selfemployment in agricultural sector and subsistence farming and for them DCFTA-related benefits
are more likely to be related to price changes.
We also find that people living in Yerevan and other urban areas have relative high probability of
experiencing absolute welfare losses due to changed prices only. However, the total impact
(through all channels) is such that only in populations of small towns and cities other than Yerevan
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one finds somewhat higher proportions of those exposed to absolute welfare losses. Importantly,
residents of rural areas have minimal risk of seeing their welfare decline in absolute terms. This can
be explained by different structures of income and consumption among rural and urban
populations. Urban residents have higher expenditures on services and lower share of in-kind
consumption. In contrast, rural population benefits from growing prices on domestic food products
in the long-run. Moreover, economic inactivity and unemployment rates are rather low among rural
population if compared to urban areas other than Yerevan.
Regional analysis suggests that vulnerable regions (marzes) include Shirak, Kotyak, Lori. The
proportion of residents predicted to suffer from absolute welfare losses is the highest there.
Additionally, Lori residents will see a significant increase of relative poverty due to DCFTA.
In summary, our simulations suggest positive social outcomes of the DCFTA. They are rooted in
largely positive effect of new prices and increased wages. The benefits are distributed relatively
evenly among the population, with somewhat stronger gains accruing to more affluent groups due
to their consumption structure and higher role of wages in their incomes. As a result DCFTA is
expected to lead to a reduction of absolute poverty, as well as extreme poverty, among population
and very modest increase of inequality. The group of around 6.6% of the Armenian population may
experience negative absolute welfare effects from the DCFTA. The highest risk of facing welfare
deterioration is among unemployed and inactive population, inhabitants of urban areas, and people
with low level of education. In interpreting these results it is important to recall that our analysis just
compares two hypothetical scenarios: with and without a DCFTA and does not take into account
any policy actions that can be taken by the government of Armenia to mitigate ensuing social risks
16

and strengthen the gains . Indeed, one of the purposes of this analysis and in particular
identification of the vulnerable groups is to allow for evidence-based policy initiatives targeting
groups that may need to be supported.
Table 3.2 Estimates of DCFTA impact on relative poverty and welfare: a disaggregation by population
groups
Share of population with negative long-run
Relative poverty rate (%)

welfare effect (%)

Basel

Short-run

Long-run

ine

value

value

Price effect

Total effect

11.8

11.8

11.9

24.5

6.6

0-18

9.8

9.9

10.0

23.8

6.3

19-29

9.1

8.9

8.7

24.9

4.1

30-39

8.1

8.4

8.5

24.7

5.8

40-49

7.4

7.5

7.5

23.4

4.8

50-59

7.6

7.4

7.7

28.0

6.1

60+

6.5

6.7

6.8

23.4

12.5

Whole population
By age
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As with any other modelling approach the above results should be interpreted cautiously. In particular, negative effects of
DCFTA may be overestimated due to the model limitations and specifically its lack of accounting for elasticity of
consumption and labour mobility. While these factors can arguably be ignored in the short-run (Alain de Janvry, and
Elisabeth Sadoulet (2008) Methodological Note: Estimating the Effects of the Food Price Surge on the Welfare of the Poor,
mimeo, UC Berkeley), in the long-run they are likely to play a more important role improving welfare especially of the urban
citizens given the service sector employment growth predicted by the CGE model. Other limitations are homogenous
growth of wages across, rooted in the CGE model specification, and a rather poor fit of non-food expenditures of
households with GTAP sectors. While these limitations may affect estimates of absolute values of some indicators, they do
not undermine general conclusion over direction of DCFTA consumption and income effects and their scale.
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Share of population with negative long-run
Relative poverty rate (%)

welfare effect (%)

Basel

Short-run

Long-run

ine

value

value

Price effect

Total effect

By education level (age>17)
Illiterate

10.9

11.9

12.5

24.8

13.4

Non-complete primary

10.8

10.8

10.9

15.3

13.7

education
Primary education

9.1

9.1

9.1

15.9

10.5

General secondary

12.9

12.5

12.7

24.1

10.9

Secondary education

9.5

9.9

9.9

23.1

6.9

Preliminary vocational

6.8

6.4

6.8

29.6

4.6

Vocational education

6.4

6.3

6.5

27.6

7.1

Non-complete higher

6.5

5.6

4.9

24.1

3.1

Higher education

3.5

3.1

3.1

26.5

4.2

Post-graduate

0.0

0.0

0.0

33.2

3.1

Yerevan

6.7

6.3

6.3

31.4

6.5

Other urban

12.8

12.9

13.1

39.3

11.9

Rural

6.1

6.5

6.5

5.5

2.2

6.7

6.3

6.3

31.4

6.5

education

education

education

education

By place of residence

By geographical region
Yerevan
Aragatsotn

6.4

7.0

6.5

9.1

2.0

Ararat

10.0

10.3

10.4

11.7

2.2

Armavir

6.2

6.6

6.6

17.8

3.8

Gegharkunik

6.0

6.0

6.0

14.9

6.7

Lori

12.5

13.4

13.5

21.5

9.8

Kotayk

14.4

14.1

14.4

36.8

9.1

Shirak

12.4

12.7

12.7

29.2

13.0

Sjunik

2.1

2.1

2.5

28.6

4.4

Vayots Dzor

4.8

4.8

5.3

10.3

2.8

Tavush

3.2

3.6

3.6

7.8

2.4

Employed

5.3

5.2

5.1

19.1

1.1

Unemployed

14.0

14.2

14.8

37.3

12.3

Inactive Population

9.7

9.9

10.0

28.8

11.2

Students (age>17)

6.4

6.1

6.2

22.8

4.8

Housekeepers

8.4

8.3

8.2

29.5

7.7

9.9

10.0

10.3

33.5

18.8

By employment status

(age>17)
Pensioners
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3.1.2 DCFTA and the ILO Decent Work agenda and other social issues
This section provides an additional qualitative analysis of social issues, in particular those covered
by the ILO Decent Work agenda (job creation, labour rights, social protection, social dialogue and
gender equity). It is primarily based on the analysis of existing studies and other literature.
The current situation
Social and in particular labour-related issues have been linked to EU-Armenia trade relations for
some time. Since 2009 Armenia has benefitted from tariff preferences under GSP+. These
preferences are in particular conditional on ratification and effective implementation of the eight
core ILO conventions. The core conventions refer to four areas: (1) the freedom of association and
the right to collective bargaining, (2) the abolition of forced/compulsory and (3) child labour and (4)
the prohibition of discrimination in the field of employment and occupation.
Countries that have ratified ILO conventions are obliged to report at regular intervals on their
implementation and undergo scrutiny of the ILO monitoring mechanism. Still, these ILO monitoring
mechanisms per se do not necessarily constitute strong mechanisms to enforce a country to
effectively implement the relevant conventions. Unilateral GSP+ preferences could provide such a
layer of additional incentives given the possibility of preference withdrawal. This is not a purely
theoretical possibility as demonstrated by the fact that some countries have lost their GSP or GSP+
preferences this way (e.g. Myanmar/Burma, Sri Lanka and Belarus).
In the case of Armenia, ILO conventions monitoring indicates a range of challenges with application
of specific conventions provisions. For instance, most recent reports of the Committee of Experts
on the Application of Conventions and Recommendations (CEACR) and direct requests to the
17

government were related to the following issues :
•

Some elements of the Armenian Constitution, the Law on Employers’ Organisations, and the
Law on Trade Unions do not appear to be in line with obligations under the ILO convention no.
87 on the Freedom of Association and Protection of the Right to Organise. Specific
recommendations included provision of a right to organise also for workers who may not have a
formal contract of employment (an important issue given the prevalence of informal
employment), and to lower the minimum membership requirements set for establishing
organizations at the national, sectoral and territorial levels;

•

With regard to ILO convention no. 98 on Application of the Principles of the Right to Organise
and to Bargain Collectively CEACR observed insufficient provisions of the Labour Code that
would prohibit acts of anti-union interference and prescribe sufficiently dissuasive sanctions;

•

Further strengthening of anti-trafficking measures in Armenia (while taking note of achieved
progress in this area) was the main issue raised with regard to the ILO Forced Labour
Convention (no. 29). A second area of issues falling under the remit of this Convention (as well
as Abolition of Forced Labour Convention, no. 105) concerned the application of laws and
regulations on prison labour and use of services exacted under compulsory military service
laws;

•

With regard to child labour (Minimum Age Convention, no. 138 and Worst Forms of Child
Labour Convention, no. 182) requests mainly concerned availability of data and information on
child labour and on specific regulations pertaining to age limits e.g. for apprenticeships as well
as for specific measures taken by the government and other institutions – e.g. on the role of the
national committee on child protection with regard to the prevention and elimination of the worst
forms of child labour. Also, the Government of Armenia was asked to strengthen the support

17

This compilation draws from Report(s) of the Committee of Experts on the Application of Conventions and
Recommendations from ILO’s 102 (2013) and 101 (2012) sessions and Comments adopted by the CEACR with regard to
Armenia (http://www.ilo.org/dyn/normlex/en/f?p=1000:13201:0::NO:13201:P13201_COUNTRY_ID:102540).
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system for trafficking victims, to ensure that child victims of trafficking receive the necessary
rehabilitation and social re-integration services;
•

With regard to ILO convention no. 100 on Equal Remuneration of Men and Women Workers for
Work of Equal Value the Labour Code is believed to be somewhat unclear and to not fully
reflect principle of equal remuneration for men and women for work of equal value;

•

With regard to ILO convention no.111 on Discrimination in Respect of Employment and
Occupation CEARC asked the government to strengthen protection against both direct and
indirect discrimination.

Some of the major social challenges in Armenia are related to the size of the informal economy. It is
estimated that informal employment accounted for more than half of total employment in 2009,
including around 25 per cent of jobs in urban areas and 82 per cent in rural areas (99 per cent of
18

jobs in agriculture) . The work conditions in the informal sector are often very difficult. For
instance, it is estimated that up to 40 percent of workers in this sector (significantly more men than
women) work longer than 48 hours a week. Child labour may also be an issue in the informal
sector, although lack of data makes detailed analysis impossible.
Employment was on the rise throughout most of the last decade. Still, job creation has been slower
than the growth of the working-age population. The recent economic crisis worsened the situation,
inter alia leading to rising unemployment, especially among the youth. Minimum wage is set at a
low level, which is a source of concern to many, although there may be limited room for manoeuvre
given the size of informal employment.
The gender wage gap has remained persistent, with women clustering in low-paying jobs. Despite
several changes including on parental leave, traditional gender roles prevail with a large number of
women staying outside the labour market due to family considerations.
The coverage of social insurance system is an issue of concern and debates continue on its
sustainability in view of population aging and the low level of contributions as Armenia reforms its
pension system. The size of unregistered employment is a serious complication. It is estimated that
only 20 per cent of the working-age population actually make the technically mandatory
contributions to social insurance.
Progress in the area of social dialogue has been mixed. Declining unionisation and a low share of
enterprises belonging to employers’ organizations as well as some deficiencies in the legal
framework create some problems in this respect. A Republican Collective Agreement from 2009 led
to the establishment of the Tripartite Republican Council, which advises the Government on labour
19

laws and policy. It is unclear to what extent the tripartite dialogue works effectively .
The scope for DCFTA role and potential impact on decent work and equality
In this subsection we attempt to qualitatively identify potential social implications of the DCFTA,
notably including aspects of the decent work agenda and equality. Before proceeding with the
analysis we want to caution against too simplistic interpretations of the results. One should keep in
mind several limitations inherent to assessing the situation with respect to labour rights and
dimensions of decent work agenda in Armenia or any given country. While the recent ILO work in

18
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The following presentation draws from ILO (2012), Decent Work Country Profile: Armenia
http://www.ilo.org/wcmsp5/groups/public/---dgreports/---integration/documents/publication/wcms_185266.pdf, (accessed
20 February 2013).
The direct requests of ILO’s CEARC asking to Government of Armenia for information on tripartite consultations on
matters related to international labour standards
(http://www.ilo.org/dyn/normlex/en/f?p=1000:13100:0::NO:13100:P13100_COMMENT_ID,P11110_COUNTRY_ID,P11110
_COUNTRY_NAME,P11110_COMMENT_YEAR:2700072,102540,Armenia,2011) but did not receive an answer.
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this area has led to methodological progress, it is still very difficult to compare in a meaningful way
20

the performance of various countries, or the progress of a given country over time . There are
21

several limitations of any appraisals based on ILO conventions’ monitoring schemes . Any impact
assessment of a given free trade agreement on various aspects of decent work and equality
remains yet more challenging, especially given a range of parallel forces including EU and other
development partners’ involvement as well as domestic policy initiatives to foster the decent work
agenda in Armenia.
Given the current GSP+ status of Armenia it is to be expected that the DCFTA will contain clauses
that ensure that progress made so far in relation to social and labour rights is maintained so that the
focus could gradually shift towards a more ambitious decent work agenda. Several elements of the
decent work and equality agenda are likely to be covered by the Association Agreement (AA) and
these may be more important than the DCFTA in affecting several issues discussed below (see
also the discussion in the section on environmental impacts and Figure 3.6 placing the DCFTA in
the context of other determinants of environmental developments in Armenia).
We assess the potential impact of the DCFTA on the decent work agenda following the ILO’s
approach that distinguishes four dimensions that crucially matter for the agenda as a whole with
gender equality as a crosscutting objective:
1. creating jobs;
2. guaranteeing rights at work;
3. extending social protection;
4. promoting social dialogue.
The CGE modelling results (rising output and wages) suggest that the DCFTA could have a net job
creation effect. The scale of the potential gains cannot be directly deducted from the model, as it
assumes fixed employment and allows for effects to materialise in the form of higher wages (or
rather a higher wage bill). In reality, the most likely outcome is some combination of wage growth
22

and employment growth . Given the model predictions of around 2.5 percent rise in wages of less
skilled workers (and slightly higher gains for more skilled workers) it is plausible that DCFTA-related
employment gains to the tune of 1-2 percent could take place, although their materialisation and
scale depend on a range of other factors, including the labour market institutional environment, the
situation in the informal economy, the skill content of employment demand and supply, etc.
At the same time, the DCFTA will stimulate additional need for sectoral reallocations of workers.
Specifically, around 9.6 and 7.3 percent of, respectively, the less and more skilled Armenian labour
force is expected to migrate between sectors in the long run as a result of the DCFTA. In the short
run, the requited movements are much smaller (1.7 and 1.4 percent for less and more skilled labour
respectively). A few observations are worth making in this respect. First, changes in employment
trends are a natural phenomenon that is largely unavoidable and the DCFTA is just one force
behind differential labour demand at sector level. Second, given the modelled wage gains for both
more and less skilled workers it appears that the main motive for shifts of workers between sectors

20
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For more discussion see the ILO website on measuring decent work (http://www.ilo.org/integration/themes/mdw/lang-en/index.htm) and in particular ILO, Decent Work Indicators: Concepts and definitions, ILO Manual, First edition, May
2012.
See e.g. discussion in D. Kucera, Measuring Trade Union Rights: A Country-Level Indicator Constructed from Coding
Violations Recorded in Textual Sources, Working Paper No. 50, International Labour Office, Geneva, 2004; I. Georgiu and
L. Baccaro, Coding CEACR Reports on ILO Conventions Nos. 87 and 98: A Proposed Methodology, RUIG project on
Social dialogue regimes. Working report. International Institute of Labour Studies and University of Geneva 2006.
For a discussion on the wage growth vs. employment growth trade off or lack thereof see e.g. Jens Suedekum & Uwe
Blien Stimulating employment growth with higher wages? A new approach to address an old controversy' in: Kyklos, 2007,
60 (3), 441-467 or Nigel Meager & Stefan Speckesser, Wages, productivity and employment: A review of theory and
international data, European Employment Observatory Thematic expert ad-hoc paper, May 2011.
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in the long run may be related to higher wage / new employment opportunities. Putting it differently,
pull factors (opportunities in expanding sectors) may be stronger than push factors (declining
employment chances in traditional sectors).
At the same time labour reallocations related to free trade agreements are widely considered as
giving rise to potentially significant social adjustment costs. Specific components of these costs
may include – at the individual level – unemployment periods, temporarily lower wages during
transition to new jobs, obsolescence of skills and the need to incur training costs, and a range of
23

personal costs (e.g. stress, mental suffering, etc.) . Related potential public sector adjustment
costs include social safety net spending and spending on education and training.
From the perspective of distributional effects if the DCFTA it is important to know which workers
may be particularly affected by adjustment costs. Existing evidence from other countries suggests
that post-displacement employment difficulties are somewhat more likely for older workers with less
formal education, although the difference between these groups and other workers is not always
24

large . In any case this suggests that social costs related to labour reallocations may relatively
more negatively affect those groups that are found to accrue lower benefits from the DCFTA as
suggested by our simulations reported in the previous subsection. Putting it differently, while these
are the weakest groups of those employed (e.g. older and less educated people) for whom
changing jobs will be of primary importance, at the same time this may be more difficult for them in
comparison to younger people with higher skills.
While unavoidable (the DCFTA is just one force behind differential labour demand at sector level)
these are always difficult, in particular for less skilled and less qualified workers, and those currently
discriminated against in the labour market. The quantitative simulations discussed above confirm a
potential for a (relative and to a limited degree also absolute) negative welfare impact for the
weakest groups. For these groups, changing jobs or finding employment will be of primary
importance, but at the same time this may be more difficult than for better qualified and more
affluent people. From yet another perspective, shifts of labour from very low productivity areas such
as subsistence farming to manufacturing, and services appears to be among necessary conditions
25

for ensuring long-term socio-economic development prospects of Armenia . Hence, while sectoral
restructuring is difficult to handle in the short- to medium-term its intensification related to the
DCFTA may lay stronger grounds for long-term growth prospects in Armenia.
In short, one can expect additional labour reallocations driven by the DCFTA to being perceived as
undesirable (at least in the transition period) and some government intervention motivated by equity
considerations appears justified. The improved coherence between trade and labour market
26

policies, and social security programmes would likely help in mitigating adjustment costs . These
issues are taken into account in our recommendations in the final chapter of this report.
In conclusions, we see scope for positive contribution of the DCFTA to the job creation. Domestic
policies can play an important role in extending the gains and/or mitigating problems for most
vulnerable groups that may be affected by the need to change employment, upgrade their
qualifications, etc.
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See M Jones et al (eds.), Trade and Employment. From Myths to Facts, ILO, Geneva 2011, chapter 6 for more detailed
discussion.
For more information see discussion and references cited in OECD Trade and structural adjustment, Paris 2005, C.
Pages, G. Pierre, and S. Scarpetta. Job Creation in Latin America and the Caribbean. World Bank, 2009, Kerem Cosar
Adjusting to Trade Liberalization: Reallocation and Labor Market Policies.mimeo, University of Chicago 2013.
See e.g. World Bank, Integrating Environment into Agriculture and Forestry Progress and Prospects in Eastern Europe
and Central Asia, Vol II, Armenia Country Review, November 2007.
See M Jones et al (eds.), Trade and Employment. From Myths to Facts, ILO, Geneva 2011.
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The DCFTA effects on guaranteeing the rights at work will depend on whether the new trade
agreement will prove to be a more or less effective pressure and/or encouragement mechanism
compared to GSP+ (including modifications of the regime that will enter into force from 2014
27

onwards ). A few observations can be made here. On the one hand, once he agreement has been
implemented the trade preferences may be more difficult to (temporarily) withdraw (e.g. to mobilise
improvement in labour rights) than unilateral GSP+ preferences. On the other hand, full
implementation of the DCFTA will take time and much progress could be achieved during this
period. Also, even with the GSP+ it does not seem to be the case that its influence on labour rights
works mainly through the threat of preference withdrawal. The experience of neighbouring Georgia
can be illustrative. There, despite serious problems in ensuring rights at work, trade unions have
not supported withdrawal of tariff preferences and cooperated with the government at the moments
crucial for the EC assessment.

28

We see the following factors as decisive for the DCFTA impact on labour rights. First, the expected
positive DCFTA economic effects including on living standards can contribute to gradually rising
public demand for better protection of rights at work and work conditions more generally. This
would matter, given that the attitudes of the general public can create pressure on decision makers
to modify regulations and/or improve their implementation. Second, again through the channel of
overall positive economic impact of the agreement, administrative capacity of the state could
improve in particular in areas related to implementation of labour rights. Third, similar
considerations suggest that companies may become slightly more interested in implementing
elements of corporate social responsibility, including provision of better work conditions to its
workers. The strength of this last indirect effect may be particularly weak given that DCFTA-related
growth of Armenian exports is expected to be mostly concentrated on non-EU markets where
consumer pressure on companies to improve labour standards is not expected to be visible.
It is also worth noting that if the DCFTA with Armenia will be similar to other recently negotiated EU
trade agreements, its chapter on trade and sustainable development can provide a framework for a
dialogue on labour-related issues that will be relevant in the context of EU-Armenia trade relations.
It is also possible that a monitoring mechanism to oversee implementation of the chapter including
labour-related issues will be established in some form. This would likely involve social partners and
other civil society representatives (who in this way will also have a chance to express their views
and concerns). There may also be a possibility to address arising disputes under this chapter. If the
trade agreements takes such a shape the above-mentioned factors may act towards DCFTA having
a positive impact on labour rights.
On the other hand the DCFTA – by stimulating increased economic competition – may add to
pressures on limiting workers’ rights, given that these may be associated with higher labour costs.
However, the strength of this potential effect is not expected to be sizeable, inter alia, given that the
DCFTA will likely contain clauses preventing a race to the bottom in labour standards.
One of the key questions concerns the impact on rights of workers who currently work in the
informal sector and hence enjoy minimal if any rights. This may mainly depend on whether the
DCFTA will result in any changes in the size of informal employment. A weak indirect positive effect
may be related to rising overall living standards and hence also general demand for better working
rights (including in particular formalisation of employment relations). The analysis of CGE model
results on sectoral labour re-allocations suggests that the largest job outflows (in absolute terms)
27
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Regulation (EU) No 978/2012 of the European Parliament and of the Council.
See CARIS (2010), ‘Mid-term Evaluation of the EU’s Generalised System of Preferences’, report for DG TRADE,
http://trade.ec.europa.eu/doclib/docs/2010/may/tradoc_146196.pdf and Interview: Irakli Petriashvili (Georgian Trade
Union) http://www.scoop.co.nz/stories/WO1110/S00536/interview-irakli-petriashvili-georgian-trade-union.htm. [accessed 4
April 2012].
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can be expected out of food processing and other agriculture-related sectors as well as such
service sectors as finance and insurance, and communications. In contrast most new jobs may be
created in ‘textiles and clothing’, ‘other machinery and equipment’, ‘utilities’, ‘construction’ and
‘public and other services’. While agriculture is clearly the sector where informal employment is
most common the above picture of predicted sectoral reallocations does not provide clear clues
whether the DCFTA is more likely to increase or decrease prevalence of informal employment.
In summary, the DCFTA may ignite several forces acting towards either improving or worsening the
labour rights situations. Our provisional conclusion is that overall effects are likely to be very small
and on balance positive forces are more likely to prevail.
As regards social security, given the problems of very low coverage discussed above, the potential
DCFTA impact on extending the coverage and effectiveness of social security schemes (pension,
health insurance, etc.) would be very important. Different indirect forces may be at play. First, with
rising average living standards the demand for elements of a broader and more efficient social
protection system may gradually increase. The importance of this channel is, however, not deemed
significant given that the main challenge concerns extending the coverage to particularly weak
groups, especially those in informal employment (e.g. potentially large groups involved in
subsistence farming). Second, some effects may be linked to DCFTA-related changes in fiscal
revenues (falling custom duties that accounted for close to 5 percent of all tax revenues in 2010
and rising tax revenues given the higher GDP) and associated changes in available funds and
administrative capacity to implement social security policies. Overall, we currently consider it
unlikely for the DCFTA to have any sizeable impact on extending the coverage and effectiveness of
social security schemes, especially in the short- to medium-term. At the same time it is worth noting
that possible (relatively) unfavourable DCFTA implications for some of the poorest strata of the
population strengthens the case for the Armenian government to adopt additional social security
measures for the groups that are vulnerable to poverty risk and whose livelihood may be hampered
(even if only in relative terms or temporarily) by a new trade regime. This in particular applies to
those who may lose their jobs.
Social dialogue in Armenia i.e. the dialogue between social partners (trade unions and employers'
organisations) is strongly supported by the EU, which encourages the government to involve social
partners in a dialogue on the overall reform process, impacts resulting from the negotiated
agreements and on the adjustments needed (e.g. implementation of new standards) which may
have an impact on operation of different sectors. In recent years some progress has been made in
this area that has likely been due to GSP+ conditionality, support by some EU-funded projects and
other forces. In particular tri-partite dialogue has been institutionalised and attempts have been
29

made to also move this to the regional level . Once can expect further gradual progress in this
area.
However, it appears unlikely that the DCFTA could provide a strong contribution. Weak indirect, but
positive DCFTA contributions may be related to the impact on higher economic growth, higher
average living standards and hence gradually increasing public interest in, and demand for, various
forms of social dialogue. Moreover, depending on the final shape of the DCFTA it is possible that
creation of some monitoring system as part of the sustainable development chapter will lead the
social partners and other civil society representatives to become involved in DCFTA monitoring.
This could help to mobilise them to greater activity and could provide an additional channel of
communication between them, with the EU social partners, the EU as such and the Armenian
29
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The text of the formal agreement between the Armenian prime minister, president of the Confederation of Trade-Unions of
Armenia and president of the Republican Union of Employers of Armenia can be found at http://www.socialdialogue.am/Attachments/HTML/Republican%20Collective%20Agreement%20ENG.pdf (accessed 22 February 2013).
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Government. We expect the strength of these effects to remain limited and believe that the social
dialogue will continue to be mostly influenced by factors that are unrelated to the DCFTA process.
As discussed above the situation with respect to some aspects of equality, including gender
equality appear to be problematic. At the same time CARIS (2010) has identified gender equality as
one area where GSP+ conditionality tends to have a visible positive effect on countries granted this
form of preferential market access.

30

The exact channels of this influence are, however, difficult to

identify.
The household level simulation exercise discussed above reveals the scope for a very weak
inequality enhancing effects of the DCFTA. The magnitude of this negative effect is smaller than in
earlier assessments carried out for DCFTAs between the EU on one side and Georgia and Moldova
31

on the other side . Sectoral employment reallocations that will be required by the DCFTA are likely
to disproportionally affect the weakest groups of the workforce, those with low human capital and
hence groups currently subject to unequal treatment and opportunities. However, as mentioned
above exactly these reallocations may in the longer term support higher living standards for those
who make a successful transition to new jobs. The DCFTA may indirectly promote equality by
increasing living standards and hence contributing to gradually changing societal preferences on
equality issues. The DCFTA is expected to provide at least not weaker incentives for Armenia to
effectively implement international conventions supporting equality and condemning discrimination
than is the case with the GSP+ regime. Hence, positive impact through this channel may still be in
place, although additional contributions of the DCFTA are unlikely to be significant (i.e. we do not
expect the DCFTA to be more effective than GSP+). In conclusion, we see a range of DCFTArelated forces that can affect equality in Armenia. Their relative strength is difficult to predict and
hence the overall impact is uncertain. The scale of effects is unlikely to be strong. Finally, it is worth
recalling one more time that this assessment only considers the DCFTA impact keeping all other
factors constant, while there is ample scope for Armenian public policies as well as actions of nongovernment actors (NGOs, trade unions, etc.) to foster the pro-equality agenda.

3.2

Social: human rights impact of a DCFTA
In line with the actions on external policy explained in detail in the European Commission (EC)
Communication from 19 October 2010, “Strategy for the effective implementation of the Charter of
Fundamental Rights by the European Union”, the Trade Sustainability Impact Assessment (TSIA) of
the proposed Deep & Comprehensive Free Trade Agreement (DCFTA) between the EU and
Armenia needs to take into account the human rights (HR) issues. It is important to analyse the
human rights standards in Armenia and to study the effects the DCFTA can bring to its people.
Methodologically, this human rights impact assessment (HRIA) is based on the EC Communication
‘Operational Guidance on Fundamental Rights in Commission Impact Assessments’, human rights
impact assessment work done by Simon Walker, and experience in the analysis of human rights
impacts in previous TSIAs. Our HRIA approach for this report consists of four steps that are closely
aligned with the TSIA approach of the DG Trade Handbook (2006). Innovating from the TSIA report
on Georgia and Moldova, we will go through the following steps in this report:
•

Step 1: Provide an encompassing overview of the HR picture in Armenia;
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CARIS (2010), ‘Mid-term Evaluation of the EU’s Generalised System of Preferences’, report for DG TRADE,
http://trade.ec.europa.eu/doclib/docs/2010/may/tradoc_146196.pdf.
See Ecorys & CASE (2012), Trade SIA in support of negotiations of a Deep and Comprehensive Free Trade Area
(DCFTA) between the EU and respectively Georgia and Moldova, http://trade.ec.europa.eu/doclib/html/150105.htm.
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•

Step 2: Look at all identified HR aspects of Step 1 and categorise them in those relevant for
DCFTA and/or for the broader Association Agreement (AA);

•

Step 3: Pre-analyse how the DCFTA could in general affect the HR landscape;

•

Step 4: Based on the policy (modelling) scenarios and additional analysis, look at the likely
impacts from the DCFTA for the HR aspects.

In line with the EU’s Impact Assessment guidelines, Steps 1 and 2 constitute the baseline for
human rights, while Steps 3 and 4 compare the potential DCFTA outcomes for human rights to this
baseline.

3.2.1 Step 1: Encompassing overview of the Human Rights landscape in Armenia
General human rights record
Armenia is a constitutional republic in the South Caucasus (see Figure 3.1), with a population of
approximately 3.2 million. The state has a unicameral legislature and an elected president. The
2011 UNDP Human Development Report ranks Armenia at number 86 in its index, which
characterises it as having high human development.

32

In the rating of Freedom House, an

independent watchdog organisation dedicated to the expansion of freedom around the world, it falls
in the category ‘partly free state’, with higher scores on freedom, civil liberties and political rights
than for example Georgia or Moldova

33

The Armenian border with Turkey is closed and the

interstate relations are tense after the events of 1915. There is still hardly any contact between the
two states. The border with Azerbaijan is also closed.
Figure 3.1 Geography of countries in the South-Caucasus
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United Nations, Sustainability and Equity: A Better Future for All, Human Development Report 2011, United Nations
Development Programme, New York, 2011, p. 126, available at:
http://hdr.undp.org/en/media/HDR_2011_EN_Complete.pdf [accessed 20.11.2012].
Freedom House Freedom Report 2012, p.14-16, accessed on 22.11.2012, available at:
http://www.freedomhouse.org/sites/default/files/FIW%202012%20Booklet_0.pdf [accessed 20.11.2012].
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Ratifications of international human rights treaties
In the past years, Armenia has definitely made some substantial reforms in the field of human
rights, especially on the formal (legal) side of it. It is party to eight out of nine core UN human rights
treaties,

34

except the International Convention on the Protection of the Rights of All Migrant

Workers and Members of Their Families. It has ratified many Optional Protocols to these treaties,
except the Optional Protocol to the international Covenant on Economic, Social and Cultural Rights,
the Second Optional Protocol to the International Covenant on Civil and Political Rights, aiming at
the abolition of the death penalty and the Optional Protocol to the Convention on the Rights of
Persons with Disabilities.
Armenia has also ratified regional human rights treaties like the European Convention for the
Protection of Human Rights and Fundamental Freedoms and its 11 out of 14 Protocols, the
European Convention for the Prevention of Torture and inhuman or Degrading Treatment of
Punishment and its two protocols, the European Conventions on Corruption, Human Trafficking,
Terrorism, and is party to the European Social Charter.
In addition, Armenia has ratified all fundamental International Labour Organisation (ILO)
Conventions, although many technical ILO Conventions are still to be ratified by the state. All
relevant international conventions on Human Trafficking in Persons, among them the UN Protocol
to Prevent, Suppress and Punish Trafficking in Persons, ILO Convention 182 on the Elimination of
Worst Forms of Child Labour, ILO Convention 29 on Forced Labour, ILO Convention 105 on
Abolition of Forced Labour have been ratified by Armenia.
Annex 5 presents an overview of the ratification of relevant human rights treaties and conventions.
Implementation of human rights treaties - record
Concerning the implementation of the international human rights treaties and compliance with its
obligations, Armenia has been less progressive. It displays regular delays in its reporting
obligations in relation to human rights treaties to the Human Rights monitoring bodies. Some of the
reports are up to nine years late.

35

The state has been subject to complaints to the European Court on Human Rights. In 2011 the
Court delivered 28 judgments concerning Armenia, in 26 cases of those at least one violation to the
European Convention on Human Rights was found, primarily of Article 6 (right to fair trial) but also
36

Article 9 (freedom of thought, conscience and religion) , Article 10 (freedom of expression and
37

information), Article 5 (right to liberty and security, lawful arrest or detention) . In the other two
cases no violation was found.

38

In 2012 (before December 2012) the Court delivered 16

judgements concerning Armenia, all with violation found on the part of the state. Violations mainly

34

35

36

37

38

Some of the Treaties were ratified very recently in 2010 (Convention on the Rights of Persons with Disabilities) and in
2011 (International Convention of the Protection of All Persons from Enforced Disappearance).
For example, under the International Covenant on Civil and Political Rights, Convention on the Elimination of All Forms of
Discrimination against Women, International Convention on the Elimination of All Forms of Racial Discrimination, Optional
Protocols to the Convention on the Rights of the Child). Also the reports under International Covenant on Economic, Social
and Cultural Rights from 2000 and 2005 are still not submitted.
Bayatyan v. Armenia (App. 23459/03 ), Judgement of 07.07.2011, ECHR, available at:
http://hudoc.echr.coe.int/sites/eng/pages/search.aspx?i=001-105610 [accessed 30 November 2012].
Affiare Poghosyan v. Armenia (App. 4068/07), Judgement of 20.12.2011, ECHR, available at:
http://hudoc.echr.coe.int/sites/eng/pages/search.aspx?i=001-108236 [accessed on 30.11.2012].
Press Country Profile – Armenia, July 2012, available at: http://www.echr.coe.int/NR/rdonlyres/E0FB96BF-90B6-439CBCB1-5FF86CD0029B/0/PCP_Armenia_en.pdf? [accessed 22.11.2012].
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39

concerned the right to liberty and security (Article 5 of the ECHR) , and right to fair trial (Article
6).

40,41

It should be noted that Armenia receives a lot of support in improving its human rights record. First,
support is received through the framework of the European Neighbourhood Partnership
Instrument

42

and the Comprehensive Institution Building programme. Second, the Organisation for

Security and Cooperation in Europe (OSCE) supports in setting up the Ombudsman Office in
Armenia. Furthermore trainings of the Armenian human rights defenders take place.
Currently, Armenia still falls behind in the practical implementation of the international instruments
into its national legal system. Moreover, Armenia often fails to implement its own laws. Based on
annual reports of various NGOs, governmental agencies, monitoring treaty bodies, shadow reports,
there are serious human rights violations taking place in this country which we summarise in table
3.3 below. A more elaborate assessment is available in Annex 5.
Table 3.3 Issues with respect to HR in Armenia
Human Rights issue

Status

Elections

Elections have been problematic, due to irregularities in the vote count, biased
media and abuse of administrative resources to support the ruling party. In 2011,
the government adopted the new Electoral Code which was criticised by the
opposition party. However, it was considered as an improvement by the Council of
Europe, since it strengthened mechanisms of prevention of corruption in financing
the electoral campaign.

Corruption

Corruption remains systematic in Armenia. Furthermore, bribery is still common in
all areas of life. During 2011-2012, a number of important legislation to fight
corruption was adopted and entered into force such as the Law on
Procurement 43and the Law on Public Service. 44 International organisation like the
World Bank and Transparency International report a decline in corruption
(perception) in recent years.

Freedom of media

Freedom of media continues to be restricted. Most of the stations are under
control of the government. Violence against journalists remains a concern.
Although slander has been decriminalised in May 2010, new amendments in the
Civil Code of Armenia introduced large financial fines for slander and defamation
which encouraged media to practice self-censorship. There have been no reports
on restriction of freedom of expression on the Internet.

Freedom of assembly
39

40

41

42

43

44
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Freedom of assembly is restricted, particularly after the post-election violence in

Khachtryan and Others v. Armenia (App. 23978/06), Judgement of 27.11.2012, ECHR, available at:
http://hudoc.echr.coe.int/sites/eng/pages/search.aspx?i=001-114785 [accessed on 30.11.2012].
In 2012, most recent cases considered by the ECtHR also find violation of the state of the Article 6 of the ECHR, see
Grigoryan v. Armenia (App. 3627/06), Judgment of 10 July 2012, ECHR, available at:
http://hudoc.echr.coe.int/sites/eng/pages/search.aspx?i=001-112103 [accessed on 30 November 2012], Virabyan v.
Armenia (App. 400094/05), Judgement of 2 October 2012, ECHR, available at:
http://www.unhcr.org/refworld/docid/507c0e8d2.html [accessed 30 November 2012].
Based on the HUDOC archives of the European Court of Human Rights, available at:
http://hudoc.echr.coe.int/sites/eng/pages/search.aspx?i=001112103#{"languageisocode":["ENG"],"respondent":["ARM"],"documentcollectionid":["DECISIONS","COMMUNICATEDCAS
ES","CLIN","ADVISORYOPINIONS","REPORTS","RESOLUTIONS"],"kpdate":["2011-11-30T00:00:00.0Z","2012-1130T00:00:00.0Z"]} [accessed on 30.11.2012].
See the latest Country strategy paper 2007-2013, available at:
http://ec.europa.eu/world/enp/pdf/country/enpi_csp_armenia_en.pdf [accessed 22.11.2012].
OSCE, Anti-Corruption Network for Eastern Europe and Central Asia. Istanbul Anti-Corruption Action Plan. The Second
Round of Monitoring. Armenia. Progress Report, 20 February 2012, p. 4, available at:
http://www.oecd.org/corruption/acn/49910824.pdf [accessed 30.11.2012].
OSCE, Anti-Corruption Network for Eastern Europe and Central Asia. Istanbul Anti-Corruption Action Plan. The Second
Round of Monitoring. Armenia. Progress Report, 20 February 2012, p. 2, available at:
http://www.oecd.org/corruption/acn/49910824.pdf [accessed 30.11.2012].
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Human Rights issue

Status
2008. This year, the ban on demonstrations on the main square in Yerevan was
lifted and a New Law on Assemblies was adopted. Although this law is
predominantly in line with international standards, concerns remain regarding the
implementation of the right to freedom of assembly in practice.

Ill-treatment

Law enforcement is not held accountable for the excessive use of force. Torture
and ill-treatment in custody persist. The situation seems to be getting worse
compared to previous years.

Detention conditions

Prison conditions are poor. Despite the amnesty in May 2011, which lead to the
release of 590 people, 45 prisons are still overcrowded, leading to violations in
detention conditions. Furthermore, the government failed to effectively investigate
an alarming number of non-combat deaths in the army. 46

Freedom of religion

Freedom of thought remains a concern. A 2011 Report on International Religious
Freedom for Armenia prepared by the US Department of State mentions cases of
societal abuses and discrimination based on religious affiliation. 47

Civil society

The civil society landscape in Armenia is diversified but overall weak. Even though
some 3000 NGOs are registered officially, many are not active.

Minority rights

Although there is only a small ethnic minority population in Armenia, there is some
rare reporting on discrimination. The Committee on the Elimination of Racial
Discrimination urges Armenia to also promote access to higher education for
children from national minorities and other vulnerable groups.

Women’s rights

The existing gender relations in Armenia put women in a sub-ordinate position in
social, economic and political areas of life. Women remain under-represented in
national and local politics, their wages are lower, and they rarely hold a
managerial position. The Armenian government does not recognise domestic
violence against women as a human rights violation involving state responsibility.

Human Trafficking

Even though Armenia has ratified all the relevant international human rights
treaties, and has made serious steps in fighting trafficking in persons on a national
level, 48 trafficking in women and girls for the purpose of prostitution to Turkey and
Arabic countries still remains a concern. Armenian men and women have been
subjected to forced labour in Russia, while Armenian boys were subject to forced
labour within the country.

49

Lesbian, Gay, Bisexual

LGBT persons’ rights, though decriminalised in 2003, still face violence and

and Transgender (LGBT)

persecution.

rights
Children’s rights

Among the main problems in children’s rights in Armenia are the birth registration,
child abuse and sexual exploitation of children. Many children lack sufficient food
and adequate living conditions.

Child labour

The laws allow children to work from the age of 16 onwards, but they can also
start working at the age of 14 with the permission of a parent or a guardian. At the

45

46

47

48

49

Human Rights Watch, Armenia Country Report, 2012, available at:
http://www.hrw.org/sites/default/files/related_material/armenia_0.pdf [accessed 22.11.2012].
Human Rights Watch, Armenia Country Report, 2012, available at:
http://www.hrw.org/sites/default/files/related_material/armenia_0.pdf [accessed 22.11.2012].
See also, SWD(2012) 110 final, Joint Staff Working Document. Implementation of the ENP in Armenia. Progress in 2011
and recommendations for action, 15 May 2012, available at:
http://ec.europa.eu/world/enp/docs/2012_enp_pack/progress_report_armenia_en.pdf [accessed 28.11.2012].
Armenian Criminal Code provides for prohibition of sex trafficking and forced labour in Articles 132 and 132 (2) which
provide for up to 15 years of imprisonment – equivalent to penalties prescribed for such crimes as rape, for example. In
addition to that, national anti-trafficking measures include anti-trafficking public awareness campaigns, anti-trafficking
training for Armenian troops.
U.S. Government. Trafficking in Persons Report 2011 on Armenia (28.06.2011), available at:
http://armenia.usembassy.gov/news062811.html [accessed 27.11.2012].
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Human Rights issue

Status
same time children under 18 are protected by law from working over time, working
at night or on holidays and in dangerous conditions. 50 In practice some parents
exploit their children by forcing them to work.

Rights of persons with

According to the 2011 Report of the Armenian Human Rights Defender, there are

disabilities

many areas, where violations of the rights of persons with disabilities can be
found. Particularly, it mentions that the right to equal access to education of
children with mental problems and the right to participate in the cultural life of the
country of the disabled people continue to be violated.

Rights of refugees

The Armenian government is reported to have established a system for the
protection of refugees. The legislation provides for granting asylum or refugee
status. Inadequate conditions of houses allocated for refugees as well as limited
economic opportunities still remain a concern.

Right to health

Based on the 2011 Ombudsman’s Report, there are major violations of the rights
of health in Armenia.

Worker’s rights –Freedom

Armenian constitution provides for the freedom of association. Only for military

of association

servicemen and law enforcement agencies it is not allowed by law to form trade
unions. Generally, this freedom has been respected by the government.

Worker’s rights – Forced

Armenian legislation prohibits all forms of forced labour. But women and girls were

labour

reported to be subjected to forced labour in prostitution, sex-trafficking, men – in
the construction sector, and children were forced to beg on the streets.

Worker’s rights – Work

The 2011 Annual Report by the Armenian Human Rights Defender finds violations

conditions

of the rights of employees, like compensation for damage caused to the
employee’s life or health during accidents at work, employment without contract,
non-payment of wages, arbitrary dismissal from work, not providing final
settlements, non-payment for a vacation. 51

3.2.2 Step 2: Looking at the HR aspects and whether they are relevant for DCFTA or the broader AA
Below in Table 3.4 we look at the relevance of the different elements of the HR landscape in
Armenia for the DCFTA and the AA. For each of the abovementioned elements of the HR
landscape, including its most important sub-elements, this link is made. The general relevance of
HR for any impact assessment carried out on EU policy has been made clear by the ‘Operational
Guidance on Fundamental Rights in Commission Impact Assessments’.

52

Table 3.4 Linking the HR landscape to the DCFTA and the AA
Relevant

HR (sub)element

for

Relevant

DCFTA

for AA

General elements on human rights

√

√

General human rights record;

√

√

Role of EU /international organisations in potential improvement of HR situation in

√

√

√

√

Armenia.
Ratifications of international HR treaties;
8/9 core UN Human Rights treaties ratified;

50

51
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√

United States Department of State, 2011 Report on International Religious Freedom – Armenia, 30 July 2012, available at:
http://www.unhcr.org/refworld/docid/502105df2.html [accessed 28 November 2012].
RA Human Rights Defender. Annual Report 2011, available on the official web-site of the Human Rights Defender at:
http://www.ombuds.am/en [accessed 27.11.2012].
SEC(2011) 567 final, available at: http://ec.europa.eu/governance/impact/key_docs/docs/sec_2011_0567_en.pdf
[accessed 20.11.2012].
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Relevant

HR (sub)element
Not ratified International Convention on the Protection of the Rights of all Migrant

for

Relevant

DCFTA

for AA

√

√

Workers and Members of their Families;
√

Many optional protocols to these treaties ratified;
Not ratified Optional Protocol to the International Covenant on Economic, Social,

√

√

√

√

√

√

and Cultural Rights;
Ratified all fundamental ILO Conventions, but many technical ILO Conventions still
to be ratified by the State.
Implementation of HR treaties;

√

Delays in reporting related to HR treaties (some reports up to 9 years late: CCPR,
CEDAW, CERD, CRC-OPs);

√

Violations of civil and political rights (HR record at the ECtHR);
Practical implementation of international instruments into national system falls

√

√

behind.
Elections;

√

New code to strengthen mechanisms of prevention of corruption in financing the

√

electoral campaign and its effect on HR situation.
Corruption;

√

√

‘Major human rights problem’, systematic but dropping slightly;
The Law on Procurement and Law on Public Service – important pieces of

√

√

√

legislation to fight corruption;
√

Court cases and ad hoc convictions as a measure to fight corruption;
Bribery is common in all areas of life – government, medical, educational, policy &

√

√

√

√

judiciary, housing, army, etc.;
No involvement of civil society in activities of anti-corruption units;

√

No anti-corruption unit in National Assembly;
No strong political will to fight corruption.

√

√

Freedom of media;

√

Continues to be restricted – primary control of government;

√

Limit on number to TV stations – revocation of licences of government critical TV

√

station GALA TV.
Freedom of assembly;

√

√

Freedom of assembly continues to be restricted.

√

√

Ill-treatment and torture;

√

Excessive use of force by law enforcement without accountability;

√

Torture and ill-treatment in custody persists and is even on the increase;

√

Arbitrary arrests by police;

√

Lack of access to interrogation rooms of policy halts civil society to change things;

√

National Prevention Mechanism set-up to monitor detention places – Torture
Prevention Expert Council.

√

Detention conditions;

√

Poor prison conditions;

√

Unexplained deaths in custody;

√

Deaths in the army;

√

Limited civilian oversight of army without involvement of independent HR

√

organisations.
Freedom of religion;

√

Freedom of religion is an issue for concern;

√
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Relevant

HR (sub)element

for

Relevant

DCFTA

for AA

Reports of abuse of religious minorities;

√

Law on Freedom of Conscience and Religious Organisations – still drafted and no

√

involvement civil society organisations.
Civil society;

√

√

Diversified landscape and weak – not much input and seen as a threat or

√

√

Cumbersome and time consuming registration processes for NGOs;

√

√

Not a long NGO tradition to provide inputs and validation to policy making – like in

√

√

√

√

inconvenience in policy-making;

the EU.
Minority rights;

√

Some reports on discrimination of minorities;
Access to higher education most cited challenge for minorities.

√

√

Women’s rights;

√

√

Deeply rooted gender inequality in the country: gender inequality high;

√

√

Sub-ordinate position in social, economic and political areas of life;

√

√

Women have lower wages, rarely hold managerial positions, under-represented in

√

√

√

√

local politics;
Unemployment of women in the age bracket of 30-39 is 60%;

√

Law on Ensuring Equal Rights and Equal Opportunities for Men and Women still
being reviewed with no progress being made;

√

Domestic violence against women not recognised as a HR violation involving state
responsibility – most goes unreported;

√

Sexual harassment not recognised as a crime in Armenian Criminal Code.
Human trafficking;

√

Forced labour of Armenian men, women and children, both in Armenia and abroad.

√
√

Women trafficking to Turkey and Arabic countries for prostitution a concern;
√

√

LGBT rights;

√

Discrimination, violence and persecution continues (though decriminalised in 2003).

√

Children’s rights;

√

√
√

Birth registrations, child abuse and sexual exploitation of children are areas of
concern;

√

Child exploitation into forced labour are an issue;

√

√

√

√

Labour laws clear on involvement of children, but practice sees forced labour and
disabled children not having access to education.
Right to health;
Preventing counterfeiting drug distribution not on action list of the Ministry;

√

Medical errors not defined by the legislation;

√

Food safety on the sale of meat was not yet taken on by the Ministry of Agriculture;

√

√

Meat and bread production are poorly monitored;

√

√

Rights of persons with disabilities;

√

√

Rights often violated: right to education, participation in cultural life of the country

√

√

√

Access to health for vulnerable groups weak.

(no facilities for disabled people);
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Sports for disabled people and their involvement not ensured.

√

Rights of the refugees;

√

System for protection of refugees – granting asylum or refugee status – is in place;

√

Poor conditions for refugees (housing conditions, no economic opportunities).

√
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Relevant
for

Relevant

DCFTA

for AA

Worker’s rights

√

√

Freedom of association:

√

√

Provided for in Armenian constitutions and respected in general by Armenian

√

√

√

√

√

√

All forms of forced labour forbidden by Armenian law;

√

√

But women and children (girls) reported to be forced to work in prostitution and sex-

√

√

trafficking; men in construction; children in begging on the streets.

√

√

√

√

HR (sub)element

government;
Registration to become a trade union is cumbersome, slow and non-transparent;
Trade unions viewed as interfering with policies of government – trade unions weak
and inactive in practice.
Forced labour:

Work conditions:
Violations of rights of employees found: compensation for damage caused at work,
employment without contract, non-payment of wages, arbitrary dismissal from work,
or not providing final settlements, or non-payment of vacation.

