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CONTEMPORARY ISSUES RELATED TO FINANCIAL
COMPONENTS OF
SUSTAINABLE DEVELOPMENT IN ARMENIA

Abstract: Ensuring the security of the financial system of the
Republic of Armenia requires taking into account the peculiarities of the
different segments of the financial market currently formed in the
country, their different levels of development. At the same time, taking
into account, on the one hand, the legislative-legal bases of the financial
system regulation, as well as the internationally learned experience
gained in this field, it is necessary to work out the priorities of ensuring
the security and development of the financial system in the country.

Keywords: financial markets, stress-tests, local budgets, territorial
development

JEL classification: E20, E27

Research aim: to emphasize the significance and the role of
financial components to ensure and maintain a permanent process of
sustainable development in the Republic of Armenia.

Research hypothesis: other terms of competition being equal,
acquired level of competitiveness may be lost while not paying keen
attention to the risks associated with the financial components and
preconditions of sustainable development.

Research novelty: taking into account the major trends and
developments following the global financial crisis an increasing impact of
financial markets on economic progress and competitiveness on local,
regional and global levels is justified based on the experience of
developing and developed nations in a global marketplace.
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Introduction

The main driver of economic progrees is the ability of the nation to
compete in local, regional and global markets. Therefore, the continuous
improvement of the level of competitiveness of the country's economy is
conditioned by the efficiency of the financial system developed during
the given period. It is obvious that without a developed and stable
financial system it is impossible to ensure the dynamic development of
other sectors of the economy.

Research results

In order to assess the financial system's stability and security, stress
tests are widely used in the international arena, which allow to assess the
losses of the financial system or its individual participants in the event of
possible shock scenarios and to move to the next stage of financial risk
management [1]. Policies to ensure financial security, depending on the
situation in the system or possible developments, may assume a non-
standard and non-routine set of steps. In particular, if the indicators of
the financial system are at an acceptable level, then the relevant policy in
this case is of a preventive nature. Such a policy implies continuous
monitoring of a number of macroprudential indicators, assessment of
external risks affecting the efficiency of the financial system. Preventive
policy is essentially aimed at ensuring financial stability through the use
of current control and regulatory tools in the system [2].

e Fluctuations in the financial system, being within the allowable
range, can at the same time be likely to deviate from it, which can
lead to the disruption of the activities of any part of the financial
system or the non-financial relations already established in it. To
avoid this, new financial market regulation tools, new risk
assessment methods, new asset loss and capital adequacy
requirements, and, in general, approaches to financial system
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stability guaranteed by reputable international institutions should
be applied. In other words, such a policy implies not only the
expansion and modernization of the existing toolkit, but also the
formation of the necessary regulatory framework [3].

From the point of view of financial security, there are possible
cases when the fluctuations of the financial system are beyond the
allowable level, and the system is not able to perform its functions
of financial intermediary and payment and settlement. In such
cases, the policy should be of a restorative nature, including a set
of steps to overcome the crisis. As an important component of
anti-crisis measures can be the expansion of the ability of
commercial banks to obtain borrowed funds, the provision of
emergency liquidity within the function of the last resort lender,
etc. These other solutions stem from the lessons of global crises
that can be localized in modern times, in line with the specific
conditions of the country and current challenges [4].

Currently, the state, economic entities, organizations and citizens
are important actors in the financial system. As for the relations
arising in the process of formation and use of monetary funds,
they can be conditionally classified according to:

State and enterprise: they include the system of payments to the
state budget, various funds of state organizations, and owing to
them, the centralized state income is formed.

Business entities: they are formed on the basis of contracts
containing mutual payment obligations;

organizations, banks,

economic entities and their structural subdivisions,

State and NGOs;

State and population - in connection with different types of
transfer payments to the population.



Relationships between these groups vary from country to country.
The effectiveness of the latter largely depends on both the complexity of
the settlement of these relations and the level of development of the
financial system. Banks operating in Armenia are the largest financial
institutions of the country's financial system, which currently hold more
than 85% of the financial system assets [5].

The key players in the banking system of the country are the Central
Bank, commercial banks, their branches, operational offices, as well as
branches and representative offices of foreign banks. The main activities
of banks, as a rule, include opening bank accounts - maintaining,
providing loans, accepting deposits, as well as providing payment
instruments - servicing. Of course, commercial banks can also make
investments, carry out checks and foreign exchange operations, and
provide other services. The activity of banks in the territory of the
Republic of Armenia is regulated by the laws of the Republic of Armenia
"On Banking", "On the Central Bank of the Republic of Armenia", "On
Bankruptcy of Banks", "On Banking Secrecy", and in the cases envisaged
by them, by acts.

Payment systems play an important role in the implementation of
monetary policy and have a significant impact on financial security. That
is why the Central Bank should pay special attention to the payment-
securities settlement systems of systemic importance, as well as to the
telecommunication networks that ensure their operation.

The most important factor in the formation and development of the
monetary system is the choice of monetary policy and the choice of the
regime. It is of great importance for the development of foreign
economic relations; it creates the necessary and sufficient conditions for
comparing and converting the real values of the currencies of different
countries.

The International Monetary Fund (IMF) distinguishes between fixed
exchange rate and transitional floating exchange rate regimes. The
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Central Bank of Armenia pursues a policy of free floating exchange
rates. The intervention of the Central Bank in the foreign exchange
market is carried out for the purposes of monetary policy. Based on the
exchange rates in the market, the Central Bank publishes the average
exchange rates of the Armenian dram against the foreign currency in the
foreign exchange markets.

It can be noted that in international practice, depending on the
specifics of economic relations, different models of financial market
regulation stand out.

In the USA, Spain, Cyprus, Portugal, Finland, Romania, Lithuania,
Luxembourg, and partly in Italy, each segment of the financial market is
controlled by a separate body. With this option, the probability of
effective regulation of certain segments of the financial market increases.
The disadvantage of this model is that it is not always possible to reach
an agreement between all the bodies in the process.

According to another model of financial market regulation, the
resulting transactions are divided between the two branches of
government. This option is used in Canada and the Netherlands.

In Germany, Denmark, Austria, Switzerland, Japan, as well as in
Armenia, the financial market regulation functions are concentrated in
one body. In the Republic of Armenia, such a body is the Central Bank,
which, as the strcuture in charge of financial security, pursues the goal
of establishing a joint, independent, effective control system, as well as
the protection of consumers' rights and legal interests in the process of
providing financial services.

Financial system-specific regulation and control requires assessing
both the risks inherent in different segments of the financial market and
their impact on other segments of the financial market. Even when the
effects of certain segments of the financial market on each other are not
obvious, the risks inherent in one segment can significantly affect the
performance of other segments. That is why the role of joint regulation

10



and control is sharply increasing not only in ensuring financial security,
free competition for financial market participants, but also in protecting
the interests of financial market customers.

The model of a unified settlement system was first introduced in
Western European countries. The transition to this model was mainly
due to the need for effective control over financial institutions,
overcoming the effects of financial crises, as well as the rational use of
resources.

Ensuring financial security is one of the most important tasks of any
country, because it is impossible to achieve manageable inflation, low
unemployment, high economic growth without a developed, stable
financial system. The World Bank, the International Monetary Fund, and
the central banks of many countries publish annual financial stability
reports. At the same time, it is possible to take into account 2020 impact
of the epidemic on financial security and the possible implications [7].
Following the publication of the IMF Guidelines in this area, Armenia also
began to submit such reports. The reports present the Central Bank's
assessment of the financial stability in the country for a certain period of
time, the existing and potential risks, the measures taken to prevent
them, etc. The publication of the report allows raising the level of
awareness of financial institutions, enterprises, businesses and the
population, ensures the transparency of the activities of both the central
bank and other parts of the financial system. The information provided
on potential risk sources and financial security vulnerability reports is the
basis for making the right decisions in the event of ambiguous
developments.

A study of different regulatory models shows that in countries with
different political structures and financial markets, only one of them can
work with some efficiency. In the conditions of peculiarities typical for
the Republic of Armenia, it is more preferable to use the model of
unified regulation of the financial market, which allows to:
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Assess the real impact of possible shocks on the financial market,
"effectively distribute risk across different sectors";

Develop a more effective risk management policy; financial
services control approaches;

Expand the capabilities of the mega-regulator in agreement with
the activities of regulatory bodies, avoid unnecessary oversight
functions;

Increase opportunities for common approaches, information
processing and use;

Increase the level of responsibility of the regulator in decision
making;

Ensure the rational use of human resources, state resources and
savings.

It should be noted that a disproportionate increase in the powers of

the Joint Supervisory Body may lead to a monopoly on oversight

activities, diverting the regulatory body from its core functions.

In general, the results of the analysis of the financial system

regulation models show that in order to increase the efficiency of the

mega-regulator, it is necessary that the tasks and goals set by the joint

regulatory body be clearly defined and their priorities be determined.

As for the means aimed at strengthening the financial system, it can

be distinguished as such.

increasing the efficiency level of the tax system, reducing the
number of taxes and increasing the level of their collection;
development of non-inflationary financing methods for budget
deficit;

effective redistribution of financial resources based on national
preferences;

implementation of national defense strategies and related to them
expenditures;

introduction of a mechanism for controlling the use of budget
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funds;

e targeted financing of public expenditures with a provision of
budget assistance to enterprises and organizations only in
accordance with the approved programs, in the conditions of
simultaneous regulation of state financing of program-targeted
expenditures.

To all mentioned points the co-financing of certain private business
projects by the Government of the Republic of Armenia in the last year
can also be added, which allows to gradually return the share of the
state, to improve financial security at the micro level. It is desirable to
consider and apply success stories that are widely used in international
practice: success stories [0].

In the field of monetary relations, in order to ensure the reliable
operation of the Armenian banking system, the main means require:

o Ensuring stability of the national currency - the AMD,

e Reliable organization of payment and treasury services systems,
including technical protection of banking telecommunications
funds from unauthorized access, and the neutralization of criminal
elements of investment in bank documents;

e Use of simultaneous and effective means to protect the interests of
bank depositors

In order to reduce the disparities in the development rates of a
number of communities in the field of balanced development policy, a
rational strategy of combining the state, communities, economic and
other interests must be developed in order to ensure the unified
development of the country. It should be based on limiting the role of
state bodies in the economic processes of the territories at the local
level, on concentrating their efforts on the creation and maintenance of
market mechanisms, and on the implementation of a common economic
policy. In the process of enlarging the communities, it is necessary to
conduct a systematic-scientific substantiation of the division of territories
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based on the conditions of their level of socio-economic development, to

ensure the development of criteria for communities with low levels of

development, legislative strengthening, provision of state aid. A series of

support to communities with particularly difficult economic conditions,

social upheavals in the direction of low living standards of the

population, prevention of activation of own sources in the given regions.

Therefore, the priorities of the state strategy in this sphere should be:

reorganization of community farms with priority given to the
development of local industries;

restoration and activation of agro-industrial communities
specializing in agro-products processing, as well utilizing of
community's own resources;

overcoming the shortages in resources in communities with
extreme conditions, creating sufficient conditions for natural
growth;

development of new types of various production complexes of
regional importance, which are oriented towards the production
and sale of products in accordance with market requirements,
mainly by implementing decentralized investment projects;
development of inter-community infrastructure systems (transport,
communication, information technologies).

The main forms of state participation in the regulation of territorial

development can be:

redistribution of state orders for delivery of products for national
needs;

participation in separate structural investment investment projects
using competitive and  contractual systems for their
implementation;

implementation of state support for community development
programs;
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e the interaction of communities and state budget systems for
material support.

Conclusion

The significance and the role of financial components grows since
the last global financial crisis. Therefore, the government needs to take
precise measures to ensure and maintain a permanent process of
sustainable development in the Republic of Armenia. Business circles
face new realities, particularly, taking essential risks to maintain certain
levels of competitiveness whithout careful study, assessment and analysis
of threats related to the financial markets and other risks of sustainable
development. In addition, the major trends and developments following
the global financial crisis have an increasing impact on economic growth
and competitiveness on local, regional and global levels.

Thus, ensuring the security of the financial system of the Republic of
Armenia requires new approaces considering the peculiarities of the
different segments of the financial market currently formed in the
country, their different levels of development. At the same time, taking
into account, on the one hand, the legislative-legal bases of the financial
system regulation, as well as the internationally learned experience
gained in this field, it is necessary to work out the priorities of ensuring
the security and development of the financial system in the country.
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REPRESENTATION OF FIXED ASSETS FAIR VALUE
ACCORDING TO ACCOUNTING STANDARDS

Abstract: When presenting assets at fair value, International
Accounting Standards should not necessarily reflect the concept of
prudence. In particular, the usefulness of property, plant and equipment
for long-term use should not be used as a basis for determining the fair
value of an asset, as the discounted cash flow expected from further use
of the asset, more often than not is incompatible with cash received from
the sale of an asset in a normal transaction.

Keywords: international accounting standards, fair value of assets,
reevaluation, double entry, prudence concept

JEL classification: M40, M41

Research aim: to present the problems of valuation fixed assets in
accordance with international accounting standards.

Research hypothesis: prudence concept is not always reasonable
for estimation of assets and reflecting on inefficient decision making
among accounting information users

Research novelty: it is not always the case, that the principle of
conservatism is applied, when estimating fair value of fixed assets for
long-term use.

Introduction
International Financial Reporting Standards, which came into force
in the 1990s, were originally intended to provide users with realistic
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information, that would enable them to make sound decisions. Particular
emphasis was placed on the principle of prudence, which is still
considered one of the cornerstones of building standards. When
applying it, overvalued assets or undervalued liabilities are not allowed
[1].

Literature Review

Accounting is about being careful not to overestimate assets or
income, also liabilities and expenses underestimated, while not
intentionally underestimating assets and income, and intentional
overstatement of liabilities [2].

Consequently, when maintaining accountability, entities present in
their financial statements information, that is not in their best interests,
as it presumably reduces the fair value of the assets. On the other hand,
the users are not artificially presented with the share of the fair value of
the asset that is “hidden” in the reporting requirement.

In addition, there is a time gap between the benefits and losses
recorded in the financial statements. It is from this principle, that the
resulting loss should be directly recorded in the financial results of the
organizations, even if the related transaction has not yet taken place, and
in the case of a profit, there should be no urgency; we should wait until
the transaction takes place. A good example of this is the formulation of
the results of revaluation of fixed assets, according to which the
impairment loss should be immediately attributed to the financial results
of the reporting period, and the increase in revaluation should be
attributed to the entity's equity [3].

In our view, these temporal differences in financial results from the
concept of prudence may have some influence on the decisions of users
of information. After all, fixed assets are non-current assets, at least for
a long time, they will not be alienated or traded. So, why should
impairment losses be attributed directly to the financial performance of
the reporting entity's rather than equity, as is the case with revaluation
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gains? In this case, the report provides the user with information on a
double standard, which may cause confusion in the management
decisions made by him.

Moreover, in the case of inventories, when, based on the prudence
concept, the standard requires the presentation of fair value less the
actual cost of residues and net realizable value, [4] this time without
taking into account the short useful life of inventories. And even if
circumstances are created that contribute to the devaluation of stocks,
the previous deflation results of stocks are clarified, and reversals of
formulations are made. It follows, that year-on-year inventory balances
can be re-evaluated multiple times, causing significant confusion in the
decision-making process of users of the published financial reporting
information.

Research Methodology

In accordance with International Financial Reporting Standards, the
fair value is the amount, that would have been received from the sale of
an asset in a common transaction or would have been paid for the
transfer of a liability in a ordinary transaction at the measurement date
[5]. Therefore, the principle of accountability is somewhat at odds with
this requirement of the standard, as the fair value of the asset is often
presented without taking into account the time of the usual transaction
or the " at arm's length" approach in the market.

Thus, the organization in January 2019, it bought a conveyer line
with a 10-year operation period, the alienation costs of which will make 3
million drams at the end of the operation. In December 2021, it turned
out, that the real value of the conveyer line in the market has risen by
5%. At the same time, another circumstance emerged. A solid competitor
has appeared in the market, which produces the same product, as a
result of the organization's conveyer line capacity has decreased from 4
million drams per year to 2.6 million drams outcome. The bank deposit
rate is projected at 10% for the next seven years.
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If we are going to follow the international accounting standards, in
2021 we have to formulate two contradictory correspondents on assets.
On the one hand, in accordance with IAS 16, the revaluation of the asset
will increase, and the result will be the increase in the capital of the
organization during the reporting period [6]. On the other hand, IAS 36
will impair the asset as there is an indication that the carrying amount of
the asset exceeds its recoverable amount. In this case, for the same
asset, the impairment result for the same reporting period will be
recorded in the entity's financial results as required by IAS 36 [7].

Value in use of the asset = present value of future cash flows that is
expected to be received from the operation of the asset = 4.88 (annuity
ratio 10% and 7 for the remaining years of operation) x 2.6 = 12.7
million AMD

Fair value of assets = (20 - 20 / 10x3 years) x1.05 = 14.7

Fair value of assets - alienation costs = 14.7 - 3.0 = 11.7 million AMD

Recoverable amount = (fair value - alienation costs) and maximum
useful value = 12.7 million drams

According to IAS 36, amount of asset impairment (December 2021)
=14.7 - 12.7 = 2 million AMD

According to IAS 16, asset price increase (December 2021) = (20 -
20/ 10x3 years) x 0.05 = 0.7 million AMD

Naturally, such an ambiguous assessment of the fair value of a flow
line can confuse users of financial statements and negatively affect their
decisions.

Thus, the results of the revaluation of the asset L the fair value
valuation will be presented on January 1, 2022 in the following
accounting records:

- Asset involvement from suppliers (January 2019)
DR Fixed Assets ............ 20
CR Liabilities to suppliers ... 20
- Formulation of accumulated depreciation of assets for three years
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DR Overhead costs ............... 6 (20/10 x 3 years)
CR Accumulated depreciation ................ 6
- Recognition of 5% growth of the market value of the conveyer line on
December 31, 2021 on the initial value depreciation
DR Fixed Assets .............. 1,0 (20x0,5)
CR Capital growth from asset revaluation ...... 1.0

DR Capital growth from asset revaluation.. 0.3
(6x0.05)
CR Accumulated depreciation............................. 0.3

- Impairment of the asset by 2 million drams or 13.6% [(2: 14.7) x100] at
the end of the reporting period (December 31, 2021), when the revalued
value of the asset decreased from 21 million AMD to 18.14 million AMD.
The accumulated depreciation decreased from 6.3 million AMD to 5.44
million AMD.

DR Capital growth from asset revaluation..... 1,0
CR Fixed assets ... 1,0 (reversal of the first revaluation
increase)
DR Accumulated depreciation..................ccccceeveeiieieen. 0.3
(reversal of the first revaluation increase)
CR Capital growth from asset revaluation.... 0.3

DR Losses from revaluation of assets .......... 1,86
CR Fixed assets ...... 1,86 (21-1-18,14)

DR Accumulated depreciation ............. 0.56 (6.3-0.3-5.44)
CR Benefits of Revaluation of Assets ...... 0.56
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Conclusion

One of the pillars of building international accounting standards is a
prudence concept, the purpose of which is to prevent asset overvaluation
and to provide users with information at fair value. However, in some
cases, the recording of non-current assets at fair value involves a greater
amount of impairment, especially in case of long-term usefulness of the
property, plant and equipment is assessed. In this circumstance, the
validity of the presentation of the non-current asset at fair value is
somewhat violated. Consequently, its will be reasonable in accounting
standards settings regulation approaches for useful life observing of non-
current assets fair value assessments.
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MPOBJIEMbI MPEACTABAEHNA CMPABE[IMBOIA
CTOUMOCTUN OCHOBHbIX CPE,CTB B CTAHOAPTAX
BYXTANTEPCKOI'O YYETA

KnioueBble cnoBa - MexpayHapogHble cTaHAapTbl byxranTepckoro
y4yeTa, crpaBeAMBas CTOMMOCTb aKTMBOB, NepeoLeHKa, [BOoiiHaA 3anuco,
MPUHLMN KOHCEpBaTM3Ma

Mpn npepcraBneHuyM akTMBOB MO  CMpaBeAnMBON  CTOMMOCTM
MempyHaponHble cTaHBapTbl ByxranTepckoro yyeta He [OMMHbI OfHO3-
Ha4HO NMPUMEHATb KOHCEPBATUBHYHO KOHLENUWIO byxrantepckoro yyeta. B
4aCTHOCTW, HeLLenecoobpasHo MPUHMMaTb MONE3HYID CTOMMOCTb OCHOB-
HbIX CPEACTB [AONrOCPOYHOIO WCMOAb30BaHWA B KayeCTBe OCHOBbI AfA
onpejeneHna CnpaBefnBoii CTOMMOCTU, MOCKONbKY ANCKOHTUPOBaHHbIN
AEHEMHbIN NOTOK, OMUAAEMbIl OT AanbHELLIero UCNoNb3oBaHNA aKTKBa,
3a4acTyl0 HECOBMECTMM C [OEHEMHbIMW CPEACTBaMW MOMYYEHHbIMU OT

NPOoAaMXM aKkTMBa Ha BaHHbI MOMEHT.
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INTERNAL CONTROL SYSTEM IMPLEMENTATION ISSUES
IN THE ORGANIZATION

Abstract: The object of the presented article is the internal control
and controlling systems of the organizations. The theoretical,
informational and methodological basis of the article were the Quality
Management System within the framework of ISO 9001: 2015 Standard,
Accounting and Audit standards and regulations, etc. Each systems’
features, roles, purposes, structures, functions and stages of
pergomance were studied to find out the issues of the need for joint use
of the control systems. The impossibility of perceiving the same the
above mentioned systems was substantiated.

Keywords: Internal control system, controlling system, risk
management, control insurance, quality assurance of managerial
decisions.

JEL classification: Q14

The objective of the research: Carry out internal control and
controlling systems’ features identification and comparative analysis.

Research hypothesis: Resource constraints, globalization, and
other modern challenges of the global economy are forcing organizations
to look for alternative ways to develop sustainability in contrast to
constantly injecting resources into the organization. The above
mentioned hypothesis is subject to be done within the framework of
competent management by improving the quality of control.

Novelty of the research. The internal control and controlling
systems peculiarities and the expediency of joint use within the
organizations were revealed.
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Introduction

There are a number of reasons for the interest in controlling:
particularly, organizations need to increase efficiency by identifying the
potential of internal resources. The head of organizations are more likely
to invest in the managerial accounting (which is the basis of controlling
and often it is perceiving it as the same) and budgeting [1]. Changes in
the Quality Management System have played a major role in motivating
the above, from I1ISO 9001: 2000 to ISO 9001: 2015, emphasizing the
need for effective controlling of the organization in the modern
conditions. In addition to this, ISO 9001: 2015 has emphasized the risk
management focus, which is an innovation that did not exist in ISO 9001:
2008 [2]. The controlling and internal control systems faced issues of
comprehensive risk identification and management.

The objective of this article is to carry out a comparative analysis of
Controlling and Internal Control System (ICS) substantiating the need for
effective presence of each for normal operation in the organization.

The relevance of the article lies in the fact that in the Republic of
Armenia the ICS is mostly imagined within the framework of internal
audit functions, as there is an insufficient level of study of the features of
the functions in the scientific and practical platforms of ICS and
Controlling systems. Taking into account the above-mentioned, the
article tries to substantiate the necessity of joint use of the mentioned
two systems, clearly understanding the role of each.

Research methodology
All organizations should have an internal control system, regardless
of their sphere, organizational, legal framework and the scope of
activities. However, each organization builds its own ICS based on the
organization specification and on the risks threatening the organization.
The key issue of the ICS is the effective organization of internal
audit, that is, establishing control over the assets use efficiency at the
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disposal of the organization, approving the implementation of internal
control procedures, assessing the quality of managerial information, etc.
The task of internal audit is to ensure compliance of financial
statements with international accounting standards, laws, regulations, to
develop internal auditing standards, etc. The organization's accounting
policies should include in the ICS. Establishment and further
development of the ICS is regulated by the country’s law. In particular,
in Russia, the ICS received mandatory status in 2011 [2]. The issues of
corporate governance are always in the focus of the Basel Committee,
and all agreements provide the need of the internal control system,
advising the measures to strengthen the latter, particularly for the
banking system. The Basel Committee, analyzing the problems faced by
commercial banks, concluded that their source was the shortcomings in
the internal control system [3]. The Basel Committee recommends that
the management of the commercial bank, the internal and external
auditors pay more attention to the stabilization and strengthening of the
ICS, as well as to evaluate its effectiveness on a continuous basis.
Disadvantages of the ICS can directly lead to large losses for commercial
banks [4]. The Republic of Armenia, through the Central Bank of the RA,
is following the agreements of the Basel Committee and is gradually
implementing them. Recent changes in the ICS have been related to the
introduction of three levels of protection in organizations [5]:

e Control of previous and current periods;
e Introduction of independent monitoring measures for ICS;
o Evaluation of the complexity and efficiency of the ICS.

Research results
Modern controlling system is a managerial function, which is called to
create processes and systems, which will be regulated by targeted
parameters.
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The ICS is an observation of the actual values of the parameters, in
the sense of being included in the controlling system, as it is not possible
to manage the target parameters without actually reversing them [6].
Internal control system should be exercised at all levels of the
organization management.

