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AGRIBUSNESS FINANCIAL RESULTS ACCOUNTING ISSUES

Abstract: Is discussed agribusiness activity results assess-
ments’ approaches and accounting issues, related to biological
actives framework. Made suggestions concerning to improve-
ment of recognition biological assets value changing and pre-
senting in agribusiness financial statements, which will improve
reality of statistics reports of economical development Arme-
nian regions. Recommendations have been made to improve
for recognition and valuation biological assets, which will bring
agribusiness financial statements closer to the requirements of
international accounting standards.

Keywords: biological assets, international financial repor-
ting standards, financial statements, agribusiness

JEL code: Q 14

Research aim: propose ways to enhance the reliability of
financial statements published by agribusiness

Research hypothesis: in the agribusiness system there
are still problems with the reliability of financial statements,
which are particularly associated with the valuation and
recognition of biological assets.

Research novelty: It has been proposed to improve the
economic recognition and measurement of biological asset va-
lue changes, as well as to improve agribusiness financial repor-
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ting, which will in turn raise the level of realistic statistical in-
formation on economic development in the regions of Armenia.

Introduction

The information system of the agrarian economy is build
on the basis of operational, accounting and statistical
accounting. Statistical reports are the most practical ones,
which characterize the trends of agrarian development at the
macroeconomic level. Thus, being considered as one of the
priority directions of the development of the Armenian eco-
nomy, after the independence, the agrarian sector continued its
statistical accounting and information dissemination with all
infrastructures and sub-branches. Consequently, in the first
years of getting independence, the agricultural sector in Arme-
nia experienced a sharp decline. In particular, there was a
quick decline in the productivity of farms, as a result of which
most of the farms were not only left out of the commodity
sector, but strived to meet their own consumption needs. On
the economic basis of the former consultations and farms, agri-
cultural production was concentrated in the farms of the rural
population and a relatively small proportion of commercial or-
ganizations engaged in agriculture, which need the reasonable
financial statements presentation.

Research results

In the last decade the development of the agricultural
sector has been registered in RA (see Table 1). For both agri-
cultural (population) and agricultural commercial organizations,
there was a tendency for GDP growth. At the same time, it
should be noted, that small farms still have a dominant role in
the agricultural sector itself, which, due to many problems,
cannot achieve a favorable competitive position in the market
for the production of produce. Currently there are about 339.2
thousand householders in the agriculture sector in republic. On



average, 1.37 hectares of agricultural land, including 1.1
hectares of arable land, belong to one household. The size of
farms in different regions of the country ranges from 0.6-3.1

ha.
2014 | 2015 | 2016 | 2017 | 2018
Total
Agriculture 983.0 | 945.4 | 878.5 | 908.6 | 892.9
pant growing | 595.2 | 550.0 | 486,7 | 469.3 | 415.8
animal hasbaundry | 387.8 | 395.4 | 391.8 | 439.3 | 477.1
Comercial organizations
Agriculture 283 |27.8 |27.7 | 321 45.2
pant growing | 2.3 2.3 3.8 5.2 9.2
animal hasbaundry | 26.0 | 255 |23.9 |26.9 36.0
Hosholds plots
Agriculture 984.7 | 917.6 | 850.8 | 876.5 | 847.7
pant growing | 592.9 | 547.7 | 482.9 | 464.1 | 406.6
animal hasbaundry | 361.8 | 369.9 | 367.9 | 412.4 | 4411

Table 1. Gross agricultural output by farms at current prices in

RA, billion drams [1]

If agribusinesses are not financially accounted for in
smallholder farms, it is regulated in large agribusinesses, and




moreover, it complies with international accounting standards.
Agrarian activity is the process of managing agricultural output
as a result of bio-conversion of assets, as well as the acquisition
and sale of additional biological assets. International Accounting
Standard 41 distinguishes between a biological asset (plants,
animals) and the agricultural products derived there from (IFRS
41, paragraph 14). The standard applies to the registration of
agricultural produce, and only at the time of its formation
(harvest). Agricultural products are derived from animal or
plant biological assets.

Agricultural output from biological assets is measured at
fair value less costs to sell. Realization costs include
commissions, auctioning fees, various fees, but not transport
costs to the active market (IAS 41 Standard, paragraph 23).

If there is no active market for the sale of a biological
asset, the Standard proposes to apply:

a) the last market price of the transaction, if no significant
changes in economic conditions have occurred after the sale;

b) the market price of similar assets, with certain
adjustments;

c) sectoral indices, for example, based on the weight of
one kg of cattle.

Forward trades are widespread in the agribusiness
system, when the agricultural season is still at a fixed price for
future harvesting between the agricultural organization and
buyers. Given the existence of forward transactions, the price
of a fixed product already in the agricultural organization
cannot serve as a basis for the fair value of the resulting output
(IAS 41, paragraph 57).

Valuation of a biological asset at fair value has a number
of advantages. Thus, the economic "effect" of the bioforming
process is more pronounced, when presented with the actual
value of the assets. Industrial forestry organizations, if they
have planted for about 20 years at their original cost (at actual
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cost), will only be able to register the economic benefits
expected from biological assets after logging, as the economic
impact of asset conversion will not be recorded during these
decades. However, the process of bioforming is manifested by
the physical growth (decrease) of the asset, reproduction, the
issuance of agricultural output, as a result of which the
biological asset undergoes physical and qualitative changes, the
financial consequences of which should be reflected in the
financial reports.

In addition, fair value creates more substantive precon-
ditions in estimating the economic benefits expected of a biolo-
gical asset, than its initial value, as the existence of prices de-
termined in active markets more accurately reflects the fair va-
lue of the asset, the same crops acquired in different years,
and the crops? In calculating initial value, different values are
acquired and become incomparable, and when presented at
fair value, they are discounted on the same basis.

There are situations in the agricultural system where the
cost of a biological asset tends to approach real value, especial-
ly when:

« there is no significant biodiversity after the costs are
incurred (for example, fruit trees were planted on the eve of
the reporting period);

« bioformation does not significantly affect pricing (for
example, the growth of non-fertile seedlings at the initial stage,
when their production cycle exceeds 30 years).

However, there are a number of difficulties in assessing
the fair value of biological assets. First, with the high frequency
of market prices, the revaluation of biological assets at fair va-
lue becomes difficult, especially when interim reports are pre-
sented. In addition, when presenting assets at fair value, re-
currences are repeatedly made and “unrealized gains or
losses” are generated. Gains or losses arising from changes in
the fair value of a biological asset (less expected cost of sale)
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are recognized in the period in which they are formed (IAS 41,
paragraph 29).

The absence of active markets for some crops or
livestock, which does not provide an idea of market prices, is
not excluded. The market is considered active if the following
conditions are met:

- uniformity of products sold in the market is ensured;

- there are buyers and sellers at any time in the market,

- is market pricing information universally accessible.

Accordingly, “Z” agricultural organization prepares the
balance sheet for the 2019 financial year. As of January 1,
2020, biological assets are being assessed. When determining
the fair value of a biological asset or agricultural product, it is
appropriate to group them by age as well as qualitative
characteristics. In particular, the biological assets held by the
entity are disclosed as follows.

Vineyards acquired in 2016, with a carrying value of $
20 million and 10 years of exploitation period. In 2019 repor-
ting year 15% increased the value yields. The market price of
the vineyard rose to $ 24.5 million in December, and sales
commission fees estimated totaly $ 0.5 million. Biological assets
are valued at fair value less costs to sell. Therefore, 2020 of
January 1, in the Z agricultural company balance sheet vine-
yards will be presented at fair value (24.5 - 0.5) and for reva-
luation correspondence will be formulated.

Dt 111 Fixed Assets Operated ...... 4 million
Kt 321 Increase in revaluation value of assets .... 4 million

Dairy goats obtained in 2017, for 2 million AMD and for a
usage period of 5 years. Purchased cattle and goat milk are not
widely consumed in the region, and therefore there is no active
market for these assets and the resulting agricultural produce.
Although, there is sells contract with cheese production com-
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pany, and as a result, the net sells annual profit is 0.4 million
drams. In addition, 1.2 million drams is expected to be the
result of bio reproduction of goat's weight rising.

In the absence of active markets, the accounting standard
also offers an estimate of net present value assets. In such a
case, the entity takes into account not only the risk of a sharp
fluctuation of cash inflows over the years, but also the expected
changes in the present value discount rate (IFRS 41, paragraph
30). When determining the fair value of a biological asset by
net cash flows, the calculations do not include the consequen-
ces of further bioforming of the asset, as well as post-harvest
recovery costs (planting after logging).

The bank deposit rate is expected to be 5% in the coming
years, so the annuity ratio will be 4,329 [3]. Because in the
absence of an active market, it is not possible to determine the
fair value of lactating goats, the entity presents the carrying
amount of the biological asset at the net present value of the
expected benefit flow of the asset.

4,329 x 0.4 million drams = 1.73 million

Consequently, on January Tm 2020, the dairy goats will be
presented in a “Z” company balance sheet for impairment,
which will be formulated:

Dt 724 Non-current Asset Re-Expense...0.27 million (2.0 - 1.73)
Kt 124 Impairment of Assets .... 0.27 million

Honey makers, of whom during the 2019 year 1 500 kg of
honey was obtained and stored. In the domestic market, the
selling price of one kg of honey is 2 thousand AMD. Still, 2019
in November, a forward contract was signed with a foreign or-
ganization with 3,000 AMD of them selling honey stored. The
actual cost of one kilogram of honey made 2.2 thousand drams
in 2019, and the commission for sale per kilogram was 0.3
thousand drams.
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Therefore, on January 1, 2020, the value of honey stored
in the balance sheet of “Z” agricultural organization will be
subject to the requirements of IAS 2 (minimum of net realizable
value or factual cost), as the forward price does not meet IFRS
41 standard. Consequently, the asset valuation basis.

- net sales value of honey - (2 000 - 300) x 1 500 = 2
550 thousand AMD

- cost of stored honey - 2 200 x 1500 = 3 300 thousand
AMD

Apricot seedlings, that were formed in 2017 for 8 million
AMD in Real Cost in March, will give first harvest in 2009. In
this case, the cost of the biological asset tends to approach the
fair value, since no significant bio transformation are still
followed after the costs have been incurred.

Forest cover, which was formed about 3 years ago, at an
actual cost of 6 million drams. Industrial logging will begin
about 20 years after the forest is established. In this case, the
cost of the biological asset also tends to come close to its fair
value, as the conversion of forest cover does not significantly
affect the pricing of timber.

Fish farm established in 2018 with fish worth 9 million
drams. Fish growth in 2019 not only is 2 AMD million market
price volatile (quantitative biotransformation), but also caviar
intensity (qualitative biotransformation) estimated at 2.5 million
value growth. Costs of selling fish are 0.5 million AMD.
Consequently, the recording value of fish stocks in the balance
sheet of “Z” company will be presented at fair value less
realization costs (9 + 2 + 2.5 - 0.5 = 13 million AMD).

Conclusion
The application of the IFRS in the agricultural output
accountting system is important not only for micro-level but
also for the more accurate presentation of the results of the
agrarian economy in the regional statistical information.
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Consequently, improving for recognition and valuation
biological assets will bring agribusiness financial statements
closer to the requirements of IFRS and will recorded more
transparency and fair information in financial statements.
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“ECONOMIC REVOLUTION”,
OR “STABILITY MANAGEMENT” ?

Abstract: How ready is modern Armenia for such a
powerful economic breakthrough, which the state leaders and
some economists had predicted in advance with the “economic
revolution”? Do the political, economic, organizational, moral-
psychological and ethno-cultural characteristics of our society
give grounds for optimism? The author of this article considers
the paramount solution of urgent problems of stabilization of all
spheres of public life more real. The “economic revolution”
should rather be seen as a formulation of the will of the ruling
party, as a very attractive political slogan. The real problem is
sustainability management as the basis and main condition for
economic development.

Keywords: “economic revolution”, stability, dialectics of
stability and variability, stability management, bureaucracy,
"economic miracle", Daniel Kahneman

JEL code: A11, 010, Z18
Research goals: to check how justified the goal set by
the current leadership of Armenia to start the “economic revo-

lution”, as well as to consider different points of view of econo-
mists regarding the reality of such a revolution.

Research hypothesis: although the need for accelerated
economic development of the country is obvious, but it can be
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achieved more quickly by ensuring such economic and political
stability that can create a tendency to move forward from the
inside.

Research novelty: the arguments in favor of the possi-
bility of “economic revolution” in Armenia are critically exa-
mined, a brief outline of “economic miracles” in some coun-
tries is given, and the research hypothesis is substantiated, na-
mely: setting up the “economic revolution” can be considered a
good slogan, but the primary task is balanced management of
stability.

Introduction

The need for accelerated development of the Armenian
economy is not in doubt. However, this requires a balanced
state policy, first of all, clear strategic goals and clear tactical
decisions. Excessive revolutionary pathos is not only inappro-
priate, useless, but can also harm the understanding and solu-
tion of real problems. Of course, we should carefully study the
experience of those countries that have managed to make a po-
werful breakthrough in economic development. In each particu-
lar case, it is necessary to identify the conditions and driving
forces of the “economic miracle”, managerial principles, and
then adopt their useful experience - with the obligetory consi-
deration of our economic, political and ethno-cultural charac-
teristics. And these features tell me that in the current Arme-
nian conditions, the main goal of administrative management
should be to ensure economic, political and social stability in
the country. We are talking about stability of such quality that it
can become the basis and the most important condition for
economic progress. It is not a secret at all that revolutionary
enthusiasm inevitably gives rise to over-optimism, and therefore
any change is initially declared a positive “reform”, while only a
comprehensive generalization and retrospective analysis can be
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the basis for such an assessment. In the same way, the “eco-
nomic revolution” cannot begin simply with its announcement:
this wording can perhaps be perceived as a successful political
slogan reflecting the position of the current Armenian autho-
rities; however, its content and the main condition for imple-
mentation may be another slogan - “stability management”.

Order and Progress

This ftitle resembles the main slogan of one of the
sociology founders Auguste Comte: “L’Ordre et le Progres” [2,
p. 19]. In fact, this is the best formulation of the main means of
regulating all management systems, but above all public life in
general. The combination of these concepts is not accidental,
but reflects the most profound understanding of the internal
determinism of any organized integrity. Comte considered the
harmony of order and progress as a justification for his “new
general philosophy”, did not stop repeating that “progress is
the development of order” [2, p. 74]. Thus, we will continue
further analysis in the spirit of this formulation of the problem:
stability (order) is the main condition for progress, and pro-
gress is the main goal of stability.

As known, a kind of “spine” of any management system is
its structure, which is created to give the system the ability to
organize purposefulness, with the help of which efficient fun-
ctioning and unhindered development of the system is ensured.
“Create a structure” means to fix, stabilize and legitimize (by
legal, administrative, financial, moral-psychological and cultural
means) those relationships between the subject and the object
of management, those managerial powers and roles, those
intra-organizational laws that ensure the solution of the orga-
nization's tasks (including her own reproduction).

From this point of view, the super task of the manager is
to ensure a dialectics of stability and variability of the orga-
nization structure. An unstable, fragile system is not suitable
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for uninterrupted operation and stable reproduction. In turn, if
the structure is too rigid and incapable of change, then it beco-
mes a barrier to development, gradually becoming a self-suf-
ficient force, including due to the fact that the administrative
apparatus shows a tendency to bureaucratization.

Therefore, the structure should be so stable as to provide
the organization with the ability to successfully solve the prob-
lems it faces, and at the same time so flexible as to be able to
adapt to changes in the external and internal environment, but
the main thing is to ensure progressive development.

Thanks to stability, both the functioning of the organiza-
tion and the accumulation of positive managerial experience are
realized, as well as the fixing of proven organizational, eco-
nomic, financial, legal and social institutions. At the same time,
stability should not only impede the implementation of matured
changes, but should also serve as a source of necessary organi-
zational and social reforms. A system that neglects the need for
change, and even more so resists these changes, will eventually
perish.

Changes are as manageable as we can understand their
“cause - effect” relationships. A system based on managerial
fear of the future cannot be sustainable. At the same time, has-
ty decisions, over-optimism of managers, underestimation of
risks are fraught with destructive consequences. Therefore, the
main qualitative criterion for stability is its ability to ensure
progress: the more balanced the structure of the organization,
the more painless changes are realized within its framework.

Only in the stage of stability is a deep analysis of the cur-
rent situation possible, a balanced assessment of the main
achievements of the previous stage - the stage of the jump,
clarification of the causes of shortcomings and errors, as well
as discussion, preparation and implementation of the necessary
conditions for the next stage of development.
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Those leaders who underestimate the importance of the
moment of stability and put an excessive emphasis on making
changes, which are not entirely timely and justified, Christo-
pher Gray, a professor at Cambridge University, very appropri-
ately calls “fans of change”, and also notes the harm they cause
to the organization: “Management's insatiable appetite for
change ignores the accompanying costs of staff fatigue and lack
of innovation” [4]. In fact, there is a misunderstanding among
the leaders of the essence of the dialectical interconnection
between stability and progress, and therefore the stage of
effective stability is sacrificed to dubious projects of changes.
This is a serious managerial mistake, as well as evidence that
the essence of the work of a successful manager is misunder-
stood. And again, C. Gray’s diagnosis is accurate: “This means
most managers and leaders today have little interest in one of
their core skills: the management of stability. The art of organi-
sation is about enduring, about managing both continuity and
change, and we lose the first part of this if we buy into change
hysteria”. It should be said that Professor Christopher Gray
absolutely accurately also pointed out the fundamental error of
the “fans”: “We can easily get into a situation where we commit
a classic error of logic: change is necessary - this is a change -
therefore, this change is necessary” [4].

Neglect of the importance of managing stability can push
managers and leaders in adventurous steps. So, for example, is
it possible to rebuild a structure that is not yet completed, that
is to say unstable? And is it really justifiable to expect from the
unfinished structure of spasmodic development — acceleration?
| am sure that after reading these rhetorical questions, some
readers involuntarily recalled these two words “restructuring”
(in Russian “nepecrtpoiika”) and “acceleration” (in Russian “yc-
KopeHue”), words that became a kind of symbol of the im-
minent collapse of the Soviet Union. Indeed, in a retrospecttive
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analysis of the events from 1985 - 1991, these keywords of the
Gorbachev economic revolution appear before us as a kind of
expert assessment, an accurate forecast of the inevitability of
the failure of this adventurous undertaking, although at that
time they were presented almost as a “magic wand”. The activi-
ties of the unlucky reformer Mikhail Gorbachev very accurately
described the chief architect of the “Singapore miracle” Lee
Kuan Yew: “He actually jumped into the deep part of the pool,
not learning how to swim” [7].

The goal of accelerated development should flow from the
real possibilities of managing the stability of the system: an
unstable system is not only incapable of ensuring progress, but
itself is deprived of the necessary resources for normal self-
reproduction, since the super-optimistic, and therefore over-
confident reformer directs these resources to deceptive pro-
jects of ephemeral progress. If the economy is characterrized
by stable development, then the very possibility, goals, object-
tives and pace of systemic progress are dictated from within,
and cannot be forced from the outside.

However, it is important to understand that focusing
solely on the problems of system stability means limiting oneself
to the problems of the present and neglecting the requirements
of future development. If the stability of reproduction becomes
the main goal for the administrative apparatus, then there is a
danger of bureaucratization of the entire system. This phenol-
menon is especially dangerous for the public administration
system: a classical analysis was made by Karl Marx on the
example of the Prussian monarchy. In particular, he showed
how a powerful bureaucratic apparatus is able not only to dic-
tate its will to the highest political authority, but also to radically
change the very essence of public administration from within:
“Hence it is obliged to present what is formal for the content
and the content for what is formal. The aims of the state are
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transformed into aims of bureaus, or the aims of bureaus into
the aims of the state” [14].

The demonstrative stability of the bureaucracy hides the
desire of officials to unhindered self-reproduction, the desire to
show their own importance and irreplaceable, as well as a clear
strategy: either disrupt the trends of progress or subordinate
the changes to their own interests. The more bureaucracy
grows stronger, the more it becomes a closed, self-sufficient
system with a rigid structure. This ‘anatomy’ of the bureau-
cracy is very colorful outlined by Marx: “The bureaucracy is a
circle from which no one can escape. Its hierarchy is a hierar-
chy of knowledge. The highest point entrusts the understanding
of particulars to the lower echelons, whereas these, on the
other hand, credit the highest with an understanding in regard
to the universal; and thus they deceive one another” [14].

It should be apparently reminded that this is not about the
bureaucracy that Max Weber praised so highly. Indeed, in com-
parison with the ‘traditional’ (“patriarchal”) and “charismatic”
management systems, the “bureaucratic” system has significant
advantages, in particular: a fixed charter, a rigid hierarchy of
intra-organizational power positions and powers, filling of posts
by professional qualities, ensuring career growth deserving,
impersonal business communication, etc [15]. That is why We-
ber quite rightly considered this system an ideal type of govern-
ment. And we completely agree with him: controlled bureau-
cracy is an effective tool of management. But in this case we
are talking about an excessively increased and uncontrolled bu-
reaucracy, which is capable of paralyzing the activities of any
organization. It is characterized by corruption, embezzlement,
patronage, red tape, fraud, secrecy, dodges, nepotism, and
withdrawal from real activities.

Thus, one extreme is the maniacs of change; the other
extreme is a self-sufficient bureaucratic apparatus. It is the
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understanding of the dialectic of sustainability and progress
that allows a wise manager to find a golden mean strategy.

Stability is the basis and means of forecasting the future,
and therefore a means of sustainable management of progress.
The future is a continuation of the present, and knowledge of
the present is the basis for shaping the future. And if we re-
cognize this, that is, that stability unites the present and the
future, and then our main responsibility should be precisely the
management of stability in order to ensure the desired future.
“Order and progress” - the exact ratio of goals and means on
the basis of comprehensive consideration of specific conditions
and real opportunities.

From revolutionary pathos to evolutionary change

In the spring of 2018, a nationwide protest movement in
Armenia led to a change in political power, and this change was
called the "velvet revolution”. In the scientific literature even the
name “Armenian revolution” is already used. More important,
of course, is not the name, but the essence of the radical
changes that have occurred. And here | agree with the follo-
wing expert assessment: “So-called “revolutionary” processes
in Armenia had a peaceful, non-violent character, so in essence
they were not revolutionary in the proper sense of this concept,
but a moment of progressive evolutionary transformations in
the country according to the laws of solidarology. The main
argument in favor of such a statement is that not a single drop
of blood was spilled in these events, no violence against the
personality and no collapse of public life as a whole were no-
ticed, most decisions were made on a compromise, mutually
satisfactory basis, and no one was subjected to political rep-
ression neither by ‘prerevolutionary’ authorities, nor by ‘win-
ners’ in the 'confrontation’ [1, p. 17-18].

All this is true, because in the purely political sense, it was
a peaceful transfer of power: peaceful due to the fact that the
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previous regime had become so hated by the masses that it did
not have sufficient resources of resistance, and the parties had
the wisdom not to sharply aggravate. Nevertheless, | consider
what happened to be a revolution - a revolution of values. Ci-
tizens again believed in social justice, in the honesty and in-
tegrity of officials, mutual trust appeared between the authori-
ties and the people, the belief in the possibility of a moral
revival of the country - in “New Armenia” was revived. Another
thing is how the potential of the powerful movement of the pe-
ople towards the valuable renewal of all spheres of public life
was used.

As everyone knows, each new power, and even more so
the revolutionary power, makes promises. And promises, as
everyone knows, should be kept. Otherwise, the loss of power
in the next election is inevitable. This is the essence of the de-
mocratic system. But if promises are not kept, and you don’t
want to give power, then populism enters the arena - expired
authorities give even more attractive promises. And so, in my
opinion, the current ruling elite announced the beginning of
the “economic revolution” as a kind of continuation, or the next
stage of the “velvet revolution”. The slogan was picked up by a
group of enthusiastic economists; a series of publications
appeared on the essence of the “economic revolution”, its con-
ditions, driving forces, stages, etc.