3.2.3 Step 3: Pre-analysis of how the DCFTA could affect the HR landscape
For the next step, Step 3, we will only look at the column of effects ticked off in Table 1 under
‘Relevant for the DCFTA’. That does not mean all other rights are not relevant, but they matter
more for the Association Agreement, and not for the DCFTA.
We also need to mention that the human rights issues that have received a tick under ‘Relevant for
the DCFTA’ can be relevant in different ways. First of all, addressing certain HR issues mentioned
would make Armenian society (and economy) more resilient against potential negative impacts of a
DCFTA – thus mitigating them. Second, certain measures would be addressed (legally) within the
framework of the DCFTA and are thus picked up directly (not as a necessary or expected output,
but as an input). Two examples would illustrate this; the first example being of the first way in which
the DCFTA can be relevant, the second example of the second way of relevance:
1. Under ‘Ratifications of international HR treaties’, we state that the Optional Protocol to the
International Covenant on Economic, Social, and Cultural Rights was signed but not ratified by
Armenia. This ratification could be relevant for the DCFTA, because if the DCFTA would (in the
short run) put pressure on labour conditions, this Optional Protocol could provide (legal)
counter-pressure – but only when ratified;
2. Since OP to the ICESCR includes protection of many social human rights that are relevant for
the DCFTA, its ratification as a pre-condition or in parallel to the signature could also be a
positive effect of the DCFTA negotiations for the HR in Armenia.
Below we present Table 3.5, which is a filtered version of Table 3.4 (only the relevance for DCFTA
remains). In the second column, the pre-analysis of why this element matters for the DCFTA is
described in short.
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Table 3.5 Linking the relevant HR elements to the DCFTA
HR (sub)element

Why relevant for DCFTA?

General elements on human rights
General human rights record;

The general HR record is an important indicator for the
attitude of Armenian government and country towards
the rights of individuals – the better the record, the more
potential a DCFTA will have upward and the lower the
downside risks – HR being protected for those that may
lose out.

Role of EU /international organisations in potential

Involvement of EU/international organisations could help

improvement of HR situation in Armenia.

to protect the HR of the citizens from potential negative
effects of the DCFTA and enhance the positive effects.

Ratifications of international HR treaties
Not ratified Optional Protocol to the International

The ratification of these HR treaties is important to

Covenant on Economic, Social, and Cultural Rights;

protect citizens against the risks associated with

Ratified all fundamental ILO Conventions, but many

potential pressure on working rights that may arise

technical ILO Conventions still to be ratified by the

because of increased competitive pressure, so

State.

ratification of these treaties is important for the DCFTA.

Implementation of HR treaties
Practical implementation of international instruments

It is not only the ratification but also the implementation

into national system falls behind.

that matter for the de facto HR protection. Also against
the potential negative effects of the DCFTA – and
potentially to enhance the positive effects.

Corruption
The Law on Procurement and Law on Public

Some of the gains from trade may end up – illegally – in

Service – important pieces of legislation to fight

the wrong pockets due to corruption, or some of the

corruption;

potential gains of trade may not materialise due to

Bribery is common in all areas of life – government,

corruption (e.g. new legislation related to DCFTA not

medical, educational, policy & judiciary, housing,

being properly implemented). The Law on Procurement

army, etc.;

and Public Service is an important tool to prevent this,

No involvement of civil society in activities of anti-

potentially ensuring that the expected gains from the

corruption units.

DCFTA benefit Armenians in a broad sense.
See below on Civil Society.

Freedom of assembly
Freedom of assembly is restricted (after post-

Freedom of Assembly would affect, for example, the

election violence in 2008) – anti-government/trade

trade unions that could provide a stronger voice as well

unions.

as social base to discuss and create support for
changes in labour laws and conditions.

Civil society
Diversified landscape and weak – not much input

Civil society can play two important roles with regard to

and seen as a threat or inconvenience in policy-

the DCFTA. First, involvement of civil society allows

making;

Armenian society in a broad sense to be involved in and

Lengthy and non-transparent registration processes

positively affected by the DCFTA (i.e. civil society may

for NGOs;

help make the DCFTA more inclusive). Second, civil

Not a long NGO tradition to provide inputs and

society may support the monitoring and implementation

validation to policy making – like in the EU.

parts of the trade and sustainable development
elements of the DCFTA – as was done in other recently
negotiated EU trade agreements. Shorter and more
transparent registration processes would strengthen the
NGO role in this.
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HR (sub)element

Why relevant for DCFTA?

Minority rights
Access to higher education most cited challenges

Inclusive growth and distribution of the gains from the

for minorities.

DCFTA for minorities could depend – in part – on more
access to higher education – something the local
government should look at. In previous DCFTAs it is
found that education levels are important factors in
determining how the gains are spread. This is likely to
be important for this DCFTA as well, given the relatively
large shifts in employment between sectors. Education
is often important to facilitate the shift between sectors.
Minorities with limited access to higher education would
have more difficulty benefiting.

Women’s rights
Deeply rooted gender inequality in the country:

One of the main ways to promote growth and

gender inequality high;

development – also in relation to the DCFTA – is to

Sub-ordinate position in social, economic and

close the gender gap. This gap in Armenia is very high

political areas of life;

and deeply rooted, showing itself in many

Women have lower wages, rarely hold managerial

manifestations in Armenian society. The DCFTA will

positions, under-represented in local politics;

affect sectors in the Armenian economy differently and

Unemployment of women in the age bracket of 30-

could thus affect women’s rights – especially

39 is 60%.

employment perspectives (e.g. the Textile and Clothing
sector that is expected to gain employs mainly women).

Human trafficking
Forced labour of Armenian men, women and

The social conditions in the DCFTA could help Armenia

children in Armenia and abroad.

to fight forced labour, a practice that is not allowed
under the ILO convention. This could entail measures
needed to address trafficking as a criminal activity (i.e.
strengthening the police and judiciary) and those
addressing root causes of child labour (i.e. help reduce
poverty, provide education and vocational training). The
DCFTA is likely to include a commitment of the Parties
related to implementation and enforcement of the
legislation in the area of labour which could be seen as
additional encouragement to deliver on the existing
commitments.

Children’s rights
Child labour is an issue;

The DCFTA may strengthen mechanisms against forced
labour and child exploitation. As mentioned above under
‘human trafficking’ this entails both addressing
trafficking as a criminal activity and eradicating root

Labour laws clear on involvement of children, but

causes of child labour. In the literature, the causes of

practice sees forced labour and disabled children

child labour include parental illiteracy, overpopulation,

not having access to education.

poverty, urbanisation, unemployment of elders and
orphans. The DCFTA is not expected to have significant
effects on overpopulation or the number of orphans. The
DCFTA will reduce poverty. Unemployment of elders
could go down as a result of the DCFTA, as it is
expected to contribute to employment, thus leading to a
reduction in child labour, but this would also partly
depend on government policies in this area. There is no
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HR (sub)element

Why relevant for DCFTA?
clear relation between the DCFTA and urbanisation and
related unemployment in fast growing cities. also the
impact on parental illiteracy is undermined : if fiscal
revenues would increase, the effect could be positive,
depending on government policies. Overall, the effects
would seem small but positive, although it will strongly
depend on appropriate flanking government policies.
Monitoring will be important and also the ILO
Conventions No. 138 and 182 on Child Labour may be
the instruments to maintain/improve children’s rights. 53
Access to education would be a flanking measure for
the domestic government of Armenia to the DCFTA that
could allow society to benefit more broadly.

Right to health
Food safety on the sale of meat was not yet taken

Regulatory approximation as part of the DCFTA will

on by the Ministry of Agriculture.

result in the application of EU standards in Armenia –

Meat and bread production are poorly monitored.

this would significantly increase food safety. Monitoring
systems could also be strengthened.

Rights of persons with disabilities
Rights often violated: right to education, participation

Potentially the DCFTA may affect the rights of the

in cultural life of the country (no facilities for disabled

persons with disabilities for social protection in the form

people).

of work placement.

Worker’s rights
Freedom of association:

Freedom of association could affect the trade unions

Provided for in Armenian constitutions and

that could provide a stronger voice as well as social

respected in general by Armenian government;

base to discuss and create support for changes in

Registration to become a trade union is

labour laws and conditions. It would also strengthen

cumbersome, slow and non-transparent;

employer’s organisations and other social partners’

Trade unions viewed as interfering with policies of

roles in monitoring the implementation of the DCFTA.

government – trade unions weak and inactive in
practice.

See above under Children’s rights, Women’s rights and

Forced labour:

Human trafficking.

All forms of forced labour forbidden by Armenian
law; but women and children (girls) reported to be
forced to work in prostitution and sex-trafficking;
men in construction; children in begging on the
streets.

The DCFTA will pay attention to labour standards and

Work conditions:

labour conditions. It also affects the Armenian economy

Violations of rights of employees found:

at sector level, likely leading to the reallocation of

compensation for damage caused at work,

labour. This could put pressure on labour and work

employment without contract, non-payment of

conditions. Also foreign competition in some sectors

wages, arbitrary dismissal from work, or not

may do so. On the other hand, future provisions of the

providing final settlements, or non-payment of

DCFTA could be included to prevent a race-to-the-

vacation.

bottom on work conditions and establish a monitoring
mechanism.

53
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ILO Recommendations No. 35 and 36 to the ILO Convention No. 29 on forced labour, ILO Recommendation No. 190 to
the ILO Convention No. 182 on the worst forms of child labour; ILO Recommendation No. 146 to the ILO Convention No.
138 on the minimum age for admission to employment and work; ILO Recommendations No. 14, 41, 52, 79, 80, 96, 124,
125 on the elimination of child labour and protection of children and young persons.
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Why relevant for DCFTA?
In general – with regard to work conditions, children’s
rights, women’s rights and human trafficking – the
DCFTA may put provisions in place that allow for labour
inspections to enforce agreed legislation, both directly
DCFTA related and domestic.

3.2.4 Step 4: Screening for main HR impacts from the EU-Armenia DCFTA
Ex-ante screening for the main potential HR effects of the EU-Armenia DCFTA is performed to
identify those trade measures in DCFTA that are more likely to have significant impacts on the
enjoyment of human rights and therefore warrant the assessment.
For this study, the HR screening is based on two pieces of information. First, the CGE model
provides overall estimated economic and social impact of the DCFTA (see chapter 2). Second, the
more detailed social quantitative analysis that makes use of household surveys, sheds more light
on more detailed social level impacts. Table 3.6 presents the effect of the economic and social
potential effects of the DCFTA for the different HR elements that constitute the HR situation in
Armenia.
Table 3.6 Potential HR impacts from the DCFTA
Expected economic impacts

Resulting potential HR impacts

of the DCFTA
Positive national income

Overall, economic growth and positive national income effects have a positive

effects of € 62 mln (0.9%) in

impact on HR because poverty is reduced, people increase their salaries,

the short run and € 146 mln in

create more opportunities and government may get more funds (depending

the long run (2.2%).

on the balance of declining tariffs but more tax income as a result of
increased economic activity, at least in the short run) to address issues like
health, employment, education, also for the vulnerable groups in society.
An important condition for this to happen is that the additional money is well
spent, i.e. that growth is inclusive, and distributed evenly in society. That is
why laws like the Law on Procurement and Law on Public Service matter.
Also a strong voice of civil society and strengthening of ex post monitoring of
the various DCFTA provisions (e.g. like on work conditions)is crucial for a fair
allocation of the higher incomes. .

HR effects of lowering tariffs

Lower tariff revenues could lead to a lower budget for the government to
spend on public goods like health care, education and social security benefits.
On the other hand, tax income may increase due to higher levels of economic
activity. As we have no information on the net effect on government revenues,
the net effect on HR is unclear.

HR effects of NTM alignment

Reduction of SPS barriers would lead to potential positive HR effects in the

in SPS and TBT

agricultural sector for various reasons. First, with food standards increasing,
health conditions in the countryside (and country as a whole) increase –
ensuring the right to health better. Second, with higher production standards,
more export markets for Armenian products open (shown as an increase of
3.3% in exports on average (unweighted) for agricultural products).
TBT improvements will allow certain (light) manufacturing industries (e.g.
other machinery and equipment, textiles and clothing) to become more
competitive, leading to more employment compared to beverages and
tobacco and other processed food. Also more value added is generated.
Reduction of SPS barriers especially (not so much TBT barriers) is expected
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Expected economic impacts

Resulting potential HR impacts

of the DCFTA
to have a mixed influence on the position of women in the countryside. Right
now they work informally on the fields and in processing industries, but when
these sectors see output and exports increase (e.g. textiles & clothing) their
position is likely to improve. However, in declining sectors (.g. processed
food), the opposite may take place.
HR effects of services barrier

No major HR effects – except for the more macro-economic ones as

alignment.

mentioned above – are expected here. A small positive effect for HR could
accrue if financial, banking and insurance services would increase their
penetration into the rural areas as a consequence of the DCFTA, enhancing
access to finance for rural areas.

Significant increases in total

Increased economic activity as a result of trade could have a positive effect

Armenian exports and imports

for HR in Armenia. The degree to which society at large benefits – instead of

in the short run (10.7% and

just the small export-related part of the economy – determines the degree to

4.9% respectively) and the

which the HR benefits can be significant. This, however, depends as much on

long run (15.2% and 8.2%

domestic policy as on the DCFTA. Trade specialisation leads to gains from

respectively). The lion’s share

trade, increases in competitiveness of certain sectors (and loss of

of the effects coming from

competitiveness in others). This effect – in the long run – is expected to be

NTM alignment – though all

overall positive, but not for all. From an HR perspective it is not an overall

other drivers are also having

balance between losses and gains that matter but the human rights of each

positive effects.

individual count: so those that lose need to be protected and helped. Shifts in
employment opportunities – enforcing comparative advantage – lead to stress
on HR and potentially the quality of work. It is important to monitor the effect
coming from these shifts for children’s rights, women’s rights and rights for
disabled people.

Wages for the high-skilled

This is a clearly positive potential effect from the DCFTA for the HR situation

workers are expected to go up

in Armenia. More disaggregate level wage effects are analysed further below

by 1.6% in the short run and

(here we report only an average).

2.7% in the long run.
Wages for the low-skilled

This is a clearly positive potential effect from the DCFTA for the HR situation

workers are expected to go up

in Armenia. More disaggregate level wage effects are analysed further below

by 1.4% in the short run and

(here we report only an average). Higher wages could reduce poverty

2.6% in the long run.

(primary HR effect) and following from that – indirectly – lead to less social
pressure for child labour and human trafficking.

Wages go up for both high-

It needs to be noted that wage increases for the skilled workers are expected

and low-skilled workers and

to be higher than for the low-skilled workers, which leads to more inequality in

wages for high-skilled workers

the country. However, the difference is small and for both high- and low-

go up only marginally faster

skilled workers wages are expected to increase. An effect that is not included

than wages for low-skilled

in this analysis is the effect of the informal sector. The informal sector – for

workers, so wage inequality

sure larger for the low-skilled – could result in the model results

increases only marginally.

overestimating the wage gains for the low-skilled, since the labour supply is
not fixed. In that case, the wage differentials could become more substantial
and social pressures could increase as a consequence.

Change in land use intensity

The change in land intensity is not expected to have HR effects.

for Armenia is expected to
decrease following the DCFTA
by -0.4% in the short run in the
long run.
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Consumer price reductions are

On average the consumer price reductions in the short run are potentially

1.2% in the short run and 0.1%

positive for HR, because citizens of Armenia are faced with lower prices. This
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Expected economic impacts

Resulting potential HR impacts

of the DCFTA
in the long run.

is due to tariff effects mainly.

Labour displacement is 1.4 for

Low-skilled workers have higher levels of displacement than high-skilled

high-skilled and 1.7 for low-

workers; i.e. the pressure to move across sectors is higher for low- than high-

skilled workers in the short-run

skilled workers. Also in the long run labour displacement is much higher than

and 7.3 for high-skilled and 9.6

in the short run. This is potentially more risky for the low-skilled workers, also

for low-skilled workers in the

in the long run.

long run. The higher labour
displacement the more labour
moves between sectors.
The combination of average

If this factor is the driving force behind labour displacement, the HR impact of

increases in wages and labour

labour displacement is smaller – because people move to sectors with higher

displacement implies that pull

wages and – looking at sector level output growths and declines – to sectors

factors are the dominating

with higher value added. These typically are also sectors where the quality of

driving force for labourers to

work is higher. It needs to be explicitly noted, however, that these are only

move – though this is an

average results – whereby for a more exhaustive and to-the-point HR

average only.

analysis, disaggregated results are much more relevant.

The sectors other processed

These sector-specific changes – further research at sector level is needed –

food, fabricated metals,

point to the following HR effects:

beverages and tobacco, and

Gender equality looks likely to improve if we look at sector-level changes in

finance and insurance shrink

output and employment: it may worsen because in some declining sectors

in output and employment.

like other processed food, and beverages & tobacco shrink – sectors where
the share of women in employment is relatively high. On the other hand,

The sectors textiles & clothing,

strong growth (stronger than the decline in the abovementioned sectors) in

other machinery and

employment and output of textiles and clothing, and public and other services

equipment, utilities, public and

could improve employment opportunities for women.

other services, business & ICT

Some of the %-changes in employment and output are significant. This can

expand in employment and

put pressure – especially in the short-run – on working conditions in these

output.

declining sectors because the economy is re-allocating jobs from one sector
to the other. Also – in this respect –the observation that the practical
implementation of international instruments into the national Armenian system
falls behind increases the risk. 54
Looking at growing and declining sectors, we observe that the sectors that
gain are sometimes those that add more value and typically are classified as
“better jobs” (e.g. other machinery & equipment, electronics & computers and
air transport services) while for other sectors this is not the case (e.g. textiles
and clothing, other processed foods). So here the picture is mixed, and policy
makers need to look carefully into the decent work agenda and quality of jobs
as a consequence of these sectoral effects. Increased foreign competition
could put pressure on worker’s rights if those rights are not properly
enshrined in domestic Armenian law and effectively enforced. Violations of
the rights of employees were already found in Armenia. Further pressure not
to pay for compensation for damage caused at work, employing people
without contracts, non-payment of wages, arbitrary dismissal from work, or

54

For example, comments with implementation on the national level are mentioned in the 2009 CEDAW Concluding
Observations on Armenia, CEDAW/C/ARM/CO/4/Rev.1, para. 18-19, the 2012 CAT Concluding Observations on Armenia,
CAT/C/ ARM/CO/3, the 2012 CCPR Concluding observations, CCPR/C/ARM/CO/2, the 2011 CERD Concluding
observations, CERD/C/ARM/CO/5-6.
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Expected economic impacts

Resulting potential HR impacts

of the DCFTA
not providing final settlements, or non-payment of vacation, are potential
caveats that need to be monitored consistently. 55
Expected changes in food

Food prices are strongly related to the right to food – the price changes

prices lead to a fall of

projected from the DCFTA do not significantly affect this right.

expenditures on food of 1% in
the short run and an increase
of 0.4% in the long run.
Expected lower non-food

Lower cost of living for non-food and services prices leads to lower poverty

prices and services costs,

levels and higher levels of income – for broad strata of the population.

increase welfare for affluent

Affluent households benefit more than poor households – leading to

households by 1.6/1.8%

increases in inequality.

(LR/SR) and by 1.2/0.7%
(LR/SR) for poorest
households.
6.6% of households see an

This share of the population is hurt by the DCFTA. Their HR right to an

absolute welfare decline

adequate standard of living is affected negatively. No matter how small the

following the DCFTA.

group, this is still a point that needs to be addressed.

Absolute poverty decreases

This is a positive change from an HR perspective – for all measures of

(1.4/18% - SR/LR); the poverty

poverty.

gap declines by 1.4/1.0% SR/LR); and depth of poverty
is reduced (poverty headcount
decreases) as a consequence
of the DCFTA
People with lowest levels of

People with higher levels of education benefit more from the DCFTA than

education (less than

those with lower levels of education – this implies that HR of citizens are not

secondary education) are also

affected equally across society. However, also for the least educated strata of

expected to benefit from the

the population, the DCFTA has potential positive effects.

DCFTA but less than the more
educated strata of the
population.
Unemployed and inactive

People who are employed and active in the labour force benefit more from the

citizens are also expected to

DCFTA than those that are unemployed or inactive – this implies that HR of

benefit from the DCFTA

citizens are not affected equally across society. However, also for the

although to a lesser extent

unemployed/inactive strata of the population, the DCFTA has potential

than others.

positive effects.

Inhabitants of Shirak and Lori

Regional effects differ across Armenia. In relative terms Yerevan benefits

regions benefit from the

relatively most, and some other urban areas less. Also people in the regions

DCFTA but to a lesser extent

Shirak and Lori, affected by the earthquake in 1988, benefit from the DCFTA,

than other regions.

though to a lesser extent.

When we look at Table 3.6, we conclude that mostly economic and social rights are affected by the
DCFTA and not cultural, civil or political rights. Table 3.7 summarises the analysis of Table 3.5 and
3.6for these rights whether they will be enhanced by the DCFTA or possibly come under pressure.
It should be kept in mind that the DCFTA affects human rights indirectly, and that it is therefore
difficult to draw strong conclusions with respect to the HR impact of the DCFTA. Overall, positive
effects are likely to be stronger based on the outcomes of the CGE modelling and the additional
55
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The Human Rights Defender Annual Report 2011, p.121, available at: http://www.ombuds.am/en [accessed 28.03.2013].
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social analysis. No clear negative effects have been identified, but some rights may be at risk, as
explained in the previous tables and summarised below.
Table 3.7 Human Rights affected by the DCFTA
Human Right

Main DCFTA impact

The right to an adequate standard of living

The DCFTA is expected to have positive impact on
this right

The right to food (as a part of the right to adequate

The DCFTA is expected to have a positive impact on

standard of living)

this right

The right to health

The DCFTA is expected to have a positive impact on
this right

The right to be protected from forced labour

The DCFTA may have a mixed impact. It will
strengthen mechanisms against forced labour and
child exploitation. Some sectors of the economy
where forced labour has been reported are expected
to expand, like for example construction. 56 Reduced
poverty will reduce (albeit to a limited extent) some of
the root causes of forced labour. Monitoring will be
important.

The right to a standard of living adequate for the

The DCFTA may have a mixed impact. It will

child’s physical, mental, spiritual, moral and social

strengthen mechanisms against forced labour and

development

child exploitation. Some sectors of the economy
where child labour is present are expected to expand,
like for example construction and trade. 57 The effect
of the DCFTA on root causes of child labour seem on
balance small but positive, although this will also
require proper flanking measures of the Armenian
government. Monitoring will be important and also the
ILO Conventions No. 138 and 182 on Child Labour
may be the instruments to address this challenge. 58

The right of a child to the enjoyment of the highest

The DCFTA is expected to have a positive impact on

attainable standard of health

this right

The right of the child to be protected from economic

The DCFTA may have a mixed impact. It will

exploitation

strengthen mechanisms against forced labour and
child exploitation. Some sectors of the economy
where child labour is present are expected to expand,
like for example construction and trade. 59 The effect
of the DCFTA on root causes of child labour seem on
balance small but positive, although this will also
require proper flanking measures of the Armenian
government. Monitoring will be important and also the

56

57

58

59

United States Department of State, 2011 Report on International Religious Freedom – Armenia, 30 July 2012, available at:
http://www.unhcr.org/refworld/docid/502105df2.html [accessed 28 March 2013].
United States Department of State, 2011 Report on International Religious Freedom – Armenia, 30 July 2012, available at:
http://www.unhcr.org/refworld/docid/502105df2.html [accessed 28 March 2013].
ILO Recommendations No. 35 and 36 to the ILO Convention No. 29 on forced labour, ILO Recommendation No. 190 to
the ILO Convention No. 182 on the worst forms of child labour; ILO Recommendation No. 146 to the ILO Convention No.
138 on the minimum age for admission to employment and work; ILO Recommendations No. 14, 41, 52, 79, 80, 96, 124,
125 on the elimination of child labour and protection of children and young persons.
United States Department of State, 2011 Report on International Religious Freedom – Armenia, 30 July 2012, available at:
http://www.unhcr.org/refworld/docid/502105df2.html [accessed 28 March 2013].
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Human Right

Main DCFTA impact
ILO Conventions No. 138 and 182 on Child Labour
may be the instruments to address this challenge. 60

The right to the enjoyment of just and favourable

The DCFTA is expected to have a positive impact on

conditions of work, particularly fair wages

this right

The right to work, which includes the right to the

The DCFTA may have a mixed impact, depending on

opportunity to gain a living by work he freely chooses

the sector and if those rights are not properly

or accepts

enshrined in domestic Armenian law and effectively
enforced

The right to the enjoyment of just and favourable

The DCFTA may have a mixed impact: positive in

conditions of work, particularly, the rights of the

some sectors; negative in others

women to equal pay for equal work
The right to the enjoyment of just and favourable

The DCFTA may have a mixed impact, positive in

conditions of work, particularly, the right to safe and

some sectors, negative in other. It may the negative

healthy working conditions

especially in those sectors which require a large
increase in their labour force or where competition
from abroad is strongest.

3.3

Additional analysis on environmental issues

3.3.1 Environmental profile of Armenia
Despite the country’s small size (29,743 square kilometres) its location at the junction of the Lesser
Caucasus biogeographic zones and the Iranian and Mediterranean zones together with substantial
altitudinal variation (from around 400 metres to 4,000 meters above the sea level with three
quarters of the country’s area lying in the altitude range between 1,000 and 2,500 metres) and a
diversity of climatic zones, result in rich biodiversity. One can find different landscapes and
ecological systems in Armenia with distinct flora and fauna, including many regionally endemic,
61

relict, and rare species .
The country faces a range of environmental problems and challenges. The most important of these
include air, soil and water pollution specifically: (1) soil pollution due to lack of functioning municipal
solid waste treatment systems; (2) surface water pollution due to the lack of proper waste water
treatment and as a result of earlier human interventions in major water reservoirs; (3) air pollution in
cities mainly due to the old vehicle fleet and polluting house heating systems; and (4) land
degradation and deforestation leading to losses to biodiversity and resulting from poor agricultural
62

practices and industrial and mining activities . Some of Armenian environmental problems are still
a legacy from Soviet times, e.g. remaining heavy metal and chemical pollution of soil and water
related to the old agricultural and industrial practices, and problems in Lake Sevan due to massive
interventions in 1940s (construction of the large system of hydro power stations).
The 2012 Environmental Performance Index - a proxy measure assessing the performance of a
country in terms of its environmental policies – ranks Armenia as no. 93 out of 132 classified
60
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ILO Recommendations No. 35 and 36 to the ILO Convention No. 29 on forced labour, ILO Recommendation No. 190 to
the ILO Convention No. 182 on the worst forms of child labour; ILO Recommendation No. 146 to the ILO Convention No.
138 on the minimum age for admission to employment and work; ILO Recommendations No. 14, 41, 52, 79, 80, 96, 124,
125 on the elimination of child labour and protection of children and young persons.
For an analysis of biodiversity in Armenia see ECODIT, Biodiversity Analysis Update For Armenia. Final Report, USAID
2009.
See Willems, S. and Anakhasyan, E., 2011. Analysis for European Neighbourhood Policy (ENP) Countries and the
Russian Federation of social and economic benefits of enhanced environmental protection – Armenia Country Report.
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countries, making it one of the ‘weaker performers’ . Based on this measure the country performs
relatively well in areas such as agriculture, climate change, and environmental burden of diseases,
while most problematic areas include risks to biodiversity and habitat, effects of air pollution on
human health, the situation of forests, and ecosystem effects related to the use of water resources.
Air quality
Air pollution remains a serious problem in several urban centres, including Yerevan. The principal
64

air pollutants are NO2, dust and O3 in summer . The transport sector is the major source of air
pollution with the old car fleet and public transport becoming gradually less environmentally friendly
(in Yerevan trams and trolleybuses have lost ground to small shuttle buses and private cars). Other
urban policies add to the problem, e.g. the reduction of green areas within cities, especially in
Yerevan. Industry as well as exhaust from fuels used for heating of houses are other important
sources of air emissions.
There are also some local areas with high pollution levels, e.g. resulting from mining activities, e.g.
65

the copper factory in Alaverdi or cement factories . It is worth noting that changes in the economic
structure of the country since the Soviet period and the closing of several industrial plants have
already led to reduced pollution levels from industrial sources.
Waste landfills are yet another source of air pollution, especially of due to methane gasses
emissions. Below we discuss the issue of waste management in more detail.
Water resources use and pollution
Total renewable water resources in Armenia (around 2,500 m3 per year per inhabitant) are
moderate in a global comparison – on par with levels seen in several EU countries (e.g. Bulgaria,
66

France, Belgium) but below levels in e.g. Scandinavian countries . However, unequal distribution
and availability of water geographically and seasonally implies that water scarcity remains an issue
in certain areas.
Lake Sevan, one of the largest fresh-water high-altitude lakes in the world covering an area of
almost 1,000 square kilometres is by far the most important water reservoir in Armenia. All lakes
cover around 4.8 percent of the Armenian territory. Following major human interventions in Lake
Sevan in the 1940s and subsequent developments, the ecological condition of Lake Sevan has
changed substantially with lowered water level leading to increased eutrophication and negative
pressure on biological diversity of the lake.
Water availability is an issue in several areas of Armenia. Droughts, water losses in the irrigation
and distribution system and risks to the ecosystem of Lake Sevan are among the most important
challenges.
Large parts of arable land depend on irrigation systems. It is estimated that more than 80 percent of
67

total crop production is produced under irrigation . Water reservoirs are important sources of water
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See http://epi.yale.edu/epi2012/rankings.
This subsection draws from Willems, S. and Anakhasyan, E., 2011 op.cit.
More detailed information on air (and other) emissions in Alaverdi can be found e.g. in G. Nazaryan, GEO Alaverdi.
Environment and Urban Development, Yerevan Asoghik 2009. Available at
http://www.grida.no/files/publications/GEO%20Alaverdy%20FINAL%20ENG.pdf.
FAO, aquastat, global information system on water and agriculture, Country Factsheet Armenia. Available at
http://www.fao.org/nr/water/aquastat/data/factsheets/aquastat_fact_sheet_arm_en.pdf. Accessed on 4 February 2013.
Data are for 2011. This estimate is slightly lower from the one published in FAO, Review of World Water Resources by
Country, Rome 2003.
Data pertain to 2006. Irrigation in the Middle East region in figures – AQUASTAT Survey 2008: Armenia, Available at
http://www.fao.org/nr/water/aquastat/countries_regions/armenia/index.stm.
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for these irrigation systems. There are around 80 water reservoirs operating in Armenia with a total
capacity of about 1,399 million m3. Some reservoirs are used for hydropower, recreation, fisheries
and environmental protection. The irrigation systems consist of main and secondary canals with a
total length exceeding 3,000 km and about 15,000 km of tertiary canals. The condition of major
irrigation canals varies but in general is poor leading to substantial water losses. Rehabilitation
plans for many of these systems are in place, but at different stages of implementation.
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Hydropower plants (HPPs) generate around 30-35 percent of total electricity power in Armenia. The
power generation and distribution system consists of large HPP cascades built in the mid-20th
century and a number of small HPPs, many of which have been built over the last decade to benefit
69

from the feed-in electricity tariffs . The generation capacity of the Sevan-Hrazdan cascade (the
second largest HPP) is limited as water releases from Lake Sevan are only allowed for irrigation
purposes and the administratively controlled regime of irrigation-related discharges dictates the
electricity production in this system of HPPs.
Agriculture accounts for around half of total water withdrawal (1.15 km3 in 2010), followed by
municipal water use (0.84 km3 in 2006) and industry (0.12 km3 in 2006). Surface water account for
dominant share of total withdrawal (2.2 km3) while groundwater withdrawal stands at around 0.6
70

km3 (2006 data) .
Most of the drinking water is provided by groundwater, which generally has high organoleptic
properties and is very pure. The problems with drinking water quality mainly owe to the poor state
of the supply networks and resulting risks of water contamination, especially given that in many
71

cases water is supplied without chlorination . Sewage systems are on average old and require
substantial investments in upgrading and renewal to reduce leakage and pollution from these
systems.
Based on standard statistics related to access to improved water sources Armenia fares relatively
well. Between 2003 and 2010 the share of rural population with improved water source increased
72

from 86% to 97% . However, despite on-going improvements, in many locations water supply is
limited to just a few hours during the day. In 2011, it was assessed that in Yerevan water was
provided for about 20-21 hours a day, while in villages and other cities this was limited to 5 – 15
73

hours a day and some settlements only received water every other day . Substantial water losses
from old water systems are the key reason behind this insufficient provision.
Table 3.8 Household access to drinking water and sanitation facilities, percent of population (2008)
Drinking water
Piped water on premises
68

69

70

71

72

73

78

Urban

Rural

Total

97%

70%

87%

The description of rehabilitation projects can be found at the State Committee of Water System,
http://www.scws.am/index.php?numbRefArticle=2&menu1=21&menu2=29&topMenu=-1.
For details see Ministry of Nature Protection of the Republic of Armenia, , Calculation of Grid Emission Factor for the
Electricity System of the Republic of Armenia for the Year 2011, Available at
http://www.mnp.am//images/files/nyuter/2012/mtnolort_04_09.pdf.
FAO, aquastat, global information system on water and agriculture, Country Factsheet Armenia. Available at
http://www.fao.org/nr/water/aquastat/data/factsheets/aquastat_fact_sheet_arm_en.pdf. Accessed on 4 February 2013.
Data are for 2011. This estimate is slightly lower from the one published in FAO, Review of World Water Resources by
Country, Rome 2003.
FAO, aquastat, global information system on water and agriculture, Country Factsheet Armenia. Available at
http://www.fao.org/nr/water/aquastat/data/factsheets/aquastat_fact_sheet_arm_en.pdf. Accessed on 4 February 2013.
World Development Indicators, http://data.worldbank.org/indicator/SH.H2O.SAFE.RU.ZS/countries/AM?display=graph
accessed 4 February 2013. Access to an improved water source refers to the percentage of the population with
reasonable access to an adequate amount of water from an improved source, such as a household connection, public
standpipe, borehole, protected well or spring, and rainwater collection.
Willems, S. and Anakhasyan, E., 2011. Analysis for European Neighbourhood Policy (ENP) Countries and the Russian
Federation of social and economic benefits of enhanced environmental protection – Armenia Country Report.
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Drinking water

Urban

Rural

Total

Other improved water sources

1%

23%

9%

Unimproved water sources

2%

7%

4%

Toilet connected to sewage network

92%

17%

65%

Other improved sanitation

3%

63%

25%

Unimproved sanitation including toilet facilities

5%

20%

10%

0%

0%

0%

Sanitation

shared by households
- of which: Open defecation

Source: Source: WHO/UNICEF quoted in Willems, S. and Anakhasyan, E., 2011. Analysis for European Neighbourhood Policy
(ENP) Countries and the Russian Federation of social and economic benefits of enhanced environmental protection – Armenia
Country Report.

Waste
Solid waste remains a major environmental and health challenge for Armenia. Lack of its proper
management significantly contributes to land, air and water pollution. Because of the lack of
separate collection systems in Armenia and lack of waste processing plants at present almost all
collected waste (non-hazardous, hazardous and medical) is sent to landfills. There are close to 50
managed landfills in the country, but it is estimated that there are also more than 300 – 400 non
74

official landfills .
The data on the scale of municipal urban waste generation are uncertain. According to available
statistics current levels of waste generated per capita per day in Armenia (0.68 kg per capita per
day) are well below those seen in developed countries and below a global average (1.2kg per
capita per day) and below levels typically seen in former Soviet Union countries (e.g. 1.69 kg in
neighbouring Georgia, 0.78 kg in Belarus). However, the figures for Armenia are projected to
increase much faster than the global average with projections for 2025 indicating a level of 1.2 kg
75

per capita per day in Armenia .
It is estimated that the waste collection service coverage extends to over 70 percent of the
76

Armenian population . However, even in areas where collection takes place this is often irregular,
leading to overloaded pre-collection points. City cleaning focuses on the main roads, while other
77

areas remain contaminated for longer intervals .
Landfills with municipal solid waste (that in reality can be described as uncontrolled dumpsites) emit
substantial amounts of methane. At present there are no legal obligations for landfill gas collection
and capture.
The absence of a disposal facility for hazardous waste and the need to deal with stocks of obsolete
pesticides remain among key challenges for Armenia in the area of waste management.
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Willems, S. and Anakhasyan, E., 2011. Analysis for European Neighbourhood Policy (ENP) Countries and the Russian
Federation of social and economic benefits of enhanced environmental protection – Armenia Country Report.
Hoornweg, Daniel; Bhada-Tata, Perinaz (2012), What a waste : a global review of solid waste management. Urban
development series; knowledge papers no. 15. Washington D.C. - The World Bank.
http://documents.worldbank.org/curated/en/2012/03/16537275/waste-global-review-solid-waste-management
http://go.worldbank.org/BCQEP0TMO0 accessed on 4 February 2013.
UN, Environmental indicators (updated 2011). Data are fore the year 2009.
http://unstats.un.org/unsd/environment/municipalwaste.htm accessed 4 February 2013.
Willems, S. and Anakhasyan, E., 2011. Analysis for European Neighbourhood Policy (ENP) Countries and the Russian
Federation of social and economic benefits of enhanced environmental protection – Armenia Country Report.
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For the last few years there have been a number of policy initiatives and donor-funded projects in
Armenia e.g. aiming to enhance waste management, including adoption of common waste
78

classification, and the creation of guidelines for landfill operations .
Biodiversity, deforestation and land degradation
Armenia has a rich variety of ecological systems. Thanks to the country’s substantial altitudinal
variation nearly all vegetation types found in the southern Caucasus can also be found in Armenia.
Relative to its size the country is home to a very large number of flora and fauna species, including
many regionally endemic, relict, and rare species. Armenia is part of the Caucasus Mixed Forests
Eco-region classified by the Worldwide Fund for Nature (WWF) among the 238 most outstanding
and representative areas of biodiversity globally (Global 200). Its status according to WWF is
79

‘critical/endangered’ .
According to official Armenian sources the main threats to biodiversity include: loss and change of
habitats, overexploitation of bio resources, environmental pollution, the impact of introduced alien
species, and climate change. The results of human interventions are particularly strongly felt in
relation to the forest, semi desert and steppe ecosystems, as well as the aquatic ecosystem of Lake
80

Sevan . The key drivers of the loss of biodiversity are identified as the overexploitation of bio
resources, land privatization, a substantial increase in the volumes of mining, agriculture and
81

construction work, and the development of tourism .
Forests cover only around 10% of the Armenian territory and are concentrated in north-eastern and
south-eastern parts of the country. During the last century there were two periods in particular
characterised by strongly negative impacts of human activity on forests: the period between 19301950 when intensive soviet industrialisation drive led to excessive extraction of wood from forests
and between 1992-1995. Deforestation in the first half or the 1990s was related to the economic
blockade, energy crisis and military events after Armenia declared independence. Wood was used
for heating on a massive scale. While the speed of deforestation has reduced considerably more
recently, illegal logging remains a serious problem with some estimates suggesting that illegal
82

logging exceeds annual tree growth by a factor of three .
Geographic and climate conditions together with socio-economic factors driving human behaviour
imply that Armenia is vulnerable to desertification. It is estimated that over 50 percent of the territory
is exposed to desertification while areas endangered by desertification comprise close to 30
83

percent .
Agriculture remains a relatively important sector in Armenia (close to 20 percent of value added and
more than 44 percent of employment) but land suitable for agricultural purposes is estimated to be
84

limited to around 15 percent of the total . The harvested area is even smaller – estimated at
78
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A website of one example of such EU-financed project is http://www.wastegovernance.org/armenia_eng.html.
See http://worldwildlife.org/biomes. For a description of this ecoregion see http://worldwildlife.org/ecoregions/pa0408.
Ministry of Nature Protection of the Republic of Armenia, Fourth National Report to the Convention on Biological Diversity,
Yerevan 2009, http://www.cbd.int/doc/world/am/am-nr-04-en.pdf accessed 5 February 2013.
Ibid.
Ministry of Nature Protection of the Republic of Armenia, Fourth National Report to the Convention on Biological Diversity,
Yerevan 2009, http://www.cbd.int/doc/world/am/am-nr-04-en.pdf accessed 5 February 2013. Another recent report
contains data on the number of illegally logged tress that were captured by control measures – this figure dropped from
above 100,000 trees in 2002 to below 3,000 during 2008-2011. Republic of Armenia, Rio +20. National Assessment
Report, Yerevan 2012, http://www.uncsd2012.org/content/documents/800Armenia_Report_Final.pdf accessed 6 February
2013.
Republic of Armenia, Rio +20. National Assessment Report, Yerevan 2012,
http://www.uncsd2012.org/content/documents/800Armenia_Report_Final.pdf accessed 6 February 2013.
Republic of Armenia, Rio +20. National Assessment Report, Yerevan 2012,
http://www.uncsd2012.org/content/documents/800Armenia_Report_Final.pdf accessed 6 February 2013. World Bank WDI
database provides a much higher figure of around 60%.
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around 290 thousand hectares in 2008 (i.e. around 10 percent of the country’s total area), of which
cereals account for around 60 percent. Much of agricultural crop land in Armenia suffers from
degradation, although its scale appears to be moderate according to scarce comparable data that
85

are available .
Armenia has developed a National Biodiversity Strategy and Action Plan (fulfilling the requirement
of the Convention of Biological Diversity). Around 10 percent of the country area, representing at
least 60 percent of the flora and fauna species, is currently protected (half of this area is accounted
for by Lake Sevan). It is difficult to assess the effectiveness of this protection.
Climate change
Armenian has a highland continental climate, with hot summers and cold winters. There is a large
regional variation in average temperatures (the hottest regions have annual averages in the range
of 12 to 14°C while the coldest regions averaging temperatures below zero). Similarly, annual
precipitation in the Ararat Valley and Meghri region is in the range of only 200 to 250 millimetres
86

while it is around 1,000 millimetres in some mountain regions .
The vulnerability of Armenia to climate changes is in many ways similar to the average for Europe
and Central Asia region. However, the Armenian economy and population is much more reliant on
the agricultural sector (with Armenian agriculture having a 44 percent share in employment). This
large relative role of the agricultural sector is therefore the key amplifying factor for transmitting any
negative and positive impacts from climate change. Current predictions suggest that the conditions
for agricultural production may become more risky with increases in temperatures and reduced
precipitation during critical crop and pasture growth periods causing a significant moisture deficit.
Additionally, temperature increases may increase the exposure to new pests and diseases for
87

crops and livestock . Figure 3.2 summarises projections on climate change impact on hazardous
weather phenomena in Armenian regions.
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Willems, S. and Anakhasyan, E., 2011. Analysis for European Neighbourhood Policy (ENP) Countries and the Russian
Federation of social and economic benefits of enhanced environmental protection – Armenia Country Report.
World Bank. 2012. Armenia - Climate change and agriculture country note. Climate change aspects in agriculture country
note. Washington D.C. - The World Bank. http://documents.worldbank.org/curated/en/2012/06/16866810/armenia-climatechange-agriculture-country-note.
World Bank. 2012. Armenia - Climate change and agriculture country note. Climate change aspects in agriculture country
note. Washington D.C. - The World Bank. http://documents.worldbank.org/curated/en/2012/06/16866810/armenia-climatechange-agriculture-country-note.
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Figure 3.2 Vulnerability of Armenian regions (marzes) to hazardous hydro-meteorological phenomena

Source: extracted from Republic Of Armenia Ministry Of Nature Protection, Armenia's Second National Communication to the
UNFCCC, Yerevan 2010, p. 61.

3.3.2 Environmental impact: quantitative estimates of air emissions and associated costs
This section provides a quantitative assessment of the DCFTA effects in terms of released air
emissions of classical pollutants, particularly NOx, SO2, volatile organic compounds (VOC),
particulate matter (particle pollution) divided into PM2.5 and PMcoarse (labelled PMco hereafter).

88

It also provides a quantification of damage costs (i.e. the environmental externalities) associated
with releases of these emissions. The LMDI (logarithmic mean Divisia index) method according to
89

Ang & Liu (2007) is used to decompose changes in emission levels . This analysis presents the
environmental effects of the DCFTA related to the expected economic and structural changes in
Armenia. The environmental effects of the DCFTA on the EU are negligible.
Due to lack of detailed disaggregated emission data for Armenia, the economic sector classification
from the CGE model had to be grouped in eight sector categories (AGR – Agriculture, CRP Chemical industry, NMM – Ceramics & cement, MET – Primary metals, UTI – Utilities, CNS –
Construction, OTP – Other transport, and RoE – Rest of the Economy). Table 3.1 in Annex 3
provides details. Decomposition of changes in emission volumes in Armenia takes into account the
scale effect and the composition effect. Due to the assumptions adopted in the macro-economic
88
89

82

Effect of NH3 is considered in Robustness check Section.
Ang, B. W., & Liu, N. (2007). Handling zero values in the logarithmic mean Divisia index decomposition approach. Energy
Policy, 35(1), 238–246.
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model, other factors such as the emission intensity effect could not considered. Hence, the results
on the environmental impacts presented in this study might be considered an upper bound of
emission changes and corresponding increases in damage costs.
Table 3.9 presents the baseline emission levels in Armenia. This table also reports our estimate of
the effects of the DCFTA in terms of released air emissions of classical pollutants based on the
simulated effect of the DCFTA on the Armenian economy.
In the short run (SR), the DCFTA results in changes in the emissions of air pollutants ranging from
a 1.9 percent decline for PM2.5 to a 6.6 percent increase for SOx. The long run (LR) effects differ
substantially from the short run effects for certain pollutants. In particular emissions of NOx
increase twice as much in the long-run compared to the short run. The increase in economic
production of ‘Utilities’ and ‘Rest of Economy’ is mostly responsible for this increase of NOx
emissions. Emissions of larger parts of particulate matters (PMcoarse) decline slightly in the short
run, but minimally rise in the long run. Increase in economic production of the ‘Construction’ sector,
which emits eight times more PMcoarse than PM2.5 emission, is mostly responsible for this effect.
SOx emissions are in major part determined by copper production (99 percent), and as a result,
SOx emissions follow the economic development in the ‘Primary metals’ sector.
The CO2 emissions are already simulated directly in the CGE model. For Armenia, the DCFTA
implies an increase of CO2 emissions by 100 and 200 thousand tonnes in the short run and the
long run, respectively. This corresponds to a change of 1.2 per cent and 3.9 per cent compared to
the baseline level.
Table 3.9 Baseline emission level and DCFTA-induced changes of emissions, in Armenia.
NOx

SOx

PM2.5

PMco

VOC

NH3

CO2

24,191

25,780

292

483

35,189

16,747

5,128,205

116

1700

-6

-5

339

-59

100,000

0.5%

6.6%

-1.9%

-1.1%

1.0%

-0.4%

1.2%

Long run change (t)

230

911

-7

2

373

-31

200,000

%

1%

3.5%

-2.3%

0.3%

1.1%

-0.2%

3.9%

Baseline level (t)
Short run change (t)
%

Source: CGE results, EMEP database - 2007 reported data for the baseline level, and own calculations for the short-run and
long-run changes.

Figure 3.3 presents our estimates of changes in releases of classical air pollutants from the eight
aggregated economic sectors in Armenia. The largest change is induced in ‘Primary metals’ sector
(MET), both in the short- and long- run, where the SOx emissions – related to the copper
production – rise by 6.6 and 3.5 percent, respectively. In sectors ‘Agriculture’, ‘Chemical industry’
and ‘Ceramics & cement’, each of analysed pollutants would decrease in both the short run as well
as the long run. Emission decrease is most significant in ‘Ceramics & cement’ sector, correlating to
the expected decreases in output of this sector as a consequence of the DCFTA. In the short run,
the DCFTA induces a significant increase of NOx and VOC emissions also from the ‘Other
90

transport’ sector (i.e. transport services other than by air and water) . In the long run, NOx
emissions rise substantially in ‘Utilities’, ‘Other transport’ and ‘Rest of economy’, and VOC
emissions would increase from the ‘Construction’ industry, ‘Other transport’ and ‘Rest of economy’,
compared to the baseline levels. Compared to the short run, emissions attributed to ‘Primary
metals’ and ‘Other transport’ would decrease in the long run, reflecting lower predicted output
growth in the long run.

90

Armenia does not report PM emission from transport sector. The DCFTA effect on PM from transport is estimated
separately in the Robustness check subsection.
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Figure 3.3 DCFTA- induced change of emissions of classical air pollutants in Armenia by economic
sector
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Note: See Annex 3 for sector definitions. Source: own calculations.

Figure 3.4 provides the results for the decomposition of changes in emission levels and the
externalities into the scale effect and the composition effect, both in the short and long run. The
scale effect reflects the overall economic growth in Armenia, thus it results in the same
contributions to changes in emission volumes in the case of all air pollutants and corresponding
externalities for a given time horizon. In the short run, the composition effect substantially
contributes to the increase of the external costs and emission of NOx, SOx and VOC. However,
changes in the economic structure of Armenia outweighs the effect of economic growth (i.e. the
scale effect) in the short run in the case of PM2.5 and PM10, for which overall volumes are
reduced. Only SOx emissions are significantly increased due to the composition factor in the long
run, which also leads to an increase in overall externalities due to large volume of SOx emissions.
For all other emission, changes in the composition of the Armenian economy would be responsible
for air emission reductions; even PM2.5 emissions are reduced below the baseline level. In general,
effect of the composition factor indicates that the DCFTA would induce structural changes in
Armenian economy that would lead to higher emission intensities in the short run, while in the long
run, it would be emission-saving in all sectors besides the ‘Primary metals’ sector and as a result
overall the emission intensities of Armenian economy are expected to converge back to the
baseline levels.
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Figure 3.4 Decomposition of DCFTA- induced change of emissions and externalities (percents)
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Externalities and welfare assessment
In this subsection we quantify the costs of damage associated with the release of airborne
emissions reported above. We apply the default unit values of damage costs resulting from the
ExternE method (see Annex 3 for an explanation). The external costs (i.e. the costs of damage
associated with reported emission for the year 2007) attributable to classical air pollutants in the
baseline in Armenia amount EUR 282 million or 4.1 per cent of Armenian GDP.

