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Abstract: The statutory minimum wage in the Republic of
Armenia has been 75,000 AMD (gross) per month since January
2023, which is below the officially adopted subsistence level of the
consumer basket. This study quantitatively assesses the direct
financial burden and impact distribution of three realistic scenarios
of increasing the minimum wage to 80,000, 85,000 and 90,000
AMD. The analysis is based on the log-normal distribution applied
to data on 784,964 employees registered in the formal sector
provided by the Statistical Committee of the Republic of Armenia.
The study reveals the structure of beneficiaries by NACE Rev.2
sectors and forms of ownership. Statistical data indicate that about
45% of the additional costs are borne by the state, primarily through
salaries in the education sector. At the same time, it is documented
that after the imposition of a 20% flat income tax, the disposable
net wage remains below the poverty line in all three scenarios
considered. The results obtained justify that a gradual increase in
the minimum wage should be accompanied by a targeted reduction
in the tax wedge at the bottom of the income distribution.
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Research aims: To quantify, by sector and ownership, the
workers who would benefit from raising the minimum wage to
80,000, 85,000 or 90,000 AMD, and to estimate the direct fiscal
cost to the state at each step.

Research novelty: The study is the first to fit a formal-sector
log-normal wage distribution and use it to evaluate both the sectoral
incidence of these thresholds and their adequacy against the
consumer basket.

Introduction
The statutory minimum wage in Armenia is set at 75,000 AMD

(gross) per month as of January 1, 2023. As of 2023, the official
consumer basket used as the poverty line was estimated at around
80,000 AMD (ArmStat 2026), which continues to grow in line with
inflation. The minimum threshold set by the legislation is below the
subsistence level even before taxes and other mandatory payments
are levied. Moreover, low-income groups overwhelmingly bore the
burden of the decline in real purchasing power during the inflation
period that followed in 2022 (Tavadyan, 2025). The need to revise
the minimum wage is regularly raised at the state and public levels,
and the current political agenda focuses not on a sharp doubling of
the rate, but on ensuring realistic increases in the near term. Local
studies have already considered the possibility of applying a sector-
specific minimum wage (Mayilyan and Torosyan, 2025), but the
current policy is based on the application of a single nationwide

threshold, which is the subject of this analysis.
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According to international experience, the impact of the
minimum wage on the employment rate is directly determined by
the Kaitz ratio. In the low bite range, when the ratio of the minimum
to the average wage is less than 0.40, the negative effects of
employment reduction are usually minimal and statistically
indistinguishable from zero (Manning, 2021, 4). Meanwhile, when
the Kaitz ratio exceeds 0.50, the negative effects become systematic
and regular, across countries and methodologies (Neumark, 2018).
The three thresholds considered in this analysis are located in the
lower range. Due to this circumstance, the risks of employment
reduction are relegated to the background, and the issue of
financial burden distribution appears at the core of the analysis: in
particular, in which sectors and at whose expense the additional
payments are actually provided.

This paper considers three related scenarios of monthly wages
of 80,000, 85,000 and 90,000 drams. This is fully consistent with
the historical pattern of minimum wage increases in Armenia,
where gradual increases in the range of 5,000 to 13,000 drams
have been the norm since the 2014 reforms. The last such
adjustment was recorded in January 2020, from 55,000 to 68,000
drams (+24%), followed by a smaller increase to 75,000 drams
(+10%) in January 2023.

The work is empirical in nature. This paper calculates the
number of employees affected, the monthly and annual indicators
of the additional wage fund, as well as the distribution of the
financial burden between the public and private sectors for the
three considered thresholds. Using the NACE Rev.2 classification,
the sectoral concentration of beneficiaries is revealed. Then, the
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change in disposable net wages is estimated after deducting the
20% flat income tax (FIT) and the 5% mandatory funded pension
contribution, and the result is compared with the consumer basket
for 2023. The analysis is accompanied by a numerical tool that
allows policymakers to apply the same model of wage distribution
and tax calculations (Tvyal 2026)'.