The ICS and Controlling are different processes. ICS, being the
ultimate service of management, completes the control process; its task
is to fix the actual indicators. Controlling is an active participant in the
control process, designing the process design, developing the system of
indicators, defining the target values, the further consideration of which
will ensure the implementation of the strategic goals of the organization.
The control function in management is aimed at identifying the
shortcomings of the previous three functions: planning, organizing and
managing, in order to correct them in the future. Controlling is the
creator of an effective control system. Post-certification in the case of
controlling is only intended to identify lost opportunities, while the
function of the ICS is immediate post-certification.

Based on the above definitions of ICS, it becomes clear that
controlling is intended to find new ways to develop an organization, to
predict the economic situation (to do predicttion is needed the
economist's broad vision and analytics skills), to improve the cost-output
ratio, regardless of the possible risks, and the ICS works to manage
risks, predicts them, and looks for ways to insure against adverse
outcomes.

Taking into account the above, it becomes clear that these two
systems are different, but only their joint application can provide
organizations with stability on the one hand, normal operation, on the
other hand, give the organization an opportunity to develop by taking a
reasonable amount of risk. The following is a list of comparative analysi
of ICS and Controlling: Table 1.
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Table 1. Comparative analysis of ICS and controlling systems

Comparison | ICS Controlling system

features:

Definition The ICS is a system of | Management tool based on
internal organizational | information base, which is
structure of financial aimed at identifying the
infrastructure, unfavorable situations of the
business processes, organization, providing
risk management information to the
system, accountability, | management and, most
as well as control importantly, as a
measures. consequence, forecasting the

activities of the organization
and possible development.

Purpose e Operational ¢ Ensuring control

e Informational ¢ Ensuring effective
e Compliance management
¢ Quality assurance of
managerial decisions
based on monitoring of
changes in internal and
external environments.

Issues Comprehensive supply | Diagnosis of the actual state of
of information to the the organization, comparison
management system with the forecast,
for effective decision identification of patterns and
making (3). trends, forecast of external-

internal factors that negatively
affect the organization.

Functions e Controlling ¢ Coordinating

¢ Analytical ¢ Analytical

¢ Regulating ¢ Controlling

e Informational e Predicting

e Control system ¢ Defining the goals of the
Structure ¢ Risk assessment organizations, formulating
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¢ Controlling the tasks

function e Managerial and financial
¢ Information and accounting
communication e Planning
system
e Monitoring
Employee All employees are Officials, managers,
involvement | involved in the ICS in controllers are involved in the

accordance with their | controlling system.
responsibilities and
functions

Table 1 states that all employees are involved in the ICS within the
scope of their powers, responsibilities and functions. The controller is
responsible for the controlling system. The controller must have
analytical skills, organizational skills, be a prudent economist. Employees
involved in ICS must have strong knowledge and a willingness to adhere
to the regulations. The activities of the controller cover all levels of the
organization hierarchy. The role of the controller functions in the
controlling system have clear difference from the ICS [7]. The activity of
the controller manager has its peculiarities, and their combination is the
controlling system.

Effective control can be established on the basis of an effective
managerial accounting system. The end result of effective control is the
reliability of the reporting information, as evidenced by the internal audit
reports and the relevant external audit report.

A clear illustration of the differences between the ICS and the
controlling is the fact that the ICS consists of internal audit and
management control subsystems. In this context, the ICS partially
becomes a body that collects reliable data, which subordinating to
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internal audit, insures company from the outflow of resources and
ensures a positive conclusion of further external audit.

MANAGER CONTROLLER

" Responsible for: Responsible for:

- Result
- Project

- Infrastructure

- Successful outcome

- Information service
- Decision making service
- Transparency of the
coordination service

Figure 1. Controlling as a intersection of manager and controller
activities

Conclusion

Organizations are constantly trying to improve their controlling
systems for the development of organization’s operations. The
comparative analysis of the ICS and controlling systems showed the
difference and the need of joint use in the organization. Small
organizations in the Republic of Armenia have partly a ICS, the emphasis
of which is internal audit. Medium-sized organizations have most of the
elements of a well-established, complete ICS available in the Financial
Control Division. In most of the commercial organizations of the
Republic of Armenia, there are no well-established two jointly implemen-
ted systems due to the lack of a clear idea of their differences and the
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lack of a positive idea of their existence. The situation in the financial

system, particularly in commercial banks, is different, as the latter are

guided by the directives of the Central Bank of Armenia, which in turn

stinks of the Basel Committee agreements. As presented in the article,

the Basel Committee emphasizes the need for a controlling system in

organizations, considering the latter as one of the main preconditions for

identifying the potential of the organization, efficient use of resources.
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MPOBJIEMbI NPUMEHEHUA CUCTEMbI BHYTPEHHEIO
KOHTPOJA HA NPEANPUATUAX

KnioueBble cnoBa - Cuctema BHYTPEHHErO KOHTPOMA, CHUCTEMA
KOHTPO/MNWHra,  ynpaBneHue  puckamu, obecrieyeHne  KOHTPONA,
obecneyeHve KauyecTBa yrpaBneHYeCKNX peLLeHnit

O6beKkTom NpepcTaBneHHOW CTaTbu ABNAKOTCA CUCTEMbI BHYTPEHHErO
KOHTPONIA U KOHTPOMNMHIra Ha NPeAnpuATUK. TeopeTuyeckol, nHdopma-
LIMOHHO-METOLONOrNYECKO  OCHOBOW  cTaTbu  nocnysunn  Cuctema
MeHefMMeHTa kadyecTBa B pamkax ctangapta ISO 9001: 2015, craHpapTb!
n npasuna byxrantepckoro ydeta, ayauta v T.4.. C Uenblo BblACHEHUA
BONPOCOB HEOHXOZMMOCTU COBMECTHOrO ucnonb3oBaHua CBK n cuctembl
KOHTPON/IMHraHa NpeanpuaTUAX Oblnn M3yyeHbl OCOBEHHOCTH, porb,
Lenb, CTPYKTYpa, (OYHKLMM U 3Tanbl MOCTPOEHUA KamA0N CUCTEMBI.
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NEW APPROACHES OF LEASE ACCOUNTING

Abstract: This article is about a widespread and highly successful
economic institution that has been largely overlooked in both economic
and legal literature: leasing.

Leasing is a flexible solution that allows entities to access and use
property and equipment without needing to incur large cash outflows
and it enables lessees to address the issue of obsolescence and residual
value risk. Leases are very common in the banking and capital markets
sector and IFRS 16 implementation has had a significant impact on the
credit institutions’ operations and financial statements.

In January 2016, the International Accounting Standards Board
(IASB) issued IFRS 16 “Leases”, which will replace the current standard
IAS 17 “Leases”. IFRS 16, whose application is mandatory for annual
periods beginning on or after January 2019, sets out new rules for the
recognition and measurement of leases, leading to a change of value for
the elements recognized in the financial statements, as well as for the
financial indicators calculated based on these.

Keywords: IFRS 16, IAS 17, Finance lease, Operating lease, Right of
use, lessees, lessors, modification

JEL classification: M 42

Research aim: The aim of the research is to present the
specifications and modifications of the IFRS 16.
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Research hypothesis: It is hypothesized that the recognition of the
right-of-use asset considers one of the main calculations in the IFRS 16.

Research novelty: In this research, we have highlighted the
specifications of a new adopted standard called IFRS 16, Lease.

Introduction

All companies need different types of assets to sell goods or provide
services to their customers. Each company has two ways to use the
assets: buy or rent. In many cases, companies prefer to rent the asset
rather than buy it, as it does not require one-time payments. That is why
the term lease is used in accounting, which is one of the most important
concepts.

The lessee for a contract that contains a lease component and one or
more additional lease or non-lease components, a lessee shall allocate
the consideration in the contract to each lease component on the basis of
the relative standalone price of the lease component and the aggregate
standalone price of the non-lease components. The lessor is typically the
owner of the asset and gets it back after the lease expires [1].

Research results

Although leases have existed in human history for a long time and
have different descriptions, let’s bring up some examples of the lease
definition, in the ancient Babylonian cuneiform tablets the lease was
defined as agricultural land, urban dwellings, and personal property [2].
In civil law countries, leases came to be regarded as a special form of
contract [3]. Nowadays leases are used to make a legal agreement by
which money is paid in order to use land, a building, a vehicle, or a
piece of equipment for an agreed period of time [4].

In the new IFRS 16 standard, there are two classifications of lease:
Finance lease and Operating lease, if the lease is classified as a finance
lease, then if it transfers substantially all the risks and rewards incidental
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to ownership of an underlying asset. If it’s classified as an operating
lease if it does not transfer substantially all the risks and rewards
incidental to ownership of an underlying asset [5]. The purpose of this
standard is to ensure that lessees and lessors provide relevant
information that accurately reflects those transactions. The provided
information considers basic information for financial statements users
because it gives the possibility to evaluate the impact of leasing on a
company’s income statements, balance sheet, and cash flow statements.
In applying this Standard, the company should take into consideration
the terms and conditions of the contract, all relevant facts, and
circumstances.

Lease modifications are defined explicitly in this standard as being a
change in the scope of a lease or the consideration that was not part of
the original terms and conditions of the original lease contract. So, it
means that you have to add a right-to-use asset or even more, or that
you reduce certain space that you have, or that you make the term of the
lease longer or shorter than initially anticipated. That’s the change in the
scope of a lease and after that, if you have a lease modification, it kind of
matters whether it would be regarded as a separate lease or whether it’s
indeed a modification of the original lease contract.

As we mentioned the purpose of the standard, let’s introduce some
of the most used terms in the IFRS 16 standard:

e Commencement date: The date on which a lessor makes an
underlying asset available for use by a lessee.

e Lease term: The non-cancellable period for which a lessee has the
right to use an underlying asset, together with both: (a) periods
covered by an option to extend the lease if the lessee is reasonably
certain to exercise that option; and (b) periods covered by an
option to terminate the lease if the lessee is reasonably certain not
to exercise that option.
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¢ Fixed payments (including in-substance fixed payments), less any
lease incentives.

¢ Residual value guarantees A guarantee: made to a lessor by a
party unrelated to the lessor that the value (or part of the value) of
an underlying asset at the end of a lease will be at least a specified
amount.

¢ Unguaranteed residual value: that portion of the residual value
of the underlying asset, the realization of which by a lessor is not
assured or is guaranteed solely by a party related to the lessor.

e Net investment in the lease: the gross investment in the lease
discounted at the interest rate implicit in the lease [1].

In this episode, we will also cover the key reminders and
considerations about the implementation of IFRS 16 by lessees as a
calendar year and entities finalize their financial statements.

Let’s start with the definition of a lease. Entities have spent a
substantial amount of time and effort on implementation. One key issue
is the identification of a lease.

e An entity that obtains the right to use an underlying asset for a
period of time in exchange for consideration.

Both can be difficult to do in practice, and in particular, the second
issue may require significant judgment as entities need to consider who
has the right to direct how and for what purpose the asset is used. This
means entities need to determine who has the decision-making rights
that affect the economic benefits to be derived from the use of the asset.
This represents a significant change from the leases model under the
legacy standard.

o Evaluate whether the customer has the right to control the use of
the identified asset: The control assessment focuses on the
following.

- Does the entity have the right to obtain substantially all the

economic benefits from the use of the identified asset?
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- Does the entity have the right to direct the use of the identified
asset?
- Does the entity have the right to direct the use of the identified
asset?

e Consider processes to manage contracts

- Contracts may be entered into or monitored in a decentralized

manner.

Let’s focus on the key issues. One of them is the situation when an

entity enters into a lease contract that doesn’t specify a particular term

and continues indefinitely until either party gives the notice to terminate.

“In determining the lease term and assessing the length of the non-

cancellable period of a lease, an entity shall apply the definition of a

contract and determine the period for which the contract is enforceable.

A lease is no longer enforceable when the lessee and the lessor each has

the right to terminate the lease without permission from the other party

with no more than an insignificant penalty” [1, Paragraph B347].

Table 1. Lease payments

Fixed
payments,
including
in-
substance
fixed
payments,
less any
lease
incentives

Exercise
price of a
purchase
option (if
reasonably
certain of
exercise)

Payments of
penalties for
terminating the
lease (unless
reasonably
certain not to
exercise)

Variable
lease
payments
that depend
on an index
or rate

Residual
value
guarantees
(lessees:
expected
payments;
lessors: all
guarantees)

We think it is important to emphasize that the term penalty is

interpreted broadly to include economic disincentives, and the term

enforceability is applied to the contract, but not to the termination
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option. If the application of this paragraph doesn’t result in the lease
term limited to the notice period, then the entity needs to evaluate the
lease term using reasonably certain criteria.

The most important reminder is that there are lease agreements that
include payments that are described as variable or may appear to
contain variability but are in fact in-substances fixed payments because
the contract term ensures that a payment of a fixed amount is
unavoidable, such payments are included in the lease payments at lease
commencement, and thus used to measure the entities lease
liabilities. To distinguish what is variable and what is in-substance fixed it
may be helpful to evaluate whether the payments are genuinely variable.
In some cases, this requires judgment.

Let’s focus on another important term in IFRS which is Incremental
borrowing rate (IBR). IFRS 16 defines the IBR as the following: “The rate
of interest that a lessee would have to pay to borrow over a similar term,
and with a similar security, that funds necessary to obtain an asset of a
similar value to the right-of-use asset in a similar economic environment”
[1].

e The IBR is an entity-specific rate.

e The security needs to be based on the right-of-use asset. The
requirement to use a securitized rate may pose challenges in
practice as not all entities borrow on a securities basis.

e In specific circumstances, subsidiaries might be able to use the
IBR of the parent as a starting point. However, adjustments should
be applied to account for any differences in fact and
circumstances.

e The input to this estimate, such as a lessee’s credit rating or
market conditions, may change over time and may affect the
subsequent estimation of the IBR for new, reassessed or modified

leases.
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Operating lease recognition and measurement

When the lessor is signing an operating lease contract, should add
the direct initial expenses to the book value of the assets and recognize
these expenses as costs during the lease term. This concept can be
applied while counting the lease income. The depreciation calculation
policy during the operating lease should be matched with the
depreciation calculation policy applied by the lessor for such assets.

The lessor should calculate the depreciation in accordance with IAS
16 (Property, Plant, and Equipment) and IAS 38 (Intangible Assets). A
lessor should apply IAS 36 (Impairment of Assets) to determine whether
the assets that are the subject of an operating lease are impaired or not
and to calculate the Impairment loss.

Finance lease recognition and measurement

At the date of commencement of the lease, the lessor should
recognize the leased assets in its financial statements as assets and
submit them as account receivables and be equal to the net investment in
the lease. The net investment includes: fixed payments, variable lease
payments, the guarantee of any residual value provided to the lessor, the
purchase price of the purchase option, and payments of fines related to
the termination of lease.

IFRS 16 lease modifications

As we mentioned above, in case of any discrepancy, IAS standards
are replaced by IFRSs. Related to IAS 7 which presupposes a prior lease
standard, recognizes leased or leased assets as a material asset. When
applying this standard, it is often necessary to take under consideration
the essence of the transaction and not its strictly legal form. In other
words, the legal basis of the transaction can be used to conceal the true
nature of the transaction. The scope is generally similar in that both
standards include all contracts which convey a right-of-use (ROU) to an
asset.
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IFRS 16 explains that it only is a separate lease contract and that it’s
also accounted for separately from the original contract if you meet two
conditions and that means that you have a modification that increases the
scope of the lease by adding one or more underlying right-to-use assets.
For example, it means that if you originally had a lease contract where
you leased five cars, if you lease an additional sixth car, that would be an
additional right-of-use asset and it increases the scope of the lease. And
the second condition, typically if you see lease something in addition,
also the consideration changes so you have to pay more and that changes
in the consideration need to be commensurate with the standalone
selling price if that additional right-to-use asset. If you meet both of
those then your account for it as a separate lease contract, which means
that at the commencement date of the lease your account for the lease
liability and the right-of-use asset.

If you meet those two criteria, so it is an additional right-to-use asset,
which in this case it would be because that’s the sixth car, and also the
price change would be commensurate with the standalone selling price,
we have a separate new lease contract. The original lease contract
remains accounted for as it always has been, also in the future, and you
have a new lease contract that will be accounted for at commencement
date which we’ll also have to determine a new discount rate for that
contract, which may be different from the original contract.

If the contract would not result in a separate lease contract, that
means you have to allocate a consideration and determine the new lease
term of the revised lease contract and the lease liability has to be
calculated based on the revised lease payments but also revised discount
rates. This can be quite challenging, but those are the steps that we have
to go through.
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The calculation of Right of Use
Start with the initial amount of the lease liability, computed by
discounting the remaining lease payments
e+ Qutstanding balance of prepaid rent or
e - Cumulative remaining deferred rent
e + Initial direct costs
e - lease incentives paid at or before the commencement of the
lease
The double-entry with the chart of account system is not available in
the IFRS 16 which leads to many difficulties while recognizing and in the
IFRS 16 the leased asset is replaced with the right of use asset, which
means we need to adopt chart of account that represents the asset as an
intangible asset and would be easily be recognized in the financial
statement.

Conclusion
In conclusion, Application of a new lease standard will fundamentally
change the way the leases are accounted for and reported in financial
statements for the lessee. The major change that is introduced in IFRS
16 contains the capitalization of current operating lease for the lessee.
Financial statements of the lessee will undergo significant changes
depending on the volume and amount of active contract of operating
leases. Total assets and total liabilities will increase and that will have a
significant impact on lessees’ financial position. In the income statement,
the lessee will recognize the interest cost and the amortization of the
leased asset. In the cash flow statement, the structure and amount of
cash flows from operating and financing activities will change, but total

net cash flow will remain at the same level.

44



References:

1. IFRS 16, Lease

2. Ellickson Robert C. Thorland Charles DiA. 1995. Ancient Land Law:
Mesopotamia, Egypt, Israel. 71 Chicago-Kent Law Rev. 321-411.

3. Chang Yun-Chien Smith Henry E. 2012. An Economic Analysis of Civil
versus Common Law Property. 88 Notre Dame Law Rev. 1-55.

4. The Economist. 2020. Special Report: Housing. The Economist (18
January 2020).

5. https://www.accaglobal.com/an/en/student/exam-support-
resources/fundamentals-exams-study-resources/f7/technical-
articles/ifrs16.html

Uwphub 2nipwpjw
wn.g.p., nhgbtitinn, ML

Lhihpe Lwgwpjwt
Uwghuwnpnu, 6ML

JdurauuuLnkrf@-3UuL <UTHUNU UL LAr UnsesnhuLeNre

Pwuwih pwnbp - $<UU 16, <LUU 17, dpuwtuvwywu Jupdw-
uwingintu,  gnpdwntwlwtu  Jwpdwlwinyentu,  ogunwugnpddwl
hpwyntuph dund wywnphy, Juwpdwuinnt, qupdwywy, thnthnfuniyeniutibin

$<UU 16-h Yhpwnnwip hhdunghtu thnfund £ Jwpdwwiniejwu
hwoqunnuip' Jwutwynpwwbu Yeunpnuwuwing phpwyniuph &uny
wywhyh wpdtiph ypw: Unwunwpunnd ubpnpdwé hhduwywu thnthn-
funipyniup Gupwnpnud £ updwlwih hwdwp gnpéwnuwlywt Junpdw-
Yuwintpjwt Yuwwhwwjwgnd: Fpw Yhpwnndp hwugbigund £ punhw-
unip wywnpyubph b ywpwwynpnyeniuubph wéhu, husu bwlwu wg-
nGgnieintu £ ennund Jupdwlwih Shtwtuwlwu Jypbwyh Jpw:
Shuwtuwlwu wpryniupubph dwuht hwodbwynyeniund Jupdwwip
wbwnp £ ubpluwjwguph Jupdwwinyejwu gény wwnpunwynpniejwu nn-
Ynutu nt Jupdwwwd wlmhyubph ogunnwgnpddwtu hpwynituph gény

45



dwoqwonyejwu gndwpp: Hwdwlwu dhongubph hnupbph dwuhu
hwoybnynyeniund thnfuynud Gu gnpdwnuwlywu b phtuwtuwynpdw
gnpéniubinyejniuhg npwdwlwu dhongubiph hnupbiph Ywnnigywdpu nt
gnudwnubipp, uwlwju punhwunip gnun npwdwlwu hnupbpp dunw Gu

unyu dwlwpnwyh ypw:
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K.3.H. goueHT, EIY

Jlunut HapxapsaH
maructpanT, EI'Y

HOBbIE NOAXOAbl B BYXITAJITEPCKOM YHETE APEH[bI

KnioueBble cnoBa - MC®PO 16, IAS 17, dwmHaHcoBas apeHpa,
ornepauMoHHaa apeHaa, NpaBo Ha UCMONb30BaHWE aKT1Ba, apeHfobaTeNb,
apeHpononyyatenb, MoaMdUKaLma

MpumeHenne MC®PO 16 KopeHHbIM 0Opa3oOM MeHAET yuyeT apeHAbl, B
4aCTHOCTU aKLEHTUPYACb Ha Mpase Ha ucrnonb3oBaHve aktuea. OcHoBHOE
M3MeHeHWe CTaHpapTa npepnonaraeT KanuTanu3auuio  onepaumoHHON
apeHAbl y apeHpatopa. Ero npumeHeHve npuBoauT K obLiemy pocTy
aKTMBOB M 00A3aTeNbCTB OpraHM3aLym, 4To, B CBOIO OYepedb, OKa3biBaeT
CyLLLeCTBEHHOE BAMAHME Ha pUHaHCOBOE rMonoMeHue apeHpatopa. B
otyeTe O npubbinax U ybbiTkax apeHfaTop [[OMMEH NpusHaBaTb Npo-
UEHTbI NO O6ﬂ3aTeﬂbCTBy no apeHae n aMmoTu3aunio akTnea, NpeacTaBna-
towero coboli NpaBo Ha wcronb3oBaHue. B oTyeTe 0 ABUMEHUN OeHEM-
HbIX CPEACTB MEHAKOTCA CprKTypa n C)/MMbI AEHEMHbIX NMOTOKOB OT One-
paLMOHHON U  PUHAHCOBOW [EATeNbHOCTW, OAHaKo oblime uYucTble
LeHEXHblE MOTOKU OCTAOTCA Ha TOM e YPOBHE.
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IMPROVING STUDENT GRADING IN ACCOUNTING
PROGRAMS

Abstract: Students in accounting programs from different
universities having varying grading scales. Moreover, evaluation
approaches also differ. In some places, the results of the intermediate-
final exams are evaluated, the final grade of the subject is determined by
the cumulative approach. Sometimes the results of the final assessment
take into account the level of student attendance and academic activity.
Even not so long ago, Armenian universities were limited to the results of
a final oral exam when assessing students. Questions then arise as to
how students should be assessed, which assessment approaches are
most sound, or, in general [1], whether the student needs to be assessed
or can only be satisfied with test approaches? At present, universities
face challenges in effectively addressing such issues.

Keywords: vocational education programs, study load, assignment
assessments, capacity measurements

JEL classification: 120

Research aim: introduce new approaches to grading students
enrolled in accounting programs at universities

Research hypothesis: the progress of students involved in
accounting programs is not always realistically assessed
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Research novelty: a system for evaluating learning outcomes has
been introduced, taking into account both the student's academic
workload and the level of access to educational outcomes

Introduction

At present, the need to evaluate learning outcomes is not
unequivocally accepted in universities. Skill-based education is commonly
viewed as unnecessary when evaluation students in universities on the
principle of moderation. In this case, the assessment approach does not
accurately measure the student's knowledge, abilities or skills, but how
they acquire set professional skills [2]. Consequently, the center of
gravity of educational goals shifts from the training of a well-developed
graduate with rich professional knowledge to the preparation of a
graduate with competitive professional skills and abilities, in which case
the achievements are recorded, rather than their grading. However, on
the other hand, experts’ claim, that the assessment system used in
universities is considered to be the most important component of the
education system, as students are provided with scholarships, transfers
from university to university, determination of winners of academic
competitions, etc. Moreover, in the professional literature, there is an
opinion that not only students but also lecturers, even the relevant
departments of universities, should be evaluated.

In our opinion, the evaluation of learning outcomes in universities
should not be considered a mandatory condition and should not be
considered as a priority in the organization of education. However, when
learning outcomes are interpreted in a competitive or comparative
context, there will certainly be a need to apply a measurable learning
outcomes, that will be reflected in the student's grades.
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Research results

If the problem of the measurability of the learner's workload in
universities is solved by the use of academic credits, even though it is
enshrined in law, the same cannot be said for the measurement of
learning outcomes. Thus, the RA legislation stipulates that: “Academic
credit system is a system of association of the educational process,
measurement, registration and transfer of academic results through
academic credits, which includes teaching, practical-individual trainings,
consultations, preparation of essays, other works, preparation of exams,
rating and etc.” [5].

The European Credit Transfer System ensures the comparability of
academic credits, transferability, facilitates the mobility of students in the
common European Higher Education Area.