91

To quantify the costs of damage due to climate change, we use a central value of social cost of
carbon as high as EUR 20 per 1 tonne of CO2.

92

Damage due to climate change would then be

EUR 102 million in the baseline, or 1.5 per cent of GDP. Considering both of these environmental
effects – the damage attributable to airborne pollutants and climate change– damage would be
equal to EUR 384 million, or 5.6 per cent of GDP in Armenia.
For Armenia as a whole, SOx is the most harmful pollutant as indicated by calculations of damage
costs. SOx emissions – that are in major part released by metals production – are responsible for
65 per cent of overall damage costs. Emission of NOx, mainly released by ‘Other transport’
services and ‘Utilities’ sectors are the second most harmful pollutant. In sum, ‘Primary metals’,
followed by ‘Other transport’ services, are two largest contributors to damage associated with air
pollution accounting for approximately 84% of all costs.
Table 3.10 External costs in the baseline, by sector and pollutant (EUR million)
NOx

SOx

PM2.5

PMco

VOC

Sector sum

AGR

2

1

0

0

0

3

CRP

0

0

0.1

0

0.01

0.07

NMM

5

0.1

4

0.2

0.0

10

91

92

For Armenia, only damage value of total external cost per given pollutant is available without distinguishing related impact
categories. Usually, the largest impact attributable to classical air pollutants corresponds to adverse human health effects.
In case of SOx emission, around 90 per cent of the damage costs are related to health impacts.
The sensitivity analysis for the EU was also carried with 1 tonne CO2 costs ranging from EUR 5 to EUR 30. The results
are not reported here but available upon request.
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NOx

SOx

PM2.5

PMco

VOC

Sector sum

MET

0.4

182

1

0

0.1

183

UTI

13

0.1

1

0

0.02

13

CNS

0

0

1

0.3

1

2

OTP

49

1

0

0

4

54

RoE

16

0.1

1

0.2

1

17

Total

85

183

7

1

6

282

Note: The values reported in the table represent damage costs associated with airborne emission level as reported for Armenia
in the year 2007.

Given the effect of the DCFTA on emissions, and using the default damage factors, we quantify the
external costs induced by the DCFTA. The effect on CO2 emission, as calculated by the CGE
model at the country level, is also considered in our damage assessment. Assuming the social cost
of carbon at EUR 20 per tonne of CO2, the DCFTA would result in additional damage costs due to
climate change of EUR 2 and 4 million in the short run and the long run, respectively.
The DCFTA is found to have a more pronounced effect on damage in the short run than in the long
run. Compared to the baseline levels total external costs induced by the DCFTA are estimated at
EUR 12.4 million in the short run, while long run costs are assessed at around EUR 7.2 million.
These costs are almost entirely driven by the effect of SOx emissions.
Figure 3.5 DCFTA-induced changes in external cost for Armenia – by sector in short and long run
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Source: own calculations.

Compared to baseline external costs of air emissions in Armenia, the DCFTA is found to lead to a
4.4. percent increase in the short run, while the long run effect is around 2.6 percent.
Robustness check
The EMEP database does not report any emission of particulate matters for the ‘Other transport’
93

services sector for Armenia . However, the environmental burden attributable to this sector should
not be, neglected. To improve our environmental assessment, we estimate baseline particulate

93
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EMEP database: http://www.ceip.at/webdab-emission-database/officially-reported-emission-data/.
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matter emission in the ‘Other transport services’ sector.

94

PM2.5 and PMcoarse emissions

attributable to ‘Other transport’ services in the baseline are estimated at 90 and 44 tonnes,
respectively. After adding these estimated emissions in the ‘Other transport’ services sector total
Armenian PM2.5 and PMcoarse emissions in the baseline increase by 31 percent (to 381 tonnes)
and 9 percent (to 527 tonnes), respectively.
Recalculating DCFTA impact on particulate matters emissions for these new data we find only
minor differences compared to the results discussed above. Specifically, we find that the DCFTA
leads to a decrease of both PM2.5 and PMcoarse emission by 4.6 tonnes in the short run (instead
of respectively -5.6 and -5 tonnes reported above). In the long run, the DCFTA would reduce MP2.5
emissions by 6.3 tonnes and increase PMcoarse emissions by 1.8 tonnes, compared to changes of
-6.7 tonnes and +1.6 tonnes, respectively, when particulate matters released by ‘Other transport’
services sector were not considered.
There is hardly any difference between alternative estimates of external costs using non-zero PM
baseline emissions from the ‘Other transport’ services sector and results already reported above.
Compared to the results discussed above, total DCFTA-related damage estimates change by only
approximately EUR 20,000 in the short-run and EUR 10,000 in the long-run.
In Armenia, NH3 emissions are released only by the ‘Agriculture’ and ‘Chemical’ industry. Hence, it
would be meaningless to include these in the decomposition analysis. However, we consider them
when deriving damage costs. The baseline level of NH3 emissions is 16,735 tonnes from
‘Agriculture’ and 12 tonnes from the ‘Chemical industry’. Releases of NH3 emissions are then
responsible for about EUR 40 million of environmental damage in the baseline. Because of a
decline in economic output in ‘Agriculture’ and ‘Chemical industry’ due to the DCFTA both in the
short and the long-run, ammonia emissions are projected to decline by 59 tonnes (0.4 percent) and
31 tonnes (0.2 percent), respectively. These DCFTA-related emission reductions would lower the
damage costs by EUR 139,000 in the short run and by EUR 72,000 in the long run.

3.3.3 Additional qualitative results
The quantitative simulation reported in the previous section focused on air emissions. In this section
we consider a number of potential DCFTA effects in other important spheres such as waste
management, including hazardous waste, water and land pollution, biodiversity, etc. As discussed
above Armenia faces a number of environmental challenges related to the situation in these areas.
We start by noting that the DCFTA is just one of several forces that have been shaping
environmental developments in Armenia and that will continue to do so in the future. Figure 3.6
provides a simplified picture of some important forces at play and their interactions. First, from a
legal perspective the DCFTA will be part of the Association Agreement (AA) that is likely to contain
an environmental chapter containing provisions related to enhanced environmental cooperation
between the EU and Armenia and aiming at improving the Armenian (domestic) regulatory policy in
this area. Therefore, the first major challenge is the separation of the potential environmental
effects of the DCFTA per se and the AA as a whole. This is very difficult. Importantly, given the
focus of this report one should understand that our analysis, while acknowledging the DCFTA
position as part of the broader AA and exploring its implication to the extent that is practically
possible, treats DCFTA as an analytically different entity from the AA, i.e. not merely an element of
the AA. The focus here is thus on the environmental impact of the DCFTA only and not DCFTA as
part of the AA.
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The PM2.5 and PMcoarse emissions from ‘Other transport sector’ are estimated based on the share of NOx and PM2.5
and PMcoarse emission in road transport sector in Russia.
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Second, the analysis explicitly takes into account the likely interactions between the DCFTA and
international environmental obligations that Armenia has committed to (mainly by means of ratifying
a range of international environmental conventions). Their ratification in turn could have been to
some extent driven by the conditionalities attached to trade preferences granted by the EU under
the GSP+ regime. Third, there are complex interactions between domestically driven policies,
including environmental policies and the policy/regulatory changes likely to be motivated by the
DCFTA.
Our analysis acknowledges the limited possibility to attribute expected environmental changes in
Armenia to the DCFTA alone. However, whenever possible we highlight potential direct and indirect
DCFTA effects in the environmental sphere, qualitatively assessing their likelihood, importance,
strength, channels of impact (including linkages with other forces at play) or key factors determining
whether they are likely to materialise or not.
Figure 3.6 DCFTA and other determinants of environmental developments in Armenia: a simplified view

Current environmental situation in Armenia

International
AA
GSP+
DCFTA

environmental
obligations

Domestic
policies

Future environmental situation in Armenia

Source: own exposition.

The DCFTA effects in the areas of interest are very difficult to predict with a useful degree of
precision. This limits the accuracy of the analysis. First, some information concerning the baseline
situation in Armenia are imprecise owing to deficiencies of monitoring schemes for several
95

environmental parameters and lack of data for certain sources of pollutions and their impact .
Second, the effects may depend on specific decisions concerning individual companies (e.g. a
large mine that may change its water treatment practices), cities (e.g. introduction of management
systems for medical and other hazardous waste) or regulatory decisions at the central government
level (e.g. on enforcing emission standards for personal vehicles). The analysis of likelihood of such
changes occurring would need to explore very detailed information and goes beyond the scope of
this TSIA.
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More details on the current state of environmental monitoring in Armenia can be found in Tonoyan, V. (2011), European
Neighbourhood and Partnership Instrument –. Shared Environmental Information System. Armenia Country Report,
European Environmental Agency.
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With the DCFTA contributing to faster economic development of Armenia (as discussed in chapter
2) higher level of output will, ceteris paribus, lead to more environmental pressure. This observation
highlights the importance of separating environmental effects related to higher level of economic
activity and the evolution of environmental pressure in Armenia per dollar of GDP. While higher
economic growth due to the DCFTA will lead to increased environmental pressure, the more
important question is to what extent DCFTA-induced economic growth in Armenia will become
greener.
Keeping all the above limitations in mind we present here the preliminary results mainly based on
analysis of secondary sources, and critical interpretation of CGE modelling results. These results
have also consulted relevant stakeholders. We organise the discussion by sectors of the economy
given that several potentially important environmental effects of the DCFTA may materialise
through sectoral channels. We also discuss another potential channel of propagation of DCFTA
effects, namely ratification and effective implementation of multilateral environmental agreements.
Sectoral channels of transmission of environmental effects
There are substantial differences in environmental impact of sectors of the economy reflecting
different sector size, energy intensities, character of inputs, dominant technologies, etc. Combining
the economic data on Armenian sectors, the CGE results at the sectoral level and literature on
environmental issues in Armenia we identify the following sectors as (1) those exerting substantial
effects on the environment and (2) those in which the DCFTA may lead to significant changes:
•

agriculture and forestry;

•

mining;

•

industry;

•

construction.

The DCFTA environmental effects through changes in these sectors will be a combination of effects
on sectors’ growth, and technological and other transformations influencing the environmental
pressure.
Agriculture is a very important sector of the Armenian economy with around 17% share in total
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output . Similar to other sectors of the Armenian economy, the agricultural sector has undergone
profound changes since early 1990s. However, in contrast to other large sectors, greenhouse gas
emissions related to agricultural activities increased between 1990 and 2006.
The CGE modelling exercise predicts a mixture of output gains and losses for agricultural and
forestry subsectors. Vegetables, fruits and nuts as well as fish products are expected to experience
slight output increases as a result of the DCFTA. In contrast livestock and meat products, other
crops and forestry products are expected to see lower output in the DCFTA scenario (relative to the
no-DCFTA baseline). Land use is expected to fall by close to 0.4%. Overall, one gets a picture of
DCFTA leading to slightly lower activity in the agricultural sector. This may be seen as an indication
of less environmental pressure from agricultural activity, although the scale of these potential
impacts is very small. One specific effect concerns livestock where the CGE model suggests a nonnegligible decrease in output. This could improve the conditions of pastures where overgrazing
(and other factors) have led to degradation with the natural cover becoming thinner and infested
97

with weeds .

96
97

2011 data reported in the Statistical Yearbook of Armenia 2012 (http://www.armstat.am/file/doc/99471478.pdf).
FAO (2006), Country Pasture/Forage Resource Profiles. Armenia,
http://www.fao.org/ag/AGP/agpc/doc/Counprof/PDF%20files/Armenia.pdf.
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More important are potential (DCFTA-related) changes to agricultural practices and technologies.
The crucial question is therefore whether the DCFTA is likely to have some impact in this sphere.
The following observations are relevant.
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First, the process of upgrading agricultural practices has

been on-going for some time already and it has been partly related to Armenia’s relation with the
EU. For instance, the Partnership and Cooperation Agreement, the current framework of the
relations already involved step towards approximation of the Armenian SPS system to the EU
regulations. This in particular involved the first step of food supply chains, i.e. production of
99

agricultural raw products . Second, one of the major characteristics of the agricultural sector that
can put pressure on the environment is its immense fragmentation. As a result of the choices made
during land privatisation in 1990s there are well over 300,000 farms in the country of an average
size of just 1.4 ha agricultural plot, 1.1 ha of which is arable land. Moreover, even these small farms
often consist of several detached plots of land and it is estimated that agricultural production is
actually carried out on more than 1,200 thousand plots

100

. The precise impact of such land use

structure on environmental pressure is difficult to assess.
We expect the DCFTA to have some impact on reinforcing higher health standard of agricultural
products, hence limiting the environmental pressure from the agricultural sector. The reasoning
behind this assessment is that first, alignment of SPS rules with the EU system is likely to improve
agricultural production practices and second that DCFTA provides a framework and specific
incentives (in the form of agreement-based market access) to additionally support implementation
of SPS reforms beyond other forces that motivate these reforms. We currently do not find sufficient
evidence to claim an impact of the DCFTA on agricultural land fragmentation and in turn on
environmental pressure from agricultural production using more or less fragmented land.
In summary, we expect a weak but positive DCFTA impact on the environmental pressure (i.e.
decreasing pressure) in agriculture mainly driven by some improvement in agricultural practices
and minimally lower output.
As regards the forestry, the CGE model predicts a minimal decline in output. Environmental
implications will, however, be mostly determined by whether the DCFTA will contribute in any way
to mitigating (or worsening) the problem of illegal logging that is a major threat to biodiversity in
Armenia. We currently have no clear evidence suggesting any non-negligible impact of the DCFTA
in this area.
The mining and quarrying sector plays an important role in Armenian economy. It has recently
attracted substantial interest of stakeholders engaged in environmental issues in Armenia, in
particular in relation to one specific project: the copper-molybdenum mining project in the northern
region near the town of Teghut. It has become a source of confrontation between environmental
activists from Armenia and Armenian diaspora and the government. The position of the government
is that projects of this type make perfect sense from the perspective of economic development. The
stakeholders focusing on environmental conservation have argued that the project endangered the
forest ecosystem in the area where the mine was planned which is particularly worrisome given the
rich biodiversity in this region. From the perspective of this report the key question is whether the
DCFTA can have any impact on the prospects of new and existing mining projects in Armenia and
also on environmental standards that will be applied in implementing such projects. With respect to
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See also the discussion of related issues in M Maliszewska (ed.) (2008), Economic Feasibility, General Economic Impact
and Implications of a Free Trade Agreement Between the European Union and Armenia. CASE Network Report No. 80.
Warsaw: CASE. http://ideas.repec.org/p/sec/cnrepo/0080.html and EDRC (2012), EU-Armenia Trade Liberalization: a
poverty and social impact analysis, Yerevan,
http://www.edrc.am/images/Publications/Analytical_Papers/trade_liberalization_psia_eng.pdf.
See The Republic of Armenia Food Safety System Development Strategy, mimeo, draft, 15 Nov 2011.
See The Republic of Armenia Food Safety System Development Strategy, mimeo, draft, 15 Nov 2011.
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the former the CGE modelling suggests a moderate increase in output and exports of metals
(primary and fabricated metals taken together). This suggests scope for more extensive metal ore
mining. On the other hand, it is difficult to identify the potential DCFTA impact on the application of
environmental standards in mining projects

101

. It appears that other factors may have much more

decisive impact in this spheres than the DCFTA itself. In summary therefore we see scope for some
intensified environmental pressure from the mining sector due to the DCFTA, primarily driven by the
expansion of output.
Looking at various industrial sectors the general picture that emerges is that sectors typically
associated with higher environmental burden (e.g. chemicals, rubber and plastics, ceramics and
cement) see some decline in output whereas DCFTA is likely to provide an output boost in sectors
with somewhat lower environmental burdens such as textiles and clothing or electronics and
computers. Apart from primary metals, a very important industrial sector, projected to experience
somewhat higher production as result of the DCFTA, another significant sector is machinery and
equipment where the DCFTA may lead to a strong boom. Overall, this does not allow for drawing
strong conclusions on the environmental pressure as a result of industrial activities. This would
require a careful case-by-case approach that is not feasible as part of this study. However, we can
indicate the following factors that matter for the transmission of DCFTA-related environmental
effects in industry:
•

Technological changes: one of the key forces determining overall DCFTA environmental effects
in industry may be linked to the degree to which the DCFTA will encourage technological
changes making industrial growth greener;

•

Higher environmental standards in industry: the degree to which DCFTA will lead to effective
implementation of higher standards concerning various forms of pollution can have profound
environmental implications;

•

Locational decisions of industry driven by environmental standards: the DCFTA can affect
incentives for locating particular industrial enterprise by a combination of changes in
environmental standards in Armenia and market access considerations; this can either
strengthen or weaken the motivation of relocating particularly polluting businesses from other
countries (EU and non-EU) to Armenia;

•

Societal preferences: with the DCFTA contributing to higher living standards of the population it
may also affect societal preferences so that the Armenian population pays more attention to the
quality of environment; this can further imply changes in business practices in certain sectors
(towards higher corporate social responsibility) as well as changes in public policies (e.g. in
supporting green investments in some sectors).

The construction sector plays a very important role in the Armenian economy with an output share
in excess of 20%. The CGE model forecasts a 2% output gain resulting from the DCFTA that still
translates into the second highest output increase in absolute terms at the sectoral level. The key
factor potentially determining the environmental effects in the construction sector concerns the
quality of materials used in new constructions or in upgrading existing building stock, and applied
building technologies. In particular, energy efficiency of new constructions and used in upgrades of
existing buildings. The importance of this channel of impacts can be illustrated by an estimate that
around 40 percent of the potential for energy efficiency rests within residential and public buildings.
Specifically, substantial energy efficiency improvements in buildings can be achieved by
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An earlier CASE study came to a similar conclusions. See M Maliszewska (ed.) (2008), Economic Feasibility, General
Economic Impact and Implications of a Free Trade Agreement Between the European Union and Armenia. CASE Network
Report No. 80. Warsaw: CASE. http://ideas.repec.org/p/sec/cnrepo/0080.html.
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strengthening the thermal protection of buildings and in this way reducing the demand for energy
for heating

102

.

We see scope for weak and indirect but positive contribution of the DCFTA towards greener
construction and energy efficiency in buildings. The first possible channel could be linked to a slight
increase of relative consumer prices of utilities (as predicted by the CGE model). While the
predicted change in relative prices is very low (around 1 percent in the long run) this may
nevertheless add to rising consumer awareness that prices of energy (electricity, gas, etc.) are
likely to go up in the longer term. This in turn could tilt demand for building construction
technologies and materials towards the ones ensuring higher energy efficiency. The second indirect
channels could be related to rising living standards and hence also demand for better living
conditions (e.g. higher temperatures in living areas)
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. This in turn would direct consumers’

attention towards issues of insulation also potentially resulting in rising relative demand for greener
building technologies.
One additional dimension of potential environmental importance of upgrading quality of residential
buildings’ infrastructure is related to the quite widely spread use of firewood to heat apartments
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.

Any improvements in building insulations and in providing efficient heating system infrastructure
could therefore lead to lower tree logging. The potential DCFTA contribution in this area is expected
to be very small, but likely positive.
Multilateral environmental agreements
Armenia has ratified a number of international environmental conventions and protocols. In
particular it has ratified all international environmental agreements (EA) that are among the
necessary conditions for maintaining the EU’s GSP+ tariff preferences, including:
•

Montreal Protocol on Substances that Deplete the Ozone Layer (and its 1992 and 1994
Amendments);

•

Basel Convention on the Control of Transboundary Movements of Hazardous Wastes and Their
Disposal;

•

Stockholm Convention on Persistent Organic Pollutants;

•

Convention on International Trade in Endangered Species (CITES);

•

Convention on Biological Diversity;

•

Cartagena Protocol on Biosafety to the Convention on Biological Diversity; and

•

Kyoto Protocol to the UN Framework Convention on Climate Change
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.

Armenia ratified all but one of the above conventions long before obtaining GSP+ status. However,
CITES ratification took place in late October 2008, just before Armenia was granted GSP+ (from
January 2009). It is therefore plausible that there was a causal link between the willingness to
obtain trade preferences and the decision to ratify CITES. This illustrates the functioning of a
mechanism where international environmental commitments are linked to trade preferences.
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Based on the assessment provided in the Republic of Armenia Government Action Plan for the Implementation of the
Republic of Armenia National Programme on Energy Efficiency and Renewable Energy from 2010, cited in: Improving
Energy Efficiency in Buildings, UNDP-GEF/00059937 Project, Analytical Report of Activities performed in 2010-2011.
The survey of inhabitants of the “Mush-2” district in the city of Gyumri found out that even in modern building with improved
insulation I more than 10% of apartments not all rooms were heated during the winter season 2010/2011. For details see
Improving Energy Efficiency in Buildings, UNDP-GEF/00059937 Project, Analytical Report of Activities performed in 20102011.
The survey of inhabitants of a certain district in the city of Gyumri concluded that firewood was used by around 27% of
respondents. For details see Improving Energy Efficiency in Buildings, UNDP-GEF/00059937 Project, Analytical Report of
Activities performed in 2010-2011.
A list of other EA ratified by Armenia is available at
http://www1.umn.edu/humanrts/research/armenia/Full%20list_UN_treaties_Eng.pdf (accessed 25 February 2013). It is
unclear whether the document is up-to-date.
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The analysis of potential DCFTA-related environmental effects related to more or less effective
implementation of EAs is motivated by the role played by EA’s related conditions in the current EU
trade preferences and an expectation that these conditions will be in some form translated to the
DCFTA text.
It is important to realise that ratification of a convention per se does not guarantee any progress in
environmental performance. This will be achieved only if a country effectively implements key
elements of EAs. Indeed, GSP+ is conditioned not only on ratification but also on effective
implementation of conventions.
From the perspective of the TSIA the key question is therefore whether and under what conditions
the DCFTA may create a more conducive environment for effectively implementing already ratified
EAs and/or promoting ratification and implementation of additional EAs not yet ratified by Armenia
relative to the current situation. Given the changes to the GSP system and in particular those
applied to GSP+ regime that will enter into force from 2014, the baseline to which the DCFTA
should be compared is the new GSP
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. While some changes in GSP+ rules introduced by the

2012 GSP Regulation are potentially important, these should not significantly change the specific
situation of Armenia given that graduation of certain sections (that will not apply to GSP+ countries
from 2014 onwards) was not an issue in Armenia. Still, a combination of somewhat stronger trade
preferences (by withdrawing access to the GSP to larger and more advanced countries) and
reinforcement of the mechanisms to track the implementation of conventions could in the future
provide minimally stronger incentives for Armenia to effectively implement environmental
conventions that are part of the GSP+ conditionality compared to the current situation (the 2012
GSP regulation has not introduced any changes to the list of conventions).
One important dimension of the question on DCFTA effectiveness vis-à-vis the GSP+ effectiveness
relates to costs of implementing conventions and the extent to which the EU will be willing to
support implementation by bearing some of these costs as part of the DCFTA process, or the
extent to which Armenian authorities will be willing to use general budget support from donors to
this end. EU funding in this sphere is more likely to be related to the Association Agreement
process than specifically the DCFTA.
Effective implementation of conventions is being monitored by the EU in line with the GSP
Regulation. From 2014 onwards and in line with the 2012 GSP Regulation the monitoring will be
more frequent (every 2 instead of 3 years). Also, the scrutiny from the European Parliament will be
added to that of the Council. The monitoring primarily relies on reporting and monitoring schemes
foreseen within individual EAs. We have reviewed these sources, updating the most recent EC
monitoring.
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Conventions’ sources do not indicate any particular implementation problems in

Armenia.
Effective implementation of environmental conventions can be a costly and lengthy process
requiring the building of institutional capacity, raising public awareness of certain issues, etc. As
such EA offer no easy solution to environmental challenges. Rather, they provide an opportunity to
gradually upgrade environmental management and policies, also as a result of peer learning and
support available within EAs. Given the country experience so far it is plausible to expect that
international commitment and external pressure, e.g. in the form of EAs and possibly other
elements that may be incorporated in the DCFTA are among important incentives for developing
environmental protection policies in Armenia. However, ultimately it is up to Armenian authorities,
businesses and civil society institutions to make their country development greener. Such things
106
107

Regulation (EU) No 978/2012 of the European Parliament and of the Council.
Commission Staff Working Paper GSP+ /* SEC /2011/0578 final - */, 17 May 2011.
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can be encouraged or supported by external actors but cannot be forced or implemented from
outside the country.
We conclude that DCFTA is unlikely to significantly change the incentives for Armenia to more
effectively implement EAs relative to the new GSP+ rules that will enter into force in 2014.
However, if any DCFTA effects materialise they are likely to be positive i.e. the DCFTA could to a
certain extent additionally encourage conventions’ implementation that should – in a gradual
manner – also contribute to solving some of the outstanding environmental challenges facing the
country. This could help in greening economic growth in Armenia in general and limiting the
environmental pressure associated with faster economic development related to the DCFTA.
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4

Consultations and communications

4.1

Stakeholder consultation plan
Chapter 1 in this report showed that consultations with relevant stakeholders constitute a key
element of the study since the input from stakeholders contributes to a higher quality impact
assessment. In the inception report of this study we presented a detailed stakeholder consultation
plan.
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The consultation plan is an element that has been amended and updated continuously

during the course of the project according to progressing insights and comments from civil society.
The details of the consultation plan in place for the Trade SIA for the DCFTA between the EU and
Armenia are summarised below.
1. Electronic consultation and documentation
Nowadays, interaction with stakeholders via electronic media constitutes a very important channel
to get to know the opinions, issues and feedback from civil society. In order to facilitate this type of
interaction, the Ecorys-CASE team has built a dedicated Trade SIA website for Armenia and a
dedicated email address to which stakeholders can send their input. The website allows for both the
dissemination of the results of the different phases of the study and for collection of feedback from
stakeholders. Some of the features hosted on the website are:
•

Discussion forum;

•

Built-in mechanism for sending feedback;

•

Links to the websites of main stakeholders that are involved in the process;

•

Section on the background of the study;

•

Section containing relevant documentation, including 1) background material on the Trade SIA
methodology, 2) documents that are relevant for the negotiations/our study, and 3) all project
reports (both draft and final versions) as well as slides / minutes of meetings/presentations
conducted for this study;

•

Section with news items.

The website for the Trade SIA EU-Armenia is available at:. http://tsia.ecorys.com/armenia/.
The dedicated email address for the study is tsiaarmenia@ecorys.com. Anyone with a question to
the project team, with an opinion on the project or with specific issues on the DCFTA could send
their input to this email address.
The project’s newsletter is an important channel to inform civil society about new deliverables and
the progress of the project. The newsletter, the website and the email address facilitate feedback
which helps in validating the results, obtaining new information or right focus and placing the results
in a proper perspective.
In April 2013, a Facebook page was created to further increase the involvement of civil society,
Trade-sia/Armenia, which was promoted at the workshop in Yerevan (see under 3).

2. Public meetings
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The inception report is available here:
http://tsia.ecorys.com/images/Armenia/tsia%20armenia%20inception%20report%20-%20final.pdf.
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Two public meetings in Brussels were organised to meet and engage with EU civil society and key
stakeholders on the findings, methodologies, assumptions and choices made during the TSIA
study. The first public meeting has been held after the submission of the draft inception report on
th

December 12 2012. The second public meeting was organised after the submission of the draft
th

final report, on the 14 of June 2013.
3. Workshops in Armenia
In order to further engage the local civil society in Armenia, a Trade SIA workshop was organised in
Yerevan, Armenia on 17 April 2013. The aim of this workshop was to discuss the results from the
draft Interim Technical Report and to receive feedback on this report as well as inputs for the next
phase of the study: the in-depth sectoral analysis. The workshop attracted more than 20
participants, who actively contributed to the discussion.
4. Attendance of other relevant conferences, workshops and meetings
Linking up to other conferences and workshops relevant to the study was another element of the
stakeholder consultation plan. However, no specific events have been identified.
5. Personal interviews with individual representatives of civil society & key stakeholders
Personal interviews were used in the project. The targeted and selective nature of the personal
interviews serves to complement the results and obtain more input on particular matters. These
interviews were particularly useful in Phase 2 of the study, in which the interviews serve as
important input for the sectoral analyses. In addition, during the time around the workshop in
Armenia, we have also interviewed specific stakeholders (e.g. different ministries of the government
of Armenia) for interviews on the DCFTA and its impacts.

4.2

Implementation of stakeholder consultation plan and overview of consultation
inputs received
The consultation plan as described in the previous section has been followed during the project.
The project team has gathered input from civil society through various channels. The first public
meeting in Brussels took place and the electronic communication channels have been set up. The
project team has used several channels to obtain input from stakeholders. In addition to the existing
channels, the project team has actively approached the EU Delegation, the local European Bank for
Reconstruction and Development, REC Caucasus, Caucasus Research Resource Center in
Armenia, the ILO contact point for Armenia and the EU Advisory Group in Armenia and asked them
for input to the study and their views on the DCFTA. The project team has also collected
information on the views of civil society on the DCFTA from local media sources. The following
summarises the main inputs received. A detailed overview is available in Annex 6.
Public meeting Brussels
th

The first public meeting was held on December 12 , 2012 and involved civil society from the
European side and representatives of Armenian interest groups. During the meeting, the team
presented the draft inception report, which was followed by a discussion and a round of questions.
Since the draft inception report does not contain any results of the impact assessment, the
discussion evolved around the methodology and the concerns of civil society. The main questions
and inputs from stakeholders during the meeting related to the following points:
•

The stakeholders included in our study;

•

The country selection for the CGE modelling. In particular, the inclusion of Turkey, but not
Azerbaijan;

•
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The timing of the next stage of negotiations;
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•

Rules of origin, in particular regarding the applicability of the pan Euromed rules of origin
Armenia (and also Georgia and Moldova);

•

Some specifications related to the sugar sector and arms trade.

Newsletter
As part of the electronic communication channel, a mailing list that includes NGOs, business
associations, industry groups and special interest groups has been developed. Two newsletters
have been sent out to approximately 122 recipients one after the release of the inception report,
and the second after the release of the interim technical report. During the course of the project, the
mailing list can be extended with additional email addresses and contact points.
TSIA Workshop in Yerevan
On 17 April a TSIA workshop was organised in Yerevan with Armenian civil society. The workshop
was attended by more than 20 participants, who actively contributed to the discussion. A full report
of the workshop is available on the TSIA website and in Annex 7. Some of the points raised include
the environmental problems related to mining, the risk of corruption reducing the possible benefits
of the DCFTA, and the relation with Turkey e.g. in the textile & clothing sector.
TSIA website and mailbox
The Trade SIA website on Armenia proofed to be a useful channel for the dissemination of results
nd

and communication with stakeholders. As of July 2 ,2013, the number of hits on the website
reached 7,346 since the launch of the website in December 2012.
By means of the integrated feedback module on the website and through the dedicated email
address, the following inputs from civil society have been received:
•

A question was brought forward about the extent to which the DCFTA takes into account the

•

Another question was raised on whether the project team pays specific attention to the SPS

impact on animals, such as transport of live animals or animal trade;
chapter of the negotiations.
Overview of DCFTA views in the media
In order to complement the picture on the way that the DCFTA is perceived in Armenia and the EU,
the project team has investigated local media sources in Armenia to find out whether any issues or
topics receive particular attention from civil society. We found many local news sources reporting
about the start of the negotiations and the intentions of the Armenian government to conclude a
DCFTA with the EU and explaining about the implications of the DCFTA. For example, articles
cover the intentions from the Armenian government and report that Armenian politicians see the
DCFTA as a chance for further developing the Armenian economy. As Tert.am Armenian news
reports, politicians also realize that in order to reap the benefits, the Armenian economy needs to
invest in upgrading the quality of their products. Ms Chshmarityan mentions that: “this requires
investments in science and technology”
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.

On the other hand, the Armenian Association of Employers, which is not part of the Armenian
negotiations team, raised a few concerns in an article published by Lragrir, an Armenian news
agency. In this article
•

110

, Mr Makaryan, the president, raised a few concerns about the DCFTA:

The EU’s interest is to develop its own economy and import raw materials from countries such
as Armenia. Becoming a raw material supplier is a risk to the Armenian economy he believes.
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Tert.am, 15 March 2012, Armenian MP on Armenia-EU Deep and Comprehensive Free Trade Agreement, available at:
http://www.tert.am/en/news/2012/03/15/chshmarityan/.
Lragir, 9 June 2012, What will DCFTA bring, available at: http://www.armtown.com/news/en/lra/20120609/26503/.
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Next to raw materials, the EU is mainly interested in importing labour from Armenia, which could
result in large emigration from Armenia;
•

He also mentions that the CIS agreement allows Armenia to sell its goods within CIS countries
competitively. But once the EU gets access to these countries, Armenian producers will not be
competitive with Europe and as a result Armenia becomes an importer of European goods.

He acknowledges that the DCFTA delivers great benefits from the stable and large market in
Europe and that concessions from Armenian producers are necessary in order to reap these
benefits. The manner in which Armenia can benefit from the DCFTA is through an upgrade in the
quality of Armenian goods. However, raising the quality of good requires investments. Investments
are only made when political and economic reforms favour a healthy investment climate. Moreover,
he mentions that modernisation of enterprises is costly and firms do not have enough money, while
interest rates are high
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.

Lastly, two important points were brought to our attention:
•

Since the focus during the negotiations will be on SPS and TBT issues, the sectors in Armenia
that are likely to be strongly affected by the potential liberalisations are for example toys,
electromagnetic devices and low voltage devices. Food processors are likely affected by the
SPS chapter of the negotiations;

•

market concentration in some Armenian sectors is high and the economy is dominated by
monopolies and oligarchs. These large industries have direct links to the decision-makers. As a
result, they are not likely to participate in public and civil society meetings. This isrelevant for the
consultations to take into account. .
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Source for this paragraph: http://www.armtown.com/news/en/lra/20120609/26503/.
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5

Screening and scoping

5.1

Screening criteria and indicators
The sectors or horizontal (cross cutting) issues that are expected to experience a significant impact
from the implementation of the DCFTA will be studied in detail in the next phase, particularly for
Armenia. This will enable us to understand more clearly how the DCFTA is expected to impact not
just at the macro-level, but also within and across sectors and at grassroots levels. It will also
enable us to identify specific areas of concern or interest, that may require specific attention in the
negotiation process or warrant the development of flanking measures and implementation support.
The selection of specific sectors and horizontal issues is done through a screening and scoping
exercise, based on the following five criteria:
1. initial importance for the economy;
2. expected economic impact of the DCFTA;
3. expected social, environmental and human rights impact;
4. stakeholder issues of special importance;
5. strategic importance of sector / issue in the negotiations.
Criterion 1. Initial importance for the economy
The potential impact of a DCFTA on economic sectors differs with the importance and position of
this sector in the economies under consideration; a small change for a significant sector might
cause more impact than a large change for a very small sector on a national level. By taking into
account these considerations, negotiation efforts can be directed at the most relevant issues with
the potentially biggest impact. The indicators used to screen the economic sectors in terms of their
importance are:
1. Sector share in total value added;
2. Sector share in skilled and less skilled employment;
3. Sector share in exports.
Criterion 2. Expected economic impact of the DCFTA
A second criterion for the scoping exercise is the impact of the DCFTA for specific sectors and in
relation to specific horizontal issues. The outcomes from the CGE modelling and Causal Chain
Analysis in Phase 1 are used to assess this impact resulting from the implementation of the
DCFTA. The dynamic nature of the CGE model will also ensure that the ‘enabling nature’ of certain
catalysing sectors (such as transport) is taken into account in the results. Combined with the first
criterion this criterion establishes a quantitative (economic) base for the selection of important
sectors and/or horizontal issues.
Criterion 3. Expected social, environmental and human rights impact
The additional analysis of social, environmental and human rights impacts as conducted in Chapter
3 also results in an identification of sectors or issues that are crucial in either one or all of the above
three areas. Using the additional analyses and Causal Chain analysis, under this criterion we
assess the direct and indirect effects of the DCFTA in the three areas and flag issues relevant for
specific sectors.
Criterion 4. Stakeholder issues of special importance
Through the consultation plan presented in the previous chapter, the study incorporates the input
from civil society and key stakeholders of the DCFTA negotiations and implementation. Their
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feedback on sectors and/or horizontal issues is of vital importance for the sector selection via this
criterion. Stakeholders are invited to indicate sector or horizontal issues that they see as specifically
important in relation to the DCFTA, and provide the reasons for this.
Criterion 5: Strategic importance of sector / issue in the negotiations
To ensure that the TSIA study remains relevant to the DCFTA negotiation process, the importance
of specific sectors / issues to the reality of the DCFTA process and negotiations is also one of the
screening criteria. This criterion takes into account specific offensive or defensive interest of both
negotiating parties, or sectors / issues which are perceived as vulnerable or in need of special
attention in relation to possible flanking measures.

5.2

Screening results

5.2.1 Cr. 1: Initial importance of the sectors for the economy (GDP, employment, export shares)
To enable a consideration of the initial importance of different sectors in the Armenian economy,
Table 5.1 presents the largest sectors in terms of value added and employment, based on the
baseline values for 2010 (see chapter 2). The sectors in the table are ranked by their share in total
value added. The 15 largest sectors in terms of value added account for approximately 93 percent
of Armenia’s value added.
Table 5.1 Top 15 largest sectors in Armenia, by value added and employment (2010)
Rank

Sector

Share in total

Share in total

Share in total

value added

skilled

unskilled

(%)

employment (%)

employment (%)

1

Construction

34.2

13.8

24.2

2

Public and other services

11.0

42.5

7.2

3

Trade

8.8

4.0

6.5

4

Utilities

8.2

10.7

7.0

5

Dairy products

4.9

3.8

8.5

6

Animal products

3.8

0.4

6.2

7

Other processed food

3.5

4.7

5.9

8

Veg, fruits, nuts, oilseeds

3.4

0.4

5.5

9

Beverages and tobacco

3.2

2.4

4.4

10

Grains and Crops

3.1

0.3

5.1

11

Other transport services

2.8

2.6

4.3

12

Communications

2.1

4.1

1.2

13

Forestry products

1.4

0.1

2.2

14

Finance and insurance

1.4

4.6

1.4

15

Other crops

1.3

0.1

2.1

Note± sectors are ranked on the basis of their share in value added.
Source: Calculations based on GTAP data and WITS and COMTRADE.

The table shows that the construction sector is by far the biggest contributor to total value added
(34 percent) and the second biggest employer in the country (approximately 22 percent of total
employment). Public and other services follow at a distance, with 11 percent of total value added,
but this sector does appear to be the most important one in terms of employment and especially of
skilled employment (more than 42 percent of total skilled employment works in this sector).
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The table highlights a number of key features of the Armenian economy. First, it illustrates the
importance of services and particularly public or semi-public services (e.g. Public and other
services, Utilities) in the total value added of the country. Out of the top 15 sectors six are services
sectors, accounting for more than two thirds of total value added. Second, the table illustrates the
importance of the primary and food processing industry in the country, with eight out of the top ten
sectors belonging to these industries, accounting for approximately 25 percent of total value added.
Finally, the table makes clear that manufacturing only plays a minor role in the Armenian economy,
with most manufacturing industries accounting for less than one percent of value added and
employment. Only the primary and fabricated metals industries (ranked 17 and 18 respectively in
terms of share in value added) play a more significant though still small role in the Armenian
economy.
Table 5.2 presents the biggest export sectors of Armenia. It illustrates that not all sectors that are
important in terms of value added and/-or employment are important in terms of exports and vice
versa. Particularly manufacturing industries are considerably more important in terms of their
contribution to exports than their contribution to total value added.
The single most important export sector is Primary metals, accounting for almost 20 percent of total
exports, followed by Other manufacturing, and Other minerals, both making up roughly 11percent of
total export value. While the construction and services sectors are also important in terms of
exports (in line with their contributions to value added), the primary and food processing sectors
hardly export, with only the beverages and tobacco industry in the top 15 of exporting industries.
Table 5.2 Top 15 export sectors for Armenia, by value and share (2010)
Rank

Sector

Export - gross value f.o.b.

Share in total export value

mln EUR

(%)

1

Primary metals

221.4

19.9

2

Other manufacturing

118.6

10.7

3

Other minerals

117.8

10.6

4

Other machinery and equipment

64.4

5.8

5

Other transport services

56.6

5.1

6

Trade

48.7

4.4

7

Beverages and tobacco

47.9

4.3

8

Business and ICT

41.6

3.7

9

Public and other services

40.5

3.6

10

Air transport

37.4

3.4

11

Chemicals, rubber, plastics

36.4

3.3

12

Communications

35.9

3.2

13

Utilities

30.5

2.7

14

Construction

27.3

2.5

15

Finance and insurance

27.0

2.4

Source: CGE modelling results, own calculations.

While not in the top 15, it is worth mentioning the textiles & clothing sector here as an important
export sector. This concerns specific sub-segments of the clothing industry in particular, including
knitted wear and hosiery (CIA World Fact book – Armenia). Particularly, exports of clothing to the
EU have increased substantially between 2009 and 2011 and stood at almost 9 percent of all
Armenian goods imports into the EU in 2011.
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5.2.2 Cr. 2: Economic impact from DCFTA
The quantitative results of our modelling exercise as presented and discussed in chapter 2 are
considered here at sectoral level for Armenia to identify the sectors for which we expect the biggest
impacts in economic terms. In addition we consider key horizontal issues that are expected to be
relevant to the DCFTA implementation and potential impact.
Sector level economic impacts
Table 5.3 presents the sectors for which the expected change in value added is highest, either
positive (expansion of the sector) or negative (contraction of the sector).
Table 5.3 Most important sectors based on economic impact of the DCFTA (value added, output,
exports and imports (percentage change from baseline, long run)
Change in

Change in

Change in

Change in

Value Added

Output

Exports

Imports

(percent)

(percent)

(percent)

(percent)

Textiles and Clothing

207.13

289.85

362.93

4.77

Other machinery and equipment

49.84

62.63

69.37

0.72

Personal and recreational services

15.73

23.24

36.12

0.03

Electronics, computers

8.28

9.46

20.84

5.93

Business and ICT

7.68

11.13

18.86

1.05

Air transport

7.36

8.17

23.55

5.66

Other transport equipment

4.34

5.27

17.51

7.20

Primary metals

2.85

3.57

5.77

6.54

Motor vehicles

-22.69

-27.37

-7.90

4.40

Vegetables oils and fats

-10.74

-10.83

4.46

5.82

Livestock and Meat Products

-6.50

-6.53

0.43

35.10

Ceramics, cement, etc.

-5.99

-5.77

1.47

9.07

Other manufacturing

-5.87

-6.59

-0.61

14.19

Wood, paper, publishing

-5.54

-5.42

0.69

8.10

Fabricated metals

-3.82

-3.50

6.99

15.82

Other processed food

-3.23

-4.08

3.57

24.80

Sector

Source: Shares GTAP, IIDE CGE modelling calculations.

The table shows that the sector Textiles and clothing is expected to experience the most significant
expansion in value added and output percentage terms. This is almost entirely due to tariff
reductions (see chapter 2). Other machinery and equipment and Personal and recreational services
are also expected to experience significant increases in value added and outputs as a
consequence of the DCFTA. None of these three sectors feature among the most important sectors
for Armenia in terms of contributions to value added and employment, although other machinery
and equipment is an important export sector, while the textiles and clothing sector ranks number 18
as export sector.
The sectors that are expected to decrease most in terms of value added and output are Motor
vehicles, Vegetable oils and fats and Livestock and meat products. Other sectors where economic
impacts are expected to be negative and which are of some importance – either in terms of value
added / employment and/or exports – include the Other manufacturing sector and the Other
processed food sectors.
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Horizontal issues and the DCFTA impact
To identify key horizontal and cross-cutting issues, we have reviewed existing publications and
policy documents, as well as some of the modelling results. Based on the latter, the following
observations can be made:
•

The removal of NTMs will generate the biggest positive impacts for Armenia: In the long-run, 74
percent of the expected increase in national income for Armenia will be due to the removing of
NTMs;

•

Capital reallocation accelerates the adjustments and increases the gains from the DCFTA

•

While the net positive effect of the DCFTA for Armenia is expected to be substantial in the long

(hence the difference between the short and the long run results;
run, it appears to be driven strongly by a relatively limited number of sectors, expected to gain
substantially in value added and employment. In many other sectors small losses are expected.
These sectoral differences, imply that overall, up to 10 percent of the Armenian work force is
expected to shift to other sectors.
From these observations it becomes clear that horizontal / crosscutting issues related to NTM
removal, investment and labour mobility will be key in enabling the DCFTA to realise its full
positive impact and for the transition to be smoothened.
Unfortunately the CGE model used does not allow us to distinguish between specific NTMs.
Therefore we reviewed a number of additional sources to identify the main NTMs that are seen as
relevant to Armenia’s trade and investment environment and trade and investments between the
EU and Armenia in particular.
Based on this review, the key NTMs at present are seen to include:
1. Weak rule of law / regulatory environment,

112

pointing to the need for further regulatory reforms

and approximation;
2. Pervasive monopolies and abuse of market power in a number of important sectors,
to the need for reforms in competition policy and law;

113

pointing

114

3. Trade facilitation - Armenia’s Logistics Performance Index score, which reflects the extent of
trade facilitation in the country, is below the regional and income group averages;
4. Technical barriers to trade (TBT) and quality infrastructure;

5. Sanitary and phytosanitary (SPS) measures and food safety issues;
6. Investment protection;
7. Public procurement;

115

116
117

118

119

8. Intellectual property rights (IPR) issues, including geographical indications (GI).

5.2.3 Cr. 3: Social/environmental importance/impact
The analysis of key issues in social and environmental spheres as well as of key channels of
potential social and environmental impacts of a DCFTA as presented in chapter 3 in particular,
suggest several issues and sectors of importance.

112
113
114

115
116

117
118
119

https://www.cia.gov/library/publications/the-world-factbook/geos/am.html.
EBRD (2012); https://www.cia.gov/library/publications/the-world-factbook/geos/am.html.
High Level Seminar Towards an EU-Armenia Deep and Comprehensive Free Trade Area – Challenges and Opportunities
(20 July 2012).
http://info.worldbank.org/etools/wti/docs/Armenia_brief.pdf.
EU-Armenia Advisory Group (2012); High Level Seminar Towards an EU-Armenia Deep and Comprehensive Free Trade
Area – Challenges and Opportunities (20 July 2012).
Ibid.
Ibid.
Ibid.

Trade Sustainability Impact Assessment in support of negotiations of a DCFTA between the EU and the Republic
of Armenia

103

Social impact:
•

Net out-migration and one of the world’s highest levels of youth unemployment clearly point
towards the importance of employment creation for social coherence in Armenia and balanced
economic growth. While some sectors are expected to see substantial employment gains (e.g.
textiles and clothing and machinery and equipment manufacturing), many others are expected
to experience reductions;

•

While the Agricultural sectors only accounts for approximately 19 percent of GDP, it is still the
most important source of employment in the country, with an estimated 44 percent of the labour
force working in this sector, compared to 39 percent in services and only a little less than 17
percent in industry;

•

While few of the agricultural / food processing sectors are expected to be strongly positively or
negatively impacted by the DCFTA, it is in these sectors that some output reduction and the
highest levels of increased imports and reduced employment for low skilled workers are
expected. The latter are typically the most vulnerable groups when it comes to labour mobility
and thus the more likely groups to lose out from the DFTA. The table below presents the top 15
sectors that are expected to see less skilled employment reductions. Especially for those
sectors that play a relatively important role in overall employment this is potentially an issue of
concern from a social perspective. Examples are the Dairy products, Other processed food,
Other crops, Beverages and tobacco, Livestock and meat products and Fabricated metals
sectors;

•

Increased reliance on imported agricultural products and processed food could also raise
concerns (whether perceived or real) about food security issues;

•

Finally, on a more positive note, the textiles and clothing industry, which is expected to expand
substantially, typically provides employment for lesser skilled workers and often absorbs such
workers from rural areas. At the same time, the textiles and clothing industry (in developing and
emerging economies) has often been associated with poor labour conditions and as such
warrants close attention from a social impacts point of view as well.

Table 5.4 Top 15 sectors expected impact in terms of import penetration and employment reduction
(less skilled labour)

No.
Sector
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Change in

Change in

Change in

imports (%)

empl. - LS

empl - HS

Rankin sector in
less skilled
employment

1

Motor vehicles

4.40

-22.35

-22.50

32

2

Vegetables oils and fats

5.82

-10.82

-10.97

29

3

Livestock and Meat Products

35.10

-6.90

-7.06

23

4

Other manufacturing

14.19

-6.48

-6.66

19

5

Ceramics, cement, etc.

9.07

-6.40

-6.58

31

6

Wood, paper, publishing

8.10

-6.18

-6.35

20

7

Fabricated metals

15.82

-4.14

-4.33

14

8

Chemicals, rubber, plastics

5.64

-3.90

-4.07

36

9

Other processed food

24.80

-3.58

-3.74

7

10

Other crops

33.08

-3.20

-3.25

13

11

Beverages and tobacco

24.86

-3.17

-3.34

10

12

Sugar

3.19

-3.04

-3.21

28

13

Communications

10.31

-1.36

-1.55

17

14

Finance and insurance

12.62

-1.33

-1.52

16

15

Dairy products

72.41

-0.86

-1.03

2
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Environmental impact
Armenia’s most important environmental challenges include air, soil and water pollution specifically:
(1) soil pollution due to lack of functioning municipal solid waste treatment systems; (2) surface
water pollution due to the lack of proper waste water treatment and as a result of earlier human
interventions in major water reservoirs; (3) air pollution in cities mainly due to the old vehicle fleet
and polluting house heating systems; and (4) land degradation and deforestation leading to losses
to biodiversity and resulting from poor agricultural practices, industrial and mining activities,
construction work, and the development of tourism. Clearly sector of interest in this respect and in
relation to potential DCFTA impacts include e.g.:
•

Public and other services and Utilities (1 and 2);

•

Transport (3);

•

Agriculture, Forestry, Mining, and heavy industry such as Primary and Fabricated metals,
Cement and ceramics), Construction and tourism (4).