Data and methodology
The empirical analysis was conducted on the basis of monthly

data on formal sector wages as of January 2026 published by the
Statistical Committee of the Republic of Armenia (ArmStat 2026,
2026a). The database includes data on 784,964 employees with
registered employment contracts, disaggregated by NACE Rev.2 19
sectors and forms of ownership (state and non-state). The database
does not include self-employed persons, informal sector workers,
as well as citizens working in the agricultural sector without a
registered contract. According to estimates by the International
Labor Organization, informal employment in Armenia in 2024
amounted to about 32% of total employment, while in 2017 it was
47.6% (ILO 2024). The poorest segments of the labor force are
concentrated in this unrecorded group; as a result, the latter are
excluded from any minimum wage regulation in the formal sector.

The log-normal distribution, W ~ LogNormal(u,,0), was
applied to the grouped statistical data. The aggregate shape
parameter of the distribution was obtained from the ratio of the
mean and median, using the following formula:

1The tool is available at the following addresses: https://tvyal.com/wages
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Ororal= J 2(InW — InW)=y/2(1n293,309 — In219,736) ~ 0.76

resulting in a mean of 293,309 drams, a median of 219,736
drams, and a mode of 123,326 drams for the aggregate distribution
of the formal sector. The assumed wage Gini coefficient, which is
20(000ai/V2) — 1 ~ 0.41, falls squarely within the range of 0.37-
0.44 recorded for the Armenian labor market in the post-transition
period (World Bank 2011; Tavadyan and Ghazaryan 2022).

Applying a single o0;,:4;=0.76 indicator across all sectors of
NACE Rev.2 would lead to the identification of between-sector and
within-sector dispersions. According to the general law of
dispersion:

O-tzotalzo-l?etween—’_a\f/ithin

Based on the set of averages grouped by sector of the Statistical
Committee of the Republic of Armenia, djetyeen = 0.51 is obtained,
from which the intra-sector average calculated with employment
weights is 0,,ihin = 0.56. The shape parameters of individual
sectors fluctuate around the base indicator of 0.56, based on the
imputed sdlog values obtained from the administrative data of
Georgia, since the latter is considered the closest structurally
similar model (Geostat 2024). In particular, 0.325 is recorded in
the public administration sector, 0.425 in the education and
healthcare sectors, 0.575 in retail trade and manufacturing, 0.675
in construction, reaching up to 0.825 in finance, and 0.925 in
information and communication sectors. In the case of sectors ] and
K (ICT and finance), the upper tail of the empirical distribution is
formed by a power law, rather than a log-normal decay. Due to this
circumstance, a Pareto component with a parameter of the form
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a = 2.5 has been added to the log-normal body in the part above
the 90th percentile (Atkinson, Piketty and Saez, 2011). The
complete calibration matrix and the tax calculation mechanism used
are published using the “Armenian Wage Statistics” tool (Tavadyan,
20264a).

In the case of the proposed MW minimum wage threshold, the
monthly wage fund increase is calculated using the following

formula:
MW
[ oW =2 f@demw - 0) - - 0(22)
0
where:
In(MW) — u, In(MW) — u, — o
= o 1727 o

The integral was calculated analytically for each sector of the
economy, using the sectoral parameters (u,, o) and the number of
employees, after which the results were aggregated. Data for the
public and private sectors were calculated separately. Since the
three considered thresholds are in the lower part of all sectoral
distributions, the results obtained are independent of the Pareto
upper part adjustments.

The net salary was calculated based on the tax structure in force
in Armenia in 2026: a 20% flat income tax applied from the first
dram of the salary, a 5% employee funded pension contribution
(matched by a 5% state contribution for gross salaries not exceeding
500,000 drams), the mandatory health insurance contribution
introduced in 2026 (4,800 drams per month for gross salaries
below 500,000 drams; 10,800 drams above), and a Military
Insurance Fund (Stamp) contribution of 1,000 drams per month for
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gross salaries below 1,000,000 drams (IMF 2023). At the minimum
wage level, the last two components together result in a monthly
withholding of 5,800 drams.

Financial value of impact at three thresholds
Table 1 presents the number of employees paid below each
proposed threshold, the monthly and annual additional wage fund,
the latter's share in the total formal sector wage fund, and the
assumed Kaitz coefficient (minimum/average ratio).

Table 1. Costs of increasing the minimum wage compared to the

current threshold of 75,000 drams

Source: Author's calculations based on data from the Statistical Committee of
the Republic of Armenia (ArmStat 2026, 2026a) and a log-normal
distribution model.