At the same time, it should be noted, that unlike the measurement of
the study burden, the measurement of students' assessment is left
entirely to the discretion of the universities, and in this regard, it has not
yet received its centralized regulation. In such a situation, there is not
only a variety of assessment of learning outcomes in universities, but also
the application of different methods of measurement [3]. There are even
cases, when the evaluation system is very primitive in nature, limited to
only the results of interim or final evaluation [4].

Given the current situation, we propose a learning assessment
approach that combines the process of accumulating academic credits
with the level of fulfillment of assignments given to students. To date,
student progress has been summed up by an average grade point
average, when grades obtained from all subjects are calculated on a
weighted average, taking academic credits as weights.

The proposed grading system will be applicable to each subject using
the following steps (see Figure 1).
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*The subject is presented in the curriculum with its
corresponding credit.

*Credits are distributed according to teaching topics,
which is correlated with the final results provided by
the Vocational Education Program

*Each topic is accompanied by components of study
assignments with their clear descriptions, which are
given appropriate points for the maximum grade.

../"

Figure 1. Suggested student grading system composition steps

According to the professional educational framework "Accounting
and Taxation” the Financial Accounting subject is taught, carry out 4
academic credits with the following components of the hourly study
workload:

e Total learning hours: 120

e Academic credit: 4

e Classroom hours: 68 (lecturing 38, seminars 30)

e Self study hours: 52

In order to ensure the size of the assessment, according to the
proposed methodology, the academic credits are distributed among the
topics taught in the subject, so that they are related to the learning
outcomes (see Table 1). It is desirable to present the topics in the
syllabus in magnified format, to better distribute credits. See below:

Topic 1. Financial Accounting Methodology (0.5 academic credits)

Topic 2. Accounting registers and double entry (1 academic credit)

Topic 3. Financial Accounting Statements (1.5 academic credits)

Topic 4. Analysis of Financial Statements (1 academic credit)
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Table 1.

Assessment of learning outcomes for the subject “Financial

Accointing’
Topics and Learning outcomes
Assignments | Double Accounting | Accounting | Financial
entry software statements | analyzing
setting using skills | composition | abilities
abilities skills
Topic 1 1,5 credit
a (8)
c (12)
e (5)
Topic 2 0,7 credit
a (13)
i (8)
k (7)
I (9)
Topic 3 0,3 credit
I (4)
Topic 4 1,5 credit
h (15)
k (15)
m (4)
24 academic credit
Total points B | 34 37 4
> 100 grading points

At the same time, each academic credit receives a given grading
points for study assignments, with a sum of 100 points. In addition, the
assessments have the following descriptions measurement approaches: s;

a. The student mastered the theoretical material

b. The student completed an online supplementary e-learning

c. The student passed the theoretical test
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d. The student performed a self-analysis of the test results

e. The student made and showed the assigned thematic slide show in
the classroom

f. The student made suggestions during group work

g. Analyzed the assigned case study

h. Presented conclusions on the assigned scientific article

i. The student presented the submitted essay

|- The student conducted an empirical study

k. The student presented analytical calculations

I. The student solved problems with practical tasks

Conclusion

The proposed grading system covers the student's entire academic
workload (classroom hours, self-employment) as it is based on academic
credits. At the same time, the assessment system we offer is based on
the outcomes envisaged in the vocational education program, which
measures the achievement of the student's professional abilities and
skills. A combined assessment of academic credits and learning
outcomes provides an opportunity to more realistically measure the
actual achievement of a student's professional competencies.
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Cwwwwhwlwt hwodqwnnd b wninhn dwutwghwnniejwdp
unynpnn nwwunnubipht nwnuuwnnipiwt quwhwwndwt dwdwuwl
hwdwjuwpwuutpp unynpwpwnp quuwhwwndwu nwppbp uwunnuyubn
Gu Yhpwnnud: Uybhu, quwhwwndwt dninbignudubpu Gppbidu hpwppg
wmwppbp Gu: Npng nbwptipnud quwhwnynid Bu dhowuyw| b wdthn-
thhs puunueniuubph wprynwipubpp, W Ynunwlwiht dninbgdwdp npny-
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Swfundubipp, wlwnbdhwlwu wlnhynipjwt wunmhbwup: Ny un
wugjwind, hwjwunwijwt pnthbpu nwwunnubpht  quwhwwbhu
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wpryniupubipny: <nnywoénd hpbiug dluwpwunyeniuubp G unw-
unud wju hwpgwnpnuubpp, npnup wnusynd Gu hwdwjuwpwuubpnd
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hwoqwwywhwwu hwojuwndwu b wninhn dwutwghunwgdwdp unyn-
pnn nwwunnubph quwhwwnnwiubphu:

Honna Xavatpsax
K.3.H., poueHT EI'Y

Acmunk Caakan
“MempyHapogHblii Llentp no O6yuenuto byxrantepun”
WcnonHutenbHblii ampexTop

YNYHLWIEHWNE OLEHKU CTYOEHTOB B NPOIrPAMMAX
BYXTANITEPCKOIO Y4YETA

KntoueBble cnoBa - nporpammbl nNpoceccnoHanbHoro obpasosaHua,
yd4ebHaa Harpyska, oLleHKa npernojasaTeneil, HapallBaHue noTeHLuMana

B pa3HbIx yH1BEpcuTeTax npu obyyeHUn CTYLEeHTOB Mo crelanvsaumum
ByxranTepckuii y4etT n ayAuT UCMONb3YKTCA Pa3Hble METOAbI OLLEHKMU.
Bonee Toro, cywecTBytoT pasHble MOAXOAbl K OLEHKe 3HaHuil. B
HEKOTOPbIX Cly4aax OLEHMBAKOTCA PE3YyNnbTaTbl MPOMEKYTOYHbIX Bbl-
MYCKHbIX 3K3aM€E€HOB, N UTOroBas OLUEHKa OMPERENAETCA KYMMYNATUBHbIM
nopxofom. MHorpa B pesynbtatax MTOroOBOW OLLEHKM YYUTbIBAIOT YPOBEHb
MoceLLaemMocT U aKafeMU4eckoil aKTUBHOCTU cTyaeHToB. Ewe B
HeOJaBHEM npoLunom, APMAHCKNE  YHUBEPCUTETDI orpaHn4nBanncCb
pesynbTataMy MTOrOBOrO YCTHOTO 3K3aMeHa MNpu OLEHKe cTyaeHTos. B
CTaTbe KOMMEHTUPYIOTCA BOMPOChI, CBA3aHHbIE C OLLEHKaMn CTyAEeHTOB B
By3ax, oby4atoLLmxca no nporpammam byxranTepckoro yyera.
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INSURANCE MARKET ANALYSIS IN THE RA

Abstract: The article examines the insurance market of the Republic
of Armenia. First, general analysis of global and local insurance markets
was conducted, revealing main market trends, key market players and
forecasts. Then all types of insurances offered by insurance companies
operating in the Republic of Armenia were identified and classified. The
142 existing insurance types for individuals and legal entities are
classified into 13 main groups. Finally, the profitability indicators of the
insurance market were estimated and market volume, profitability ranges
were made based on financial statements of the insurance companies.
The financial ratios used to calculate profitability ratios and market
ranges are: EBIT/revenue, net interest income/revenue, mark up on total
cost. Market range is estimated to be the range between first and third
quartiles. This article analyses the global and local market, reveals all the
types of insurance offered in the Republic of Armenia, calculates the
volume of the insurance market of the Republic of Armenia, financial
indicators of profitability and ranges.

Keywords: insurance, insurance market, profitability, types of
insurance, market analysis

JEL classification: G22, G23

Research aim: to analyse the developments of the RA insurance
market in the period preceding and after the COVID-19 pandemic in
order to reveal patterns.

55



Research hypothesis: in a pandemic, significant changes in the
course of the economy are reflected in insurance market developments.

Research novelty: the stability of the insurance market is not only
due to the expansion of the circle of policyholders, but also to the
application of effective financial management approaches.

Introduction

In 2020, the gross domestic product of financial and insurance
activities in Armenia at current prices was 415,939,800,000 drams in
the case of GDP of 6,183,742,100,000 drams and increased by 7.71%
compared to 2019. The real volume index in 2020 was 107,8, and the
average value of the real volume index in the last 5 years was 114.96.
Financial-insurance activity is considered to be one of the most important
branches of the RA economy. In contrast to the banking sector,
insurance is relatively new, but as in many countries it plays a very
important role in both the economy and social life. Despite that, people's
trust and the volume of using insurance services in Armenia remain
limited. In the conditions of such demand, the types of insurance offered
by the organizations are also limited.

Prior to the spread of COVID-19, gross insurance premiums in 2019
were mainly growing in the areas of life insurance, not life insurance.
This increase was due to the growing demand for certain types of life
insurance, such as car insurance. Along with the increase in insurance
premiums, in some countries the paid compensations have increased.
However, the year of relatively mild disasters means that the
compensation was not as high as it could have been in other cases.
Overall, non-life insurance performance was positive. The stock markets
were also active in 2019. Gross insurance premiums increased by an
average of 4.7% in the life insurance market and 3.6% in the non-life
insurance market. Growth in the life insurance market in 2019 has been
the awareness and interest of consumers in some countries. The
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increase in demand for non-life insurance is due to various factors, that
are unique to this type of insurance. As the volumes of insurance and
insurance premiums have increased, the compensations paid have also
increased. In 2019, the ROE index was positive for all types of insurers.
The highest ROE rates were recorded in Argentina (49.3%), Russia
(52.3%) and Turkey (42.4%). In contrast to 2019, 2020 was special for all
sectors businesses and the insurance sector is no exception. Due to the
spread of COVID-19 pandemic, the lockdowns had their impact on the
insurance market. COVID-19 had a serious influence on the
compensations paid, that impact varied by type of insurance. Car
insurance claims have fallen in many countries as traffic has declined
due to the epidemic. Conversely, in the case of life and health insurance,
compensation paid under the COVID-19 pandemic has increased.

Research results

Changes of insurance companies' cost management, which began
before the spread of the pandemic, remain crucial, not only to reduce
rising costs, but also to finance faster innovation, business recovery, and
future growth. According to a survey conducted by Delloitte, 61% of
respondents predict spending cuts of 11% - 20% in the next 12-18 months
[1]. The Asia-Pacific region, particularly Australia and Japan, is projected
to have the largest spending cuts, with 35% expecting more than 20%
reductions, compared with 19% in Europe, and 11% in North America. In
addition to cost savings, many insurance companies are redesigning
their priorities and reducing their costs. Insurance companies are
moving to more parametric policies that compensate for the damage
caused by a certain event. Similar types of insurance, which are used for
property damage due to disasters, can also be used to insure against the
risk of epidemics. London-based Lloyd’s recently introduced an
insurance business to avoid the risk of interruptions due to IT failures
[2].
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The main market trends are:

Digitization. Due to the rapid development of digital technologies,
the market must adapt to new digital native customers. In addition,
artificial intelligence technologies play an important role in the
development and sale of products.

Innovation. The insurance market has always been considered a
conservative market with less innovation. However, with the development
of digital technologies, the market is becoming more and more
innovative, offering new products l solutions.

Personalization. As a result of customer data and behaviour
research, insurance companies have the opportunity to offer
personalized insurance policies, that will best suit the customer, to
present them to the customer through timely advertising.

Customer service. High-quality customer service plays an important
role in promoting cross-selling of companies' products.

The world's deepest insurance companies by assets are:

e Ping An Insurance ($ 1251 billion)

e Allianz ($ 1144 billion)

e Prudential Financial ($ 915 billion)

e AXA ($ 903 billion)

e Berkshire Hathaway ($ 788 billion)

e Metlife Inc. ($ 768 billion)

e Nippon Life Insurance Company (Nissay) ($ 765 billion)
e Legal & General Group ($ 721 billion)

e Japan Post Insurance ($ 657 billion)

e Munulife Financial ($ 635 billion)

Prior to the spread of COVID-19, Armenia was making gradual
progress in implementing a prudent macroeconomic policy in the
business environment. There was rapid economic growth of 6.8% in
2017-2019. During. COVID-19, the military conflict with Azerbaijan had
a serious impact on almost all sectors of the Armenian economy. In 2020
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the country recorded a decline of 7-6% in GDP [3]. In 2020, the gross
domestic product of financial and insurance activities at current prices
was 415,939,800,000 drams in the case of GDP of 6,183,742,100,000
drams. The real volume index in 2020 was 107-8, and the average value
of the real volume index in the last 5 years was 114.96.

The financial and insurance sector plays an important role in the
country's gross domestic product of RA (see Figure 1). The share of the
latter in GDP in 2020 was 6-7%, yielding to only 5 sectors: construction,
real estate activities, wholesale and retail trade, repair of cars and
motorcycles, agriculture, forestry, fishing, processing industry. It has
registered a significant growth during the last five years.

8.00%
6.73%

o 5-88%
Q, |

6.00% 4.90%

3.99% 4.01% 4:28% 3 ggo, 4-38%
4.00%
2.00% I I I
0.00%
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Figure 1. The share of financial and insurance activities in GDP of RA [4]

In contrast to developed countries, where there are many types of
insurance, the number of types of insurance in Armenia is relatively
small. As a result of the study of the websites of insurance companies
operating in the Republic of Armenia, a total of 142 products and
services were revealed.

The offered goods-services can be classified as offered for
individuals and legal entities. The number of goods and services offered

to both individuals and legal entities is equal to 71. Note, that the weights
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of these classifications are different in different organizations. For
example, INGO ARMENIA Insurance CJSC, NAIRI INSURANCE Insurance
LLC, Rosgostrakh - Armenia Insurance CJSC offer more goods and
services for individuals, while ARMENIA INSURANCE Insurance LLC,
Export Insurance Agency, Armenia More goods and services are offered
to legal entities. It should be noted, that organizations often offer the
same product-service for both legal entities and individuals. The number
of goods and services offered by insurance companies in the above
categories are presented in the Table 1.

Table 1. Products and services offered by insurance companies operating in

Armenia
Company Quantity of products-services
offered
individuals organizations

ARMENIA INSURANCE Insurance 8 14
LLC
INGO ARMENIA Insurance CJSC1 14 12
Export Insurance Agency of 0 3
Armenia ICJSC
NAIRI INSURANCE LLC 21 14
RESO ICJSC 8 10
Rosgostrakh CJSC 11 6
SIL INSURANCE CJSC 9 12

The volume of the insurance market in the Republic of Armenia in
2020 was equal to 42,830,829,000 drams. decreased by 9.95%
compared to 2019. In 2018, the market volume was 69,827,184,000
drams. It is obvious, that in the last two years the market has been
declining in terms of volume, in contrast to the gross assets of
organizations, which have increased by 4.36%. There are 8 insurance
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companies in the Republic of Armenia, below presented from largest to
smallest by assets:
e Rosgostrakh - Armenia Insurance CJSC (1,7007,673 thousand
AMD)
e INGO ARMENIA Insurance CJSC (15,016,843 thousand AMD)
e ARMENIA INSURANCE insurance LLC (11,701,352 thousand AMD)
e NAIRI INSURANCE Insurance LLC (11,049,503 thousand AMD)
e  SIL INSURANCE Insurance CJSC (5,086,104 thousand AMD)
e RESO ICJSC (4,629,134 thousand AMD)
e Export Insurance Agency of Armenia ICJSC (3,556,871 thousand
AMD)

For the calculation of profitability indicators, 3 financial indicators
were considered: EBIT / revenue, net interest income / revenue and
additional indicators to expenses. Market profitability ranges have been
constructed by calculating the median for the individual financial
indicators of the organizations, the upper-lower quartiles, the maximum-
minimum indicators for individual years. In the end, a range was built to
get a longer-term picture based on the indicators of the last three years.
It should be noted, that such an approach is quite applicable in
international practice for calculating the profitability. For example, the
market profitability with such an approach is calculated to obtain the
range according to the principle of the outstretched hand distance within
the framework of transfer pricing, which is the market profitability
range.

The market profitability according to the EBIT / revenue index was
2.35%. The lower and upper quartiles were -0-55% and 26.08%,
respectively, and the maximum W minimum values were -6.28% and
40.02%, respectively. For comparison in the banking system, the EBIT /
income ratio (bottom-up to top-quarter) in 2018 was from 7.40% to
31.50%, where the median is equal to 22.98%. However, in 2019 it was
from 18.18% to 31.31%, where the median is equal to 24.08%.
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The insurance market EBIT / revenue ratios for each year are
presented in the Table 2.

Table 2. EBIT / revenue figures trends

Indicator EBIT/Turnover
2020 2019 2018
Maximum 40.02% 10.43% 2.82%
Upper quarter 26.08% 7.87% 2.08%
Media 9.89% 3.08% -0.23%
Lower quarter 1.03% 0.21% -2.32%
Minimum -1.51% -2.30% -6.28%

During 2018-2020, the market profitability in terms of net interest
income was 1.80%. The lower and upper quartiles were -0.61% and
5.91%, respectively, and the minimum - maximum values were -5.69%
and 32.41% correspondingly. For comparison in the banking system the
net interest / income ratio (lower quarter to upper quarter) in 2018 was
from 42.20% to 60.19%, where the median is equal to 51.72%. However,
in 2019 it was from 42.48% to 61.94%, where the median is equal to
52.39%. Net interests revenue / income ratios indicators is presented in
Table 3.

Table 3. Net interest revenue / income ratios trends

Indicator Net interest revenue/Income |
2020 2019 2018 |
Maximum 32.41% 8.36% 2.02%
Upper quarter 16.23% 6.47% 1.89%
Media 3.95% 2.60% -0.27%
Lower quarter 0.22% 0.26% -2.17%
Minimum -2.13% -2.44% -5.69%
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During 2018-2020 the profitability of the market in terms of
expenditures was 1.83% (see Table 4). The lower and upper quartiles
were -0.60% and 6.28%, respectively, and the maximum - minimum
values were -5.38% and 47.95% correspondingly. For comparison in the
banking system, the surplus to expenses (from the lower quarter to the
upper quarter) in 2018 was from 5.14% to 33.70%, where the median is
equal to 23.10%. However in 2019 it was from 16.68% to 33.37%, where
the median is equal to 22.88%.

Table 4. Prise / Expenditure figures for years

Indicator Prise / expenditure
2020 2019 2018
Maximum 47.95% 9.12% 2.07%
Upper quarter 21.10% 6.93% 1.93%
Media 4.17% 2.68% -0.27%
Lower quarter 0.24% 0.28% -2.09%
Minimum -2.08% -2.39% -5.38%
Conclusion

The main factor influencing the world market during the last two
years is the KOVID-19 pandemic, which has had different effects on
different sub-sectors of the insurance market. The main trends in
market development are digitalization, innovation, personalization,
customer service. The volume of the insurance market in the Republic of
Armenia in 2020 decreased by 9.95% compared to 2019. In this regard,
the use of innovative insurance tools is urgent, which will make
insurance competitive in the financial transactions and endure force
majeure risks.
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AHAJIN3 PbIHKA CTPAXOBAHUA PA

KnioueBble cnoBa - cTpaxoBaHWe, CTPaxoBOW PbIHOK, BOXORHOCTb,
BUAbI CTPaxoBaHWA, aHann3 pbiHKa

B cratbe uccnepyetca crpaxoBoil pblHOK Pecnybnuku Apmenua.
CHavana 6bin npoBefeH OOWMIA  aHanM3 MUPOBbIX W NOKaNbHbIX
CTPaxoBblX PbIHKOB, BbIABUBLLUWE OCHOBHbIE PbIHOYHbIE TEHAEHLMH,
KNHOYEBbIX WrPOKOB PblHKA M MpPOrHo3bl. 3atemM Obinn BbIABNEHbI U
KnaccudmumMpoBaHbl  BCE  BWAbl  CTpaxoBaHuA,  NpeanaraeMble
CTpaxoBbIMM KOMNaHuAmM, paboTatowmmn B Pecnybnvke Apmenua. 142
CYLLLeCTBYIOLLMX BUAA CTPaxoBaHWA (PU3NYECKUX U FOPUBMYECKUX NnL,
pasgeneHbl Ha 13  ocHoBHbIX rpynn. HakoHel, Ha OCHOBaHWM
(PMHAHCOBOI OTYETHOCTW CTPaxoBblX KOMMaHUii ObiNK OLEHeHbl MoKasa-
TENN [OXOAHOCTU CTPAxoBOroO pbiHKa U 0ObeM pbiHKa, AVana3oHbl JOXOA-
HocTW. ®PuHaHcoBble KO3MULMEHTbI, WUCMONb3yemble [AfA  pacyeTa
KoacpcpuumeHToB  peHTabenbHOCTM M PbIHOYHBIX — AManasoHoB,
cnepytowme: EBIT / Bbipyyka, 4MCTbIf NpOLEHTHbIN [oxof, / BbIpyuyKa,
HaleHKa Ha obliyto ctoumocTb. [lManasoH pblHKa oOLEeHMBaeTCA Kak
AManasoH Memay nepBbiM U TPETbUM KBaPTUNAMM.
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EFFECT OF REMITTANCES ON ECONOMIC GROWTH

Abstract: There are many factors that influence overall GDP rate
either negatively or positively. However, this paper will be mostly
concentrated on looking through the relationship of the GDP growth rate
and independent variables, that are remittances and the real effective
exchange rate. All the variables are in growth rate and in (In) terms, in
order to have a more normalized data set. Through the path of getting
the final model many steps were taken. The Dicky Fuller test was applied
to all the variables individually, in order to find out whether the data is
stationary or not. First ARMA model was created, later on, one by one,
more variables were added, meanwhile the significance of all the
variables were checked. Overall, we got 3 different models. After
thoroughly analyzing each model we came up with the best one.

Keywords: GDP growth rate, prediction, remittances, real effective
exchange rate

Research aim: Construct a statistical model which will show the
impact of remittances on the growth of GDP

Research hypothesis: HO: Workers remittances have no significant
effect on economic growth. H1: There is a significant causal relationship
between workers remittances and economic growth.

Research novelty: Using various models with the combination of
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macroeconomic variable factors (mainly remittances) to find the right
pattern for GDP growth prediction and precise influence of the given
variables.

Introduction

The remittances are a cash inflow for a country and they affect
positively on national income but the empirical evidence and available
literature is highly conflicting and conversing on how remittances affect
the economic growth. Discussion and research of workers remittances in
economies encounter many problems among them availability of quality
data for the necessary period of time. This research aims at explaining
the relationship between worker’s remittances and economic growth only
in one country, Armenia. Data is collected from the periods 2004 to
2016 (quarterly). Selection of the period is based on availability of data.
The study is based primarily on quarterly time series data collected on
the secondary bases. The following sources for data collection are used:
World bank database, IMF data and armstat.am. OLS (Ordinary Least
Squares) method will be used to implement the analysis of the obtained
data. We will conduct different set of diagnostics tests to confirm the
assumptions of OLS among them Multicollinearity of the Explanatory
Variables, Autocorrelation of the Disturbance terms, Heteroscedasticity
of the Disturbance terms and Unit Root Test for Stationarity.

Literature review

The academic research papers describing the relationship between
remittances and economic growth are contradicting each other by
presenting completely different ideas and results. The main reason for
the results’ ambiguity is the difference in findings; positive or negative
correlation between remittances and GDP.

A proponent of a negative correlation between remittances and
economic growth were Abdih, Chami, Montiel, and Dagher (2008) who
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wrote a paper called “Remittances and Institutions: Are Remittances a
Curse?” [1]. Although the authors assume that remittances represent
private income and have a minor influence on the country, the study
resulted in an opposite finding. More precisely remittances may
influence the quality of the domestic governance by generating moral
hazard problem, allowing people to purchase public goods rather than
rely on the government to provide those goods. On the contrast, current
research will try to fill the gaps by providing evidence of the more direct
effect of remittances on the economy, particularly on GDP.

Although the above-mentioned paper came to the exact conclusion,
some researches do not have an exact outcome which applies to all
cases. For instance, the main finding in the research paper
“Remittances, financial development and growth” written by Paola
Giuliano and Marta Ruiz-Arranz (2008) is that remittances do have a
positive influence on economic growth but mostly in less financially
developed (developing) countries [2].

The research done by Giuliano and Ruiz-Arranz (2008), assumes
that the impact of remittances is stronger in developing countries [2].
The developing countries get $307.1 billion of the total worldwide inward
remittances, which is accumulated to about 74%. Separately remittances
generate on average 27 percent of the developing country’s GDP (World
Bank, 2014). The drawback of the research is that it has been focusing
only on the relationship between worker remittance and economic
growth. However, it is worth emphasizing the fact that economic growth
could be impacted by some other variables that indirectly affect
remittances.

Another research “Remittances and economic growth in developing
countries” conducted by Pradhan, Upadhyay, and Upadhyaya (2015)
state that worker’s remittances positively impact the economic growth of
the developing country [3]. The dependent variable of the model is the
annual percentage growth of GDP per capita. The main conclusion done
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by the authors is that remittances have a positive influence on economic
growth, but with the moderate significant coefficient. An idea worth
mentioning is that although remittances increase the investments of
developing countries but simultaneously it causes a scarcity of human
resources in the country.