The quantitative analysis of environmental impacts based on the modelling results in chapter 3
highlighted a few key factors behind expected DCFTA induced increases in emissions, including:
•

The increase in economic production of ‘Utilities’ and ‘Rest of Economy’ is mostly responsible
for this increase of NOx emissions;

•

Emissions of larger parts of particulate matters (PMcoarse) minimally rise in the long run.
Increase in economic production of the ‘Construction’ sector, is mostly responsible for this
effect;

•

SOx emissions are in major part determined by copper production (99 percent), and as a result,
SOx emissions follow the economic development in the ‘Primary metals’ sector.

120

This sector is

thus responsible for the largest DCFTA induced change with SOx emission increases of up to
3.5 percent in the long run.

5.2.4 Cr. 4: Stakeholders issues of special importance
Throughout the study, key stakeholders are invited to participate in the consultation process in
various ways and through various channels as outlined in Chapter 4.
Up to now, the input of civil society has been limited to a public meeting in Brussels and ad hoc
comments and suggestions on a bilateral basis, as well as feedback through the website. Additional
consultations with civil society based on the findings of this draft is likely to generate more specific
suggestions for sectors / issues to consider in more depth in the next phase of the study.
A few specific points that have been raised so far through the dedicated email address and the
feedback mechanisms on our website and in the Armenian media that are worth noting for the
screening and scoping exercise. These include:
Table 5.5 Stakeholders specific issues
Comment

Relevant sector / horizontal issue
this may relate to

Market concentration in some of Armenia’s largest sectors is high and

Most sectors with exception of

the economy is dominated by monopolies and oligarchs.

agriculture; especially the food
production, food processing and
beverages industries; Competition

120

The primary metals industries include facilities that produce metal products from metal ore and / or scrap metal. Plants
may refine metals, cast molten metal into desired shapes, or produce the inputs for the refining or casting process. Primary
metals industries utilize both ferrous and non-ferrous metals and produce pure metal products or alloys in the form of end
products or stock for use by other industries.
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Comment

Relevant sector / horizontal issue
this may relate to
policy.

The extent to which the TSIA study of the EU-Armenia DCFTA will

Animal products, Livestock and meat

take into account the impact on animals, such as transport of live

products, Dairy; SPS.

animals or animal trade.
The extent to which the project team pays specific attention to the

SPS

SPS chapter of the negotiations.
The Armenian economy needs to invest in upgrading the quality of its

Investment, labour mobility

products, which requires investments in science and technology.

(education).

The risk that the EU’s interest in the DCFTA is only to secure raw

Minerals and primary metals sectors;

materials supply so as to develop its own economy and import raw

investment (upgrading).

materials from countries such as Armenia; merely becoming a raw
material supplier is not necessarily in the interest of the Armenian
economy.
The EU is mainly interested in importing labour from Armenia, which

Trade in services; construction

could result in large emigration from Armenia.

5.2.5 Cr. 5: Strategic importance of sector / issue in the negotiations
Based on inputs received from the Steering Committee several sectors / products / issues of
specific interest for the DCFTA process and negotiations have been identified. These include:
•

5.3

Mining (especially important for the environmental and social analysis);

•

Dairy;

•

Spirits, specifically brandy (beverages and tobacco);

•

Tourism;

•

Sugar;

•

SPS as a horizontal issue.

Selection of sectors and horizontal issues
Having assessed as thoroughly as possible the study results so far according to the five screening
criteria for the various sectors specified, we can now summarise and select the sectors which are of
highest importance for these DCFTA negotiations for Armenia. Table 5.6 summarises our
assessment at sector level.
Table 5.6 Screening and selection of sectors
Sectors

Cr 1:

Cr 2:

Cr 3:

Cr 4:

Cr 5:

Initial

Economic

Social/HR/

Civil

Importance for

importance

impact

Environmental

Society

negotiations

Grains and Crops
Veg, fruits, nuts,
oilseeds
√

Other crops

√

Animal products
√

Forestry products
Fish products
Energy
Other minerals
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√

√

√
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Sectors

Cr 1:

Cr 2:

Cr 3:

Cr 4:

Cr 5:

Initial

Economic

Social/HR/

Civil

Importance for

importance

impact

Environmental

Society

negotiations

√

√

√

√

√

√

√

√

Livestock and Meat
Products
Vegetables oils and

√

fats
Dairy products

√

√
√

Sugar
Other processed food
Beverages and
tobacco
Textiles and Clothing

√
√

Wood, paper,

√
√

√

√

√

publishing
Petrochemicals
Chemicals, rubber,
plastics
Ceramics, cement,

√

etc.

√

√

Fabricated metals

√

√

Motor vehicles

√

Primary metals

√

Other transport

Electronics,

√

computers
√

√

Other manufacturing

√

√

Utilities

√

√

Construction

√

√

Trade

√

equipment

√

√

equipment

Other machinery and

√

√
√

Water transport
√

Air transport
Other transport
services
Communications
Finance and
insurance
Business and ICT

√

√
√

√
√

tional services

services

√

√

Personal & recrea-

Public and other

√

√

√

√

√

Based on the five criteria and our assessment at sector level and of relevant horizontal issues, we
have identified the following sectors and horizontal / crosscutting issues as potentially relevant for
further study in the next phase of the TSIA:
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Table 5.7 Long-list of possible sector and horizontal issues for in-depth analysis
Sectors

Horizontal issues

•

Livestock and meat;

•

Competition policy;

•

Dairy products;

•

Labour mobility;

•

Beverages and tobacco;

•

SPS;

•

Primary metals;

•

Investment.

•

Textiles & clothing

•

Other manufacturing;

•

Personal and recreational services.

An assessment of these sectors / horizontal issues will focus on a number of specific topics,
reflecting their relevance for the specific sector and potential DCFTA impacts. This is reflected in
the table below.
Table 5.8 Key issues by sector
Horizontal / social / environmental issue
Competition
Sector

policy

Beverages and
tobacco

Labour

ment

mobility

√

√

√

√

√

√

√

Livestock and meat
Dairy products

SPS

Invest-

Primary metals

√

Other manufacturing
Textiles & clothing
Personal and
recreational services

√
√

EnvironSocial

ment

Other

√

√

√

√

√

√

√

√

√

√
√

√

Growth
sector

The final selection of four sectors / issues has been made based on the basis of table 5.8, in
consultation with the Steering Committee and civil society, The choice for beverages and tobacco
(focusing on spirits) and primary metals was clear, as these sectors had most ticks in the table.
Textiles and clothing was also selected because of the significant impact of the DCFTA on this
sector, being the sector most affected in relative terms. Labour mobility was the horizontal issue
with most ticks and was therefore added as a fourth topic for detailed analysis. Summarising, the
final selection of sectors/topics is:
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•

Primary metals;

•

Spirits (Beverages & tobacco);

•

Textiles & clothing, with focus on clothing;

•

Labour mobility.
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Analysis of the DCFTA impacts in the primary
metals sector

6.1

The primary metals sector in Armenia

6.1.1 Structure and performance of the primary metals sector in Armenia
Metal ore mining
Armenian base metal production is closely related to and built on its mining sector. Armenia is rich
in various types of non-ferrous metal (NFM) ores and has mining activities in copper ore (34
percent of metals mining), precious metals ores (4 percent of metals mining), and other NFM ore
including molybdenum and polymetallic ores (62 percent of metals mining). It has been estimated
that between 2-5 percent of the world’s copper and molybdenum reserves are located in
Armenia.
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There are more than 700 registered deposits with confirmed hard mineral reserves in Armenia,
including 33 metals ones (including eight copper –molybdenum, 15 gold and gold-polymetallic, two
polymetallic, two iron-ore, one aluminium ore and one magnesite-silicate (platinum and chrome)
deposits). Of these metal deposits, 22 are currently being exploited.
Development of the metal mining and base metals production sector is a top priority for the
Armenian government. This sector is included in the Government of Armenia “Export Oriented
Industry Development Strategy” adopted in 2011. According to the Strategy, the sector will be one
of the largest recipients of foreign investment by 2015. The sector is considered as one of the
locomotives of the economy as one of the largest employers (around 5,800 people in 2010
according to the strategy)
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and thus enjoys special attention from the Government. In the period

of 2003-2010 average year-on-year export growth was 29 percent. Given the importance of the
sector the Government disbursed USD 44 million state credit to mining enterprises which allowed
them to improve the productivity and buy new equipment. Most equipment is imported, especially
from the EU, and at present part of these imports still face (relatively high) import duties.
Primary metals production
Base metal production is the upstream industry of mining and is also included in the above
mentioned Strategy. Based on its mining sector and on investments by a number of large foreign
companies, Armenia has developed a basic metals processing (primary metals) sector, which
makes up almost a quarter of the country’s total processing sector and close to 16 percent of
industrial production. The sector enjoys substantial (foreign) investments and uses state of art
technology.
Armenia produces limited range of base metals: Cast iron, steel and ferroalloys (specifically
ferromolybdenum and pure molybdenum); primary processed steel; precious metals (gold and
silver doré) and non-ferrous metals, including specifically copper and aluminium (foil).
The table below provides a breakdown of the structure of this industry, including the number of
companies, production values, and employment, by product categories.
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AMCHAM Magazine, Summer-Fall 2012. Special on Mining Industry in Armenia, pp. 26
(http://www.amcham.am/pdf/54e9dfb61b4effa4d1bcb37285e70478.pdf)
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By 2012 this number had increased to 6,700, while in a 2012 interview for the AmCham magazine the Minister of Economy
has estimated that the total number of people directly employed in the mining and metallurgy sector is approximately
15,000.
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Table 6.1 Key indicators of Armenian primary metals sector (2011/2012)
Year

2011

2012

2011

Prod.

Prod.

Employ-

Employ-

Value1

Value1

ment

ment

‘000 EUR

‘000 EUR

# staff

# staff

2,173,723

1,940,594

83,389

83,133

319,057

308,224

3,682

3,725

% of industry

14.7%

15.9%

4.4%

4.5%

% of processing industry

23.6%

24.7%

7.2%

7.3%

98,088

98,982

1,084

1,072

30.7%

32.1%

29.4%

28.8%

Industry

24. Basic metal production

24.1 Cast iron, steel, ferroalloys2

2012

2012

Enterpr.
#
2,587

28

5

% of basic metal production

24.2 Steel pipes and tubes

1

4,624

4,482

18

20

0.34%

0.36%

0.04%

0.04%

5

14,755

12,922

111

133

4.6%

4.2%

3.0%

3.6%

4

14,712

12,885
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130

4.6%

4.2%

3.0%

3.5%

99.71%

99.72%

98.20%

97.74%

43

37

2

3

0.013%

0.012%

0.054%

0.081%

0.29%

0.28%

1.80%

2.26%

8

187,668

180,559

1,707

1,667

46.4%

44.8%

2

41,056

35,298

384

339

12.9%

11.5%

10.4%

9.1%

% of basic metal production

24.3 Primary processed steel
% of basic metal production
24.33 Cold stamping & bending 123
% of basic metal production
% of primary processed steel
24.34 Wire manufacturing 124

1

% of basic metal production
% of primary processed steel

24.4 Precious and base NFM production
% of basic metal production
24.41. Precious metal production
% of basic metal production
% of precious and base NFM production

21.9%

19.5%

22.5%

20.3%

63,193

63,013

647

657

% of basic metal production

19.8%

20.4%

17.6%

17.6%

% of precious and base NFM production

33.7%

34.9%

37.9%

39.4%

24.42 Aluminium production

24.44 Copper production*

2

83,406

82,109

669

661

% of basic metal production

26.1%

26.6%

18.2%

17.7%

% of precious and base NFM production

44.4%

45.5%

39.2%

39.7%

24.45 Other NFM production

1

3

% of basic metal production
% of precious and base NFM production

12

138

7

10

0.004%

0.045%

0.190%

0.268%

0.01%

0.08%

0.41%

0.60%

13,923

11,280

762

833

4.4%

3.7%

20.7%

22.4%

* un-refined blister copper
24.5 Metal casting

9

% of basic metal production
24.51. Cast iron casting

4

% of basic metal production

123
124

110

785

1,091

84

96

0.25%

0.35%

2.28%

2.58%

Official NACE Rev.2 category heading: ’Cold forming or folding’.
Official NACE Rev.2 category heading: ‘Cold drawing of wire.’
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Year

2012

2012

2011

2012

2011

Enterpr.

Prod.

Prod.

Employ-

Employ-

Value1

Value1

ment

ment

#

‘000 EUR

‘000 EUR

# staff

# staff

5.64%
5

13,138

9.67%

11.02%

11.52%

10,188

678

737

4.1%

3.3%

18.4%

19.8%

94.4%

90.3%

89.0%

88.5%

% of metal casting
24.52 Steel casting
% of basic metal production
% of metal casting

Note 1. Based on average AMD:EUR exchange rate of 0.00194 for 2012 and 0.00193 for 2011 (source:
http://www.oanda.com/currency/average).
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Note 2: This concerns mainly the production of ferroalloy
and specifically ferromolybdenum, which consists of at least 60%
126
molybdenum (as well as a maximum of 1% silicon and 0.5% copper).
Source: “Main indicators of industrial enterprises according to 5-digit economic activity classification: January-December, 2012”,
National Statistical Service of the Republic of Armenia, Yerevan, 2013. Code of publication - 1210-204.

Employment figures may in reality be much higher as from interviews it transpired that e.g. the
biggest company under the primary processed steel segment (24.3) employs over 300 people.
While it may be that some of these employees would fall under a different statistical category, this
would only explain part of the difference with what official statistics suggest. This may in part be
explained by the fact that not all employees are always formally registered – a general problem in
the Armenian labour market (see also Chapter 9 on labour mobility).
The total number of companies involved in the sector is 28, with some companies being active in
only one segment and others in several segments. Overall this is a highly concentrated market,
which is even more true at the level of sub-segments of the sector (e.g. copper production). This is
on the one hand a reflection of the nature of the primary metals sector as such, with high
investment costs and large scale production, which do not allow for a large number or many small
companies, especially in the upstream segments. On the other hand it is a reflection of the primary
metals sector in Armenia in particular, with its close relation to mining and relatively limited
deposits, which do not allow for many processors. Initial processing usually takes place next to the
mines and often within the same company / group of companies. Moreover, given the fact that the
sector in Armenia is hardly active further downstream in the primary metals sector where smaller
companies are typically active (beyond initial processing, e.g. in refining, casting, etc.), the scale of
operations tends to be very large.
History and recent trends in the primary metals sector
Understanding the structure and performance of the Armenian primary metals sector also requires
some insight into its history. Metals mining and processing in Armenia has a long history, dating
th

back to as far as the 18 century. The sector peaked in the 1980’s during the Soviet era, but since
then has gone through restructuring including the selling off of large state owned enterprises to
private investors, many of them foreign. Restructuring also involved the reduction of the number of
downstream processes taking place in Armenia and thus a shortening of the value chain. During
the time of the Soviet Union industrial planning and production was based on specialisation
between the various Soviet States. This allowed for very large scale production in some States, due
to concentration of industries in these states, while the intermediate, by- or end-products were
shipped to other states. This holds true for e.g. copper refining in Armenia, which reached an
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Ferroalloys concern various alloys of iron with a high proportion of one or more other elements. It is used in the production
of steels and alloys as a raw material.
Ferromolybdenum is an important iron molybdenum alloy, with a molybdenum content of 60-70%. It is the main source for
molybdenum alloying of high strength low-alloy steel (HSLA) steel. The molybdenum is mined and is subsequently
transformed into the molybdenum(VI) oxide MoO3. This oxide is mixed with iron oxide and aluminium and is reduced in an
aluminothermic reaction to molybdenum and iron.
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annual peak of 55,000 tonnes in the 1980s. With the collapse of the Soviet Union, many of these
Soviet value chains were broken up and individual States were left with production capacities they
could not provide with sufficient inputs and/or did not have sufficient markets for. In the case of
copper refining this resulted in a complete disappearance of this activity from Armenia, which now
only produces blister copper, an unrefined version of this non-ferrous metal. See box 6.1 below.
Box 6.1 Copper refining in Armenia
Copper smelting has a longer history in Armenia. The first smelter appeared in the town of Alaverdi in the
north of Armenia over 200 years ago when French geological expedition found copper. Then it was able to
produce 60 to 200 tons of copper per annum. At the beginning of the 20th century the production capacity
was at about 2,000 tons of copper per year. The peak of production was achieved in 1980s-90s, when
nearly 55,000 tons of refined copper was produced annually. Since 1997 the Alaverdi smelter is owned by
Armenian Copper Programme (formerly Manes and Vallex Group). However, at present, no copper refinery
takes place anymore in Alaverdi or Armenia for that matter. The major problem is sulphur acid which is
used in electrolysis to refine copper. Sulphur is contained in the copper ore so getting acid is not a
problem. The major problem is recycling the used acid. During the Soviet Union (SU) the used acid was
shipped to Georgia and Azerbaijan for the production of sulphur fertilizers. However, this demand collapsed
after the break-up of the SU. In addition, raw materials now had to be imported since copper refining
requires minimum inputs to be efficient and Armenian deposits and mining of copper was insufficient to
meet this input demand of the copper refinery. Thus the Alaverdi smelter stopped producing refined copper
altogether and to date has not restarted this activity.

Generally, however, increasing global demand for metals and the availability of metal deposits in
Armenia has meant that the sector has remained important and has been a recipient of substantial
foreign investments over the years. The fact that it already had certain plants and facilities in place
from the Soviet era, made it relatively more attractive for foreign companies / investors. For
example, despite the fact that Armenia had no aluminium deposits / mining, owing to the fact that it
did have one of the few aluminium processing plants in the region, Russian giant Rusal invested in
this plant and set up the only aluminium foil production facility in Armenia and the Caucasus region.
Virtually all production from this site is exported to the US and EU.
The trend over the last five years in terms of production volumes for the main primary metals
categories is reflected in the table below.
Table 6.2 Five year trend in production volume for primary metals (in tonnes)
%

2007

2008

2009

2010

2011

Copper concentrate

67,029

71,307

88,339

118,105

127,744

91%

Zinc concentrate

4,924

7,467

6,989

14,361

15,588

217%

Molybdenum concentrate

8,422

8,769

8,559

8,583

9,445

12%

Ferromolybdenum

5,977

5,323

5,144

5,126

5,525

-8%

Main product categories

change

Blister copper (copper converter)

6,954

6,480

6,858

7,644

8,876

28%

Aluminium foil

12,256

11,694

21,456

24,617

25,289

106%

33

188

44

27

26

-21%

Aluminium rolling mill
Source: Statistical yearbook for 2012.

During the past five years, the biggest increase in non-ferrous metals extraction has been recorded
on the zinc concentrate side. Zinc concentrate comes from poly-metallic ore mined in Shahumyan
by Canadian Deno Gold Mining; it is essentially a by-product from gold mining. The sharp increase
was mainly due to the implementation of new technologies to extract zinc as secondary raw
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material in other metal deposits, as well as by the increase of Kapan and Sagamar polymetal
deposits exploitation rates.

127

Clearly the sector is showing overall growth in terms of production volumes, despite some slight
reductions in volume for ferroalloys. However, given weak global prices for metals in the past few
years due to the crisis, in value terms growth has been more limited.
Main producers primary metals sub-sectors in Armenia
As indicated, the primary metals sector is a highly concentrated sector, with only a small number of
producers per sub-segment accounting for the majority of production and exports. Below we briefly
elaborate on some of the main players in each segment.
Cast iron, steel and ferroalloys
The main products in this category include ferroalloys and specifically ferromolybdenum and pure
molybdenum.
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Several large mines produce molybdenum concentrate, the biggest one being the

Zangezur Copper Molybdenum Combine Closed Joint Stock Company (CJSC). All molybdenum
concentrate is processed in Armenia.
The two largest companies that produce and export ferromolybdenum are Armenian Molybdenum
Production (AMP) founded in 2003 and Pure Iron Plant (PIP) with a much longer history. These two
players are estimated to cover virtually all production and have market shares of respectively 40
percent and 60 percent.
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In addition a small company, Armavir Marz produces negligible amounts

of ferromolybdenum.
AMP produces FeMo65 with concentration of molybdenum of 65-70 percent. AMP’s production
capacity is 3,600 metric tons (mt) of ferromolybdenum per year which allows processing all
molybdenum concentrate mined in Armenia but also imported from other countries (Russia, China,
Peru, Chile, etc.).
PIP is the only company in Armenia that produces pure molybdenum (molybdenum powder). In
2012 PIP processed 6,500 mt of molybdenum concentrate, producing 3,100 mt of ferromolybdenum
and 720 tons of molybdenum. During the last three years they have invested around USD 6M. PIP
employs 575 people. The company is part of the German owned Cronimet Group, which also
includes Zangezur Copper Molybdenum Combine. PIP receives molybdenum concentrate from the
latter, which it processes into ferromolybdenum and molybdenum powder. Subsequently these
powders are sold on (exported) to Cronimet mainly for further processing in Germany. Thus PIP is
only involved in a small segment of the value chain.
Primary processed steel
There is no iron ore mining or crude steel production in Armenia. The production under this
category is attributed to a number companies involved in the processing of iron and steel scrap into
e.g. steel mill balls that are used in mining industry, such as the “Dzulakentron” plant in
Charentsavan, which employs 300-320 people.
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AMCHAM Magazine, Summer-Fall 2012. Special on Mining Industry in Armenia, pp. 41
(http://www.amcham.am/pdf/54e9dfb61b4effa4d1bcb37285e70478.pdf).
While pure molybdenum is not a ferroalloy, it is included under this classification . However, before 2009 it was classified
under 27.45.30.170 (8-digit classification of product according to activity).
Assessment of Commercial Director of Zangezur Copper Molybdenum Combine, the largest supplier of molybdenum
concentrate in the country.
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There are some plans to expand production in this sector based on scrap metal processing
(through Electric Arc Furnaces). E.g. the Asce Group plans to invest USD 30 million to build a plant
to produce steel brackets for local market and for export.
Precious metals: gold and silver doré
Currently two companies: Deno Gold Mining (100 percent owned by Dundee Precious Metals Inc.,
a Canada based international precious metals mining and processing) and GeoPromining, GPM
Gold (headquartered in Cyprus and with operations in Armenia and Russia) are mining gold ore
and produce gold and silver. GPM Gold produces gold doré. Deno mines poly-metallic deposit from
which separate copper and zinc sulphide concentrates, containing gold and silver by-products, are
produced. Overall gold recovery is approximately 90 percent. The same recovery rate is achieved
for silver.
A third company – GeoTeam will start its operations in 2015. GeoTeam CJSC was incorporated in
2005. It is a subsidiary of Lydian International Limited. Lydian is registered in Jersey, Channel
Islands (offshore) and listed on Toronto Stock Exchange (TSX:LYD). IFC and EBRD are
shareholders in GeoTeam. Exploration activities began in 2008, a mining license agreement was
signed in 2009 and the company was awarded land allocation in 2010. Since then social and
environmental assessments have been conducted and further research has been done, the
construction of the extraction facilities and processing plants are estimated at USD 270 million,
while altogether the company expects an investment of around USD 400 million before the plant
becomes operational in 2015. Its capacity will be the largest in the country: 4 million ounces.
GeoTeam will also be producing doré with 1/3 of gold and 2/3 of silver in it.
There is no gold refinery in Armenia so “pure” gold bullions are not produced. Production of bullions
requires certification. However, the largest value in the value chain is captured in gold and silver
doré.
Non-ferrous metals (NFM) - aluminium (foil);
Armenal, the one and only aluminium foil manufacturer in the whole region, was originally
established in 1950 as Kanaz (Kanaker Aluminium Plant). It was one of two plants that was
satisfying aluminium foil demand in the former Soviet Union. A large portion of the plant’s output
was exported to the countries of the Warsaw Treaty
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and elsewhere. In 1961, an experimental

model of self-adjusting system for automatic control of the aluminium electrolysis process was
developed at Kanaz.
After the breakup of the Soviet Union Kanaz was idle for nearly 10 years due to a trade blockade.
The blockade made importing raw materials and exporting final goods impossible. Another reason
was the energy crisis (Kanaz was one of the largest energy consumer in the country).
In 2000 a new company – Armenal was established on the basis of Kanaz. In the same year
Russian Rusal became one of Armenal’s shareholders and in 2003 acquired it completely. Since
2003 USD 120million has been invested in upgrading the plant. The target markets also changed.
Now 85 percent of the foil produced at the plant is shipped to the US, whole the remainder goes to
the EU. The foil is traded through Rusal’s trading arm.
NFM - copper
Several large companies are involved in the mining and processing of copper in Armenia (no
copper refining takes place in Armenia). These include:
130
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The Warsaw Treaty Organization of Friendship, Cooperation, and Mutual Assistance (1955–1991), more commonly
referred to as the Warsaw Pact, was founded by Albania, Bulgaria, Czechoslovak Republic, German Democratic Republic,
Hungary, Poland, f Romania and the Soviet Union.
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The Vallex Group, which includes a wide range of companies involved in various activities in the
base metals value chain (as well as IT services). Specifically the Armenian Copper
Programme (ACP) is involved in copper production, and operates the Alaverdi smelter, while
the Teghut CJSC comprises the Group’s mining activities at a copper and molybdenum open
pit mine in Teghut. This mine is not yet operational. The company is currently building an
extracting factory not far form the mine to produce copper and molybdenum concentrate, which
can then (in part) be further processed by ACP at the Alaverdi smelter to produce blister copper.
Both concentrate and blister copper will be exported to the EU.
ACP’s Alaverdi smelter is the only smelter in the South Caucasus. Its production capacity is
enough to process 50,000 tons of concentrate and produce up to 10,000 tons of blister copper
annually. The company’s capacity is considered to be big enough for the processing and
exporting of all copper concentrate produced in Armenia and its neighbouring countries. In
Armenia ACP obtains its copper concentrate from Zangezur Copper Molybdenum Combine and
Base Metals CJSC (also part of the Vallex Group). The company can also produce class B
blister copper (re-cycle scrap copper). However, because of low volume of scrap copper
available and significant difficulties with exporting scrap copper from neighbouring countries, in
2003 the company was forced to suspend the operation of the smelting furnace used for copper
scrap smelting, and use relatively small volumes of scrap available for converter smelting.
For many years there have been debates in Armenia about the necessity of construction of a
second smelter. According to the former Minister of Economy Mr Tigran Davtyan, at least 300350,000 tons of concentrate are needed to justify the construction of the second smelter. At this
point Armenia produces half of the required volume. The required level will be reached with
exploitation of Tegut and possibly other mines.
Annually 10,000 metric tons of blistered copper is shipped to EU. All exports go to Aurubis AG
Germany and Aurubis Belgium. ACP is not looking for new partners since “Aurubis is a smelter
itself and gives the best price. Metal traders will pay less since they have to make profit on the
margin”.
Zangezur Copper Molybdenum Combine CJSC is one of the largest companies in Armenia. It is
one of the largest producers of copper and molybdenum concentrates in the region, and among
the top three companies in the world with molybdenum reserves. The Company was
established as a state owned enterprise in 1951. In 2004 ZCMC went public and currently the
owners are: CRONIMET Mining GmbH (60% of shares), Pure Iron Plant OJSC (15% of shares),
Armenian Molybdenum Production Ltd. (12.5%) and Zangezur Mining Ltd (12.5%). ZCMC is
part of Cronimet Group of Companies.
Mining capacity is 12.8 million tons of ore per annum and the company produces copper
concentrate (24-30%) and molybdenum concentrate (49-53%). At the mine only copper
concentrate is produced. Of all copper concentrate produced, 75 percent is exported to EU
(through Cronimet), while 25 percent is processed at ACP into blister copper and then exported
to EU (through Cronimet).
The Agarak Copper-Molybdenum Mine Complex, now part of GeoPromining, was originally
established in 1958, and involves the open-pit mining
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of the copper-molybdenum deposit

located in the Syunik province (in the Southeast) of Armenia. The pit is mined using
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Open-pit mining is a surface mining technique of extracting rock or minerals from the earth by their removal from an open
pit or borrow. This form of mining differs from extractive methods that require tunneling into the earth such as long wall
mining. Open-pit mines are used when deposits of commercially useful minerals or rock are found near the surface.
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conventional mining methods, which is then processed into concentrate at the adjacent
processing plant. The current capital investment programme involves installation of new
flotation machines and upgrades to existing equipment, which is expected to increase the
recovery rate for copper and molybdenum. It produces copper and molybdenum concentrate.
The Shahumyan mine complex is operated by Deno Gold Mining Company and is a
polymetallic deposit from which separate copper and zinc sulphide concentrates, containing
gold and silver by-products, are produced.
Competitiveness of the Armenian primary metals sectors and constraints
Clearly the market is highly concentrated and even individual companies belong to a handful of
bigger groups. There are only three micro enterprises (employing up to five people) in non-ferrous
base metal manufacturing sector of Armenia (24.45.0) producing negligible amounts of total output.
Given the global nature of the primary metals sector, which is clearly reflected in the fact that
almost all products are exported, competition for the sector in Armenia comes not so much from
within its borders, but from outside these borders.
The country’s competitiveness builds mainly on the existence of mining activities, but the sector is
clearly limited in its ability to engage competitively in further downstream processing and refining.
While foreign investments have in recent years (and for years to come most likely) resulted in
upgrading of mining and first processing facilities with state of the art technology, it is unlikely that
these will invest in further downstream activities. Main constraints for the sector in this respect were
identified as:
•

High transportation costs;

•

Relatively low volume of deposits, which does not justify investing in refining facilities (especially
relevant for copper), which require a minimum scale that goes beyond the size of these deposits
(hence concentrate would need to be imported);

•

Lack of treatment options for by-product, e.g. sulphuric acid;

•

High import dependence for especially capital inputs such as machinery and equipment, but
also chemicals, which often are faced by relatively high import duties;

•

Small (almost negligible) domestic market for base metals further processing and use.

As regards the expansion of mining activities, the sector is facing increasing scrutiny from
environmental groups and especially open pit mining and tail dumps have been the target of many
such groups, given their highly controversial impacts on the environment and communities (see
further below).
Value chains
The Armenian primary metals sector operates predominantly in the upstream processes of the
value chain: mining and first processing. The exception being aluminium foil production. However,
this is only related to one company, which imports all its raw materials and is part of one of the
largest players globally, Russian Rusal.
Generally the downstream activities to which the sector supplies are mostly found in the EU and to
a lesser extent the US (aluminium). In most cases this is not so much a case of exporting to open
markets (e.g. through the metals exchange) but rather sales within a group or to individual smelters
in the EU.
Thus value chains in Armenia tend to be short, while Armenian producers in the primary metals
sector assume a more or less dependent position in these value chains, as they are almost all
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directly linked to large global players. Given the small market size of Armenia this is an almost
inevitable situation and the investments that these links have brought have been instrumental in the
sector’s development in Armenia.
Investments
While official statistics do not provide data on total investments in the sector, according to Armenian
Development Agency, in 2012 the mining sector received almost USD 93 million in FDI, or just over
16 percent of all FDI into Armenia. No separate data were available for FDI into the primary metals
sector, but given the numbers from previous years (see table 6.3 below), this will have probably
been even more than what was invested in mining.
Table 6.3 Total foreign investments in metals mining and primary metals ‘000 USD
FDI inflows
Total

2009

2010

2011

828,739.1

535,737.8

702,119.4

N.A

N.A.

13,381.5

-

-

1.9%

16.1

N.A.

135,570

< 0.5 %

-

19.3%

Mining of metal ores
Value
% of total
Primary metals
Value
% of total
Source: Statistical Yearbook 2012.

These official numbers appear to be on the low side, based on information obtained through
interviews in the sector. But this could be due to the fact that they include only investments
classified as foreign. From interviews the following investment amounts were obtained as
indications of the sizeable investments going into the sector:
•

The Vallex Group invested approximately USD 230 million in the past few years for the
construction of its factory at the Teghut mine;

•

Armenal (Rusal) has invested USD 120 million over the past 10 years in its aluminium foil plant;

•

PIP and Zangezur both indicated that USD 6-7 million was invested over the past 3 years;

•

GeoTeam has invested an estimated USD 315 million since 2006 (including exploration costs).

Other companies have invested or are investing in their Armenian facilities as well (e.g.
GeoPromining) according to information on e.g. their websites, while most of the companies
interviewed clearly indicated intentions to expand operation and invest in their facilities in Armenia
to expand and/or upgrade.
Specific environmental issues
Environmental issues related to the sector involve mostly mining activities and especially open-pit
mining. Many of these complexes have come under intense public scrutiny for poor environmental
practices, such as air, soil and water pollution in the surrounding areas and the disruption of ecosystems. This results in ecological damage but also affects agriculture (through water (used for
irrigation) pollution) and public health of nearby communities in particular (e.g. through dust and
surface water pollution and indirectly through pollution of agricultural products). The box below
provides a description of typical environmental impacts of mining and open pit mining in particular.
Box 6.2 Environmental impacts of metals mining and first processing
Open-pit mining involves the excavation of large quantities of waste rock (material not containing the target
mineral) in order to extract the desired mineral ore. The ore is then crushed into finely ground tailings for
processing with various chemicals and separating processes to extract the final product. Ore which has
been processed is known as tailings, and is generally a slurry. This is pumped to a tailings dam or settling
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pond, where the water evaporates. Tailings dams can often be toxic due to the presence of un-extracted
sulphide minerals, heavy metals and often cyanide which is used to treat gold ore via the cyanide leach
process. This toxicity can harm the surrounding environment.

The main effects of metals mining (especially open pi) and primary processing are on air, soil and water
which in turn affects not just the environment, but also public health and economic activities such as
agriculture in particular. Open-pit mines produce a lot of dust, and the liquid waste in tailings dams, when
dried in the atmosphere, can also be a source of dust for people living nearby.

Through the extraction and subsequent mineral processing, metals and metal compounds tend to become
chemically more available, which can result in the generation of acid or alkaline drainage. In many cases
tailings are stored on heaps or in large ponds, where they are retained by means of dams. The collapse of
dams or heaps may have serious impacts on environment and human health and safety. 132 Other likely
significant impacts relate to the physical footprints of waste disposal facilities and resulting loss of land
productivity, effects on ecosystems, dust and erosion.

There are four main types of mining impacts on water (and related soil) quality:
1.

Acid Mine Drainage, 133 which can severely degrade water quality, and can kill aquatic life and
make water virtually unusable;

2.

Heavy Metal Contamination & Leaching;

3.

Processing Chemicals Pollution, when chemical agents spill, leak, or leach from the mine site
into nearby water bodies. These chemicals can be highly toxic to humans and wildlife;

4.

Erosion and Sedimentation. Mineral development disturbs soil and rock in the course of
constructing and maintaining roads, open pits, and waste impoundments. In the absence of
adequate prevention and control strategies, erosion of the exposed earth may carry substantial
amounts of sediment into streams, rivers and lakes. Excessive sediment can clog riverbeds and
smother watershed vegetation, wildlife habitat and aquatic organisms.

These impacts can have lasting environmental and socio-economic consequences and be extremely
difficult and costly to address through remedial measures. Wastes from the extractive industries have
therefore to be properly managed in order to ensure in particular the long-term stability of disposal facilities
and to prevent or minimise any water and soil pollution arising from acid or alkaline drainage and leaching
of heavy metals. It may take hundreds to thousands of years for some waste dumps to become "acid
neutral" and stop leaching to the environment. Water pollution from mine waste rock and tailings may need
to be managed for decades, if not centuries, after closure.

Sources: http://www.safewater.org/PDFS/resourcesknowthefacts/Mining+and+Water+Pollution.pdf;
http://ec.europa.eu/environment/waste/mining/index.htm.

Main problems relate to the waste produced from mining and initial processes, which is mostly
stored in large so called tail dumps, for which the operating companies need permits to use.
However, many environmental groups have complained that the capacity of many dumps have
reached their limits and toxins are ending up in the air, soil, ground and surface waters. Moreover,
many of these dumps are considered instable and contain substantial amounts of heavy pollutants
in them. Even a small crack in the dams of these dumps could lead to extensive environmental
damage and public health threats. This is even more relevant in a country where earthquakes of

132

133
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Examples of such accidents in the EU include in Aberfan (Wales, 1966), Stava ( Italy, 1985), Aznalcóllar (Spain, 1998),
Baia Mare and Baia Borsa (Romania, 2000).
Acid Rock Drainage (ARD) is a natural process whereby sulphuric acid is produced when sulphides in rocks are exposed
to air and water. Acid Mine Drainage (AMD) is essentially the same process, greatly magnified.
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significant magnitude have taken place in the past and locals fear such catastrophes will take place
again.
Other issues concern e.g. poly-metallic mines containing gold and silver, which often also contain
radionuclides
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. Radionuclides that find their way into the environment may cause harmful effects

as radioactive contamination. Open pit development of polymetallic mines containing radionuclides
(e.g. uranium) thus brings with it increased risks of radiation for the population in the area.
Clearly the reduction, treatment and further processing of waste has not progressed to the same
levels in Armenia as it has in the EU, with its extensive environmental regulations pertaining to
sectors such as extractive industries and primary metals in particular. Even in the EU, waste from
extractive operations (i.e. waste from extraction and processing of mineral resources) is one of the
largest waste streams produced. A comprehensive framework for the safe management of waste
from extractive industries at EU level has therefore been put in place comprising:
•

Directive 2006/21/EC on the management of waste from the extractive industries (the mining
waste directive);

•

a Best Available Techniques reference document for the management of tailings and wasterock in mining activities; and

•

an amendment of the Seveso II Directive to include in its scope mineral processing of ores and,
in particular, tailings ponds or dams used in connection with such mineral processing.
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While development projects have to be submitted for environmental impact expert assessment to
Nature Protection Ministry of Armenia, some environmental groups have argued this is done too
late in the process. Protests and petitions have been organised against the expansion of the
Shahumyan mining complex, the Teghut Mine and plant development and ACP’s copper smelter in
Alaverdi, amongst others.
Box 6.3 The Alaverdi smelter
ACP and its main production unit Alaverdi copper smelter are continuously criticized for air and water
contamination. Since inception of its operations, mining and processing plant used to operate closed
circulatory system to prevent contaminated water discharge. In 2005 a closed circulatory system was
installed in copper smelter’s slag granulating basin.

The situation with air contamination is much worse. Technological upgrading allowed increasing the
amount of collected and double- recycled dust and decreasing uncontrolled gas emissions. The main
outstanding issue is sulphur anhydride in emitted gas from smelter’s chimney. As a temporary solution,
ACP extended the height of its chimney from 780 to 1078 meters.

A Minerals Resources Code, or Mining Code was developed with assistance from inter alia the
World Bank. The Code entered into force on January 1, 2012. It defines the principles and order of
subsoil exploitation in the Republic of Armenia, regulates the relations pertaining to the subsoil
preservation, protection of the environment from negative impacts as a result of subsoil exploitation,
provision of work safety, and protection of state and separate rights and legal interests in the
process of subsoil exploitation.

134

135
136

136

Radionuclides occur naturally in soil and rocks as a consequence of radioactive decay. A radionuclide is described as an
atom with an unstable nucleus. Radioactivity is produced when this unstable nucleus, which is characterized by excess
energy, either forms this energy into radiation particles within the nucleus or into an atomic electron.
http://ec.europa.eu/environment/waste/mining/index.htm.
AMCHAM Magazine, Summer-Fall 2012. Special on Mining Industry in Armenia, pp. 38
(http://www.amcham.am/pdf/54e9dfb61b4effa4d1bcb37285e70478.pdf).
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While the Code contains all important elements to safeguard the environment and is based on
international standards and principles, its implementation and enforcement is still considered an
issue. First of all, consultations are often not an integral part of the process of mining exploration
and development. Secondly, while the Government has to inspect and monitor activities in the
sector, it often lacks the capacity to do so, while it has also been argued it does not have a clear
strategy to do so.
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Even the Ministry of Nature Protection itself admits there are still gaps in the Mining Code in
particular to the usage of dumping sites and the process of catching up to EU standards is slow.
E.g. Armenia needs to develop better taxation systems to incorporate environmental externalities.
On a positive note, the involvement of foreign and particularly EU investors (probably in
combination with the intense public scrutiny) has meant that environmental compliance has become
a more important issue for companies in the sector and many are looking to get their facilities up to
international standards. Organisations such as the EBRD and IFC are actively investing and
engaged in the sector and strongly promote EU rules on environmental (and social) protection. See
box below.
Box 6.4 The GeoTeam development
The IFC and EBRD are shareholders in the GeoTeam project, developed by Lydian international. They
require environmental and social assessment of any investment. Two large companies: Wardel Armstrong
Inc., and Golder Associates have conducted different assessments. Reports will be ready in August 2013
and will be disclosed later on. After the disclosure the public and civil society organizations will have a
chance to discuss it.

The company is a signatory to various environmental codes, such as the International Cyanide
Management Code.

Environmental management is carried out by Geoteam staff, and enforced through the development of
operating procedures for all exploration activities. As of mid 2011, baseline data has been collected on
practically all components of the ecosystem to allow for effective monitoring, while some consultations with
local communities have already taken place as part of the process.

In some cases environmental issues may be recognised, but local communities want the projects /
developments anyway, as they create employment and economic activity. Generally speaking the
mines and processing plants provide substantial (if not all) employment in local communities, and
as long as no alternative employment can be provided, local communities are often not in favour of
plant closures due to environmental issues. Overall, the opinions seem to diverge strongly and
making the sector more sustainable, both from an environmental and social perspective, should be
a high priority for the key actors in this sector. Technological developments and catching up with
international standards should play a big role in this respect.
Specific social and labour issues
As indicated, the primary metals sector and related mining activities are important employment
providers in Armenia, and particularly in the communities where they are based (often these
communities have developed around the mines / plants). Yet environmental issues (as described
above) and working conditions in the sector can have serious negative impacts on the employees
and communities as well.
137
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AMCHAM Magazine, Summer-Fall 2012. Special on Mining Industry in Armenia, pp. 29
(http://www.amcham.am/pdf/54e9dfb61b4effa4d1bcb37285e70478.pdf).
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Some companies are acutely aware of these issues and have e.g. developed social programmes in
the communities in which they operate and pay a lot of attention to making their activities as
sustainable as possible (e.g. the Deno Gold Mining Company). However, to which extent this is
more common practice is not clear and there seem to still be plenty of examples of poor practices in
the sector as well.
Labour conditions and legislation
Article 183 of Armenian Labour Code stipulates that employees who are engaged in heavy,
extremely heavy, health hazardous and extremely health hazardous activities are entitled for
additional payment. For heavy and health hazardous activities, professions and positions the
additional payment shall not be less than 30 percent of base salary (List 1). For extremely heavy
and extremely health hazardous activities, professions and positions the additional payment shall
not be less than 50 percent of the base salary (List 2). The lists are approved by the Government of
the Republic of Armenia (Decision N 1907-N, 11.12.2003).
Mining and base metal manufacturing sectors have heavy presence on both lists. For mining
industry there are both heavy and hazardous as well as extremely heavy and hazardous
activities/professions, while for metal manufacturing there are only extremely heavy and extremely
hazardous activities/professions. There are 47 mining activities/positions on List 1 and 82
activities/professions on List 2. Another 23 activities/professions are in primary mining (i.e. engaged
in production of concentrate from crude ore). The list of base ferrous metal production is 126
positions long. The list of non base non ferrous metal production is the longest – 262 names. The
list of metal casting has another 82 names.
Armenia has adopted a Labour Code, which contains all the essentials for the protection of labour
standards and rights according to international principles. As regards workplace health and safety
standards, the sector would thus have to comply with this Code. However, the application of the
Code is still far from complete; informal employment is still extremely high in Armenia, while Unions’
representation of workers is still relatively weak (despite most sectors being highly unionized) (see
also Chapter 9 on labour mobility). It is unclear to which extent these issues are at play in the
primary metals sector as well, but being a sector with relatively high levels of lower skilled workers,
it is most likely that some of the more general issues related to labour conditions are relevant in this
sector as well.
The average salary in Armenia and for mining and processing industry for 2009- 2011 is presented
in the table below.
Table 6.4 Nominal monthly wages for mining and processing industries (in AMD)
2009
National average

2010

2011

96,019

102,562

108,092

126,765

124,757

131,294

77,127

79,919

84,992

Mining and quarrying

175,983

216,883

237,672

Processing industry

92,528

100,502

101,546

-

Men

-

Women

From several sources and based on the fact that many companies are on the lists for heavy,
extremely heavy, health hazardous and extremely health hazardous activities under the Labour
Code, it is understood that average wages in the primary metals sector are above the average for
the processing industry.
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6.1.2 Primary metals trade
The primary metals sector is Armenia’s largest export sector. In 2008, six of the top ten export
products included primary metals products, such as ferroalloys, copper and copper ores,
molybdenum and molybdenum ores and aluminium foil.
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See table 6.5 below.

Table 6.5 Top 10 Products Exported in 2008 by Armenia
Trade Value in
Product

USD

Share of total*

Growth

(thousands)

(%)

(% 5yr)
644.24

1

7202 – Ferroalloys

359,799

11.63

2

2208 - Alcoholic Beverages

265,013

8.57

392.71

3

7102 - Diamonds

156,383

5.06

(18.65)

4

7402 - Copper

130,768

4.23

421.17

5

2603 - Copper Ores

115,644

3.74

570.55

6

2523 - Cement

75,779

2.45

1,291.80

7

8102 - Molybdenum & Articles thereof

61,231

1.98

511.53

8

4002 - Synthetic Rubber

46,942

1.52

1,466.60

9

2613 - Molybdenum Ores

46,036

1.49

1,425.06

7607 - Aluminium Foil <.2mm Thick

31,753

1.03

2,085.45

10

* Total market value: USD 3,093 million.
Source: http://globaledge.msu.edu/countries/armenia/tradestats.

The sector is almost exclusively export oriented with very little domestic consumption. Clearly,
within the base metals sector, ferroalloys constitute the main export products for Armenia. The table
below presents a further breakdown of the top 15 export products within the primary metals sector
and development in the exports of these products over the 2004-2011 period.
Table 6.6 Top 15 (2011) Armenian primary metals exports at 4 digit level (USD)
Products

2004

2006

2008

2010

2011

1

Ferroalloys

64,732,316 161,039,715 208,846,020

119,555,622 121,278,167

2

Unrefined copper / copper

35,731,594

71,340,096

63,254,081

92,644,043 114,579,774

170,015

3,006,640

36,403,903

78,475,493

86,983,396

43,546,426

36,664,577

5,336,270

28,575,440

67,326,036

7,864,500

25,651,648

19,702,643

15,523,874

15,364,040

4,616,727

5,678,310

5,093,521

9,841,668

12,015,864

anodes for electrolysis refining
3

Aluminium foil, of a thickness
<0.2mm (excluding any backing)

4

Gold (platinum plated)
unwrought, semi-manufactured,
in powder forms

5

Molybdenum and articles
thereof, incl. waste and scrap

6

Ferrous waste, scrap re-melting
scrap ingots or iron or steel

7

Copper waste and scrap

1,900,028

5,425,088

4,699,248

7,019,310

5,821,820

8

Aluminium waste and scrap

5,845,962

4,802,682

3,400,069

4,051,956

4,188,920

9

Aluminium oxide (incl. artificial

n.a.

287,684

551,894

496,746

1,644,316

88,660

479,920

n.a.

375,289

722,544

61,518

178,695

n.a.

283,372

422,152

corundum)/ aluminium hydroxide
10

Other bars & rods of iron / nonalloy steel, not further worked
than forged

11
138
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Lead waste and scrap

http://globaledge.msu.edu/countries/armenia/tradestats.
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Products

2004

2006

2008

2010

2011

Waste, scrap of precious metal /

244,210

31,320

40,740

307,073

323,761

n.a.

n.a.

n.a.

n.a.

130,800

2,250,846

1,188,018

734,326

201,691

94,726

80,310

n.a.

10,000

14,302

72,373

of metal clad of precious metal
13

Unwrought lead

14

Other tubes & pipes, having
circular cross-sections, extern.
Diam. >406.4mm, of iron or steel

15

Rail, tramway tracks, other
accessories for constructions of
iron or steel

Source: Comtrade.