Recommend | Employees | Monthly Annual % of labor | Kaitz

ed minimum | below the increment |increment | pool (min./media
wage threshold (drams) (drams) n)

(drams)

75,000 61,716 — — — 0.34
(current)

80,000 72,095 334 million  |4.01 billion | < 1% 0.36
85,000 82,973 722 million | 8.66 billion |<1% 0.39
90,000 94,273 1.16 billion ~ {13.98 billion |~ 1% 0.41

As a result of increasing the minimum wage from 75,000 to
80,000 drams, about 10,400 workers will cross the new threshold,
which will require an additional expenditure of 4.0 billion drams
per year. Each subsequent increase of 5,000 drams covers an
additional 10,900 to 11,300 new beneficiaries, and the cumulative
annual additional expenditure rises non-linearly: it reaches 8.7
billion drams at 85,000 and 14.0 billion drams at 90,000. This
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convex profile immediately indicates a sharp increase in the log-
normal density in the lower percentiles of the wage distribution.

All three Kaitz coefficients remain below the threshold of 0.50,
above which, according to international literature, only regular
consequences of employment reduction appear. The threshold of
90,000 drams provides a Kaitz coefficient of 0.41, which remains
within the low impact range described in the studies (Manning 2021;
Neumark 2018). Therefore, no significant negative employment
effect is predicted at the macroeconomic level, although it is
necessary to take into account the margin of error reservations for
the most vulnerable sectors discussed below.

Compared to the total wage bill in the formal sector, the cost of
providing the 80,000 and 85,000 dram thresholds is less than 1%,
and in the case of 90,000 drams it reaches about 1%. The burden
on the state through public sector wages is disproportionately large.
In particular, in the case of the 90,000 dram threshold, 558 million
drams (45%) of the additional monthly wage bill is covered by public
employers, and 688 million drams (55%) by the private sector, with
shares computed over the sum of the public and private subsector
fits.

Although the public sector provides only 28% of formal
employment, it bears 45% of the additional costs. In fact, this is due
to the high concentration of low-paid workers in the education and
social services sectors.

Beneficiary structure
Table 2 presents the sectoral distribution of the impact of the
90,000 AMD threshold, sorted by the decrease in the absolute

number of beneficiary employees.
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Table 2. Sectoral impact under the proposed
threshold of 90,000 AMD

Source: Author's calculations based on data from the Statistical Committee of the Republic
of Armenia (ArmStat 2026, 2026a). For the sake of brevity, sectors with fewer than 850
beneficiaries are not presented. Public administration (NACE O), finance (K), mining,
utilities, transport, agriculture and health together account for the remaining headcount.

NACE Sector Employees | % of sector |Annual Ownership
below 90 expenditure
thousand (drams)

G Wholesale 13,123 9.5% 1.80 billion Private

and retail
trade

P Education 12,593 9.9% 1.58 billion | Highly public

S Other 7,120 23.9% 1.05 billion Private

support
services
C Manufacturin | 6,875 7.6% 929 million | Private
g
Accommodati | 6,796 16.8% 924 million Private
on and
catering
F Construction | 3,860 10.6% 554 million | Private
N Administrativ {1,985 8.0% 269 million | Mixed
e and support
activities
M Professional |1,893 6.7% 265 million | Private
Services
J Information |1,096 2.4% 158 million Private
and
Communicati
on
L Real Estate 974 11.0% 135 million Private

The two largest sectors of the formal labor market in Armenia
provide over a quarter of the beneficiaries at the 90,000 dram

threshold (25,716 of 94,273 workers): wholesale and retail trade
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(G) and education (P). The sectors have almost equal numbers of
beneficiary workers, but their ownership structure differs
dramatically. Workers in the trade sector paid below the minimum
threshold are almost exclusively employed in the private sector,
while the education sector is predominantly funded by the state.
The additional annual expenditure of 1.58 billion drams for the
education sector will be directly financed by the state budget,
mainly directed towards increasing the salaries of teaching
assistants, technical and administrative staff, as well as low-paid
positions for teachers.