A similar study was done on Armenia and Azerbaijan by Azam and
Khan (2011) [4]. The data shows that remittances and economic growth
have a significant positive correlation in those two countries. Both
specific studies used panel data from 1995 to 2010. We will enlarge the
observations by taking the latest data available and finding possible up to
date impact of remittances on Armenian economic growth.

Background information and Data description

According to the World Bank’s latest Regional Economic Update
Migration and Mobility in Europe and Central Asia, Armenia is one of the
leaders in Europe and Central Asia in the number of remittances sent to
the home country by people migrated abroad [5]. The main flow of
remittances is coming from Russia, as it is considered one of the most
popular countries for Armenian-migrants. Worker’s remittances from
Russia to Armenia went up by almost 14.6 percent compared to 2016
[6]. We observed that the trend has fluctuated throughout the years,
from 1996 to 2017. Drastic increase and decrease occur through the
years 1996 -1998, and 2004-2006. After a decreasing pattern, starting
from 2016 it is noticed a slow increase. Remittances in Armenia reached
their peak at the beginning of 2014, recording approximately 750 million
USD. On the Contrary, the lowest USD amount transferred in Armenia
was in 2004, about 99 million. As of 2018, the amount of remittances
still is 336.4 million USD, which is a 77.6% increase compared to the
first quarter of the year 2018 [7]. The explanatory variables that we will
use during the path of prediction are all in growth rates: REER, and
Remittances. The quarterly data of Remittances are taken from
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data.imf.com and REER are taken from the cba webpage. There is a
weak negative correlation between the GDP growth rate and REER and
the correlation results between our explanatory variables are also
positive but weak, remittances, interestingly recorded a bit high result
(0.6), though again not that high to consider it. If we look at Graph 1, we
can notice that all our variables fluctuate similarly, the cyclical and
seasonal effects are more or less the same (Graph 1) [8].

Econometric model and Estimation
The study develops a model consisting of time series data on real
GDP (per capita) and the following variables to analyze the impact of
workers’ remittances on Armenia’s economic growth: workers’
remittances, real effective exchange rate. The logarithmic form of
variables was used in order to normalize the data.

LGDP = By + B, LREMM + B,LREER + ¢
e LGDP is the logarithm of real GDP per capita.
e LREMM:is the logarithm of workers’ remittances
e LREER is the logarithm of real effective exchange rate
e ¢ is the error term which is assumed to be a white noise.
Modeling steps: 1. ARMA 2. ARMA + lremm 3. ARMA + lremm +
lreer
Model 1. The first model that was used to test the preliminary
hypothesis was ARMA. The main variable that was regressed was the
logarithmic form of GDP. Using Akaike and Schwarz criterions which are
used for model selection between finite number of models to estimate
the best model. The lowest BIC/AIC is always preferred. According to
AIC/BIC the best model is the one with AR(1) and MA(1). AR(1) gives
significant coefficient, while MA(1) was insignificant even at 10%
significance level. The chosen model is AR(1,3) and MA(1,2,4). The
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coefficients are significant for AR lag 1 and 3, while for the error terms
only the second lag is significant. We will proceed the analysis by adding
our variables one by one.

Normality assumption of the model was first checked using Shapiro
-Wilk test. According to the output the p value of the test is 0.0527,
meaning that we fail to reject the Null hypothesis at 5% significance level,
stating that residuals are normally distributed.

The second assumption that is worth checking is the stability. For
this purpose armaroots was used. If all the roots have modulus less than
one and lie inside the unit circle then the estimated Arma model can be
considered as stable. According to Graph 2 (see appendix) we can
assume that the roots are stable.

Stationarity assumption was checked using “Dickey fuller test”.
According to which the p value of the test for the first, second and third
lags are 0.0907, 0.0881 and 0.2158 respectively. For the first and
second lags we fail to reject Null hypothesis at 5% significance level but
we reject Null hypothesis at 10% significance level, thus the series is
stationary. However, p-value at the lag(3) is more than alpha even at 10%
significance level, so we reject Null, at that lag the series is not
stationary.

Model 2: The second model consisted of the first model adding the
logarithm of remittances. Using Akaike and Schwarz criterions the
suggested model is not optimal as the coefficients of the lags are
insignificant (AR(1), MA(1)).The best model arima Igdp, Iremm , ar(1)
ma(1,6) was chosen.

According to the “Shapiro-Wilk test” output the p value of the test is
0.05675, meaning that we fail to reject the Null hypothesis at 10%
significance level, stating that residuals are normally distributed.

According to Graph 3 (see appendix) we can assume that the roots
are stable.
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According to “Dickey fuller test” the p values for the remittances
data at the lags 1,2,3 are 0.1894, 0.1271, 0.1033 correspondingly,
meaning that we fail to reject Null hypothesis even at 10% confidence
level, thus the series is not stationary.

Overall the remittances variable is significant and has its influence
on the dependent variable, as the p-value is 0.047, which is less than 5%
significance level, so we reject the Null. For each percent increase in the
remittances level, the GDP growth rate will increase by 0.260%. Thus
this variable influences the dependent variable and overall the model
positively.

The normality assumption was met, however the series is not
stationary.

Model 3: In the third model we added logarithm of real effective
exchange rate to the preliminary model 2. Using Akaike and Schwarz
criterions the suggested model is again the arma(1,1), and it results in
not significant coefficients. The best model is the arima Igdp Iremm
Ireer, ar(1) ma(1,6), where all the p-values for all the variables are less
than alpha at 5% significance level, so we prefer this model.

According to the “Shapiro-Wilk test” output the p value of the test is
0.95855, meaning that we fail to reject the Null hypothesis stating that
residuals are normally distributed.

According to Graph 4 (see appendix) we can assume that the roots
are stable.

According to “Dickey fuller test” the p value of the test for the lag(1),
lag(2), lag(3) are 0.0009, 0.0115 and 0.0311, meaning that we reject
Null hypothesis even at 5% significance level and conclude that the series
is stationary.

Surprisingly, adding a real effective exchange rate to the third model
made it both normally distributed and stationary. It is worth mentioning
that the effect on logarithmic form of remittances was small. The
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coefficient increased from 0.255 to 0.260 (still significant). The REER
influences our dependent variable negatively. In other words, 1%
increase in REER will result in a decrease of overall GDP by 0.244%. The
variable is significant, as we reject the Null at 10% significance level (p-
value = 0.0899).

Conclusion

In this paper we tried to find out a new, not yet observed model
about Armenian economy. Due to this study and research we discovered
that remittances have a positive impact on economic growth. As shown in
literature review section and in accordance with international studies,
this research has shown that remittances and real effective exchange rate
have a positive and statistically significant effect on economic growth in
Armenia. It is worth mentioning that the finalized model includes all
significant variables proposed. Overall, we reject our initially proposed
Null Hypothesis and conclude that remittances do have their influence on
GDP growth rate.
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BIMAHUE OEHEMHbBIX MEPEBOJ,OB HA
3KOHOMMYECKMIA POCT

KnioueBble cnoBa - Temn pocta BBIl, nporHos, peHexHble
nepeBofbl, peanbHblil 3heKTUBHDBI 0BMEHHbIW Kypc

Mo paHHbIM BcemupHoro baHka, ApmeHMA HaxoguTCA Ha MNepBbIX
pagax B EBpone u LleHTpanbHoli A3uMM MO KONUYECTBY [EHEMHbIX
nepeBOAOB, OTNPaBleHHbIX B PoAHyto cTpaHy. Llenb paHHON ctatbu -
UCCnefoBaTb BAWAHWE [EHEMHbIX MEPEBOJOB U  LOMONHUTENbHbIX
NEePeMEHHbIX Ha 3KOHOMMYeckuit pocT Apmenun. WccneposaHue
MokasblBaeT, YTO [AEHeMHble MepeBOofbl W peanbHblli 3DEKTUBHBIN
0OMeHHbI Kypc OKasblBatOT MONOMWTENBHOE CTATUCTUYECKU 3HAYUMOE
BNUAHNE HA SIKOHOMUYECKMIA pOCT.

B pesynbTate Mbl 3akntovaem, 4TO LEHEHHble NepeBOAbl AeiCTBU-
TENbHO OKa3blBaOT 3HAYUTENbHOE BAUAHME Ha Temnbl pocta BBI.
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VIRTUAL ECONOMIC LIFESTYLE PECULIARITIES IN SOCIAL
NETWORKS. CASE STUDY: CONSUMPTION OF WHATSAPP

Abstract: Social networking is currently the most popular online
activity among consumers around the world. Today, almost every brand
has an official page on well-known social networking platforms such as
Facebook and Twitter, Instagram, etc. Therefore, taking advantage of the
opportunities arising from this new media requires a deeper knowledge
of how consumers decision online engagement with different types of
media and what they ultimately bring to the brand. This study uses
utilization and satisfaction theory to examine the factors influencing
online customer engagement on social networking sites to explain why
people participate in these media.

Keywords: virtual lifestyle, social networks, WhatsApp, social harms

JEL classification: M3

Research aim: the research seeks to answer these questions; can
the content characteristics of social media advertising affect online
engagement and participation of consumers? And when these content
characteristics are influenced by the positive attitude of consumers, does
the level of online consumer engagement increase or not?

Research novelty: There is a positive relationship between the
liveliness of advertising and consumer online engagement participation.

Introduction
Since the beginning of the last century, virtual social media, which is
considered as a kind of web, has always been one of the most attractive
and popular types of basic internet media in Alexa ranking; This
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popularity is such that in 2013, seven of the top ten websites in the world
in the Alexa list are seven social networking websites [1]. Social networks
are one of the most influential new communication technologies that
have affected all aspects of individual and collective life of users.

Social networks are a new generation of sites that are the focus of
users of global Internet networks these days. Such databases operate on
the basis of online organizations, and each brings together a group of
Internet users with a specific feature. Social networks are considered as
a type of media that have made it possible to achieve a new form of
communication and content sharing on the Internet. In the present age,
the expansion of the Internet space has created a new form of social
interaction called virtual social networks. The increasing, rapid and
widespread acceptance of users of these mass media, even among
Iranian users, is undeniable despite the limitations in cyberspace [2].

Virtual social networks in Iran, especially among young people, are
expanding. Therefore, having an estimate of the penetration of these
networks and examining their activity, as well as examining the ethical
and identity space of these networks in order to assess the situation and
try to provide a solution to minimize the problems caused by the use of
these networks is essential It seems [3]. Today, virtual social networking
programs have spread in the community among all people, especially the
younger generation. These networks are both beneficial and harmful, in
order to reduce the harms and threats of these networks, it is necessary
to conduct research in this regard, which will lead to a better
understanding of this space.

With the increasing growth of technology and transnational media
such as Internet, satellite and mobile phones and increasing the number
of users of these modern media, the need to study their impact on
human life is one of the important categories [4]. From this perspective,
the concept of lifestyle, which is the basis of the main form of individual
and group life of human beings, has a great impact on how these
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networks are used. In this way, different lifestyles cause differences in
human behavior, and this difference applies to the use of virtual social
networks. Therefore, by researching through lifestyles, we can find out
what effects lifestyle variables have on the use and content consumption
of these networks. This knowledge also helps us to make culturally and
socially positive changes in the lifestyles of people in the community so
that their consumption of virtual social networks is conscious, healthy
and accompanied by social and moral security. In general, the main
purpose of this study is to investigate the relationship between lifestyle
variables with usage and content consumption of WhatsApp - one of the
most widely used virtual social networks.

Theoretical Framework

The use of virtual social networks has grown very rapidly in recent
years and its influence in society has greatly expanded. From this
perspective, scientific research is necessary to better understand these
networks. Due to this issue, the main purpose of this study is to
investigate the relationship between lifestyle variables with the use and
content consumption of WhatsApp. The statistical population of the study
is students of Shahrekord University of Medical Sciences. The sample
size according to Cochran's formula is 323. The sampling method was
multi-stage cluster sampling. The results show that WhatsApp has the
highest correlation with economic capital and cultural capital variables.
Lifestyle variables also revealed the dimensions of WhatsApp
consumption with respect to different contexts and, more broadly,
relationships.

Perhaps it can be said that the modern lifestyle is the form of dignity
grouping that Max Weber wants. The modernity of this type of grouping
lies, in part, in the fact that status is not granted through group
membership or on the basis of similar occupations of the group, or even
on the basis of the privileges generally available to members, which is
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not the case. It is due to the quality of social activists' use of the
resources and privileges they have. It is on this basis that lifestyles are
usually considered based on the social organization of consumption or
on normative and regulated attitudes related to consumption, something
that market researchers and researchers had realized before sociologists
[5].

Bourdieu's theory seems to be a good framework for analyzing
issues related to lifestyle and consumption, and this is more than
anything else, perhaps because of the strong theoretical foundation that
has clear concepts, assumptions and clear propositions, as well as
Bourdieu's own efforts. For their experimental test, which has been
shown well in the book of distinction (1984) and has provided a wide
field for further research [6].

Bourdieu's sociology has many suggestions for studying technology
for two reasons. First because of the recent place of technology in
sociological knowledge; And second, because Bourdieu's distinctive
approach to social thinking can help technology researchers solve some
recurring socio-theoretical problems. Technologies are related to habits
and practices. Sometimes technology is shaped by habits and practices;
Sometimes it is promoted with them. Human actions shape technology,
and so technologies may in turn shape human actions. These actions
include certain tendencies, certain physical manners, and specific ways
of doing things. An examination of Bourdieu's approach to technology,
especially his conception of habit, has led to his general view of the
organization of social action.

Bourdieu analyzes the two concepts of habit and field of social action
through the interrelationship. Habitual, which includes the tastes and
tastes of individuals, the factor dimension of social action is colorful and
emphasized. In contrast, the field contains pre-existing and emerging
structures, which include a variety of capital owned by individuals.
Bourdieu, by his habitual concepts of square and their internal
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components, distinguishes classes and sub-classes and depicts a
multifaceted structure of society. In general, the habit that is formed
based on the material conditions of life is the habit that determines the
fate of the person in the future. In general, this framework helps us to
better understand how to use virtual social networks with our
multifaceted structure.

Artistic taste: Artistic taste means the tendency to consume certain
items of art products; Which is measured at three levels of literary,
cinematic and musical taste. Artistic taste was assessed through six open-
ended questions. For the reliability of this index, references to the works
of Chavoshian, Mostafavi and Rahmati and Moradi have been used. By
summing the scores of literary, cinematic and musical tastes, a variable
is obtained at the sequential level.

Economic capital: This capital includes the ownership of material or
financial wealth. Economic capital is measured by three indicators:
income, house price and car price.

Cultural capital: "The degree of individuality in cultural practices that
certain societies recognize as legitimate and have three aspects
embodied (long-term intellectual and physical characteristics), objectified
(ownership of cultural goods) and institutional." This variable is
measured by questions about popular readers, popular books, watching
movies and gaining information, number of study hours per week,
number of extracurricular books, cultural goods, and parental education.

Management indicator
To examine the causal relationships and estimate the conceptual
model, we used structured equation modeling (SEM). SEM has changed
the nature of research in international marketing and management. It is
a statistical technique for testing and estimating causal relationships
using a combination of statistical data and qualitative causal assumptions.
The use of Partial LeasSquares (PLS) is suitable and was considered the
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most appropriate method due to: (a) the early stage of theoretical
development; (b) this conceptual model has not been tested in the
literature and; (c) the conceptual model is considered to be complex. In
the next two subsections we firstly examine the measurement model in
order to assess indicator reliability, construct reliability, convergent
validity, and discriminant validity. Secondly, we test the structural model.
The software used for applying the method was PLS Smart 3.0 Software.

Measurement model

Firstly, in order to analyse the indicator reliability, the loadings
should be higher than 0.7 . All the items have loadings > 0.7, confirming
that the indicator reliability is achieved. Secondly, two criteria were used
to examine the construct's reliability — Cronbach's alpha (CA) and
composite reliability (CR). all constructs have CR and CA > 0.7,
approving construct reliability. Thirdly, in order to assess convergent
validity, the average variance extracted (AVE) shouldbe at least 0.5 to be
considered sufficient and explain more than half of the variance of its
indicators on average. AVE for all the constructs are above 0.5,
guaranteeing convergent validity. Finally, the discriminant validity has
three criteria. The first criterion is the Fornell-Larcker criterion, which
demands that the root square of AVE for each latent variable should be
greater than the correlation with any other latent variable. In Table 4, we
see that these criteria are achieved. The second criterion, the loading of
each indicator is expected to be greater than all of its cross-loadings.
This was also analyzed and each construct has loadings with higher
values than their cross loadings this result is available from the author
upon request. The Hetrotrait-Monotrait ratio (HTMT) table is available
upon request, and all values are below the threshold of 0.9. Therefore,
all the measures satisfy the discriminant validity of the constructs. The
assessment of the construct reliability, convergent validity and indicator
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reliability, produce satisfactory results, indicating that the constructs can
be used to test the conceptual model.

Research Methods

Descriptive-inferential statistics methods are used for analyzing
research data. In the descriptive statistics, the researcher, in fact,
collects, summarizes the quantitative information, the samples, and
describes the characteristics of the sample studied. Using inferential
statistics, the results of the sample are generalized to the entire statistical
population; the research without it lacks scientific validity. Structural
equation modeling is used to investigate research hypotheses. Structural
Equation Modeling (SEM) is a highly generalized, robust, multivariate
regression family of techniques that is expressed in combination - factor
analysis - path analysis - more precisely the general linear model
extension that allows the researcher. Test a set of regression equations
simultaneously. In this research, structural equation modeling is done by
Smart PLS 3 software; and comparisons of mean variables; variable
factor exploration factor analysis with SPSS 25 software.

Sampling Method

The sampling method is non-random according to the characteristics
of the community. In this way, the researcher will be provided with a
sufficient number; to calculate the number of required questionnaires; to
the individuals; availability; Morgan table was used to calculate the
sample considering the indeterminacy of the statistical population and
384 samples were determined. In order to be more reliable, 400
questionnaires were distributed out of which 385 were collected
correctly.

Validity

Since the main tool of this questionnaire research should be the

questionnaires used, they were self - standardized, but in order to
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ensure more; the validity of the measurement tool; the interview; Is.
Content validity was used to check the validity of the questionnaire.

Reliability
One of the ways to measure reliability is to measure its internal
consistency. One of the most commonly used measurement tools for
measuring internal consistency that is used most of the research is the
Cronbach's alpha coefficient, which is the most important method for
ranking scales (Table 1).

Table 1. Cronbach'’s alpha coefficient of variables

Rows Variables Cronbach'’s alpha Number of
coefficients questions
1 Cultural capital 0.76 5
2 Economic capital 0.77 6
3 Artistic taste 0.75 6
8 Total question 0.79 17

Given that the required minimum reliability coefficient is 0.7. As the
above table values for the structures under study indicate, the research
instrument has an acceptable reliability.

Descriptive analysis of research

Findings of the study indicate that 90.66% of the subjects are
female; 9.34% are male. It is indicated that 15.8% of the sample were
less than 25 years of age, 12.5% 25 to 30 years, 28.6% 31 to 35 years,
28.3% 36 to 40 years; 14% are over 40 years of age. Findings of the
study indicate that 36.9% of the subjects in the study had a lower
degree; diploma; 18.7%; diploma; post-diploma; 15.8%are doctors.

Descriptive analysis

In this section, the mean and standard deviation of the analysis of

each of the main variables of the study are presented in table. As can be
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seen, the mean and standard deviation of each of the current variables
of the research (Table 2) is shown.

Table 2. Descriptive indicators of current variables;

Variable S.D Mean
Cultural capital 0.781 3.65
Economic capital 0.877 3.31
Artistic taste 0.865 3.81

In order to use parametric tests to analyze research data, these data
must have the normality of the distribution of variables assumed to be
analyzed using the K-S test (Table 3). Since if the significance level is
greater than 0.05 indicates that the data are normal and given the
significance level.

Table 3: K-S test results

Variable Cultural capital Economic capital = Artistic taste
K-S test 3.214 Skl 3.651
Sig 0.135 0.167 0.159

Before examining the validity of the hypotheses, it is necessary to
test the correlation between the research variables. As can be seen
(Table 4), the results of correlation analysis showed that there is a
significant positive correlation between all variables. The significant side
to all of these correlations is the high level (99% confidence level), which
is also important to consider.

Table 4. Correlation between research variables

Variable Cultural capital Economic capital Artistic taste
Cultural capital 1
Economic capital 0.53 1
Artistic taste 0.51 0.65 1
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In this study, a hypothetical model based on the research
background was designed to investigate the effects of exogenous-
endogenous variables that are presented in the first chapter. The first
chapter hypotheses also suggest causal relationships between the
variables in the model. In this research, the hypotheses are examined
simultaneously. In order to evaluate the hypothetical model of this
research, the parameter estimation is first investigated using the
maximum likelihood method. Estimated parameters include "impact fac-
tors". Following the structural model of the research, standard
estimation mode and significance coefficients will be discussed. The
structural model of this research is a standard estimation mode, which,
based on the theoretical framework of the research, reveals the
relationships between the research variables. This graph shows the beta
coefficients for each of the three structural model paths. The rejection or
confirmation of each of the hypotheses depends on comparing the
statistical significance obtained for each path, the standard mode of
estimation, with the value of t calculated for it, the state of the significant
coefficients. The results show the structural equation model needed to
test the hypotheses (Table 5).

Table 5. Results of the Hypotheses
T- P

Hypotheses Result

value value

1. There is a significant relationship 1.27 0.235 Reject
between the use of WhatsApp program

and artistic taste.

2. There is a significant relationship 5.21 0.000  Accept
between the use of WhatsApp program

and economic capital.

3. There is a significant relationship 3.61 0.000  Accept
between the use of WhatsApp program
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and cultural capital.

4. There is a significant relationship = 3.91 0.000  Accept
between WhatsApp content consumption

and artistic taste.

5. There is a significant relationship 2.97  0.000  Accept
between WhatsApp content consumption

and economic capital.

6. There is a significant relationship 5.02  0.000  Accept
between WhatsApp consumption content

and cultural capital.

Results and Suggestions

According to the results of Table 5, there is a positive correlation
between the variable of cultural capital and the variables of WhatsApp
usage, entertainment content, joke content and online friendship
content. That is, we expect the amount of these variables to increase as
the amount of cultural capital variable increases. The intensity of the
relationships is weak and the relationship between the variables of
WhatsApp usage and entertainment content with 99% confidence and
the variables of jokes content and Internet friendship content with 95%
confidence. These results confirm the third and sixth hypotheses.

There is a positive correlation between the variables of economic
capital with the variables of WhatsApp usage, entertainment content,
sexual content, joke content and online friendship content. That is, we
expect the amount of these variables to increase as the amount of
economic capital variables increases. The intensity of relationships is
weak and the relationship between the variables of WhatsApp usage,
entertainment content and sexual content is 99% certain. Also the
variables of joke content and internet friendship content are with 95%
confidence. These results confirm the second and fifth hypotheses.
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The variable of artistic taste has a positive relationship only with the
variable of the content of everyday issues. That is, as the score of artistic
taste increases, the content score of everyday issues is expected to
increase. The intensity of the relationship is weak and with 99%
confidence. This result confirms the fourth hypothesis; And rejects the
first hypothesis.

Considering the consumption of all students using the WhatsApp
program, out of a total of 400 respondents to this study, only 400
people used this program. In other words, the penetration rate of using
this in the statistical population is 73.68%. In the statistical analysis of the
present study and other studies, we see that the contents that have a
significant relationship with the use of various types of virtual social
networks are more than social harms. This indicates that the harm
dimension of social media consumption in the statistical population is
more colorful than its normal consumption. Also, the test of the
relationships of independent variables with different contents in this
study shows us that the users of these programs do not make any
significant use of informative content, news and information, and
everyday issues; And their uses are mostly recreational, sexual, and
generally traumatic. In addition, the degree of correlation between
economic capital (0.18) and cultural capital (0.14) indices of the main
independent research variable (lifestyle) with the use of WhatsApp
research dependent variable further confirms that the use of the
network Virtual social networks are mostly harmful; Because the lowest
correlation has the cultural capital index.According to Bourdieu, cultural
capital allows people to have a subtle and meticulous view of issues,
especially in the field of consumption.