The substantial export increases in most base metals sub-sectors are clear reflections of the overall
production increases and investments in the sector over the past decade.
Main imports of primary metals reflect mostly raw material inputs for the base metal sector (e.g.
aluminium to produce aluminium foil) or semi-manufactured inputs for final products sectors (e.g.
gold for jewellery). Table 6.7 presents an overview of trends in imports for the main imported
product categories in the primary metals sector.
Table 6.7 Top 15 (2011) Armenian primary metals imports at 4 digit level (USD)
Products
1

Gold (platinum plated)

2004

2006

2008

2010

2011

71,524,437

85,028,970

153,110,904

60,097,530

78,350,277

88,463

12,888,121

49,149,057

92,624,682

71,634,224

4,152,340

12,799,076

36,104,733

29,928,190

37,047,892

9,289,456

28,084,806

78,034,030

46,969,575

36,605,466

397,096

3,553,771

8,766,083

10,931,671

12,726,150

2,935,357

3,955,277

7,712,292

6,895,096

6,825,681

2,808,220

6,587,963

16,193,819

8,401,598

6,697,788

862,353

4,633,904

11,431,907

7,782,907

6,332,561

3,918,167

8,099,285

23,005,667

11,240,707

5,607,920

1,363,016

1,882,997

3,989,572

4,937,305

5,195,722

823,436

2,180,859

4,708,025

3,499,182

4,639,432

933,636

1,857,154

12,467,663

7,217,300

4,457,338

unwrought, semi-manufactured,
in powder forms
2

Unwrought aluminium

3

Flat-rolled products of iron/nonalloy steel, of width >600mm,
clad, plated

4

Other bars and rods of iron or
non-alloy steel, not further
worked than forged

5

Flat-rolled products of iron/nonalloy steel, of width >600mm,
hot-rolled

6

Aluminium bars, rods and
profiles

7

Angles, shapes and sections of
iron or non-alloy steel

8

Bars and rods, hot-rolled, in
irregularly wound coils, of
iron/non-alloy steel

9

Other tubes, pipes and hollow
profiles, of iron or steel

10

Ferroalloys

11

Flat-rolled products of iron/nonalloy steel, of width >600mm,
cold-rolled

12

Tubes, pipes and hollow profiles,
seamless, of iron or steel
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Products

2004

13

Wire of iron or non-alloy steel

300,256

1,638,454

14

Aluminium foil, of a thickness not

851,572

2,492,677

2006

2008

2010

2011

4,204,899

4,592,661

4,433,560

1,532,407

3,706,808

2,148,448

3,342,948

214,421

4,387,683

1,568,853

3,149,940

exceeding 0.2mm
15

Rail, tramway tracks, other
accessories for constructions of
iron or steel

Source: Comtrade

Main trading partners
Key export markets for Armenian primary metals are the EU and US, while raw material inputs,
insofar not supplied locally, come mainly from Russia. However, for machinery and equipment
inputs, up to 80 percent of inputs are imported from the EU.
Armenia – EU trade in primary metals
Base metals and articles of base metals form Armenia’s main exports to the EU and the EU’s main
imports from Armenia. In 2012, the value of base metals imports from Armenia totalled EUR 158
million, which constituted more than 58 percent of all imports from Armenia. EU export value to
Armenia for the sector totalled EUR 33 million, implying that Armenia has a substantial trade
surplus with the EU in base metals.
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Table 6.8 below provides a further breakdown of main Armenian primary metals exports to the EU
for the period 2004-2011 (in USD).
Table 6.8 Main Armenian primary metals exports to EU at 4 digit level (USD)
Products

2004

2006

2008

2010

2011

1

Ferro-alloys

58,014,297

152,459,801

232,190,640

121,065,346

120,424,978

2

Unrefined copper/copper

25,009,065

69,759,572

66,180,012

69,954,059

76,597,981

10,060,144

22,129,627

20,179,699

14,645,786

16,621,455

1,393,459

190,299

9,104,320

3,425,805

2,758,534

203,932

5,759,159

3,243,384

1,503,281

2,465,010

n.a.

279,707

61,394

7,155,171

868,116

4,589,657

2,848,600

18,907

306,064

515,180

n.a.

n.a.

266,679

228,981

277,951

47,246

n.a.

n.a.

n.a.

115,831

n.a.

n.a.

n.a.

n.a.

111,197

anodes for electrolysis
refining
3

Molybdenum and articles
thereof, including waste and
scrap

4

Aluminium foil, of a thickness
not exceeding 0.2mm

5

Copper waste and scrap

6

Gold (platinum plated)
unwrought, semimanufactured, in powder
forms

7

Ferrous waste, scrap remelting scrap ingots or iron
or steel

8

Waste, scrap of precious
metal or of metal clad of
precious metal

9

Unwrought lead

10

Aluminium waste and scrap
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http://trade.ec.europa.eu/doclib/docs/2006/september/tradoc_113345.pdf.
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Products
11

2004

Tubes or pipe fittings, of iron

2006

2008

2010

2011

n.a.

n.a.

n.a.

n.a.

5,052

or steel
12

Wire of stainless steel

n.a.

n.a.

n.a.

n.a.

3,076

13

Aluminium oxide (incl.

n.a.

n.a.

2,726

n.a.

2,380

artificial corundum) /
aluminium hydroxide
Source: Comtrade.

Clearly two product categories - ferroalloys and unrefined copper/copper anodes for electrolysis
refining– make up the bulk of these exports: almost 90 percent of all primary metals exports to the
EU. This illustrates the fairly narrow export base of the Armenian primary metals sector, which is
even more pronounced in EU markets.
Armenian primary metals imports from the EU are limited and are made up almost entirely of the 4digit product category “Gold (platinum plated), unwrought, semi-manufactured, in powder forms,”
which accounted for almost 80 percent of total imports in 2011.

6.2

Market access in the primary metals sector

6.2.1 Market access in Armenia
At present Armenian import tariffs on primary metals from the EU are all based on MFN rates and
are zero percent.
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Generally speaking the products in this sector concern openly traded

commodities, for which tariffs are low anyway. The DCFTA will make no significant changes in this
respect.
Some barriers to trade are experienced in terms of export restrictions on scrap in third markets.
This has limited the availability of scrap as a raw material inputs for Armenian primary metals
processors (e.g. in copper and primary processed steel). Given that such restrictions do not apply
to EU exports, the DCFTA will not make any significant difference in this respect either though.
Finally, various industry sources have noted the relatively high tariffs that do apply at present to
capital goods used in the sector (heavy equipment and machinery), most of which is imported from
the EU. Import tariffs as high as 12 percent have been mentioned. Clearly the DCFTA will lead to a
lowering of these tariffs and should thus have a positive impact on production costs (i.e. lowering
these costs) in the industry in Armenia.
The EU Market Access Database does not mention Armenia at all in relation to NTMs.
6.2.2 Market access in the EU
Current import tariff rates for Armenian primary metals entering the EU are between 0 to 2.7
percent for ferroalloys, 0 percent for unrefined copper and 0 to 4 percent for Molybdenum and
articles thereof. The tariff rates only apply to third country duties, while the zero percentage rates
are all under the GSP+ scheme.
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Under the DCFTA the rates will be zero as well, implying in

comparison to the GSP+ there will be no change. As the sector already makes extensive use of
GSP+ preferences at the moment, the effects of the DCFTA in this respect are expected to be
small. The total value of preferential Generalised Scheme of Preferences (GSP) imports from
Armenia into the EU has been steadily increasing, from € 61 million in 2009 to € 109 million in
140
141

EU Market Access Database (http://madb.europa.eu/madb/datasetPreviewFormATpubli.htm?datacat_id=AT&from=publi).
Ibid.
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2011. Armenia's GSP utilisation rate is high: around 90%. The main EU imports Armenia under
GSP preferences are: base metals (80%), textiles (15%) and foodstuffs (2%).
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However, for the fourth largest export product to the EU, aluminium foil (1.2 percent of total primary
metals exports to the EUI), tariff rates do apply. Considering that most of the raw material inputs for
this segment are imported into Armenia and only a small share of these inputs derive from the
EU
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(in which case the GSP+ preferences apply, hence the tariff for importing the final good into

the EU is zero percent) a large share of Armenia’s aluminium foil exports to the EU face a 7.5
percent import duty, as GSP+ preferences cannot be used due to rules of origin requirements.
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In effect this rate is currently 13.4 percent, owing to the anti-dumping measures against Armenal,
which have been in effect since October 2009 for a period of five years. Since this is the only
producer and exporter of aluminium foil, all aluminium foil entering the EU market from Armenia at
present is thus subject to 13.4 percent import duty. The DCFTA will not change this situation for
aluminium foil, as the anti-dumping measures will stay in place for another year. After that the 7.5
percent rate will most likely continue to apply as the DCFTA will maintain rules of origin
requirements. Only if Armenal would start sourcing more of its raw materials from the EU or
countries eligible for cumulation, it could benefit from zero import duty rates when exporting final
products to the EU.
EU imports of primary metals: trends and suppliers
Total EU imports of base metals and articles thereof amounted to almost EUR 94 billion in 2012, of
which Armenia supplied 0.2 percent (EUR 158 million).
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Its trade balance with Armenia in base

metals is a negative one, while the EU has a positive trade balance with the world. However, for
unrefined raw materials imports such as those produced mainly by Armenia, it is almost wholly
dependent on imports, as only a few EU countries produce these raw materials themselves.
The EU is one of the biggest consumers of non-ferrous metals worldwide and has a large nonferrous metals refining capacity for processing ores and concentrates as well as for melting
recycled metals (scrap). In the manufacture of basic precious and non-ferrous metals in the EU27,
aluminium represented the largest activity with EUR 7.27bn of value added at factor cost in 2010,
ahead of copper and zinc, the latter being the more relevant NFM from the perspective of Armenia’s
exports to the EU.
The production of NFM raw materials such as copper, molybdenum and gold (Armenia’s main
export products) is highly concentrated globally and this is reflected in the main EU imports of these
raw materials, which originate predominantly from China (copper, molybdenum, gold), Australia
(gold), Chile (copper and molybdenum) and south Africa (gold).
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Competition for Armenia’s exports to the EU also comes from secondary raw materials (scrap),
which are becoming increasingly important in EU production, in an effort to reduce import
dependence as well as emissions and energy consumption.
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http://ec.europa.eu/trade/policy/countries-and-regions/countries/armenia/.
The only producer and exporter of aluminium foil in Armenia, Armenal, has indicated it imports 99 percent of its raw
material inputs from Russia.
EU Market Access Database (http://madb.europa.eu/madb/datasetPreviewFormATpubli.htm?datacat_id=AT&from=publi).
http://trade.ec.europa.eu/doclib/docs/2006/september/tradoc_113345.pdf.
Ecorys (2011) “ Competitiveness of the EU Non-ferrous Metals Industries. Fional Report” Study commissioned by EC, DG
Enetrprise under the Framework Contract for Sector Competitiveness Studies
(http://ec.europa.eu/enterprise/sectors/metals-minerals/files/fn97624_nfm_final_report_5_april_en.pdf).
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6.3

Impact assessment of the primary metals sector

6.3.1 Economic impact
Table 6.9 below provides a summary overview of the CGE results for the primary metals sector,
broken down by main sources of the effects (i.e. tariff reductions, NTM removal and services
liberalisation).
Table 6.9 Summarised CGE results for primary metals sector

Indicators
Changes in empl.
(skilled workers)
Changes in empl. (less
skilled workers)
Changes in value
added
Changes in output
Changes in total
imports
Changes in total
exports
Changes in total
exports to EU
Changes in Consumer
prices
Changes in domestic
producer prices

baseline

0,860

1,547

1,086

282,6

235,4

221,4

178,4

100

100

Shares
(%)
Shares
(%)
Shares
(%)
Gross
(mln €)
Mln €
(fob)
Mln €
(fob)
Mln €
(fob)
Base
index
Base
index

short-run ( % change)

long-run ( % change)

tariff

NTM

serv.

total

tariff

NTM

serv.

total

4.45

2.57

-1.28

5.74

0.97

1.82

-1.04

1.75

4.50

2.70

-1.26

5.94

0.91

2.00

-0.97

1.95

4.72

2.70

-1.37

6.05

0.97

2.79

-0.91

2.85

4.78

3.17

-1.30

6.66

1.14

3.29

-0.86

3.57

0.58

2.69

0.05

3.32

-0.45

6.96

0.03

6.54

4.87

5.28

-1.10

9.05

2.01

4.48

-0.72

5.77

3.52

3.99

-1.29

6.22

2.48

3.07

-0.84

4.71

-0.04

-1.98

0.02

-2.00

0.01

-1.97

0.01

-1.94

-1.55

-0.51

0.17

-1.89

-19.22

1.10

1.19

-16.93

The model results show quite substantial expected (positive) impacts for the sector in terms of
employment and output growth, as well as increases in trade both with the rest of the world and
with the EU. Almost all indicators show a more pronounced effect in the short run, which is
dampened somewhat in the longer run, as dynamic effects take place causing shifts in
competitiveness in the wider Armenian economy. Thus this ‘dampening’ effect does not so much
reflect developments in the primary metals sector per se, but reflects the even bigger impact of the
DCFTA on some other sectors, which in the longer run will thus attract more investments and gain
(relatively speaking) in competitiveness against the primary metals sector. The significant decrease
in producer prices in the long run can be mainly explained by the investment effects, leading to
lower capital costs, which have a strong impact on the sector.
This distinction between dynamics within the primary metals sector and the economy as a whole
also partially explains the effects of NTMs (found to be relatively low for the primary metals sector
specifically, but quite high for Armenia in general) and services liberalisation. The effects of these
on primary metals are mostly indirect, through general reductions of costs of trade for the Armenian
economy as a whole.
Imports are expected to increase, which in part reflects increased intra-industry trade and in part
the fact that for the processing of the various metal ores mined in Armenia, additional metals are
needed, which are not produced in Armenia.
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A more detailed analysis of these results is provided below under our economic impact
assessment.

Using causal chain analysis based on the results from the CGE modelling exercise, our
assessment of the current situation and trends in the primary metals sector in Armenian and our
assessment of market access issues in both blocs, we draw a few more detailed conclusions on the
expected and possible impacts of the DCFTA in the short and longer term for Armenian primary
metals production and trade.
First it should be noted that current GSP+ utilisation rates in the sector are high and the direct
impacts of tariff reductions will thus be limited. Likewise, many of the NTMs experienced in Armenia
appear less relevant for the primary metals sector than for e.g. the agri- and food processing sector
or other manufacturing industries (e.g. issues of competition policy and collusion, trade facilitation,
rules of origin issues, etc.). However, indirect effects on the Armenian economy in terms of lowering
costs and prices will have their effects on the primary metals sector as well.
The DCFTA is expected to further expand exporting and thus production possibilities for the primary
metals sectors and possibly will also further increase foreign investments in the sector. Given
relatively low trade and investment barriers at present, the DCFTA is expected to enhance the
direction of on-going developments in the sector, rather than lead to radical changes related to the
opening up of markets. Most of the companies interviewed already had plans to further invest and
expand their activities given market potential for their products. The DCFTA will most perhaps
speed up and enhance such plans as the costs for capital goods (hence investments) in particular
will decline due to tariff lowering.
The overall reduced costs of trade – including e.g. import tariffs on capital goods needed in the
sector (many of which are imported from EU) will be reduced – have a significant expected effect
on producer and to a lesser extent consumer prices, which could further stimulate development of
the sector.
The DCFTA is expected to lead to additional (to the already planned) investments in the sector,
which will be in both expansion and further technological upgrading of the sector, as foreign
investors are expected to bring in state of the art technology considering the fact that they will be
competing on global markets.
It is unclear to which extent the DCFTA will be able to contribute to further diversification in the
sector to further downstream activities – a direction strongly promoted by the Armenian
Government in an effort to move away from a merely raw materials based exporting industry.
Processing primary metals further within Armenia would allow for greater value added and could
contribute to the development of other sectors such as construction, machinery and equipment
manufacturing and transport and communications. The biggest challenge here, however, is the
small scale of the Armenian economy and the fact that its raw material deposits are to some extent
limited. Unless Armenia can provide an advantage as a regional base – similar to the role it fulfils
for aluminium foil production – and improve its treatment capacity of by-products (e.g. sulphuric
acid from copper refining) it is uncertain that it will be able to diversify substantially beyond primary
processing activities. It should be noted that the DCFTA could have some positive effects in this
respect. Reduction of trade barriers will not just affect EU-Armenia trade, but through improved
practices (e.g. trade facilitation and customs improvements) also Armenia’s trade with the rest of
the world. Thus it could facilitate imports of raw and intermediate goods needed for the

128

Trade Sustainability Impact Assessment in support of negotiations of a DCFTA between the EU and the Republic
of Armenia

development of other value chain activities in the sector, although the benefits are likely to be
relatively small.
The model assumes trade facilitation gains (i.e. reduced costs) both ways. The increase in imports
for the sector predicted by the model can in part be explained by this effect. In addition it should be
noted that increased production of e.g. ferroalloys requires additional raw material inputs of metals
that are not mined in Armenia and would thus need to be imported.
The effects of the DCFTA on the domestic market for primary metals is expected to be negligible.
None of the important downstream industries for primary metals products are expected to increase
to such an extent that they would result in substantially higher domestic consumption and the sector
is expected to remain highly export oriented. However, exports to other trading partners are also
expected to increase as the sector’s overall competitiveness increases as a consequence of the
DCFTA.
To the extent that the DCFTA would encourage imports of aluminium (secondary) raw materials
from the EU for aluminium production, this could increase the potential for aluminium foil exports to
the EU. However, it should be noted that the decision to export most of Armenal’s production to the
US is one taken by Rusal’s trading arm and according to the Armenal representative interviewed,
the fact that Armenal currently faces a 13.4 percent import tariff in the EU has not reduced its
volume of exports, just the profits it makes. In other words, once this anti-dumping measure against
Armenal is lifted, it is unlikely that the company will start exporting substantially more to the EU
(unless Rusal decides it wants to focus more on this market), but profits for the company will likely
improve somewhat. It is unlikely that there will be a substantial increase in the number of aluminium
processing companies.
Some minor impacts on SMEs are expected stemming from the fact that an increase in mining and
first processing activities could provide opportunities for e.g. small producers in the primary steel
processing industry, producing inputs for the mills. In addition increased activity in primary metals
processing and the associated potential increases in wages and employment may have some
positive spill-over effects in the communities in which these plants operate, as SMEs may provide
personal and transport services, small shops may open, etc. These are obviously quite indirect
effects, but given that some of the mining towns have been in decline could be significant within
these specific communities.

6.3.2 Social impact
Employment for both skilled and lesser skilled labour in the sector is expected to increase as a
consequence of production increases. This effect will become less pronounced in the longer run, as
investments in state of the art technology reduces the need for labour and as other sector gain
even more in competitiveness, acting as a pulling factor on labour.
Salaries in the sector are already above average for the processing sector and are expected to
remain so given the demand for labour in the sector.
Increases in mining and primary processing activities can have detrimental effects on public health
for both workers and people living in the communities surrounding the plants (due to its
environmental impacts and workplace health and safety issues). To the extent that the DCFTA
encourages expansion of activities in the sector (e.g. through investments and increased trade
opportunities) it may thus have an indirect adverse effect on public health. However, here we
should point out once again that the DCFTA most likely only enhances on-going developments in
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the sector, while to the extent that it encourages EU investments in the sector, complying with EU
standards and environmental practices, this could have a positive effect on general practices in the
industry. Examples of this are already found in some of the newer developments, in which e.g. the
EBRD is directly involved.
As noted in our social analysis in the interim report, the DCFTA will include provisions to reinforce
core labour standards and decent work principles in general and this should have a more general
effect on the primary metals sector as well. In addition, the Association Agreement negotiated in
parallel with the DCFTA is likely to include provisions on gradual approximation of the Armenian
legislation, including labour standards, to the EU law. This applies inter alia to the approximation
with EU law in the area of occupational safety and health in different sectors, including in the mining
sector. Therefore, following the entry into force of the Association Agreement, Armenia will need to
continue efforts towards improving health and safety standards. Thus there is obviously an
important role for the Armenian Government to play here, in terms of properly applying and
enforcing the legislation in place, particularly the labour code.
The DCFTA induced growth in the primary sector will have a positive impact on the communities in
which it operates given the additional employment opportunities it will provide. Many of these
communities depend heavily on the industry, while some have not recovered fully from the partial
collapse of (segments of) the industry after the breaking up of the Soviet Union. The DCFTA thus
may in a small way contribute to restoring some of these communities, provided detrimental
environmental and health effects are sufficiently mitigated.

6.3.3 Environmental impact
Based on the modelling results, the additional environmental analysis revealed that in terms of
released air emissions of classical pollutants, particularly NOx, SO2, volatile organic compounds
(VOC), particulate matter (particle pollution) divided into PM2.5 and PMcoarse (labelled PMco
hereafter), the largest change as a consequence of the DCFTA is induced in the ‘Primary metals
and mining’ sectors. SOx emissions from this sector – related mainly to copper mining and
production – are expected to rise by 6.6 and 3.5 percent, in the short- and the long-run respectively.
The associated environmental costs were estimated at approximately €12 million in the short run,
while long run costs were assessed at around €7 million. These costs were almost entirely driven
by the effect of SOx emissions, which mostly results from the primary metals and metals mining
sector.
As already indicated in chapter 3, this most likely presents an upper bound of emission changes
and corresponding increases in damage costs. This is further confirmed by our assessment above
that the model results for overall changes in the sector, particularly output, are most likely to be
somewhat overstated as well. Nonetheless it is clear that environmental impacts from increased
production and trade in the primary metals sector is relatively substantial compared to all other
sectors and warrants close attention in possible flanking measures.
Next to being a main contributor to air pollution, the sector is a major source of land use issues, soil
and water pollution and damage to eco-systems, particularly if left unchecked. Clearly, the increase
in activity in the sector sparked in part by the DCFTA will possibly exacerbate such problems;
likewise it will increase indirect transmissions and damages through increased transportation.
However, as we have noted before, the DCFTA is just one of several forces that have been shaping
environmental developments in Armenia and that will continue to do so in the future. Moreover, the
DCFTA could potentially also make positive contributions in several ways, e.g. through
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encouragement of investments in the sector and improvement of standards and practices based on
the EU example.
The DCFTA will be part of the Association Agreement (AA) that is likely to contain an environmental
chapter containing provisions related to enhanced environmental cooperation between the EU and
Armenia and aiming at improving the Armenian (domestic) regulatory policy in this area. While our
analysis focuses on the impacts of the DCFTA, in terms of flanking policies that could mitigate
impacts, the importance of the AA should be acknowledged here.
Finally, there are complex interactions between domestically driven policies, including
environmental policies and the policy/regulatory changes likely to be motivated by the DCFTA. In
this respect the DCFTA could encourage further domestic processes taking place to improve
environmental performance in the sector, including the more consistent conducting of social and
environmental impact assessments, improvements in the implementation of the Mining Code,
development of a taxation system for environmental externalities and standards for the processing
of mining and primary processing metals and other waste.

6.4

Conclusion
Armenian base metal production is closely related to its mining sector. Armenia is rich in various
types of non-ferrous metal (NFM) ores and has mining activities in copper ore (34 percent),
precious metals ores (4 percent), and other NFM ores including molybdenum and polymetallic ores
(62 percent). Based on this mining sector and on investments by a number of large foreign
companies, Armenia has developed a primary metals sector, which makes up almost a quarter of
the country’s total processing sector and close to 16 percent of industrial production.
Armenia produces a limited range of base metals: Ferroalloys (specifically ferromolybdenum and
pure molybdenum); primary processed steel; precious metals (gold and silver doré) and non-ferrous
metals, including specifically copper and aluminium (foil).
The sector is highly concentrated with only 28 companies active within it. This concentration level is
even higher at sub-sector level, particularly for copper and aluminium. The sector employs
approximately 3,500 people, although in reality this number may be higher. Production value in
2012 stood at approximately €320 million. The sector has shown a growing trend over the past
decade, mainly as a consequence of growing global demand for base metals.
While in the Soviet era primary metals processes extended into activities such as refining of copper,
at present the sector is mostly involved in first processing activities and exports products such as
blister copper and ferroalloy powders for further processing in notably the EU. Value chains within
Armenia are short and the sector exports almost all of its output. It the leading export sector for
Armenia and the EU is the main market for its products..
The primary metals and related metals mining sectors have come under intense scrutiny from
environmental groups and the wider public in the recent past, as environmental problems related to
air pollution, and notably water and soil pollution are seen as key issues in these sectors, affecting
public health, ecosystems and economic activities. The sector is the biggest contributor to SOx
emissions in Armenia.
While a Mining Code based on international best practices is in place, gaps in this Code and its
implementation still persist. Given the fact that the primary metals sector creates employment and
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economic activities in local communities, there is often a trade-off between socio-economic and
environmental considerations and improving sustainability of the sector remains a key priority.
Current tariff rates for primary metals imports in both the EU and Armenia are already low. The
sector’s utilisation rate under the EU GSP+ is among the highest of all sectors.
The DCFTA is expected to have overall positive impacts on the sector, with employment, value
added, output and trade all expected to increase. The increases are more substantial in the short
run than in the long-run setting, which is mainly the due to dynamic effects and shifts within
Armenia’s overall production structure. Thus the even bigger gains in competitiveness of other
sectors will over time attract away resources (capital and labour) from the primary metals sector.
Consumer and especially producer prices are expected to decrease as a result of the DCFTA.
Given relatively low trade and investment barriers at present, the DCFTA is expected to enhance
the direction of on-going developments in the sector, rather than lead to radical changes related to
the opening up of markets. For instance, the DCFTA will most likely further encourage and speed
up investment plans (both expansion and upgrading) already being made in the sector as the costs
for capital goods (hence investments) in particular will decline due to tariff lowering.
Exports to particularly the EU are expected to increase and make up the biggest share in the
overall increase in Armenian primary metals export . However, exports to other trading partners are
also expected to increase as the sector’s overall competitiveness increases as a consequence of
the DCFTA.
Social impacts will relate mostly to increased employment opportunities, which could have positive
effects on the (regeneration of) communities in which the sector operates (and in which it is often a
dominant employer). However, there are also potentially negative impacts on public health, which
should be closely monitored. To the extent that the DCFTA further encourages the adoption and
implementation of core labour standards and decent work conditions, some positive impacts can be
expected as well.
Environmental impacts of the DCFTA in this sector relate on the one hand to increased SOx
emissions and related environmental costs and on the other hand to general environmental issues
related to the sector in the baseline situation, which may be exacerbated with the expansion of the
sector as a result of the DCFTA..
Given the need for Armenia to create jobs and enhance competitiveness of its industries based on
its comparative advantages, it is clear that the primary metals sector provides excellent
opportunities for growth and development, which will be further enhanced by the DCFTA. The main
challenge will be to harness this growth and make the sector more sustainable. Technological
improvements, foreign investments and international best practices applied through both
Government policy and the companies themselves should ensure this, and these processes can be
strengthened by the DCFTA..
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7

Analysis of the DCFTA impacts on the spirits
sector

7.1

The Spirits sector in Armenia

7.1.1 The size of the sector
The Spirits sector in Armenia consists of different product groups, including amongst others spirits
from distilled grape wine or marc (including brandy), cider, whiskey, vodka, liqueurs and cordials,
vermouth and other wine of fresh grapes, rum and tafia, gin and geneva. Table 7.1 below presents
some basic statistics about the Spirits sector in Armenia for 2012.
Table 7.1 Number of enterprises, employment and turnover of Spirits and Brandy, Armenia, 2012
Spirits (incl. Brandy)

Brandy

% Brandy in Spirits

38

25

65.8

2,166

1,770

81.7

72,187,222

67,936,270

94.1

Number of enterprises
Employment
Turnover (in 1.000 AMD)

Source: “Main indicators of industrial enterprises according to 5-digit economic activity classification: January-December, 2012”,
National Statistical Service of the Republic of Armenia, Yerevan, 2013. Code of publication - 1210-204.

In 2012, the manufacturing of brandy accounted for more than 94% of total turnover of the
manufacturing of the spirits sector.
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Therefore, in this sector study we focus on brandy

manufacturing as this product group dominates the spirits sector.
It should be noted that the number of enterprises and number of jobs (employment) from Table 7.1
do not include the viticulture farmers who provide the grapes. According to the Brandy Sector
Development Strategy for 2012-2020, the Brandy sector provides business for 8,000 to 10,000
farmers in Armenia by procuring 60,000 to 80,000 tons of grape with a value of USD 20-28 million
annually. The production level in ‘000 litres of brandy for 2007-2011 is presented in the Table 7.2
below, together with the Armenian export values of brandy.
Table 7.2 Armenian brandy production in 1,000 liters and exports to the world in USD, 2007-2011
Product
Brandy production
Brandy exports to the world

2007

2008

2009

2010

2011

14,131

16,047

9,869

12,749

15,375

115,444,018

141,376,007

71,347,453

95,238,155

127,051,423

Source: 2012 Statistical Yearbook, UN COMTRADE.

Figure 7.1 shows the data from Table 7.2 in indices, with 2007 as a base year. It shows that the
drop in production from 2009 and the recovery afterwards is complemented by the same trend in
exports to the rest of the world. So it is highly likely that the drop in production in caused by lower
demand from abroad due to the global crisis. In 2009 also the share of Armenian export of spirits in
world spirits exports slightly dropped, but not clear trend in this share can be identified
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Source: “Main indicators of industrial enterprises according to 5-digit economic activity classification: January-December,
2012”, National Statistical Service of the Republic of Armenia, Yerevan, 2013. Code of publication - 1210-204.
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Figure 7.1

Trends in Armenian brandy production and exports to the world market, 2007-2011
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Source: 2012 Statistical Yearbook, UN COMTRADE

Armenia’s brandy sector has a considerable presence on the world market. Armenia is the 6

th

biggest exporter of brandy in the world and counts for 2.8% of global brandy exports (by 2007-2010
cumulative value). The sector is very export-oriented: 90% of the brandy that is produced in
Armenia is exported.

148

Table 7.3 shows the export values of the different spirits product groups from Armenia to the world.
Also this table emphasises that Brandy (included in the category “Spirits from distilled grape wine or
marc”) is by far the most important export product in the Spirits sector. The category “Spirits from
distilled grape wine or marc” includes two other product groups, namely “Liquors” and “Other”.
However brandy forms the largest part of this product group, as 94% of total spirits turnover in
Armenia is from brandy (see Table 7.1).
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Table 7.3 Exports from Armenia to the World for spirits products (in USD)
Product group
Spirits from distilled

2004

2005

2006

2007

2008

2009

2010

2011

53.538.023

79.630.896

71.892.736

115.444.018

141.376.007

71.347.453

95.238.155

127.051.423

156.007

380.040

697.113

1.423.387

1.493.302

1.762.076

1.813.147

2.805.003

3.759

2.709.660

grape wine or marc
Other fermented
beverages (e.g. cider)
Whiskeys

1.175

13.587

Vodka

119.665

121.744

252.170

242.729

255.218

164.085

139.601

897.193

Other spirituous

22.914

127.523

109.276

285.502

140.898

69.480

313.041

580.160

8.205

47.820

136.823

7.920

20.928

3.624

7.227

beverages, nes
Liqueurs and cordials
Vermouth and other

24.154

wine of fresh grapes
Rum and tafia
Gin and Geneva

7.233

1.810

769

Source: UN COMTRADE Database.
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Source: Brandy Manufacturing Sector Strategy 2012-2020.
In this Table 7.1, again another sector definition for spirits is used. However, it is at least clear that brandy is the main
product in the more aggregated Spirits category.
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7.1.2 The structure of the sector
According to Table 7.1 there are 25 companies that produce brandy. Other sources give higher
numbers than these official statistics (around 30), but this has to do with the fact that some
companies also produce other beverages like wine and vodka, and are hence classified in a
different way. One company also produces beer.
There are five big brandy manufacturing companies in Armenia that dominate the market for
brandy: Yerevan Brandy Company, Ararat Brandy-Wine-Vodka Factory (Noy), Proshyan Cognac
Factory, MAP, and Artashat Wine and Brandy Factory. Together these companies control over 80
percent of the market, so the level of market concentration is relatively high. On the international
market these companies face competition from cognac, but this is not the case on the domestic
market.
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The vast majority (if not all) of the brandy manufacturing companies are SMEs (companies
employing less than 250 employees). These SMEs are hence also involved in exporting as 90% of
the brandy is produced for foreign markets. However, interviewees indicated that the quality of
Armenian brandy that is produced by the sector is often of too low quality to get access to the
European markets.
Upstream relations
The sector on which brandy manufacturing depends is the viticulture sector. The brandy
manufacturing companies procure the grapes from local partners as they rarely have their own
vineyards. The climate in Armenia with many sunny days per year and good quality of soil and
water is favourable for growing high quality grapes (for example for the sugar content of the
grapes). The market of the grape farmers is less concentrated than the brandy manufacturing
market. There are only a few large-scale farms; the brandy manufacturing companies have to deal
with thousands of small farmers. Next to that, there is no price gradation for different types and
quality of grapes and the procurement mechanism is still ineffective (for example because of
insufficient statistics about volumes of grape production in Armenia). Furthermore, low quality of
brandy often results from illegal use of imported cheap grapes and other spirits which are of low
quality.
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Downstream relations
The main downstream relations for the Spirits sector are packaging, marketing and distribution.
Packaging
While there is local production of glass bottles in Armenia, the quality of the production is
insufficient to meet the requirements of the main premium brandy manufacturers. They acquire the
bottles from world leading glass manufacturers, mainly from France and Italy. The same partly
applies to the labels that are put on the bottles. There is label printing capacity in Armenia, but not
all brandy producers buy the labels locally.
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Marketing
Armenian brandy enjoys great popularity among the former Soviet countries. The product is wellknown there, which helps the brandy producers to save on marketing expenses. Awareness and
acceptance of Armenian brandy in Europe and the rest of the world is very low. Many brandy
manufacturing companies lack basic marketing skills. Market intelligence data is also very scarce.
Furthermore, low quality producers are a threat to maintaining the reputation of Armenian brandy.
150
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Source: Interviews with brandy manufacturing companies.
Source: Armenian Brandy Manufacturing Sector Strategy for 2012-2020.
Source: Interviews with brandy manufacturing companies.
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Therefore, the Armenian government recently agreed to assist in the development of an umbrella
brand for Armenian brandy.

153

Distribution
The single largest problem with distribution is the transportation of brandy to the world markets. The
transit of alcohol through Iran is prohibited. The main ground road to Russia, Armenia’s largest
export partner for brandy, is through Upper Lars pass on the border between Russia and Georgia.
However, it does not service excisable goods shipped to Russia. The only option to get to Russia
and other world markets is through the Poti port in Georgia. In target markets itself, the brandy is
distributed either through exclusive distributors or multiple channels including direct sales to
supermarket chains.

7.1.3 Armenia’s trade relations
The share of brandy exports in total Armenian exports is 9.4 percent
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. The Russian Federation is

by far the most important export partner for the Armenian brandy sector, with a value of USD 96
mln in 2011, which is more than 75 percent of total brandy exports according to UN COMTRADE
data. The share of Armenia in total Russian brandy imports is a considerable 23.5 percent, but it
decreased in the more recent years (the import share dropped from 27 percent in 2003) in favour of
European countries(mainly France) who are competitors for Armenia in the Russian market.
Namely, the share of France in Russian brandy imports increased from 47% in 2003 to 66% in
2010.
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China, Ukraine and Belarus are also important export partners for the Armenian Spirits sector, with
export shares of 8.4 percent, 5.0 percent and 3.4 percent respectively in 2011. The Armenian
government has some plans to target Asia and in particular China in the coming years.
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The fact that the EU is currently not a major export partner has two causes. First, Europeans tend
to prefer cognac to Armenian brandy. Second, the European quality standards do not allow
Armenian brandy of too low quality to be imported into the EU.
In 2011, Armenia imported brandy with a value of USD 3.7 mln, which is about 27 percent of total
imports of spirits.
7.1.4 Current strengths and weaknesses of the sector
Brandy from Armenia has a high reputation in the traditional markets of the former Soviet Union
countries and respective diasporas in Europe and the US. Armenian brandy is very well known
there, which helps the companies to save on marketing expenses.
However, there are some constraints that limit the growth of the sector.
•

In the traditional markets (Russia and CIS), Armenian brandy is perceived as a generic brand.
One low quality producer can cause irrevocable damage to the whole industry in that particular
market;

•

Another constraint is the malfunctioning system of inspection of authenticity. This creates fertile
soil for a large number of falsifications in the sector (e.g. widespread use of imported grapes or
other spirits);
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Source: Armenian Brandy Manufacturing Sector Strategy for 2012-2020.
Source: Armenian Brandy Manufacturing Sector Strategy for 2012-2020.
Source: UN COMTRADE.
Source: Armenian Brandy Manufacturing Sector Strategy for 2012-2020.
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•

The technical standards for brandy manufacturing were developed in the late 1970s in the
former Soviet Union. The standards have not been revised in light of new insights on product
quality and safety and are therefore not in line with western standards;

•

The level of productivity in viticulture is very low, with many small vineyards and very few large

•

Although there is scope for development for the agricultural subsector of alcoholic beverages,

farms. This is a constraint on the input of the critical raw material to the Spirits sector;
significant foreign investment in agriculture is unlikely given the Constitutional prohibition on
land ownership for non-Armenian citizens;
•
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Other constraints that limit the growth of the sector include: high costs of international cargo
transportation, saturated export markets and insufficient marketing skills in small companies,
constrained marketing and financial resources for finding partners in the new markets, little
power over distribution channels, and stricter licensing regulations.

7.1.5 Social and environmental issues in the brandy manufacturing sector
Informality
The Armenian economy is in general characterised by a large informal economy. Many employees
are not recorded in order to avoid social tax payments for the employers. This means that
employees are unprotected and they face a lot of insecurity. From interviews conducted the picture
emerges that the less skilled workers are in a worse position than more skilled workers in this
sense. A lot of informality can in particular be expected in the upstream viticulture sector which is
characterised by small family firms in rural areas.
Regional spread
Two largest brandy manufacturers, Yerevan Brandy Company and Noy, have their headquarters
located in Yerevan. Both of them have facilities out of the city where they buy the grapes. Part of
the production process is carried out at these facilities (e.g. barrel manufacturing). The rest of the
companies are located in Ararat, Armavir, Aragatsotn and Vayots Dzor marzes (provinces) i.e. in
the regions with a developed viticulture industry.
Wage levels
The average wage level in Armenia for the last few years is presented in Table 7.4 below. The
official statistics do not disaggregate the numbers to brandy sector level. Companies interviewed
were unwilling to disclose any salary-related information though they mentioned that the average
salary in the sector is higher than the national average. For the export oriented brandy sub-sector
this is likely because of international competition. However, assuming the brandy sector is in line
with the national trend, women earn significantly less than men. In the upstream viticulture industry
this picture – also due to the large informal sector – is expected to be very different.
Table 7.4 Nominal monthly wages in Armenian Drams
Nominal monthly wages in Armenian Drams
National average

Processing industry

2009

2010

2011

96,019

102,562

108,092

Men

126,765

124,757

131,294

Women

77,127

79,919

84,992

92,528

100,502

101,546

Source: National Statistical Service.

Not any profession/position from the agricultural processing sector is included in Article 183 of
Armenian Labour Code which stipulates that employees who are engaged in heavy, extremely
heavy, health hazardous and extremely health hazardous activities are entitled for additional
157

Source: WTO Trade Policy Review Armenia, 2 March 2010.
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payment (Decision N 1907-N, 11.12.2003). So brandy manufacturing employees do not fall under
this special treatment.

7.1.6 Environmental issues
The brandy manufacturing sector does not have a particularly large effect on waste production, air
and soil pollution, or land degradation.

7.2

Market access in the Spirits sector

7.2.1 Market access in Armenia
The Armenian market for spirits
Although Armenia produces a lot of spirits and in particular brandy, there is currently still demand
for spirits from abroad. In 2012, Armenia imported USD 12.6 mln of Spirits obtained by distilling
grape wine or grape marc. Brandy is part of this product group. Main imports came from Spain
(90.1%), France (6.8%), Georgia (0.4%) and Italy (0.1%). So a large majority of imports of this kind
of spirits come from the EU27.
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Cognac is probably not an important import product as the

majority of imports in this product group do not come from France but from Spain. According to the
Armenian Spirits Sector Strategy, in 2010 brandy imports in Armenia had a value of about one fifth
of brandy exports.
Armenian trade barriers
According to TRAINS database (WITS), countries that want to export their spirits to Armenia do not
face ad valorem import tariffs. However, imports are subject to customs formalities fees of about
USD10 and customs inspection and recording fees of USD2.9 for each cargo weighing less than
one ton and USD 0.9 for each additional ton of cargo. Special fees have to be paid for customs
documents and other customs services like accompaniment of transit shipment and warehousing
services. Furthermore, there are indirect taxes that importers of alcoholic beverages face, namely
VAT and excises, which have to be paid during customs clearance. For brandy the excise rate is
30%, but not less than 380 Armenian Drams (which is roughly USD 0.9) per litre.
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In addition to the customs duties levied on trade in spirits, Armenia levies specific duties on imports
of spirits. According to the Integrated Database Notifications of the WTO, specific (non ad valorem)
duties in the spirits sector can vary from 240 Drams per liter for other spirituous beverages up to
1100 Drams per liter for spirits obtained from distilling grape (brandy or cognac). Figure 7.2 shows
the specific duties that are reported to be levied at the Armenian border. A duty of 1100 Drams (in
recalculation of 100% alcohol) translates into approximately 440 Drams per liter of brandy (40%
vol), which is approximately 0.8 Euro at current exchange rates. Even though this is not an
excessive amount, it constitutes a barrier to trade that s potentially removed by the DCFTA.
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Source: UN Comtrade data, own calculations.
Source: WTO, Measures affecting market access for goods (Armenia), available at
www.wto.org/english/tratop_e/tpr_e/s228-03_e.doc.Accessed on May 24, 2013.
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Figure 7.2

Source: Integrated Database (IDB), WITS

7.2.2 Market access in the EU
The EU market for spirits
In 2012, the EU spirits sector exported € 10.2 billion outside the EU-27. European spirits are sold in
200 countries around the world. The exports from the sector are growing over time, mainly because
of increasing demand for quality branded European spirits in emerging markets. In particular,
Russia and China rank 3 and 4 as most important export partners, with respectively 37% and 19%
growth of EU exports to these countries in 2012. Whiskeys and cognacs are the main export
products for the EU as shown in Figure 7.3.
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Figure 7.3 Distribution of EU spirits exports by category, 2012
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Source: SpiritsEUROPE, Eurostat 2012.
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Source: Key 2012 Export Figures for the European Spirits Sector. SpiritsEUROPE, April 2013.
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In 2012, the EU27 Member States together imported USD 65 mln of Spirits obtained by distilling
grape wine or grape marc, the product group to which brandy belongs. Main imports came from
South Africa (15.0%), Australia (13.6%), US (13.3%) and Georgia (10.8%). EU imports from
Armenia account for 5.4% of the import value for this sector.

161

These total imports are only 2 percent of total EU-27 exports of Spirits obtained by distilling grape
wine or grape marc (USD3.3 mln). This indicates that the demand for this kind of spirits from
outside the EU is quite limited. In particular the demand for Armenian brandy is likely to be limited
especially because the EU already produces a lot of cognac domestically.
EU regulations affecting trade
The EU does not levy import tariffs (neither specific nor non-specific duties) on brandy from outside
the EU.
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An important constraint that Armenia faces when exporting brandy to the EU in terms of

non-tariff measures is related to Geographical Indications. The Armenians cannot sell their brandy
under the name cognac in Europe; it has to be sold as brandy because of the Geographical
Indication on cognac in the EU.
A second requirement to enter the EU market is related to SPS The main focus of EU legislation
regarding food and drinks, to which spirits belong, is consumer safety. Some Member States have
additional requirements which must be taken into account as well. The EU regulations aim to
guarantee that the food marketed in the EU is safe. The regulations that apply to spirits include
amongst others:
•

EU General Food Law (Regulation EC 178/2002). This regulation covers traceability of the food
through all stages of production, processing and distribution;

•
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Food Labelling Directive (Directive 2000/13/EC). This regulation is related to the labelling,
presentation and advertising of food and drinks;

164

•

Regulation (EU 1169/2011) on the provision of food information to consumers;

•

Regulation (EC 110/2008) on the definition, description, presentation, labelling and the
protection of geographical indications of spirit drinks.
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The regulations mentioned above also apply to imports of spirits from Armenia and they will
probably not change after the DCFTA. Therefore, Armenian brandy exporters have to adhere those
regulations.
Other factors that currently limit market access to the EU
The interviews with sector representatives in Armenia resulted in a list with some additional
perceived barriers to enter the EU market. They are closely related to the barriers to growth of the
sector:
•

Europeans have higher purchasing power and currently prefer cognac. It should at the same
time be noted that most European consumers are currently simply not aware of the existence of
Armenian brandy, The experience of Armenian brandy producers in trade fairs in the EU has
shown that there hardly interest for their products;

•

Transportation costs to the EU are very high. Cognac faces lower transportation costs which
obviously affects the price and leads to a competitive advantage;

•

The quality of the majority of brandy that is produced in Armenia is low, while European
standards are high.
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Source: UN Comtrade data, own calculations.
Source: TRAINS database (WITS).
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2002:031:0001:0024:EN:PDF
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2000:109:0029:0042:EN:PDF
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2011:304:0018:0063:EN:PDF
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2008:039:0016:0054:EN:PDF

Trade Sustainability Impact Assessment in support of negotiations of a DCFTA between the EU and the Republic
of Armenia

7.3

Impact assessment of the Spirits sector
This section presents a detailed impact assessment of the DCFTA on Spirits, starting with the
baseline for the Spirits sector, combined with quantitative model outputs, and based on further
literature review, causal chain analysis and interviews.

7.3.1 Economic impact
Applicability of CGE results for Beverages and tobacco to the spirits sector
In this section we show the CGE results for the Beverages and tobacco sector because the CGE
results cannot be further disaggregated towards Spirits. According to the National Statistical
Service of the Republic of Armenia, the shares of spirits in beverages are 71.6% of turnover and
37.5% of employment. After presenting the baseline and impact results for Beverages and Tobacco
based on the CGE model, we will discuss to which extent these results are applicable to Spirits.
Table 7.5 Summary of CGE modelling results for the Armenian beverages and tobacco sector
Indicators

Baseline

Long run change (%)

Employment (More skilled workers)

2.4

Shares (%)

-3.3

Employment (Less skilled workers)

4.4

Shares (%)

-3.2

Value added

3.2

Shares (%)

-2.6

Output

393.9

Gross (million €)

-4.5

Total imports

82.8

Million € (fob)

24.9

Total exports

47.9

Million € (fob)

-0.7

Total Armenia exports to EU

3.6

Million € (fob)

-4.4

Source: CGE model calculations.

Table 7.5 shows that the Beverages and Tobacco sector will experience a decrease in output
because of the DCFTA, with employment losses for both skilled and unskilled labour as a
consequence. Imports of Beverages and Tobacco will increase with about 25 per cent and exports
in general and in particular to the EU will slightly decrease. The trade balance for the Beverages
and Tobacco sector is expected to deteriorate. The increase in EU exports to Armenia for this
sector is 85.7 per cent compared to the baseline.
A decomposition of the effect on output is shown in Table 7.6. Some negative effects on output
materialise already in the short run, although the total long run effect is stronger because of capital
reallocations. The driving force behind the negative effect on output is the removal of tariff barriers
(-5.1%). The combination of low quality of production with removal of protection for the domestic
industry could explain this effect. However, we also find – though at a lower level of magnitude –
that NTMs, i.e. increasing standards, provide room for increases in output (+0.5%). Indeed, when
standards of production are increased, the cost of production will go up, but also more export
possibilities arise and markets open (not only the EU). These results may reflect the fact that the
standards on which the Armenian beverages sector bases itself are outdated Soviet standards from
the ‘70s that need upgrading.
Table 7.6 Decomposition of overall modelled changes in output into effects of reduction of tariffs, NTMs
and services liberalisation for the Armenian Beverages and Tobacco sector
Indicators

% change relative to the baseline

Short run
Tariffs

-1,52

NTMs

-0,29
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Indicators

% change relative to the baseline

Services

-0,07

Total short run

-1,89

Long run
Tariffs

-5,14

NTMs

0,48

Services

0,20

Total long run

-4,46

Source: CGE model calculations.