It seems to me in this connection to emphasize the fol-
lowing points. First, there is no particular need to justify the
accelerated economic development of the country in general,
including for the successful implementation of the main goals
of the “velvet revolution”. However, it is also clear that a ba-
lanced state policy is needed for this, first of all, clear strategic
goals and clear tactical decisions are needed. This means that
the “economic revolution” cannot begin simply with its announ-
cement.

24



Secondly, the economy, as a system that is self-repro-
ducing and therefore internally aimed at evolutionary develop-
ment, fundamentally does not suffer revolutionary changes.
Therefore, in this sphere, the excessive revolutionary pathos is
not only inappropriate, useless, but can also harm the un-
derstanding and solution of real problems.

Thirdly, many of the political goals of the “velvet
revolution” were achieved relatively quickly. It is not a secret at
all that revolutionary enthusiasm inevitably gives rise to over-
optimism, and therefore any change is initially declared a
positive “reform”, while only a comprehensive generalization
and retrospective analysis can be the basis for such an
assessment.

Fourth, we should carefully study, of course, the expe-
rience of those countries that have managed to make a power-
ful breakthrough in economic development. And, in each par-
ticular case, it is necessary to identify the conditions and dri-
ving forces of the “economic miracle”, managerial principles,
and then adopt their useful experience - with the obligetory
consideration of our economic, political and ethnocultural cha-
racteristics.

Fifth, a comparison with the experience of these countries
tells me that in the current Armenian conditions, the main goal
of administrative management should be to ensure economic,
political and social stability in the country. Recall that we are
talking about stability of such quality that it can become the
basis and the most important condition for economic progress.

And finally, the sixth, the wording “economic revolution”
can perhaps be perceived as a successful political slogan reflec-
ting the position of the current Armenian authorities, but, as |
think, its content and the main condition for implementtation
may be another slogan - “stability management.

What should be done specifically? It is under this heading
that two collections of leading economists are published -
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“What to do?” [12] and “What to do 2 ?” [13]. The main goal of
the publication of the first book is to analyze the urgent
problems of the Armenian economy and the strategic directions
of its development, while the second has a more specific wor-
ding: “Perception and implementation of the economic
revolution”. In all likelihood, there will be a third publication -
“What to do 37” with a note of the achievements of the “econo-
mic revolution”.

Let's start with the first collection. We have before us a
wide range of urgent economic problems of the Armenian so-
ciety, many of which are not only comprehensively described
and studied, but also received well-founded solutions. In part-
icular, measures are proposed to carry out fundamental institu-
tional and structural transformations, apply more effective so-
cial programs, improve the system of state management of the
economy, provide sound macroeconomic decisions and reduce
managerial expenses, improve the business environment, etc.
Obstacles and serious risks associated with pursuing a policy of
long-term economic growth of the country are also not ignored:
overpolarization of income against the background of an overall
low living standard, the absence of a wide layer of the “middle
class”, limited financial potential, high poverty, ongoing popula-
tion outflows, unresolved clanishness and recidivism of corrupt-
tion crimes, slow reduction of the shadow economy, the danger
of rapid degradation of the new political elite, the likelihood of
new oligarchs, etc.

None of the 16 articles in the collection contains any justi-
fication for the need to initiate a certain “economic revolution”
in Armenia; no one has used such a term. Moreover, the most
serious scientific and practical problem, which in my opinion is
quite justifiably, posed in the collection “What to do?” does not
concern the future, but the past. This is the question of what is
the cause of our failures. “After three decades after indepen-
dence, we must admit that there is no answer to the question of
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why in Armenia (as in other post-Soviet countries) market
reforms led to de-industrialization, to the formation of an ineffi-
cient and uncompetitive economy, as well as to social pes-
simism the population regarding changes for the better”? [11,
p. 52]. It is quite obvious that against the background of such a
statement, talking about a certain “economic miracle” is, at
least, not serious.

At the same time, | want to say that |, as a social philoso-
pher, was pleased to find in the collection an idea confirming
my thesis about the priority task for our economy and society
as a whole - the priority of stability management. An analysis of
the state of one of the financial sources of eco-nomic develop-
ment - investments — quite logically led the author to a similar
conclusion: “It’s not a secret that investments flow where stabi-
lity and profitability exist, therefore the primary task of Arme-
nia’s economic development and creation of an attractive envi-
ronment for investments is to ensure economic and political
stability” [9, p. 128]. That's right: stability and progress! | have
already sufficiently stated my point of view on the need to ma-
nage stability, and precisely so that the seeds of progress flow
from the essence of sustainable development. Here | would like
to add that such management should cover not only all sectors
of the economy, but the whole society. It is important to under-
stand the exceptional importance of applying a systematic
approach both in the analysis of problems of stable develop-
ment and in their resolution. After all, it is quite possible in one
area to achieve an unprecedented economic breakthrough, a
completely adequate name for the "economic revolution”, for
example, in the development of information technologies. Ho-
wever, a systemic lag in the economy as a whole will inevitably
lead to the fact that a short-term positive effect will result in
large losses.

Let's move on to the second collection of articles, pub-
lished just a year later under the title “Perception and imple-
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mentation of the economic revolution”. Just note that the term
“economic revolution” simply rules the ball: the same authors
who, just a year ago, while discussing the primary problems of
Armenia, did not say a word about the “economic revolution”,
never used this expression, and in a moment became fiery
theorists of the “economic revolution”. In general, the term
“economic revolution” was mentioned in the first collection - 0
(zero) times, in the second - 68! This is what a political order
means: everyone (in fact, not everyone, more on that below)
suddenly realized the ultimate truth: salvation in revolution!
Very much reminiscent of Soviet times: the party said - we will
fulfill!

Of course, everyone sets out his point of view in accor-
dance with his understanding of the problem, in this case the
whole complex of social and economic development of Armenia.
From this point of view, this collection of articles by our leading
economists is undoubtedly very useful both in terms of a
serious analysis of real problems and in terms of proposed
measures to solve these problems. At the same time, | am very
concerned about the thesis in which the “economic revolution”
and the management of stability are directly opposed, more-
over, all previous governments (before the “velvet revolution”
of 2018) are blamed for the fact that they dealt only with issues
stability and neglected development issues [13, p. 13, 201].
Such a statement can be limited to the answer in terms of for-
mal logic: if this is true, then it turns out to be the same that
the governments accumulated the resource that the “economic
revolution” should rely on, so as not to be just a good wish. But
in essence, | want to remind the dialectic of sustainability and
development: it is true stability management that prepares fu-
ture progressive development. And vice versa, even the most
tempting revolutionary project without reliance on stability,
condemned to failure.
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| am no less, and even more worried, by another thesis —
the assertion that supposedly after the political revolution
follows the economic revolution [8, p. 13]. It is difficult to agree
with such a statement: including because the very concept of
‘economic revolution’ has not yet been clarified. Of course,
after the political revolution there is a redistribution of pro-
perty, and the new political elite sharply and repeatedly impro-
ves their economic condition. But there is no reason to talk
about the ‘economic revolution’ as a systemic phenomenon that
encompasses the entire economy. Moreover, the opposite is
more likely to be observed here. As history shows, the political
revolution is followed by the economic downturn, the “flight” of
capital from the country, the cautiousness of foreign investors,
counter-revolutionary fermentation, coup attempts, impove-
rishment of the population, etc. Let us recall the revolution in
Russia in 1917: political and economic chaos, loss of territories,
civil war, repression, persecution, famine - how much time and
energy was required to achieve political, economic and orga-
nizational stability in the country. The same thing with the
collapse of the Soviet Union. In fact, the social revolution took
place in the classical sense of the word: after all, there was a
radical change in the economic system - the transition from so-
cialism to a market economy. And it is known that the former
republics took a very long time to overcome the dire conse-
quences of these fundamental changes and achieve sustainable
socio-economic development.

| must say that | am not alone in my opinion. Moreover,
some authors of the same collection of “What to do 27” quite
reasonably warn readers (and their colleagues) from an over-
optimistic position: “In history there is not a single statement of
fact that the revolution made society happy. It is unlikely that
any rational being will deny the need for change brought about
by the revolution, however, it is almost impossible to prove that
the revolution provides a solution to these problems” [3, p. 41].
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An appeal to history is quite justified from another point
of view. Indeed, it happened more than once in history when
the goal was set of accelerated social and economic develop-
ment. For reformers, goals are always good, but the result of
acceleration is not always as favorable. | think Mikhail Gorba-
chev “wanted the best”, but “it turned out as always”. Of
course, there are many successful projects, amazing examples
of the “economic miracle”. Recall some of them: Japan’s record
period of economic growth from the mid-1950 to the 1973 oil
crisis; West Germany’s rapid reconstruction and economic de-
velopment in the post-war years; Chinese economic boom from
1978 to the present; rapid economic development of Four Asian
Tigers - South Korea, Taiwan, Hong Kong and Singapore in
1960 - 1990; Brazilian Miracle (1968 - 1973); Belgian econo-
mical miracle (1945 - 1948), Baltic Tigers - Estonia, Latvia and
Lithuania, 2000 - 2007, etc.

It's clear in itself that we should carefully study the
experience of those countries that have managed to make a
powerful breakthrough in economic development. However, it
is obvious that their experience is too unique to deduce any
general patterns, formulate certain rules and follow them in
order to achieve the “economic revolution”. It is very difficult
to find common points in the economic successes of these
countries. The foregoing relates to their prerequisites and con-
ditions, the characteristics of economic policy and ideology as a
whole, the share of external financial assistance and foreign
consultants, as well as, not least, and perhaps, first and fore-
most, the personality of the leader who initiated the funda-
mental economic reforms. That’s why, as it seems to me, it’s
too early to seriously talk about the possibility of creating a
theory of “economic miracle”. But, at the same time, | agree
with the main conclusion of the author of this idea: “Despite
these differences, there is a commonality, not in the form of
economic institutions, but in the fact that economic institutions
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seem to have allowed the long-term accumulation of private
investment and human capital” [10, p. 17]. And this is just one
of the most important moments of the stability management
strategy — the accumulation of finances and personal capital in
order to prepare for a future breakthrough.

Thus, there is no need to “reinvent the wheel”. In this
regard, | would add one more general point in various “eco-
nomic miracles” and “tiger jumps”, namely: they all received
post factum these sonorous names. None of the “father of
economic miracle” previously announced the start date of the
economic revolution: neither Ludwig Erhard (West Germany),
nor Lee Kuan Yew (Singapore), nor Park Chung-Hee (South
Korea)... Correctly noticed: there is no miracle, but there is
hard work: truly “perspiration, not inspiration” [6, p. 66]. So,
our task is quite specific: in each particular case, it is necessary
to identify the conditions and driving forces of the “economic
miracle”, managerial principles, and then adopt their useful
experience — with the obligatory consideration of our economic,
political and ethnocultural characteristics. And these features
tell me that in the current Armenian conditions, the main goal
of administrative management should be to ensure economic,
political and social stability in the country. We are talking about
stability of such quality that it can become the basis and the
most important condition for economic progress.

Festina lente (instead of a conclusion)

That's it: “Haste slowly”. This ancient Roman proverb best
expresses the imperative demand of the time - the need for a
gradual economic development of Armenia, balanced ma-
nagement of stability, aimed at creating real prerequisites and
conditions for the subsequent progressive breakthrough. Why
do we write off and proclaim the “economic revolution”, al-
though in principle almost everyone understands that we are
not ready for it in either the economic or the political sense?

31



For the answer we turn to Daniel Kahneman, Nobel Lau-
reate in Economics. His famous book “Thinking, Fast and Slow”
is devoted to making managerial decisions in the face of un-
certainty, explaining, in particular, the reasons for the overly
optimistic assessment of real economic problems, leading to an
underestimation of the seriousness of the risks [5]. The basis of
his concept is the allocation of two types of human thinking:
one is “fast thinking”, which is intuitive when a solution to a
problem appears as if automatically; the other is “slow thin-
king”, when the solution to the same problem is obtained on
the basis of calculations, requires concentration and enhanced
mental work. When making managerial decisions, as in solving
other life tasks, this “fast thinking” eases our position by
discreetly replacing a complex problem with a lighter one.
Therefore, we, Kahneman believes, constantly have the illusion
of over-optimistic confidence: “The normal state of you mind is
that you have intuitive feelings and opinions about almost eve-
rything that comes your way. You like or dislike people long
before you know much about them; you trust or distrust stran-
ges without knowing why; you feel that an enterprise is bound
to succeed without analyzing it. Whether you state them or not,
you often have answers to questions that you do not completely
understand, relying on evidence that you can neither explain
nor defend” [5, p. 97].

In everyday life, such thinking and behavior does not
really interfere, and even vice versa sets up a confident solution
to personal and business problems. However, for leaders of or-
ganizations and especially for their consultants, “fast thinking”
gives rise to a dangerous illusion of complete control of the si-
tuation: “Most of us view the world as more benign than it
really is, our own attributes as more favorable than they truly
are, and the goals we adopt as more achievable than they are
likely to be. We also tend to exaggerate our ability to forecast
the future, which fosters optimistic overconfidence” [5, p. 255].
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And the whole pathos of the Kahneman’s book is aimed at
enabling us to really appreciate our capabilities.

In the light of our formulation of the problem, this
means, first of all, the need to free ourselves from the illusions
of an “economic revolution” and ... slowly rush.

And of course, Kahneman’s advice is not for politicians,
but for scientists. Political leaders are forced to rush, make
promises, even if they know that they are not able to fulfill
them. It’s hard for them not to promise - the situation obliges:
after all, populism rules politics all over the world. The role of
scientists and, above all, economists is all the more important.
It is no secret that among the social sciences, it is economists
who have the greatest respect among those in power, they are
the only ones who receive the Nobel Prize, advice big business,
and ordinary citizens listen to their opinions and advice. Let us
hope that in matters related to the social and economic deve-
lopment of Armenia, our leading economists, with their balan-
ced assessments and sound recommendations, will help the po-
litical leadership to choose the right strategy and effecttive tac-
tics in today's complex world.
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HacyLHbIX npobnem ctabunusauum Bcex ccpep obLiecTBeHHOM
MU3HU. “DKOHOMMYECKYIO peBONOLMIO” cheflyeT ckopee pac-
cMaTpuBaTb Kak (pOPMyNMPOBKY BOAWM MpaBALLEi MapTuu, Kak
BECbMa MpuBieKaTenbHbI NOAMTUYECKNIA NO3YHr. PeanbHasa me
3ajla4ya — 3TO ynpaeneHue YCTOWUYMBOCTbHO Kak OCHOBa W rnaBs-
HOE yCfOBME 3KOHOMUYECKOrO Pa3BUTUA.
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APPROACHES TO MEASUREMENT OF AGRICULTURAL
INSURANCE EFFICIENCY

Abstract: In the insurance market, agriculture has always
been considered risky and not particularly competitive within
insurance companies. And it is no coincidence, that the state
has played its seriously part in this area, which has tried, and
still is, trying to apply motivational levers to activate agro-
insurance, often by taking insurance premiums or partially
providing insurance coverage [1, p. 27]. At the same time,
however, the results of agro-insurance directly, or indirectly
also interests to commercial banks, agricultural processing
organizations, which are likewise stakeholders and interested in
the efficiency of the insurance process. The article presents a
multifaceted methodology for measuring and evaluating the
effectiveness of agro insurance, based on the realization of the
goals of the relevant stakeholders on a macro and micro level.
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Research aim: to study the specifics of agro insurance
and based on it, to present a methodology for multipart
assessment of the effectiveness of the insurance process.

Research hypothesis: Contractors and insurers are
traditionally interested in evaluating the effectiveness of agro
insurance, but as the scope for evaluating the effectiveness of
the sector enlarging, the outcomes of the insurance process
are more accurately measured.

Research novelty: developed a new methodology for
measuring agro insurance, based on interconnections in the
implementation of insurance targets related to micro and
macro level beneficiaries.

Introduction

The insurance market has been steadily developing in the
Republic of Armenia in recent years. The number of insurance
policies has increased substantially by about 35%, with
insurance premiums increasing by 30%, even in condition of
unchanged number existing insurance companies and their
relatively small increase in capital. At the same time, insurance
reimbursements have also increased, which have not affected
the insurance companies' reserve funds, but on the contrary,
they have seen an increase (see Table 1).

Indicators 2015 2016 2017 2018

Number of licensed 7 7 7 7
insurance companies
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The capital of 15063.6 | 15063.6 |15063.6 |16 043.6

licensed insurance
companies, min. AMD

Number of effective | 591 859 | 633 727 796 123 826 916

agreements

Insurance premiums, | 31424.5 | 33141.2 35262.8 | 41380.3
min. AMD

Amount of 13564.5 | 14222.4 18 002.7 | 22 818.9

compensation, min.
AMD

Insurance reserves, 17 278.4 | 19185.9 19896.0 | 211751
min. AMD

Volume of liabilities as| 9451439 | 110048235 | 28679886 | 33403061

per all effective
agreement, min. AMD

Table 1. Activities of insurance companies in RA
Source: Statistical Yearbook of Armenia, 2019, page 433

However, if we analyze the structure of the insurance
market in Armenia, become clear, that it has a disproportionate
structure of services, as more than half of insurance contracts
are covered by vehicle insurance, and one third by property
and health insurance. Agricultural insurance is in a more
modest position and does not exceed 6% of insurance contracts
[2, p. 5].

The amount of insurance premium depends on the
location of the insured area, according to the number of 5 risk
zones. Five levels of compensation costs were selected based on
the lowest possible and highest production costs calculated per
hectare per insured crop. The amount of insurance premium
under the plan will be subsidized by 50-65% depending on the
insurance product. In autumn 2019, 2 crops - apricots and
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grapes, of 3 risks - hail and fire, spring frost will be covered
for the agricultural season of 2020. In case of hail and fire 6
regions (Ararat, Armavir, Aragatsotn, Kotayk, Vayots Dzor, and
Tavush) were selected, 2 in case of spring frost - Ararat
(Armavir). In order to benefit from the program, agricultural
entrepreneurs apply to one of the agency member insurance
companies ("Ingo Armenia" Insurance CJSC, "Rosgosstrakh-
Armenia" Insurance CJSC, "Sil Insurance" CJSC) [3].

As of 2019 The German KFW bank had to allocate € 5.3
million for the implementation of the pilot program of
introduction of the agricultural insurance system in Armenia.
Of this, € 4.8 million should be allocated exclusively to
subsidies. The remaining 515,000 euros will be spent on
consulting costs. The co-financing of the Armenian government
will make 5 million euros.

For its part, the Climate Investment Funds will also
provide 2 million euros, 200,000 of which will be spent on
insurance subsidies and 1.8 million euros on advisory services.
The consortium of three companies will be consulted of these
companies. Within the framework of the Armenian Agricultural
Insurance Pilot Program, it is envisaged to set up the National
Bureau of Risk Management in the field of agriculture, NARMA
- National Agroinsurance Risk Management Agency, for which €
1.9 million will be allocated.

The question then arises as to how effective these invest-
ments are, both in terms of the organization of agricultural
insurance and in defining the outcome of this process. Various
approaches to measuring insurance effectiveness in professio-
nal literature are offered at both macro and microeconomic
levels (specificity of insurance payments in GDP, specificity of
accident compensation in insurance premiums, degree of da-
mage compensation, etc.). However, we believe, that the effect-
tiveness of agro insurance should be considered from the pers-
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pective of all stakeholders involved in the process (see Figure

1).

Agro Commercial
Insurance [

Beneficiaries

Insurance

companies

Figure 1. Main beneficiaries of the agricultural insurance
process. Composed by the author

The question then arises, as how effective these invest-
ments are, both in terms of the organization of agricultural
insurance and in defining the outcome of the process. Various
approaches to measuring insurance effectiveness in professio-
nal literature are offered at both the macro and microeconomic
levels (specificity of insurance payments in GDP, specificity of
accident compensation in insurance premiums, degree of loss
compensation) [4, pp. 84-94]. However, we believe that the
effectiveness of agro insurance should be considered from the
perspective of all stakeholders, involved in the process (Figure

1).
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Research results

The process of agricultural insurance at the micro and
macro levels has various manifestations, both entrepreneurial
and partnership, as well as community and national (see Chart
2). Whereas farms are concerned about insurance for crop
losses, partner processing organizations see insurance as a
means of ensuring sustainable development of farms, where
there is no risk of rural food providers being fed up with major
losses. The same interest holds for commercial banks, which
lend to farms seeking to high level lend payments to them. And
insurance in this case actually provides business economic
benefits.

However, agri-insurance also serves community and ge-
neral state interests, which are not only purely economic, but
also socially oriented (see Figure 2). Thus, local authorities see
insurance as a tool for sustainable development of farms, which
provides compensation for agricultural damage, reduction of
out-of-work flows of rural residents, and creation of new jobs in
rural communities. Socioeconomic expectations are similarly
expected from the process of agro insurance.

Therefore, the effectiveness of agri-insurance is demons-
trated in various manifestations and measurement, which ne-
cessitates the use of a consolidated measurement methodology
for evaluating effectiveness. And uniform format is provided,
when indicators with different measurement units are conver-
ted to relative values. Suppose, from our point of view of
different groups of beneficiaries, the indicators of agricultural
insurance compensation are offered by coefficients. In addition,
they are calculated based on the actual return on the expected
return on the beneficiaries (see Table 2).

And as far as each of these indicators strives to 1.0, the
agricultural insurance beneficiaries associated with these
indicators, considering the insurance process to be effective.
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Insurance Effectiveness

Microeconomic level Macroeconomic level

entrepre-
neurial

partnership community nationwide

s0C10-

economic &CONOMIic social X
economic

Figure 2. The hierarchy of agricultural insurance return types.
Composed by the author

Consequently, the effectiveness of agri-insurance
assessed on the basis of the beneficiaries' intentions is pre-
sented by deviations from insurance outcomes (see Table 2).
This approach already compares the impacts of the factors that
influence productivity and enables the opportunity to present
the causal effects of agricultural insurance in a single integra-
ted indicator at the micro and macro levels.

In addition, the proposed methodology for estimating
agricultural insurance does not limit the number of factors in-
cluded in the calculations.
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Beneficiaries De- Insurance Outcome Devia-
no- Outcomes realisation | tions
tatio| expec | actually | degree
n ted

Farms a
- compensation for harvest | a; | 75 68 0.906 0.094
loss
- for agriculture production | ax | 42 38 0.904 0.096
expenses compensation
Insurance companies b
- insurance payments
receipts | by | 103 97 0.941 0.059
- provisions | by | 85 82 0.965 0.035
Govermental and | ¢
community bodies
-employability | ¢ | 560 | 395 0.71 0.290
- reduction of labor | ¢ | 2800 | 1900 0.68 0.320
shortages
- improvement of food | ¢z |5 3 0.6 0.400
security
Commercial banks d
- lending volumes | di | 272 211 0.776 0.224
- percentage profit | d, | 18 12 0.667 0.333
Processing companies e
- profitibility
- agricultural  products | e/ |18 16 0.889 0.11
purchusing e | 954 | 852 0.893 0.107
Total ni1 2.069

Table 2. Agricultural Insurance Outcomes Indicators from
standpoint of beneficiary groups
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The insurance process has a direct or indirect impact on
various entities related to economic activity, operating both on
micro and macroeconomic levels. And therefore, as the range
of beneficiaries included in the calculations expands, the
reliability of insurance effectiveness assessment increases. As a
result, large or small deviations in actual outcomes (Aa, Ab, Ac,
Ad, Ae, Af) of the beneficiaries' expectation and insurances can
be averaged and presented in a holistic approach to the
effectiveness of agribusiness insurance (R).