That is, the higher the cultural capital of individuals, the richer and
more meaningful the content of their consumption. To achieve this goal,
it is necessary to enrich cultural activities in this field. In general, lifestyle
variables revealed to us the dimensions of WhatsApp consumption
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according to different contexts, and together showed a broader

relationship.
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qujht gnpdhpt £ uwwnnnubpp 2powunwd: Wuop gpbeb jnipw-
pwusinip wwpwupwuh2 niuh ywonnuwlwu £, hwjnuh £ unghwjw-
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Instagram-p L wju: <bwnbwpwp, wyu unp [puwwnywdheongutinhg ptunn
huwpwynpnipniuutiphg ogunybip wwhwugnd £ wybih funpp ghwunt-
(hpubip wyu dwuht, pE huswybu Gu uwywnnnubpp npnand hunbipub-
wnwjhu [pwuinywdheongubiph wnbuwlubipp W wyu, pE huswbu Gu upwup
h ybpon tywuwnnd wwpwupwuhoh qupgugdwup: Wu nwniduwup-
pniejniup hhduynd £ uywndwu b pwjwpwpywdniejwt nbunypjwuu
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wngniund pwgwhwjndnd GBu, pE huy gnpdnuubp Gu wgnnd
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Moxamep, Capxap dapsaHeraH
Couckatenb, EBponelicknii YHusepcutet

OCOBEHHOCTU 3KOHOMUYECKOIO BUPTYAJIbHOIO
OBPA3A MN3HU B COUUAJIbHbIX CETAX

KnioueBble cnoBa - BMpTyanbHbIil 06pa3 #u3HKM, coLManbHble CETH,
WhatsApp, coumanbHbIil Bpeq,

CounanbHble ceTM B HacToALlee BpeMA ABMAIOTCA  CaMbIM
MONyNAPHbIM  MapKETUHIOBbIM WMHCTPYMEHTOM Cpeau noTpebuTeneil.
CeropHAa nouytn y Kamporo OpeHpa ecTb oduumanbHas cTpaHuua B
NoNyNApPHbIX couManbHbIX ceTax, Takux kak Facebook, Twitter, Instagram
n 1. o. CnepoBaTenbHO, UCNONb30BaHWE 3TUX HOBbIX CPELCTB MaccoBoOit
uHpopmauun  Tpebyet 6Gonee rnyboOKOro MOHWUMaHWA  TOrO, Kak
notpebutenn BblbupatoT Tunbl oHnaH-CMW, 1 Kak OHM B KOHEYHOM
utore cnocobcTBytOT pa3BuUTUIO OpeHpa. DTo UccnefoBaHWe OCHOBAHO Ha
TEOPWUMN YHOBNETBOPEHUA U MoTpedneHuns, 4Tobbl onpeaennTb akTopbl,
BAVAIOLLME Ha OHNANH — B3aMMOAENCTBUE KIIMEHTOB B COLMANbHBIX CETAX.
MccneposaHne Takme aHanvsmpyeT DakTopbl, BAKAIOLLME Ha MPOLLECcC
MPUHATAA PELLEHWIA MPW y4acTUN KIMEHTOB B OHNANH-TOProBe.
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INVESTMENT PLANNING METHODS AND INSTRUMENTS IN
THE RA TELECOMMUNICATIONSAND IT

Abstract: In market conditions, the main economic task of every
enterprise is to ensure competitiveness. In addition, the prospective
economic development dictates the need for a sufficient level of
competitiveness in the financial markets, ie acceptable conditions for
access to external sources of operational and investment financing. At
the same time, in the field of telecommunications of the RA economy,
there is a contradiction between the real need to update the material and
technical base, the financing of investment activities aimed at its
development, and the available sources of own financial resources. One
of the reasons for this situation is the lack of an effective investment
management system, based on modern methodological principles, using
the latest technologies and enterprise management tools. All this
predetermines the urgency of the scientific substantiation of new
methodological approaches to the management of investment activities of
enterprises, which are equivalent to their current financial and economic
conditions.

Keywords: Investment activities, methodology, telecommunications,
competitiveness, planning, efficiency

JEL classification: D24, D41

Research aim: is the invention of effective ways of investing in the

field of telecommunications.
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Research hypothesis: Investments in the current stage of economic
development are mostly inefficient if they do not targeted to innovative
directions.

Research novelty: In process of investing in telecommunications,
the priority is not a payback costs, but to achievement the competitive
position of companies, providing services through innovative programs.

Introduction

The sustainable development, expansion, differentiation of any
activity due to the acquisition of new spheres of activity, constantly
requires investments - long-term expenditure of financial, labor, material
resources in order to increase savings and make a profit. The
telecommunications sector is one of the key sectors of each country's
economy, it is of great importance in terms of increasing the country's
competitiveness, provides the greatest possible value, is a dynamically
developing sector - one of the most important areas of any country's IT,
science and technology development.

In the ranking of technological readiness index, Armenia has
improved its position from the list of backward (100-150) countries,
moving to the list of countries with medium competitiveness (50-99) [1].
According to the "Global Innovation Index 2020" report, Armenia has
improved its position by 3 places, ranking 61st among 131 countries [2].

The regulation of the RA telecommunication sphere has been carried
out since 2006 in accordance with the RA Law on Electronic
Communications [3]. One of the aims of the mentioned law is to
encourage economically efficient investments in infrastructure, to use
the latter for the provision of electronic communications services, to
promote the introduction of modern technologies, and to increase the
range of services.

Judging by the indicators of the telecommunications sector, it can be
concluded that it is dynamically developing. In particular, in 2006 there
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was 1 mobile operator in the sphere with monopoly rights. Currently,
there are 3 mobile operators, 12 fixed telephony operators, about 182
operators of public electronic communication network, which provide
Internet access services.

In 2006, 1 normative legal act was related to the regulation of the
sphere. At present that number reaches about 170.

In terms of mandatory payments for the use and use of radio
frequencies, no access to the state budget was provided until 2006, and
in 2006-2007, 1.1 billion drams was provided to the RA state budget.

At present, about 7 billion AMD annually is provided to the RA state
budget in terms of mandatory payments for the use and use of radio
frequencies, moreover, in 2006-2020. About 91 billion AMD was
provided to the RA state budget during the year.

The rapid growth of the world economy over the last decade is due
to the innovations made as a result of investments in information
technology, their application in various industries. The intend of the
research is to implement investment planning in the telecommunications
sector of the Republic of Armenia in the form of analytical research,
which is aimed at determining the demand for investment resources,
revealing possible sources of funding.

Research results

One of the strategic branches for each country is IT
telecommunication, which plays a great role in the balanced development
of the global national economy. It is a link between "consumers" in the
industrial and service sectors, as well as "economic centers" in
geographically remote areas. Modern methods of telecommunications
are becoming a necessary condition for social inclusion and cultural
development. Telecommunications also plays an important role in the
manufacturing sector, not only by servicing it, but also by indirectly
engaging in manufacturing through business process automation.
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Therefore, any disruption in the field of communication will lead to
distraction of production activities, which in turn will reduce the rate of
economic development.

During the last 10 years, investments of about 380 billion AMD have
been made in the sphere of telecommunications of the Republic of
Armenia. 2019 The annual revenue from telecommunications services
amounted to about 147 billion drams ($ 306 million), which is about
2.2% of Armenia's GDP.

According to Statistical Classifier of Economic Activities of the
European Union, there are 33 companies in the field of
telecommunications in Armenia, which are classified as web portals of
companies providing services related to wired telecommunications
services, wireless telecommunications services, other telecommunica-
tions services among companies. The main services provided by these
companies include mobile and landline, cable wireless internet, IT infras-
tructure (for example, web hosting) U VolP services. Telecommunications
companies provide services mainly in the domestic market.

As of October 1, 2020, there are four companies providing
international transit I[P flows with nine channels, and the bandwidth is
903500 Mbps. (see Figure 1)

. .
201 2012 2013 2014 2015 2016 2017 2018 2019

Figure 1. International IP Transit Service Flow Streams 2008-2020
(Mbps)
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In 2006, the cost of 1 Mbps of international transit IP flows in
Armenia was 5,461,600 drams. As of October 1, 2020, the cost of 1
Mbps is 640 AMD (see Figure 2).
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Figure 2. Dynamics of international IP transit service tariffs for 2008-
2020 (1 Mbps / AMD) in Armenia

Being a favorable country for foreign direct investment in the ICT
sector (regardless of the force majeure situation in the country),
Armenia has the following competitive advantages over other countries in
the region.

e Ability to carry out IPC work in accordance with international
standards in the fields of engineering, informatics, physics and
mathematics;

e Highly qualified specialists with technical skills and knowledge of
foreign languages;

e Basic university programs with other related IT specialties;

e Competitive d cheap labor U low operating costs;

e Tangible support provided by the state to the sector L willingness
to improve the investment field;

e Sustainable and continuous development of the IT sector;
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e Extensive experience of cooperation with large transnational
companies;
e Legal framework that meets the best international standards for
the protection of intellectual property.
Armenia's software services sector is quite young . Most of the
companies, almost 95%, were founded in 2000-2018.
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Figure 3. Total number of ICT companies in RA [4]

In 2018, in RA the number of active ICT companies reached almost
800, providing an unprecedented 23% growth compared to 2017. The
share of local companies in those companies is 52.5%. 2008-2018 On
average, about 53.8 ICT enterprises were established annually. For
comparison, in the 1990s that figure was only 5-6 companies a year. In
2018, the number of active companies has increased by about 150.

The creation of such a large number of companies is conditioned by
the implementation of a legislative package, aimed at the state support of
the ICT sector, which provides tax benefits for start-up companies, as
well as support for multilateral infrastructure, financial and other areas.

There are 36 companies in the field of telecommunications in
Armenia, which classified as wired telecommunications system services,
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wireless systems services, companies providing other telecommunication
services, companies operating on web portals. The main services
provided by these companies include mobile, fixed communication,
cable, wireless internet, IT infrastructure (for example web hosting) U
VolP services. It should be noted that companies operating in the field of
telecommunications provide their services mainly for the domestic
market. The revenues from mobile services have the largest share in the
revenues of the RA telecommunications sector.

The telecommunications sector in Armenia is lagging behind the
global resurgence trends. In Armenia, mobile operators are investing in
related sectors to diversify their revenue sources. Investments are made,
in particular, in the spheres of mobile internet sales of mobile equipment
and accessories, the average annual growth rate of which in Armenia is
20% U 46%, respectively. The Armenian mobile operators had the
opportunity to stop the negative growth trend of the sphere in Armenia.
For example, Ucom invests in technology education in Armenia. The
operator has set up a digital laboratory in one of the private schools for
students in grades 3-10 to help them gain knowledge in the areas of
programming U artificial intelligence, combining computer technology
and art.

Thus, the introduction of investment planning methods and tools in
the field of telecommunications of the Republic of Armenia is a potential
problem, proceeding from the peculiarities of the field, its primary
importance for our country. Today, automated organizational and
financial planning methods and criteria for evaluating the effectiveness
of investment projects are used in all economically developed countries.

The 21 century is a stage of technological development. New and
interesting products and services are created. The market is expanding,
information is spreading faster. In order to remain competitive in the
world market, organizations and countries must exercise flexibility
externally, strive to keep pace with the demands of the time and develop.
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When we talk about continuous improvement and development, we mean
innovations that require investments.

Conclusion

Considering the different definitions of investments, we conclude,
that its purpose is innovation, and the key point of the latter is the
implementation of the idea, which will contribute to changes in the
organization internal and external environment, creating new value for
both the organization and customers. Investing in innovation helps to
increase profits, which ensures the organization is competitive in the
market, many innovative projects also create scientific results.
Economically developed countries currently provide most of their GDP
growth by investing in innovation and technological advancement. Since
the 70s of the last century, the main circle of developed countries has
been formed, which are distinguished by the growth of the global index
of competitiveness, human-scientific potential. The use of ICT also plays
an important role in the innovation index. It is also closely related to the
country's technological readiness index, so the improvement of its sub-
items will contribute to the creation and introduction of new
technologies.

As it turned out, the development of the telecommunications sector
is not successful in all countries, which is due to the need for large-scale
investments, potential markets that provide for them repurchase, as well
as a certain potential in the field of science and technology and a
favorable business environment. In addition, they impose strict
requirements on the technological competitiveness and experience of the
companies involved in the sector, as these markets are rapidly changing
in terms of product structure, and the industries are characterized by a
large number of factors that cause change. It is noteworthy that under
the influence of these factors, fundamental changes in the structure of
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consumer preferences in the telecommunications sector affect the

strategic position of telecommunications companies.
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METOAbl U UHCTPYMEHTbI MUHBECTULUUOHHOIO
MIAHUPOBAHMWSA B CbEPE TENEKOMMYHUKALIUIA U UT PA

KnioueBble cnoBa - MHBECTULMOHHAA AEATENbHOCTb, METOLONOMUA,
TENEKOMMYHUKaLUK, KOHKYPEHTOCNOCOBHOCTD, nnaHupoBsaHve,
acpdpeKTUBHOCTb

B pbIHOYHBIX YCNOBUAX KNHOYEBOW SKOHOMMYECKON 3afayein Kamaoro
npeanpuATMA ABNAETCA obecreveHne KOHKypeHTocrnocobHoctu. Kpome
TOro, MEPCNeKTUBHOE SKOHOMUYECKOE PasBUTUE JUKTYET HEOOXOANMOCTb
AOCTaTO4YHOrO YPOBHA KOHKYPEHTOCMOCOOHOCTU Ha (PUHAHCOBbIX PbIHKaX,
TO €CTb JOCTyNa K NpMemMaeMbiM BHELLHUM UCTOYHUKaM MHaHCUpPOBaHUA
M VWHBECTULMOHHOI peaTenbHocT. B To e Bpema B cchepe Tene-
KOMMYHUMKaLuili  aKoHoMMKM PA,  cyllecTByeT npoTuBopeune Memay
peanbHO  HEObXOAMMOCTbIO  OBHOBREHUA  MaTepuanbHO-TEXHUYECKOM
6a3bl, PMHaAHCMPOBAHWEM WHBECTULIMOHHOW [LEATENbHOCTW, HanpaBieH-
HOIl Ha ee pa3BUTUE, U VMEIOLLMMUCA UCTOYHUKAMU COBCTBEHHbIX DUHAH-
coBbIx pecypcoB. OfjHa U3 MPUYMH CNOMMBLLENCA CUTyaLMn - OTCYTCTBUE
3pPEeKTUBHOW CUCTEMbI YNpaBieHUA WHBECTULIMAMU, OCHOBAHHOW Ha
COBPEMEHHbIX METOJONOMMYECKMX NMPUHLMNAX, UCMOMNb3yeMble HOBeLINE
TEXHONMOTUM U WMHCTPYMEHTbI yrpaBneHua npepnpuatuem. Bce ato npe-
JONpefenAeT aKTyalbHOCTb Hay4HOro OBOCHOBAaHWA HOBbIX METOHOMO-
FMYECKMX MOAXOQOB K YMNpaBAEHUIO WHBECTULMOHHON [EeATENbHOCTLIO
NPeanpuUATUIA, SKBMBANEHTHBIX UX TEKYLLUM (DUHAHCOBO-3KOHOMUYECKNM
YCNOBUAM.

Submitted: 15.10.2021
Accepted for publication: 15.11.2021
102



Hasmik Manandyan
Ph.D. Student, ASUE
manandyanh@gmail.com

COMPETITION IN BANKING SECTOR: MEASUREMENT AND
COMPARISON OF ASSESSMENT METHODS

Abstract: Due to the growing competition in the banking market,
the issue of assessing the competitiveness of commercial banks currently
has a special place in the existing theoretical and practical issues. Today,
in the conditions of dynamic economic development, every bank should
target competitiveness as a criterion of the quality of financial-credit
services, a determining factor of the bank's activity, both in the national
and international markets.

Keywords: banking, banking competitiveness, evaluation methods,
competition indicators, structural and non-structural methods

JEL classification: G21, G19

Research aim: review the most frequently-used structural and non-
structural measures of competition in banking and highlight their
strengths and weaknesses

Research hypothesis: develop a conceptual apparatus, to create a
methodological basis for its evaluation

Research novelty: suggestion of group financial indicators to
evaluate the competitiveness of the banks

Introduction
The competitive banking sector is considered to be one of the most
significant and important parts of the market economy and is a reflection
of the market’s degree of development since it considerably participates
in economic growth.
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In a market economy, it is particularly important to assess the
competitiveness of the bank, because in a financial market there are
banks that compete for engagement and resource allocation. Under
these conditions, the effectiveness of the bank depends on its competitive
position and competitiveness. The goal they reveal the real financial
condition, its degree of reliability and competitiveness.

Literature Review

The development of global financial markets has acted to alter the
competitive environment of financial institutions [7]. Thus, internationally
active financial institutions (banks), should respond to opportunities and
challenges of an increasingly competitive global market environment due
to increased access of foreign competitors to domestic financial markets
and the expanding availability of traditional banking services from non-
traditional sources. In such circumstances, the intense competition has
changed the nature of the market for the existing banking products and
discovered the new ones where financial institutions should compete on
national and international levels. Furthermore, increasing integration of
banks into financial markets allows banks to shift their traditional risks to
the markets which influence financial system stability in general [4].

Competition in the banking market has been at the center of the
policy debate on financial stability. Most of the theoretical literature on
bank competition and stability focuses on individual bank risk, not on
correlated risk-taking by banks. Modeling correlated risk-taking has been
the focus of papers after the recent crisis [see Brunnermeier 2009,
Daneielsson, Shinand Zigrand 2009, Battiston, Gatti, Gallegati,
Greenwald, and Stiglitz, 2009 among others] but these papers do not
address issues of bank competition.

There are several approaches to measuring bank competition such a
concentration ratios number of banks or Herfindahl indices. The HHI
accounts for the market share of all banks in the system and assigns a
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larger weight to the biggest banks. Instead, concentration ratios
completely ignore the smaller banks in the system. The concentration
ratio varies between nearly O and 100. The HHI has values up to 10,000.
If there is only a single bank that has 100 percent of the market share,
the HHI would be 10,000. If there were a large number of market
participants with each bank having a market share of almost O percent,
the HHI would be close to zero. The most commonly used structural
method of competition assessment is the Herfindahl-Hirschman index,
which is calculated by the following formula:

HH1=S? +S%+....+S? (1);

Where S; is the market share of the i-th bank according to some
indicator (assets, liabilities, capital, etc.). The higher this index, the more
concentrated the market being researched. It is obvious that 1 / n < HHI
<1, where n is the number of banks in the market.

Much of the recent researches on the competition subject focused
on measures of the competitive behavior of banks. The method includes
Panzar-Rosse H-Statistics [11], the Lerner Index, and the so-called Boone
indicator. The H-Statistics measures the reaction of output to input
prices and the competitive behavior of banks but imposes certain
restrictive assumptions on banks’ cost function. Note that under perfect
competition input price increase leads to total revenue and marginal cost
moving together, while in the imperfect competition do not. As the
studies by Claessens and Laeven [2004] and Bikker and Spierdijk [2007]
show estimates of the H-Statistics are varied diverse [3].

Another frequently used measure is based on markups in banking.
The indicator of the Lerner index indicates a bank's market power and
defined as the difference between output prices and marginal costs.
Prices are calculated as total bank revenue over assets, whereas
marginal costs are derived from the assessed value of the function
translog. Higher values of the Lerner index signal less bank competition.

The main difficulty in calculating the Lerner index is the calculation of
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marginal costs, which is based on the construction of the so-called bank
cost-transfer function. The cost-transfer function, among other
arguments, also depends on the price of loans and deposits, which is
practically impossible for many banks to collect.

The Boone indicator measures the impact on the effectiveness of
performance in terms of profit. It is calculated as the elasticity of profits
to marginal costs. The elasticity is captured by the coefficient on log
marginal costs, which are typically calculated from the first derivative of
a translog cost function. The main idea of the Boone indicator is that the
banks that managed more efficiently achieve higher profits. The more
negative the Boone indicator is, the higher the level of competition is in
the market.

One of the widely used techniques to empirically measure the degree
of competitive behavior in the market, called contestability, has been
developed by Bresnahan and Lau. This technique attempts to measure
the competitive conduct of banks without explicitly using the information
on the structure of the market. For measuring the level of competition
Bolt and Humphry [3] studied the banking system of the US using HHI,
Lerner index, and H-statistics. They concluded that in different ways
each of these indicators could be utilized to measure the competition.
The study shows that these three methods may not correlate among the
banks. Existing competition indicators briefly discussed in a table below.

In case of not taking account peculiarities of the banking market for
the particularities of the industry generality can be problematic in any
industry, e.g. not considering the localized nature of competition can
both underestimate and overestimate the level of competition. Coming to
the banking industry, not accounting for specifics is most problematic,
where factors such as risk-taking and liquidity transformation play pivotal
roles. Only the interest rate pass-through indicator originates in the
theoretical banking literature.
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Table 1. Indicator comparison

Measures |Takes Additional Requires | Can’t Considers Estimation
structure |into data can measuring | separate [peculiarities | depends
but not  faccount | result/ marginal | loan and [of the on
the only improve costs deposit  |panking non-linear
conduct |larger measures markets |market effects
banks
HHI ‘[ ‘[ - - - - -
Lerner - - \[ \[ - - -
Index
H- - - ‘[ - ‘[ - -
Statistic
Boone - - ‘[ ‘[ ‘[ - -
Indicator
Bresnahan- - - ‘[ - - - ‘[
Lau

There is empirical evidence that the pass-through indicator is
positively correlated with other competition measures [9]. Indicated
approaches of measuring bank competition include decomposition of
interest spreads, measures of bank concentration under the so-called
“structure-conduct-performance” paradigm. Further, market structure
and competition indicators are typically measured on the institutional
level, rather than the product level; i.e. competition is assumed to be the
same across different product lines, such as deposit, lending, and
payment services, etc.

Studies show that usually, the level of bank competition in crisis is
low. During an economic crisis, customers become more cautious
regarding borrowing and dealing with the banks. Also, banks in crisis
require prioritizing all the resources to maintain operations and
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overcome the crisis. After a period of crisis, competitive pressure among
the banks will probably increase again.

Research methodology

As we have discussed, the existing competition indicators are
typically measured on the institutional level, rather than the product
level, and competition is assumed to be the same across different
product lines, such as deposit, lending, and payment services. Based on
research and on the assessment of the HHI index in the banking system
we have grouped financial results by groups of indicators. As a basis, we
took the calculation of financial indicators of the five leading banks of the
Armenian banking system to assess the competitiveness level in a sector.

To evaluate the financial performance of banks, we use the following
groups of coefficients:

Investment protection: is calculated as the ratio of equity to total
assets, which allows assessing the level of investment guarantee.

The scale of operations: is calculated by the ratio of equity to total
Liabilities, characterizes the change in the real scale of banking
operations.

Specific share of Equity: calculated as the difference between
equity and authorized capital to equity ratio. The coefficient shows the
share of own capital of the bank in the structure of liabilities.

The coefficient of Inflation is calculated as a mandatory reserve
fund relative to equity, which shows how banks will behave during
inflation.

Execution efficiency of the long-term client funds coefficient is
calculated as Liquid assets related to Liabilities.

Assessment of Liquidity is calculated as Liquid Assets related to
Total assets.
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Calculation of efficiency of used attracted resources shows the
ratio between Liabilities and profit, which assesses how much profit a
bank earns from one unit of liabilities.

The efficiency of operations assesses how much profit a bank
earns from one unit of asset, efficient bank operation contributes to
financial stability.

The efficiency of use equity shows how much profit a bank earns
from one unit of asset, in other words, a bank's ability to use its assets to
generate income.

The coefficient of bank performance or bank profitability shows the
contribution of equity in the realization of the result.

Research results: Chart 1 presents the calculation of the
centralization degree of the Armenian banking system for the last four
years:
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Figure 1. Herfindahl-Hirschman Concentration Index 2016-2020
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Compared to the end of 2019, the total capital of the banking system
increased by 0.03 %, and total assets - by 0.2%, as a result of which the
full value (ratio of total capital to total assets) decreased. The total capital
was increased by supplementing the authorized capital and profit. The
authorized capital of the banking system increased by 3.8% making
844.8 million drams. It should be noted that Ameriabank is the leader in
terms of three indicators, followed by Armbusinessbank, Ardshinbank,
Acbabank and Inecobank. The calculation of the indexes shows that the
degree of concentration is low. According to the indicators of structural
centralization (capital, assets, liabilities), the centralization in the banking
system of the Republic of Armenia continues to be assessed as rather
weak.

However, these measures do not take into account that banks with
different balances and ownership behave differently and consequently
these banks might not compete directly with each other in the same line
of business. And eventually, the literature has not come to a conclusion
on whether market structure determines bank behavior (structure-
conduct-performance hypothesis) or market structure is the result of
performance (efficient structure hypothesis) [Berger et al. (2004)].
Popular conduct measures of competition include the Lerner index, the
Panzar and Rosse H-statistic, the Bresnahan-Lau indicator and the
Boone indicator.

Fungacova et al. [2010] studied the market power using the Lerner
index [10]. The study demonstrated the lower market power of the
foreign banks, which implied that market power did not depend on the
type of ownership of the bank. The study identified the additional factors
that influenced market power, including market concentration, risk
factors, and the non-linear influence of scale. The research model used
was as follows:
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Lenrner, = a + ,B)Lerner‘” + ﬁZEQTAN + B,LOATA, + B,ROE; + BCIR, + B;BANKSIZE, + £,GDP, + S;INF, + UN(
3)

A number of competition indicators are available, although, in this
study, the Lerner index originally developed by Lerner (1934) was used.
This is a method used commonly in several studies conducted
throughout the world. The Lerner index is defined as the difference
between the output price and the marginal cost over the marginal cost,
as represented by the formula:

Lerneri= w 2)
MCit

P is the price measured by Total Revenue per total assets of each
bank and MC is the marginal cost of each bank. Without direct
observation, MC is estimated on the basis of the total cost function.

Let’s discuss the calculation of the competitiveness of a commercial
bank according to the group indicators of financial results presented in
the previous section. We have calculated financial indicators of the five
leading banks of the Armenian banking system.