As indicated, the results presented above include not only Spirits but also other beverages as well
as tobacco. Therefore some further analysis is needed to assess to which extent these results are
applicable to Spirits.
We start by looking at the importance of different products within the Beverages and tobacco sector
in EU-Armenian trade. Given that the impact of the DCFTA in the Beverages and tobacco sector is
largely driven by changes in tariffs according to the CGE model, we also look at the total duties on
the main products in the sector.
Table 7.7 below shows the most important product groups in terms of trade values between the EU
and Armenia and in terms of existing import duties. The percentages are taken from the total
Beverages and Tobacco import values of the EU and Armenia respectively, corresponding to the
sector that is used for the CGE modelling. Ad Valorem (AV) and non AV tariff duties are taken from
the IDB database.
Table 7.7

Importance of individual Beverages & Tobacco product groups in the sector (2011)

and presence of import tariffs (2012).
EU

EU AV

EU specific

ARM

ARM

ARM

import

import

duties (# of

imports

AV

specific

s from

duties

tariff lines

from

import

duties (#

with duties)

World

duties

of tariff

ARM

lines with
duties)

Spirits obt. by distilling grape wine/grape

63%

0

0

43%

0

11

Cigarettes containing tobacco

15%

16.25

0

30%

2.78

0

Fermented beverages (e.g., cider, perry,

10%

0

7

0%

0

7

5%

0

127

3%

0

51

2%

0

0

0%

0

0

2%

6.1

3

2%

8.22

0

marc

mead), n.e.s.; mixtures of fermented
beverages & non-alcoholic beverages,
n.e.s.
Wine other than sparkling wine of fresh
grapes, incl. fortified; grape must with
fermentation prevented/arrested by the
addition of alcohol
Mineral waters (natural/artificial) & aerated
waters, not containing added sugar/other
sweetening matter/flavoured
Non-alcoholic beverages other than
waters of 2202.10 (not incl. fruit/vegetable
juices of 20.09)
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EU

EU AV

EU specific

ARM

ARM

ARM

import

import

duties (# of

imports

AV

specific

s from

duties

tariff lines

from

import

duties (#

with duties)

World

duties

of tariff

ARM

lines with
duties)

Vodka

1%

0

0

7%

0

4

Beer made from malt

0%

0

0

4%

0

3

Waters, incl. mineral waters & aerated

0%

6.1

0

3%

8.22

0

0%

0

0

3%

0

10

waters, containing added sugar/other
sweetening matter/flavoured
Whiskies
Total value in USD

4,566,

27,497,4

635

31

N.B. import tariffs are effectively applied tariffs, simple averages.
Source: UN COMTRADE database and WITS database

The Spirits product group that includes brandy and the product group of Cigarettes are by far the
most important sectors in terms of trade values between Armenia and the EU. However, there are
currently no ad-valorem (AV) import duties on Spirits both in the EU and Armenia. The only product
groups on which the EU and Armenia both placed AV import duties are flavoured (mineral) waters,
non-alcoholic beverages other than waters and juices, and cigarettes. However, EU – Armenia
bilateral trade also faces some specific tariff duties for particular products in the beverages and
tobacco sector that also act as a barrier to trade as presented in section 7.2.1. These specific and
non-specific import duties need to be weighed by the amount of trade in that specific product group
in order to estimate the height of a specific duty. The specifications of the CGE model show that
98.1% of all (specific and non-specific) tariff barriers levied at the Armenian border for this sector
are from specific duties (trade weighted) and both specific and non-specific duties are assumed to
be liberalised by 100% in the DCFTA. Table 7.8 shows the height of the specific duties levied in the
beverages and tobacco sector, the amount of imports in that product group and the total height of
the barrier effectively applied (as a % of total revenues collected from specific duties in the
beverages & tobacco sector in Armenia).
Table 7.8

Specific duties in the beverages & tobacco sector, imports into Armenia and the

share of the EU in total importsa
Height of duty
(Dram per litre (in

Spirits obtained by distilling grape wine or
grape marc
Vodka
Undenatured ethyl alcohol, of actual
alcoholic strength of >= 80%
Ethyl alcohol of an alcoholic strength of <
80% vol, not denatured;
Whiskies
Rum and other spirits obtained by distilling
fermented sugar-cane products
Liqueurs and cordials

Total ARM imports
b

(volumes, 2012)

Share of barrier in
total specific barriers

recalculation of

(in % of total revenue

100% alcohol))

collected)

1100

3,733,104

77%

380

2,995,131

21%

70

965,026

1%

240

68,615

0%

370

63,653

0%

420

18,786

0%

600

13,754

0%
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Height of duty
(Dram per litre (in

Total ARM imports
b

(volumes, 2012)

Share of barrier in
total specific barriers

recalculation of

(in % of total revenue

100% alcohol))

Gin and Geneva
Denatured ethyl alcohol and other spirits
of any strength

collected)

450

5,013

0%

70

16

0%

a

Trade-weighted shares of the duties calculated without taking into account possible differences in alcohol volumes

b

based on mirror data (export partners reporting)

As the data in the table show, the main trade barrier (weighed by the amount of trade in Armenia)
arises from the 1100 Dram specific duty on brandy. Since Table 7.6 showed that output will decline
by some 5% in the long run due to eliminating tariff barriers in EU – Armenia trade, it is important to
know what share the EU has in total Armenian brandy (or Cognac) imports. According to
COMTRADE, this share was 99% in terms of volume in 2012. Since we assume that tariff duties
will be fully eliminated, combined with the fact that specific duties comprise 98% of total tariff
barriers in the beverages & tobacco sector, it is likely that the Armenian brandy sector will take a
large share in the predicted 5% decrease in output (due to tariff eliminations) in the long run due to
the DCFTA. However, the overall effect of the DCFTA on the spirits sector is still uncertain as
increased market access due to NTM alignment or general trade facilitation could still be positive
and yield a net increase in output for products in the spirits sector. It is not possible to estimate the
share of spirits in the NTM and services NTM trade liberalisation channels and thus meaningful
results of the overall effect of the DCFTA cannot be drawn.
Impacts on exports
The CGE results show that exports of Beverages and Tobacco from Armenia to the world will in the
long run decrease by 4.4%. The degree to which this decrease also applies to market access to the
EU for the spirits sector depends on the tariff duties levied in the EU on all beverages and tobacco
export products of Armenia. Since, the EU does not levy specific or AV duties on the imports of
spirits from Armenia
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, this loss in exports is unlikely to accrue to the spirits sector. In addition, the

CGE models predicts the effects of NTMs of the sector to be small.
Apart from the production costs aspect, consumer preferences in Armenia are not likely to change
as a result of the DCFTA. Brandy from Armenia and cognac are – especially from a consumer
perspective – imperfectly substitutable products. Vice versa, when Armenian brandy manufacturers
visit European trade fairs, they find no interest from Europeans for Armenian brandy. However, the
predicted effect of lowering specific barriers in the spirits sector is likely to increase exports from the
EU to Armenia. The CGE results predict an increase in EU-Armenia exports of 73% due to tariff
elimination (long run). At least a significant share of this increase can be expected to be in spirits
trade, as the highest current tariff import duties in Armenia are in spirits products.
It should be noted that currently, although the export of Cognac to Armenia is minor, other related
spirit products from Spain (currently > 95% of Armenian imports in the spirits sector) are much
more significant. These Spanish imports do not compete in the domestic market with Armenian
brandy, but seem to be used as inputs in the Armenian brandy production process. Armenian law
requires Armenian brandy to be made from Armenian grape varieties, and all stages involved in
production of Armenian brandy tot take place in Armenia. However, as indicated earlier in this
chapter, the system of inspection of authenticity in the sector is not working well. Imports of cheap
(often low quality) inputs (Russia, Ukraine, Spain) therefore frequently occur. If the law would be
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Source: Integrated Database, WTO, 2012
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effectively implemented and enforced, the increase in EU imports would also be unlikely to occur.
Although the DCFTA will not directly affect this situation, the increase in food safety standards in
Armenia as a result of to the DCFTA could indirectly contribute to better enforcement of the
domestic law regarding Armenian brandy as well.
The largest share of Armenian brandy is currently exported to Russia and CIS countries. Many
producers still export to these countries under the name “cognac”. This has to change under the
DCFTA, which might have an impact in the short term on sales, because in Russia and CIS
countries there is now high recognition of the name Armenian cognac. It is difficult to predict how
Russian and CIS consumers will respond to this change. According to Euromonitor data, there is
currently a loyal consumer base for imported brandy from Armenia.

168

About 27% of Russian

imports of “Spirits obt. by distilling grape wine/grape marc” which includes brandy originates from
Armenia (UN COMTRADE). Educating these export markets that Armenian brandy is the same as
Armenian cognac might require extensive marketing efforts for some Armenian brandy producers.
In the longer term however the marketing efforts might produce positive results in terms of sales, as
the example of the rebranding of the Spanish "Cava" denomination has shown (see Box 7.1).
Furthermore, some of the large brandy producers have already been working on the rebranding for
a number of years, also in response to current WTO rules and on going negotiations on
geographical indications.
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Box 7.1 The successful rebranding of Spanish Cava
Originally the sparkling wine produced in Catalonia (Spain) was called champagne. However, with the
Lisbon Agreement on Appellaion of Origin, Spain had to change this denomination because of the
Protected Geographical Status of Champagne and developed a new name ( Cava) while ensuring the
product quality through strict specifications 170 Although Cava is produced according to the same method as
Champagne (“Méthode traditionelle”), native Spanish grapes are used. Spain got a transition period for
changing the denomination. The Cava producers did successful rebrand and Cava has its own
Denomination of Origin. Between 1987 and 2007, the production (in number of bottles) increased by more
than 70 percent and the share of production that is exported rose from 31 percent in 1987 to 56 percent in
2007. 171

The potential increase in standards in Armenian brandy production may affect sales in Russia and
CIS in different ways. On one hand, the standards were already at par with standards in these
countries. On the other hand, higher standards can, in the longer term, encourage growth in sales.
Possibly Armenian brandy producers could use the higher standards argument in their marketing
efforts to offset the potential negative impact of changing ‘cognac’ to ‘brandy’.
Impacts on the domestic market
Although a relatively low share of brandy production is produced for the local market, some effects
will be felt. The DCFTA will not allow selling “cognac” even locally, so the brand names have to
change on the domestic market as well. The ban on the use of the name “cognac” is perceived as a
significant problem, both on the international as well as on the domestic market. However, some
brandy manufacturers already started with rebranding and they do not face any significant problems
with their sales.
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169

170
171

International Markets Bureau (2012), Wine, Beer and Spirits in Russia – Consumer Trends. Available at http://www.atssea.agr.gc.ca/eur/pdf/6122-eng.pdf.
Originally the sparkling wine produced in Catalonia (Spain) was called Spanish champagne. However, according to
European Union law, the Spanish had to change this denomination when Spain entered the European Union because of
the Protected Geographical Status of Champagne (source: www.winetypeswiki.com).
Source: www.winetypeswiki.com, www.spanishwine.com/information-wine/what-is-cava-wine/
Based on figures presented in Meiningers’ WBI, Global Sparkling wine production, available at: http://www.wine-businessinternational.com/
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Armenia does currently import spirits including cognac from the EU (43% of total Beverages and
Tobacco, which has a value of USD 11,886,471). As our previous analysis showed, the expected
increase in imports from the EU seems more related to imports of inputs than to final products,
although these imported inputs contradict with Armenian law. If the DCFTA could indirectly lead to
a better enforcement of this law, this increase in imports is unlikely to occur. Better enforcement
could also affect the domestic market in the sense that it could increase the quality of Armenian
brandy, but at the same time increase the price level.
Although the DCFTA may increase the import of cognac too (e.g. due to general trade facilitation
effects), this effect will be very limited, also because cognac and Armenian brandy are not
competing (different market segments).
Thus, the overall effect of the DCFTA on the spirits sector is still uncertain, depending on the
indirect effects on enforcement of already existing domestic legislation, and on the response of
consumers in the main export markets to the required change in name (brandy instead of cognac).
All economic impacts mentioned here apply to Armenian SMEs as almost all Armenian brandy
producers are SMEs.

7.3.2 Social impact
Social effects of the DCFTA related to Spirits will be primarily be driven by employment changes,
and to a lesser extent wage and price effects and health effects.
As Table 7.5 shows, both skilled and unskilled employment in the Beverages and tobacco sector
will decrease in the long run by 3.3 and 3.2 per cent respectively. It is assumed that this labour will
reallocate to other sectors in the long run and that actually workers from the Beverages and
tobacco sector are pulled out to other sectors where wages are higher, rather than pushed out
because of a declining sector dynamic, but this will lead to some frictional unemployment in the
short run. However, as indicated in the previous section the results for the beverages and tobacco
sector are not fully applicable to the spirits sector (except for the results of tariff liberalisation).
Therefore it is not clear if the spirits sector will contract or grow as a result of the DCFTA, and
nothing can be said about the exact effect on both skilled and unskilled employment, although the
effects are not expected to be large. If there would be an effect on the sector, then the DCFTA will
also indirectly affect employment in the viticulture sector, where currently 8,000 to 10,000
employees work for brandy manufacturing.
In terms of other social effects, the increase in quality standards of the brandy products and
production processes, will reduce health risks from brandy consumption and will to some extent
improve labour conditions in this sector.
7.3.3 Environmental impact
As the brandy production process is already not really polluting and as no extreme growth of the
sector is expected, Because it can be expected that this sector will contract in the short and long
run, no aadditional pressure on the environment of this sector is expected not likely (i.e. on land
use, pollution, CO2 emissions, etc.).
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7.4

Conclusions
Currently the Spirits sector is an important sector for the Armenian economy and in particular for
exports. In this chapter some key issues are identified in the context of the DCFTA, which lead to
policy recommendations.
Key issues with respect to Brandy manufacturing
Currently Armenia does not export much brandy to Europe. The DCFTA is not likely to really
increase opportunities for Armenian brandy to export more to the EU as tariffs in the sectors have
already been eliminated in EU-Armenia trade, and the expected effects of NTM reductions are
relatively small. Furthermore, it will not be easy for Armenia to penetrate the European market
because the European market is already saturated and Europeans have relatively high purchasing
power and prefer cognac.
As Armenia can no longer use the name “Armenian cognac” due to the DCFTA, its market share in
main export markets, notably Russia, could be affected. Extensive marketing efforts may however
lead to positive sales effects in the long run. Examples from the past prove that this is possible, as
the successful rebranding of Spanish champagne to Cava has shown.
The expected increase in imports in the sector is likely to be related to imports of inputs, although
the use of these imported inputs contradicts with Armenian law. The DCFTA may indirectly lead to
better enforcement of relevant domestic laws, due to the higher level of food standards that it will
bring (SPS). This could in turn lead to higher quality domestic products, but probably also to an
increase in prices.
Policy recommendations
1. Facilitate distribution of brandy exports by improving infrastructure
Transportation of brandy to the world markets is currently a problem as the only (ground) option to
reach export destination markets is through the Poti port of Georgia. The Armenian government can
facilitate distribution by improving the infrastructure and exploring other channels through which
brandy can be exported.
2. Regulatory approximation of brandy and the production process to EU standards, including
monitoring of the standards.
There are often problems related to the quality of Armenian brandy. The sector might suffer
disproportionally from one low-quality brandy producer that exports to one of the main export
partners. It is therefore important that the quality standards are levelled up. This is an argument for
regulatory approximation to EU levels given that standards are also checked and monitored.
3. Facilitate economies of scale by government support for the brandy manufacturing companies to
increase efficiency and higher exports
Currently there are some constraints on the expansion of brandy manufacturing companies and
exports. Namely, opportunities for economies of scale are limited by for example high international
cargo transportation costs, insufficient marketing skills in small companies, limited marketing and
financial resources for finding partners in potential new export markets, etcetera. These constraints
could be removed by government intervention, e.g. trough setting up cooperatives of brandy
producers with government support, which can better penetrate world markets and set up more
efficient marketing programmes (in particular for the rebranding of Armenian cognac denomination
to Armenian brandy). The government could also set up a one-stop-shop for exports.
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4. Phasing out of the use of the name cognac
Phasing out of the use of the name cognac by Armenian producers would be a mitigating solution
which will give time to producers to adapt. In the case of the phasing out of the use of the
denomination Champagne in Spain, the development of the new name "Cava" contributed to a
positive effect in the end.
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8

Analysis of the DCFTA impacts in the textile
and clothing sector

8.1

The textiles & clothing sector in Armenia
The textiles and clothing sector consists of three quite distinct sub-sectors, each with its own
specific dynamics:
1) Textiles;
2) Clothing (also often referred to as wearing apparel).
In addition the leather goods sector is often closely linked to textiles and clothing and in our
modelling specifications, the sector aggregation textiles and clothing includes leather products as
well.
In Armenia the sector is often referred to as the light industry sector and seen as consisting of three
major sub-sectors: wearing apparel-clothing (72 percent), leather, products of leather, footwear (22
percent) and textile processing (6 percent).
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Given the relative size of each of these sector in Armenia, the focus of our analysis will primarily be
on the clothing sub-sector, although we will discuss textiles as well where relevant, especially since
this sector provides inputs to the clothing sector. However, the leather, products of leather and
footwear sector is not taken into consideration in this chapter, as it concerns a distinctly different
sub-sector and the impacts on this sub-sector are expected to be a lot smaller than on clothing in
particular.
By far the most important products produced by the Armenian clothing industry are hosiery (sock
and the like) and basic knitwear. Given the limited size of the textiles industry, most raw material
inputs for the clothing industry are imported, with Turkey as one of the main origins of these inputs,
before India and Pakistan. Before taking a closer look at trade patterns, we first present an
overview of the sector’s key performance indicators, main trends and competitiveness issues.
8.1.1 Structure and performance of the textiles & clothing sector in Armenia
As indicated the textiles sector is relatively small both in comparison to the clothing sector and
especially in comparison to the overall Armenian manufacturing sector. The table below presents
key indicators of the textiles industry as well as its share of the overall manufacturing industry.
Table 8.1 Key indicators Armenian textile production and share of manufacturing totals

Indicator
Number of organizations

2012

2011

2012

2011

Total for

Total for

Share of

Share of

textiles

textiles

ind. total

ind. total

16

16

0.76%

0.76%

Volume produced - constant prices (‘000 Eur)

1,248.58

1,836.03

0.06%

0.11%

Volume produced - current prices, (‘000 Eur)

1,421.02

1,836.03

0.07%

0.11%

Sales volume in current year overall (‘000 Eur)

1,781.70

2,065.31

0.09%

0.12%

-

-

0.00%

0.00%

Sales volume in CIS countries (‘000 Eur)
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Textile and apparel industry in Armenia, Armenian Development Agency 2012.
www.ada.am/files/749/Textile_CATALOG_web.pdf.
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Indicator
Sales volume in other counties (‘000 Eur)
Domestic sales (‘000 Eur)
Exports (‘000 Eur)
Total number of people employed

Labour productivity (in Eur)

2012

2011

2012

2011

Total for

Total for

Share of

Share of

textiles

textiles

ind. total

ind. total

70.69

60.16

0.01%

0.01%

1,711.02

2,005.15

0.15%

0.20%

70.69

60.16

0.01%

0.01%

202

165

0.25%

0.20%

Textiles

Textiles

Industry

Industry

7,034.76

11,127.44

24,083.07

21,343.39

Source: National Statistical service of Republic of Armenia (RA), 2013; own calculations.

Clearly the sector’s share of total manufacturing is small, measured by all key indicators, while both
the number of people employed and value of exports are negligible. The picture is slightly different
for clothing. The table below presents key indicators for this industry, distinguishing by size
category of firms.
Table 8.2 Key indicators Armenian clothing production by company size category
Indicators / size category firms

2012

2011

25

25.00

Volume produced - constant prices ('000 Eur)

223.08

684.19

Volume produced - current prices ('000 Eur)

245.48

684.19

Sales volume in current year overall ('000 Eur)

< 5 people employed
Number of organizations

215.77

779.47

Sales volume in CIS countries ('000 Eur)

-

34.31

Sales volume in other countries ('000 Eur)

-

389.37

215.77

355.79

-

423.68

Total number of employed

53

244.00

Labour productivity (in Eur)

4,631.73

2,804.05

25

25.00

Volume produced - constant prices ('000 Eur)

1,761.41

2,439.46

Volume produced - current prices ('000 Eur)

2,068.30

2,439.46

Sales volume in current year overall ('000 Eur)

2,186.34

2,377.73

Sales volume in CIS countries ('000 Eur)

127.55

188.01

Sales volume in other countries ('000 Eur)

108.52

99.91

1,950.28

2,089.81

236.06

287.92

Domestic sales ('000 Eur)
Exports ('000 Eur)

6-50 people employed
Number of organizations

Domestic sales ('000 Eur)
Exports ('000 Eur)
Total number of employed

385

359.00

Labour productivity (in Eur)

5,372.21

6,795.15

51-100 people employed
Number of organizations

4

4.00

Volume produced - constant prices ('000 Eur)

536.22

643.03

Volume produced - current prices ('000 Eur)

604.99

643.03

Sales volume in current year overall ('000 Eur)

638.19

643.94

-

-

Sales volume in other countries ('000 Eur)

501

437.05

Domestic sales ('000 Eur)

137

207

Exports ('000 Eur)

501

437

Sales volume in CIS countries ('000 Eur)
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Indicators / size category firms

2012

2011

Total number of employed

304

291.00

Labour productivity (in Eur)

1,990.08

2,209.72

> 101 people employed
Number of organizations

8

8

Volume produced - constant prices ('000 Eur)

7,055.77

6,866.39

Volume produced - current prices ('000 Eur)

7,242.83

6,866.39

Sales volume in current year overall ('000 Eur)

7,178.09

18,016.18

Sales volume in CIS countries ('000 Eur)

77.25

60.48

Sales volume in other countries ('000 Eur)

3,042.87

3,108.57

Domestic sales ('000 Eur)

4,057.97

14,847.13

Exports ('000 Eur)

3,120.12

3,169.05

Total number of employed

1,742

2,049.00

Labour productivity (in Eur)

4,157.76

3,351.09

Source: National Statistical service of Republic of Armenia (RA), 2013; own calculations.

These indicators already provide a picture of the industry, which consists predominantly of SMEs
and is strongly focused on the domestic market.
The following table presents an overview of key indicators for the entire clothing industry and
compares them to the same indicators for the manufacturing industry as a whole.
Table 8.3 Key indicators Armenian clothing production and share of manufacturing totals
2012

2011

2012
Share of

Share of

All clothing companies

Total

Total

ind. total

ind. total

Number of organizations

62

62

2.96%

2.96%

Volume produced - constant prices ('000 Eur)

9,576.48

10,633.07

0.50%

0.61%

Volume produced - current prices ('000 Eur)

10,161.59

10,633.07

0.51%

0.61%

Sales volume in current year overall ('000 Eur)

10,218.40

21,817.32

0.52%

1.28%

204.79

282.81

0.10%

0.20%

Sales volume in CIS countries ('000 Eur)

2011

Sales volume in other countries ('000 Eur)

3,652.82

4,034.90

0.58%

0.70%

Domestic sales ('000 Eur)

6,360.78

17,499.62

0.56%

1.79%

Exports ('000 Eur)

3,857.61

4,317.70

0.46%

0.60%

Total number of employed

Labour productivity (in Eur)

2,484

2,943

3.03%

3.60%

Clothing

Clothing

Industry

Industry

4,090.82

3,613.00

24,083.07

21,343.39

Source: National Statistical service of Republic of Armenia (RA), 2013; own calculations.

While the clothing sector clearly plays a more significant role in the Armenian manufacturing
industry than does the textiles industry, it is still a comparatively small sector. It is clearly a labour
intensive sector, as its share in total manufacturing employment is much higher (3.6 percent) than
its share in total production value (only 0.61 percent). It also appears to focus on relatively low
value added activities, as labour productivity (expressed as the value of production divided by the
number of people employed) is significantly lower than that for industry as a whole.
In the following sections we will elaborate more on some of these indicators and the sector’s history
and more recent trends, sketching the baseline from which to assess the potential impact of the
DCFTA as predicted by the model and further qualified by experts and industry representatives.
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Main products
The main products produced by the textiles and clothing sector include hosiery (socks, etc.) and
knitwear, although in more recent years made up garments are also being produced (see table 8.4
below). Volumes for most product categories fluctuate somewhat, without a clear trend. The
exception being hosiery, which shows a clear growth trend in terms of production value.
Table 8.4 Manufacture of textiles and wearing apparel – main products
Product

2004

2005

2006

2007

2008

2009

2010

2011

29

27

27

14

19

24

14

17

339

454

674

1,243

1,199

1,784

1,559

2,516

3,814

2,775

3,741

2,737

3,015

2,424

1,954

2,060

Wool yarn, t

58

57

42

39

16

2.5

-

-

Cotton fabrics, 1,000

236

143

240

365

77

10.0

13.9

33.8

Suits, 1,000 units

-

-

-

77

84

110

58

41

Skirts, 1,000 units

-

-

-

70

61

510

89

5

Trousers, 1,000 units

-

-

-

619

394

61

19

58

Jackets, 1,000 units

-

-

-

79

131

103

202

231

Shirts, 1,000 unis

-

-

-

56

70

42

36

67

Carpets and carpet
coverings,1,000 m2/t
Hosiery, 1,000 pairs
Knitwear articles,
1,000.units

m2/t

Source: Statistical yearbook of Armenia (2011, 2012), National Statistical Service of the RA.

The sector focuses on relatively simple and lower value added products, such as hosiery, uniforms,
basic knitwear, etc. There are some local brands, which cater exclusively to the local market
though. Overall sales are predominantly domestic. However, given the small size of the domestic
textiles and clothing production sector, imported product cater for the bulk of supply to the domestic
market (see also section 8.1.2)
History and recent trends
In the Soviet economy, Armenia was a major supplier of clothing and the textile and clothing
industry provided the largest number of jobs, employing 115,000 people, an estimated 25-30
percent of the total workforce.
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After the collapse of the Soviet Union, however, the fortunes of

the industry changed rapidly, as the sector lost its crucial link to raw material inputs and markets.
While it had the labour and skills required, it became heavily dependant on raw material imports
and as the Soviet market for Armenian textiles and clothing products collapsed, the sector was
unable to diversify its export base. The domestic market was (and is) too small to sustain large
scale production and the low quality of products mean it wasn’t able to diversify to other export
markets. Investments stalled and production capacity was drastically reduced.
The result was a decline of the sector that seemed irreversible for textiles, although the clothing
sector has stabilised and even seen some growth again in recent years (see Table 8.5 below).
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Textile and apparel industry in Armenia, Armenian Development Agency 2012.
www.ada.am/files/749/Textile_CATALOG_web.pdf.
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Table 8.5 Volume of industrial production – textiles & clothing (at current prices, mln. Drams)
Industry
Total industry
Manufacture of

2004

2005

2006

2007

2008

2009

2010

2011

535,263.7 651,919.6 644,862.5 716,549.3 739,291.9 669,398.9 824,430.0 998,963.7
2,897.1

2,300.2

2,831.1

2,127.1

1,950.8

365.4

314.7

982.0

2,238.1

2,143.3

2,342.0

2,648.7

3,259.2

3,726.2

3,523.4

5,575.1

textiles
Manufacture of
wearing apparel
Source: National Statistical Service of the RA.

The textile industry differs from the clothing industry particularly in terms of the scale of production:
for textiles production to be efficient it needs a bigger scale production than is generally necessary
for clothing and furthermore textiles production tends to be more capital intensive and less labour
intensive than clothing manufacturing. This implies it is less flexible and requires more capital
investments, while raw material inputs are often relatively important in textile companies’ cost
structures. The fact that the local clothing industry was too small to achieve the kind of production
scale needed in textiles, the traditional markets for this sector (the Soviet Union) fell away, implying
decreased demand for textiles and Armenia produces no raw material inputs for this sector (e.g.
cotton, synthetic fibres, etc.), implying decreased supply capacity of textiles, meant the textiles
sector could not be sustained in Armenia.
However, the clothing sector in particular is still seen as having strong potential given its history and
the fact that it currently operates below capacity. In fact, the sector is among the 11 strategic
export-oriented sectors identified by the Industrial Strategy for Armenia (2011), and a development
plans is to be launched for the sector.
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Strategic priorities and specific incentives schemes for the sector according to East Invest
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include:
•

Attraction of FDI to foster technological up-grading, increase in productivity and improvement of

•

Development of subcontracting: several of the largest Armenian companies work below their

marketing and sales techniques;
installed capacity and are looking for foreign partners;
•

Advantages for investors: exemption of VAT payment for 3 years for the import of new and
modern equipment for investments above AMD 300 million (around EUR 585,000).

Main producers and size distribution
The vast majority of companies in the sector belongs to the micro, small and medium sized (MSME)
category and there are no real dominant players. The biggest companies are TOSP OJSC, BAZUM
and Gloria, none of which have a dominant share of the market, however.
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http://www.east-invest.eu/en/Investment-Promotion/armenia-2/RA-textiles
East Invest is a regional investment and trade facilitation project for the economic development of the Eastern
Neighbourhood region, launched in the framework of the European Eastern Partnership initiative. It targets Business
support organisations and SMEs from the 6 Eastern Partnership countries (Armenia, Azerbaijan, Belarus, Georgia,
Republic of Moldova, Ukraine), who have potential for developing mutual cooperation and investment relations with the
European Union (http://www.east-invest.eu/en/about-east-invest)..

Trade Sustainability Impact Assessment in support of negotiations of a DCFTA between the EU and the Republic
of Armenia

153

Table 8.6 Size distribution of firms in Armenian clothing industry
Size

Number of companies

Average number of employees
in this segment

Micro (< 5 employed persons)

25

2

Micro-small (6-50 employed persons

25

15-16

Small (51-100 employed persons

4

76

Medium (101-500 employed persons)

8

217-218

Source: National Statistical service of Republic of Armenia (RA), 2013.

Value chains
The Armenian clothing industry focuses on production of final products and is dependent for its raw
materials on imported supplies, mainly from Turkey (yarns and fabrics) and to a lesser extent India /
Pakistan. Most sales are for the domestic market or for other CIS countries, Russia being the most
important one. Where exports to the EU do take place this is usually in subcontracting or outward
processing arrangements, implying fabrics are supplied (imported) by the main producer in the EU,
the products are then assembled in Armenia and re-exported to the EU. This mostly concerns basic
products such as e.g. uniforms supplied to Germany. This predominance of subcontracting roles of
Armenian clothing producers implies they find themselves in a rather dependent position in
international value chains.
Competitiveness and constraints
Most stakeholders agree that the textiles and apparel sector has limited competitive strengths at
this point, but most feel that given the sector’s history, potential capacity and its experienced labour
force it still holds potential.
However, the sector faces some major, interlinked constraints, including:
•

Lack of investments and outdated technology / machinery;

•

A focus on simple, lower-end products, which do not allow for entering more sophisticated
export markets such as the EU;

•

A small domestic market with relatively low quality standards, implying it cannot function
properly as a spring-board to export markets at this point;

•

Competition from (allegedly illegal) imports from e.g. Turkey and China. This could not be
confirmed by official data, but both industry stakeholders and experts suggested this does
occur;

•

Limited competitiveness of the domestic industry implies that if trade were more open it would
probably struggle to compete effectively with imports from e.g. China and Turkey;

•

Access to raw materials are heavily constrained by the closure of the border with Turkey and
absence of official relations between the two countries (see further below under the section on
trade).

Specific social and environmental issues in the sector
No specific social issues were identified by key stakeholders in the sector, but it should be noted
that this sector depends (much more than many others) on young female workers. This poses
some risks since this tends to be a vulnerable group of workers, which are often not very vocal.
While no figures are available on average pay in the sector, it is certainly below the manufacturing
average, which is in part a reflection of the female labour force (with lower average salaries than
men).
Generally clothing production is labour intensive and labour conditions in this sector are often low,
given the importance of keeping costs low. It is unclear to which extent poor labour conditions so
common in many other developing countries (long work hours, poor workplace conditions, no
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overtime pay, no paid leave, etc.) are present in Armenia. No independent reports could be found
on this issue.
No specific environmental issues were identified in the clothing industry. For textiles production
environmental issues relate mostly to the washing, treatment and finishing processes, which use
chemicals and produce waste water and other by-products. Given the small size of this sector, the
scale of these problems is small.
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8.1.2 Trade in textiles and clothing
Armenian exports and imports of textiles & clothes
th

In 2010 textiles and clothing ranked 18 in terms of exports, accounting for approximately 1.8
percent of total exports (based on GTAP data). Given the relative sizes of textiles and clothing, the
majority of exports concern clothing products.
Imports of textiles and clothing are estimated to be on average 15 times higher than exports by
sector experts and in in 2011 Armenia’s trade deficit in this sector amounted to a total of USD
152,504,289.
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This reflects on the one hand the high import dependency on raw materials of the

sector and the limited competitiveness of the sector even in domestic markets on the other. The
table below present the top 10 export and import products (2011) of the Armenian textiles and
apparel sector by value.
Table 8.7 Top 10 Armenian textiles and clothing exports and imports in 2011 (in USD)
Share
export in
Product
1

Mens or boys suits,

total

1,000 US$ exports
2,133.58

Share

25%

jackets, trousers etc not

import in

total

Product

1,000 US$

imports

Womens, girls suits, jacket,

13,959.10

9%

11,939.58

7%

9,882.62

6%

9,541.01

6%

dress, skirt, etc, woven

knit
2

Mens, boys overcoats,

1,325.02

16%

capes, windjackets etc,

Woven synthetic filament
yarn, monofilament >67dtex

woven
3

Womens, girls overcoats,

656.48

8%

capes, windjackets etc.,

Mens or boys suits, jackets,
trousers etc not knit

woven
4

Track suits, ski suits and

573.26

7%

swimwear, other garments

Knitted or crocheted fabrics
of a width >30 cm,
containning by weight 5 % or
more of elastomeric yarn or
rubber thread

5

Mens, boys underwear,

480.27

6%

Artificial filament tow

7,990.89

5%

459.81

5%

Worn clothing and other

7,606.10

5%

5,361.43

3%

nightwear, etc, knit or
crochet
6

Womens, girls suits,
jacket, dress, skirt, etc,

worn articles

woven
7

Worn clothing and other

266.38

3%

Tshirts, singlets and other
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By comparison, the leather and leather processing sectors are probably the more polluting sub-sectors of the light industries
sector as defined by the Armenian Government. The cleaning and tanning processes for leather can be highly polluting if
not properly regulated and treated.
177
National Statistical Service of the RA: External trade database According to the Commodity Nomenclature at 4-digit level
(http://www.armstat.am/en/?nid=379)
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Share
export in
Product

Share

total

1,000 US$ exports

Product

worn articles
8

Tshirts, singlets and other

import in

total

1,000 US$

imports

5,229.69

3%

4,988.15

3%

4,216.30

3%

vests, knit or crochet
259.58

3%

Jerseys, pullovers,

vests, knit or crochet

cardigans, etc, knit or
crochet

9

Womens or girls' blouses,

243.21

3%

Bed, table, toilet and kitchen

199.25

2%

Panty hose, tights, hosiery

shirts and shirtblouses
10

Babies garments, clothing

linens

accessories, knit or

nes, knit or crochet

crochet
Source: National Statistical Service of the RA: External trade database According to the Commodity Nomenclature at 4-digit
level (http://www.armstat.am/en/?nid=379).

The table also illustrates the strong concentration of Armenian textiles and apparel exports in just a
few product categories, while imports are much less concentrated in this respect.
Main trading partners
Main export destinations for Armenia clothing exports include the EU (mainly Germany and Italy),
Russia, Canada (with which Armenia has an FTA), Slovenia and Georgia. Armenia has free access
to CIS markets. Exports to the EU are only achieved by a handful of (bigger) companies and are
destined for e.g. Italy and Germany, mostly on a subcontracting basis.
Imports of textiles (raw material inputs) derive largely from the EU, Turkey and China.
EU imports come mainly from Germany and Italy as part of inward processing, as mentioned earlier
and reflected in export figures.
Armenian trade in textiles & clothing with the EU
Table 8.8 below presents the main Armenian textiles and clothing exports to the EU by specific
product categories, in order of export value.
Table 8.8 Main Armenian textiles and clothing exports to the EU (4-digit level, in USD)
2004
Woven fabrics of synthetic filament yarn
Women's or girls' suits, ensembles,

2006

2008

2010

2011

183,343

581,021

1,690,457

2,473,331

9,058,747

2,533,435

5,174,450

9,582,826

4,251,354

5,383,156

389,072

838,587

3,165,405

2,555,547

3,862,692

159,464

48,670

264,547

1,499,589

3,469,774

n,a,

65,274

775,687

2,305,048

2,896,725

5,242,316

4,807,503

3,308,969

4,709,218

2,620,809

1,948,073

1,452,000

5,268,173

4,467,351

2,537,525

n,a,

n,a,

2,140,663

1,744,024

1,975,564

585,362

2,145,909

2,935,880

3,134,748

1,748,406

jackets, dresses, skirts, etc.
Track suits, ski suits and swimwear/
other than garments
Woven cotton fabrics with man-made
fibres, with <85% cotton, >200g/m2
Woven fabrics of cotton, with >=85%
cotton, >=200g/m2
Other made up clothing accessories/
parts of garments
Men's or boys' suits, ensembles,
jackets, blazers, trousers, etc.
Woven fabrics, <85% synthetic fibres,
mixed with cotton, >170g/m2
Jerseys, pullovers, cardigans and
similar articles, knitted or crocheted

156

Trade Sustainability Impact Assessment in support of negotiations of a DCFTA between the EU and the Republic
of Armenia

Garments, made up of fabrics of 56.02,

2004

2006

2008

2010

2011

261,061

595,451

977,531

1,278,296

1,733,580

338,218

1,637,365

3,141,527

2,322,299

1,311,263

3,669

161,395

1,265,248

647,621

1,280,690

316,516

1,122,951

1,153,905

1,040,918

1,167,868

56.03, 59.03, 59.06 or 59.07
T-shirts, singlets and other vests,
knitted or crocheted
Woven fabrics of artificial staple fibres
Articles of apparel and clothing
accessories of leather
Source: Comtrade.

8.2

Market access in the textiles and clothing sector

8.2.1 Market access in Armenia
Overall, Armenia applies only two rates of ad valorem customs duties on imports – 0% and 10 %.
The average applied tariff on imports of EU's textile and clothing into Armenia (as also included in
our baseline) is 7.9 percent. This rate will be reduced to zero under the DCFTA.
In addition, issues related to customs procedures in particular as well as other NTM add to the cost
of imports. This is clearly reflected in the interviews, where many interviewees complained about
the high costs of importing raw materials. The fact that most raw material imports actually come
from Turkey, but can only be imported indirectly via Georgia probably only add to these high import
costs. The DCFTA could only affect this specific NTM to a very limited extent, although overall
improvements in customs procedures will definitely have an effect on the textiles and clothing
sector as well.

8.2.2 Market access in the EU
Current import tariff rates for Armenian clothing products entering the EU are between 0 to 12
percent (average) for key export products such as knitwear, hosiery, underwear and babies’
clothes. The tariff rates only apply to third country duties, while the zero percentage rates are all
under the GSP+ scheme.

178

The table below presents the effectively applied tariff rates for EU

imports of Armenian textiles and apparel imports for 2011.
Table 8.9 Effective applied tariff rates for EU imports of textiles and wearing apparel from Armenia
(2011)
Product Name

Simple

Weighted

Average

Average

Min. rate

Max.

No. of

Import Value

rate

Total

in ‘000 USD

Textiles

7.78

9.32

4.60

9.60

53

1,468.83

Wearing apparel

9.01

9.59

0.00

9.60

193

36,397.30

Lines

Source: TRAINS database (2012).

The sector appears to already make extensive use of GSP+ preferences at the moment. The total
value of preferential GSP+ imports from Armenia into the EU has been steadily increasing, from €
61 million in 2009 to € 109 million in 2011. Armenia's GSP utilisation rate is high: around 90
percent. The main EU imports from Armenia under GSP preferences are: base metals (80 percent),
textiles and clothing (15 percent) and foodstuffs (2 percent).

178
179

179

Ibid.
http://ec.europa.eu/trade/policy/countries-and-regions/countries/armenia/.
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However, this high utilisation rate by the sector may mask that there are exports that are currently
not taking place because clothing producers in Armenia are unable to comply with rules of origin
(RoO) requirements. Industry as well as the government – has complained about the fact that duty
free entry to the EU market under the GSP+ scheme (and this would be similar under the DCFTA)
does not reach its full potential due to the fact that Armenian exporters find it hard to comply with
double transformation requirements as well as requirements for certificates of origin. The major
issue here is the fact that many raw materials imports are Turkish, but enter Armenia via Georgia.
Presenting proof of origin for such product is difficult for products made from these raw materials. In
addition, imports often concerns textiles, not yarns and products thus doe not undergo two
significant transformations in Armenia. For more on this issue see section 8.3.2 below.
The fact that the GSP+ utilisation rate for textiles and clothing is so high is a consequence of the
fact that Armenian clothing exports to the EU concern mostly re-exports from Armenia, based on
subcontracting arrangements with EU producers, which supply the fabric to the Armenian
producers.
EU imports of textiles and clothing: trends and suppliers
The EU has a long history in the production and trade of textiles and apparel and up till the late
1990s was still the second largest exporter of textiles and clothing products. However, with the
expiration of the Multi-Fibre Agreement (MFA) in 2005

180

the sector faced increased competition

from imports and import penetration increased rapidly. Thus, imports have shown a constant
increase, reaching €79.2 billion in 2008. The EU's main suppliers in that year were China (39
percent of all imports in terms of value), followed by Turkey (14 percent), India (7.7 percent),
Bangladesh (6.3 percent) and Tunisia (3.6 percent). Exports in 2008 amounted to €35.7 billion, with
Russia as the first export market of EU textile and clothing products (11.9 percent of total exports)
followed by Switzerland (11.7 percent), US (10.7 percent), Turkey (5.6 percent) and Tunisia (5
percent). In total, 15 percent of EU exports are oriented to the Euro-Med area where EU industry
developed outsourcing strategies for labour intensive operations.
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By 2011, extra EU imports of textiles and clothing amounted to €25.4 billion and €67.7 billion
respectively, while exports stood at €20.3 billion for textiles and €18.4 billion for clothing. The
overall trade deficit for 2011 in textiles and clothing thus reached €54.4 billion, up from €43 billion in
2007 (Euratex, 2012).
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The table below provides an overview of the main suppliers of textiles and clothing to the EU27 for
2010 and 2011. China’s dominance in clothing stands out in particular.
Table 8.10 Main countries of origin for EU textiles and clothing imports (2010-2011)
2010

2011

Imports in mln
Rank

Country

€

Imports in mln
Rank

Country

Textile imports

180

181
182
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€
Textile imports

1

China

6,831

1

China

7,678

2

Turkey

3,410

2

Turkey

3,947

3

India

2,339

3

India

2,701

The MFA governed the world trade in textiles and clothing from 1974 through 2004, imposing quotas on the amount
developing countries could export to developed countries, such as notably the EU countries. At the General Agreement on
Tariffs and Trade (GATT) Uruguay Round, it was decided to bring the textile trade under the jurisdiction of the WTO. The
Agreement on Textiles and Clothing (ATC) provided for the gradual dismantling of the quotas that existed under the MFA.
This process was completed on 1 January 2005.
http://ec.europa.eu/enterprise/sectors/textiles/external-dimension/trade-issues.
http://www.euratex.org/content/the-eu-27-textile-and-clothing-industry-year-2011.
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2010

2011

Imports in mln
Rank

Country

€

4

Pakistan

1,644

5

United States

992

Imports in mln
Rank

Country

€

4

Pakistan

1,967

5

United States

1,040

Clothing imports

Clothing imports

1

China

28,462

1

China

29,744

2

Turkey

7,866

2

Turkey

8,195

3

Bangladesh

5,856

3

Bangladesh

7,522

4

India

4,222

4

India

4,627

5

Tunisia

2,321

5

Tunisia

2,413

Source: Euratex, 2013.

8.3

Impact assessment of the textiles and clothing sector

8.3.1 Economic impact
Table 8.11 below provides a summary overview of the CGE results for the textiles and clothing
sector, broken down by main sources of the effects (i.e. tariff reductions, NTM removal and services
liberalisation).
Table 8.11 Summarised CGE results for Armenian textiles and clothing sector
short-run ( % change)
Indicators
Changes in empl.

baseline
0.121

Shares

long-run ( % change)

tariffs

NTMs

Serv.

total

tariffs

NTMs

Serv.

total

14.82

-0.13

-1.07

13.61

221.97

-

-

192.68

16.51

12.77

-

-

16.24

12.67

(%)

(more skilled
workers)
Changes in empl.

0.222

Shares

14.88

0.00

-1.05

13.83

222.20

(%)

(less skilled

193.29

workers)
Changes in value

0.134

added
Changes in output

Shares

15.46

-0.11

-1.13

14.22

236.89

(%)
58.0

Gross

16.56

0.23

-1.05

15.74

329.99

(mln €)
Changes in total

74.3

Mln €

20.5

Mln €

imports
Changes in total

14.1

domestic producer

18.28

289.85

1.71

0.53

14.20

-1.58

4.74

1.61

4.77

58.42

5.19

-1.35

62.25

397.89

-

-

362.93

15.91

19.05

Mln €

21.20

5.28

-1.72

24.76

48.30

(fob)
100

consumer prices
Changes in

21.86

207.13

11.96

(fob)

exports to EU
Changes in

13.36

(fob)

exports
Changes in total

16.40

Base

-

-

25.20

27.40

-4.30

-3.28

-1.04

0.05

-4.27

-10.63

-0.28

0.51

-10.40

-0.69

-0.36

0.28

-0.78

0.17

0.04

0.21

0.42

index
100

Base
index

prices

The predicted gains in output and employment for the Armenian textiles and clothing sector are
clearly substantial particularly in the long run – indeed this is the sector that is expected to
experience the biggest impact in percentage terms of all Armenian sectors. We must keep in mind,
of course that the sector comes from a low base in terms of its share in total output and
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employment in Armenia and in absolute terms impacts is less dramatic than the percentage
increases suggests. Nonetheless, the DCFTA is expected to provide a substantial boost to this
sector.
In terms of value added, a 207 percent increase is expected and a corresponding 363 per cent
increase in total exports. The driving force behind this increase is the removal of tariffs in this
sector, or more specifically, removal of tariffs on imported inputs for this sector. Imported materials
represent 30 percent of production costs in the textiles and clothing sector. As import tariffs are
removed therefore, the price of these imports are reduced by up to 8 percent, which reduces the
Armenian total production costs significantly. This in turn will make the sector more competitive on
third markets, explaining the large increase (363 percent) in total exports in this sector.
In the short run setting, the increases in outputs, employment and exports are much lower, which
points to the importance of capital flowing into this sector in order for it to expand in the magnitudes
described above.
Interestingly, lowering tariffs will cause bilateral export of Armenian textiles and clothing to the EU
to contract by 4.3 percent in the long run. Hence, the strong increase in exports of the Textiles and
Clothing sector can be largely attributed to trade with non-EU27 countries. This may be due to a
trade diversion effect, as explained further below.
The lowering of tariffs and trade costs in the sector has a positive effect on consumer prices, as the
opening up of the sector increases competition and lowers prices. Producer prices will see an initial
decline in the short run, which will in the long run setting turn into a slight increase of less than half
a percentage point.

Thus, as indicated by the modelling results, the DCFTA is expected to provide a significant boost to
the Armenian textiles and clothing industry. Considering the structure and current comparative
advantage of each of the sub-sectors within this sector, the expected impacts most likely related
almost entirely to clothing, with the exception of imports, which will most likely also relate strongly to
textiles (i.e. raw material inputs for the clothing sector).
While there is spare capacity in the sector, the relatively outdated equipment, implies that
investments will be needed in this sector for it to reach its full potential. The boost provided by the
DCFTA can be seen to provide the incentive for investments to indeed flow towards this sector as
new market opportunities open up. Hence the observed increase in almost all indicators between
the short and the long run.
Some of these investments may come from the EU, as EU producers see the potential of Armenia
as a gateway to CIS countries. A few examples of such investments can already be found, e.g.
German based Haniel, a family-owned group of companies, created a local affiliate in 2007, VKS
Armenia, to do business in the country. It has several hundreds of employees in Yerevan and
Vanadzor. VKS Armenia inaugurated a new sewing factory in Amasia in 2011.

183

While textiles imports will mostly be used as inputs for the domestic clothing sector, it is also very
likely that a substantial share of increased imports will involve clothing (final products) directly
competing with local products. The domestic market for clothing is thus expected to see more
183
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Doing Business in Armenia: 2011 Country Commercial Guide for U.S. Companies
http://armenia.usembassy.gov/uploads/zG/4q/zG4qxj1EQSQ0kwQU-R-Vkw/ccg_2011.pdf.
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competition from imports, resulting in lower consumer prices. While the expected import increases
in percentage terms are much lower than export increases (see Table 8.11), the fact that imports
are currently 15 to 20 times higher (in value terms) than exports, imply this import effect may in
absolute terms be quite substantial.
Considering the fact that the sector is almost entirely made up of SMEs, it is clear that the DCFTA
impacts in this sector will have a direct effect on SMEs in particular. But also indirectly opportunities
may be created for SMEs, notably through e.g. further subcontracting by Armenian producers.
The expected increase of exports to other countries (much bigger than the anticipated exports to
the EU) are the result of so called spill-over trade diversion effects, due to the fact that the removal
of NTMs (hence reduction of trade costs) is not only beneficial to the EU and Armenia, but to third
countries as well. Lower effective trade costs thus increases competition from third countries, and in
some cases, causes trade to be diverted from the EU.
However, with respect to bilateral trade relations, we should also note the issue of rules of origin,
which play an important role in Armenia’s ability to reap the full benefits from the DCFTA in terms of
improved market access to the EU, as explained below.
The issue of Rules of Origin for Armenian textile and clothing exports to the EU
Rules of origin (RoO) are criteria which determined the national source of a product or economic
nationality of a product. There are wide variations in the practice by different governments and
trading blocks with regard to rules of origins.
The rules of origins are an integral part of any preferential trading arrangement; with these rules the
EU attempts to ensure that the preferential treatments are accorded only to the products originating
from the trading partners of such arrangement. What criteria are applied for products to qualify as
originating from the the EU or the partner country depends on the specific product. With regard to
clothing products, the EU normally applies in its FTAs the so called “double transformation”

184

rule.

In addition manufacturers need to show proof or origin of all inputs of the product. Under the GSP+
scheme Armenia already has to comply withEU RoO to be eligible for trade preferences under the
GSP+.
Currently Armenian textiles and clothing products have the highest GSP+ utilisation rate after the
primary metals sector, suggesting that Armenian manufacturers are capable of complying with EU
RoO. Nevertheless, sector representatives indicated that it is difficult to comply with the RoO
requirements and that exports to the EU could be higher if the constraints related to RoO would be
removed..
However, most of Armenia’s raw materials inputs are actually imported from Turkey, via Georgia
and do not meet double transformation requirements. Any cumulation possibility with Armenia
would be difficult because of the proof of origin. There are some major bottlenecks to resolving this
issue, not least of which is Armenia’s relationship (or rather absence thereof) with Turkey.
The new EU RoO effective from January 2011 have greatly expanded the possibility for regional
cumulation. “The regional cumulation means a product manufactured / processed in a member
country of a regional group with material, inputs & parts from other members of the regional group
184

Double transformation rules imply that the imported raw materials must undergo two substantial transformations in the
exporting countries for the final product to qualify as originating in the final exporting country. This rule applies to textile
products from non-LDC countries (hence also to Armenia) and implies that e.g. a clothing manufacturing exporting final
products needs to have imported the yarn and transformed this first into fabric and subsequently into made up garments
(of course it is also possible that one country imports the yarn and makes the fabric, then sells it on to the next company to
produce a garment.

Trade Sustainability Impact Assessment in support of negotiations of a DCFTA between the EU and the Republic
of Armenia

161

subject to certain conditions is eligible to receive tariff references in the EU. This system allows
resources deficient, small & less diversified member countries to import material and input from
other members of the same group and to enhance its industrial development via the tariff
concession.”