R= Z[(1- a11/a10) + (1- 621/&120) + (1- b11/b10) + (1- b21/b20) +
(1- C11/C10) + (1- C21/C20) +

+(1- d11/d10) + (1- d21/d20)]/n
or

R = Z(Aa+Ab+Ac +Ad +Ae +fA) /n

Thus, based on the information presented in Table 2, the
calculated efficiency indicator R of the insurance coverage was
0.1888 (2.069 / 11), which indicates a consolidated deviation
actual results, from the intended insurance outcomes. And the
more that deviation increases, the lower the effectiveness of
adware.

Conclusions

The proposed methodology for measuring the effective-
ness of agro insurance enables.

First, take a holistic approach to performance evaluation,
taking into account the expectations of all stakeholders united
around the insurance process.

Second, measure the effectiveness of agro insurance with
an integral indicator, whose calculation framework is flexible
and can be continuously adjusted based on the substantive
changes in the coverage of the insurance process across
different economic entities.

Third, to assess the effectiveness of agribusiness, a uni-
fied measure is used, that enables comparative analysis to be
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carried out both on a temporal basis (between different repor-
ting periods) and factor approach (between targeting different
interests).
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Aprak MapTtupocsH
AcnvpaHT, [aBapCcKuil rocyaapcTBeHHbI YHUBEPCUTET

noapxonbl K UBMEPEHUIO 3dDEKTUBHOCTH
ArPOCTPAXOBAHMUA

KnioueBble cnoBa - arpobusHec, cTpaxoBaHue, OeHe-
chmumapbl CTpaxoBaHUA, coluanbHO-3KOHOMUYECKaa acpdpeKTnB-
HOCTb CTpaxoBaHuA

Ha cTpaxoBoM pblHKe CENbCKOXO3AKCTBEHHAA AeATeNb-
HOCTb BCErAa cyuTanacb PUCKOBaHHOW M OCOOEHHO He Bbife-
nAnacb KOHKYPEHTOCMOCOOHOCTLIO CPEAM CTPAXOBbIX KOMMaHMIA.
M He cnyyaiiHO, 4TO rocyfapcTBO CbIrpano KIOYEBYIO pOfb B
3Toi obnacTn, KoTopaA MbiTanacb U A0 CUX NOP MbITae€TCA NpU-
MEHWTb MOTUBUPYIOLLME pblYaru 1A akTMBUPOBaHMA arpocTpa-
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XOBaHMA, YacTUYHO cybCMAMpyA CTpaxoBble B3HOCHI, unn obec-
neymBas cTpaxoBoe MokpbiTue. OfHaKo, pe3ynbTaTbl CENbCKOX-
O3ANCTBEHHOrO0 CTpPaxoBaHUA MPAMO WAU KOCBEHHO MNpeAcTaB-
NANT UHTEPEC TaKMe [N1A KoMMepyecknx 6aHKoB, KOMNaHWii Mo
nepepaboTKe CENbCKOXO3ANCTBEHHOI MPOAYKLUM, KOTOPblEe TaK-
e apnatotca  beHecpuumapamn U 3aMHTepecoBaHbl B 3dhdpek-
TMBHOCTM CTpaxoBoro npouecca. B ctatbe npepcrasneHa MHoro-
chakTOpHAA METOL0NOMMA UBMEPEHUA U OLEeHKN 3PPEKTUBHOCTH
arpocTpaxoBaHWA, OCHOBaHHaA Ha peanusalun Leneil coot-
BETCTBYHOLLMX 3aMHTEPECOBaHHbIX CTOPOH AAaHHOW cdpepbl Ha
MaKpo - 1 MUKPOYPOBHE.

Lbnpluywgyly £'14.01.2020 pe.
Cunmbyty b ypwagpnipquit’ 25.03.2020 p.
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THE EFFECT OF THE MULTIPLIER IN THE CONTEXT
OF THE CURRENT CHALLENGES OF ECONOMY RA

Abstract: The effect of the multiplier by its mechanism
reflects the internal relationships and dependencies of the
macroeconomic indicators we have studied, the multiplier fac-
tor of which must be calculated to determine the quantitative
consequences. It is determined by the Consumption Margin and
Savings Margin Coefficients. An increase in investment spen-
ding activates the multiplier effect, which leads to an increase
in national income. In the event of a crisis and cost reduction,
national income and investment are reduced taking into
account the multiplier coefficient.

Keywords: Keynes, multiplier, accelerator, multiplier
effect, GDP, investment

JEL code: E22, O 01

Research aim: theoretical interpretation the effect of the
multiplier in the scope of current challenges of the Armenian
economy.

Research hypothesis: the existence of the animated
mechanism is due to the presence of commodity production.
The more developed commodity relations in society, the higher
the specific gravity of products manufactured for sale, the
more strongly, as a rule, the multiplier effects are manifested.
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Research novelty: is determined the dynamics of
aggregate combination, which is an indicator of investment in
the GDP structure in Armenia and value of the multiplier
coefficient for the period 2014-2018.

Introduction

It is customary to consider the modern economy as a
complex dynamic system, each phenomenon of which has a
multifactorial character, which is difficult to describe, measure
and manage. In any extremely complex systems (and not just in
the economic sphere), strangely ordered regularities sometimes
manifest themselves. Nevertheless, some rules can be found in
their basis, and the rules are quite clear and quite definable.
One of the simplest rules that create order in the behavior of
such systems (respectively, and in the economic system) is the
effect of animation. In a general sense, animation is a multi-
plying effect of feedback (positive or negative) on the output
value of a controlled system.

Theoretical review and discussion

A. Marshall in 1926 - the great "master of economic
instruments” - discovered the effect of this effect when creating
deposits in the banking system. Under the term “money
multiplier”, A. Marshall introduced a new measurement
indicator, which served as the beginning of the theory of
endogenous money, that is, the “creation” of money within the
economy.

The money multiplier coefficient is the relationship
between the money supply and the monetary base, which
affects the degree of money supply growth due to credit and
deposit banking operations.

At the beginning of the twentieth century. R.F. Kan,
trying to answer the questions whether investments can make
the economy stable and that causes deviations from equili-
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brium, reveals the multiplicative effect generated by invest-
ments. In his article “The ratio of domestic investment to
unemployment” (1931), he reveals a direct relationship between
the increase in net investment and the increase in total
employment. From observations of changes in employment, he
suggested that the magnitude of the latter is a multiplicative
function of the amount of net investment. Based on his
reasoning, the author concluded that as a measure of
cumulative increase in employment or, in other words, a
measure of expansion of production, the multiplier of
investments can be used [1, p.82].

Developing the idea of Kahn, .M. Keynes, in his work
The General Theory of Employment, Interest, and Money
(1936), writes that increasing investment entails not only
expansion of production and can help achieve full employment,
but also leads to an increase in national income. His theory of
aggregate spending appeared as a critique of classical
economics. Keynes’s reasoning about the expansion of total
income was as follows: the income received can be spent on
current consumption and partially on savings [2, p.131-135].

If income increases by dY, then, accordingly, there is an
increase in consumption dC and an increase in savings dS, i.e.,
dY = dC + dS. Savings are generated in different ways, the
situation is more known when people put savings in a bank or
buy shares of enterprises on their savings. As a result, through
financial markets, savings go to firms, that use them as
investments to increase capital. There is a certain correlation
between investments and income, the coefficient of which
Keynes called the investment multiplier.

The investment multiplier can be determined by
reasoning in another way. Any government stimulation of the
economy leaves a certain amount of money in the hands of the
population, which is subsequently spent by the population.
State stimulation creates the first circle of expenditures - initial
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investment, which brings income to the population. A part of
the incomes acquired by the population will be spent by some
group of citizens and will turn out to be expenses for this
group, and will bring income for another group, this is the
second circle of income-generating expenses.

The idea of the multiplier also formed the basis of the
interbranch balance of V.V. Leontiev, linking the final products
of the industry with gross output. V.V. Leontyev in his model
presented the system of economic relations not “as a long road
that describes a wide circle and returns to the starting point”,
but, as he put it, “reduction of the circuit”: “The network of
production relations within the circuit can be built in a compo-
site way ... so "that the whole consists of several reproducible
groups independent of each other, each of which is sufficient
(directly or indirectly) for the production of all the others, as
well as for its own reproduction”[3, p.38].

Thus, the intersectorial balance is presented as a system
of interconnected processes. In production, indeed, some ele-
ments are generated by others, then used during further pro-
duction and converted into consumed ones. As a result of each
process, certain products are produced, which is associated
with a certain combination of costs.

There is a direct interdependence between the two
processes, since the product of one of them becomes the cost
of the other. A network of relations of this kind forms a system
of elements that depend on each other directly or indirectly or
directly and indirectly at the same time, i.e., each industry acts,
on the one hand, as a producer of some products, and on the
other, as a consumer of some products.

In other words, costs and output are two relative basic
concepts. Goods on the cost side are those economic elements,
whose consumption in the production process causes the
appearance of the corresponding goods on the output side. The
matrix of total costs serves as a multiplier, since it shows the
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effect of the spread of demand on intermediate products of
industries, the initial source of which is the demand for final
products. The business process does not really constitute a
“technically” closed system, it is only part of a broader system
of ties and can change its content by adding new, or excluding
old elements. However, a simplified input-output model allows
you to plan and predict business processes, and to plan, as V.V.
Leont'ev, not "by administrative and volitional methods, but
scientifically sound and therefore optimal" [3. p.35].

The multiplicative effect in the model, achieved through
the technological matrix, shows the economic role of the
technologies used in the sectors of the national economy, and
mathematically substantiates the results of the economy from
scientific and technological implementations. Another example
of the multiplier effect in the economy is a network business, in
which usually the sale of goods and services takes place in the
form of retail trade and in direct contact with the consumer.

Research results

Animation is developing as a process of creating a
network of independent partner agents. A sales agent, selling
goods to a buyer, offers him to find new buyers for a certain
percentage of the sales volume; the buyer-partner, under the
same conditions, attracts regular partners, etc. Thus, a network
of buyers and sellers is formed. The income of the network
company is the sum of the income of the agents that make up
the network, and the income of each participant consists of
commissions for the sale of products and additional interest,
depending on the volume of sales made by the sales agents
they attracted.

Thus, in order to have a constant income, each parti-
cipant in the network business creates a circle of his clients and
a circle of his sales agents. The longer a person works and the
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more clients and agents he has, the more income he receives
from his activities.

And so, the multiplier effect plays an important role in
characterizing the impact of different indicators on the
dynamics of national income. The multiplier and accelerator
models were developed by . Keynes, as well as R. Harrod, ).
Hicks, P. Samuelson, N. Caldor [4, p.1360].

The mathematical interpretation of the multiplier effect is

as follows:

AY — CTxAY = AK — A¥ = ﬁ xAK = a xaK (0

Where: BY  _increase in national income,

AK _ capital gains

C' _ the share of non-productive consumption in the
growth of national income

@ -multiplier value.

The most common of the Keynesian growth models are
the models developed by Domar and Harriot.

The Doomar model is a relatively simple model of
economic growth, proposed in the late 1940s. The only factor
driving demand and supply growth in the economy is
investment growth. If investments in the given period increased
by Al, then total demand growth would be:

AYxo = Ale m = Als (2), where'

m is the cost multiplier,

b is the consumption threshold;

s is the threshold saving threshold.

AYps= - AK (3)
AK =1(4)
AYAS =- |(5)

Balanced economic growth in the economy will be

achieved by supply and demand equality, that is:
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In dynamic equilibrium conditions, the rate of capital gain
must be equal to that of MPK and MPS. MPK is given by
production technology and is, by definition, stable, so the rate
of increase in investment will only increase at the expense of s,
which has also been stable over the period under
consideration.

One of the Keynesian models of economic growth is the
Harriet model. Unlike the Doomar model, investments here are
endogenous, dependent on entrepreneurs' expectations and
based on the accelerator principle. Income Growth
Proportionally Increases Investments:

|t = V (Yt - Yr.])(7)
V is the accelerator. Entrepreneurs plan their own

production volumes based on the situation in the previous

period.
Yo Ye_y ayr—l - Y2
Y, Yior = Y. _2(8) ,
where' a=1 AD = AS,
a>1 AD = AS,
a<1 AD < AS:

Multiply the two parts of the equation by Y1 and add Y-
1, we get:
A

-V 2 )
a-—————4+ 1}{9).
Y= Yiqe ( Yioz @)

Y: is the supply of goods in period t, AD, as in the Domari

model, is determined by a multiplier (I = S).
5

V-5
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Year Fixed Capital MPC (is determined | Multip-
Investments, by the relationship lier value
(billion dram) between
consumption and
investment change)

2014 240,875 0 0

2015 571,050 7.94 -0.14
2016 380,465 -13.6 0.07
2017 188,141 -14.5 0.06
2018 381,264 15.7 -0.07

Table 1. The value of the multiplier coefficient for the period
2014-2018

Harrod called the guaranteed growth rate, in this case
AD = AS, and the expectations of entrepreneurs will come true.
Such a growth rate ensures full utilization of productive
capacity, but not always full employment. The client also
introduces the concept of "natural growth rate". This is the
maximum rate achieved by population growth and technological
progress. If the guaranteed growth rate is greater than the
natural growth rate, then the actual growth rate is smaller than
the guaranteed growth rate. The development of the economic
system is ideal if the guaranteed, natural and actual growth
rates are balanced against the full employment of resources.

Let's calculate the effect of the multiplier for the economy
of Armenia.

As a result, we have determined the dynamics of aggre-
gate combination, which is an indicator of investment in the
GDP structure. It is the sum of the two components: gross fixed
capital formation (investment in capital - equipment, instru-
ments, construction, etc.) and the change in inventories of
unrealized or accumulated goods intended for consumption or
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export in the domestic market, as well as imported; including
intermediate goods for final production.

Conclusions and suggestions

The study showed that the key to uncovering the essence
of the mechanism of animation is an understanding of the
duality of its qualitative characteristics, the presence of causal
relationships in the economic system and the specifics of the
animation process. On the one hand, the effect of this
mechanism is due to the presence of the initial impulse, which
is the lever for the emergence of the animation process.
Another integral part of the mechanism of animation is the
presence of systemic ties in the economy, when a change in
one indicator leads to corresponding changes in other para-
meters of the economic system.

The existence of the animated mechanism is due to the
presence of commodity production. The more developed
commodity relations in society, the higher the specific gravity of
products manufactured for sale, the more strongly, as a rule,
the multiplier effects are manifested.
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Wccneposatenb, PpaHLy3ckuii yHuBepcuteT B ApMeHUM

BIMAHUE MHOMWUTENA B KOHTEKCTE COBPEMEHHOIA
JKOHOMWKHU PA

KnioyeBble cnoBa — KeilHc, MynbTUnNAnKaTop, akcennepa-
TOp, 3dcpekT mynbTUnnuKatopa, BBI, nHsectuum

BanAanne MHOMMTENA NO €ro mexaHnsmy oTpamaer BHYT-
PEHHME B3aMMOCBA3M U 3aBUCUMOCTMU, M3YHYEHHbIX HaMWU MaKpo-
3KOHOMMYECKUX MOKa3aTenei, MHOMXUTENb KOTOPbIX HE0HX0AMMO
paccunTatb N4 ONpefeneHna KOAUYeCTBEeHHbIX MOCNeacTBUiA.
OH onpepenaetca KoaddpuumneHTamMmn Mapmn noTpedbneHua u
cbepemeHunin. Ysenuyenme UHBECTULMOHHbIX PacxofoB aKTUBU-
pyeT acpdbeKT mMynbTUNAMKaTOpa, YTO MPUBOAUT K YBENUYEHWIO
HaLuMoHanbHOro goxoga. B cnyyae kpusnca u cokpallleHua pac-
XOAOB, HaLMOHaNbHbIA [OXOH U WHBECTULMM COKpaLLalTca C
yyeTom koadppmumeHTa MynbTUNIMKaTopa.
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ISSUES OF ECONOMIC ECOSYSTEMS DEVELOPMENT IN
ARMENIA

Abstract: After gaining independence, the Armenian
economy did not achieve much growth. Today, rapid growth,
even the revolutionary development of the Armenian economy,
has again become relevant. All this requires reconsidering the
conceptual position of the economic ecosystem, which not only
ensures the country's economic security, but also provides new
opportunities for economic growth. In this case, the ecosystem
of the economy is mainly built on the basis of partnership, and
not on the principles of competition. The article discusses ways
to reform the ecosystem of Armenia.

Keywords: economics competition, business ecosystem,
economics safety, inclusive economics

JEL code: B 52, P 40
Research aim: to summarize the overall directions of the

improvement of the economic system of the Republic of
Armenia.
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Research hypothesis: the economy of the Republic of
Armenia has serious development potential in the directions of
expanding the current ecosystem, which are steel not of a
practical nature

Research novelty: radical reforms of the ecosystem of
Armenia are mainly summarized in the framework of the
innovation economy, the potential of the Diaspora, as well as
the development of inclusive and self-sufficient economy.

Introduction

Numerous attempts have been made in economics to
associate the processes of bio-geological and economic orga-
nisms. Mankind has always tried to understand the wonders of
nature, the systems of perfect functioning of biological
organisms, to learn from them and reproduce the results in the
economic activities of its own business. And this aspiration must
be justified, as the economic system is an anthropogenic envi-
ronment, which in its perfection is still far from the biological
perfect environment, and always needs improvement in this
regard.

According with this logic, James Moore's was published
article in the 1993 Harvard Business Review "Predators and
Prey: A New Ecology of Competition., in which parallels were
drawn between biological ecosystems and human-managed
economic systems, thereby applying the principles of biological
ecosystem management, suggesting ways to make economic
systems manageable [1]. Then, in 1996, the author was
published “The Death of Competition: Leadership and Strategy
in the Age of Business Ecosystems” monograph, in which
entrepreneurship is interpreted as complementary activity of
buyers and producers within the business ecosystem, at the
center of which is a large leading organization. And today the
term "business eco-system" has become widespread in
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economics framework. Today's marketplace is seeing radical
changes in the way companies do business with one another.
New partnerships and alliances are constantly being forged, the
lines between industries have blurred, and it has become
difficult to tell one business from another, and who's competing
with whom.

The Death of Competition helps managers make sense of
this chaos. Using biological ecology as a metaphor, it reveals
how today's business environment parallels the natural world,
and how, just like organisms in nature, companies must coexist
and concerned within their own business ecosystems. Through
numerous examples, he explains the radically new
cooperative/competitive relationships like the one forged
between IBM and Microsoft and provides a comprehensive
framework businesses can use to enhance their own
collaborations with their customers, suppliers, investors and
communities [2].

One of the key principles of biological ecosystem activity
is known to be:

» to compete in the struggle for survival of certain
biological components in order to gain a favorable position
in the environment;

> participate with each biological component in the
ecosystem within the food chain and become a link for
other biological components included in the system;

» provide a balance within the ecosystem, so that it
develops sustainable at the expense of balancing the
interoperability of individual components in the system;

» to have the following solution scenarios for life-
sustaining competition: develop and expand the scope of
the biological system, ensure sustainability, disintegrate and
cease to operate.

From the foregoing core principles of the biological
system, economists consider the opportunities for business
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ecosystem development, ecosystems that can operate in both
micro and macro economies, be large or small, have a
dominant position in the business environment, or just set up a
local business. It is now widely recognized that achieving and
sustaining any development outcome depends on the ability of
multiple and interconnected actors — governments, civil society,
the private sector, universities, individual entrepreneurs and
others - to work together effectively. Each set of interconnec-
ted actors whose collective actions produce a particular deve-
lopment outcome is a local system (or ‘ecosystem’). Improving
that development outcome therefore requires an ecosystems
approach [3].

Although innovation is a means to improving how develop-
ment goals are achieved rather than an outcome in itself, the
same principles apply. For innovative ideas to be efficiently ge-
nerated, developed, tested and ultimately scaled for develop-
ment impact they also require the coordinated, collaborative
action and resources of the actors noted above - collectively re-
ferred to as the ‘innovation ecosystem’. Thus, the mega ecosys-
tem is the global ocean, and the locally operating ecosystem is
the lake, even the micro-environment formed in the water. The
following nutritional plaque is formed in the lake ecosystem
(see Figure 1). Large predatory fish feed on small fish, small
fish on buckets, sea buckets on algae, which ensure water
purity and keep the lake from swamping. And the latter is
extremely important for large fish that cannot survive in the
marshes. Consequently, sustainable livelihoods of the lake
largely depend on the nutritional status of the lake.
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Consider a scenario where flocks of seagulls, which feed
on small fish and resume intensively destroying the biological
component of the lake system, are found around the lake (see
Figure 1). In this case, the life of the gulls has a direct negative
impact on the lake's ecosystem, as their destruction of small
fish also results in the consumption of large predatory fish
stocks and their destruction in the lake. On the other hand, due
to the scarcity of small fish, rapidly growing litters, which
destroy marine vegetation and replace algae with squirrel
reeds, and the lake gradually becomes a marsh, this time in a
new transformed ecosystem (see Figure 2).

It should be noted that, in parallel to the lake ecosystem,
there is also a ‘seagull-small fish’ ecosystem (see Figure 1),
based on another food source, which although has relatively
small interconnected links, can nevertheless have a larger
impact on the ecosystem around it and destroy it into a swamp.
However, it is not only through external influence that the
ecosystem can undergo or be ftransformed into gas. It will
occur when the balance of interaction between individual
components of the system is violated. Thus, if large predatory
fishes reproduce at high rates, small fish will be rapidly killed,
resulting in the rearing of the buckets, the algae reserves
disappearing, and the lake will begin to gradually swamp again.
Another scenario may occur when the impact of human
contraction will expand the lake basin area, grow small fishes,
and provide food for large fast-growing predators. In this case,
the expansion and development of the ecosystem, rather than
marsh, will be recorded. Consequently, it is essential for the
sustainable life of the biological ecosystem to create a balanced
state of interdependence between its components, which also
applies to the business ecosystem of the economy. All the
figures are composed by the authors.
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Research results

When looking at the business ecosystem in the Republic
of Armenia, we have historically proposed to present it in two
stages, for the Soviet and independence periods. The economic
ecosystem of the Soviet Union was much more comprehensive
and diverse. The economies of the individual republics ope-
rating there were interconnected and provided mutual econo-
mic services. Market competition did not work there, so the
balance between the separate economic components of the eco-
system was determined by administrative methods. Armenia
was more of an industrial economy in that region, and in that
closed ecosystem it served not only domestic, but also union
economic interests [4].

After independence, the Soviet Union's economic eco-
system collapsed, and the Republic of Armenia faced the
challenges of forming a new business ecosystem. First of all, if
before that the main motive of the economic ecosystem was to
serve the union economic interests and the republic's economy
risks was "protected” under the Soviet ‘umbrella’. After inde-
pendence, Armenia already had the task of creating a new,
reformed economic ecosystem, which would, first of all, ensure
the economic security of the republic, had no external spon-
sorship and would already operate on the basis of market eco-
nomic relations.

In our opinion, the current ecosystem of the Armenian
economy is most vulnerable from the point of view of providing
economic security. Perhaps the main safeguards for main-
taining macroeconomic balance are the growth of external pub-
lic debt and transfers from abroad, and the country's economic
development locomotive - mining and services fields. Conse-
quently, sharp declines in the prices of extracted metal ores, or
reductions in service volumes, could have a serious impact on
the disruption of the harmonious business ecosystem in the
country [3].
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The RA has not yet succeeded in activating the ecosystem
around the innovation axis in the business sector, and as a
result the accumulated human capital, operating HEls and
research institutions are largely not engaged in economic
development and thus are not part of the business ecosystem.
Studies show that today, countries with innovative economies
are competing in the mega-markets of the economy, leaving
behind the countries that export raw materials.

Innovation ecosystems can operate at multiple levels (e.g.
city, regional, national) and within multiple sectors (e.g.
agriculture, health, education). Because of this breadth, it can
be difficult to draw meaningful boundaries around who is or
isn’t part of an innovation ecosystem. It is therefore helpful to
focus first on the sector and problem that the innovation is
seeking to address (e.g. “low attendance rates among girls at
government-run primary schools in Nairobi”) and then consi-
der the specific actors, resources and contextual factors that
the innovation will need to engage, utilize or influence to be
impact full [3].