Calculation and the analysis of quantitative indicators of commercial
banks have primary importance in assessing competitiveness. It is
purposeful to assess the competitiveness of commercial banks by starting
with the choice of coefficients, which will comprehensively describe the
work of each bank and the banking system as a whole. To evaluate the
financial performance of banks, we use the following groups of

coefficients:
. Equity
Ci Investment protection = Y
Assets
. Equity
C, The scale of operations = ————
Liabilities

Equity capital — Authorized capital

Cs Specific share of Equity =

Equity capital

Mandatory reserve fund

C,4 Inflation = :
Equity
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. . Ligquid assats
Cs Client’s added cost’s effective use. = ———

Liabilities
. . g Liquid assets
Cs Liquidity = ———
q ty Assets
. . Profit
C; Efficiency is used. attract. resources = _Profit
Liabilities
. . Profit
Cs Efficiency of operations = Profit
Assats
. . Profit
Cy Efficiency of use. Equity = —f
Equity
Profit

Cio Bank efficiency =

Authorized capital
Table 2. The assessment of financial indicators of competitiveness

Coeffi Ameriaba ArmBusin Ardsh Acba bank Ineco

cients  nk ess bank  inban bank
k
(o 0.104 0.059 0.107 0.158 0.165
G 0.116 0.063 0.120 0.188 0.199
Cs 0.631 0.0018 0.326 0.562 0.741
C4 0.006 0.022 0.035 0.437 0.062
Cs 0.311 0.160 0.237 0.291 0.176
Cs 0.278 0.0151 0.212 0.245 0.146
C; 0.053 0.0033 0.026 0.09 0.097
Cs 0.047 0.0031 0.023 0.076 0.081
Co 0.456 0.052 0.220 0.475 0.491
Cuo 1.237 0.057 0.327 1.096 1.902

The selection of banks was made based on the analysis of the main
financial indicators, which was based on the interim financial statements
published by commercial banks.

After analyzing the data, we see that Ineco Bank is the most reliable
among the five banks, which are represented in terms of financial
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performance since it stood out for the majority of parameters the highest
values. This speaks to the efficiency of the use of equity, borrowed
funds, customers' fund, the bank's ability to increase capital at the
expense of profit. ArmBusiness Bank was behind in the list of
represented banks. As we see coefficient Csis very low for ArmBusiness
Bank, which shows the low share of its capital of the bank in the
structure of liabilities.

Conclusion

The competitive environment leads each company to constantly study
and take into account the position of competitors in the market to
determine short-term and long-term advantages. From this point of view,
the Armenian banking sector is no exception. In this situation,
developing a strategy is the shortest way to stand out from the
competition and compete.

There are various methods of assessing the competitiveness of banks
in the scientific literature. The methods differ only in the sources of
information, including banking, taking into account the environment, the
structure of used indicators, the calculation of technologies.

In recent decades, many approaches to banking competitiveness
research and level assessment have been developed in the world
practice, the main ones of which are the following:

e Market power estimation methods based on a direct calculation of
the Lerner index (Lerner, 1934);

e Concentration Indicators’ and Competitiveness Characteristics
(Structural Approach, Herfindahl-Hirschman Index, Division of
First K Banks, etc.);

e Non-structural methods (Panzar-Ross method (Rosse, Panzar,
1977; Panzar, Rosse, 1987)), Bresnakhan model (Bresnakhan
1982), Barros and Modesto model, etc.
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The calculations made showed that the five leading banks of the
Armenian banking system are reliable. As a result of the calculation of
indicators, Ineco Bank was the most reliable, and by almost all
indicators, Armbusiness Bank was behind in the list of represented
banks.

The banks should increase the level of equity, invest, and develop
modern/innovative technology for effective operations of the system,
besides the marketing and digital banking units of the banks should be
the focus of bank managers. Banks should develop and provide
diversified products to be consistent with customer demand and In line
with modern innovations.
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KOHKYPEHTOCINMOCOBHOCTb B BAHKOBCKOM CEKTOPE:
OUEHKA U CPABHEHUE METO0B
KOHKYPEHTOCINOCOBHOCTHU

KnioyeBble cnoBa - 6aHKOBCKOE [E€N0, KOHKYPEHTOCMOCOOHOCTb
6aHKOB, MeTofbl OLEHKM, TMOKa3aTeN KOHKYPEHLMWU, CTPYKTYpHO-
HECTPYKTYpHble METOADbI

Bonpoc oueHKkM KOoHKypeHTOCmocobHOCTM Kommepyeckoro 6aHka B
HacToAllee BpemA 3aHMMaeT ocoboe MecTo B CYLLECTBYIOLLMX
TEOPETUHECKMX U MPaKTUHECKMX BOMPOCax aHanusa AeATenbHOCTM baHKa.
B paHHoii cTatbe npoBopuTcA 0630p  CTPYKTYPHO-HECTPYKTYPHbIX
METO[OB KOHKypeHUuu, Hambonee 4acTo ucnonb3yemblx B GaHKOBCKOI
cepe, C BbIAENEHMEM WX CUMbHbIX W Cnabbix CTOPOH, a TaKMme
npeanaraeTcA METOJ, OLLEHKM KOHKYPEHTOCMOCOBHOCTU KOMMEPHECKMX
6aHKOB.
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FINANCIAL RISK MANAGEMENT ISSUES IN ELECTRONIC
PAYMENT AND SETTLEMENT ACTIVITIES

Abstract: Risk formation is an integral part of the operation of
electronic payment systems. Moreover, their occurrence has objective-
subjective reasons. Objective reasons include legislative gaps, inadequate
levels of cyber security and shortcomings in fulfilling the obligations of
international partners. Risks in electronic payment systems can arise for
subjective reasons, such as inefficient use of payment instruments, sharp
declines in the liquidity of transaction organizations, shortcomings in
payment management and so on. The article makes recommendations
for effective management of such financial risks.

Keywords: electronic payments, systemic risks, payment and
settlement organizations, e-payment risks, risk analysis.

JEL classification: G20, G 21.

Research aims: submit proposals for the prevention of financial
risks of electronic payment systems.

Research novelty: present ways to improve the financial
management of e-payment transaction risks.

Introduction
Despite the fact, that in the professional literature the risks of using
electronic payment transactions and electronic money are presented in
their diversity, they can still be grouped. In general, the risks of
electronic payment and credit transactions can be grouped into four
areas [1], such as financial, operational, cybersecurity and system, which
are interconnected and interact with each other. The powers of the
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performers of the management functions of the payment and settlement
systems and the priorities of their activity are the subject of discussion.
Questions are arisen about how risk management should be distributed
among the central bank, commercial banks and payroll and credit
organizations.

Research results

Payment systems can be a source of systemic risks. Systemic risks
may arise when a system failure disrupts the smooth operation of the
system or when one of the system components fails to perform its
financial obligations. The system lacks special mechanisms that can limit
the technical or financial failure [2]. The chain of negative consequences
of the problems spread to other participants. In order to ensure the
stability of payment and settlement systems, it is necessary for the
Central Bank of Armenia to ensure that the rules of organization and
operation of the systems do not contribute to the formation or spread of
financial and operational risks, risk management mechanisms are
defined in the system [3].

In terms of risk control, payment systems are divided into two main
types: systems of public importance, depending on the extent to which
they affect the stability of the country's financial system. Experience
shows, that some countries include only systemically important payment
environment in the scope of control. And the European Union, for
example, includes not only systems of systemic importance, but also
retail payment systems of public importance.

Studies of the bandwidth of the current payment and settlement
system in Armenia show that the maximum number of payments made
per hour in 2019 compared to 2018 has decreased. The maximum
hourly rate in 2019 was 4996 payments per hour (in 2018 - 5990). The
peak hour was registered between 11:00 and 12:00, making 23.1% of the
amount of payments for that day, 7.9% of the volume.
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Despite the increase in the total number of electronic payments, in
2019 there is a decrease in certain large limits characterizing the
number of payments per hour, as well as indicators characterizing the
amount of flow of payments per hour. In particular, as a result of the
monitoring, 4300 and more payments per hour were registered - 1.8%,
3500-4300 payments / hour - 5.6%, 2500-3500 - 15.6% of the total
operating hours. In 2019, compared to the previous year, the maximum
daily payment index in the RA payment and settlement system decreased
to 23,187 payments / day, when in 2018 the peak was 28,549. According
to the Central Bank of Armenia, the share of payments over 3,500 per
hour in 2019 was 7.4% per annum.[3]

It enables not only the systematic management of payment and
settlement risks by the Central Bank of the Republic of Armenia, but also
the application of risk recognition and containment mechanisms by
payment and settlement organizations. Studies show that the assets of
payment and settlement organizations are dominated by cash, the risks
of which are related to the ratio of daily payments to the initial cash
balance, as well as the provision of own resources in the payment and
settlement system (see table 1).

Table 1. Asset structure of payment and settlement organizations
operating in Armenia (%)

Arme- | TelCell | Easy | Mobi | Idram | Stack

Assets nian Pay | Dra Proces
Card m sing

Non current

assets

Fixed assets 21,1 7,9 12,6 8,1 5,6 14,1

Non tangible 17,3 22,8 19,2 | 23,4 7,1 9,3

assets

Loans given 7,2 4.7 5,8 3,9 7,9 2,2
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Deferred tax 0,3 1,1 2,3 0,8 0.2 3,4
assets

Current assets

Unfinished 4,5 3,9 3,2 8,7 19,2 6,7
transactions

Receivables 2,9 1,8 4,2 4.8 3,3 1,8

Inventories 3,2 4,1 2,8 2,6 25 41

Cash 43,5 53,7 49,9 | 47,7 55,2 58,4

Taking into account the risks, related to the operation of electronic

payment systems, we propose a multi-factor risk assessment approach

[4], based on the objectives and the resulting negative deviations. In this

case, the following steps are performed.

Objectives are ensured to ensure the stability of payment and
settlement  activities, setting an allowable threshold of
measurement for each of them.

the actual results of the activity are compared with the goals set
for them and the obtained deviations are expressed in relative
quantities - coefficients;

comprehensive deviation on all factors is calculated with a risk
degree assessment approach.

The more the received coefficients deviate from 1.0, the more the

payment and settlement functions presented for them are considered

risky.

Thus, Table 2 presents the objectives related to the electronic

payment-settlement functions the coefficient deviations from them.

Moreover, taking into account all the risk factors, the principle of

complex assessments yielded a consolidated negative deviation coefficient

of 0.1611, or 16.11% of the degree of risk of payment activity, which can

be compared with previous years in order to determine the degree of

change in risk.
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However, when considering the individual risk factors, it becomes
clear, that the maximum negative deviations were recorded for
cryptolysis and daily electronic payments / initial cash balance ratio,
which had the most deviations of 1.0- from 0.67 and 0.33, respectively
(see Table 2). Therefore, in the period under review, these areas of
payment and settlement system activity are considered to be the most
risky, which gives an indication to the management when making
decisions aimed at mitigating specific sector risks.

Table 2. Multi-factor assessment of e-payment risks

Factors Literal Pur- Factual | Deviation
meaning | posed coefficient

Card service coverage R1 80% 65% 0,19

Cryptolysisation R2 3% 5% 0,67

Cyber Security R3 98% 91% 0,07

Average hourly rate of R4 3200 | 3400 0,06

payments

Availability of payment R5 4300 4100 0,05

transactions

Payment system R6 100% 99% 0,01

bandwidth

Availability of payment R7 0,3 0,4 0,33

transactions

Own Resource Payments R8 85% 82% 0,03

Liquidity level of R9 110% 105% 0,04

organizations

Consolidated deviation 2R/n X X 0,1611
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Conclusion

Thus, the risk assessment approaches we offer in electronic payment

and settlement activities allow:

First, to carry out a multi factorial risk analysis of payment and
settlement activities, taking into account not only the financial and
economic, operational, but also cyber-security and systemic risks
of the sector.

Second, apply both synthetic and individual factor analytical
approaches to risk assessment, which identify the most risky
functions that negatively affect e-payment operations.

Third, to introduce a unified system of risk measurement, using
coefficients of deviation for all factors, which allows to make the
risk factors in different units of measurement comparable in case
of assessments, to make comparative analysis of both temporal and
electronic payment activities.
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MPOBJIEMbI YNPABNEHNA $UHAHCOBbIMU PUCKAMU B
SNEKTPOHHOW MIATEMHO-PACYETHOMN AEATENBHOCTU

KnioueBble cnoBa - 3NEKTPOHHbIE MNATEMKW, CUCTEMHbIE PUCKM,
nnaTeHo-pacyeTHbIe OpraHu3auuu, PUCKWU 3NEKTPOHHbIX MnaTemen,
aHanm3 pucKoBs

MpuHATME pUCKOB ABNAETCA HEOTbeMNemoil 4acTbio  paboTbl
3NEKTPOHHbIX MNATEMHbIX M PACYETHbIX CUCTEM, W WX BO3HWKHOBEHWE
nmeeT 06beKTUBHO-CYObEKTUBHbIE NPUYKHBI. K 0ObEKTUBHBIM NpUyMHam
OTHOCATCA npobenbl B 3aKOHOAATENbCTBE, HEJOCTAaTOYHbI  YpOBEHb
KnbepbesonacHoCTM U HeAoCTaTKM B BbIMONHEHUM 00A3aTenbCTB
MeMAyHapoAHbIX NapTHepoB. PUCKM B cuCTeMax 3NEKTPOHHbIX nnaTeeit
MOTyT BO3HMKaTb TaKkMe MO CyObEKTMBHbIM MpPUYMHAM, TaKUM Kak
Hea(PEKTUBHOE MCMONAb30BaHNE MNAaTEMHbIX WHCTPYMEHTOB, PE3KOE
CHUMEHWE JIMKBMAHOCTW TPaH3aKLUMOHHbIX OpraHv3aLuii, HemocTaTKu
ynpaBneHWA MNnaTemHbIMU TpaH3akuuAamM. B cTaTbe [atoTCA pexoMeH-
fauun no 3ppeKTUBHOMY YNpaBiEHMIO BbILLIEN3NOKEHHbIMU dOMHAHCO-

BbIMWU pUCKaMW.
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ISSUES OF FINANCIAL CONTROL INFORMATION PROVISION IN
UNIVERSITIES

Abstract: Financial control is carried out on a continuous basis. For
this purpose it uses information, which is not only systematically
presented in universities, but also acts in an uninterrupted manner. The
financial accounting is organized on such grounds, using double entry,
interconnection of accounts and preparation of financial statements.
However, the published financial report is mostly aimed at external users
and is an information base for the latter, making reasonable
management decisions inefficient. In this article ways are suggested for
organizing financial results accounting with university responsibility
centers.

Keywords: financial control, educational services, financial results
responsibility centers, estimates, deviation accounting.

JEL classification: M40, M41.

Research aim: submit proposals to improve financial information
flows in the universities of the responsibility centers.

Research novelty: suggested ways for the introduction of financial
results accounting with university responsibility centers.

Introduction
It is urgent to offer consistent reporting to HEls, that will be most
targeted at financial control. Therefore, we can organize accounting in
the universities according to the centers of responsibility. [1] Thus, in
order to record the deviations of the financial flows according to the
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centers of responsibility, we propose to introduce special accounts
correspondences in the accounting system, which will be used to enable
the universities to carry out systematic recording of actual financial flows
information monitoring deviations [2].

Reserach results

Table 1 presents the factual financial flows projected by the
University during the reporting period, as well as the identified
deviations that may be included in the systematic information field
monitored if the following accounting accounts we offer are used:
"Estimated revenues", "Income deviations", "Deviations of cost centers",
"Deviations of financial centers", "Estimates of cost centers", "Estimates
of financial centers".

According to the University of Responsibility Financial Centers, the
accounts provided by us for the calculation and allocation of actual
financial flows of the University are transit. [4] In fact, having no ending
and begining balance, they have no role in the process of compiling and
publishing financial reports of the university according to international
standards. However, on the other hand, their role for effective internal
financial control is too great, because with the help of these accounts,
the positive-negative deviations, it becomes clear where they came from
and who are responsible.

It is clear from Table 1, that the negative deviation of 3 million AMD
from the estimated expenses for the service chair had a negative impact
on the financial results of the provided educational services, while the
professional chair managed to save 1 million AMD in the estimated
period and increase in revenue collection of 1.5 million AMD on tuition
fees.

Consequently, the Center for Expenditure Accountability is a weak
link in the process of generating financial results for the provision of
educational services during the reporting period.
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Table 1. Establishment of estimated and actual financial flows allocated
by centers of responsibility (million AMD)

Transactions Estima- | Factual | Devia-
ted tion
Expenses of the service chair 17 20 +3
Professional chair expenses 50 49 -1
Income of the professional chair 70 71,5 +1,5
Financial income of educational 3 25 -0,5
services

However, it should be noted, that according to the centers of
responsibility, the information on deviations in the financial results of the
universities should be coordinated and monitored by the HEls, for which
we suggest including this information in the new accounts and submit for
double entry with the following operations:

1. The actual expenses of the reporting period of the service chair
were recorded - 20 million AMD.

DR "Service Chair Expenses" .......... 20

CR "Liabilities on Salary",
"Materials" .......... 20
2. The actual expenses of the chair of service were attributed to the
Center for Liability Management of Expenses.
DR "Expenditure Center Estimates” .......... 20
CR "Service Chair Expenses" .......... 20
3. The estimated expenses of the Expenditure Center 17 million AMD
were attributed to the financial result of the university.
DR "Financial Results" .......... 17
CR "Expenditure Center Estimates" .......... 17
4. Deviations of 3 million drams from the expenses of the

expenditure center were calculated.
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DR "Deviations of Consumption Centers" .......... 3
CR "Expenditure Center Estimates” .......... 3
5. Unfavorable deviations of the cost centers were attributed to the
financial result of the university.
DR "Financial Results" .......... 3
CR "Deviations of Consumption Centers" .......... 3
6. The actual expenses of 49 million AMD for the reporting period of
the professional chair have been registered.

DR "Professional Chair Expenses" .......... 49
CR "Liabilities on Salary",
"Materials" etc. .......... 49

7. The actual expenses of the professional chair were attributed to
the center of responsibility for the formation of financial results.
DR "Finanacial Results Centers Estimates" .......... 49
CR "Professional Chair Expenses" .......... 49
8. The estimated 50 million AMD expenses of the Center for Liability
of Financial Results were attributed to the financial result of the

university.
DR "Financial Results" .......... 50
CR "Fin. Results Center Estimates" .......... 50

9. Deviations of 1 million drams from the estimates of the Financial
Outcome Center have been registered.
DR "Fin. Deviations of Result Centers" .......... M
CR" Fin. Results Centers Estimates" .......... M
10. Fin. The favorable deviations of the result centers were attributed
to the financial result of the university.
DR "Financial Results" .......... M
CR "Deviations of the Result Centers" .......... M
11. Revenues from 71.5 million AMD higher education institutions
received from tuition fees
DR "Cash" .......... 71,5

128



13. Estimated income of 70 million drams from tuition fees was
attributed to the financial result of the university.

DR "Estimated Income" .......... 70
CR "Financial Results" .......... 70
14. Deviations of favorable income of 1.5 million AMD have been
registered.
DR "Estimated Income" .......... 1,5
CR "Income Deviations" .......... 1,5

15. Tuition income deviations were attributed to the financial result of
the university.

DR "Income Deviations" .......... 1,5

CR "Financial Results" .......... 1,5

Proposed accounting correspondence and the new accounts are
integrated into the financial accounting system of the HEls, but the
information generated by them is mainly focused not on the external
user, but on the internal control needs of the organization.

Thus, double entries in the deviation accounts provide information
not only systematically, but also on a non-stop basis to the financial
control over where deviations from the estimates have been made, what
their nature is (favorable or unfavorable), to what extent the specific
subdivision assumes responsibility for the deviations.[5]

Therefore, by applying deviations from the accounting approach in
the dual registration centers of the university, it is possible to introduce a
financial control reporting system, including areas such as preventive,
regulatory and analytical functions. The accountability system does not
merely provide reporting, but provides feedback between the
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beneficiaries who use it, facilitating the management of mutually agreed

management decisions.

Conclusion

With such reports, financial control has the opportunity to apply its

functions more comprehensively, such as:

monitoring of favorable and unfavorable deviations, when the
information in the deviations is recorded on a continuous basis, as
those accounts operate in the financial accounting system;

analysis of the activities of the responsibility centers, when the
causal relations of the revealed deviations are interpreted and the
scope of responsibility defined by the university for them is
reviewed;

settlement of conflicts of interest between centers of financial
responsibility, when unfavorable deviations "transferred" from one
center to another are not attributed to the "receiving" liability
center;

implementation of preventive measures for financial deviations,
when based on the analytical results, proposals are made in the
university to review the weak links of the scientific-educational

activity.
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Actxuk MNorocsH
Couckatenb, CeBepHblil yHuBepcuUTeT

MPOBJIEMbI NPEOOCTABJIEHUA UHDPOPMALLUM MO
PUHAHCOBOMY KOHTPOJIHO B YHUBEPCUTETAX

Knioyesble cnosa - hMHaHCOBbI KOHTPOAb, ycnyrn obpasoBaHus,
LEHTPbI y4eTa PUHaHCOBbIX Pe3ynbTaToB, CMETa, y4eT OTKNOHEHWIA

PurHAHCOBbIi KOHTPO/b OCYLLECTBAAETCA Ha HEMPepbIBHOW OCHOBE.
Lna 3storo oOH wucnonb3yer uWHGOPMaLMIO, KOTOpaa HE TONbKO
cMcTemMaTUYeCKN MpefoCcTaBAAETCA B yHMBEPCUTETax, HO U hOpMUpYyeTCA
becnepeboitHo. B Oyxrantepckom yyeTe UCMonb3yeTca [BOMHaA 3arnuchb,
B3a/IMOCBA3b CYETOB, COCTaBnAeTCcA (puHaHcoBaA OTYeTHOCTb. OpHako
nybnukyemblii  UHAHCOBbLI OTYET B OCHOBHOM OPWEHTMPOBaH Ha
BHELUHWX rnonb3oBaTeneid, 1 310 6a3a AaHHbIX AN1A MPUHATUA NOCNELHUMM
pasyMHbIX peLleHnid, 4To He Bcerga peannsyertca acodekTnBHo. B cratbe
NPeANnoMeHbl NyTM OpraHu3auun ydveta (PUHAHCOBbLIX PE3ynbTaToB Mo
LleHTpamMn OTBETCTBEHHOCTU BYy3a.

Submitted: 17.09.2021
Accepted for publication: 15.11.2021

132



Hrachya Sargsyan
Ph.D. Student, YSU
hrachyasargsyan9@gmail.com

HUMAN CAPITAL ADEQUACY IN THE CONTEXT OF
ECONOMIC SECURITY AND COMPETITIVENESS

Abstract: In the world practice, many indicators are used to assess
the socio-economic progress of countries (economic activity, freedom,
gender, development of human potential, etc.), which come in different
dimensions, as a rule, are not correlated with each other. But on the
other hand, individual socio-economic phenomena are closely r indirectly
related to each other, which need to be studied in different assessments.
The article discusses the assessment of the adequacy of human capital
accumulation in terms of economic security and competitiveness.

Keywords: human capital, economic security, economic
competitiveness, economic stability index, capital accumulation

JEL classification: B41

Research aim: Introduce human resource assessment methodology
in the context of economic security and competitiveness.

Research novelty: a method for assessing the adequacy of human
capital based on economic security and competitiveness has been
proposed.

Introduction

Estimates of economic resilience are currently being made in terms
of human capital, economic security and competitiveness. Especially in
the case of such assessments, usually is considers the role of human
capital to be a priority, as it becomes key in the issues of non-risk-
competitive security [1]. On the other hand, having a clear statistic on the
components of human capital formation, it is not yet possible to analyze
the adequacy of labor resources in the field of economic security,
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competitiveness, in terms of sufficient availability, which requires the use
of special methodologies.

Research results
When conducting comparative analyzes of countries, the Republic of
Armenia occupies above-average positions in terms of life expectancy of
members of the population (see Table 1), which significantly improves
the quality of human capital. However, with the growth of the employed
in the economy in recent years, our country still has quite high
unemployment rates.

Table 1. Life expectancy comparison by countries (years) [2]

Countries Population Men Men
Armenia 79,5 73,1 79,5
Belarus 74,5 69,3 79,4
Kazakhstan 73,2 68,1 77,3
Moldova 70,9 66,8 75,1
Russia 73,6 68,2 78,2
USA 80,3 78,0 82,5
Austria 81,8 79,4 84,1
Belgium 81,7 79,4 83,9
Germany 81,0 78,6 83,3
Romania 75,3 71,7 79,2
Hungary 76,2 72,7 79,6

Comparing the average monthly nominal wage within the CIS
countries, we can state, that the Republic of Armenia is significantly
lower than its position in this indicator (see Table 2), which also contains
risks of decreasing the quality components of human capital. The
dynamics of household cash incomes in recent years show that the share
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of wages is declining, instead household incomes from sales of all types
are increasing, which is also a negative impact on human capital. in the
process of forming quality components. At the same time, one of the
most important factors in the development of quality human capital that
ensures a safe and competitive environment is the need for adequate
funding in the process of enforcing individual education, health,
professional skills, moral, humanitarian and patriotic norms [3].