185

To allow for cumulation with Turkey, the two countries would have to have some trade agreement in
place. At present, however, the two countries do not even have formal relations and the border is
closed. This situation is highly political and unlikely to change any time soon. Ultimately the EU is
striving for a regional cumulation regime that would integrate MEDA and EFTA countries, the
Balkan and its Eastern Partnership Countries into a large Pan-Euromed region in which cumulation
is allowed. This could take years though and is likely to be complicated and run into problems such
as the relationship between Armenia and Turkey.

8.3.2 Social impacts and human rights issues
The main social impacts in the sector will derive from the likely increase in employment
opportunities (see table 8.11) due to expansion of output and exports. Given the labour intensive
nature of this sector, such employment creation may be reasonably substantial, although the low
base level of employment for the sector must be kept in mind. Given the relatively low skill levels
required in this sector,

186

this could create opportunities for workers from other predominantly low

skilled sectors that are predicted to contract.
With respect to wages, it is relevant to note that the sector largely attracts young female workers,
who start their working careers in this sector. Their pay tends to be on the low end. According to
East Invest,

187

the average monthly wage in the sector is USD 200. Moreover, employment may be

created outside the actual companies, e.g. through outsourcing of work to homeworkers
(subcontracting), thereby putting pressure on wages and labour conditions in the sector. Labour
conditions for homeworkers are obviously much harder to control.
Increases in imports, moreover, predicted by the model and starting from a much higher baseline,
could lead to increased competition in domestic markets in particular and downward pressures on
wages to retain cost competitiveness. Such a race to the bottom could also include reducing labour
conditions and health and safety measures in the workplace in an effort to reduce cost. Increased
competition and employment in this sector should thus be closely guarded from a social and indeed
human rights perspective, especially since young females also tend to be less vocal, less well
organised and unionised and thus less able to know or defend their rights, e.g. to decent work and
adequate wages.

8.3.3 Environmental impact
No substantial environmental impacts from this sector are expected as a consequence of the
DCFTA and related production and trade increases for the sector, other than those related to
general issues such as increases in trade leading to increases in transportation.
The main environmental issues related to textiles and clothing relate to the textiles sector and its
use of chemicals and water in several processes, such as washing, dyeing and finishing of textiles.
If not adequately discarded and treated, chemicals and waste water can leak into the surrounding
185
186

187
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http://www.blog.fccisl.lk/2011/01/review-of-reforms-on-rules-of-origin-of-european-union-gsp-scheme/.
The issue of skill levels in the context of clothing production should be treated with some caution. While formal education
as such may not be required, technical skills are important and often come with training on the job, or from starting as
home workers (subcontractors).
http://www.east-invest.eu/en/Investment-Promotion/armenia-2/RA-textiles.
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areas and cause pollution of ground and surface waters as well as soil pollution. However, given
the small scale of the textiles sub-sector and the fact that the sector’s expected growth is expected
to come mainly from the clothing sub-sector, no substantial environmental impacts are expected.
Notwithstanding this observation, as part of general environmental regulation and compliance and
e.g. policies related to waste water treatment and disposal, developments in the sector should of
course be monitored.

8.4

Conclusions
The Armenian textiles and clothing sector is emerging from a period of decline brought about by the
collapse of the Soviet Union. Before independence the sector was an important part of the
economy, employing up to 15,000 people. Since then textiles in particular has been marginalised
and today only employs less than 500 people according to official statistics. The clothing sector
performs relatively better, but operates way below its capacity from before independence. The
sector is characterised by high import dependency for raw materials and limited exports. Most
exports are to CIS countries and exports to the EU are mainly based on inward processing trade
under subcontracting arrangements.
The sector has many constraints to further development and substantial investments will be needed
to upgrade technology and capacity to where it can compete effectively. Companies within the
industry are importing raw materials mainly from Turkey, in small batches, and therefore at a high
price. Some of the companies import cotton and textile from Central Asian countries (Turkmenistan,
Uzbekistan), but small quantities and high transport expenses result in high costs. Those
enterprises that do not work on subcontracting basis and have finished goods designed
themselves, are selling their product mainly in local market. But sales of imported goods are more
than 15 times higher than locally produced products.
Despite the current apparently weak position of the sector in Armenia, the clothing industry in
particular has shown some growth and is widely seen as having great potential still. It is one of 11
strategic export-oriented sectors identified by the industrial strategy (2011) for which a development
plan is to be launched.
Given the high import dependency of the sector and current high costs of such imports, the tariff
reductions and NTM removal as a consequence of the DCFTA are expected to have significant
impacts on the sector. It is the sector that is expected to experience the biggest impact in
percentage terms from the DCFTA of all Armenian sectors.
In terms of value added, a 207 percent increase is expected and a corresponding 363 per cent
increase in total exports. The driving force behind this increase is the removal of tariffs in this
sector. As a consequence of import tariff removals, the price of raw material imports are reduced by
up to 8 percent, which reduces the Armenian total production costs significantly. This in turn will
make the sector more competitive on third markets, explaining the large increase (363 percent) in
total exports in this sector.
In the short run setting, the increases in outputs, employment and exports are much lower, which
points to the importance of capital flowing into this sector. RoO issues should be resolved.
Moreover Armenian producers will have to upgrade products in order to be able to move away from
(dependent) subcontracting arrangements.
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As regards social impacts, the DCFTA creates employment opportunities and as such is likely to
have positive impacts. However, potentially increased competition might also lead to a ‘race top
the bottom’ with associated negative implications for workers rights and labour conditions. An issue
exacerbated by the nature of employment in the sector, which is dominated by young female
workers.
Policy implications
The main policy implications for the negotiations and implementation of the DCFTA for the textiles
and apparel sector can be summarised as follows:
•

Monitor social impacts closely.

•

Resolve RoO and in longer term relations with Turkey.

•

Promote investments in the sector, by developing Armenia as a regional base.

•

Promote investments in the sector to upgrade processes and products, potentially allowing for
the move away from (dependent) subcontracting.
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9

Detailed analysis: Labour mobility

9.1

Introduction
As has been demonstrated in this study, the lowering of barriers to trade as a result of concluding
the DCFTA with the EU is expected to result in significant gains in welfare and in purchasing power
for Armenian consumers. However, the realisation of these benefits for Armenian consumers and
citizens more generally critically depends on the ability of the Armenian economy (including the
production factors capital and labour) to adjust to the changes in the Armenian production structure
that are predicted by the economic model. Put differently, in order for Armenia to realise the gains
of trade liberalisation with the EU, capital and labour need to move from the economic sectors that
will see output decrease as a result of the DCFTA to those that are foreseen to expand output. Due
the expanding output, increased demand for labour and higher wages offered in such expanding
sectors (based on comparative advantages), investments and labour will be pulled towards them.
However, especially for labour, moving from one sector to another in practice may not be as simple
as that and labour displacement could result in short term losses, especially for more vulnerable
groups in the labour market and society in general. According to the model, labour displacement
will indeed be significant, with an estimated seven percent of more skilled workers and nearly 10
percent of less skilled workers in Armenia having to move between sectors in the long run in order
to realise the predicted 2.3 percent increase in GDP due to the DCFTA. This requires a successful
transition of workers from one sector to another, since “Moving workers from a low-productivity
sector to unemployment does not - let me repeat, does not - increase output. (Stiglitz)”

188

.

In this chapter we analyse the issue of labour mobility in more detail. First we provide an
introduction to the concept and key aspects of labour mobility and subsequently we move on to the
current situation in Armenia in this respect. The analysis concludes with a discussion on the impact
of the DCFTA on labour mobility in Armenia and possible recommendations for flanking policy
measures.

9.2

The concept of labour mobility
Below we present a short overview of the definition of labour mobility and the different types of
labour mobility considered in general.

9.2.1 Concept and definition
It is useful to distinguish between the various types of labour mobility for this analysis. Figure 9.1
presents the concept of labour mobility schematically. In its broadest form, labour mobility refers to
the physical movement of workers both across geographic location (geographic mobility) and
across different jobs (occupational mobility).
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The simplest (and arguably most common) form of

geographic labour mobility is the daily commuting of workers from home to work and vice versa.
Clearly this type of labour mobility is not included in our analysis. Within geographical mobility one
can distinguish between international labour mobility (often called ‘migration’) and internal
migration, which is the movement of workers between different regions in a country. The relocation
of workers from rural areas to urban areas can also be grouped under internal migration. The
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restructuring process of the economy as a result of liberalising trade between the EU and Armenia
mostly impacts internal migration, but could also indirectly influence international migration. Both
will be referred to later in in this analysis.
Figure 9.1 The concept of labour mobility

Labour
mobility
Occupational mobility
(changing jobs)

Geographical mobility

International
mobility
(migration)

Internal
migration

Commuting

Regional

Rural - urban

Lateral

Vertical

Between sectors

Between sectors

Within sectors

Within sectors

Informal - formal

Informal - formal

Source: CEDEFOP (2011), Long & Ferrie (2013), own insights.

Occupational labour mobility refers to a very different form of labour mobility, namely the movement
of workers across different jobs. This type of labour mobility often occurs naturally over time as
workers get promoted to better (or demoted to worse) jobs. This is called vertical occupational
mobility. Lateral occupational mobility is the movement of workers within a class of jobs of similar
socioeconomic status.
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Both types of ‘job’ mobility can occur within a particular economic sector

or across different economic sectors. Moreover, people could be employed in the informal and/or
the formal sector and thus also be moving between the two. The DCFTA is unlikely to affect the
vertical type of mobility as such, but could have an impact on between-sector mobility and possibly
mobility between the informal and formal sector.
Overall, the modelling results in chapter 2 have shown that the DCFTA has a significant impact on
the mobility of labour between sectors in Armenia. Since economic sectors are sometimes
concentrated in particular regions in Armenia (such as mining) regional and rural-urban (or vice
versa) migration are potentially important too. Similarly, the move between informal labour and
formal labour could be affected as well since in certain sectors informal labour is believed to be
more dominant. International migration will be covered to a certain extent since the number of
Armenians living abroad is substantial and remittances play an important role in the economy. The
DCFTA could possibly influence the diaspora since it could either become larger – in case the shifts
of labour between sectors is troublesome – or smaller – in case the predicted higher economic
growth attracts people back to Armenia. The analysis will focus on these types of labour mobility.

9.2.2 Key aspects of labour mobility
The aspects that influence labour mobility could be numerous and range from personal
circumstances to legislation or economic outlook. It is difficult to limit the analysis to a defined set of
aspects, but we try to stay as close as possible to (i) the factors that drive labour mobility (push and
pull factors), (ii) issues that play a key role in facilitating (or hindering) labour mobility and (iii) to
190
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some extent on the consequences of mobility of workers in the framework of the DCFTA. The
analysis or indicators studied for these three aspects could differ between the different type of
labour mobility flows considered in the framework of the DCFTA. Hence, we shortly outline the main
aspects considered for geographical and occupational mobility below.
Geographical mobility (regional, rural-urban, migration)
The move of workers between different regions or from the countryside to the city is often related to
a change of job between economic sectors (e.g. out of agriculture into industry) in which mainly
economic drivers play a key role. ‘Push factors’ to move away from a certain regions could be
unemployment, lack of land or general poverty and ‘pull’ factors to move to a certain area are often
dominated by the expectation to earn higher wages and better educational prospects (Aworemi,
2011). Personal reasons could also drive the move of workers between regions. Having friends or
relatives living in the destination area is believed to facilitate labour mobility, but only in the case
this does not increase the competition for the same type of jobs (Aworemi, 2011). . The physical
movement of labour across regions is also influenced by transportation costs. Training and
education could play a potentially crucial role in case the move between regions also comes
together with a move between jobs in different sectors (see below).
Occupational mobility
Arguably the most important form of labour mobility for our analysis refers to occupational mobility
between sectors. As shown in section 2.2, the move between informal and formal labour is
important for Armenia, given the large size of the informal economy in Armenia (approximately
50%, see Table 9.1) and social issues related to this. Several factors that influence labour mobility
are important to consider in this respect. These include for instance rules and regulation as
legislative requirements can influence the costs and process of hiring and firing of workers. The
policies and regulations in place surrounding unemployment are crucial for labour mobility too as
moving across sectors often results in – ideally short and temporary – unemployment (the time that
it takes to move from one job to another). The educational background of the workforce plays a key
role in facilitating the labour mobility of workers. In general, one can assume that higher educated
people are more likely to switch more easily between jobs and sectors compared to people that
have a lower educational background as more highly educated people are more likely to meet the
criteria of different job requirements. Training programmes, tailored courses and on-the-job training
may also facilitate the movement of labour across sectors as these all (given the programmes are
relevant in a business environment) further equip employees with relevant skills. The government
can support between and within sector labour transitions by active (education programmes etc.)
and passive (unemployment benefits) labour market policies.

9.3

Labour mobility issues in Armenia

9.3.1 Labour market characteristics and labour market relations in Armenia
Ever since Armenia’s independence from the Soviet Union in 1991, Armenia’s labour market has
been undergoing slow but gradual changes. The typical dynamics that affected labour markets after
independence from the Soviet Union were the structural shifts in the economy through a
restructuring of its key sectors, changes in ownership of firms, occupations and demand for skills.
Once large economic sectors (particularly industry and agriculture in the Soviet Union), collapsed
due to the sudden absence of demand and planned output targets. For Armenia, this implied a
strong surge in unemployment in the early 1990s when these sectors significantly reduced their
output. In addition, many more workers that were officially ‘employed’ in one of these sectors, but
actually did not perform any tasks (the infamous hidden unemployment in the Soviet Union), added
to the number of fast-rising unemployed workers after the independence. As a result,
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unemployment soared to a peak of 42 percent in 1999 (World Bank, 2007). Since that time,
Armenia’s economy and labour market have slowly improved through an extensive restructuring
progress. The economy slowly recovered in some of the ‘old’ sectors, but also due to the rise of
‘new’ sectors. The labour mobility that was triggered due to this process was mostly from
unemployed to employed in any of the recovering sectors. According to most sources however,
unemployment nowadays is still high even compared to other transition economies (ETF, 2010).
According to the National Statistics Service (NSS) of Armenia, the unemployment rate in Armenia
was 18 percent in 2010 (see Table 9.1). This indicates that either the process of restructuring is not
entirely finished yet, or did not go entirely smoothly. One limiting factor during the transition period
was indeed the depression that resulted after independence due to broken links with the Soviet
Union (which were crucial for energy inputs) and the conflict with Azerbaijan. Moreover, according
to other sources (such as the World Bank (2007) and the ETF (2010)), actual unemployment may
be as high as 30 percent in Armenia due to the fact that not all unemployed register officially as
unemployed (more on this later). This indicates that Armenia suffers from a supply and demand gap
in its labour market. The economic activity rate (economically active people between the ages of
16-64) declined by approximately 5 percentage points from 2001 until 2006 and then sharply
increased in 2007 to almost 71 percent (ETF, 2010). According to the most recent figures (see
Table 9.1), the economic activity rate sharply declined again due to the global economic crisis and
equalled 63 percent in 2011. The relatively large share of own-account workers (nearly 30 percent
in 2011) is also often seen as a result of the transition when many people that lost their jobs started
their own (informal) business as growth in formal employment was slow (World Bank, 2007).
Table 9.1 Labour Resources - Armenia (average annual,1,000 persons)
2008

2009

2010

2011

Labour resources (population 16-64)

2,377

2,398

2,390

2,286

Economically active population

1,415

1,419

1,463

1,441

Employed

1,183

1,153

1,185

1,175

employees

687

655

674

653

employers

4.9

6.3

6.1

7.5

own-account workers

348.0

290.3

325.5

349.8

others

143.5

200.9

179.6

164.9

Unemployed population

231.6

265.9

278.2

265.7

Economically inactive population

962.3

978.9

926.4

845.4

Full-time students, pupils

219.3

215.3

196.9

171.7

Housekeepers

229.8

216.8

224.0

205.4

Pensioners, disabled

214.4

236.0

226.7

222.6

Other jobless persons

298.8

310.9

278.7

245.7

Economic active rate, %

59.5

59.2

61.2

63.0

Employment rate, %

49.8

48.1

49.6

51.4

Unemployment rate, %

16.4

18.7

19.0

18.4

Informal employment rate, %

50.7

52.1

50.4

50.4

Source: National Statistical Service of the Republic of Armenia.

Lastly, the labour market in Armenia is characterised by a high share of informal employment.
According to NSS estimates, half of Armenia’s jobs are informal sector jobs. According to a World
Bank study on the labour market of Armenia, most of these informal sector jobs are in marginalized
economic activities and labour intensive sectors (agriculture, retail trade and construction). A report
by the European Training Fund identified that most of these jobs are located in the agricultural
sector as 98 percent of employment in agriculture could be considered informal (see Figure 9.2).
This is because most of the agricultural activities in Armenia are done by unregistered self-
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employed farmers (ETF, 2010). The construction sector also shows a high share of informal
workers in total employment, with 75 percent of all men employed in the sector working informally.
Included in this share are the employee-employer contracts based on an oral agreement, which
typically do not include any insurances or social contribution payments. The World Bank estimated
that the share of workers operating on the basis of these contracts was estimated to be 23 percent
in 2004 (World Bank, 2007). Based on local interviews, many employers do indeed have an
incentive for not officially registering their employees in order to avoid tax and other contribution
payments.

Share of total workers in the sector
working informally

Figure 9.2 Informality of labour in various economic sectors
97 99
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other business
transport,
services
comm.

Source: ETF (2010), pp. 27.

Sectoral and geographical structure of the labour market
The composition of employment in Armenia is rather special. As mentioned above, the
economically difficult times that resulted after independence from the Soviet Union hit all sectors
hard (especially industry and agriculture), resulting in GDP levels in 1993 that were half of those in
1990. Economic growth in the agricultural (due to the need for food security) and services sectors
recovered most quickly to pre-independence levels, whereas the industry segment in Armenia has
not recovered to pre-independence levels as of today (ETF, 2010).
Partly due to this dynamic, employment in agriculture in Armenia is currently one of the highest
among transition countries (World Bank, 2007). Currently, some 39 percent of Armenia’s labour
force works in the agricultural sector. When we would include the informal jobs in the sector as well,
this share could even rise to over 50 percent according to ETF (2010). The trend of increase in
agricultural employment was characteristic of a number of countries in the region, due to the depth
and severity of the transition crisis, but was very strong in Armenia. According to interviewees, the
main causes of high levels of agricultural employment in the country are low productivity and the
limited number of newly created non-agricultural jobs. The concentration of surplus labour force in
agriculture is, in turn, one of the main causes of low productivity in that sector.
Figure 9.3 Employment in Armenia, by sector, 2011
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Source: National Statistical Service of the Republic of Armenia.

With regard to the geographical structure of the labour market, employment rates are much higher
in rural areas (67 percent) than in urban areas (38 percent). The unemployment rate, on the other
hand, is 6.7 percent in rural areas and 29 percent in urban areas, but the better unemployment
rates in rural areas cover the fact that most jobs are low paid and seasonal (World Bank, 2007). At
the same time, the high share of informal labour and surplus of labour in the agricultural sector is
likely to underestimate the actual unemployment in rural areas (i.e. there are likely to be high
shares of hidden unemployment). According to the World Bank (2007) report, the regional
differences in outcomes of the labour market are indeed large. In addition, in some regions the
theoretical link that exists between wages and unemployment (in a sector where wages are high,
unemployment should be relatively low) does not apply. Regions with high average wages (e.g.
Yerevan and Kotayk) also have the highest unemployment rates in the country, which seems to hint
at existing mismatches between labour demand and labour supply in Armenia (World Bank, 2007).
Educational attainment of the labour force
Crucial to understanding the possible mismatch between the quality of labour supplied and demand
in Armenia is the general educational attainment of the workforce. As mentioned at the start of this
chapter, a higher level of education is expected to ease the labour mobility process as higher
educated workers tend to meet the requirements of job openings more easily. Figure 9.4 below
shows the highest education degree obtained by Armenians (data from 2008), in comparison with
selected OECD and Eastern European countries.
Figure 9.4 Distribution of population (16-64) by highest education obtained
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The figure shows that a very high share of Armenians obtained upper secondary education and that
relatively few Armenians studied further to obtain tertiary education. As such, Armenians seem to
be less well educated than the OECD average and for example Russia. However, compared to
Turkey, a larger share Armenians acquire more specialised and in-depth instruction of topics (which
comprises the difference between below upper secondary and upper secondary education). The
degree to which the educational attainment levels suffice for an efficient functioning of the labour
market is very country-specific. The persistently high unemployment rates in Armenia (20-30
percent) could be an indication that skill mismatches between the supply and demand for labour
exists. A World Bank report (2007) confirms that the share of highly educated among the
unemployed (1 out of 8 has tertiary education) is high compared to international benchmarks. The
very high number for youth unemployment (approximately 50 percent for 20-24 year olds and 70
percent for 16-19 year olds) seems to suggest that skills acquired during their education do not
meet the requirements of employers. For the first group (20-24), we can assume that this implies
that the upper secondary education is not meeting the demand of businesses. Moreover,
unemployment rates, especially for the second group (16-19), could be biased upwards as many of
these youth are probably not looking for a job either (due to school obligations etc.). Even though it
is not possible, based on these findings, to conclude that the high unemployment rates are driven
by a mismatch in skills supplied and demanded, the findings do seem to suggest that improvements
in this field can be made.
9.3.2 Nature and scale of labour mobility flows in Armenia
Due to the structural transition process after independence from the former Soviet Union, Armenia
experienced three types of labour mobility flows: between economic sectors, rural-urban and
international migration labour mobility flows. It is useful to understand the current dynamics of
labour flows in Armenia in order to understand how the economic consequences of the DCFTA are
likely to change existing patterns. Internal labour mobility flows are shortly discussed below. The
third issue, migration, is discussed separately in the next sub-section (9.3.3).
Employment by sector and sectoral labour mobility
During the Soviet Union era (1922-1991), industrial activity was at the core (together with
agriculture) of economic (planning) policy and hence an important share of Armenian workers was
employed in the secondary sector in 1990 (some 30 percent of total employment, see Figure 9.5)
and manufacturing sectors like primary metals and textiles and clothing flourished. Including the
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construction sector, this share was even 42 percent of all employment in Armenia. In combination
with the fact that large State-Owned-Enterprises (SOEs) dominated the agricultural production,
employment in agriculture was thus low. After independence, these roles reversed as the decline of
industry triggered a move of workers towards agriculture: the share of agricultural employment rose
to 45 percent in 2002 and has remained fairly stable since. Employment in industry and
construction declined to 17% and 3% in 2003 and settled at 11% and 6% in 2011 respectively (see
Figure9.5.
Figure 9.5 Employment in agriculture, services and industry in Armenia, 1990 - 2008
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The biggest problem of the Armenian labour market is that the increase in economic growth since
1994 did not go hand-in-hand with a proportional growth in jobs. The most recent evidence of this
so-called ‘jobless growth’ comes from the National Armenian Competitiveness Report 2011, which
shows that over the period of 2005 to 2010, the real change in value added in the entire economy
was 18 percent, whereas total employment growth was only 1 percent. The disproportionate growth
of output and employment was most significant in the mining sector (+38 percent growth in value
added, +9 percent growth in employment) and the manufacturing sector (+8 percent value added
growth, -32 percent in employment) (EV Center & EV Consulting, 2012).
These signs of improving productivity are good for Armenia’s economy overall, but also reinforce
the need for efficient labour mobility between economic sectors. Added to the mobility between
economic sectors due to the change into a market economy, is the change in ownership of
companies (from state-owned to private) that has influenced labour mobility flows in Armenia since
independence. The ETF (2010) report presents a good overview of the size of between-sector
labour mobility flows in the last decade, including a distinction between state-owned and private
companies. Table 9.6 presents these figures.
Table 9.2 Between-sector and state-private labour mobility in Armenia
Thousands
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2002

2007

Mobility 2002-2007

State

Private

Total

State

Private

Total

State

Private

Total

Agriculture

6.3

494.5

500.8

2.1

504.8

506.9

-4.2

10.3

6.1

Industry

16.6

126.5

143.1

3.1

131.8

134.9

-13.5

5.3

-8.2

Construction

3.4

32.7

36.1

0.8

30.3

31.1

-2.6

-2.4

-5

Transport & comm.

17.7

22.5

40.2

13.4

34.2

47.6

-4.3

11.7

7.4
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Thousands

2002

2007

Mobility 2002-2007

State

Private

Total

State

Private

Total

State

Private

Total

Trade, hotels

1.3

98.3

99.6

0.1

114.4

114.5

-1.2

16.1

14.9

Business activities

7.5

22.7

30.2

11.7

14.6

26.3

4.2

-8.1

-3.9

Health & social

62.6

4.4

66.9

35.2

15

50.2

-27.3

10.6

-16.7

Education

141.8

9.7

151.5

97.4

3.8

101.2

-44.4

-5.9

-50.3

Public administration

22.1

1.7

23.8

37.8

0.1

37.9

15.7

-1.6

14.1

Other activities

5.3

3.7

9

10.9

31.1

42

5.6

27.4

33

285.8

820.6

1106.4

213.1

888.4

1101.5

-72.7

67.8

-4.9

Job creation

25.5

85.8

79.2

Job destruction

-98.2

-18

-84.1

Job turnover

123.7

103.8

163.3

Total employment

Source: ETF (2010), pp. 58.

Overall, total job turnover in the period from 2002 until 2007 amounted to 163,300, which
represents some 15 percent of total employment in 2007. This is quite a significant amount of
workers that have moved. The trend from 2002 to 2007 has clearly been away from state
enterprises into private enterprises with volumes that almost balance each other out (-72,700 jobs
lost from state enterprises and +67,800 workers added to private organisations over the period).
This implies an overall job loss of almost 5,000 workers during this time. This could have resulted in
an increase in employment in the informal labour segment. In terms of sectors, the industrial sector,
together with health & social and the education sector experienced a serious wave of lay-offs in the
period between 2002 and 2007. Whereas the job losses in the health & social sector and the
education sector can be explained by the result of government programmes

191

, the decline of

employment in industry can be explained by a loss of competitiveness in the sector due to for
example an appreciating Dram

192

. The data do unfortunately not show between which specific

sectors people typically move.
Rural – urban mobility flows
A typical transition economy would experience an overall net flow of labour from rural to urban
areas as increased economic activity in urban areas demands more labour. This is also the case for
most Former Soviet Union countries and it often leaves rural areas particularly affected since the
young, talented and educated are often the first to leave. In the case of Armenia, however, this
trend is reversed and more people were moving to rural areas in the years from 2002 to 2007.
Table 9.2 shows that the net migration figures for urban areas have been negative in all years,
yielding a positive net urban to rural migration flow in Armenia from 2002 to 2007.
Table 9.3 Rural urban migration in Armenia 2002-2007
Rural

Urban

Net urban – rural

IN

OUT

IN

OUT

2002

3,393

2,725

4,274

4,942

668

2003

3,571

2,328

4,329

5,572

1,243

2004

3,646

2,379

4,502

5,769

1,267

2005

4,250

2,427

4,694

6,517

1,823

2006

3,535

2,384

4,256

5,407

1,151

2007

4,032

2,492

4,651

6,191

1,540

Source: ETF (2010), pp. 63, adopted from NSS 2008 figures.
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To reintegrate redundant teachers into other jobs (ETF, 2010, pp. 58) and the privatisation wave of hospitals.
According to interviewees.
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The World Bank report (2007) confirms these results and adds that between 1989 and 2005, the
overall urban population declined by 160,000 and the rural population increased by 74,000. A few
factors could be influencing this result. First, strong growth of economic sectors primarily located in
rural areas could be demanding jobs the demand for jobs in rural areas. In a report on the informal
economy of Armenia, the Asian Development Bank finds that the employment division among rural
and urban workers across different economic sectors. Apart from agriculture (76 percent of total
rural employment in 2010), only a few sectors stand out that could have demanded labour in rural
areas. Most of them are public services (such as education and construction), which have not
shown a strong increase in employment in the last decade (ADB, 2011). More likely is the strong
increase in mining activity in Armenia during the last decennium. Many mining companies have
been set up, upgraded and expanded in rural areas using largely foreign investments in order to
benefit from the high world market prices for the resources that Armenia has. As a result, a strong
pull factor from this sector for labour caused a likely flow of labour from urban to rural areas.
Lastly, the World Bank mentions another possible reason for the reversed relationship between
rural-urban mobility flows in the form of land reforms in the early 1990s that triggered better
employment opportunities in villages and presented an opportunity for Armenians to produce some
of the increasingly expensive food they consume themselves.
9.3.3 Labour migration in Armenia and its consequences
Despite the fact that it is very difficult to establish the impact of the DCFTA on international labour
migration flows, it is worthwhile to shortly elaborate on the current situation as regards international
labour mobility flows in the case of Armenia since they have been particularly significant in the last
decades. Figure 9.7 below shows net migration and international migrant stock figures for Armenia
from 1990-2010.
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Figure 9.6 Net migration flows and net migrant stock , Armenia, 1990-2010
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Right after independence, international migration out of Armenia was strongest as the economic
outlook worsened due to the recession. However, since 1995, the international migrant stock has
been declining and net migration outflows decreasing. Currently, according to the World Bank
statistics, some 10 percent of the Armenian population lives abroad. The situation thus seems to
have improved compared to the beginning of the nineties when, due to the economic and social
dislocation, between 800,000 and 1,000,000 people permanently emigrated from Armenia and
joined the sizeable the diaspora in Russia, Ukraine, USA and Europe.
Data from an ILO report on migration (based on the Returnee Survey of 2008) indicate that in the
period between 2002 and 2007, labour migrants dominated the external migration flows from
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Armenia. In this time, labour migrants constituted 94 percent of all migrants, 3 percent left Armenia
to permanently live abroad and 2 percent left to study abroad. A large number of migrants head to
Russia to work in the construction industry (an estimated 60,000 Armenians per year), which could
be linked with the earlier finding that employment in the Armenian construction industry had rapidly
declined since 1990 (ILO, 2009). The report also mentions that these workers do not want their
families to come over, nor do they want to return to Armenia since the prospect of a job that pays
enough to sustain their families is too low. On the other hand, the report finds that the most
demanded skills by employers in the Armenian economy are construction and IT specialists. This
contrasting situation is a result of the fact that the rapidly expanding construction sector in Russia
simply pays better than the construction sector in Armenia (ILO, 2009). Other than employment
motives (lack of jobs in Armenia, lower pay or absence of profession-specific jobs), the study by
ILO concludes that a lack of development perspectives, obstacles to doing business, the unstable
geopolitical situation and culture (“khopan”
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) are other reasons for migrating out of Armenia.

Section 3 establishes to which extent these could possibly be influenced by the DCFTA.

9.3.4 Policy framework
The current policy framework in the field of labour mobility in Armenia has been shaped by laws
and regulations on labour and social security passed in the period from 1995 until 2005. It took until
2003 for the Government of Armenia to adopt a more proactive stance on labour market issues.
Before that time, most labour market programmes were passive in nature (i.e. focusing on
unemployment benefits and temporary cash assistance). The changed focus in 2003 – with a
particular emphasis on reforms of the professional education system, including vocational training resulted in a Labour Code adopted in 2004

194

, which is to date one of the most important policy

documents for the labour market in Armenia (ETF, 2010). According to a study by the World Bank,
the Labour Code that replaced the previous system increased flexibility of the labour market to a
restrictiveness level of 2.3 (similar to other OECD countries such as the Netherlands) (World Bank,
2007). However, the sub-indicators of this score reveal that fixed-term employment arrangements
received the highest score of rigidity. Hence, even though the Labour Code seems to provide for a
flexible labour market, which in light of labour mobility and reaping the benefits from the DCFTA is
positive, the fixed-term employment arrangements seem to suggest that the move of labour
between sectors could be sluggish (more on barriers and driving forces in section 9.3.5).
While the Labour Code still forms the legal base of many policies in Armenia, the adoption of a
Sustainable Development Programme (SDP) in 2008 (covering the years 2008 – 2021) is the most
recent significant step in improving the labour market. The new Programme features some
important ambitious that affect labour mobility in Armenia (ETF, 2010), including:
•

Increased formalisation in the non-agricultural sectors;

•

Designing labour market policies aimed at tackling disparities in different regions in the country
(particularly Yerevan vs. the rest of the country);

•

Enhancement of the capacities of the State Employment System;

•

Implementing measures to soften rigidity in labour market protecting legislation.

Despite Armenia’s efforts in the field of labour market policies, implementation remains a problem
according to both interviewees and the literature. According to USAID (2008), for example, many
employers feel that the Labour Code still regulates some areas that should be left to the market
(such as overtime pay). The report by the ETF (2010), however, argues that government
intervention in overall employment and wage setting of companies is minimal. The World Bank
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Khopan is an Armenian tradition for leaving to work abroad, which is seen as an accepted and long-standing tradition in
Armenia. Men leave the country for a long period of time to earn income for their families.
Available in English at: https://www.ilo.org/dyn/natlex/natlex_browse.details?p_lang=en&p_isn=69749.
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(2007) agrees and states that “in practice, for many firms and workers, labour regulation is
completely bypassed, so that the labour market is virtually unregulated”

195

. So despite a strict

oversight of the government in some specific areas, the labour market seems to be generally
relatively unregulated and flexible (more on labour market flexibility in section 9.3.5). For the
assessment of labour mobility, this could be positive for the flexibility of the labour, but ignores
rights and welfare of workers. Interview insights for example learned that there are signs that
woman that go on pregnancy leave would be fired without much notice. There is a delicate balance
between keeping the labour market flexible, while at the same time guaranteeing the security and
rights of workers. Armenia could potentially benefit from the work in the EU in this area (coined
‘flexicurity’).
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Role of labour unions
According to nearly all interviewees for this analysis, the role of labour unions in Armenia is very
limited, which is mainly a heritage from the Soviet past where trade unions did not play an important
role. Still, a main labour union in Armenia exists: The Confederation of Trade Unions in Armenia
(CTUA). In 2010, the CTUA affiliated 24 branch unions and 709 professional organizations with
251,187 trade union members

197

. The CTUA is not affiliated with the ITUC or the ETUC. The CTUA

is aware of its seemingly passive role in bargaining processes or ensuring workers’ rights and its
Activity Plan for 2012-2017 features the ambition to increase the role of trade unions:
•

To assist the member branch unions in their activity to strengthen the trade union membership

•

Continue activities on further improvement and development of the system of trade union

motivation, to raise the number of trade union members and trade union organisations;
training;
•

To continue activities on ensuring the integration of women and young people in trade union
organisations

198

.

9.3.5 Driving forces and key constraints of labour mobility in Armenia
Crucial to understand for the impact analysis are the current driving forces and key constraints of
labour mobility in Armenia. Policy recommendations for the Armenian government in the framework
of the DCFTA would need to focus on eliminating constraints and barriers to labour mobility in order
to prevent that the DCFTA might lead to temporal or even permanent labour displacement. The key
driving forces and barriers to labour mobility in Armenia are elaborated below.
Sectoral wage distribution
One of the prime drivers for an individual worker to move within or a between sectors can safely
considered to be financial. Interviews with stakeholders confirmed that mobility of labour is strongly
influenced by prospects of higher wages elsewhere. As regards between sector labour mobility,
wage differentials between sectors could be a reason to move between sectors, given that the
worker possesses the rights skills and education to perform the job in the other sector. In a recent
study by the Asian Development Bank (2011), the average wage across different sectors and
between the formal and the informal sector was mapped. Table 9.3 presents these data.
Relevant for the analysis of labour mobility is any evidence on wage differentials between
industries. Naturally, the table shows differences in average wages across the various sectors, but
is difficult to judge whether these are large enough (also in comparison with productivity) that they
would be stimulating labour movements across sectors. Within the services sectors, we find a
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World Bank (2007), pp. 103
More information available at: http://ec.europa.eu/social/main.jsp?catId=102&langId=en
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http://www.hamk.am/On%20the%20Confederation%20of%20Trade%20Unions%20of%20Armenia.doc.
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http://www.hamk.am/Activity%20Plan.doc.
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sizeable difference in earnings between the public service sectors education and health and public
administration and defence. Average agriculture income is notably lower than wages in the
manufacturing industry (38,623 Dram versus 70,000 Dram), which could be an incentive for
unskilled rural workers to switch to unskilled labour jobs in manufacturing. However, general
conclusions are difficult to draw since job particularities and employee’s skills and experience are
more likely to drive differences in wages. Noteworthy is the generally lower pay in the informal
sector as compared to the formal sector, which should be a driver for labour mobility into the formal
sector.
Table 9.4 Average wage and earnings by industry, nature of employment, and sex
Industry

Formal

Informal

Total

Average income by sex

Man

Woman

Men

Woman

income

Men

Women

Ratio

79,155

65,744

494,22

22,986

38,623

50,323

24,054

2.1

*

*

*

*

*

*

*

*

Mining and quarrying

105,391

61,105

83,858

…

94,907

104,943

61,105

1.7

Manufacturing

80,020

59,129

63,015

40,322

70,000

77,375

52,245

1.5

supply

84,205

74,786

57,178

…

82,226

83,865

70,922

1.2

Construction

105,195

81,041

83,660

41,906

92,937

93,258

71,883

1.3

repairs, etc.

98,750

63,732

83,659

54,793

78,948

93,000

60,609

1.5

Hotels and restaurants

97,759

57,271

61,146

35,443

62,314

86,658

47,991

1.8

communications

83,918

72,509

78,510

30,344

80,801

82,612

71,053

1.2

Financial intermediation

118,558

84,764

…

…

100,952

118,558

84,764

1.4

137,436

86,038

73,789

58,795

109,792

129,764

84,920

1.5

defence, social security

103,026

69,362

…

…

92,051

103,026

69,362

1.5

Education

76,357

56,875

…

72,667

60,778

75,776

57,065

1.3

Health and social work

80,817

49,911

40,000

22,876

55,132

80,620

49,784

1.6

90,641

44,558

61,676

31,745

65,724

83,405

41,688

2.0

…

…

44,094

42,896

43,224

44,094

42,896

1.0

Extraterritorial organisations

147,231

116,548

…

…

133,630

147,231

116,548

1.3

Total

92,665

59,279

61,605

28,658

66,511

79,790

48,499

1.6

Agriculture, hunting and
forestry
Fishing

Electricity, gas, and water

Wholesale and retail trade,

Transport, storage, and

Real estate, renting, and
business activities
Public administration and

Other community, social, and
personal services
Private households with
employed persons

* The fishing industry only has six observations, which was not provided adequate representation of the average income of the
employed population.
no observation/no data available.
Source: ADB (2011), pp. 26.

Labour market flexibility
Flexibility of the labour market encompasses several dimensions and could either be a driver of
labour mobility or a key constraint. Strong employment protection legislation (one of the
determinants of labour market flexibility) could make it more difficult to enter or re-enter the labour
market on an open-ended contract, especially for women and older people. As such, it could
increase long-term unemployment and could strengthen labour market “insiders”. As a result, by
making hiring and firing more costly, it may slow the adjustment after the DCFTA and slow
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reallocation of labour. However, one should keep in mind that solely flexible hiring-firing practices
for employers does not increase labour market mobility when all laid-off workers end up being
unemployed for a long time. Hence, even though a flexible labour market could be facilitating (or
hindering in case it is very rigid) labour mobility, it should be seen in combination with other
facilitating factors in order to judge whether it is favourable to overall labour mobility. Moreover, a
flexible labour market, imposes little burden for employers in adjusting its employee-base, but could
severely affect workers’ rights and welfare. As mentioned before, the EU is trying to make this
careful trade-off optimal through its work on ‘flexicurity’.
As mentioned before, the Labour Code forms the basis for the rights of employees and employers
in Armenia, but enforcement and implementation is weak. While this gives employers the
opportunity to deal relatively flexibly with employment issues, it poses serious issues for worker’s
rights. As Figure 9.8 shows, labour market flexibility is high (and increasing) in Armenia. Compared
to the EU-27, Armenian employers do not face too many constraints in the hiring and firing of
workers.
Figure 9.7 Labour market flexibility in Armenia, Turkey, Georgia and the EU-27
Labour market flexibility (1-7, 7=best)
7
6
5
4
3
2
1
0
Armenia
2008-2009

EU 27 (average)
2009-2010

2010-2011

Georgia
2011-2012

Turkey
2012-2013

Source: IMDB, The Global Competitiveness Index 2012-2013 data platform.

The Labour Code of 2004 has increased labour market flexibility in Armenia considerably and
brought labour market flexibility to an OECD average. However, according to the OECD rigidity of
employment index, the fixed-term employment arrangements accounted for the largest share of
rigidity still existing in the Armenian labour market (World Bank, 2007). These findings were
confirmed by a survey conducted in 2007 by Armenia’s Statistical Service. The legal provisions of
the labour code were found to be satisfactory (53 percent of respondents), although some
improvements are necessary with respect to contractual issues. The most recent data on the extent
of labour market flexibility in Armenia come from the Doing Business database and are detailed in
Table 9.4.
Table 9.5 . Labour market flexibility in Armenia according to Doing Business (enforcing contracts)
Indicator

2013

2008

Are fixed-term contracts prohibited for permanent tasks?

Yes

Yes

What is the maximum cumulative duration of a fixed-term employment relationship (in

No

months), including all renewals?

limit

60

redundancy?

Yes

Yes

Must the employer notify a third party before dismissing one redundant worker?

No

No

No

No

Is it legal for an employer to terminate the employment contract of a worker on the basis of

Does the employer need the approval of a third party in order to dismiss one redundant
worker?
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Indicator

2013

2008

No

No

No

No

redundant?

Yes

Yes

Are there priority rules that apply to redundancy dismissals or lay-offs?

No

No

Are there priority rules applying to re-employment?

No

No

Must the employer notify or consult a third party prior to a collective dismissal (9
employees)?
Must the employer obtain prior approval from a third party before a collective dismissal (9
employees)?
Is there a retraining or reassignment obligation before an employer can make a worker

Source: World Bank, Doing Business 2008, 2013.

The possibility of unlimited duration of fixed-term employment relationships can be viewed as the
only labour market characteristic that adds to the rigidity of the labour market. However, the extent
to which this provision actually acts as a barrier to labour mobility is questionable since (as
presented in section 9.3.1) employers often have oral contracts with employees and, in general, the
pervasiveness of informal labour is high. According to the World Bank, the compulsory retraining or
reassignment that needs to be arranged before firing a worker is also believed to increase the
rigidity of the labour market.This may be true from an employer point of view, but on-the-job training
or education increases the skillset of a worker (and hence increases the change that he or she
stays on in the firm) and might ease the transition of a worker into another job. This would actually
be favourable to a smooth labour mobility process.. In conclusion, the labour market in Armenia
seems appears to be very flexible from the perspective of hiring and firing practices, but this cannot
solely be used as an argument for smooth labour mobility prospects as solely the flexible hiring and
firing practices do not cause labour mobility.

199

Re-entering the labour market and the role of public institutions
The degree to which (temporarily or permanently) unemployed are able to re-enter the labour
market also influences the success of labour mobility. The State Employment Service (SES) is the
dedicated governmental body responsible for the implementation of the Labour Code and the
Sustainable Development Programme. It operates 51 employment centres in the country, which
should facility the move of workers between sectors and help unemployed re-enter the labour
market. However, the performance of the SES in providing active labour market instruments, such
as vocational trainings and compensation of costs related to geographical mobility, which are
crucial for labour mobility to take place, is poor according to interviewees. This finding is confirmed
by the ETF (2010), who find that staff workload varies significantly across the centres and the
budget available to (both active and passive) labour market programmes is extremely low
compared to OECD averages (0.1 percent of GDP) (ETF, 2010). As a result, the SES is not always
effective in finding work for the unemployed. A 2005 survey under unemployed youth found that
only 31 percent of the formerly unemployed youth found a new job through the SES (World Bank,
2007).

199

In case these loose firing regulations increases the likelihood of being unemployed and the lack of education and training
causes that they are not able to move back to employment, then the flexible labour market could also be a burden to
labour mobility.
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Figure 9.8 Reasons why unemployed do not look for a job

0,4

0,1

38,2
10,2
3,1
7,8

2,6

40,6

Has already found a job and will start working
Has found a job and waiting for work invitation
Is retraining
Is waiting for an invitation from the previous workplace
Does not hope to find a job
Does not know how to find a job
Other
Source: State Employment Service Agency, 2010, Actual unemployment rate in Armenia, pp. 26.

The problem of activating the unemployed in Armenia is, however, broader than only youth. The
most recent household survey data for Armenia find that 38 percent of the unemployed do not know
how to find a job and 41 percent have no hope that they will actually find a job and thus effectively
give up trying. Figure 9.9 shows the reasons why unemployed to not actively look for a new job.
The first reason mentioned (“do not know how to find a job”) could be an indication that the SES is
not effective enough in supplying unemployed with the right information about how to find a job
(including the possibility to register with the SES). The seemingly marginal role that the SES plays
in finding new work for employees is confirmed by the data in Figure 9.10 that show that only 9.6
percent of officially unemployed persons applied to the SES for finding a new job. The large
majority directly applies with employers (81 percent). The survey also showed that only 2.6 percent
of all unemployed in Armenia were registered at the SES in 2010 (SESA, 2010). Possibly, this
could be part of a more general trend that people find work more directly through e.g. the internet.
However, the survey also showed that only 2.6 percent of all unemployed in Armenia were
registered at the SES in 2010 (SESA, 2010), which could be another signal of the limited role of the
SES in clearing labour markets.
Figure 9.9 Means used to find a new job (multiple answers possible, % of total unemployed)
0%

Yerevan

Marzes

Armenia

10%

20%

11,2 6,4

6,9
0,1

30%

29,4

28,1

50%

7

25,9

9,6 4,6

40%

60%

70%

80%

90%

80,7

81

4,3

100%

18,7

37,1

80,9

25,7

Has applied to State Employment Agency

Followed the announcements

Gave announcements

Asked friends/relatives

Applied to the employer

Other

Source: State Employment Service Agency, 2010, Actual unemployment rate in Armenia, pp. 26.
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Education and training
Crucial in the assessment of a conducive labour mobility environment is the presence of good
quality and quantity of education and (vocational) training. As mentioned in previous sections of the
report, the quality of education matters for the individual ability of workers to switch between jobs,
the capacity to re-educated unemployed workers, the closing of the skill mismatch gap and the
ability of business to be able to offer on-the-job trainings so as to continue improving the knowledge
base of Armenian employees. For the assessment of the success of labour mobility as a result of
the DCFTA, the ability of growing sectors to attract the right type of labour is crucial. The workers
that need to move to the growing sectors need to have the right skills and attitudes to perform the
tasks required in the new jobs. The general education level of the moving workers could facilitate
this move, but also the availability and quality of training or re-education programmes determines
this success. In Armenia, this aspect can, however, be somewhat seen as a barrier to labour
mobility since the overall quality of education and the effectiveness of education and training
programmes for employees or unemployed is considered to be low.
Regarding the first, according to the Global Competitiveness Report, the perceived general quality
of education is relatively poor compared to the EU-27 (though equal to its neighbouring countries).
The presence of local research and training facilities is also lacking behind EU-27 average and
Turkey, though improving quickly (see Figure 9.11). A recent report by the ILO (2009) also
recognises that both public and private vocational and tertiary education institutions do not
sufficiently meet the needs of the local labour market in terms of quantity and qualitative criteria
(e.g. foreign languages and IT skills). The report claims that this phenomenon is to a certain extent
“due to the scarcity of financial resources, problems in the legal framework, the outdated and
depleted facilities and laboratories, and finally, faculty shortages and qualification issues

”200

(ILO,

2009). Also the extent to which Armenian businesses offer on-the-job trainings to staff is the lowest
among these group of reference countries (GCR, 2013). On a scale from 1-7, the extent to which
Armenian businesses invest in training and employee development was with 3.6 the lowest in
Armenia. The average score has however been improving in recent years.
Figure 9.10 Global Competitiveness Report education indicators
Quality of education (1-7, 7=best)
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Local availability of research and training
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Source: Global Competiveness Report, online data portal.

Secondly, the re-education and training of the unemployed seems problematic too. Specifically
regarding the active labour market policies in the field of education, interviews with stakeholders
highlighted the fact that education and (vocational) training are often organised by private

200

Migration and Development. Armenia Country Study, ILO, 2009
www.ilo.org/public/english/region/eurpro/moscow/info/publ/migr_dev_study_en.pdf
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organisations and cost money to attend. This reduces the incentive to attend such training courses,
especially by unemployed who have very little money to spend. A survey among youth unemployed
in Armenia showed

201

that the reason for 56 percent of the unemployed not to retrain was a lack of

finances. The alternative for unemployed Armenians that are looking for re-education programmes
can be found in the publicly available training programmes offered through the SES. These training
programmes are only available for officially registered unemployed persons. However, most people
that are only unemployed for a short period of time do not go through the process of listing as
unemployed since the low unemployment benefits do not outweigh the costs of going through this
process (difficult and lengthy procedures be officially unemployed). Older people are the least likely
to enlist as unemployed since the use of ICT in the application process increases the costs for them
to do so disproportionality. The difference between officially unemployment and actual
unemployment (some 10 percentage points as described before) could indicate that a large share
of people do not officially list as unemployed and hence are not eligible for the trainings offered
through the SES.
Moreover, the capacity of the SES to provide trainings or educational programmes for the
unemployed is severely limited by the small budget available to them. Some 3.7 percent of the total
budget available to the SES for labour market programmes was designated for training
programmes in 2008. As a share of active labour market programmes, this was 11 percent in 2008
(ETF, 2010). Indeed, interviewees believe that the quantity and quality of publicly available training
and education programmes falls short of the demand for these programmes.
Interregional labour mobility
Lastly, according to literature, Armenia faces some barriers to interregional labour mobility due to
the very high transportation costs involved in moving across regions. Also commuting, which could
reduce the need of geographical mobility, is still restricted (not least due to the relatively low quality
of infrastructure in Armenia). The World Bank report (2007) also notes that a large difference
between real estate prices in different regions acts as a barrier to internal migration. The duties on
purchasing and selling flats and scarcity of low-rent flats in some regions add to this problem.
As noted in the previous subsections, the effectiveness of the SES across regions differs also. The
World Bank (2007) adds that vocational training programmes are often not properly adjusted to the
needs of the local economy of the regions and vocational trainings offering advanced skills
demanded in the region were often not available (World Bank, 2007).