The Armenian Diaspora can also be part of the develop-
ping business ecosystem of the Republic of Armenia. Armenian
businessmen living in the Diaspora should not be left out of the
economic development of the Republic of Armenia, and with
their capital and business opportunities miss the opportunity to
be an important component of the business ecosystem formed
in the Republic of Armenia [6].

The business ecosystem that is emerging in the country
can operate sustainable and have opportunities for expansion
when it is aimed at developing a self-sufficient economy. In this
case, the business ecosystem is formed mainly at the expense of
export rather than import, mainly using inclusive economy
approaches [7].

66



The potential of

Armenian Diaspora ] )
Innovative economy

Economic Potential

Ecosystem
of the RA economy

The potential ofa ~ |™~=-------- The potential of
self-sufficient inclusive economy
economy

the current operating ecosystem of the RA economy
————— the scope of possible ecosystem expansion

Figure 3. The summary of competitiveness of the RA economy
ecosystem expansion
Today, the driving force of the Armenian economy is the
oligopolistic system, which is a major blow to inclusive econo-
mics. Small and medium-sized businesses, all social strata,
established human capital, and the financial resources accumu-
lated in the country are not fully included in the processes
supporting economic growth. Therefore, we believe that the
inclusive economy component of the business ecosystem is a
necessary condition for its effective operation (see Figure 3).
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Conclusion and suggestions

The development of such branches that create an
animated effect on the development of the country's ecosystem
is becoming increasingly relevant. Thus, the expansion of
tourism services puts the development of the hotel economy,
the improvement of qualitative components of travel
infrastructures (roads, airports, hotels, etc.), the agribusiness
into action. In this case, the intra-sectoral competition is
already going out of the service sector and is being trans-
formed into other sectors of tourism, with a tendency for part-
ner support [8]. This is the theory that characterizes the
business ecosystem factor, which the business environment
develops mainly not through "harsh rules of market competi-
tion", but through approaches of partnership solidarity and
support.

In this regard, the transformation of the ecosystem of the
Republic of Armenia economy has to be built on the following
pillars:

> consider the main potential for attracting new financial
resources to attract the Armenian Diaspora,

» develop the innovation economy on the current
university system, established in the country,

> target development of the economy to self-sufficiency
and import substitution.
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CMOTpPeTb KOHLLENTYa/lbHblE NMOMOKEHUA SKOHOMUYECKOIN 3KOCUC-
TeMbl, KOTOpasA He TONbKO obecnevnBaeT IKOHOMUYECKYIO 6e30-
MacHOCTb CTpaHbl, HO U MNPEAOCTaBAAET HOBble BO3MOMHOCTM
OJ1A 3KOHOMMYecKoro pocta. B aTom cnyyae skocuctema sKoHO-
MWUKM B OCHOBHOM CTPOMTCA Ha OCHOBE MapTHEpPCTBa, a He Ha
NPUHLUMNAX KOHKypeHuun. B cTatbe paccmaTtpuBatoTca nytu pe-
chopMHUpPOBaHMA IKOCUCTEMbI IKOHOMUKN APMEHUMN.
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RISK MANAGEMENT APPROACHES IN
EMERGENCY SITUATIONS

Abstract: The risk profile in the management system is
mainly related to the probability of possible losses, or the
probability of loss of expected benefits. And the higher this
probability, the higher the risk of process control. In
emergency situations, risks are determined by objective and
subjective factors. At the same time, the main reason for the
formation of subjective risk, is the disproportionate impact of
man on the environment as a result of human or social and
biological disasters. However, objectively formed risks are
caused by emergencies, mainly due to natural disasters, and
therefore it is difficult to manage because of the origin and
uncertainty of formation. The article presents the specifics of
emergency risk management.
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Keywords: risk management, decision making, risk
management, risk scoring grade assessment

JEL code: 128, H 51

Research aim: to present the specifics of emerging risk
management and to develop a new risk assessment methodo-
logy based on this.

Research hypothesis: Emergency risks are subjective
and objective in nature. However, if a robust methodology for
measuring and managing risk impact is applied, the objective
risks are reduced to some extent.

Research novelty: an Integrated Emergency Risk Index
has been developed, that enables the use of sound
management decisions to prevent disaster damage.

Introduction

Emergency risks can lead to human casualties, disabilities,
ilinesses or other health consequences, property damage, loss
of livelihoods and services, social and economic shocks or envi-
ronmental damage. Therefore, in the professional literature,
the risk of emergencies is characterized by the expectation of
potentially undesirable consequences from potential pheno-
mena and processes, which are likely to be high or low [1].

In contrast to business risks in organizations, which are
mostly localized, anti-crisis risk management is viewed more
broadly, given the scope and prevalence of losses. Therefore,
disaster risk in professional literature is also characterized by
the likelihood of large-scale public services, livelihoods and
possessions, deterioration of population health, and possible
catastrophic losses arising in the community due to the risk or
potential impact of a hazardous phenomenon [2, p.32]. The
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authors also present the risk of disaster with the probable
extent of the hazard, or the disastrous impact of the hazardous
phenomenon with outward losses. That is, the idea of risk is
based on the idea of measuring potential damages and preven-
tive functions.

Theoretical review and discussion

In emergencies, risk is also monitored for a specific area,
a combination of the potential occurrence of a hazardous phe-
nomenon or movement at a given time, and the resulting con-
sequences. In professional literature, risk management is also
presented as a decision-making process under conditions of
possible uncertainty. It is also thought that the risk of a crisis is
the expected loss of a given object, movement. In this case, the
risk is presented both personally and public. Personal, when
the expected danger concerns an individual. Public, when the
expected danger concerns groups of people. Naturally, the
level of risk left by an individual due to the impact of a natural
disaster is lower, than the level of impact on society of the same
disaster. Experts therefore argue that from a disaster ma-
nagement perspective it is appropriate to focus on society, not
individuals [3, p.14].

Risk management in the professional literature is also
presented in the following stages, such as emergency
prevention, ie the prevention and elimination of disasters, as
well as the reduction of the potential risk consequences of
emergencies to mitigate the potential impact of pre-existing
measures [4]. In these cases, risk management already implies
urgent planning for emergency situations, to ensure normal
living and working conditions for people in crisis situations.

Emergency risk management is particularly relevant to
the development of managerial operational communication
channels [25. p. 21]. The factor of delay or slowness is
unacceptable here, and there is a need for a rapid response to
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certain areas of the risk management system and the establish-
ment of direct communication with each other. In this regard,
we propose to present an anti-crisis risk management model
with the principle of triangular construction, with all peaks di-
rectly and directly communicating with each other, represen-
ting separate areas of risk management (see Figure 1). All the
figures are composed by the author.

_ .

Figure 1. Proposed Risk Management Mechanism in
Emergencies

In emergency risk management, first of all, management
entities begin to recognize risks. And as a rule, the risks here
are sectorial and have a wide range of formations (natural
disasters, man-made disasters, socio-domestic disasters).
Therefore, each sector is characterized not only by the variety
of risks involved, but also by the speed of spread, the extent of
potential harm. In this regard, the effectiveness of risk
management in emergencies increases when it outlines as fully
as possible and recognizes the scope of sectoral risks (see
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Figure 2).
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Figure 2. Proposed Mechanism for Crisis Risk Management
Capacities and Disaster Vulnerability

In identifying risks, it is important to identify the degree
of vulnerability of potential risks. Vulnerability is a combination
of certain conditions and characteristics that increase the likeli-
hood of being exposed to a devastating emergency. Examples of
vulnerabilities in professional literature in educational institu-
tions include low quality of building design and construction,
insufficient protection of material values, low level of awareness
and awareness of student and teacher disasters, lack of
awareness of the importance of disaster risk reduction and
preparedness by administrative staff, and insufficient
awareness, also failure to comply with fire safety rules (fire
extinguishers, lack of internal water supply) non-working of
hydrants), which increases the vulnerability of the facility to fire
hazards [6, p,14].



They believe that risk perception is essential to the
success of risk reduction that is, understanding the importance
of the risk that the public may encounter [3, 16]. The studies,
show that experience and education and social belonging can
selectively influence perceptions of risk. Risk perceptions can
also be influenced by personal experience of the hazardous
phenomenon, qualitative level of risk, nature of the hazard
(predictability, possibility of prevention, etc.).

The crisis management system also considers the ability
to withstand hazards an important factor in emergency risk
management. The ability to withstand danger in times of crisis
characterizes the response to the consequences of the threat
and the timely and effective recovery, and the ability is the sum
of all available resources that can contribute to security. In fact,
capability is the set of material and non-material resources
created for potential emergencies that can contribute to
disaster recovery.

Thus, this consolidation includes introduction of alert sys-
tem among the population, availability of financial and transport
means, cooperation with different structures, infrastructures,
and material resources. Therefore, one of the most important
startups in crisis risk management is the assessment of the
risks, vulnerabilities and capabilities of emergencies, which are
implemented in the design of strategic and strategic planning
of risk mitigation risks.

Emergency risk assessment is also important given the
ability to manage potential hazard management goals. As a
rule, increasing our risk management capacity leads to a
reduction in disaster vulnerability, which we propose to base on
emerging risk assessments. To this end, we consider it
appropriate to apply residual risk-taking capability based on
risk management capacity (F) and countervailing vulnerability
(M) (see Figure 2).

It is, of course, practically difficult to make disaster risk
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management fully manageable so that crisis management
capacity (F) can adequately compensate for the full potential of
risk losses (see Figure 2). And in order to balance the risk
management capacity with the vulnerability of losses (F = M),
additional risk management capacity (AF) needs to be
identified. That is, to have the following balance:

F+ AF =M:

Based on this balanced relationship, we propose risk ratio
AF / F. And the lower this coefficient is 1.0, the higher the risk
of being exposed to crisis risks will be appreciated, because if
the M index increases, the crisis management system should
take measures to detect additional F reserves, which is denoted
by the AF index.

We propose to implement the process of crisis risk
management and disaster vulnerability mitigation in the
following stages:

> identify and quantify risk factors for disaster risk
management and disaster vulnerability;

> value-added factors counterbalance each other so as to
form a residual risk capability (AF);

> Evaluate the effectiveness of crisis risk management by
calculating the crisis risk factor coefficient in relation to AF / F
(see Table 1).

Research results

In the process of risk recognition, it is important not only
to identify risk factors, but also to measure them. In order to
identify risk factors, they are practiced within the community,
local government, and of course emergency inspection
discussions.

Thus, the Government of Armenia Disaster Risk Planning
Decision Draft recommends, that community leaders develop
and approve disaster risk management plans within three
months of receiving a model disaster risk management plan,
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with prior approval by the Emergency Ministry Rescue Service.
Although the appendix to this document requires risk factors to
be recorded, it does not require a measurable measure at the
same time.

Thus, as a result of our research, the rescue services give
different assessments of the risks inherent in various
emergencies and the potential vulnerability of the six risk
factors identified (see Table 1). If the risk of earthquakes among
the population is high (4 points) in the event of an earthquake,
in the case of epidemics this factor is not given much attention
and the disaster response rating is presented with 1 point.

Earthquake Epidemic
# Factors Managerial | Damage | Manage | Damage
Potency ulnera- rial vulnerability
bility Potency
1 | Disaster- fi=4 m; =5 fi=1 m; = 4
prevention
exercises
among the
population
2 | Alarm system | f, =3 my =3 =4 my=5
ability
3 | Ensuring f3=3 ms =4 fa=4 ms =5
security rules
4 | Financial and | fs = 4 mg =5 Fi=4 mg =5
economic
support for
rescue
activities
5 | First Aid fs =3 ms =4 fs=4 ms=>5
6 | Sustainable fe=4 me =5 fe=3 me =5
operation of
livelihoods
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Residual
indicator of 6 9
ability to
withstand risks
AF = 3f-Ym

Crisis risk 6/21 = 0,29 9/20 = 0,45
resisting ratio R
R = AF /F

Table 1. Grading of Crisis Risk Management Capacity and
Disaster Vulnerability Factors. Composed by the author

The data in Table 1 show, that the estimates of seismic
risk tolerance for these estimates are higher than for the
speculators, as in the former case the crisis risk factor is lower
than the latter (0.29 <0.45). At the same time, depending on
the nature and scope of the emergency, the range of risk
factors identified may be broader and their estimates also
presented on a number of different scales. However, in all
cases, the magnitude of the risks we propose is based on
counterbalancing crisis risk management capabilities and
disaster vulnerability (see Figure 2).

Conclusion and suggestions

It is necessary to make the existence of risk management
capacities and disaster risk factors measurable with the scoring
system. Crisis management decision-making emphasizes the
importance of risk mitigation, for which we propose to conduct
surveys at different levels of the system and assess the potential
risks and vulnerability of identified risks on a 1-5 point scale. In
addition, the higher the risk level, the higher the risk factor.

Naturally, the scores attributed to risk management capa-
bilities will be less than or equal to the vulnerability assess-
ments, as it is virtually impossible to manage emergencies risks
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in a manner that will completely eliminate potential losses. The
proposed risk management mechanism in emergencies pro-
vides an opportunity.

First, to determine the likelihood of disaster risk mitiga-
tion in crisis situations by establishing a balance between poten-
tial damages and their prevention factors.

Second, apply a crisis risk index, which compares disaster
risks and potential damages to disasters according to different
areas of emergency.

Third, interdependent information in the crisis manage-
ment system is formulated for effective decision-making in the
“risk-recognition-vulnerability” context.
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Bnapumup Baransax
Couckatenb, EBponeiicnii ynusepcutet

NOAXOAbI K YNPABJIEHUIO PUCKAMU NPU
YPE3BbIHYAUHbLIX CUTYALLUAX

KnioyeBble cnosa - ynpaBneHne puckamu, NpUHATUE pe-
LEHWI, ynpaBieHne MpOLECCOM, OLEHKAa PUCKOB Mo OanbHoi
cucreme

XapakTepucTuka pucka B CcUCTeMe ynpaBfneHua B
OCHOBHOM CBfi3aHa C BEPOATHOCTbIO BO3MOMHbIX MOTEPb, WM
BEPOATHOCTBIO MOTEPU OMMAaeMblx BbIrof,. M yem Bbillie 3Ta Be-
POATHOCTb, TEM BblLLe yNpaBAeHYeCKUii puck. B 4pe3BblvaiiHbix
CUTYyaLMAX PUCKU OnpefenatoTca OObeKTUBHbIMUA U CYObEKTUB-
HbIMK haKTopamu.

B To me BpemAa OCHOBHOI npuuunHoil hopmupoBaHUA
CyObEKTUBHOrO puUCKa ABAAEGTCA HEMPOMOPLUOHANbHOE BO3-
AelicTBMe uyenoBeKa Ha OKpyMaloLlylo Ccpefy B pesynbTare
TEXHOTE€HHbIX MMM COLManbHbIX U BMONOrMYeckux KatacTpod.
Tem He MeHee, OOBEKTUBHO CCHOPMUPOBAHHbIE PUCKM Bbi3BaHbl
Ype3BblYaliHbIMW CUTyaLMAMW, B OCHOBHOM MO MPUYMHE CTUXUI-
HbIx 6efCTBUiA, MO3TOMY UMW TPYAHO ynpaBnATb U3-3a NPOMUC-
XOMAEHUA W HeonpepgeneHHocTn copmuposaHua. B cratbe
npepacTasieHa crieumdurKa ynpasaeHUa puUcKamy npu 4pesBbl-
YaliHbIX CUTYyaLLUAX.

Lbpluywgyby £' 02.02.2020 p.
LCunniiby £ ipywgpnipyut’ 25.03.2020 p.

82



Frida Baharyan
Ph.D. in Economics, Associate Professor, ASUE
frida-baharyan@mail.ru

Alik Torosyan
Researcher ASUE, IT faculty
aliktorosyan@mail.ru

LABOR PRODUCTIVITY IMPACT FACTORS ON
THE INDUSTRY OF THE RA

Abstract: This research presents productivity of labor in
the fields of industry and its separate sectors: mining industry
and open pit operation, processing industry and electricity, gas,
steam and air supply in RA. The results were adjusted for price
fluctuations by calculating base year indices. The main factors
affecting these areas were also studied: average salary, number
of employees in higher education, number of vocational trai-
ners, and number of persons with higher education qualifyca-
tion.

Keywords: industry, labor productivity, value added,
wages, education

JEL code: E 23, ] O1

Research aim: identify the extent of the impact the most
important factors on labor productivity in the industry

Research hypothesis: employees' educational censorship

plays a key role within factors, affecting on productivity in
industry.
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Research novelty: correlations of labor productivity,
educational censorship and employability in the RA industry
have been identified

Introduction

Labor productivity is important for the whole economy as
well as for individual firms and employees. Growth in labor
productivity at the whole economy enables to create more
output with the same labor force, thereby creating greater GDP
and generating economic growth. Increasing productivity at the
individual enterprise level enables lower unit labor costs per
unit of productivity and lower cost productivity, which makes
enterprises more competitive in the market. It is important to
study the factors affecting labor productivity and their impact
size [1, p.14]. The main factors affecting the industry and its
separate sectors were average salary, number of persons with
higher education, number of vocational training, number of
persons with higher education qualification. Correlation calcula-
tions were performed to estimate the impact of these factors. It
is also important for us to clarify the following questions:

« What has been the dynamics of labor productivity in
industry and its separate sectors?

» What factors have influenced labor productivity?

« To what extent do factors affect work productivity?

Research methodology

Labor productivity is an indicator, which shows the
productivity of the work, that is, the labor resource return of
each unit used. The number of products or services produced
to calculate it relates to the labor force. The well-being and
dynamics of both the employees of the enterprise and the
society at large depends on the level of productivity and
dynamics of the work [2, p. 34].

There are several methods of calculating labor producti-
vity. The most common are in-kind, conditional-type and value
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methods. In this study, the value-based method of calculating
labor productivity was used. The volumes of products produced
and services rendered are expressed in monetary terms by
multiplying the volumes by their prices. It calculates the
productivity of the work of general industrial production and its
separate branches: mining industry and open pit operation,
processing industry and electricity, gas, steam, and air supply.
The aggregate value added of the NSS "National Accounts
System" collection at current prices was accepted as the volume
of output. The Labor Market Index of the Labor Market in the
Republic of Armenia has been adopted as a labor force [4,
p.79].

However, calculating labor productivity by value method
has a serious drawback. That is, price changes can cause devi-
ations from the actual labor productivity index. To prevent this
from happening, calculate output at base year prices when cal-
culating labor productivity. Since the survey was conducted for
2005-2017, therefore the base year will be 2005, thus the
labor productivity rate will be calculated at 2005 prices. For
this purpose, the index of "Industrial Product Price Index" of
the NSS Collection "Price and Price Indexes in the Republic of
Armenia" was taken [5, p. 98].

Research results

The analysis is based on "Gross Value Added at Current
Prices" of the NSC "National Accounts System" collection for
the general industry and its separate branches: mining and
open pit operation, processing industry and electricity, gas,
steam and air supply [3, p 57].

However, the gross value added represents the quantity
of output produced, multiplied by the market price of that
product. In order to offset the impact of prices and to calculate
the real increase in labor productivity, the gross value added of
industry and its separate sectors will be calculated at base year
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prices, choosing base year 2005. For this reason, the gross
value added will be related to the price index.

Estimates show that labor productivity in the Armenian
industry increased 2.5 times between 2005-2017, mining
industry - 1.7 times, processing industry - 1.9, electricity, gas,
steam and air - 1.5 times [7, pp. 45, 56].

Factors affecting labor productivity in industry and its
separate sectors and the magnitude of their impact. There are
a number of factors that affect labor productivity. Some of
them have a positive impact on productivity, others have a
negative impact. Depending on the nature of the work being
done, these factors and their magnitudes vary. We have studied
the factors affecting the productivity of work in the industry
and its separate sectors: mining and open pit mining, pro-
cessing industry and electricity, gas, steam and offshore supply
and their impacts. The average salary, the number of people
with higher education among the employed, the number of
those, who have undergone vocational training, and the num-
ber of those, who have completed the qualification in the job
were selected as such factors. To determine the magnitude of
the impacts of these factors, their indicators were linked to the
productivity of industry and its separate sectors. As a result, the
factors affecting the productivity of these sectors were
obtained.

As each sector has its own set of job characteristics, the
impacts of these factors are different for each sector. Table 1
summarizes the impacts of the above factors on the entire
industry and on the mining and open pit operations.

Table 1 shows, that wages have a major impact on the
productivity of both the entire industry, the mining industry
and the open pit operation. Its impact on the whole industry is
0.91, and in the mining and pits operation is 0.88.
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Indicators Industry Mining
Average salary 0.91 0.88
Number of persons employed in 0.67 0.58
higher education

Number of Professional 0.77 0.65
Qualifications

Number of qualifications raised 0.49 0.35
Export of mining products 0.66 0.72

Table 1. Impact factor on whole industry, mining and open pit
operations. Composed by the authors

Education is one of the most influential factors that
positively affects job productivity. The more highly educated
people in the economy, the easier it is to hire qualified people
from the market, and the greater the opportunity to make work
more productive. That is why its impact on the whole industry is
0.67, with mining and pits operating at 0.58. Nowadays, almost
all companies are sending their employees to professional
development and upgrading in order to increase the
productivity of the market.

Correlation estimates show, that these factors also greatly
influence labor productivity. The impact on those across the
industry of vocational qualifications is 0.77, and those who
qualify are 0.49. The impact of those, who have passed the
qualification in the field of mining and open pit operation is
0.65, and those who graduated are 0.35. Since most of the
mining products are exported from the country, its export
volumes greatly affect labor productivity in the sector. This
proves, that the economy is in demand in the country and if
there is a demand for goods in the domestic or foreign
markets, companies start producing more, thus increasing the
productivity per employee.
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Indicators Manu- Electricity, gas,
facturing gloss and air

supply

Average salary 0.82 0.85

Number of employers with 0.66 0.55

higher education

Number of Professional 0.82 0.66

Qualifications

Qualified persons raised 0.53 0.47

Consumer spending 0.87 0.8

Monetary Income 0.85 0.88

Table 2. Factors Influencing Industry and Electricity, Gas,
Steam and production air. Composed by the authors

The impact of the export of mining products on the
mining and open pit operation is 0.72. Since mining is a large
part of Armenia's economy (about 30%), export of these
products also affects the entire industry. However, impact on
the entire industry is 0.66. Table 2 presents the impacts of the
above factors on industry and electricity, gas, steam, and
production air supply.

As in the entire industry and mining, as well as in the
processing and electricity, gas, steam and air supply sectors,
wages have a major impact on labor productivity. Its impact in
the processing industry is 0.82, in the areas of electricity, gas,
steam and air supply - 0.85. Higher education also has a major
impact on these areas. Its impact in the manufacturing industry
is 0.66, in the areas of electricity, gas, steam and cool air
supply - 0.55. Increasing employee qualification has a major
impact on these areas. The impact of those with a qualification
in the processing industry is 0.82 and those with a qualification
of 0.53. The impact of those with a qualification in the fields of
electricity, gas, steam and air conditioning is 0.66 and those
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with a qualification of 0.47. As already mentioned, Armenia's
economy is in demand. This fact is reaffirmed once again in the
areas of processing industry and electricity, gas, steam and air
supply. As these sectors produce the consumer goods and
utilities that households consume, so the positive household
income and the consumer spending they incur have a major
impact on labor productivity. The impact of consumer spending
on the manufacturing industry is 0.87 and on monetary income
0.85. The impact of the same factors on the electricity, gas,
steam and offshore supply sectors is 0.80 and 0.88,
respectively.