The highest sectoral vulnerability in percentage terms was
recorded in other services (S, 23.9%), as well as accommodation
and catering (I, 16.8%). In these sectors, regardless of the small
absolute number of employees, the mandatory requirement will
severely limit the remuneration of a significant part of the
workforce. International research on the implementation of the
minimum wage shows that these are the sectors most prone to the
transition to the shadow economy, the reduction of working hours,
and the expansion of the practice of “envelope” wages, when the
legally established minimum threshold approaches the market wage
(Khamis 2013, 480; Gindling 2024).

The public administration sector (NACE O) is essentially
unaffected. The salary scale of 41,247 civil servants working in state
and local government bodies starts at a level significantly exceeding
90,000 drams, and the calculated distribution for this sector (with
the most compressed 0=0.325 indicator in the economy) has a
negligible mass in the range below the specified threshold.
Therefore, in the case of the observed range, the political approach
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of identifying the increase in the minimum wage with the increase
in the salaries of civil servants is empirically refuted. The state’s
additional financial burden is actually formed at the expense of the
salaries of pedagogical and school technical staff, and not civil
servants (Younger and Khachatryan 2017).

To summarize, the main beneficiary of the 80,000-90,000
dram adjustment is the low-wage earner working in education,
hospitality, or retail. This structural distribution should be reflected
in policy formulation and presentation. Moreover, informal sector
workers, who make up about 32% of total employment, are
methodologically excluded from this adjustment. The lowest-paid
citizens of Armenia, who are disproportionately concentrated in
informal employment, subsistence agriculture, or unregistered self-
employment, do not benefit from the revision of the formal sector
minimum wage, regardless of its size.

Net salary and poverty line (consumption basket)

The political goal of minimum wage revision is usually defined
as aligning the minimum threshold with the subsistence level.
Ensuring the implementation of this goal in the three scenarios
considered is largely determined by the tax wedge between gross
and net wages. Table 3 presents the relevant calculations.

Even at the maximum threshold of the studied range, the net
income of a person receiving the statutory minimum wage remains
about a quarter lower than the official consumer basket in 2023,

and the gap with the inflation-adjusted basket in 2026 remains even
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wider. Here, the main limiting factor is the 20% flat income tax
calculated from the very first dram of income, with the new
mandatory health-insurance contribution adding a further 4,800
drams to monthly deductions for all workers in the 18-65
mandatory bracket. For example, the Republic of Moldova, which
targets a Kaitz coefficient of 0.50, has been applying an effective
0% income tax at the minimum wage level for a long time (ILO

2020).

Table 3. Net salary size for each threshold compared to the
consumer basket

Source: Author's calculations based on the tax structure of the Republic
of Armenia for 2026 (Tavadyan 2026a). Mandatory health insurance
(4,800 drams per month for gross salaries below 500,000) was
introduced in 2026; the Stamp contribution is 1,000 drams per month at
this gross range.

Gross salary | Income tax |Pension 5% |Health. + Net salary | Net vs. 2023
(drams) 20% (employee) |Stamp. (drams) basket
(~80,000)
75,000 15,000 3,750 5,800 50,450 -37%
(current)
80,000 16,000 4,000 5,800 54,200 -32%
85,000 17,000 4,250 5,800 57,950 -28%
90,000 18,000 4,500 5,800 61,700 -23%

This is the main reason why in that economy an ambitious
increase in the minimum wage actually leads to a proportional
increase in net wages. No such equivalent mechanism is envisaged
in the Republic of Armenia.
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Focusing solely on the gross minimum wage rate cannot solve
the problem of poverty among workers in Armenia. A revision of
the wage threshold that maintains the current income tax burden
would actually provide a smaller benefit to the target group than
implied by the gross rates. Applying an earned-income tax credit or
a lower rate on the first 100,000-150,000 drams of monthly wages
would significantly increase the effectiveness of the policy,
providing a significantly lower financial burden for the state budget
than further increases in the gross wage rate.

Conclusion
The minimum wage set at a gross level of 90,000 drams would

cost about 1% of the total wage bill in Armenia and would cover
about 94,000 formal sector workers. Moreover, the Kaitz
coefficient would remain within the low impact range accepted in
international literature. Therefore, no systemic risks of employment
reduction at the macroeconomic level are predicted under the three
scenarios considered.

A disproportionate share of the financial burden falls on the
state: it covers 45% of the additional salary fund, almost exclusively
through the education sector. In fact, this is a review of the salaries
not of civil servants, but of educators and school technical staff,
which is precisely what should become the focus of public
discussions.