9.4

Impact assessment of DCFTA in relation to labour mobility
This section presents a detailed overview of the expected effects of the DCFTA on the domestic
economy of Armenia, with a specific focus on the expected movement of workers. We draw on the
economic modelling results and findings from the analysis in the previous sections.

9.4.1 Key sector level impacts from CGE model
The DCFTA under negotiation between the EU and Armenia is expected to result in better market
access for Armenian and EU firms in each other’s markets. This will improve export opportunities
for Armenian firms, but will also increase competition for Armenian producers from cheaper imports
from the European Union and increase the competition among Armenian firms for capital and
labour. Consequently, sectors with a competitive advantage vis-à-vis the EU will see output
increasing, whereas uncompetitive sectors will decline due to increased competition from imports.
201
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Survey of Unemployed Youth, 2005, in: World Bank (2007).
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As a result, firms in sectors will either be shedding jobs or creating jobs. As mentioned in the
additional social analysis, the overall job creation effect of the DCFTA cannot be determined
(although it is expected to be positive), but sectoral reallocations of workers will most likely take
place. Tables 9.5 and 9.6 present the estimated changes in output and employment for the ten
sectors with the highest increases and decreases in employment (for both skilled and unskilled
labour).
At this point, it is useful to distinguish between the definitions of skilled and unskilled labour that are
used in the economic model. The GTAP 8.0 database that is used for the modelling basis the
distinction on the ILO classification of occupation: skilled labourers are professional workers (such
as managers and administrators), whereas unskilled labour are the production workers (clerks,
plant and machine operators, labourers and farm-workers)

202

. Moreover, it is important to reiterate

that it is not possible, due to the assumptions used in the CGE model, to present estimations on the
actual number of employees moving across sectors. However, the relative shares, compared with
the labour market information presented in this chapter, should give an approximate indication of
the scale of labour mobility flows expected after the DCFTA.
Table 9.6 Skilled labour employment changes predicted by the model
Rank

Sector

Change in

Share in total

Change in

Change in

output, LR

skilled

employment,

employment,

(%)

employment

Short Run

Long Run

(%)

(%)

(%)

Largest changes in sectoral employment (increases, long run)
1

Textiles and Clothing

289.8

0.1

13.61

192.7

2

Other machinery and equipment

62.6

0.2

11.8

46.2

3

Personal and recreational serv

23.2

0.0

3.1

12.8

4

Electronics, computers

9.5

0.0

11.4

6.5

5

Air transport

8.2

0.3

8.8

5.7

6

Business and ICT

11.1

0.7

3.7

5.6

7

Other transport equipment

5.3

0.0

7.8

3.5

8

Primary metals

3.6

0.9

5.7

1.8

9

Utilities

2.2

10.7

0.4

0.7

10

Fish products

0.7

0.0

0.4

0.4

0.0

-0.6

-22.5

0.0

-7.0

-11.0

0.1

-4.2

-7.1

0.4

3.1

-6.7
-6.6

Largest changes in sectoral employment (decreases, long run)
1

Motor vehicles

2

Vegetables oils and fats

3

Livestock and Meat Products

4

Other manufacturing

-27.4
-10.8
-6.5
-6.6

5

Ceramics, cement, etc.

-5.8

0.0

-4.5

6

Wood, paper, publishing

-5.4

0.4

-3.6

-6.4

7

Fabricated metals

-3.5

1.2

-2.8

-4.3

8

Chemicals, rubber, plastics

-2.9

0.0

-3.1

-4.1

9

Other processed food

-4.1

4.7

-2.3

-3.7

10

Beverages and tobacco

-4.5

2.4

-1.9

-3.3

1.4

7.3

Total labour displacement
Source: CGE modelling results.
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After implementing the DCFTA, some 7 percent of the total skilled labour force will move between
sectors in Armenia in the long run. The textiles & clothing (+193 percent) sector is predicted to see
employment in its sector increasing the most relative to its size. Other machinery and equipment
(+46 percent) and personal and recreational services (+13 percent) sectors will be attracting many
skilled labourers in the long run as well, relatively to their initial share of skilled labour in the sector.
Initially large sectors in terms of the number of skilled workers employed in the sector, that will also
expand significantly due to the DCFTA are the Utilities (+0.7 percent) and Primary metals (+1.8
percent) sectors.
The sectors that will shed a large share of their skilled workers are the motor vehicles (-23 percent),
vegetable oils and fats (-11 percent) and livestock and meat products (-7 percent) in the long run.
Similarly large reductions in output are the cause of the necessary move of these workers. Due to
the relatively large share of skilled workers employed in the other processed food and beverages
and tobacco sectors, a relatively large absolute impact is expected for the skilled labour employed
in these sectors.
Table 9.7 Unskilled labour employment changes predicted by the model
Rank

Sector

Share in total

Share in total

Change in

Change in

value added

unskilled

employment,

employment,

(%)

employment

Short Run

Long Run

(%)
Largest changes in sectoral employment (increases, long run)
1

Textiles and Clothing

0.1

0.2

13.83

193.3

2

Other machinery and equipment

0.2

0.2

12.00

46.4

3

Personal and recreational serv

0.0

0.0

3.30

13.0

4

Electronics, computers

0.0

0.0

11.61

6.7

5

Air transport

0.4

0.6

9.01

6.0

6

Business and ICT

0.4

0.2

3.85

5.8

7

Other transport equipment

0.0

0.0

8.10

3.7

8

Primary metals

1.1

1.5

5.94

1.9

9

Utilities

8.2

7.0

0.63

0.8

10

Water transport

0.1

0.1

1.88

0.6

Largest changes in sectoral employment (decreases, long run)
1

Motor vehicles

0.0

0.0

-0.41

-22.4

2

Vegetables oils and fats

0.0

0.0

-6.83

-10.8

3

Livestock and Meat Products

0.2

0.3

-3.98

-6.9

4

Other manufacturing

0.8

0.9

3.31

-6.5

5

Ceramics, cement, etc.

0.0

0.0

-4.27

-6.4

6

Wood, paper, publishing

0.7

0.7

-3.42

-6.2

7

Fabricated metals

1.0

1.7

-2.61

-4.1

8

Chemicals, rubber, plastics

0.0

0.0

-2.95

-3.9

9

Other processed food

3.5

5.9

-2.15

-3.6

10

Other crops

1.3

2.1

-2.18

-3.2

1.7

9.6

Total labour displacement

Source: CGE modelling results.
Compared to skilled labour, the estimated flow of unskilled labour across sectors in Armenia is even
larger: nearly 10 percent of the entire unskilled labour force is expected to move in the long run
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after the DCFTA. The textiles & clothing and other machinery sectors will attract expand their
unskilled labour base of production the most, but only when capital has been able to move across
sectors (i.e. in the long run). The other processed food and beverages and tobacco sectors are,
given their relatively large share in total unskilled labour employment, likely to significantly
negatively affected. The Diary products sector is the second largest employer of unskilled labour in
the country and is also expected to see a significant share of its unskilled labour base leave. Similar
to the skilled labour segment, the motor vehicle and vegetable oils sector will see the most
significant relative job losses in the long run.
In order to estimate the flow of labour across aggregate economic sectors as a result of the
DCFTA, it might be insightful to compare the distribution of skilled and unskilled labour across the
different economic sectors. Figure 9.12 presents the distribution of workers before and after
implementation of the DCFTA
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. The shares of skilled labour and unskilled labour across the

aggregate sectors are unlikely to change much, as shown in the figure. In both segments, the share
of employment in the services sector is likely to remain stable, whereas the share of employment in
food & agriculture is expected to decline in favour of employment in manufacturing sectors.
Figure 9.11 Shares of skilled labour and unskilled labour, before and after DCFTA
Share of unskilled labour in sectors

Share of skilled labour in sectors
100%

100%

90%

90%

80%

80%

70%

70%

60%

83,5

52,9

5,5

5,9

40,8

40,2

60%

83,5

50%

50%

40%

40%

30%

1,0

1,0

30%
3,6

3,3

20%
10%

52,7

0,5

0,5
12,6

12,3

Baseline

DCFTA (LR)

0%

20%
10%
0%

Baseline

DCFTA (LR)

Food & Agriculture

Energy & Minerals

Food & Agriculture

Energy & Minerals

Manufacturing

Services

Manufacturing

Services

Source: CGE results, own calculations.

Apart from the sectoral labour reallocations predicated by the CGE model, we should not forget that
the DCFTA, by increasing trade liberalisation, generally increases competition and business
opportunities abroad, which implies adjustments for the entire economy. As such, the structural
changes in the Armenian economy triggered – which typically go hand-in-hand with reallocation of
labour – could bring about labour mobility in any area of the economy, which stresses the need for
a smooth transition process.
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Please note that the sectoral aggregation of employment shares might not correspond to figures presented earlier in this
report, due to differences in the GTAP sectors and the customised Trade SIA sector aggregation. Moreover, the GTAP
database splits employment into skilled and unskilled labour according to the ILO definition, which might also diverge from
definitions used in other reports.
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9.4.2 Key social impacts
The additional social analysis performed during this study (presented in chapter 3) already
identified the important role of labour mobility in the adjustment process after implementation of the
DCFTA. Additionally, the analysis concluded that the projected relocation of workers might be
negatively affecting the more vulnerable groups of the society, such as the uneducated, the inactive
and the unemployed population groups, disproportionately. Overall, the social analysis finds that
the following effects could materialise in the long run after implementing the DCFTA:
•
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Some 12 and 11 percent of unemployed and inactive Armenians, respectively, will experience
absolute losses due to the DCFTA. For the Armenians with higher-education and post-graduate
education these shares are considerably lower, approximately four and three percent
respectively. In the framework of labour mobility, this implies that in case labour mobility is not
functioning smoothly and workers are not able to move optimally between declining and rising
sectors, they might potentially be negatively affected by the DCFTA;

•

The probability of experiencing absolute welfare losses are reduced when education level
increases: the DCFTA is more likely to positively influence the welfare of higher educated
Armenians due to the larger contribution of wages on their total income;

•

Conversely, higher educated people are more likely to benefit from the DCFTA (through higher
wages) due to the higher likelihood of being employed in expanding sectors (notably services);

•

Rural areas have a very low share of population that will see welfare decreases due to the
DCFTA (2 percent). Other urban areas (other than Yerevan) see the largest share of its
population potentially lose due to the DCFTA (some 12 percent of the population). The share of
the population that will move between urban and rural areas are potentially affected by these
possible welfare decreases;

•

The size of unregistered employment in Armenia is a serious complication. Only 20 percent of
the working-age population actually makes the mandatory contributions to social insurance.
This reduces the amount available for labour market programmes and strengthening of
institutions to get people back into the labour force.

The effects outlined above show the importance of education and successful reintegration into the
labour market. The overall welfare effects of labour mobility could thus be negative for people that
would move to other sectors given higher wages and better opportunities, but lack the skills and/or
the means to do so. As a result they may become unemployed. In the event that their temporary
unemployed status becomes permanent – e.g. due to a skill mismatch which is more likely to occur
for low educated workers than for high educated workers – these workers have a higher chance of
incurring negative welfare losses as predicted by the social analysis. A similar line of argument
could hold for the 60+ age group, of which 12.5 percent are estimated to potentially lose from the
DCFTA in terms of welfare, as they might experience similar difficulties in re-entering the labour
market.
9.4.3 Likely transition effects and labour mobility issues
Based on the assessment of the Armenian labour market and the current issues at play in relation
to labour mobility, the transition effects after the DCFTA-induced labour mobility are a reason for
concern. The three most apparent transition effects that are likely to play an important role in the
labour mobility process triggered by the DCFTA are listed below. The first two are likely to act as
barriers to the labour mobility process, whereas the last could foster labour mobility given that the
right conditions are in place.
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Bear in mind that the estimation of these results depends on various assumptions and limitations outlined in the social
analysis chapter and that they might hence not be an accurate reflection of the real effects of the DCFTA.
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1. (Re-) entering the labour market in Armenia is difficult
Some seemingly existing inefficiencies in Armenia’s labour market could potentially be delaying
the predicted gains of the DCFTA.
-

Firstly, unemployment is persistently high in Armenia (official unemployment at 19% and
actual unemployment at around 30%). The length of unemployment, which was 10 months
in 2006, is also high. The large share of youth in the total number of unemployed, in
combination with the fact that the unemployed are relatively highly educated, seems to point
towards mismatches in the supply and demand of skills in the Armenian labour market. The
quality of education is lower compared to EU-27 standards and the ILO finds that education
institutions do not sufficiently meet the needs of the local labour market in terms of quantity
and quality (e.g. foreign languages and IT skills) (ILO, 2009). These potential mismatches
between the skills of the unemployed and the demand from the private sector could be a
source of friction in the labour mobility process expected to occur after the DCFTA.

-

This process could be facilitated by the availability of specialised training services or reeducation programmes for the unemployed. However, the role that public institutions
(notably the State Employment Service) play in this process seems to be low. Only 2.6
percent of the unemployed were registered at the national employment service and not even
ten percent of the unemployed applied to the SES for finding a new job. In principle, the
minor role that the SES seems to play in Armenia does not have to be a problem for labour
mobility as long as the moving workers find a job through the effective use of other
channels. However, the structural high levels of unemployment and the average length of
unemployment suggest that re-entering the labour market is difficult.

-

These apparent inefficiencies could potentially be troublesome for the industrial sectors that
are estimated to see output increasing strongly (such as the textiles and clothing and other
machinery and equipment sector), which often require some type of training or education for
the work that needs to be performed. In addition, according to the ILO report, the private
sector is currently strongly demanding specialised experts for the construction and IT sector
(ILO, 2009). Added to the existing demand for these experts is the projected growth in
output and employment of the electronics & computers (+9 percent in output) and business
& ICT services (+11 percent in output) sectors as a result of the DCFTA. The need for
training and education of these skills thus is important in order to facilitate the move of
workers to these sectors.

2. High transportation costs limit geographical mobility
Due to the projected increase in output of services sectors, which require both skilled and
unskilled labourers, and in combination with the decline in some agricultural sectors, rural
workers could be expected to move to urban areas where services activities are often located.
However, transport costs involved in commuting or moving between different areas in Armenia
are high. This poses a particular problem for rural-urban mobility as apartment rents and
mediation costs are high.
3. The flexible labour market in Armenia fosters structural adjustments
On the upside, Armenia’s labour market is one of the most flexible in the region and is more
flexible than the average in the EU-27 according to the Global Competitiveness Report. Even
though a flexible labour market is not in favour of the overall welfare and satisfaction of
employees, it is an indication that employers are able to hire and fire workers without too much
effort involved, which in turn could favour a smoother labour mobility process. However, these
flexible labour market conditions are only favourable to labour mobility when the conditions for
moving between sectors are right; Thus when skills and education levels of employees meet the
need of business and no other, for example physical, barriers to move exist.
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9.4.4 Potential effect on international labour migration
Over the last decade, net international out-migration in Armenia has been reducing from its peak in
the early 1990s. The impact of the DCFTA on international migration flows is very difficult to predict
since migration is driven by many factors (also other than economic). In general, closer integration
(through the DCFTA) is a proven incentive for increased labour flows between both regions.
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However, this depends strongly on the specific provisions that will be negotiated as part of the
DCFTA, as well as in the Association Agreement. . The Association Agreement negotiated in
parallel with the DCFTA is likely to include provisions concerning cooperation between the EU and
Armenia in management of migration flows and movement of persons. To that end, the Parties are
expected to, amongst others, implement the agreements on readmission and facilitation of issuance
of visas and will work towards a future objective of visa-free regime in due course.
More indirectly, an overall increase in economic growth improves the economic environment of
Armenia and increased wages due to the DCFTA (+2.6% in the long run) increases the financial
attractiveness to work in Armenia. However, since most Armenian migrants move to work in the
construction sector in Russia and the Armenian construction sector is expected to only moderately
benefit from the DCFTA (+0.3% increase in unskilled labour employment), the potential for reducing
the net out-migration in Armenia could depends on the flexibility of the returning workers to
integrate into other employment segments.

9.5

Conclusion and policy implications
The analysis on labour mobility issues in Armenia has highlighted the importance of labour mobility
in the framework of the DCFTA. Delays or inefficiencies in the reallocation of workers across
sectors could imply that the gains of trade liberalisation (in this case the DCFTA) are reduced or
delayed. The economic model used in this study predicts that some 9.6 percent of the unskilled
labour force and 7.1 percent of the skilled labour force will need to move between economic sectors
in Armenia in the long run. The issues summarised below present the main factors influencing the
predicted labour mobility in Armenia.
Key issues with respect to labour mobility in Armenia
•

Unemployment has been high in Armenia in the last decade. A large share of the approximately
30 percent unemployed in the country are relatively highly educated (1/8 has a tertiary
education) and a large share are youth below 24 years of age. The level of economically
inactive Armenians is with 37 percent also relatively high;

•

Armenian institutions seem to lack the capacity and ability to get the unemployed and
economically active back into the labour force. The role that public institutions play in facilitating
the move of labour across sectors is limited due a low budget available for (active) labour
market programmes. Moreover, only 2.6 percent of unemployment registered with the State
Employment Service (SES) and only 10 percent of unemployed used the SES as a channel to
find a new job;

•

The average length of unemployment is high and the extent to which unemployed follow training
or re-education courses is low, either due to lack of money or due to a lack of specialised
training courses offered;

•

There seems to be a miss-match between the skills supplied by the labour force and the skills
demanded. Organisations believe that the educational system does not meet modern business
requirements and 51 percent of the unemployed youth that thinks that their unemployed status
is due to lack of education and skills (World Bank, 2007). Overall education levels in Armenia
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For example by ETUI, 2009, Intra-EU labour migration: flows, effects and policy responses, working paper 2009.03
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are average, but many Armenians seem to miss a specialised skillset often needed by the
private sector;
•

High transportation costs seem to impede geographical mobility and commuting of workers;

•

The proper application and enforcement of the Armenian Labour Code is currently troublesome.
As a result, labour market flexibility in Armenia is one of the highest in the region as businesses
often are able to avoid rules and regulation. This flexible labour market could facilitate labour
movement across sectors if the conditions for moving between sectors (such as the right
education background and skills needed for the job) are right. Flexibility in the labour market
can come at a cost of rights and welfare of workers, though, and hence the lessons from the
(EU) concept of ‘flexicurity’ could be very applicable to Armenia;

Policy recommendations
In order to mitigate the potentially negative effects from the DCFTA and the triggered labour
mobility, the following policy recommendations are proposed in order to facilitate labour mobility
after the DCFTA in Armenia:
1. Institutional strengthening of the public employment services
The role of the State Employment Service (SES) could be further strengthened by increasing its
budget and improving the effectiveness of its labour market programmes. Improved visibility and
better cooperation with employers could increase the relevance and use of the employment service,
which incentives unemployed to register. Technical assistance could potentially play an important
role in this process. No specific programmes or financial assistance from the EU have been put in
place in recent years to support the strengthening of the Armenian SES.
2. Improving the education and training offer by public institutions to much better match the labour
market demands
The voiced concerns by the private sector that skills and education offered by the labour force are
not always sufficient, combined with the observation that few unemployed actually take training
courses provide reasons that call for a further improvement of the education and training offer. The
World Bank report (2007) confirms that the local availability of customised training and education
towards economic opportunities in the region were lacking in Armenia. Even though public
institutions are not solely responsible for improving the education and training offer, as initiatives
from the private sector who demand a better match of supplied skills should also be encouraged,
these are more under the direct control of the government. Technical assistance for public
education and training institutions could be effective in this area. As part of the National Indicative
Programme for Armenia, the EU already committed 40-45 percent of its overall budget (63-71
million Euro) to socio-economic development for 2011-2013. The “modernisation and of education
and training systems (…)”
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is one specific sub goal of this agreement. Reforms on vocational

training had also been the focus in the Annual Action Programme 2007 on sector budget support,
but given the importance for labour mobility continued support might be necessary.

3. Increasing transparency and tax revenues in order to fund better quality active labour market
programmes
A further formalisation of the economy should be aimed for by improving enforcement and
implementation of labour laws. Higher tax collections are needed in order to increase the budgets
for active labour market programmes and support the training and education of workers that need
to move between sectors. Reducing the size of informal labour by a better enforcement of laws
206

European Commission, European Neighbourhood Partnership Instrument National Indicative Programme for Armenia
2011-2013, pp. 21
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should facilitate this process. The DCFTA as such is expected not to contribute directly to this, but
the monitoring systems provided within the DCFTA could monitor the progress in this field. In
addition, the Association Agreement is likely to address some of the issues.
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4. Reducing the administrative burdens in registering as unemployed
The difference between actual and registered employment is large and reduces the likelihood that
unemployed following tailored training courses or enjoy the benefits from the State Employment
Service. Lower barriers to registering at the SES make it easier for moving workers to get training
and get in touch with emplyers. Besides, data collection improves which is necessary for good
policy making. This recommendation could again be faciliated by technical assistance also.

208

Future support could be combined with the support on the strengthening of the SES
(recommendation 1).
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As it is likely to include provisions on the cooperation between the EU and Armenia towards further development and
consolidating democracy and the rule of law, strengthening administrative capacity, further reform of judiciary,
development of civil service and fight against corruption.
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European Training Foundation, 2011, Labour markets and employability, Trends and challenges in Armenia, Azerbaijan,
Belarus, Georgia, Republic of Moldova and Ukraine, available at:
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10 Summary and conclusions on the
sustainability impact of the EU-Armenia
DCFTA

10.1 Economic impact
The DCFTA is expected to have a positive effect on national income of both trading partners. For
the EU, the estimated gains are €74 million for the EU in the long run. Given the size of its economy
this increase is, however, negligible in percentage terms (0.0%). In Armenia, the national income
gains are almost twice as large, at €146 and translate into an 2.3 percent increase in GDP. The
effects on third countries are limited. Although in absolute terms the effect on these countries is
negative, the estimated change is (not significantly different from) zero when expressed as
percentage of GDP.
Looking at the effects of trade, the effects on Armenian trade flows are significant, with a 15.2
percent increase in exports and a 8.2 percent increase in imports. Wages are expected to increase
by 2.6 percent, while consumer prices decrease slightly, hence leading to increases in disposable
income on average. For the EU the effects on trade, wages and prices are negligible. These results
are presented in the table below.
Table 10.1

Summary of expected macroeconomic results of the EU-Armenia DCFTA

Variable

EU

Armenia

EU

Short run

Armenia
Long run

National Income, Million €

37.4

62.0

74.2

146.1

GDP, % change

0.0

1.1

0.0

2.3

Consumer prices, % change

0.0

-1.2

0.0

-0.05

Wages, less skilled % change

0.0

1.4

0.0

2.6

change

0.0

1.6

0.0

2.7

Total Imports, % change

0.0

4.9

0.0

8.2

Total Exports, % change

0.0

10.7

0.0

15.2

National Income, Million €

37.4

62.0

74.2

146.1

Wages, more skilled %

Source: CGE results

Armenia’s net gains in national income are mostly caused by lowering NTMs (figure 10.1). A
successful approximation process of Armenian legislation will result in national income gains of
€108 million per year in the long run. The effect of services liberalisation is significant and positive,
accounting for €37 million in the long run. While the elimination of tariffs under the DCFTA will in the
short-run cause a negative effect on national income, this effect is small but positive in the longrun. For the EU, reducing tariffs, NTMs and services liberalisation are equally important for the
European income gains.
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Figure 10.10.1 Changes in national income divided by trade liberalising measure

Source: CGE modelling calculations.

At a more disaggregate sector level, the economic impact varies. In terms of value added, the most
striking change is the resulting 207 percentage increase in the Textiles and Clothing sector. The
driving force behind this increase is the removal of tariffs in this sector. Two other sectors in which
large relative increases in value added are expected are Other Machinery and Equipment (50
percent increase) and Personal and Recreational Services (16 percent increase). Vegetables, Oils
and Fats and Motor Vehicles are the two sectors with the biggest relative declines in production but
because these are very small sectors, these decreases will have negligible effects on national
production.
Sectors that experience small positive relative changes but are more important sectors in terms of
total value added are public services and utilities. Sectors that are negatively impacted to a limited
extent but with relatively high shares of value added are finance and insurance, other processed
food and beverages and tobacco.

10.2 Social impact
Social implications of the DCFTA will be mostly determined by ensuing changes in relative prices
and wages, job creation and shifts of employment between sectors and interactions of the DCFTA
with domestic policies and external encouragement to improve labour standards and foster the
decent work agenda in Armenia.
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We carried out a quantitative analysis to assess the impact of wage and price change, the results of
which are summarised in Figure 10. X.
Figure 10.2

Summary of results of social quantitative analysis, based on price and wage effects

A combination of price and wage effects is expected to boost average welfare (measured in terms
of household expenditures) by around 2.5 percent in the long run. Less affluent households will
benefit slightly less from the DCFTA, compared to the relatively rich strata of population and hence
the DCFTA may contribute to a small relative increase in inequality driven by differences in income
and expenditure patterns. For example, although average prices go down, food prices increase and
poorer strata of the population spend a larger share of their income on food products. However, the
difference in gains accruing to various groups is very small. For instance, average welfare increase
in the top quintile (20 percent of most affluent Armenians) is projected at 2.7 percent while for the
lowest quintile at 2.3 percent. The vulnerable population groups in Armenia are people with low
levels of education (below secondary education), unemployed and inactive people, and children.
Geographically, the most vulnerable groups are urban populations with the exception of Yerevan,
and inhabitants of the Shirak and Lori regions. Even these most vulnerable population groups in
Armenia will on average benefit from DCFTA in absolute terms, as evidenced by projected decline
in poverty rates among these groups. Besides, the DCFTA may indirectly impact equality when
increasing living standards begin to support gradual changes in societal preferences on equality
issues. Other mechanisms of positive influence may be related to international conventions
supporting equality and condemning discrimination.
With respect to the four pillars of the Decent Work Agenda, the effects of the DCFTA are
summarise in table 10.2.
Table 10.2

DCFTA impact on the four pillars of the Decent Work agenda
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Decent Work

DCFTA Impact

Size of effect

The DCFTA is likely to contribute to job creation in Armenia, although

+

pillar
Job creation

their materialisation and scale depend on a range of other factors,
including the labour market institutional environment, the situation in the
informal economy, the skill content of employment demand and supply,
etc. At the same materialisation of the DCFTA gains will require quite
substantial employment reallocation between sectors. Our analysis
suggests that the DCFTA may require that lead to approximately above
7 percent of more skilled Armenian labour force change the sector of
employment, while for low skilled workers the scale of this process is
expected to be yet higher and constitute around 10 percent of those
currently employed. Such employment reallocations are rarely easy and
may be particularly difficult for groups with weaker socio-economic
status.
Labour rights

The DCFTA may ignite several forces acting towards either improving or

+/-0

worsening the situation with respect to labour rights (e.g. European
safety standards may improve labour conditions, while labour conditions
in declining sectors may come under pressure). Overall effects in this
sphere will be small, and we expect positive forces to prevail. The impact
on the size of informal employment is uncertain.
Social security

The DCFTA is not expected to have any sizeable impact on extending

+/-0

the coverage and effectiveness of social security schemes
Social dialogue

The DCFTA impact will be limited. Weak and indirect contributions may

+/-0

be related to the impact on higher economic growth, higher average
living standards and hence gradually increasing public interest in, and
demand for, various forms of social dialogue. If the DCFTA will have
some monitoring system as part of the sustainable development chapter,
this could provide an additional channel of communication between
them, with the EU social partners, the EU as such and the Armenian
Government.

With respect to human rights, the DCFTA is expected to mainly affect economic and social rights
and not cultural, civil or political rights. With respect to the economic and social rights, there are
various forces at play as indicated above for labour rights, and therefore the expected effects of the
DCFTA. The projected increase in welfare is likely to result in positive human rights effects (e.g. the
right to an adequate standard of living), while at the same time the effects on some human rights
are mixed (e.g. the effect on the right to safe and healthy working conditions will vary, depending on
the sector). Overall the effect is expected to be small but positive.

10.3 Environmental impact
The DCFTA is just one of several forces that shape environmental developments in Armenia. In
particular environmental effects of the DCFTA may be smaller relative to those stemming from
environmental provisions in the Association Agreement. The DCFTA is expected to bring a
combination of positive and negative environmental effects and the overall impact is difficult to
predict. In some sectors that have a significant impact on Armenia’s environmental situation,

194

Trade Sustainability Impact Assessment in support of negotiations of a DCFTA between the EU and the Republic
of Armenia

environmental repercussion of the DCFTA are likely to be positive albeit small (e.g. in agriculture
due to declining land use and better agricultural practices, and construction through energy
efficiency gains). In contrast, the expansion of the mining sector may increase the environmental
pressure.
The estimated environmental effects in terms of land use intensity in Armenia are expected to be
minimal based on the CGE results. According to these results, land use intensity is estimated to
decline by around 0.4 percent as a result of the DCFTA. The quantitative environmental analysis
carried for air emissions suggests that in the long run the largest changes in Armenia’s emission
are expected for SOx (3.5 percent rise) and CO2 (3.9 percent increase).
Figure 10.2

Decomposition of DCFTA- induced change of emissions and externalities (percents)
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The bulk of SOx emissions change is linked to the situation in ‘Primary metals’ sector. In monetary
terms, this implies that the DCFTA may in the long run create additional external costs (related to
health and other implications of air pollution) estimated at EUR 11 million for Armenia.
The DCFTA is expected to maintain the incentives for Armenia to more effectively implement
international environmental conventions relative to the current situation. A significant strengthening
of these incentives is unlikely. However, if any DCFTA effects materialise they are likely to be
positive i.e. the DCFTA could to a certain extent additionally encourage conventions’
implementation. This could (to a limited extent and gradually) help in greening economic growth in
Armenia in general and limiting the environmental burdens associated with faster economic
development related to the DCFTA.
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11 Policy recommendations and flanking
measures

The quantitative and qualitative analyses in the previous chapters have highlighted the potential
positive and negative effects of a DCFTA in terms of its economic, social and environmental impact.
Based on these findings, this chapter presents policy recommendations and flanking measures that
can help enhance positive effects and prevent or mitigate negative effects.
We distinguish between recommendations that can be addressed within the DCFTA (i.e. directly
related to provisions to be included in the DCFTA) and those that would be addressed outside the
DCFTA (i.e. non-trade related (accompanying) measures). The recommendations in this Chapter
are provided by the Ecorys-CASE research team and do not reflect any commitment from the
European Commission or the Government of Armenia.

11.1 Approach
There are two main approaches to preventing/mitigating and enhancing measures to realise the
optimal outcome of the DCFTA: the legal approach through regulation to enforce certain behaviour
(‘the stick’) and the economic approach through economic instruments to stimulate certain
behaviour (‘the carrot’). A schematic overview of choosing the optimal set of mitigating and
enhancing measures policy measures is provided in Figure 11.1. Schematically, we need to look at:
•

Which measures to employ (from Command & Control
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to Non financial measures);

•

Whether these measures create trade burdens or distortions;

•

Whether they meet the normative and positive criteria for an optimal policy mix (the dotted line);

•

If the measures create a trade burden or distortion, and if so, assess whether these are justified;

•

Subsequently determine the preventative, mitigation and enhancement measures to be
imposed: those that do not create trade burdens and/or distortions and those that do but are
nonetheless deemed justified.

Several preventative, mitigation and enhancement measures which do not create trade burdens or
distortions may be implemented. Several environmental and/or social regulations and economic
instruments that may create trade distortions or burdens knowingly can also still be implemented
provided that they fit in the ex ante agreed decision making framework as ‘justified’.
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The OECD defines Command & Control (CAC) policy as: “policy that relies on regulation (permission, prohibition, standard
setting and enforcement as opposed to financial incentives, that is, economic instruments of cost internalisation.” This
approach has e.g. been used widely with respect to environmental damage brought about by economic activities.
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Figure 11.1 Mitigating and enhancing measures - overview
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11.2 Context
Before presenting the policy recommendations and flanking measures, a number of issues need to
be kept in mind:
•

Modelling assumptions: The impacts identified in this TSIA are partly based on the CGE and
other modelling techniques, implying that they are influenced by the assumptions underlying
these models. An important example of this it that the results generated by the model are based
on the assumption that Armenia approximates to EU regulations especially in the field of SPS,
TBT, IPR, etc. Whether these results are realised will therefore largely depend on the outcome
of the DCFTA negotiations and subsequent implementation of policies related to approximation
in these fields;

•

Ongoing structural adjustments: The impacts assessed in this TSIA for the DCFTA between the
EU and Armenia should be seen in the context of on-going structural transformation at country
level and global level. In line with this, some of the impacts expected in the DCFTA can be seen
as a reinforcement or acceleration of already on-going structural adjustments, while other
impacts of the DCFTA may (temporarily) ease this adjustment process. Likewise, policy
recommendations should take these processes and the ensuing policies into account.

Finally we should note that this DCFTA is clearly part of a more general process of enhanced
cooperation and dialogue between the EU and Armenia in the context of the EU’s Neighbourhood
Policy and will form an integral part of the Association Agreement. The DCFTA should build on the
positive experiences and relations built up over the past decades and maintain the policy and
technical dialogue and co-operation that have been established through these means.
Mainstreaming of trade into the overall assistance programmes and cooperation agreements will
enhance policy coherence and enhance further economic integration between Armenia and the EU
as well as sustainable development.
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11.3 Overall recommendations
Before going into the specific recommendations, it is important to be aware that of the socioeconomic and policy context in which they are being implemented. The DCFTA and its mitigating
and enhancing measures have a socio-cultural context in which they are implemented. Context
factors (including political pressure, silent resistance, geographical distribution effects, etc.) may
lead to different outcomes than expected. It is therefore considered crucial to:
•

involve relevant stakeholders (with varying interests being adequately represented) in the
process in order to achieve implementation of effective preventing/mitigating and enhancing
measures for sustainable development;

•

put adequate monitoring and evaluation mechanisms in place, making sure the effect of policy
measures are monitored, reviewed and if necessary amended.

11.3.1 Policy recommendations related to the economic pillar
Although the DCFTA is expected to enhance economic growth in Armenia, it is clear that some
sectors will gain while other will lose. Table 11.1 summarises the economic policy
recommendations in the context of the DCFTA, which are subsequently explained in more detail.
Table 11.1 Recommendations for the economic pillar
Policy measure

Potential to address
Within DCFTA

Allow for phasing in of tariff reductions or regulatory

Outside DCFTA

√

approximation at sector level , especially for those sectors
where the economic, social and environmental impact will
be high
Provision of technical assistance and capacity building in

√

√

√

√

regulatory approximation process, especially in SPS, TBT,
trade facilitation, and IPR, based on a needs assessment
Stimulate on-going improvements in business climate

√

Stimulate entrepreneurship and competitiveness of
companies, especially SMEs

The effects at the sectoral level show that there will be a number of sectors that are expected to
contract as a result of the DCFTA, e.g. in agriculture. Although this may fit in a process of structural
transformation already under way, it may have significant economic, social and environmental
consequences in the short to medium run. By phasing-in tariff reductions or regulatory
approximation, the relevant sectors could get more chance to adjust, leading to more gradual
effects.
The estimated impact of the DCFTA is based on Armenia’s approximation to the EU in areas like
SPS, TBT, IPR, competition, etc., which will be part of the DCFTA. Without this approximation,
many of the benefits may not materialise. Substantial investments are needed for the approximation
process. It requires amendments in Armenia’s laws and regulations and also the appropriate
infrastructure needs to be further developed (e.g. creation of accredited testing laboratories in line
with EU or international standards). But also the private sector needs be made aware of the
changes and consequences for their day-to-day operations, and companies may require training
and assistance to make the necessary adjustments. Furthermore the enforcement of the new rules
and regulations needs to be developed. This is a timely and costly process. Armenia could benefit
from technical assistance in all these areas. Given that at the moment there are various technical
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assistance projects funded by the EU and other donors, additional assistance should be based on
an assessment of remaining needs and assistance currently available should be effectively used.
In order to fully reap the benefits of the DCFTA, it is important to have an attractive business
climate. This will induce new investments, including foreign investments, and reduce the costs of
doing business. Although Armenia has made improvements in recent years, there are a number of
areas where it could still improve, like access to energy at competitive prices or enforcing contracts.
Also corruption is an issue that could lead to lower gains of the DCFTA than anticipated, as it could
reduce effective implementation of the DCFTA. Some business climate issues could be improved
by the Government in Armenia, while for other areas they may need external assistance.
Finally, there are large number of companies, notably Small and Medium Enterprises (SMEs), that
mainly produce for the home market. They will face increased competition from imports as a result
of the DCFTA and it is therefore important to improve their competitiveness. At the same time, the
DCFTA will create a lot of opportunities for business, and companies should be encouraged to reap
these benefits. Enhancing or mitigating measures may include business education, export
promotion and support for innovation. It is also important to make SMEs and business more general
aware of the consequences of the DCFTA for their daily business operations. Finally, attention
could be paid to the links between SMEs and larger exporting companies: while not all SMEs will be
able or willing to export themselves they could supply their products to larger exporting companies.

11.3.2 Policy recommendations related to the social pillar
Table 11.2 presents the social policy recommendations.
Table 11.2 Recommendations for the social pillar
Policy measure

Potential to address
Within DCFTA

Outside DCFTA
√

Support flexibility of labour market – easing the reallocation
between sectors while ensuring that workers' rights are respected
in law and practice

√

Support training programmes to allow easier update and upgrade
of human capital, promote life-long learning
Prevent risks of pressures to lower the labour standards due to

√

√

rising international competition, e.g. by effective implementation
and enforcement of the ratified ILO fundamental, priority and other
up-to-date conventions and the domestic legislation in the area of
labour; ratification and implementation of other relevant ILO
Conventions, as well as gradual approximation of the domestic
legislation to the EU acquis in the area of labour, including
occupational safety and health
Allow for gradual phasing in of tariff trade barrier reductions at

√

sector level, especially for those sectors where the social impact
may be high
Allow for gradual (and possibly selective) phasing in of regulatory

√

approximation at sector level, especially for those sectors where
costs and hence associated social impact may be high
Consider creating mechanisms for monitoring of social (and

√

environmental) impact of the DCFTA (and more broadly EUArmenia relations in these areas)
Provide assistance in upgrading education and training provision

200

√

Trade Sustainability Impact Assessment in support of negotiations of a DCFTA between the EU and the Republic
of Armenia

and improving institutional and regulatory environment in the social
policy sphere

Sectoral employment reallocations is a driving force by which DCFTA gains can materialise, in
particular, it may in the longer term support higher living standards for those who make a successful
transition to new jobs. However, this relocation is expected to be a major challenge from the social
policy perspective, as it probably will disproportionately affect the weakest groups of the workforce,
i.e. people with low human capital and low skills are particularly likely to face a challenge of finding
new employment opportunities. This requires the adoption of policy measures to foster
competencies essential for facilitation of labour mobility: ability to learn new things, openness to
change, ability to cooperate in teams, basic IT skills, etc. as well as some specific skills and
competencies that may be needed in particular sectors. However, such policies or programmes
should not be focused on an identification of sectors that gain from DCFTA, as well as on a
clarification of specific skills shortages in these sectors. Whereas the CGE model indicates the
winning and losing sectors from the DCFTA, there are several other forces that influence the
demand for skills and competencies, therefore in practice it is hard to predict the implications of free
trade agreement for specific sectors. Public policy programme should therefore focus on creating a
culture of lifelong learning and infrastructure making it easy to learn at various stages of individual
lifecycles. All these measures need to be addressed by Armenia outside the DCFTA process but
may be well worth receiving support from the EU and other donors as an element of development
cooperation.
Both Armenia and the EU should be interested in securing the process of gradual improvement in
labour standards in Armenia, in such a way that it is not put at risk due to increasing competition
after implementation of the DCFTA. For this purpose specific commitments in this sphere could be
included in the DCFTA (and indeed relevant clauses can be expected to be included in the
Agreement). In addition domestic measures should be implemented in Armenia (e.g. related to the
effective implementation and enforcement of the ratified ILO fundamental, priority and other up-todate conventions and the domestic legislation in the area of labour; ratification and implementation
of other relevant ILO Conventions, as well as gradual approximation of the domestic legislation to
the EU acquis in the area of labour), These measures could benefit from support (transfer of knowhow and funding) in development cooperation of the EU or other donors.
In some sectors where reduction of trade barriers could lead to rapid deterioration in the situation of
the Armenian domestic sector, e.g. Motor vehicles, Other Processed Food and Beverages and
Tobacco, it may be advisable to agree on gradual and extended in time period of reducing tariff
(and possibly other) barriers or for phasing in of regulatory approximation. These cases would need
to be analysed individually taking the pros and cons of delayed adjustments into account. This
argument may apply to tariff barriers but also to the regulatory approximation process that in some
areas may be difficult and costly to implement.
Given the scope for social and other sustainable development effects of the DCFTA or EU-Armenia
relations more generally some monitoring mechanisms could be established in order to help both
sides in assessing policy implications of certain decisions and processes. The monitoring could for
example focus on human rights that are affected. A potentially important role of this mechanism
could be also in supporting identification of development cooperation priorities, and essential
economic policy measures. However, if creation of any institutional structures will be required for
implementation of such monitoring tasks, they should be optimised on account of Armenia’s limited
capacities in this sphere. It is important to avoid establishing costly and complicated institutional
structures that would limit country’s resources available for higher priority issues (including social
policy itself).
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11.3.3 Policy recommendations related to the environmental pillar
Table 11.3 presents the environmental policy recommendations.
Table 11.3 Recommendations for the environmental pillar
Policy measures

Potential to address
Within DCFTA

Outside DCFTA
√

Create incentives for environmentally friendly production

Maintain incentives and encouragement to implement

√

√

√

√

international environmental agreements
Take up environmental obligations in line with a country’s
ability to implement them: ensure that implementation
costs are manageable
Consider creating mechanisms for monitoring of

√

environmental (and social) impact of the DCFTA (and
more broadly EU-Armenia relations)

Provision of assistance in environmental policy broadly

√

defined

Armenia can make economic growth greener by promotion of green practices, reduction of barriers
to green investment and innovation, and reduction of the environmental risks. In policy terms
actions supporting green growth should consistently combine a range of instruments such as those
related to shifts in government expenditure, education and training, resource and land rights,
creating conditions for behaviour change and facilitating businesses to fully integrate sustainability
and equity concerns, certification of sustainable production and trade, reform of payments for
ecosystem services and others
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. Some of these measures can be partly incorporated in the

DCFTA process and many more would need to be implemented independently from the DCFTA
process as part of Armenia’s green growth framework. The needs for enhanced analytical and
institutional capacity as well as financial resources to implement a policy framework along the lines
sketched above justify significant involvement of EU and other partners in supporting Armenia’s
efforts in this area.
Pollution is transboundary by nature, hence there is scope for closer international cooperation in the
environmental sphere that in particular takes the form of international agreements or conventions.
They serve both as commitment / pressure mechanisms and support mechanisms allowing for peer
learning and pooling resources to achieve specific objectives. EU trade preferences for Armenia
have until now been linked to progress in implementation of certain environmental conventions by
Armenia. It appears justified to retain this link also in the DCFTA and indeed this is likely to happen.
At the same time it is important to clearly identify costs associated with implementation of such
conventions and sources to cover these costs. Given Armenia’s level of development it is justified
that some of these costs are at least in part covered by Armenia’s development partners.
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See OECD, Green Growth and Developing Countries. A Summary for Policy Makers June 2012,
http://www.oecd.org/dac/50526354.pdf for more details. Accessed 22 May 2013.
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Given the scope for environmental and other sustainable development effects of the DCFTA we
recommend considering the establishment of simple and efficient monitoring mechanisms that
would help both sides in assessing policy implications of certain decisions and processes.
The costs of upgrading environmental policies are very high and given the current development
level of Armenia it is justified that the country receives significant international support in this
sphere. It is essential that development cooperation programmes are well coordinated between
donors, fully aligned with Armenian priorities and implemented effectively.

11.4 Sector-specific policy recommendations
11.4.1 Primary metals
Table 11.4 Recommendations for primary metals
Policy measure

Potential to address

Potential to address

within DCFTA

outside DCFTA

Monitor social and environmental impacts in the sector as
part of the M&E framework related to the Sustainable



Development Chapter
Encourage and possibly provide assistance with further



development and effective implementation of the Mining
Code
Share EU best practices and encourage adoption of these
on waste management in the mining and primary metals





sector

The expected expansion of the primary metals sector may have detrimental environmental and
social effects, and therefore it is important that the effects of the DCFTA in these areas are
monitored.
Armenia has adopted a Mining Code that also covers many social and environmental elements, but
does not yet seem to be fully implemented. This implementation should be further promoted, and, if
needed, be supported providing further assistance.
In the EU there has been a lot of attention to and experience with waste management related to
mining and primary metals. Armenia could benefit from this experience, e.g. through exchange of
best practices, and promotion of adopting good waste management.

11.4.2 Spirits
Table 11.5 Recommendations for Spirits
Policy measure

Potential to address

Potential to address

within DCFTA

outside DCFTA

Facilitate distribution of brandy exports by improving



infrastructure.
Regulatory approximation of brandy and the production
process to EU standards, including monitoring of the





standards.
Facilitate economies of scale by government support for
the brandy manufacturing companies to increase efficiency



and higher exports.
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Transportation of brandy to the world markets is currently a problem as the only (ground) option to
reach export destination markets is through the Poti port of Georgia. The Armenian government can
facilitate distribution by improving the infrastructure and exploring other channels through which
brandy can be exported.
The quality of Armenian brandy is often not good. The sector might suffer disproportionally from
one low-quality brandy producer that exports to one of the main export partners. It is therefore
important that the quality standards are levelled up. This is an argument for regulatory
approximation to EU levels given that standards are also checked and monitored.
Currently there are some constraints on the expansion of brandy manufacturing companies and
exports. Namely, opportunities for economies of scale are limited by for example high international
cargo transportation costs, insufficient marketing skills in small companies, limited marketing and
financial resources for finding partners in potential new export markets, etcetera. These constraints
could be removed by government intervention, e.g. trough setting up cooperatives of brandy
producers with government support, which can better penetrate world markets and set up more
efficient marketing programmes (in particular for the rebranding of Armenian cognac denomination
to Armenian brandy). The government could also set up a one-stop-shop for exports.

11.4.3 Textiles & Clothing
Table 11.6 Recommendations for textiles & clothing
Policy measure

Potential to address

Potential to address

within DCFTA

outside DCFTA

Resolve issues surrounding Rules of Origin



Monitor social impacts in the sector as part of the M&E
framework related to the Sustainable Development



Chapter
Provide assistance for business match making between
EU and Armenian producers through e.g. chambers of



commerce or specific (joint) projects such as East Invest
Promote Armenia as regional base for (EU) companies
looking to enter CIS markets (investment promotion)



Exports to the EU currently do not reach their full potential due to problems with imported textiles
from Turkey that enter Armenia via Georgia. Rules of origin prevent further exports to the EU, and it
would be important to resolve the issue to take full advantage of the opportunities offered by the
DCFTA.
Although the expansion of the sector may improve labour conditions in the sector, the sector is
often characterised by relatively low labour standards. The social impacts should therefore be
carefully monitored.
To realise the expected increase in exports, it will be important to support companies in the sector
in their export process, e.g. by organising match-making meetings with potential clients. This is
especially relevant for SMEs, which are prevalent in the sector.
Finally, EU companies could use Armenia as a hub for sales in CIS countries. Investments
promotion could induce EU investors to invest in the sector.
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11.4.4 Labour mobility
Table 11.7 Recommendations for labour mobility
Policy measure

Potential to address

Potential to address

within DCFTA

outside DCFTA

Institutional strengthening of the public employment



services (provide technical assistance)
Improving the education and training offer by public



institutions to much better match the labour market
demands (technical assistance)
Increasing transparency and tax revenues in order to fund
better quality active labour market programmes





Reducing the administrative burdens in registering as



unemployed (technical assistance)

The additional analysis conducted on the relatively significant labour mobility flows that are
projected to result of the DCFTA have resulted in some policy recommendations. Most of them are,
however, difficult to address in within the DCFTA specifically.
First, the role of the State Employment Service could be further strengthened by increasing its
budget and improving the effectiveness of its labour market programmes. Improved visibility and
better cooperation with employers could increase the relevance and use of the employment service,
which incentivises the unemployed to register. Technical assistance could play an important role in
this process.
Secondly, the voiced concerns by the private sector that skills and education offered by the labour
force are not always sufficient, combined with the observation that few unemployed actually take
training courses provide reasons that call for a further improvement of the education and training
offer. Even though public institutions are not solely responsible for improving the education and
training offer, as initiatives from the private sector who demand a better match of supplied skills
should also be encouraged, these are more under the direct control of the government. Technical
assistance for public education and training institutions could be effective in this area.
A further formalisation of the economy should be aimed for by improving enforcement and
implementation of labour laws. Higher tax collections are needed in order to increase the budgets
for active labour market programmes and support the training and education of workers that need
to move between sectors. To the extent that the DCFTA includes provisions on improved
government practices and bureaucracy, the DCFTA might potentially be aiding this process.
Moreover, the monitoring systems provided within the DCFTA could assess the progress in this
field.
Lastly, the difference between actual and registered employment is large and reduces the likelihood
that unemployed following tailored training courses or enjoy the benefits from the State
Employment Service (SES). Lower barriers to registering at the SES make it easier for moving
workers to get training and get in touch with emplyers. Besides, data collection improves which is
necessary for good policy making. This recommendation could again be faciliated by technical
assistance.
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