Conclusion

Thus, wages have a major impact on the productivity of
both the entire industry and the work of its individual sectors.
Its impact on the entire industry is estimated 0.91, and its
separate sectors - mining, open pit, processing, electricity, gas,
steam and production air, respectively - are 0.88, 0.82 and
0.85. The level of education has a major impact on labor
productivity in the economy. Companies in a competitive
market place spend a great deal of money on upgrading their
employees. Its purpose is to increase employee productivity.
Research shows, that these costs are justified and contribute to
increased labor productivity. However, as a result of correlation
analysis, it becomes clear, that education has a greater impact
on the processing industry and on electricity, gas, steam and
production air supply, than on mining and open pit sectors.
This shows, that mining work does not require high
qualification education, and work in the processing industry
requires professional skills. The impact of consumer spending
on the manufacturing industry is estimated to be 0.87, and on
electricity, gas, steam and off-air supplies is 0.80.
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ISSUES OF THE ONLINE LEARNING MODULE DESIGN IN
YOUTH STUDIES

Abstract: In 2014, the Concept of State Youth Policy was
confirmed, in which ‘the youth worker’ was defined as a subject
of State Youth Policy in Republic of Armenia. However, the
issues of the youth worker education are not completely solved
in the country yet. The article recommends a flexible approach
to this issue, combining traditional knowledge of a youth
worker with online learning. In this regard, the problems of
designing distance learning module are discussed, the solutions
of which will make the youth worker education effective.
Particularly, have been analyzed youth studies current con-
ditions in Armenia and on the basis of which key principles of
online learning module design for youth worker education were
interpreted. Taking into account the risks of organizing dis-
tance learning, such proposals have been made, which will
ensure the university education traditions, interactive learning,
and high level of learning process self-organization and, finally,
will design student-centered learning in youth studies.

Keywords: youth worker on-line education, online
modules design, youth studies, distance learning course
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JEL code: 713, 120

Research aim: to make recommendations for the ‘young
worker’ specialist education curricula development

Research hypothesis: distance learning education carry
out some difficulties that arise when designing non - traditional
education curricula

Research novelty: implementation of distance learning
curricula carries some risks that, are prevented in case of
implementation blended education, by combining distance
learning with traditional education.

Introduction

In 21 century, in the system of university education online
learning approaches are activated. The reason is not only the
unprecedented development of information technology, but
also the “crisis" of the traditional educational system which is
becoming noticeable in our day. On the one hand, there is an
increase in demand for online learning in the information
society; on the other hand, the problem of distance learning is
not fully integrated in the complex education system yet. In this
regard, nowadays, educational online technologies are at the
stage of improvement, so that not only do the benefits of
traditional teaching, but also the advanced capabilities of
contemporary technology in online learning, which has been
formed over the centuries but gradually "outdated" over
traditional university education. These tendencies are observed
in the surveys of students participating in online learning
modules, when 60% of respondents prefer to get distance
education, without visiting university, and 22% for participating
in classes in blended (traditional and online learning).
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Research results

Online learning is firmly rooted in a comprehensive
learning environment by engaging competitive positions in
teaching methods. And the reason is not just that this form of
teaching is less costly over the traditional, has a massive
learners, uses modern information systems and has organiza-
tional capability. Nowadays, beneficiaries of educational ser-
vices, whether students, lecturers or employers, seek to see
more dynamic developments in educational sphere. On the one
hand, knowledge is rapidly "outdated", and on the other one, it
becomes more diverse and multi-layered for the students, as
the range of graduates skills and abilities is expanding [1].

And it turns out that it is not possible to create compe-
titive graduates in the labor market with only classroom lec-
tures and classes. Education requires comprehensive informa-
tion provide, group wide-ranging discussions, academic mass
debates, and experience exchanges which are maximized are
provided in the case of online training. For online teaching
education sphere stakeholders it becomes attractive in terms of
time management as well. Absence of contact communication
requirements creates opportunities for teaching participants to
demonstrate mutual flexibility and individual approach to orga-
nizing classes.

And it is of utmost importance now, as most students,
especially in Master's and Doctorate, are working parallel with
studying, and are able to regulate their working day through
online learning. Studies show that in international practice, has
an enormous involvement in the online education system,
especially those who already have university diplomas, but by
participating in training courses, they gain new working skills in
special courses that do not provide an academic degree (see
chart1).
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degree(with certificates)
special courses (50%)

Chart 1. Distribution of students, studying online academic
programs, by academic degrees [2]

Only in 2015, already 6 million students have attended
at least one distance learning course and this number is
increasing annually about 3.9%. In recent years, 29.7% of stu-
dents of higher education system have attended at least one
course of distance learning. On a global scale, 14.3% of stu-
dents (2902.756) have participated in professional education
programs based on distance learning, and 15.4% (3 119,349) in
professional education programs based on distance learning
and traditional teaching methods. However, distance education
in the Republic of Armenia is still somewhat rooted in school
programs, when teaching is being carried out in remote and
border villages of the regions, and in the university environ-
ment it has just begun its first steps (YSU, Public Adminis-
tration Academy of the RA, etc. ). So, as a result, about 2% of
the students have taken at least one distance training course, in
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that case, when a number of documents regulating the field of
distance learning have been developed for several years [3, 4].

Therefore, at present, the problem is to apply the latest
educational tools for the transfer of traditional electronic media
into the electronic environment, so that a person involved in
distance learning programs in a traditional university
environment may feel as a student, consider his studies
attractive and interesting, value his presence in the university
system, but, at the same time, receive education in
correspondence with the requirements of the information
system and be introduced in the labor market as a competitive
graduate.

Youth Studies Current Conditions in Armenia

Experience shows that youth education in Armenia is
mainly implemented in a traditional way. Moreover, there are
no programs for trainings of youth education trainers in the
country yet. Education is provided by Youth NGOs, which
conduct seminars, trainings within the framework of Armenian
youth (see chart 2).

However, on the other hand, the main activities of Youth
NGOs in Armenia are implemented in major cities and youth in
rural areas are deprived of Youth Study. At the same time,
regional organizations are mostly concentrated in regional
centers, and in other cities and villages about 20% of the
surveyed youth NGOs are located, and only 8 organizations
(about 2% of total) are in rural communities. See Youth
Organizations Mapping. // Monitoring Report, Center of Youth
Eevents Implementation. 2014, p.24
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Chart 2. Main activates carried out of by Armenian Youth
NGOs [4]

It can be concluded that some groups are less involved in the
youth work education than others:

- The Youth in rural communities or regional cities are less
involved in the programs

- The youth aged 25-30 years old

- The youth with no professional education

- It is also interesting that according to the judgments of the
specialists a greater number of girls are involved in the youth
works in Armenia than boys. The approximate ratio of girls to
boys is 60/40 [5].

Youth education is needed not only for permanent employees
of NGOs, but also for volunteers. At the same time, according
to the studies, relatively much part of youth organizations with
permanent employees in the Republic of Armenia are the ones
consisting of up to 20 persons, and the specific weigh of youth
organizations with more than 1,000 employees is about 7%.

97



35,00%
30,009 -
25,00% —
20,00% —
15,00% —
10,00% -
oo | I -
0,00% B T T T - T - T - T -_\
X S S A S S (8]
:'oe < $e < \"4 ;be S
& & & & & & R
S N oF o S S &
<‘;1; Qfe ,\Q ,LQ {oQ QQ o
Vv <9’\f N Q\'I ,\Q
N ) &
’\9

Chart 3. Distribution of RA youth organizations by full-time
employees. Source: Youth Organizations Mapping. / Monitoring
Report, Center of Youth Eevents Implementation. 2014, p. 29

What concerns the employees at RA youth organizations
on a voluntary basis, the highest percentage of their
distribution is 17.4, who are recruited in 11-20-person
volunteer groups (see chart 4).

In this regard, the Distance Learning of Youth Study is
actual in Armenia and has a wide range of usage, as traditional
university education is already in a ‘crisis’.

‘The crises’ of traditional university education

The traditional studies of universities, perhaps having six-
century history, is currently being used with some unchanging
components. Up to now, students in regular groups, according
to defined schedules, are coming to the universities,
participating in class lectures and practical work, spending a
significant part of their time at the university environment. As
in the past, nowadays as well, there is a great appreciation in
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direct student interaction with academic staff which has
educational importance.
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Chart 4. Distribution of Volunteers by Youth Groups in
Armenia [6]

The academic environment at the University has always
‘abraded’ the student by giving him an intelligent behavior,
characteristic qualities of a human being, humanitarian
features. In this regard, from middle Ages till now, attending
university is still honorable and academic pride for every indivi-
dual. However, parallel to this, today's online education contra-
dicts this trend of attending university, which, by giving to stu-
dents professional qualities, expels him from live interaction in
academic environment and transmits education to the Internet,
and classes to the e-learning. And it turns out, that traditional
university education, along with the aforementioned advanta-
ges, is currently experiencing a ‘crisis’, as the number of
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students, enrolled in distance education programs grows year
by year on the plane. Students have relatively passive atten-
dance at universities and prefer to be taught in an online en-
vironment.

In our opinion, the current ‘crisis’ of traditional univer-
sity education has a number of reasons. First of all, if previous-
ly the university was a source of knowledge and intelligence,
now the role of the university is gradually declining on the
Internet. If before, the key motivation of students’ attendance at
university was knowledge acquisition, now it is possible to get
the most out of the Internet in a wider and faster way, by the
way, the range of the theoretical and applied information is
drastically increasing year by year. And it is no coincidence
that, in modern conditions, academic staff can not ‘compete’
with the online one, in providing mass knowledge-based
information.

Besides, the knowledge formed in the era of information
society is getting old more rapidly, than in the early past. And
if in an industrial society, the graduates have been using the
knowledge gained during four or five years of university
education for decades, so now, not graduated yet, educational
information and knowledge often begin to fade and does not
coincide with the dynamic changes in labor market
requirements. And it turns out, that going to university and
studying for years, contains certain risks of getting ‘fast-paced
knowledge’, so the demand for the student's presence at the
university in that regard is not actual.

The social isolation of the individual, which has become
more vivid in information society, also contributes to the
deepening of the traditional educational crisis in the university.
Nowadays, young people spend most of their time on the web,
partly preferring online, not live friendly communication.
Indeed, the social isolation situation is definitely makes
attractive not traditional, but online learning.
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Finally, online tutoring over traditional university educa-
tion is also beneficial in terms of time resource management in
education.

In distance learning programs, students do not lose the
time on the way to the university, they are able to take a flexible
approach of joining to online learning process and leaving them
out, building up their learning time, demonstrating a high
degree of self-organization, which are somehow limited in case
of traditional learning (university attendances by schedule,
hard-time academic studies defined ‘from above’, etc).

Methodological Challenges for Online Learning
Improvement
Nonetheless, online teaching is also not perfect in metho-
dological terms, which is repeatedly mentioned in professional
literature: Thus, as part of the shortage of distance learning it
is mentioned that:

- there is no direct communication between the student and
the lecturer,

- it is difficult to create a creative atmosphere in the group of
learners, and when there is no one next to the learner who
can inspire him, it can have a profound impact on the
learning process,

- high demands are presented for the organization and
management of the learning process; it is rather difficult to
motivate the audience,

- there are a number of individual and psychological
conditions, as well as strict self-discipline, which directly
depends on the student's self-esteem and self-
consciousness,

- certain professional practical skills can be obtained only by
practicing (but not virtual) in practical and laboratory works
[4]

- teaching by communication technology, mayby IT leads to
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isolation of learners, decreases supervision by the lecturer,

- not always the learners are ready for tense, effective,
independent work, for self-organization, are able to
personally plan academic work, there is a lack self-
discipline [7].

The disadvantages of online learning can also be indirect-
ly attributed to the organization of traditional teaching, but the
above mentioned academic shortcomings are displayed more
vividly during the distance learning and it is necessary to orga-
nize the process of designing modules in such a way, when
risks of learning efficiency decline can be minimized as much
as possible. In this regard, we are proposing the key elements
of an online learning module design which are interconnected
and must function at the same time throughout the module
teaching cycle (see chart 5).

Not having the opportunity to participate in classroom
studies and staying "lonely" facing computer, firstly, the student
needs to be guided primarily by the organization of academic
behavior. In this regard, while designing each module, the lec-
turer's speech should be heard when the video lecturer
introduces the purpose of the lecture, the objectives of the
expected learning outcomes in "knowledge-skills-capabilities.”
Then, the video message, addressed to student, should include
learning modes of the course, assessment approaches and
other organizational tips and guidance about the course.

It is also highlighted a series of leading lectures, which
should be videotaped if available, otherwise, in PDF text for-
mat. Having a wide range of available information to get online,
nevertheless, without lecturers direction, the student will get
tangled in the "information cobweb". In this regard, thematic
and targeted lectures are mandatory for distance learning,
which guide the student to the right orientation of learning
related to the choice of available alternative online information.
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Therefore, the presence of guiding lecturers is a mandatory
principle in the process of online module designing.

Promotion of

foedback Leadinglectures

Promotion
multimedia
tools

Prevention of
social isolation

\ Promotion /
of self-

organization

Chart 5. Key principles of online learning module design.
Composed by the authors

The formation of "boredom symptom" risk is specific to
distance learning, but it can be overcome with active multime-
dia tools in case of using active learning motivation (see chart
5). Appearing in an "electronic" environment and by not feeling
the warmth of an academic live audience, listening to a series
of distance lectures, doing e-learning exercises alone, not
enjoying the praise of a lecturer or classmate addressed to
them, distance learning becomes just boring for a student. It is
here that the motivating signals should be used while designing
the teaching module that will transfer livelihood to the learning
experience. These can be regular presentations of the student’s
progress position in a student-grade rating scale included in
the distance learning module, earnings of emotional image
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marks in case of correctly done electronic exercises,
encouragements in multimedia formats, and so on.

The Promotion of self-organization is also an important
principle in theonline learning design process. The self-
organization process in the field of education is most successful
in mature age groups, but for younger generation it is more
risky. Therefore, any module of distance learning should be
accompanied by a special instruction, detailing the timing of the
online tests, the current and final exams, the days of the
webinar, and the timing of organizing online group debate
clubs.

It is also remarkable the maximum and minimum time
limit of student's presence in online platform for each module.
The student should not take a passive position in case of online
debates, webinar, which can be monitored by his actual time
presence on Web during those learning processes. On the
other hand, students are presented maximum limitations of
being on web while doing tests, electronic exercises, or
examining questions.  So, such time-limitations of online
learning will force a student to self-organization and implement
an effective time management.

Student social self-isolation risks prevention is also taken
into consideration when designing an online learning module.
In this respect, while teaching the module video tutorials,
webinars, student debate on-line forums, group assignments
and programs should be used as much as possible, which will
transfer to the teaching process direction and will not lead
distance learning in the way of self-isolation (see chart 5).

The main link in the logic chain of the above mentioned
principles usage of the online learning module design is to
provide feedback in the student-lecturer”, "student-student",
"student-electronic dean's office” communication channels.

Effective organization of distance learning is largely
dependent on the smooth functioning of feedback channels by
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which traditional teaching is able to the smoothly transition to
an e-learning environment by establishing a permanent connec-
tion with key stakeholders of the educational process (academic
staff, students groups, university administration and so on).

Conclusion

Social surveys in online training programs suggest that in
comparison with traditional education, students often do not
complete distance learning courses, considering them difficult,
requiring more self discipline and determination and other
academic challenges.

Consequently, nowadays, the problem of developing an
online learning module for a youth employee is to create an
academic environment that will ensure the university education
traditions, interactive learning, and high level of learning
process self-organization and, finally, will design student-
centered learning.
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NMPOBJIEMbl OPMUPOBAHUA AUCTAHUUOHHOIO
MOYNA ObPA3OBAHUA CPEAU MOJIOEMU

KnroueBble cnoBa — gucTaHUWOHHOE obyyeHne MONoA0ro
paboTHWKa, NPOEKTUpOBaHWE MOAYNA OHNaiH, obyyeHue Mono-
LEXN, KYPC AUCTAHLMOHHOrO 0byYeHns

B 2014 ropy B Pecnybnuke Apmenua 6bina npuHATa KOH-
Lenuma rocyjapCTBEHHOW MOMOMAEMHON MOAUTUKM, B KOTOPOM
TEPMUH «MOMIOJoN paboTHUK» bbin onpepeneH Kak CyObeKT ro-
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CyAapCTBEHHOW MonopemxHo nonutukn B crpaHe. OpHako
npobnembl 0bpa3oBaHMA MONOALIX PabOTHUKOB B CTpaHE [0 CUX
nop MOMHOCTbIO He pelleHbl. B cTaTbe npepnaraerca rubkuit
NOAXOM, K PELLEHUNIO 3TOW Npobnembl NyTem CoYeTaHWA TpaauLm-
OHHbIX 3HaHWii MonoApblX PabOTHUKOB C OHnaiiH-obyyeHuem. B
CBA3M C 3TUM, 0bCyMJatoTCA BOMPOChbI pa3paboTku Moayna auc-
TaHUMOHHOrO 0by4yeHua, 4TO AacT BO3MOMHOCTb cpenatb oby-
YyeHune monogblx paboTHMKOB 6onee 3adpcpekTUBHbIM. B cTatbe
aHanU3upyoTCA UCCNEAOoBaHUA MPOBELEHHbIE CPEAU MONOLEHM
M Ha UX OCHOBE NpefacTaBieHbl feicTBytolmne H6a3oBble NpPUH-
LMNbl pa3paboTKM MOAYNA OHNANH - ObyYeHUA ANA MONOApIX pa-
6oTHuKoB B PA. lNpuHUMas BO BHUMaHWE PUCKWU AMUCTAHLMOH-
Horo obyuyeHusa, 6binn caenaHbl npepnoxeHna. B yacTHocTw,
TPaAULMOHHOE YHUBEPCUTETCKOro obpa3oBaHuA MpUHUMAaA BO
BHUMaHWE BCE CWbHble CTOPOHblI WHTEPAKTUBHOIO 0Oy4eHuA
CTaHeT CTY[eHTO — OPUEHTMPOBAHHbIM ObyyeHvem ana obpaso-
BaHMA MOMOLEHM.

Lbpluywgyby £' 05.02.2020 p.
Cunmbyty b yywagpnipyut’ 25.03.2020 p.
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ACCOUNTING STANDARDS AND EU COUNTRIES
ECONOMIC DATA INTEGRETION

Abstract: The main purpose of applying International Fi-
nancial Reporting Standards (IFRS) was to provide an under-
standing of financial information in a business environment.
However, when these standards began to operate in the single
currency area, such as the Eurozone, the principle of compa-
rability of financial statements of organizations was pushed to
the forefront. In this regard, it is recommended to apply such
approaches in the accounting policy presented by the organiza-
tions operating in the EU countries, which will provide compa-
rability in the financial reporting system.

In such an environment, the degree of more trustworthy
financial information across EU countries will increase, and the
application of IFRS will have a direct impact on the growth of
economic activity and investment decisions.

Keywords: International Financial Reporting Standards
/IFRS/, accounting policy, interactive effect, Eurozone

JEL code: M 41
Research aim: theoretically analyze how the application

of IFRS contributes to the economic activity of common curren-
cy using countries.
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Research hypotheses: accounting policies applied in
organizations operating in Eurozone countries should be
designed to ensure, that the financial reporting process is
supporting for comparable framework in business information
system.

Introduction

Direct effect around the adoption of the euro — account-
ting comparability increases among industries in European
Union (EU) countries, that accepted the common currency
relative and this effect is driven by increases in arm’s length
financing. Economic integration has an interactive effect, by in-
fluencing the consequence of accounting standards harmoniza-
tion on accounting comparability.

Common currency direct examination of the effect of eco-
nomic integration on accounting comparability around euro
adoption is accepted in 1999 (this the “direct’ effect).
Subsequent, it allows us to estimate the resulting effect of
business activity information integration at the time of account-
ting standards harmonization. Specifically, it is essential to look
at changes in accounting comparability around the European
Union’s adoption of IFRS in 2005, conditional on euro mem-
bership and it’s labeled as an “interactive” effect [1].

This setting also provides several desirable empirical
features. Membership in a currency union integrates product
markets by boosting bilateral trade and fosters cross-border
arm’s length financing through higher capital. These effects
bolster the case for using euro adoption as our instrument for
economic integration.

Research results
With the aims of protecting the Eurosystem from
incurring losses in its monetary policy operations, ensuring the
equal treatment of counterparties and enhancing operational
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efficiency, underlying assets have to fulfill certain criteria in
order to be eligible for Eurosystem monetary policy operations.
It is recognized, that the harmonization of eligibility criteria
throughout the euro area would contribute to ensuring equal
treatment and operational efficiency. At the same time, due
attention has to be paid to existing differences in financial
structure across Member States. When determining the value
of underlying assets used in reverse transactions (see IFRS 13),
the Eurosystem applies the following principles:

e For each marketable asset the Eurosystem specifies a
single reference price source. This also implies, that for assets
listed, quoted or traded on more than one market, only one of
these markets is used as a price source for the relevant asset.

e For each reference market, the Eurosystem defines the
most representative price to be used for the calculation of
market values. If more than one price is quoted, the lowest of
these prices (normally the bid price) is used.

e The value of marketable assets is calculated on the basis
of the most representative price on the business day preceding
the valuation date.

e In the absence of a representative price for a particular
asset on the business day preceding the valuation date, the last
trading price is used. If no trading price is available, the
national central bank will define a price, taking into account the
last price identified for the asset in the reference market [6].

The IFRS set common rules so that financial statements
can be consistent, transparent and comparable around the
Eurozone countries. They specify how companies must maintain
and report their accounts, defining types of transactions and
other events with financial impact. [5]. Eurozone countries in
current having economic development harmonization issues.
The western most economic developed countries caring some
losses because of less developed level of Eastern countries.
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We believe, that financial reporting is shaped not only by
accounting standards (and other country-level institutional
factors), but also by the underlying economic environment in
which firms operate. Because economic forces such as product
and capital market segmentation differ across countries and
over time, these can be a deterrent to accounting convergence,
despite countries’ efforts to harmonize accounting practices. A
counterargument is, that economic integration will have an
immaterial effect, when evaluated incrementally to accounting
standards as well as to other institutional factors such as legal
regime, strength of enforcement, and creditor rights.

The adoption of the euro can affect financial reporting in
two ways. First, membership in a currency union can directly
change the “financial presentation” of firms. The acceptance of
the euro has been shown to increase bilateral trade, thereby
integrating product markets. This leads to greater convergence
in market shares and profit margins thus affecting reported
sales and profitability. Second, the euro can influence the
“mapping” between the business activities and reported
accounting information, due to changes in the demand for
financial reporting. Specifically, the adoption of the euro had a
substantial impact on arm’s length financing due to greater
capital mobility among member countries. To the extent there
is a simultaneous increase within euro countries in their
reliance on arm’s-length financing, is expected these increases
to create a more homogeneous demand for financial reporting
transparency [2].

It is true, that the relation between economic integration
and accounting standards harmonization in shaping accounting
comparability (the interactive effect). Interaction between these
constructs and illustrates, that economic integration and
accounting standards harmonization can be either complements
or substitutes. Accounting standards harmonization could bring
about greater accounting comparability when the underlying
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economic environment is more similar. This is because a lack of
economic integration creates heterogeneity in the incentives to
provide financial reporting transparency, thereby inhibiting
accounting standards convergence from translating into a
convergence in reporting behavior. On the other hand,
accounting standards harmonization could have a stronger
effect when economic integration has not already made
financial reporting outcomes more comparable. In this case,
the harmonization of accounting standards would be more
binding among firms that were not already doing so. [4]. In
addition, we highlight the necessity for euro area countries to
adopt a unified accounting policy presentation format that will
facilitate the harmonized presentation of financial statements.

Conclusion

The concepts underlying accounting practices under IFRS
are set out in the IASB's 'Conceptual Framework for Financial
Reporting’ issued in March 2018 (the Framework). The main
sections of the Framework are: status and purpose of the
Conceptual Framework, characteristics of useful financial
information, the elements of financial statements, recognition,
measurement, presentation and disclosure concepts of capital
and capital maintenance [3].