Table 2. Average monthly nominal salary (USD) [2]

Countries 2015 2016 | 2017 2018 2019
Armenia 319 321 344 358 380
Moldova 241 250 302 373 412
Kazakhstan 568 418 463 472 488
Ukraine 192 203 273 328 409
Russia 561 549 671 699 733
Uzbekistan 457 436 285 226 263
Azerbaijan 455 313 307 320 373

Therefore, the problem arises as to how to determine the sufficient
limits of human capital while ensuring the necessary security and
competitive levels of the country. [4] For this purpose, we propose to use
the logic of deriving the index of economic stability, where the indicators
of human capital, economic security and competitiveness are
interrelated. Moreover, based on the coefficients, the force of influence
of each factor on the growth of the stock of economic stability can be
presented in a balanced way.

Thus, if the maximum coefficient of actual availability of economic
stability is set at 1.0, the coefficient of minimum impact of human
resources on balanced interactions in this process will be 0.5 points, the
coefficient of economic security will be 0,3 points, and the coefficient of
economic competition stock 0.2 points (see Table 3.).
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Table 3. Balancing the impact of economic capital, human capital,
economic security, competitiveness

Index Coef- Index Coefficient
ficient

Economic 1,0 Human Capital 0,5

Stability Resource
Economic security 0,3
reserve
Competitiveness level 0,2
reserve

Balance 1,0 Balance 1,0

Naturally, any country strives to have the maximum resource of
economic stability at any given time. And in this case, there is also a need
to develop adequate human capital, that will contribute to economic
stability. However, it is not always possible to create such a situation in
reality, both optimistic and pessimistic scenarios occur, in which the
balance of the impact of human capital, economic security and
competition on economic stability is disturbed. Thus, if we assume, that
in the best case scenario the country's economic stability index is above
0.8, and in the worst case scenario it is less than 0.8, we will have the
following calculation.

Optimistic scenario when ECI> 0.8

0.853 =[(3 * 0.891 + 2 * 0.764 + 0.915)] / 6:

0.853 = (2.673 +1.528 +0.915) / 6 = 5.116 / 6:

In this case, the adequacy of human capital in the process of
developing the economic stability index is ensured, as the IFR component
plays a role of more than 50% (2.673 / 5.116> 0.5). At the same time,
the impact of the economic security component has decreased in the
process of ensuring economic stability (1.528 / 5.116 <0.3).
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Pessimistic scenario when ECl < 0.8

0.616 = [(3 * 0.272 + 2 * 0.945 + 0.992)] / 6:

0.616 = (0.816 +1.89 +0.992) / 6 = 3.698 / 6:

In this scenario, the value of human capital in the process of
developing the economic stability index is not ensured, as there the
human capital index component plays a role of less than 50% (0.816 /
3,698<0.5). Instead, the strength of the economic security component is
significantly increased in the process of ensuring economic stability (1.89
/3,698> 0.3).

Thus, in the context of economic security and competitiveness, we
propose to determine the adequacy of the accumulation of human capital
on the principle of balance, when security and competitive factors
interact with human capital, creating the necessary level of economic
stability of the country.[5] And if the adequacy of human capital, not on
necessary level of accumulation, is violated, it carries the risk of falling
economic security and competitive levels, which in turn has a negative
impact on ensuring the level of economic stability of the country.

Conclusion

Ensuring the adequacy of the accumulation of human capital in the
context of economic security and competitiveness, we propose to
consider the necessary resource for economic stability of the country,
taking the following steps. Calculation of human capital, economic
security and reserves of economic competitiveness determining the
economic stability index by their interconnection. Assessing the share of
the impact of human capital accumulation on the development of the
economic stability index. And finally, use balancing of safety impact links
to detect inadequate accumulation of human capital.
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OUEHKa A0CTATOMHOCTU HaKOMIEHWA 4YEIOBEYECKOrO Kanutana C TOYKM
3PEHUA IKOHOMUYECKOI 6E30MacHOCTM 1 KOHKYPEHTOCMOCOBHOCTH.
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ASSESSMENT OF RA DEFAULT PROBABILITY IN THE
CONTEXT OF IFRS 9 "FINANCIAL INSTRUMENTS" STANDARD

Abstract: IFRS 9 “Financial Instruments” requires a provision for
expected credit loss' on financial instruments, but does not provide a
strict guidance on its calculation. To assess one of the three components
ECL calculation - the probability of default?, this article proposes to rely
on the country's creditworthiness rating and S&P’s annual research’s
data on default with some adjustments.

Keywords: Expected credit loss, probability of default, exponential
smoothing, effective interest rate, sovereign risk, country ceiling

Research aim: Obtain PD indicators for ECL calculation in case of
RA

Research hypothesis: Use of the country's creditworthiness rating
and S&P's annual default survey in the PD assessment process

Research novelty: A robust PD assessment methodology has been
developed, which also takes into account the specifics of the financial
instrument.

Introduction
The financial crisis of 2008 forced them to pay more attention paid
to cash flows, including their possible losses. This led to the development
of a new financial instruments standard - IFRS 9 “Financial Instru-
ments”. It is widely used by companies in the banking and credit

" Hereinafter called ECL
2 Hereinafter called PD
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markets. This standard requires ECL provision be presented in the
financial statements for financial instruments to offset future losses.

In order to understand what advantage presents having an ECL,
consider the following example. Suppose that during the 2008 financial
crisis, Company “A” possessed a CDO [I] for which no ECL was
elaborated.

In the event of default on that financial instrument, the loss will be
recognized in full at the time of default, whereas in accordance with IFRS
9, starting from the recognition of the financial instrument ECL provision
is required to calculate during its whole life. By encouraging the use of
forward-looking scenarios, IFRS 9 aims to deal with the probable sudden
losses by predicting them in advance and informing users of financial
information.

According to IFRS 9, the ECL is a probability-weighted estimate of
credit losses (present value of cash shortfalls) over the life of the
financial instrument, [2, p. 133]:

The ECL calculation formula is presented below:

EOL = DAD® PO LGN,

where:

EAD - Exposure at default - is the amount of money that would be at
risk in the event of default on that asset;

PD - Probability of default — is the probability of default of the
financial instrument,

LGD - loss given default - is the share of the value of the asset
without collateral.

Research results

Within the framework of this article, the calculation of assets’
probability of default in Armenia will be considered.

Note that according to IFRS 9, financial assets are classified into
three stages depending on the specificity of their initial value calculation
(see Table 1).
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If the difference between 12 month and lifetime PDs is not
significant, then a 12 month PD also applies to financial instruments in
Stages 2 b 3. This, of course, does not apply to instruments whose only
payment is made at the maturity date of the financial instrument, in
which case there is a significant difference between the 12 month and
lifetime PD of the asset. For simplicity, we will continue further
observations for 12-month PD.

Table 1. 3 Stages of financial assets recognition

Stage 1 Stage 2 Stage 3
Specificity Credit quality has
Not deteriorated There is
deteriorated significantly since evidence of
significantly initial recognition, impairment of
since the initial | but there is no the financial
recognition objective evidence of | instrument
credit loss
PD used in
ECL 12 month PD Lifetime PD Lifetime PD
calculation

With the purpose of perceiving the importance of accurate the
choice of PDs should be, we can glance at the total amounts of the
investment securities and loan portfolios of Armenian banks (see Table

2), for which ECL is calculated.
Table 2. Total amount of securities i loan portfolios of Armenian banks
2019 and 2020 at the end of the year and their trend, kKAMD

2020 2019 Growth (%)
Loan 4.091,947,767 | 3,563,943,284 14.8
portfolio

Investment | o) 856.232 | 616,186,012 a7
securities
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As a source for the selection of PD can be the 3 major rating
companies Moody's® EDF model [3]. However, it is not appropriate to
apply, given the time and resources required by methodology for
calculating the PDs. IFRS 9 defines that the prospective scenario used
for the ECL calculation should be based on reasonably available
information at the reporting date without requiring undue cost [2, p.
137].Instead, it is proposed to base the PD's calculation on S&P’s annual
report called “Default, Transition, and Recovery” in 1 year horizon,
where the probability of default corresponding each creditworthiness
rating can be obtained.

In order to understand the meaning of the above-mentioned table,
firstly, it is necessary to present its structure and the methodology used
in its calculation. This table describes the average change in a country's
sovereign risk over a 1-year horizon, taking into account rating
modifiers. The left column shows the country rating at the beginning of
the year, and the top column shows the rating at the end of the year.
The “SD” column describes the country's selective default, in which case
it is assumed that the country will not be able to meet at least part of its
obligations. The “NR” column includes countries that were not rated by
“S&P” at the end of the year. “S&P” usually separates the country's
sovereign risk for local currency and foreign currency. The difference
between the latter arises when there is a significant difference between
the country's ability to service its debt in local currency and in foreign
currency. This phenomenon is typical of countries with floating, non-
freely convertible currencies. In the case of Armenia, it is expedient to
use the table of changes in the country's sovereign risk in local currency.

3 The three credit rating agencies are “Moody’s”, “S&P” and “Fitch”.
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Table 3. Sovereign Local Currency Average One-Year Transition Rates With Rating Modifier (1993-2020) [4]
(%) --Rating one year later--
BB+ BB BB- B+ B B- CCC+ CCC ccc- cc SD NR
BB+ 67.95 11.86 3.48 0 0.56 0 012 0.25 0 0.43 0.19 0
BB 1575 6246 1411 235 165 1.02 0.47 0 0 0 1.41  0.16

BB- 119 835 7252 1241 26 076 038 0.65 0 0.27 0.54 0.33
B+ 032 132 1099 67.99 15.6 2.64 0 0 0 0.18 0.55 041
B 0 0w 122 172 706 992 167 0.37 0 0.08 122 3.02
B- 0 0 076 273 154 68.04 6.02 152 019 108 412 0.13
CCC+ 0 0 0 037 59 4022 3985 7.01 148 0.74 4.43 0
CcccC 0 0 0 0 27 36.04 18 2432 10.81 36 2072 O
CCC- 0 0 0 0 0 2.78 0 0 83.33 0 13.89 0
CcC 0 0 0 0 31.58 15.79 0 0 0 10.53  42.11 0
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The rating obtained by “S&P” is a forward-looking opinion about the
obligor's creditworthiness [5, p. 3], with the highest rating being AAA.
67.95% of the data in the top left of the list means that 67.95% of the
countries with a "BB+" rating at the beginning of the year had a "BB+"
rating at the end of the year, and 11.86% - a "BB" rating.

This study includes historic data from 1993-2020. The indicators
presented in the table were obtained using the following methodology.
First, the countries with the same rating in the survey were grouped into
statistical pools, regardless of the size of the country or its debt. Each
year it was observed how the ratings of the countries in the given
statistical pool changed or which countries went to the default, and for
each change the specific weight in the given group was calculated. For
example, suppose country "A" was first rated in 2000, and it had a "B"
rating until the beginning of 2005, a "C" rating in 2006-2010, and
defaulted in early 2011. In that case, in 2000-2005 country "A" will be
included in the statistical pool of countries with a "B" rating in the left
column. During that time, the fact that it kept the same rating will be
registered in the cell intersecting the "B" row and "B" column, while its
transition in 2005-06 - in the intersecting cell of "B" row and "C"
column. Similarly, in 2006-2010 country "A" will be included in the
statistical pool of countries with a rating of "C". The event of default in
2011 will be registered in 2000-2005 as well as in the statistical pool
with a rating of "C" in 2006-2010.

As the 12-month PD is considered in this case, we will use the above-
mentioned table, but | would like to add that “S&P” represents the
transition countries' ratings also in 3, 5, 10 and 15 year horizon in the
same report. It is clear that in order to determine the PD rating in the
ECL calculation, we will need the column of initial country ratings and
that of “SD” from this table, which shows the probability of a selective or
complete default within a 1-year horizon.

The above-mentioned table presents results deriving from historical
series of 1993-2020 and its direct use in the ECL calculation may
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contradict logic. For example, in one year 1.41% of countries with a "BB"
rating have defaulted, whereas only 0.54% for countries with a "BB-"
rating went bankrupt, although the latter presents a lower rating, which
should be characterized by a higher default probability. It is clear that
these data reflect actual cases, mainly describing countries’ tendency to
default, rather than predicting it logically. Therefore, it is more
expedient to obtain an approximate function based on the actual cases
and use its values in the ECL calculation. We will start the smoothing
from the "BB+" rating, as the countries with higher ratings have not
defaulted.

In this case, the approximation function is:

¥ = 0001505575

where by placing the rank number instead of “x” the PD
corresponding the given rating will be obtained. The values obtained
from the actual and approximated function are presented in Table 4.

In addition, in order to get a more accurate PD, one the maturity of
the asset should be taken into account. For example, if at the reporting
date we have government securitie with a maturity than 1 month, then
the PD calculation for the given asset PD should be adjusted by the
maturity period. It can be done by calculating the effective interest rate
formula as described below.

Moalwrily edfosted PD = PO grmu 967 @ inaterity Q05

As for Armenia's rating, it was last revised on October 5, 2020 by
Fitch, which is also one of the top 3 credit rating agencies. RA credit
indicators in 2018-20 are presented in Table 5.
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Table 4. PD values of the actual cases and those obtained by approximate

function
Approximate function 'y = a * (e " b), where a = 0.0013, b =
0.5475
. Data obtained from
Rating Actual data . .
approximate function
AAA 0.00% 0.00%
AA+ 0.00% 0.00%
AA 0.00% 0.00%
AA- 0.00% 0.01%
A+ 0.00% 0.01%
A 0.00% 0.02%
A- 0.00% 0.03%
BBB+ 0.00% 0.04%
BBB 0.00% 0.08%
BBB- 0.00% 0.13%
BB+ 0.19% 0.23%
BB 1.41% 0.39%
BB- 0.54% 0.67%
B+ 0.55% 1.16%
B 1.22% 2.01%
B- 4.12% 3.47%
CCC+ 4.43% 6.00%
ccc 20.72% 10.38%
CCC- 13.89% 17.94%
CcC 42.11% 31.03%
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Table 5. RA rating for 2018-20 by international rating agencies

Agency Rating Outlook Date
Fitch B+ stable Oct 05 2020
Fitch BB- negative Apr 03 2020
Fitch BB- stable Nov 22 2019
Moody's Ba3 stable Aug 27 2019
Moody's B1 positive Mar 09 2018

The above refers to the PD calculation of the country's sovereign
risk-related assets. A similar approach can be used to evaluate private
sector PD using 26" table of the 2020 Annual Global Corporate Default
And Rating Transition Study”[6] published by S&P. However, only a few
companies operating in Armenia are rated by international rating
agencies, so it is necessary to use a different approach to give them a
rating. Of course, it would be desirable for companies that do not have
an external rating to have an internal rating system that would be used to
evaluate the PD. Unfortunately, the latter is associated with high costs
and the current financial market of Armenia do not present great
demand for such a service. In this case, it may be appropriate to apply
international best practice, according to which companies operating in
the country can not have a higher rating than the that of the country.
This phenomenon, called the "sovereign ceiling", is based on the fact that
in most cases the proper functioning of companies is primarily linked to
the situation in the country. If the country is declared bankrupt and the
welfare of the population decreases, the company is unlikely to continue
its proper functioning and service its financial obligations [7]. Typical
examples of this are insurance and investment companies. However,
multinational and decentralized companies may be an exception.

In this case, companies with no external rating are considered to be
1 level lower than the rating of the country, and in case of strict
assessment - 2 ratings lower. It is also suggested to add a component of
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PD coming from the company's business sector when evaluating the
private sector PD according to Moody's EDF model [3], otherwise the
same PD is used for all non-rated companies.

Conclusion

Accurate calculation ECL as defined in IFRS 9 "Financial
Instruments" is essential, given the current size of financial instruments
in the Republic of Armenia and their development trend. In the absence
of a strict guidance to the ECL calculation, it is proposed that in case of
PD assessment, which is one of the three components of ECL, to rely on
the country's external rating, which is the result of the latest assessment
of 3 credit rating agencies.

By smoothing the the actual cases of probability of default recorded
in the S&P’s report, we can obtain a approximate function that will
characterize the probability of default. The results obtained with the
approximate function is subject to adjustment to the maturity of the
financial instrument. For private companies that do not have an external
rating, it is recommended to select a PD that is 1 level below the country
rating and to add a PD component deriving from the company's field of
activity.

The above-mentioned approaches together form a robust PD
assessment methodology, which allows to make a optimal ECL calculation
based on reasonably available information.
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leHpuk ManykaH
MaructpaHT, ®paHuy3ckuii yHuBepcuTeT B ApMeHUH

OLLEHKA BEPOATHOCTW O,EDOJITA PA B KOHTEKCTE
CTAHJOAPTA MCdO (IFRS) 9 «PUHAHCOBbBIE
UMHCTPYMEHTbI»

Kniouesble cnosa - oxupaemblii KpeAnUTHbI YObITOK, BEPOATHOCTbL
pedonTa, SKCMOHeHUWanbHoe crnamusaHue, apdexTBHaA NpoLeHTHas
CTaBKa, CyBEPEHHbI PUCK, CTPaHOBOW NMOTONOK

MC®O (IFRS) 9 «PuHaHCOBble MHCTPYyMeEHTbI» TpebyeT co3paHus
pesepBa Ha oOMupaemble KpeauTHble YObITKM MO  prHaHCOBbLIM
MHCTpyMEHTaM, HO He pAaeT YeTKMX YkasaHwWili no ero pacyety. [na
OLLEHKN OJHOr0 U3 TPEeX KOMIMOHEHTOB pacyeTa OMMAAeMbIX KPeLUTHbIX
yObITKOB - BEPOATHOCTM fedonTa B cTaTbe MpennaraeTcA onupaTbca Ha
PENTUHr  KPemMTOCNocOBHOCTU  CTpaHbl W [aHHble  EHEerofHoro
nccneposanua S&P no aedonTy ¢ HEKOTOPbIMU KOPPEKTUPOBKaMM.
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ANALYSIS OF SOME POSITIVE AND NEGATIVE ASPECTS OF
RA PUBLIC PROCUREMENT

Abstract: In this article, is covering some problems during the
participation of the private sector in public procurement, from the
submission of bids to the execution of the contract, is made small
references to the problems that arise along the way, their possible
solutions, artificial obstacles and other details.

Keywords: Public procurement, problems, private sector,
application, electronic system, guidelines, laws, government agency,
obligation, entrepreneur.

JEL classification: K23

Research aim: identify shortcomings in the procurement process in
Armenia.

Research novelty: proposals were made to improve the
procurement regulation process in the Republic of Armenia.

Introduction

According to the RA Procurement Legislation, any natural person,
individual entrepreneur or legal entity can participate in state
procurement. Exceptions are not so many and, as a rule, do not apply to
a wide range of people willing to participate. There are some exceptions

and they refer to persons:
e Who were declared bankrupt by the court on the day of submitting

the application;

e As of the day of submitting the application, have up to one percent
of the overdue liabilities for the revenues controlled by the tax
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body, but not more than fifty thousand AMD of the Republic of
Armenia;

e Who or whose executive representative during the last three years
started from bid subbmiting day has been convicted for terrorism
financing, child exploitation or human trafficking.

However, public procurement regulation requires more in-depth

analysis.

Research Results

As we have seen, there are not many exceptions. Almost everyone
can participate in public procurement. However, the procedure for
participating in public procurement, while becoming easier, is still
difficult. The requirement to submit some documents, which was once
the basis for the rejection of the application, has now been removed
from circulation altogether or at least classified as a non-mandatory
document.

We emphasize more than once that the legislative system of public
procurement is constantly changing and is constantly being tested.

Public procurement is carried out in two ways: paper-based or
electronic. This division was made on the basis of the RA Government
Decision N 386-N of April 6, 2017 and, to put it mildly, is a little
incomprehensible. Why the purchases of kindergartens, schools,
theaters, hospitals, some other NGOs, SNCOs are paper-based, when in
our time the full integration of the electronic system can be a way to
promote the business environment? Paper-based type procurement has
many risks, it is not practical, and finally does not correspond to the
spirit of the 21st century.

The electronic public procurement system is "a system that ensures
the implementation of electronic purchases through the website
"www.armeps.am" ". The invitations published via this system appear in
the webpage "www.procurement.am”. This web address is the same as

"www.gnumner.am”.
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Anyone wishing to participate in public procurement electronically
must register on the "www.armeps.am” website as a supplier, which is
not a difficult task. The first complication arises when the supplier tries
to participate in the first electronic purchase. It immediately becomes
clear that it is necessary to study a number of guidelines, laws, legislative
acts and a whole invitation. Because of this, many businesses pay for
procurement organizations or individuals to prepare and submit
document packages for themselves. Publishing the same invitation is also
a headache for the procurement coordinator. Government agencies have
to retain trained staff, an entire unit, or in some cases an entire
department, to regulate procurement. The source of these and other
problems is the result of improper or outdated software code of the
above electronic system.

We will try to develop the view that just creating an optimal, easy,
modern, accessible electronic system for use can solve a number of
problems in a short time.

Transferring paper-based public procurement to a fully electronic
field and creating an accessible electronic system can reduce a huge
portion of state budget expenditures. Reducing the number of
procurement coordinators can be a basis for easing the state's
exaggerated apparatus. This reform will increase the the private sector
integration level in public procurement. As a result of all this, both the
state and the business environment will benefit.

Can the electronic system be considered the basis of the problems in
public procurement? Definitely can not. The electronic system has
nothing to do with, for example, incorrect conclusion of the contract,
delay of money transfers, incorrect or incomplete drafting of technical
specifications of procurement items, acquisition of one procurement
item instead of another procurement item, artificial barriers, corruption,
unfounded and untimely actions. This series can be continued more.
Each of the problems needs in-depth study. This is one of the reasons
for the constant changes in the procurement legislation.
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Another reason for unprofessional public procurement is the bad
work of improperly trained employees. As a result, the state or the
community and the supplier suffer financial and time losses. In many
cases, a mistake made by a procurement specialist can lead to appeals or
litigation. As a result, financial and time losses for both parties become
inevitable.

Imagine a supplier who has invested a lot of money to import an item
from a foreign country and deliver it to the customer. Imagine a
customer whose issue solutions like for example garbage disposal or
transportation issues depend on the item offered by the supplier. The
human factor of the procurement coordinator, the wrong operation of
the electronic system can be costly for the customer, the supplier and,
consequently, for the ordinary citizen.

In fairness, it should be emphasized that currently the level of
improvement in public procurement is incomparably higher, if you will,
than it was a few years ago. This is evidenced by the constant expansion
of the supply chain and only one of the latest changes, according to
which the threshold for applications for participation in procurement in
excess of ten million, was raised to twenty-five million by the
government.

Some of the problems in the field of procurement are not general.
They are more localized and stem from the work in progress being
carried out by a specific government agency. In many cases, the entire
state system suffers as a result of the mistakes of one agency. At the
same time, in addition to financial or temporal loss, the damage has a
direct impact on the state's reputation. Good reputation should always
be a priority.

Conclusion
Thuse, some current issues of RA public procurement we can we
can emphasize, such as defects of the electronic system, unpreparedness
of procurement specialists, omissions made in the procurement process
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by specific bodies of the state system, omissions in public procurement

affect the state's reputation in the business environment. In many cases,

reputation is more important than financial losses.
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FOCYOJAPCTBEHHDIX 3AKYTNOK PA

KnioyeBble cnoBa - rocyjapcTBeHHble 3aKynKku, HacCTHbIi CeKTop,
3aABKa, JMIEKTPOHHAA CUCTEMA, PYKOBOAALLUME MPUHLMMbI, 3aKOHbI,
rocyAapcTBeHHbI opraH, 06A3aTenbcTBo, NpesnpuHUMaTenb

B cratbe paccmatpuBaeTcA  yyacTMe  HacTHOrO — CeKkTopa B
rocyflapcTBeHHbIX 3akynkax. bBbin npoaHanusvposaHbl npobnembl,
BO3HMKLUME B 3TOM MPOLLECCE, WX BO3MOMHbIE PELUEHUA, a TaKKe
UcKyccTBeHHble npenaTtcTeuA. MccnepgosaHa 3aKoHopaTenbHas cdepa
peryn1poBaHuA rocyfapCTBeHHbIX 3aKynok PA.
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EFFECT OF COVID-19 ON REAL ESTATE PRICE CHANGE

Abstract: Rising real estate prices are usually accompanied by high
economic growth, and vice versa, the sharp decline in housing prices
affects consumer confidence, the decline in construction, consequently
creates low economic growth. This situation is altered also by external
influences, such as the Covid-19 pandemic. The article analyzes the
changes in real estate prices in Armenia, which have been affected by
the 2020-2021 Covid-19 pandemic. Actual real estate price data were
collected from online sources. The study used Laspeyres price indexing
to understand price change. The analysis shows that the growing Covid-
19 pandemic cases have had a significant impact on the real estate price
index, leading to lower house prices.