In all three thresholds, the main beneficiary is the low-paid
worker in education, retail, hospitality or other service sectors. The
sectors with the highest percentage of vulnerability (hospitality and
other service sectors) are also those most prone to informal
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mechanisms; therefore, enhanced monitoring is required as the
wage threshold is raised.

The reform does not address workers in the informal sector,
who make up about a third of total employment, including the
poorest segments of the workforce. An isolated minimum wage
policy cannot completely eliminate the problem of poverty among
the working population in the Republic of Armenia.

Under the current 20% flat income tax, none of the considered
thresholds aligns net wages with the consumer basket in 2023. A
comprehensive approach, combining a moderate increase in gross
wages with a targeted reduction in the tax wedge at the bottom of
the income distribution, will ensure much higher efficiency than a
mechanical increase in gross wages alone.

To analyze the impact of alternative thresholds by sector and
ownership form, policymakers can independently estimate costs
and net wage changes using the publicly available “Armenia Wage
Statistics and Tax Calculator” tool on the tvyal.com/wages platform
(Tvyal 2026a).
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h"ULR 2UPNY LUMrN1 E PUMrANUSYEL LYUURUANR3L
ucruusudurac. 80,000-90,000 HuUh UhRUUU3LH
nLNrsu3bL 4d6MrLNRONRE3NRL

Unwup (Bwyjwnju
Cwjwunwuh wyhnwlwu nunbuwghunwlwu hwdwuwpwu
Wn.g.e., nhgbiun

Pwuwih pwnbp - bwqugnyt woluwwmwywpd, wotuwnw-
qwpdh pwofujwonyeniu, Ywygh hunbipu, wwonnuwlwu
hwwndwsd, uwywnnnulwu qwdpjnin, hwplwiht wgnbignyejwu
pw2fujwdnipjniu

Cwjwuwnwuh Cwupwwbinnigniund optiupny uwhdwuywd
ujwqwagnyu  woluwwnwywpdép 2023 pwlwuh  hntudwphg
uwhdwuyt] £ wduwywu 75,000 <& npwd  (hwdwfuwnu)
dwwpnwynud, husp gwédp b wwonnuwwbu punniudwsd
uywnnnwywu qwdpninh  YEuuwwwhnydwtu  obdhg:  Unyu
hGunwgnwnieniund pwiwlwwbu quwhwwnynwd Gu ujwqu-
gnyu wotuwwnwywndsh' dphusl 80,000, 85,000 U 90,000 npwd
pwpdpwgdwu bGpbp  ppwwbuwywu ugbuwpubph  nipnuyh
huwtuwlwu  pbinu nu wgnbigniEwtu  pwofujwdniE)niup:
Jdbpinwdnigyniup  hphduws £ << Jhbwwagpwlwu Yndhuinbp
Ynndhg npwdwnpjws' wwounnuwlwu hwndwdnd gpuugywd
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784,964 wyluwwnnnh wnyjwutph ujwwndwdp Yhpwnwd |ng-
unpdw) pwofujwoénipjwu Yypw: Lbnmwgnunipjudp pwgwhwjn-
ynw t swhwnniubph Yunnigwdpu pun SGST (NACE Rev.2)
ninpinubph b ubthwlwunigywu  dubph:  Ydhbwlwgpwlwu
wyjwiutipp yywynid Gu, np hwybiyw) dwiuubiph onipg 45%-p Ypnid
E wbwngnup'  gbpwquugwwbu  Yppnipjut ninpunp
qwpdwuwnpniegyniuutiph dhongny:

Upwdwdwuwy, gnig Lt wpynd, np 20% hwdwhwppe
GUwdwmwiht  hwpyh qwudnwhg hbGunn  wboppuynn  gnin
woluwwnwywndp wpniuwynd £ duw] wnpwwnigjwu 2tidhg
gwép’ nhwwnplynn  pninp Gpbp  ugbtwnubiph  Rbwpnu:
Unwgywé wpryntuputipn hphduwynpynd £, np ujwquanyu
w2luwwmwywnpdh  wunhpbwuwywu  wybjugnuwp  wbwnp L
gnignpnyh Gwdninubph pwotujwdnigjwt unnphu hwnywdnd
hwpytiph uywwnwlwhu Ypdwndwdp:
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