However, we believe that in parallel it is necessary within
Eurozone countries to develop common principles of account-
ting policies that will increase the degree of comparability of
financial statements.

Accounting policies are the specific principles and proce-
dures implemented by a company's management team that are
used to prepare itsfinancial statements. These include any
accounting methods, measurement systems, and procedures
for presenting disclosures. Accounting policies differ from
accounting principlesin that the principles are the accounting
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rules and the policies are a company's way of adhering to those
rules.

Consequently, altough the company's accounting policiy
depends on its field of activities, size, markets and other
economic issues, we consider the introduction of a unified
accounting policy to be essential for Eurozone countries.
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EBPOCOIO3A

KnroueBble cnoBa - MexayHapofHble CTaHAapTbl qoMHaH-
COBO  OTYETHOCTW, Y4YeTHad MOMUTUKA, WHTEPAKTMBHbIIA
acpcpeKT, eBpo3oHa

OcHOBHOW Lenbto nNpumeHeHna MempayHapoHbIX CTaH-
napToB byxrantepckoro yyeta Obino obecneveHvwe NOHUMaHUA
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cmHaHcoBoi nHpopmaummn B busHec-cpepe. OpgHako Korpa atu
CTaHAapTbl Hayanu peiicTBoBaTb B €4MHOI BaNtOTHON 30He,
Hanpumep B €BPO3OHE, MPUHLMMN COMOCTaBUMOCTU (PUHAHCOBOM
OTYETHOCTM OpraHm3auuit 6bin BbIABUHYT Ha nepBblii nNnaH. B
CBA3W C 3TUM PEKOMEHAYETCA MPUMEHATb TakWe NOAXOAbl B
YYETHOW MOMUTUKE, NPEeACTaBNEeHHON OpraHu3auuAMM, OeincT-
Bytolmmn B ctpaHax EC, kotopble obecneyaTr conoctaBumocTb
B cucteme (PUHaAHCOBOI OTHYETHOCTU. B Takoii obcTaHoBKe CTe-
NeHb B3aMMHOMO [LOBEPUA OpraHu3auuii, JeiCTBYIOLLUX B €BPO-
30He, BO3PacTeT, U MPUMEHEHVNE MEMLYHAPOAHbIX CTaHAAPTOB
(pUHAHCOBOI OTHETHOCTU OKaMET HEMoCpeAcTBEHHOE BAUAHUE
Ha POCT 3KOHOMUYECKOI aKTUBHOCTH.

Lbpluywgyly £' 02.03.2020 pa.
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Abstract: Small and medium business is the basis of a
market economy and a key factor in economic development.
Small and medium-sized enterprises are the main guarantor of
economic and social stability in the country. They stimulate
private property and entrepreneurial skills, are flexible to the
changing conditions of a market economy, help diversify econo-
mic activities and can make a significant contribution to inter-
national trade, to stimulating exports, and creating new jobs.

Keywords: Small and Medium Enterprises (SMEs),
nationnal economy, SME subject, micro, small, medium,
problems, internationalization

JEL code: D 13, M 20

Research aim: identify the factors contributing to small
and medium-sized business development in the Republic of
Armenia and present directions for their application.

Research  hypothesis: small and medium-sized
businesses in Armenia currently have great potential for
development, and this is largely driven by financial, rather than
organizational factors, that need to be identified.
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Research novelty: barriers to Medium and Small
business development in Armenia is exposed and suggested
proposals for their overcome.

Introduction

Entrepreneurship is the foundation of a market economy
that, by providing the production of material and non-material
goods, also solves deeper problems aimed at creating new jobs,
increasing the efficiency of economic activity, and increasing
the living standard of the population. Entrepreneurship acts as
a link between science, education, manufacturing, consumption
and social security.

Different types of organizations have various roles in the
implementation of these functions. In this respect, it is
important to classify the organizations on the basis of which it
will be possible to target the organizations, that are more
important in solving specific problems with the goal of state

policy.

Theoretical review and discussion

In selecting the criteria underlying the classification of
organizations, it is necessary to identify the issues that need to
be addressed during the course of a particular survey. In
economic studies, the most commonly used classification of or-
ganizations is by size. In general, the classification of organi-
zations by size in different countries is based on its characteris-
tics, but we can say that they generally lead to the distribution
of all organizations into groups of small, medium, and large
organizations. In some, especially English-speaking and a num-
ber of Asian countries, the concept of "small business" is used
to separate small businesses from the larger ones, using the
concept of "small business", whereas in Western European
countries "small and medium enterprises" are more commonly
used and the option of separating the big ones.
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The concept of small business is widely used in various
socio-economic  surveys, publications, studies and other
sources, and although the concept of small business has not
been clearly defined yet [1, p. 18]. Many economists have come
up with the definition of SMEs, which have been guided by the
importance of one or another of the characteristics of the
enterprise [2, p.59]. Different authors have come to the
conclusion, that the definition of small business is a very
difficult task, as the content of the discussion has different
purposes for the separation of small business [3, p. 13]. For
example, in the study of tax issues, the separation of small
businesses takes precedence over tax base and taxable
turnover, the number of employees when discussing
employment issues, and so on. For this reason, any definition
of the essence of small entrepreneurship, which will attempt to
unambiguously define the essence and philosophy of small
business, is initially doomed to sound criticism.

When defining a small business, the limited number of
employees is often emphasized [4, p.85]. A similar definition is
given by Novikov, who, in addition to staffing constraints, also
adds to the notion of limited turnover [5, p. 163]. Generalizing
the system of benchmarking of SMEs in different sources can
be grouped into quantitative and qualitative indicators.
Quantitative indicators for SMEs are simpler, based on
measurable characteristics of the organization, such as number
of employees, profitability, annual turnover, average annual
asset balance, etc [6, p.19]. The main arguments advocates for
the use of quantitative indicators relate to their scalability, the
existence of a universal methodology for measurement, and the
comparability of organizations, in which it is possible to
objectively measure the size of different organizations, inclu-
ding SMEs or large enterprises. However, does not mean, that
the quantitative indicators have no shortcomings. Opponents of
the use of quantitative indicators emphasize the fact, that the
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application of such indicators does not allow to take into
account the sectoral characteristics of the organizations, in
particular the employment and capital circumstances Moreover,
only when guided by quantitative indices is it extremely difficult,
and in some cases, to make international comparisons
impossible, since an organization of the same size in a small
state can have a dominant position in the market, while an
organization of the same characteristics in a large state itself
protects competition and support mechanisms may be needed.

Many professionals with such shortcomings put forward
the idea, that the separation of SMEs and large enterprises
should be based on qualitative indicators that reflect the eco-
nomic, social, competitive, humanitarian and other aspects of
the organization. Due to the wide range of qualitative indica-
tors, researchers propose far greater criteria for SME separa-
tion, than for quantitative criteria. SME qualifications are more
subjective in nature, based on the researcher's personal per-
ceptions, professional interests and issues discussed. Both the
internal environment of an organization and its place and posi-
tion in the economic environment can be emphasized, when
discussing quality standards.

In general, by coordinating the qualitative indices of the
different authors for identifying SMEs, the following characte-
ristics can be identified most frequently:

- the small number of manufactured products,

- material and financial resource constraint,

- simple structure of management system,

- direct involvement of founders or owners in the manage-
ment process,

- the informal nature of the relationship between managers
and subordinates,

- restrictions on suppliers and sales markets, etc.

Experience shows, that associations formed between
countries with different levels of economic development, are
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usually bound by the creation of a free trade zone, coordinating
financial policy, avoiding the formation of supranational
governing bodies.

Processes under way at the present stage of regional
economic cooperation show, that the dynamics of integration of
the same or comparable type of civilization into the dynamics of
regional economies also positively influence on the basis for the
formation of a new, not only unified economic but also cultural
space within the regional union [7, p. 26].

At the same time, when joining or co-operating in one or
another integration union, it is necessary to assess the extent to
which this step enhances the country's security, in particular its
economic security, to what extent integration contributes to
GDP growth, its structure improvement, export growth, and
the solution to the problem of trade balance deficit and, of
course, how it affects the solution to the problem of
employment [8, pp. 5-6].

In this context, the issue of giving formats corresponding
to civilization and geopolitical orientations is very important for
Armenia. This necessity requires Armenia to participate more
actively in the European and Eurasian integration processes,
which will significantly increase Armenia's security level. It
should be noted, however, that in the Armenian analytical
community it can sometimes be argued that the EU Eastern
Partnership format and the issue of EEU membership are
contradictory processes. Obviously, such approaches are
timeless and reflect the mindset of the first post-Soviet years to
"flee the Russian Empire". It is noteworthy, that in the political
circles of Armenia (where issues are more realistic), the
process of integration into European and Eurasian formats is
complementary rather, than contradictory [9, pp. 11-12].

One of the most important theses of Eurasian integration
raises the decisive influence of geographical space on the
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cultures and states occupying that territory, as a result of which
it forms a distinct, unique type of civilization [10, p. 101].

Research results

Today the EEU has set the following goals: modernization
of the economy, technological leadership, promotion of export
to foreign markets, investing them in global value chains. And
in many ways, the success of the Union countries in achieving
those goals will depend on business itself, including small and
medium-sized businesses.

In current the share of small and medium-sized
businesses in the structure of the EEU member states is very
small. For example, the share of small and medium business in
Russia is about 15%, in Kazakhstan - 14% (see figure 1). The
figures for the rest of the EEU countries are close to that
figure. For comparison, the share of small and medium-sized
businesses in the EU is over 50% of GDP in all countries.

Consider also the classification of EEU countries in Doing
Business 2017. Thus, four out of the five EEU countries came in
at 40th place and Kyrgyzstan at 75th. At the same time, pay
attention to some of the countries’ problems, such as the
growth rates of international trade in the case of Russia and
Kazakhstan, noting the obstacles to their export - import
operations.

A number of issues need to be addressed to become the
engine of integration for small and medium-sized businesses in
the countries of the Eurasian Union.
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Kyrgyzstan
31%

Figure 1. SME share in EEU countries

Source: Report on the work carried out by the National Endowment for Small
and Medium Entrepreneurship Development in Armenia in 2017,
smednc.am/am/publications/

There are a number of barriers to small and medium-
sized businesses in the EEU, in particular non-tariff barriers to
mutual trade, administrative and tax burden on business
entities in the Union, low financial support for small and
medium-sized businesses, high interest rates on loans, SMEs
and large enterprises, insufficient cooperation of companies.

The share of the public sector in the economy of the EEU
member states remains significant. In Russia, 70% of GDP, in
Belarus up to 75% of GDP, in Kazakhstan - 60% of GDP. At the
same time, public procurement volumes in the EEU member
states are huge, reaching $ 270 billion annually. All of this
justifies the importance of measures aimed at the development
of small and medium-sized businesses in the Union countries.

Note also the EEU Customs Code, the Commodity
Nomenclature of External Economic Activity, the Single
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Customs Tariff and Technical Regulations, and the rules on
product labeling, which are important both in the production of
goods in the Union and in third countries.

The following obstacles are evident for SME development
in EEU countries:

- Unstable credit growth rates, both short and medium term,

- The high value of small business credit resources,

- Reducing the volume of small business lending from the
banking sector,

- High level of social taxes,

- Lack of venture capital investment,

- Lack of a systematic policy of subsidizing interest rates on
small business loans,

- Volumes of financial support for small businesses,

- Low level of cooperation with small, medium and large
businesses,

- Low level of innovative business incubators.

It is obvious, that Armenia has a huge unrealized potential
for trade with EEU member states. It can be assumed, that the
facilitation of the new tariff policy and foreign trade rules will
contribute to the increase of exports from the RA to the EEU
countries. On the other hand, export growth cannot happen
automatically, but requires the implementation of a well-
established foreign trade strategy.

In Armenia, SMEs provide employment to about 266,000
people, which makes up 26.3% of total employment. SMEs in
Yerevan employ around 179,000 people, which makes up 67%
of total SME employment. In the provinces this figure is lower -
87 thousand people.

In 2017, taxes paid by SMEs totaled AMD 205 billion,
comprising only 26% of SMEs in the regions. Overall, small
companies account for 25% of the tax revenues from the SME
sector, while "small" and "medium" enterprises have a share of
approximately 37% and 38%, respectively.
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Direction of support provided The amount of
support provided

during 2017
Support for start-up business 464
entrepreneurs
Training support, including sector-based 246
technology courses
Information and consulting support 10,337
Credit to start-up and operating SMEs 81
providing guarantees
SME internationalization 348
Grants to support businesses in the field 11
Total: 11,487

Table 1. Support to the SME sector by directions

Source: Report on the work carried out by the National Endowment for
SME Development in Armenia in 2017, www.smednc.am/am/publications/

From 2014 to 2017 an examination of the dynamics of the
number of SMEs shows that there is a significant increase in
the number of active taxpayers in almost all types of SMEs, but
on the other hand, the number of employment in the sector has
declined. From 2014 to 2017 SME turnover growth and tax
payments have fallen in 2017. The burden on one taxpayer has
steadily increased. In the field of SMEs, the tax burden is
increasing and the main growth burden falls on mostly
medium-sized entities.

152,600,000 AMD has been allocated from the RA State
Budget for the implementation of the SME State Assistance
Program for 2017 in Armenia.

During the reporting period within the framework of the
State Support to Charter Issues Program of SME DNC of
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Armenia in 2017, SME DNC of Armenia provides credit
guarantees to start-up and operating SMEs, start-up business
entrepreneurship, sector support, business information,
consulting, business consulting, consulting and consulting.
About 4700 start-ups and SMEs have received 11,487 support
for development directions (see Table 1).

The study shows, that 3.3% of SME-supported entities
operate in Yerevan and 96.7% in RA regions, mainly in
remote and borderline rural and urban communities. The
regional distribution of assistance provided by SME DNC of
Armenia is as follows: Aragatsotn Province - 1,126, Ararat
Province - 902, Armavir Province - 410, Gegharkunik
Province - 1,029, Lori Province - 2,328, Kotayk Province -
1,958, Shirak Province - 888, Syunik Province - 407, Vayots
Dzor Province - 1057 '1,003, in Yerevan' 379.

Based on the above, we can summarize, that in Armenia:

1. Referring to the business start-up procedures as well
as the needs of the start-up business, the SME registration
process is simple, transparent and fast. However, the main
beneficiaries of the implemented reforms are the capital and
several urban areas. Start-ups need advice on how to choose
the right business organization, as well as SME DNC support,
credit and grant programs. They are not aware of what to do
after registering a business and what documents to submit to
the tax authority.

2. The introduction of new technologies that can enhance
the competitiveness of SMEs is not available to SMEs. 43% of
SMEs indicated that their businesses need support to enter
foreign markets, while SMEs are aware of export procedures
and work in this area is incomplete. Although there are co-
financing programs to participate in international exhibitions,
even then participation is not available to SMEs.

3. Almost 44% of SMEs surveyed regarding SME develop-
ment activities indicated that they need business consulting and
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training services. Effectiveness of cooperation between business
entities, business associations and educational institutions re-
mains problematic, business associations do not function effec-
tively and do not provide high quality services to their members
due to insufficient financial resources, SMEs resolve problems
locally, situationally, and provide systemic, institutional solu-
tions. not yet.

Conclusions and suggestions

The above studies provide the basis for the following
recommendations:

To increase the effectiveness of public policy:

- improve the mechanisms for collecting statistics in the
field of SMEs. Apply additional categories (such as startup,
growing, international, exporter, female, etc.) to SMEs during
the data collection phase. Combine statistical data collection
with SME needs recording,

- review and simplify tax legislation and administration
from the point of view of SMEs,

- refine the definition of "start-up business”,

- improve public-private dialogue through real platforms,

- effective implementation of SMEs strategy for implemen-
tation of ongoing assessments, monitoring, periodic adjust-
ments, “lessons learned”, and those responsible for failure to
identify,

- improve communication between government agencies
and business associations,

- also take into account the specific needs of businesses
operating in regions and rural communities.

To facilitate access to SME financing:

- implement SME sector awareness raising measures on
various financial instruments and products.

To increase the competitiveness of SMEs:
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- increase the awareness of entrepreneurs on export
procedures,

- improve access to official online information on export
procedures:

To support start-up businesses:

- provide startup entrepreneurs with advice on choosing the
right legal form of business, which can be done through online
consulting platforms, posters, printed sheets,

- provide start-up businesses with information on
documents and deadlines to submit to the tax authority,

- carry out information campaigns to raise awareness of
government support, credit and grant programs.
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THE IMPACT OF THE CUSTOMS VALUE ON THE
ECONOMIC DEVELOPMENT

Abstract: The features of determining the customs value
associated with the export and import are essential in any
economic system. The exact determination of the latter may
directly affect the development of the economy. In this paper
we represent and analyse the dynamics of the customs value
determination methods in RA and its interactions between the
macroeconomic indices. We use the dataset over the period
2007-2017 for these indicators. We find that the most volume
in the overall customs value is for the first method and there is
a decrease in the fourth method, which speaks about the fact
that the role of the customs system has increased and the fiscal
function has decreased. In any case, the unit increase in
customs value has a negative impact on the observed indicators
and it is important that the customs regulation measures
applied in Armenia become more effective.

Keywords: Customs Method, Economy, GDP, Export,
Import, FDI

JEL code: G 28, E 62
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Research aim: to identify the impact of changes in
customs value on the development of the Armenian economy

Research hypothesis: customs value can have a signifi-
cant impact on fiscal policy changes in the country

Research period: series for the survey of indicators
include data for 2007-2017

Research novelty: an increase in the customs value per
unit has a negative impact on the observed indicators, and it is
important that the customs regulation measures applied in
Armenia become more effective

Introduction

One of the priority areas of the application of customs
system functions in developed countries is servicing external
economic activity participants. Consequently, the customs value
of goods which are transported by customs is very important,
as the correct determination of which can directly reflect on the
development of the country's economy, as well as on the level
of economic security of the country. The customs value of
goods is significant in terms of the organization of the customs
case too, as it forms the basis for the calculation of the
mandatory customs payments and the preparation of the
foreign trade balance.

We can say that the development of the trade and econo-
mic relations of the Republic of Armenia is one of the priority
directions of the economy. Customs duties are very important
in this system, as having free trade agreements, different
customs duties are applied, which promote production of
domestic goods and increase export volumes. Membership in
the various international organizations should contribute to
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enhancing Armenia's economic competitiveness and free
movement of goods.

Research results

The use of different and volatile systems for determining
and assessing the customs value of goods transported by
customs in the field of international trade and economic
relations is a major obstacle to increasing trade volumes.
Moreover, the agreements on tariffs did not work properly as
the valuation systems allowed to unilaterally manipulate the
amounts of contingent taxes by modifying the valuation criteria
in several transitional countries [2].

Due to the customs administration issues, the initial value
of goods was based on the transaction value of imported goods,
that is, the price actually paid or payable for imported goods
sold to the exporting country, which may be modified
appropriate to the provisions of Article 8 of the GATT (General
Agreement on Tariffs and Trade) Assessment Agreement.
Definitive customs value shall not be permitted. The free-
standing price of goods shall be acceptable by the customs
authorities as the basis of transaction value of imported goods,
as this price excludes any restriction, condition or payment for
resale or use by the seller, and subject to change in accordance
with the requirements of Article 8 [6].

The Republic of Armenia implements a unified customs
policy, which is an integral part of foreign and domestic
economic policies and plays a major role in shaping and
developing trade relations with other countries. In the Republic
of Armenia the customs case includes the procedure and
conditions for the transport of goods to and from the territory
of the EAEU (Eurasian Economic Union), as well as across the
Republic of Armenia, customs duties collection, customs
clearance, customs control and other measures of customs
policy implementation [6].
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Hence, in this paper we attempt to investigate the
relationship between the methods of determining customs value
and the macroeconomic indexes, such as GDP, FDI, export and
import.

Data: The data which are necessary for the statistical
analysis of the customs value determination method are
published quarterly and annually by the Statistics Department
of the State revenue committee of the Republic of Armenia.[9]
The data for the customs value calculated by the for methods
are given in the Table 1.

Customs Customs Customs Customs

value by value by value by value by
Year the first the second the third the forth

method,min | method,min | method,min | method,min
dram dram dram dram

2007 46818.0 1.2 27.9 992186.0
2008 128974.0 167.5 360.7 1133986.0
2009 154311.0 1.5 93 1013458.0
2010 223895.0 4 85.6 1140958.0
2011 307900.0 17.4 187.7 1174221.0
2012 844262.0 332239 34428 434517.0
2013 1095359.0 359399 29413 261401.0
2014 1100972.0 364029 26072 249550.0
2015 706191.5 307 068 18 513 149770.8
2016 669185.9 172 829 4288 185763.4
2017 936083.4 55 944 165 752 257743.8

Table 1. The statistics of the custom value determination
methods in RA during 2007-2018
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We see that the customs values calculated by the first and
fourth methods predominate in the Table-1. The largest
indicator is observed in the first method during the 2007-2014
years, and it has a tendency to increase by years. As for the
fourth method, it has declined more over these years, which
may indicate the increasing role of the customs system and the
reduction of the customs fiscal function, as it is the case in
developed countries [5] (see Figure 1). Moreover, the weight of
the customs value by the fourth method has prevailed in the
overall customs value during the period 2007-2011, but since
2012 the weight of the customs value by the first method has
been much more than the last one.

1,50

1,00

0,50

0,00
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Custom value by the first method

Figure 1. The weights of the customs values by the first and
fourth methods during 2007-2017

In the countries with high economic growth the customs
value is determined more by the first method, while in the case
of the fourth method of customs value it is also applied control
price in the Republic of Armenia, which artificially promote the
increase of goods’ prices. It would be desirable to accept the
value which is presented by the declarant in any case, and in
the cases of uncertainty or problematic cases the relevant
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customs authorities may investigate and clarify the situation.
The adjustment coefficients of customs value calculation are
frequently applied too, when it is used the fourth method for
the imported products and this also have significant fiscal
impact on the whole system.

Overall, FDI has a positive impact on economic growth in
countries with a higher level of education attainment, openness
to international trade and stock market development, and a
lower rate of population growth and lower level of risk. Export
growth is associated with high economic growth, as it promotes
specialization and redistribution of resources, contributes to
the acquisition of new knowledge, and intensifies competition.
The inflow of foreign investment also contributes to technology
transfer, human capital development, and the formation of
inter-branch links in the economy [4]. At the same time, foreign
investment is mainly directed to the countries with high level of
economic growth and export potential, and export growth
accelerates if economic growth is accompanied by increased
competitiveness [1].

The Figure 2 shows the dynamics of GDP, foreign trade
turnover and FDI in the Republic of Armenia for the period
2007-2018. We can see that GDP has grown dynamically since
2009, reaching 6005058.1 million AMD in 2018. As for
imports, it is increased in 2009-2014, then decreased in 2015.
Export volumes have actually increased since 2009, although
the growth rate has increased or decreased during that time.
This is significant here with Armenia's accession to the EAEU,
and the reasons for the decline can be attributed in part to the
deterioration of the Russian economy in 2015. FDI seems to be
at the same dynamics, while it declined in 2015, but rose in
2016 and then declined again.
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Figure 2. The dynamics of the GDP, Foreign Trade turnover
and FDI during 2007-2018

Results: To evaluate the interactions between the studied
indices, we made the following assignments in the Table 2. The
correlations between the GDP, export, import, FDI, and
customs values estimated by the first and forth methods are
presented in Table 3. It is obvious that there are significant
correlations between the values of the first and forth customs
values and the other indicators which are studied. Therefore,
we can proceed with the following steps.