Keywords: real estate, Laspeyres Price Index, price change, house
price index

JEL code: R31

Research Aim: Construct and analyze Covid-19 effect on house
prices via Laspeyres price index

Research Hypothesis: There will be a lagged effect between covid-
19 cases and house prices. This means that when Covid-19 cases rise
then after some period the house prices will decrease

Research Novelty: Analysis is done on a scraped dataset of houses
in Yerevan for the years 2019, 2020 and 2021 and house price change
explained by the of Covid-19 rates
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Introduction

Real estate represents a significant portion of most people's wealth,
and has a direct connection with economic growth of the country. There
are many factors that cause house price changes every year, however
there are rare events which effects are not straightforward from the
beginning. In 2020, almost every country in the world experienced a
Covid-19 pandemic which had severely impacted lives of human beings
as well as economies of the countries. Armenia has been one of the
victims of Covid-19, and this analysis is concentrated on effects of the
pandemic on the house prices.

Factors affecting Armenian real estate market

Armenian real estate market is affected by many macro and micro
economic factors as well as external forces such as pandemics and
anomalies. During 2020 Armenian real estate market was subjected to
several external "shocks". The first was the COVID-19 pandemic spread
in the world at the beginning of the year, to which some restrictions
were introduced. Then the war in Artsakh and post-war political crisis.
Transactions in the real estate market have been affected by the
anticipation of changes in the legislation on the repayment of interest on
mortgage loans at the expense of income tax, in particular with regard to
the abolition of this mechanism. The stated factors were directly
connected with the decline of tourism in Armenia. According to the data
of the Statistical Committee, 375 216 tourists visited Armenia in 2020,
which is 80.2% less than in 2019. The passive tourism turnover had
caused the landlords to lower the prices of rental houses [1].

In 2020, the total number of transactions in the real estate market
amounted to 158,659, which was 27,402 or about 15% less than the
previous year. In the first two months of the year, the number of
transactions increased by an average of 21% compared to the same
months of 2019, but in March the annual growth rate decreased to 1.5%,
and already in April the number of transactions dropped quickly to
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2,892, 5.6 times less compared to the same month of the year. The
reason was the declared state of emergency due to the COVID-19
pandemic and strict restrictions, which came into force on March 16,
2020. In general, uncertainty due to the COVID-19 pandemic and
economic constraints has been a significant factor in the activity of the
real estate market, which has forced people to refrain from large
financial costs for some time. However, after the removal of severe
restrictions on movement, the number of transactions since May has
increased almost 4 times compared to April, remaining 28% lower than
in May 2019. The monthly growth continued until October, from 14,397
transactions registered in June to 18,239 transactions in September.
Moreover, the number of transactions registered in July 2020 already
exceeded the index of the same month of the previous year by about 1%.
In September, the growth rate compared to September of the previous
year reached 17.1% [1].

Mortgage Income Tax Refund Program had positive effects on the
houses causing overall activness in the market. (See Figure 1)

15 1

2015 2016 2017 2018 2019 2020

Figure 1. Mortgage Income Tax Refund in billion drams

Other factors include but are not limited to the devaluation of the
dram against the US dollar. For comparison, if in January of in 2021 the
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average exchange rate of 1 US dollar was 521.2 drams, compared to
479.21 drams in January 2020.

Effect of war conditions

The academic research papers describe the external factors and the
determinants of house prices throughout the years. One of the
determinants of it is the state of war conditions.

Robert ). Shiller (2007) wrote a paper called “Understanding recent
trends in house prices and home ownership”, states that during World
War |l the residential construction had been sharply curtailed and the
percentage out of GDP was as low as 4.3%, below the average of postwar
4.8%. This led to decreased houses prices and the situation was altered
after the phenomenal baby boom, which translated into a sharply
increased demand for housing after the war had decreased the supply.
Overall the paper described the negative effect of war on housing market
and the increasing demand of post war situation [2].

Katharina Knoll, Moritz Schularick and Thomas Steger (2014) also
described the relationship of war and house price index in their paper
called “No Price Like Home: Global House Prices, 1870-2012”". They
discovered that during the World War |, Belgian house price index fell
nearly by 60% and reached the same level only mid-1960s. Same pattern
is observed during the World War |l, where the price index decrease
was around 18% [3].

The 44-day Artsakh war of 2020, stopped the annual growth trend
of the real estate market. In October, a 32.9% decrease in transactions
was registered, a 32.5% decrease in the same month of the previous
year compared to the previous month. The rate of decline was
maintained in November, when the number of transactions reached
8,654.

In parallel with the hostilities, second wave of the outbreak of the
COVID-19 had an impact on decline. At the same time, in December,
transactions increased by 75.7% compared to the previous month, but,
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nevertheless, transactions were 18.7% less than in December of the

previous year [1]. (See Figure 2)
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Figure 2. Number of transactions in the real estate market in 2019 & 2020

Background information and Data description

Resources for the analysis are collected from the publicly available
online sources. The data gathering is done via web-scraping techniques,
that is, by automatically getting or importing specific information from
the website. The data is mainly scraped from real-estate.am and
myrealty.am websites. There are observations for each month and the
points of interests are the listed houses and the respective prices. The
time range of the data is starting from April 2019 up to April 2021.

Methodology
We have calculated a House Price Index (HPI) from the available
data. It measures the price changes of residential housing as a
percentage change from some specific start date (which has HPI of 100)
and can be used not only for macroeconomic analysis but also as a guide
for the individual buyers, who are searching for the home. The index is
calculated using the Laspeyres Price Indexing method [4].
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The formula for the Laspeyres Price Index is as follows:

Laspeyres Price Index = Z(Pi,txQi,0) x100
>(Pi,0 x Qi,0)

Where Pi,0 is the price of the individual item at the base period and
Pi,t is the price of the individual item at the observation period. Qi,0 is
the quantity of the individual item at the base period.

Analysis

To calculate the Laspeyres index it is important to define the base
period. For this analysis, the price of the previous month is takes as
base. For instance, to calculate the HPI for the May of 2020, | took the
house prices of April 2020 as a base and applied the formula to calculate
it. The key explanations for the index are: If HPI is more than 100 this
means that house prices have increased compared to previous month, if
HPI is 100: house prices have not changed and if HPI is less than 100:
the house prices have decreased. Python programming language is used
to perform calculations and visualization. Graph 1 illustrates the House
Price Index values for the overall date range. There is an increasing
trend from April 2019 up to May of 2020 following a sharp decrease
after November 2020. (See Figure 3)

The Covid-19 effect should be observed as well therefore it is good
to compare the House Price index with active cases of the pandemic in
Armenia.
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Figure 3. House Price Index during 2-year period

It is expected that because of increasing cases, economic activity of
people will decrease and big purchases such as houses will decrease as
well. Moreover, the Government has imposed restrictions to prevent
Covid-19 spread, which even more discourages economic activities. All of
the above will lower the real estate demand and prices will fall. Graph 2
illustrates the relationship described. After the high increase of Covid-19
cases starting from October 2020, falling of House Price Index is
observed. Eventually the blue line crosses the 100 HPI baseline and goes
lower bringing a decrease of real estate prices. Even though starting
from December 2020 the Covid-19 cases are decreasing, change of HPI
is only seen from March of 2021, which is the lagged result.
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Figure 4. House Price Index vs Covid-19 cases

Conclusion
In this paper we have tried to understand the effect of Covid-19 on
the House prices of Yerevan. Data is gathered from online sources and
Laspeyres price indexing method is used to calculate House Price Index
(HPI) for the available period. As illustrated in the analysis section higher
Covid-19 cases drives the HPI below 100 baseline making house prices to
fall.
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Uwpl Cwiwquuwjw
wnunbuwghwnnigjwt pwlwwyn, Cwjwunwuh Udbphlwu
Lwdwjuwpwu

COVID-19- h URTE3NRE3NRLL ULCUNrd 4Nh3L2h GLENP
oNeNUUL dru

Pwuwih pwnbp - wupwpd gnyp, Lwuwbptiuh qubph huntipu,
quh thnthnfunigynit, wupwnd gnyph qutinh huntipu

Uupwpd gnyph qubpp wép, npwbu Ywunt, nintygynd k
nunbuwlwu pwpdp wynhynipjudp: 6 hwlwnwyp, puwlwpwu-
ubiph qubiph Yupny wuynwu wgnnd £ uywnnnubph Juinwhnyejwuu
Ypw, twwuwnnd £ shtwpwpnigjut wuydwup b duwynpnud £ intnk-
uwlwu gwdn wé: Ldwu hpwypbwlyp dbdwwbiu  thnthnfuynud k£
wnuwpht  wanbgnieniuubphg’  huswhupu  k, ophuwy, Covid-19
hwdwdwpwyp: <nnjwoénd dbpindynd Gu <wjwunwund wugwnd
gnyph qubiph thnhnfunieniuubpp’ hwodh wnubing 2020-2021 pR--h
pupwgpnd  Covid-19  hwdwlwpwyh wqnbignieniuttipp:  Uuownpd
ghyph qubph thwunnwgh wnjjwiubpp hwjwpwagnpyt) G wngwug
dwwsklh  wnpnipubphg: <Gunwgnunieniund  oguwignpdyt] &
Lwuwbytipup qubiph hunbipuwynpnudp, quwihtu thnthnfunyeniup hwu-
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Ywuwnt hwdwp: dbpnwdneniup gnyg £ wwihu, np Covid-19
hwdwwpwyh pupwgpnd  hwdwbwpwlwiht  hpwyhtwyh upnwdp
Fwwlywu wanbignientu £ pnnunud wuswpd gnyph qubiph hunbpuh
Ypw' hwugbgubiny ptwywpwuubph quwuldwup:

Mapk AmasacnsH
bakanasp aKoHOMWKM, AMepUKaHCKUiA YHuBepcuTeT ApmeHnm

BJIMAHUE COVID-19 HA UBMEHEHUE LLEH HA HEBUMWMOCTb

KnioueBble cnoBa - HepsuxmmocTb, MHAEKC LeH Jlacnelipeca,
M3MEHEHWE LiEH, MHAEKC LEH HA HEABUMMMOCTb

PocT ueH Ha HepBMMMMOCTL OObIYHO COMPOBOMOAETCA BbICOKUM
3KOHOMMYECKMM pocToM. M HaobopoT, pe3Koe CHUMeHWe LieH Ha Muibe
OTPULATENBHO CKa3bIBAETCA Ha MNOTPEOUTENbCKOM [AOBEPWUM, B CBOMO
oyepefb cnaj CTPOUTENbCTBA MPUBOAWUT K HU3KOMY 3KOHOMUYECKOMY
poCTy. DTy CUTYaLMIO CUNbHO MEHAIOT BHELLHWE BO3JEWCTBUA, TaKkne, Kak
naHgemua Covid-19. B cratbe aHanusupyetca W3MeHeHMe LEH Ha
HeaBUMUMOCTb B ApMmeHuu, Ha koTopoe noeavaAna naHgemua Covid-19
2020-2021 ropos. [aHHble O (haKTUYECKUX LeHaX Ha HeBUMUMOCTb
6binn  cobpaHbl M3 OHMalH-UCTOYHMKOB. B wuccneposaHuu
“crnonb3oBanacb MHAaekcauma ueH Jlacneiipeca, 4ToObl MOHATH U3MEHEHME
LeH. AHanu3 nokasbiBaeT, 4to pacTtywas naHgemua Covid-19 okasana
3HaYUTENbHOE BAWAHWE HA MHAEKC LLeH Ha HEABUMUMOCTb, YTO NMPUBENO K

CHUMEHUIO LLEH HaA MWUIbE.
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TECHNOLOGY AS A COMPETITIVE ADYANTAGE IN A BANKING
MARKET

Abstract: Until recently, much of the industry's attention has been
on improving Return on Equity (ROE) as many financial institutions deal
with economic uncertainties, restrictive regulatory environment, intense
competition, technology-driven disruptions, and legacy processes to
meet changing customer requirements. However, more and more banks
are putting a new focus on innovation as many financial institutions re-
deploy savings from efficiency initiatives and strategic cost programs into
investments — including in technology [1].

Keywords: Banking, technology, API, FinTech, digital banking
system

JEL classification: G21, G32, D53

Research aim: find out how technology / digital technology may
have an impact in terms of increasing competition and contestability of
banking markets

Research hypothesis: Study COVID-19 pandemic influence and
technology transformations in large financial institutions

Research novelty: The strategic importance of technology as a
driver of competitive advantage

Introduction
The new decade calls for a renewed outlook to building economic
moats. There was once a time in the banking industry when ‘product and
pricing innovation’ were the popular means of differentiation. After a
time, when most of the banks adopted the product and pricing flexibility,
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the innovative banks looked to technology investments to drive efficiency
and growth. Today, the banking sector in most of the countries is
competitive and challenging. The product, pricing and efficiency have
become table-stakes, and no longer adequate to assert a competitive
edge among the peers.

The neo-normal for the banks is to champion the trifecta of
Customer Experience (CX), Omnichannel engagement and a Platform
business model [2].

e The CX principles put the customer at the center of transactions,
conversations, products and services. The endeavor involves
reimagining the customer journeys to make banking experiences
contextual, ubiquitous and invisible.

e The omni-channel engagement takes a holistic approach to
channel modernization with an objective to create coherent
experiences across all the channels. This requires an application to
orchestrate omnichannel administration.

e The final state of platform business model will involve the bank to
curate a platform wherein their own, and 3™ party products and
services can be listed, explored and consumed by customers.

An interesting observation is that, technology has a vital role to play
in building each one of these economic moats — CX, multi-channel
integration and platform business models. Banks recognize the role of
technology in amplifying the effectiveness of their business
transformation initiatives as well as the impact on their level of
competitiveness.

Literature review
Initially, the adoption and utilization of technology by banks was
primarily to automate the back office, thus, computers were introduced
as ledger-posting machines (Kannabiran and Narayan, 2005: 365). With
transactional banking being embryonic of e-banking use, compliant
transactional banking systems need to cater for customers’ specific

169



business processes and workflow through integration with customers’
Information Communication Technological systems. Concurrently,
business environments continue to experience heightening deregulation
and regulation, technological developments, globalization and consumer
preferences and expectations, disintermediation and remediation,
intertwiningly  [3].  Amidst, these contemporary, modified and
complicated service and product delivery conditions, across industries,
e-banking stand to drive global banking industry and business at large
(Mia et al.,, 2007: 36). The concept of technological marketing is
therefore inevitably proliferated in the new economy [4] and abounds a
large part of the contemporary marketing practices as firms strive for
superiority in the face of extreme competitive environments [1], [5], [6].
Conspicuously, the financial sector has continuously embraced
heightening competition, globalization and incessant technological
developments, consequently spurring an increase of links and networks
within the industry [7].

Research Methodology

Competitive advantage accrues to the firm that is best able to deliver
the right product or service to the marketplace at the right price and
time. The question that begs is how successful firms incorporate
technology into their corporate and business strategies to achieve
competitive advantage and also the organizational structure that supports
and flows from the strategy.

A second way to achieve competitive advantage is to use information
technology as organizational support for a firm's products or services
(whether technology-based or not).

Banking is undergoing transformation from being based in physical
branches to using information technology (IT) and Big Data, together
with highly specialized human capital. Even before this transformation
began, banks and markets had become intertwined, with a higher
proportion of intermediary activities becoming market based. Banks face
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greater competition from other intermediaries, increasingly digital, in
their core businesses, such as payment and advisory services. A change
in the use of technology in developing new services and business models
has been unfolding with the rise of the FinTech sector, which can be
considered as the use of innovative information and automation
technology in financial services.

Digital technology may have a large impact in terms of increasing
competition and contestability of banking markets. Banking will move
toward a customer-centric platformbased model, and incumbents will
have to restructure [8]. This digital disruption offers the potential to
improve efficiency with innovation, enhanced supply diversity, and a
more competitive financial system. This disruption will put pressure on
the margins of incumbents, perhaps leading to increased risk taking, and
will start a competition to capture the rents in the sector.

The COVID-19 pandemic accelerated technology transformations in
large financial institutions, as employees moved to remote work and as
customers shifted to digital channels. Customers have come to expect
uninterrupted, personalized digital products and services, adding to
pressure as large financial institutions rework processes, accelerate
investments, and explore new applications. Technology transformation
has been ongoing for some time, and the barriersand challenges are well
known: the scale and cost of major upgrades, the complexity created by
legacy technology, institutional inertia, and regulatory and compliance
requirements.

Research results
Though many of these underlying challenges persist, attitudes are
shifting; leaders recognize the need to move more quickly and to try new
things. At the same time, technology has advanced in ways that make
fundamental transformations faster and less costly, while also expanding
opportunities for experimentation.
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At the Financial Services Leadership Summit held on November 10-
12 at 2020, financial institution directors and executives, regulators,
investors, and EY experts discussed how financial institutions have
adapted to the pandemic and the options for firms as they accelerate
broader systems upgrades to support new approaches. They also
discussed the implications that the path forward has for talent and
culture needs. This View Points synthesizes key themes that emerged in
conversations in advance of and during the summit. The View Points
explores the landscape from the following perspectives:

e Technology transformation is a strategic imperative

e Ways of addressing critical technology needs are evolving

e The changing nature of work has implications for talent and
culture

¢ Evolving risks and opportunities require effective governance.

e The threat from tech companies may be approaching a tipping
point Fintech, and big tech companies continue to expand
financial services offerings and gain market share (see The
Economist’s analysis in Figure 1, below), and the various emerging
models in the sector may represent increased opportunities for
them to do so.

Technology companies do not have to offer financial services of their
own; many are embedding offerings from insurers, banks, and
challengers directly in their platforms. The institutions have already got
the applications of convenience for many customers, and they can just be
the portal and get the transaction and customer data. The challenge for
financial institutions is figuring out how to maintain the customer
interface and prevent that. Today Armenian digital payment sector is well
developed to meet the demands of not only its customers but also
international standards.
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Figure 1. The Economist’s analysis, The Economist, October 8, 2020

However, because of local mentality, particularly the habit of paying
cash, these technologies are mostly used by the young generation or
tech-savvy adults only. The situation changed by pandemic, changed the
perception of online payment systems wholly.

Currently, various delivery services and online stores are actively
promoting their services, encouraging people to pay online in Armenia.
The increase of non-cash payments, especially in online trading, utility
payments against the impact of the current situation is natural. It should
be noted that the government and the Central Bank of the Republic of
Armenia have repeatedly strongly recommended non-cash payments.

Many banks, in turn, offer online stores to use their specially
developed tools to accept card and QR payments. These solutions allow
accepting card payments without any additional investments and
integrations — a retailer may not even have a website.
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Figure 2. Volume of card operations via different payment systems

The operations were mostly made via Visa cards, and compared with
the same period of the last year it was increased by 5,84 %. The next is
via MasterCard, and in this year, it was increased by 16,7 %. We see that
in the first quarter of 2021, the operations via cards were 746,668
million dramas, and compared with the same period in 2020 was
increased by 15.9 %: Arca was decreased by 1.8 %, Visa increased by
18.3 %, MasterCard by 26.3 %, Other cards decreased by 23.3 %.

In the first quarter of 2021, the number of operations in cash was
10, 444,587 AMD, and compared with the same period of the last year
was increased by 12.3 %. Non-Cash operations number was 17,995,639
AMD and compared with the same period of the last year were increased
by 73.5 %.
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Figure 3. The volume of cash and non-cash operations

Compared with the previous year period, the online transactions in
Armenia registered a noticeable growth of 14.6% during the first 6
months of 2020 with the amount of 5 769 900 000 AMD or 11.8 million
USD. Moreover, the majority of Armenian online transactions are
concentrated in Yerevan. During the first 2 quarters, the online
transactions in the capital reached 5 billion 712 million AMD or 99% of
the total amount. According to the Central Bank of Armenia statistics,
online transactions with a banking card have increased more than ten
times during the last 5 years from 25 billion AMD to 338 billion AMD
during the pre-pandemic 2019.

Particularly, online payments were made for vehicle orders (during
the 2019 car boom), however, in January 2020, when Armenian buyers
stopped buying vehicles abroad, the online trade turnover was almost as
high. In December 2019, the number of transactions was 44 billion
AMD, and in January 2020 - about 34 billion. Today more people pay
online for utilities, food, education, or entertainment.

The online payment infrastructure in Armenia is well developed to
allow businesses to integrate new tools into their infrastructures and be
competitive and successful in this digital era. n 2018, the global FinTech
sector was estimated at $127.66 billion and is expected to reach a
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$309.98 billion annual growth rate (24.8%) by 2022. One of the
strategic directions of banks is the introduction of the latest technological
solutions, which is an ongoing process.

According to the official, customers’ expectations and demands push
the market towards the latest FinTech trends, moving the banking system
to a faster, safer, contactless, and cashless future. From a cybersecurity
point of view, the Armenian online banking system is secure enough to
meet the highest technological demands of international online banking
standards.

Armenian online banking system is digital transformation oriented
now and this leads to grand changes in banking labor force reformation
- demands for tech and finances savvy specialists rise, reforming the
whole system. As the coronavirus closes the doors of many banking
branches, digital banks are using this feature to change the way
customers view the digital banking system. In Armenia banks like Evoca,
Ineco, Ameria and other lead companies implement innovative
technologies widely towards the online banking system. They are
confident that this positive change in the virus-driven mobile banking
system will have a long-term impact in the years to come.

The digital disruption of banking promises to lead to a general
increase in efficiency and service by helping to overcome information
asymmetries (using big data and AI/ML techniques and blockchain
technology), providing a user-friendly consumer interface and a higher
standard of service, and ultimately replacing obsolete technology.

Banking will thus move to a customer-centric platform-based model,
and that can be a new step in competing with each other. All these
changes present challenges to incumbents since they will have to update
their technological platforms, reduce branch overcapacity in the current
low-profitability environment (particularly in Europe and Japan, where
there are still legacy assets to dispose of), and try to reach the new
standard of service by competing with the new entrants that are
encroaching on the most profitable lines of business. Incumbents will
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have to restructure, and consolidation will occur. Incumbents will also
face heavy regulatory scrutiny and compliance duties and will have to
overcome the tremendous damage to their reputation caused by 2007-
2009 financial crisis. They will face the dilemma of whether to compete
head-to-head or cooperate with entrants. In the case of FinTech, this
dilemma will be resolved by acquisition or partnership.

There is no doubt that the short-run impact of the digital disruption
will be to erode the margins of incumbents and increase the
contestability of banking markets. The long-run impact will depend on
what market structure ultimately prevails. Banking could move from the
traditional oligopoly to a new form in which a few dominant platforms
control access to a fragmented customer base if a few BigTech firms,
together with some platform transformed incumbents, monopolize the
interface with customers and appropriate rents.

Many banks are also investing in the development of application
programming interfaces. An AP| is a set of technology guidelines and
tools that enables software developers to build connections between two
systems, allowing for speedier transactions and facilitating data access
and analysis. For banks, APIs represent an important improvement in
tools such as payment hubs and treasury workstations. APls are
increasingly becoming an essential part of banks’ corporate offerings
because they solve some challenges in meeting individual companies’
needs around bank connectivity. APIs also have the potential to
accelerate transactions, just in time for real-time payments. “API is at the
heart of real-time banking,” Citi’s Bose said. “We are seeing a significant
amount of interest from our clients.”

Banks may offer APIs directly, such as the payment APIs Citi offers
customers of its CitiConnect platform. Fintechs are working with banks
to help clients optimize their cash management and other capabilities.
From the point of view of banks and technology providers, APIs can
minimize issues of having to tweak systems for each separate corporate
client. For banks, which are seeing disruption to their business, as well
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as high levels of competitiveness, the possibilities inherent in new
technologies offer a way to retain existing customers and attract new
ones - if only they can keep abreast of the rapid pace of digital change,
which can lead to raising their competitive level.

Conclusion

Technology is driving competitive advantage in financial services. It
is clear that there is now a need more than ever to reimagine the role of
technology within the banking and financial sector, and it's imperative
for businesses to understand how to utilize new platforms and
understand the impacts of new regulations in order to stay competitive
and compliant in a crowded market. Technology is the essential variable
determining competitive advantage in financial services today. This has
not always been true; things like profitability, history, and scale all played
much bigger roles before, but that is not the case anymore.

The strategic importance of technology as a driver of competitive
advantage and the scale of transformation efforts means that technology
continues to command significant board attention and oversight. Boards
must ensure technology transformation is getting sufficient investment
and is tied to the broader strategy, while also ensuring risks are
managed effectively. As banks invest to upgrade systems that will drive
competitiveness, boards need to remain abreast of rapidly changing
possibilities.

Armenian online banking system is digital transformation oriented
now and this leads to grand changes in banking labor force reformation
- demands for tech and finances savvy specialists rise, reforming the
whole system. Compared with the previous year period, the online
transactions in Armenia registered a noticeable growth of 14.6% during
the first 6 months of 2020 with the amount of 5 769 900 000 AMD or
11.8 million USD.

Banks globally recognize the need for digital transformation as their
end-user expectations change. Putting off digital transformation is no
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longer an option as the Covid-19 pandemic has dramatically accelerated

this shift, changing end-user expectations, and is now changing the

competitive landscape. Banking is one of the industries, which involve

both high information content of the product and high information

intensity of process. The nature of the industry implies that it is highly

competitive. Therefore, in order to cope up with the rising competition

Banks can reflect on the use of API, FinTech and other innovative and

digital transformations as a competitive tool.
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