Variable assessment | Variable name

gdp GDP

imp Import

exp Export

first_m Customs value by the first method
forth_m Customs value by the fourth method
fdi Foreign direct investments

Table 2. The indicies in the regressions
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gdp imp fdi first_m | fourth_m exp
First method | .841" .898™ | -.749" 1 -.885" .807"
Sign. level .001 .000 .008 - .000 .003
Observed " 1" 1" " 1 1
number
Fourth -901™ -836™ | .854" -.885" 1 -872"
method
Sign. level .000 .001 .001 .000 - .000
Observed 11 1 1 1" 1 11
number

**.99% significance level.

Table 3. The correlations between the GDP, export,
import, FDI, and customs values estimated by the first and
fourth methods

In order to assess the impact of customs value on the
economy, we have estimated and analyzed several models
where we have considered the effects of the customs value
indices by the first and forth methods on the other variables.
Below we discuss the models that have higher quality. We take
into account the Darwin-Watson autocorrelation coefficient and
cointegration tests. These are the results of the interactions
between GDP, import and FDI.

(1) Equation has a high coefficient of determination that
is 0.81, t-statistics of the explanatory variable is also greater
than two, and hence it is significant. Therefore, we can say that
the increase of the customs value with forth method by one unit
will reduce the level of GDP by 1.72. The negative impact can
be explained by the fact that, as a result of the increase in
customs duties, import volumes may decrease, which will bring
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to the negative impacts on a number of sectors of the economy,
such as the increase in prices for raw materials needed for
export, and as a result, exports will also decrease. Therefore,
this chain will reduce the level of GDP in the country. This is
also evidenced by the dynamics of variables observed in Figure
3 during the 2007-2017 period. We see that, since 2011 these
indices have been moving in the opposite direction.

GDP = -1.72*FORTH_M + 5313624.23 (1)

0.0
20072008200920102011201220132014201520162017

GDP, mIn dram

Customs value by the forth method, mIn dram

Figure 3. The dynamics of the GDP and customs value by the
fourth method during 2007-2017

Next we present the effect of customs value by the forth
method on the import (2). Here we also have significant
assessments, in particular R?is equal to 0.69 and the t-statistics
is significant. The unit increase of the customs value will reduce
the import by 0.87. As we have already mentioned, while
implementing the forth method there are used adjustment
coefficients, control prices, which may produce a subjective
approach when calculating the customs value, so valuation in
this way is not effective. Moreover, it causes people to have a
negative attitude towards system adjustments, and the artificial
barriers to import are emerging in this way. In Figure 4 we see
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the actual dynamics of these indices in the observed period.
Here, as it was for the case of GDP we have had an increase in
imports and a decrease in customs value since 2011.

IMP = -0.88"FORTH_M + 2462251.31  (2)

0.0
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
Import, mln dram

Customs value by the forth method, mIn dram

Figure 4. The dynamics of the import and customs value by the
fourth method during 2007-2017

As for the customs valuation of the fourth method with
respect to the export, in this case we have sufficient quality
results too. It is given by the equation (3), and the interaction is
negative, as in the previous case. This can also be explained by
the fact that customs duties on exported goods are increasing,
which increases the cost of export and reduces its level. We
also see that the impact on the exports is even greater than on
the imports. We have the same dynamics graphically (see Chart
35).

EXP= -1.02*FORTH_M + 1769590.54 (3)

The estimates of the fourth customs value on the foreign
direct investment were not significant, but for the first method
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they were sufficiently significant. Below we present the
estimated model.

2002002002012011201201201201%201@017
Export,mln dram

Customs value by the forth method, mln dram

Figure 5. The dynamics of the export and the customs value by
the fourth method during 2007-2017

FDI = -0.12*FIRST_M + 258907.43 (4)

In fact, increasing the customs duties reduces FDI by 0.12
points in the observed period. Particularly this is evidenced by
the results of the World Bank study, where it has been founded
that for the foreign firms the customs and trade regulations are
major obstacle to investing in Armenia [7]. Customs and trade
regulations, as well as complex customs procedures, create
many obstacles. Armenia is 108th in the list of 144 countries
according to the Global Competitiveness Index [8]. While
Armenia may benefit from a zero tariff rate within the EAEU
while trading with its members, international ratings and
research suggest that there is still much work to be done to
enable companies to overcome logistics barriers and enable
more free trade, which will increase the investment efficiency in
Armenia (especially for those outside the EAEU). Apart from the
restrictions on foreign ownership, according to Armenian
Investment Report in 2014, the investor requirements can be
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complicated by the operational requirements, such as how to
work locally and export, and can become an obstacle when
entering the country. Figure 5 presents the dynamics of the
FDI and Customs value by the first method over 2007-2017
period, where we also see the opposite direction since 2010.

1500000,0
1000000,0
500000,0
0,0

0 P OO DD DO oD

N N N S A S S A T N

ORI PN S RN G S

FDI, mIn dram

Customs value by the first method, mln dram|

Figure 6. The dynamics of the FDI and customs value by the
first method during 2007-2017

It should be noted that Armenia has quite good results in
several areas that are important for the investment efficiency,
but weak in other areas. The strengths are the readiness to use
information and communication technologies and the opportu-
nities arising from these sectors, flexibility in the labor market,
labor cost and labor productivity. Nevertheless, the quality of
Armenia's overall infrastructure, ability to attract and retain
talented people, the availability and quality of local suppliers, as
well as overall business excellence and innovation are at a rela-
tively low level. Tax issues seem to be widespread for all types
of investors.
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Conclusion
As a result, it can be said, that the largest indicator of

customs value calculation methods, if applicable, is the first me-
thod, which has gradually increased. At the same time, there is
a decrease in the fourth method of customs value determina-
tion, which demonstrates the increasing role of the customs
system and the reduction of the fiscal function, as is common in
the developed world, but still the trade and customs regulations
are a concern. However, in both methods the impacts are nega-
tive, and it is desirable that the customs regulation measures
applied in Armenia become more effective and reduce the fiscal
function of the customs regulation in recent years.

References:

1.

Alfaro L., Foreign Direct Investment: Effects, Complementarities,
and Promotion, Working Paper 15-006 August 5, 2014, 44p.
Bondar L. A., Shamakhova V., Customs value, Textbook,
Moscow, 2007, 439p. (in Russian)

EAEU Customs Code, Moscow, 1. 1.2018. (in Russian)

Mihir A. Desai, C. Fritz Foley, James R. Hines Jr., “Foreign
Direct Investment and Domestic Economic Activity”, 2007, 36 p.
Normunds Rudzitis, Aldis Cevers, “Development of Customs
Fiscal Function in Latvia”, Economics and Business, doi:
10.1515/eb-2015-0004, 2015, p 23-28.

RA Law on Customs Regulation, HO-241-N, Chapter 11, Art. 73,
Adopted 17.12.2014.
www.enterprisesurveys.org/en/data/exploreeconomies/2013/arme
nia#trade
mineconomy.am/media/7487/nerdrumayin_barepoxumneri_garte
z.pdf
www.petekamutner.am/Content.aspx?itn=csCIMethodologicalClari
fications&pt=parent

143


http://www.enterprisesurveys.org/en/data/exploreeconomies/2013/armenia#trade
http://www.enterprisesurveys.org/en/data/exploreeconomies/2013/armenia#trade
https://mineconomy.am/media/7487/nerdrumayin_barepoxumneri_qartez.pdf
https://mineconomy.am/media/7487/nerdrumayin_barepoxumneri_qartez.pdf
http://www.petekamutner.am/Content.aspx?itn=csCIMethodologicalClarifications&pt=parent
http://www.petekamutner.am/Content.aspx?itn=csCIMethodologicalClarifications&pt=parent

Uuh wjwpjut
Wn.g.p., wuhuwnbuwm, 6ML

Gujwub Lnljuujwi
$hq.-dwp. g. p., nhgtiuiin, ML

UuLuu3nt urdc£h uMESNhE3NkLE SLSEUULUUL
RUMGUSUUL dru

Pwuwih pwnbp - dwpuwht wpdbip, nuwnbunyeniu,
<LU, wpunwhwunwd, ubpdnédnud, owmwnpbpypw ninnuyh
ubpnpnudutip (ONLL)

Snipwpwtginip intnbuwywt  hwdwlwpgnwd  wpunw-
hwudwu L ubpdnddwu hbn Yuwywd dwpuwiht wpdtiph
npn2dwt wnwuduwhwwynieniuubpp Ywplinp Gu: dbpohupu
Gogphin npnpnudp Ywpnn £ oninnuiypnpbtu wgnbi|  wnuwnk-
uniyRjwl qupgwgdwiu Yypw: <nnjwdnid ybpndynid £ LL-nd
dwpuwihu wpdtiph npn2dwt  dbpnnubph nhuwdhywu W
dwypnununbuwlwu gnigwuhoubiph htivn npwug thnfuwgnb-
gnypniup: Wu gnigwuhubiph hGunwgnndwt hwdwp dwdw-
Uwlwjpu 2wppbpu pungpynwd Gu 2007-2017 pqwlwuubph
nyjwiubipp: “Ywpnn Gup wub|, np punhwuny Jwpuwjhtu wnp-
dtiph dbo wnwybjwgnyu dwyw(u wnweohu dbpnnhu § pwdhu
pubunwd, huly snppnpn dbennh dwywjubipu wunhbwuwpwn
ujwqnud Gu, pusp funund £ wju dwuht, np dwpuwihu
hwdwYwpgh nbpp dedwgty £ ujugbing hwplwpjnwbnwhu
gnpdwnnyrehup: UdtU nbwpnud, Ywpnn Gup Ggpwlwgub|, np
dwpuwjhu wnpdbph dhwynph wybjugnuip pwgwuwpwn k
wunpwnwnund nhunwpyywsd gnigwupoubph ypw, L udwu
wwpwgwnd Yupunpynid £ wyu, np £&-nud Yhpwnynn dwp-
uwjhtu Ywpgqwynpdwu dhongwnnudubipp wbwnp £ wybh wp-
ryntuwybn nwnuwu:

144



AHu Xanatax
K.3.H., accucteHT, EI'Y

lasHe lN'ykacan
Kapmpat pusmko-matemaTMyecknx Hayk, poueHT, EIY

BIIMAHUE TAMOMEHHOI CTOUMOCTU HA
9KOHOMUYECKOE PA3BUTUE

KnioyeBble cnoBa — TaMOMEHHbIN METOf, 3SKOHOMMKA,
BBI1, akcnopt, nmnoprt, MMT1UN

OcobeHHOCTW onpepeneHnA TaMOMEHHOW CTOMMOCTM, CBA-
3aHHbIE C JKCMOPTOM W MMMOPTOM, ABAAKOTCA CYLLLECTBEHHbIMM
B ntoboil akoHoMMYecKoil cucteme. TouHoe onpepeneHune mnoc-
NefHero MOMeT HamnpAMYK MOBMATL HAa Pa3BUTUE SKOHOMMKM.
B paHHOI cTaTbe Mbl MpencTaBiAemM U aHaNU3UPyeM AVHAMUKY
METO[0B ONpefeneHna TaMmoxeHHol ctoumoctu B PA 1 ee B3au-
MOCBA3b MeEMIY MaKpPO3KOHOMUYECKUMM MoKasaTenamu. Wc-
nonb3yemMble gaHHble BKatovatoT nepuog 2007-2017 rr. B o6-
el TaMOMEHHOW CTOMMOCTM OCHOBHaA YacTb NPUHALNEMUT
NEpPBOMY METOAY, a B YETBEPTOM MeTofe HabnioJaeTcA CHue-
HWe, YTO FOBOPUT O TOM, YTO POfb TAMOMEHHON CUCTEMbI Bbl-
pocna, a cuckanbHaa yHKUMA ymeHbluunacb. B nrobom cny-
Yae, yBENNYEHNE TAMOMEHHON CTOMMOCTM Ha €AMHULY OKasblBa-
€T HeraTMBHOE B/MAHME Ha Habnojaemble NMokasaTenu, U Bam-
HO, 4TOObl NpUMeHAeMble B ApDMEHUM MEPbI TAMOMEHHOTO pery-
nupoBaHua ctanu bonee ahPEKTUBHBIMM.
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THE RA ECONOMIC COMPETITIVENESS AND ANALYSIS OF
THE EMPLOYMENT SKILLS INTERDEPENCE

Abstract: The pillar of competitiveness skills in indicator
of the RA economy in 2019 recorded negative dynamics
compared to 2018, the main reason being the sharp increase in
the pupil-teacher ratio. The decline in core value has also
contributed to alumni skills and critical thinking in the teaching
process. Given the crucial role of quality in the workforce in
ensuring the competitiveness of the country's economy, the
Global Competitiveness Index Skills Pillar Analysis was perfor-
med. In addition to the underlying values, aggregate indices
were considered. Comparative analysis was conducted with
both the dynamics and the region, the EAEU and other
countries.

JEL code: ) 24, E 24

Keywords: Competitiveness, skills pillar, average length
of education, quality of workforce, Global Competitiveness
Index

Research aim: The purpose of the research is to identify
the weaknesses of the Armenian economy, assess its potential
and suggest possible options for their development. The rele-
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vance of the research is also due to the increasing role of com-
petitiveness assessments in economies worldwide.

Research novelty: causes of competitiveness skills causes
negative reference dynamics in the RA, related to present
workforce involvement and education system quality.

Research Method: There are different ways of assessing
competitiveness. The most authoritative are the methods deve-
loped by the World Economic Forum (WEF), the International
Institute for Management Development (IMD), and the Institute
for Industrial Policy Studies (IPS). The Republic of Armenia is
included in the relevant TDI reports with its appropriate indica-
tors, the World Competitiveness Report is a widely recognized
and extensively respected analytical study, and consequently the
emphasis is placed on the dynamic, comparative analysis of the
relevant indicators developed by the TSI.

Introduction

The Global Competitiveness Index combines the macro-
economic and microeconomic aspects of competitiveness into
one indicator. It is published annually in the Global Compe-
titiveness Reports by the World Economic Forum. The index
consists of institutes, infrastructures, information and commu-
nication technologies, macroeconomic stability, health, skills,
product market, labor market, financial system, market volume,
business dynamics, innovation capability pillars. Each column in
turn consists of other indicators that are measured both
quantitatively and by expert methods. The present study
analyzed the 2019 earnings per share, skills pillar and
aggregate indicators for the RA [1]. Skills are one of the most
important factors that determine the competitiveness of the
economy as they characterize the quality of the country's
workforce [2]. Therefore, skills have a direct impact on
production as their development increases labor productivity.
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Research results
2018 the skills core value in Armenia was 67.6 and in
2019 recording 66.8, negative dynamics. It should also be
noted that the negative dynamics have been registered in the
Health and Product Market columns. In the table below we will
present the skills aggregator indicators and their values for
2018 - 2019.

Skills pillar 2018 2019
Average duration of education 77.8 83.5
Staff training level 43.7 44.8
Quality of business trips 47.0 48.3
Graduates' Skills 471 44.5
Digital t.echnology skills for the active 570 59.0
population

Ease of finding skilled workers 47.8 50.5
Life expectancy of education 72.0 72.0
Critical thinking in teaching 43.9 43.4
Student-teacher ratio in primary education | 100 81.0

Table 1. Aggregate Indicators of Skills Pillar in the RA for
2018-2019. Source: World Economic Forum, The global
competitiveness report, 2019

It can be seen from the table, that the negative core
dynamics was due to the graduates' skills, critical thinking in
teaching, and the greatest impact was the student-teacher ratio
in primary education, which dropped by 19 points. Let’s
consider each indicator separately.

The first indicator refers to the mean years of schooling,
which indicates the average number of years of schooling,
completed by the population of the country, excluding
replicates of the same course, for which we would like to raise
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the issue of data inconsistency. For 2018 year Global Competi-
tiveness Report the value this indicator is 11.7. This report cites
the source of UNESCO and the Wittgenstein Center for Demog-
raphy and Global Human Capital. In 2019 report this value is
12.5. According to the Wittgenstein Center for Demography
and Global Human Capital website, the most up-to-date rating
for 2015 is 10.82, which does not match the data for both re-
ports. According to UNESCO, the average duration of educa-
tion in 2015 is 11.7, which corresponds to 2018. In 2017 this in-
dicator is 11.3 years, excluding 2019 to the report. So the
source of the 12.5-year benchmark in the latest Global Compe-
titiveness Report remains undisclosed. The main problem is
that the dynamics of the UNESCO data conflict with the
dynamics of the data in the reports, consequently it is a serious
challenge to identify which source is expectable [3].

The average length of education is calculated for the
population 25 and older. This indicator is even used to obtain
the Human Development Index. The indicator requires the
distribution of age groups and educational levels in a given
year. According to 2019 For the Global Competitiveness
Report, for people aged 25 and over in Armenia, the average
education per capita is 12.5 years. The index is quite high, and
in the same report of 141 countries Armenia ranks 19th.

For comparison, we will look at the regional data from
Georgia and Azerbaijan from. EEU countries will also be
considered, with the exception of Belarus, which is not included
in the Global Competitiveness Report. Moldova has also been
included in the comparative analysis as an EEU observer
country. According to the average length of education, the
Republic of Armenia is only 12.8 years behind Georgia. For this
indicator as already mentioned, UNESCO is declared as the
source of the index, so let's also look at the UNESCO database.
The most up-to-date statistics for Armenia in the UNESCO
database on this indicator for 2017. In this case, the average
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duration of education (ISCED 1 or higher) for the population 25
and older is 11.3, and Armenia is 21st out of 49 countries.

As this indicator is strongly linked to the educational
attainment of the population 25 and older, it is appropriate to
consider these indicators as well. How much of a problem is the
lack of education of the population? Has been in such a status,
which is a pretty good result globally. The same 0.4 indicator
for 2017 in the case of Norway is 0.3. In Georgia, 0.7% of the
population lacks education and 1.5% in Azerbaijan. Therefore
having no education is not a problem for the current
workforce.

Now let's present the distribution of the educational
success of the population. The population is mainly concentra-
ted at the following educational levels: Higher Secondary
(ISCED 3), Short Term Tertiary (ISCED 5), and Bachelor,
Master and Doctorate (ISCED 6, 7, 8). Almost 43.4% of the po-
pulation is restricted to higher secondary education. Only 19.1%
of the population has short-term tertiary education. It is remar-
kable, that 24.1% of the population has a bachelor's or master's
degree. This is again a good result globally. From the region,
2017 the similar data of Georgia and Azerbaijan are available,
from which Armenia is behind Georgia. It is noteworthy, that by
this index Armenia is ahead of many developed countries.

Based on the inclusion in the education system, the edu-
cational successes of the levels, the average length of education
per person, it can be argued that the education received and
the duration of the population aged 25 and over is not a
significant problem. The problem is the quality of education
they receive. There are no quantitative indicators, characte-
rizing the skills of the current workforce, they are obtained
through surveys. Answers range from 1-7 (the best is 7). As the
methodologies do not differ, and economically they charac-
terize the quality of the workforce, it is advisable to consider
them together.
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Code 6.02 | 6.03 | 6.04 |6.05|6.06 | Average
Azerbaijan 46 |45 |44 5.1 4.8 | 4.68
Russia 3.9 |41 4.0 49 |45 |4.28
Kazakhstan 3.9 3.8 |3.8 4.7 | 41 4.06
Armenia 3.7 39 |37 45 |4.0 |3.96
Moldova 3.6 35 |36 45 |32 |3.68
Iran 3.1 35 |30 4.1 3.9 |3.52
Kyrgyzstan 34 |33 |32 39 |36 |3.48
Georgia 3.5 | 3.1 3.4 3.7 |36 |3.46

Table 2. Comparison of indicators characterizing the skills of
the present workforce by countries

The codes is presented: 6.02 — Workforce skills overqua-
lified, 6.03 - the quality of exchange programs’, 6.04 — skills
of graduate students, 6.05- the percentage oh IT skills workers
in workforce, 6.06 - ability finding skilled employee.

According to these factors, in the EAEU and regional
comparisons, Armenia is in the middle position in all cases. It is
interesting, that the leading Armenia and Georgia (according to
the average duration of education) do not occupy very high
positions with these factors. While the population of 25 and
over in Armenia has received relatively long-term education, it
is still difficult to find skilled workers, and digital technology
skills are also weak. The same can be said about the Alumni
Skills that characterize the quality of the current education
system.

Despite the current workforce and graduates' skills
issues, organizations are also not investing sufficiently in
training for the workforce, which could in some ways correct
the situation. The same can be said about business trips. That is
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to say, in spite of the problems with the duration of education
and involvement in the educational system in the RA, the edu-
cation system has been lame since the beginning. And the
training institute does not substantially correct the situation.
And the conesquence, of all this the current state of the labor
market in Armenia.

Republic of Armenia Position
Staff training level 97
Quality of business trips 86
Graduates' Skills 100
Digital technology skills for the active population 50
Easiness of finding skilled workers 85

Table 3. Position of the RA in the 141 countries by indicators of
current workforce skills

The expected duration of education is the number of
years that a child of school age is expected to spend at a given
educational level. The methodology of the UNESCO Statistical
Institute excludes ISCED level O, and includes age involvement
ratios. Repetitions of the same course are also included, but
adjusted indicators also exist. For 2019 expected duration of
education in Armenia in report is 13 years and not changed in
2018 compared to. By this index, in 2019 Armenia is 83-rd out
of 141 countries. According to the report, Armenia outstrips
Moldova only from EEU countries. It also yields to Georgia and
Iran. According to UNESCO database, the most up-to-date data
available for Armenia in 2018 is the number, and in this case
the picture is almost the same [4]. The only difference is that
Armenia outperforms Kyrgyzstan, but in value terms there is no
significant difference with regard to 2019 with the report.
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When calculating the expected life expectancy, the ratio of
population involvement to the educational system is included,
so it is important to consider these indicators as well. One of
the indicators of engagement is the Gross Engagement Ratio
(GER), which is the percentage of the number of people
enrolled at a given educational level, regardless of age, and the
official age-specific population at that educational level. Except
for the Gross Inclusion Ratio, the net inclusion ratio is usually
calculated, which, unlike the former, takes into account only
the population of official age. Consider the 2018 Gross
Engagement Ratio statistics by educational level (see table 4).

2018 Initial Primary Secondary Tertiary
GER 38.02 92.72 83.15 54.57

Table 4. Gross enrollment rate of RA at different educational
levels

From the data in the table 4 can be concluded, that in
Armenia little attention is paid to primary and ftertiary
education. The ratio of gross enrollment to initial education is
38.02%. The dynamics of this indicator is remarkable. 2017 the
rate was 50.63%. Within a year, there was a sharp decline,
until then being relatively stable. Initial education enrollment is
a serious issue in Armenia. Compared to the regional and EAEU
data, Armenia outstripped Azerbaijan and Kyrgyzstan only. In
developed countries, for example, in Germany this figure was
109.13%. [5] In 2018 Armenia is already behind Azerbaijan and
Kyrgyzstan as a result of the sharp decline.

At the primary level, the dynamics are also negative. In
2017, there was 94.08%. Armenia lags behind all the countries
mentioned above, being the only country where it is less than
100%. In 2018 Armenia also has the worst performance in
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terms of available data. Secondary education is also the worst
in the data set. Not all countries in the region and the EEU are
available. At the tertiary level it is not the worst. The 2018
version is behind Georgia, where it is 60.33%. Compared to a
developed country in the case of the same Germany in 2017 the
index value was 70.25%.

Unless there were obvious problems with the average
education duration of 25 years and above, and the figures
recorded by Armenia were competitive at both the EAEU and
regional, even worldwide levels. The picture is not the same for
the expected education duration, which is more targeted on
current situation. Involvement indices identify issues that are
most prominent in the primary education system. In this case,
state policy should be aimed at increasing engagement at this
level of education, but as we have already seen from the
current workforce capacity assessment, it is not only long-term
education that produces results. Therefore, focusing on these
issues, the main effort of public policy should be on
modernizing education and improving quality. An important
component of the quality of education is the educational
process, and in this case the indicators in the reports are
critical thinking in teaching. This indicator is also obtained
through surveys, and in 2018 it was 3.6 points, and did not
change in 2019 (a slight change was observed in standard
values, which is noticeable from Table 1). By this indicator
Armenia is behind Russia and Kazakhstan from EAEU. The
region is behind Azerbaijan, at the same time surpassing
Georgia and Iran. Critical thinking in teaching depends to a
certain extent on the professional quality of teachers, and this
is a characteristic indicator of the percentage of trained
teachers. However, as there are no up-to-date statistics for
Armenia, we will not monitor this figure. Organizing a critical
thinking-based teaching process is, of course, up to the
teachers, and in this context, their training institute can
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effectively solve this problem. The teaching system in
educational institutions also needs to be revised.

The last indicator of skills aggregation is the student-
teacher ratio at the primary education level. It is precisely this
indicator that has contributed most to the decline in the value
of the entire pillar. In 2018 this is 9.5 in the Global
Competitiveness Report, which is a good result even at the
global level. Armenia ranks 5th out of 140 countries. However,
the report 2019 noted a sharp decline - 17.6. The rate of
decline better describes the country's position, and in this case
Armenia is already 62nd out of 141 countries. Of course, at the
primary level of education, the individual approach to the
students is important, and the lower the score, the higher the
educational level.

There is also a problem of data inconsistency here. We
believe, that such a sharp decline may be due to the transition
to transparency in the education system. After the Armenian
revolution, the process of transparency in schools began, and
in fact, non-working but registered teachers withdrew from
registration, which could lead to such a sharp increase in the
rate. Because both the UNESCO and consequently World Bank
databases refer to the reports, there is only 2018 data
available, which is 15.4, and as of 2016 there is no data
available argumentation.

The question is, after all, what should be the approach at
different educational levels, and is this not a problem when one
teacher in primary education has 15.42 students, and only 6.92
in tertiary education? Let us first consider the examples of
European developed countries (see table 5).

Country Primary Tertiary
Norway 8.59 8.56
Switzerland 9.93 8.73
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Austria 10.02 7.18
Italy 11.48 20.12
Sweden 12.23 12.28
Germany 12.30 7.59
Finland 13.67 19.84
Belgium 11.28 16.95

Table 5. Student-teacher ratio in developed countries

It is noticeable, that the picture is spotted. For Norway
and Sweden, the ratios are almost the same. In Switzerland,
Austria and Germany a more individualized approach is used at
primary level. In ltaly, Belgium and Finland the picture is the
opposite. From this observation we can argue, that it is only
difficult to determine, which educational model is most
effective. According to UNESCO data on this indicator in the
region, Armenia is expected to reach 2018, as of now it is only
behind Georgia and is the leader in the EEU. Interestingly, in all
cases in the EAEU and in regional countries, the above model is
the same. At the primary education level, the student-teacher
ratio is substantially higher than in the tertiary level. The only
difference is Georgia, which recorded 8.98 in the primary, and
it is not significantly different from the third. Despite the
different models at different educational levels, one thing
remains for sure at the primary level: countries should strive
for an individual approach with students, and in this respect
Armenia is is falling behind.

Conclusion
The current workforce has been heavily involved in the
education system and received long-term education. However,
the quality of education received has been poor, and as a result
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there are serious problems with the skills of the current
workforce in the market.

Despite serious problems with the skills of the current
workforce, and fact that staff training could solve the problem
and to some extent, this institute is also week in Armenia, and
employers and the state do not make sufficient investment to
develop this institute.

In the current population, enrollment rates are already
low. The inclusion in primary education is problematic, with a
sharp decline compared to the previous period.

The value of the pupil-teacher ratio has risen sharply in
Armenia, which is viewed as a bad thing, as the small value of
the index implies an individual approach to pupils and students.
Looking at the examples of developed countries, we cannot
argue, that this approach is unambiguous, as the values of the
index in different developed countries differ.
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THE IMPACT OF MONETARY POLICY ON DOLLARIZATION
OF THE ECONOMY

Abstract: The article discusses the impact of monetary
policy on the dollarization of the economy. The main factors
that determine the high level of dollarization and its downward
trend are analyzed. An econometric model was used to
describe the relationships between dollarization of deposits as a
dependent variable and transfers in private currency, as well as
foreign trade balances as independent variables.

Keywords: monetary policy, dollarization, financial stabili-
ty, inflation, private transfers, foreign trade balance

JEL code: G 32

Research aim: to observe and analyze the interactions
between the level of dollarization of the Armenian economy and
a number of factors, in particular the external private transfers
and foreign trade balance of the country.

Research novelty: assessed the interactions between the
level of dollarization of deposits (as an independent variable)
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and, on the other hand, the balance of external private
transfers and trade balance (as dependent variables) and the
results of its valuation in Armenia.

Introduction

The national currency of any country is one of the most
important instruments of an independent and effective
monetary policy. The effectiveness of the monetary policy and
the overall turnover of the currency as a payment instrument
depend on the confidence of the country's population in the na-
tional currency. From this point of view, Armenian national
currency is not an exception. The practice introduction of the
national currency was accompanied by enormous inflationary
pressures [1]. In any case, the official devaluation of the nation-
nal currency and its accompanying quadruple inflation follo-
wing its official turnover led to the unofficial volume of the ma-
jor monetary functions of the US dollar, such as value,
exchange rate and saving money.

Research results
Most experts agree that "the high inflationary environment, the
lack of confidence in the monetary authorities, and the imper-
fection of the financial markets have played a major role in the
dollarization of the economy" [2]. On the other hand, is the
dollarization of a certain degree of economy for a small impor-
ting country that significantly exceeds export, such as the RA,
to be considered objective in some way? However, the issue is
to what extent and under what conditions and terms this phe-

nomenon can be considered acceptable.
The issue of "financial dollarization" is now more widely
discussed among theorists, under which the ability to provide
or express the national currency of a given country in foreign
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currency as well as other assets is understood [3]. The combi-
nation of these factors in the transactions made ensures the
transaction cost savings and the ease of trading. But on the
other hand, dollarization substantially restricts the flexibility of
national banks' policies, as well as renders national banks more
vulnerable [4].

Researchers also often finds that the dollarization of the
economy greatly impedes the implementation of an
independent, effective and independent monetary policy. In
particular, a number of IMF experts [5] agree with this opinion.
However, numerous empirical studies show, that high levels of
dollarization do not always impede effective monetary policy,
especially in the context of ensuring financial stability.

Experience in different countries shows that setting for-
mal barriers to foreign exchange rather, than solving the prob-
lem simply increases the volumes of shadow transactions and
the shadow currency. In particular, the experience of Latin
American countries in the 1980s shows, that such a policy
directly affects both investment and national savings. It contri-
butes to the outflow of capital from the country and the res-
triction of bank credit [6].

Our observations for 2004-2019 about dollarization trend
of deposits and loans to financial assets over the period, shows
that after the stabilization of the circulation of money in
Armenia since the late 1990s, there has been a decline in the
level of dollarization in the economy in 2005-2008, fluctuating
between 35-65%. However, no matter how paradoxical it may
be, there has been a significant acceleration of inflation rates
during that period. And in the preceding and following periods,
dollarization rates were (and continue to be) high, ranging from
40-70% (see Chart 1).
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Chart 1. Changes in the level of dollarization of inflation,
deposits and loans in the RA in 2004-2019

This study attempts to observe and analyze the interact-
tions between the level of dollarization of the Armenian econo-
my and a number of factors, in particular the external private
transfers and foreign trade balance of the country. The re-
search methodology used the econometric model to assess the
interactions between the level of dollarization of deposits (as an
independent variable) and, on the other hand, the balance of
external private transfers and trade balance (as dependent
variables) and the results of its valuation.

Within the framework of the study, quarterly digital rows
reflecting the volume of deposits attracted by commercial banks
of Armenia during 2004-2019 were used as baseline statistics
and based on the econometric model the dollarization level of
deposits was estimated [8]. At the same time, the quarterly
volumes of foreign currency remittances sent to Armenia on
behalf of individuals through the commercial banks of the
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Republic of Armenia were taken from the CBA external sector
statistics database [8]. In addition, data on the balance of
exports and imports of goods and services for the period 2004-
2019 in the National Statistical Committee database were
included in the model applied quarterly [9].

Based on the described indices, an econometric model
was considered, the specification of which was finally given by
the analysis of a number of preliminary indices. For example,
does the need to consider the model indices in a logarithmic
manner are conditioned by the fact that the dependent variable
is represented in percentages, and the independent variables
or factors are expressed in monetary terms. As a result, the
following econometric model is presented:

IDOLL, = By + B, InS, + fo - InTR, + B3 Dy + By * Dy + 22,

where:

InDOLL; —is the t-quarterly value of the dollarized level
of the dollarization level indicator,

InS, —is the t-quarterly level of the trade balance of the

balance of payments index.

InTR: = i the t-quarter level of the logarithm of the

volume of outward transfers sent to the RA on behalf of
individuals;

Dz =is a false variable describing the second quarter
of each year; [10]

Bo.B1.---, B4 —are the unknown parameters of the model,

£, — is the random error of the model in t-view.

Before evaluating the model, the rows that were non-
stationary within the model were calibrated. The model was
estimated using the least squares method, resulting in the esti-
mated coefficients, and following some arithmetic operations,
the following final estimated model:
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InDOLL, = 1.51 — 002 -InS — 0.11 -InTR, + 013 Dy

bt
(00011}  (DOZIT) [D.OLED)
+ 012 - Dypr

bubplor?
(D,00%1)

(D,0114)

Dependent Variable: D(LDOLL)

Method: Least Squares

Sample (adjusted): 2004Q3 2019Q2

Included observations: 60 after adjustments

D2 0.13 0.0511 2.62 0.0114
D(D(LS)) -0.02 0.0088 | -2.34 0.0232
D(D(LTR)) -0.11 0.0435 | -2.46 0.0169
DCR 0.12 0.0437 | 2.70 0.0091
C -0.05 0.0141 -3.44 0.001
R-squared 0.54 Mean dependent var | -0.005
AdjustedR- 0.48 S.D. dependent var 0.06
squared

S.E. of 0.0458 Akaike info criterion -3.25
regression

Sum squared 0.12 Schwarz criterion -3.08
resid

Log likelihood 102.53 Hannan-Quinn criter. | -3.18
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F-statistic 11.84 Durbin-Watson stat 1.67

Prob(F-statistic) | 0.000001

Under the coefficients obtained in the estimated model,
the brackets indicate the probabilities of being O for each
coefficient, which is quite low as we can see. The model's
deterministic coefficient is close to 0.5, which indicates good
model quality. The probability of all coefficients of the model
being zero at the same time is close to zero. There is no
autocorrelation in such a model. The errors of the model
coefficients are adjusted accordingly.

Thus the model's qualitative performance indicators are
sufficient to interpret the results with the help of the model:

1. The 1% increase in the trade balance in the t-th quarter
may, under other conditions, bring about a 0.02% reduction in
the dollar-denominated rate of dollarization in the t-quarter.

2. An increase of 1% in remittances from the Republic of
Armenia to the foreign currency in t-th quarter may, under
other conditions, lead to an average decrease of 0.11% in the
dollarization level.

3. From the model, we note that in the second quarter,
the average dollarization rate is 13% higher than in the other
three quarters.

4. The model follows that in the quarters above, the
dollarization rate was 12% higher than in the other quarters.

Conclusion
The study of the phenomenon of dollarization in the
Republic of Armenia concludes that the inflation targeting
policy implemented over the last one and a half decade has
significantly stabilized the financial system of the country,
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increased the level of confidence in the national currency, thus
contributing to the reduction of the level of dollarization of the
economy. On the other hand, externalization factors - external
private and official transfers, as well as changes in the negative
external trade balance of the RA - continue to have a significant
impact on the level of dollarization of the economy.
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NATIONAL WEALTH FINANCIAL MEASUREMENT ISSUES

Abstract: Accuracy of macroeconomic information
largely depends on the reliability of financial information flows
formed in the microeconomic level. For this reason, the
consolidation and harmonization of national accounts used in
the macroeconomic level and the accounts used in the microe-
conomic field is of utmost importance. The article presents a
new methodology for the management of macroeconomic fi-
nancial information, based on accountancy approach, which
creates the opportunity to present the national economy as a
balance sheet model, such as balancing the assets and capital,
liabilities of the organization. In this case, national wealth in
special macroeconomic accounts, is presented with balanced
macroeconomic assets.

Keywords: national accounts, macro and micro
accounting harmonization, national wealth measurement

JEL code: E O1
Research aim: identify theoretical and practice opportu-
nities for micro and macroeconomic accounting of national

wealth and submit a report on the factor change of national
wealth.

Research novelty: is proposed a methodology for finan-
cial flows information in the country, taking in account microe-
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conomic national wealth measurement, formulated on a
"bottom-up" basis

Introduction

Measuring and evaluating the national wealth of the
country is one of the key macroeconomic issues, the solutions
of which are currently presented in different statistical
approaches. At all times, the valuation of national wealth has
been extremely important not only in terms of strengthening
security, but also in revealing the country's prosperity reserves.
In this regard, we attach great importance to the organization
of macro-level national wealth accounting, which will provide an
opportunity not only to represent the remainder of the
country's national wealth, but also the movement in the
reporting period [2, pp. 45-48].

In practice, there is a problem of harmonizing the
accounting of macro and micro economic activity. Macroecono-
mic accounting is carried out through the system of national
accounts, while microeconomic accounting of companies'
business activities is operating by double entry in traditional
accounts [3, pp. 23-25].

Therefore, when summarizing the accounting results of
the economic activities of organizations and transferring them
to a macro level, there is an opportunity to re-organize the
macroeconomic accounting of the national economy [4, p. 16].

The system of national accounts operates on the basis of
macroeconomic accounting, using the information on the pro-
duction and consumption accounts of public goods. This system
is presented in balanced tables, which are interconnected and
summarize the summary of public goods production,
distribution, redistribution and consumption.

Founder of National Accounts French economist Francois
Caen in 1758 in his work, Economic Tables, for the first time,
presented a macroeconomic balance sheet and attempted to
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present the results of the reproduction and consumption of

public goods in the form of balance sheets and their value [5,

pp. 91-98].

Currently, the system of national accounts management is
built on the basis of international standards and
macroeconomic indicators, [6] the main of which are:

- gross national product, which is the value of the products
and services delivered during the year at market prices;

- gross domestic product is the market value of products and
services provided within the country and only by the factors
of production of that country;

- gross net output, which is the gross domestic

- product, consumed within the country at market prices,
with deduction of depreciation of core capital;

- the gross profit of the economy, which is the surplus output
produced within the country within a year, or the gross net
output, excluding working capital expenditure and paid
wages.

The accounting of the national economy is of great
importance in the social life of the country. At first glance, only
a descriptive national accounts system enables not only to
analyze, but also to predict, the various combinations of
economic development factors, to identify ways to increase the
efficiency of public goods production, and to regulate
macroeconomic balance [7].

Thus, the system of national accounts is mainly used in
the formulation of economic policy and macroeconomic
forecasts. Cross-sector comparisons of the economy are made
on the basis of the results of public goods production, income
generation and consumption analysis. The National Accounts
information builds on economic summary tables, also referred
to as the macro-economic budget, as it represents income and
expenditure and thus provides an information basis for short-
term and mid-term planning of the country's economy.

172



Currently, the development of the national accounts
system is proceeding in the following directions:

- Expanded balance sheets of new spreadsheets and
integration into existing macroeconomic accounts system,
covering national assets, financial resources, human capital,

- Improvement of traditional national accounts and break-
down of individual sectors of the economy, improvement of
macroeconomic indicators [1, pp. 407-437].

In addition, it is important to apply the universal
principles of accounting, throughout the economy of the
country, complete the interconnection of micro and macro-
economic accounting, which leads to the coordination of
information flows and effective economic decision-making.

In this respect, as in organizations, the national economy
system can also be represented in terms of the assets and
sources of their formation, which is done in business entities,
operating in the microeconomic environment. The process of
producing public goods is organized by involving labor
resources, as well as by using non-current assets (equipment’s,
streams, vehicles, agricultural land) and current assets (row
materials, commodities  financial resources), which together
make up the country's national wealth.

Consequently, the balance of the national economy is
formed by assets in households, the public sector, and in orga-
nizations whose value pool is, at a given point in time, repre-
sented as the national wealth of the country. In this respect,
there is a need to organize macroeconomic accounting in a way
that is consistent with enterprise-level microeconomic
accounting, using double-entry accounting.

Research results
Implementing macroeconomic accounts, by double-
checking their production, distribution, redistribution and final
consumption of public goods throughout the reporting year, is
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coming possible to obtain the national economy balance by the
end of the reporting year. At the same time, the information
summarized in the macroeconomic accounts identifies the
factors affecting the change of national wealth in a year. In
addition, the result of macroeconomic accounting is not only
the balance sheet of the national economy, but also the report
on income generation and distribution, which is also the system
of national accounts.

Thus, we propose to organize macroeconomic accounting
of national wealth in line with microeconomic accounting, using
consolidated accounts that not only correlate the initial and
final balance sheets of the national economy for the reporting
year, but also present macroeconomic accounting and income
statement.

Let us take a conditional example of the mechanism of
accounting for the change in national wealth for the year. The
country's national wealth on January 1, 2020, AMD 3 billion was
estimated, with the largest share being current assets (natural
resources, financial and productive resources), and human
capital represented by a small share (see Table 1).

Assets Sum Sources Aum
Non current assets 1 000 | National Wealth 3 000
Current assets 1950
Labor sources 50
Balance 3 000 | Balance 3000

Table 1. The Balance Sheet of National Economy on
01.01.2020 (billion AMD)

During 2020 general production and consumption of goods

was organized in the country in the following ways:

- Raw material and commodities worth AMD 20 billion were
spent at the initial stage of issuance of material goods,
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salary of AMD 10 billion was amortized, and amortization of
AMD 7 billion was calculated.

- Initial release of material goods at AMD 40 billion in gross
output amounted to AMD 3 billion.

- In the intermediate stage of production and consumption,
commodity values of 21 billion were spent (16 billion of
which was received from the initial stage of issuance of
tangible assets), as well as a salary of 10 billion drams,
amortization of non-current assets of 6 billion drams.

- In the interim phase of the release and consumption of
tangible goods, AMD 45 billion in gross output amounted to
AMD 8 billion.

- 12 billion and 7 billion drams worth of material assets were
imported and exported to the economy in the reporting
year, respectively, which occurred during the intermediate
consumption and production phase.

- The final consumption of public goods issued in the
reporting year was made in the following directions:
replenishment of non-current assets - AMD 25 billion,
replacement of current assets - AMD 22 million, recovery of
labor - AMD 27 billion.

The final balances are the accounts of the assets and
liabilities of the national economy, which form the final balance

shhet of the national economy (see Table 2).

Conclusions and suggestions

Our proposed model of accounting for the national eco-
nomy provides an opportunity to compile the country's econo-
mic assets and sources of their generation balancing. On the
other hand, the proposed methodology for macroeconomic
accounting operates on the same principle, as applied on a
micro level. In this case, it is possible to closely correlate micro
and macroeconomic accounting across the country and to con-
duct a factor analysis of national wealth formation.
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“Goods Production” macroeconomic suggested account
gives summarizes information the volume of products and
services, generated in the country in the reporting year, both at
the initial stage of production and at the intermediate and final
stage of consumption. At the end of the year there is no
balance value in this account, as the surplus and final
consumption information is transferred to the respective
accounts.

The suggested by us “National Wealth” macro-economic
account is subject to change as a result of the surplus posted in
the country during the year. For this reason, the "Surplus
Result" account has no balance at the end of the year, as it
transfers its summary information to the "National Wealth"
macroeconomic account.

The information flows of the initial and intermediate
stages of production are summarized in the debit part of the
suggested “Gross Outcome” account, and the credit represents
the intermediate and final consumption, after which the
account is closed.
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<pwgyw Uwpqujut
Suwnbiuwghwunipjwu dwghuwnpnu, Uwulwn Mbwnbppnipgh
whnwywu nunbuwghnwwt hwdwjuwpwu

UuRaUu3h1l <Uurusnkrfe-3utL drhuutiuuut AUPUUL
<hULULPPLENE

<hduwpwnbp pwnbp - wgqwjhtu hwohyubp, dwypn W
dhypn hwoqwndwu ubpnwouwlbignd, wqgquwiht hwpuwnnt-
Rwu swihnd

Uwypninuinbuwlwu nbnblwwndniypiwu dogpnnieniup
twwbu Ywjujwsd £ dhypnuinunbuwlwu hwppnipniund duw-
ynpynn wbinbywundwlwu hnuptiph dLwynpdwtu hwyjwuwnp-
nigyniuhg: Wn hul wywwbwnny, swihwqwug Yupunpynid
dwypnununmbuwlwu hwppenieniund  Yhpwnynn  wqguihu
hwohdutiph W dhypninuinbuwwu hwppnieinitund ogunwnnd-
ynn hwoqwwwhwlwu hwohyubiph hwdwfudpnidp b ubpnwsg-
uwybgnudp: <nnywdnud ubpyuwywgynd £ YpYuwyh gpwug-
dwu hpdwt Jpw dwypnununbuwlwu hwohyubph Jupdwu
unp dbpnnwpwunteiniu, nph wpryniupnud htwpwypnpniu
uinbindynwd wqguwjhtu wnuwnbunyeniup ubipywjwgub] hwoyb-
lgnwyht: dnnbiny, htswhuht £ Yuqdwyipunipgywt wlnhy-
ubiph nt wwuhyubiph hwjwuwpwyznnwip: Wu nbiwypnd wg-
gwjht hwpuwniejniup hwwnny dwypninunbuwlwu hwohy-
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ubpny hwywuwpwlonynud £ dwypnintunbuwwu wlynmhyub-
nh hGuwn:

Ipaubs CaprcsH
Maructp akoHommnyecknx Hayk, CaHkT-lNeTepbyprckuii
rocylapCTBEHHbI SKOHOMUYECKUIT yHUBEPCUTET

NMPOBJIEMbl PUHAHCOBOIO USMEPEHUA
HALLMOHAJIbHOIO BOTATCTBA

KnroueBble cnoBa - HaluWOHa/IbHbIE CHETA, FAPMOHU3ALLMUA
Makpo M MMKPO Yy4eTa, M3MEPEHUE M YYeT HaLMOHANbHOro
borartcTea

TOYHOCTb MaKpPOIKOHOMMYECKOW WHAOPMALLMK  CyLLLeCT-
BEHHO 3aBWUCUT OT HaAEKHOCTU WHPOPMALMOHHbBIX MOTOKOB,
chopmupyembix B MUKpO3KOHOMMUecKoi ccpepe. [Mo 3Toi npu-
YMHE KOHCONMOALMA W COrNacoBaHWE HALMOHANbHbIX CYETOB,
MCMONb3yeMbIX B MaKpO3KOHOMUYeECKol cdoepe, U CHETOB, Mpu-
MEHAEMbIX B MWKPO3KOHOMWYECKON cpefe, MMeeT nepBocTe-
neHHoe 3HavyeHue. B ctatbe npeacTaBneHa HOBaA METOLONOMMA
BElEHUA MaKpPO3IKOHOMMUYECKON yyeTa, OCHOBaHHaA Ha [BOIHOM
3anucuK, KoTopasa CO3JaeT BO3MOMHOCTb MNPeacTaBUTb S3KOHOMM-
Ky CTpaHbl C Ucnonb3oBaHuem 6anaHCOBOW MOAenM, Takoi Kak
TpaguumnoHHaa GanaHCMpoOBaHUA aKTMBOB M MacCUBOB OpraHu-
3aumn. B 3tom cnyvae, HaumoHanbHoe 60raTCcTBO Ha cneuu-
aNbHbIX MAKPO3IKOHOMMYECKUX cyeTax MpeacToBnAeTcA cbanaH-
CMPOBAHO C MaKPO3KOHOMUYECKUMMN aKTUBaMM.

Lbpluywgyby £' 04.03.2020 pe.
Cunniidty b yppywgpnipqut’ 25.03.2020 p.
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